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, INTRODUCTION
1. the Chairman of Estimates Committee having been authorised 

by the Committee to submit the Report on their behalf, present 
this Forty-Eighth Report on the Ministry of Finance, Department 
o f Revenue—Revenue Leakages.

2. The Committee took evidence of the' represntatives Of the 
Ministry of 'Finance  ̂ Department of Revenue, Central Board of Di
rect Taxes and Central Board of Excise & Customs on 2, S and 4 
March, 1987- The Committee wish to express their thanks to the 
Secretary, Ministry of Finance, Department of Revenue, Chairmer 
of Central Board of Direct Taxes and Central Board of Excise ii 
Customs and other, officers for placing before them the mat jrial and

► information and giving evidence before the Committee.
3. The Committee also wish to express their thanks to individua

als/organisations who furnished memoranda on the subject to tfat 
Committee. ' ,

4. The Report was considered and adopted by the Committee on
27 April, 1987. ,

5. For facility of reference the recommendations/observations of 
the Committee have been printed in thick type in the body of the 
Report and have also been reproduced in a consolidated form in the 
Appendix V to the Report.

. .New Delhi; CHANDRA TRIPATHi
April 28, 1987 , - Chairman,
Vaisakha 8, 1909 (S) ' Estimates Committee.ft

(▼)



CHAPTER 1

, CENTRAL BOARD OF DIRECT TAXES

A. Introductory > .
* ,

1.1 The various modes of revenue leakages, related to evasion ol
»direct taxes, have been broadly identified, which include complete 
or partial suppression of gross receipts, exaggeration of expenses and 
under-valuation of assets. In practice, however, the exact mo&us
operandi adopted by various tax evaders varies from case to case 
and also changes from time to time, which necessitates suitable 
legislative and administrative step$ to thwart such attempts at tax 
evasion,

1.2 The administrative measures stated to have been laken by the 
Ministry of Finance, Department of Revenue, to contain revenue 
leakages include intensification o f search and survey, deep scrutiny 
of cases and launching of prosecutions against tax evaders. • ..

1.3 As a result of intensification of these measures from year to 
year„ the. number of searches, the amount of seizure, the number 
of new assessees discovered, prosecutions launched and number of 
convictions obtained have been substantially increased, w hich  has 
a deterrent effect on economic offenders. ,

1.4 The Directorate of Inspection (Inv.) is the apex agency en
trusted with the task of combating tax evasion. To. strengthen the 
investigation machinery, additional manpower which is stated to 
have been sanctioned by the- Cabinet recently includes Director- 
General, Directors, DDsI, ADsI and supporting staff. The Investi
gation Wings, recently augmented, have started functioning. De
tailed instructions regarding their work'have been issued. These 
Units are incharge of entire investigation work including Survey, 
CIB and Intelligence work. Apart from this, the Commissioners of 
Income-tax have Prosecution Wings under them who process, initia
te and follow up prosecution cases.

1.5 To study the general modus operandi of tax evasion, parti
cularly in the cases of large industrial houses and to give suitable 
instructions to the field officers regarding assessments in such cases, 
the Directorate of Inspection (Special Investigation) has been set upu
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This Directorate is. headed by a Director General. The Directors- 
General of Investigation and Special Investigation functions under 
the Member (Inv.), Central Board of Direct Taxes (C.B.D.T.) who \ 
exercises overaU ,supervision and control. ,

1.6 Apart from deterrent measures;, like searches, survey and.
prosecution, to encourage voluntary compliance, Summary Assess
ment Scheme has been liberalised. An Amnesty Scheme is also 
under operation till 31-3-1987. ' * .

To simplify and rationalise direct tax laws, a 'Discussion Paper 
was laid on the Tables of both the Houses of Parliament. The 
ultimate objective was to have a single direct-taxes Code. In pre
paring this Discussion Paper, the findings of the National Institute 
of Public Finance and Policy in their report labled “Aspects of 
Black Economy in India” and the suggestions of Members of Parlia
ment were taken into consideration. ,

1.7 Ihe Vigilance machinery under C.B.D.T. functions under the
Directorate of Inspection (Vigilance). This Directorate exercises . 
vigil over the departmental officers to detect connivance of depart
mental staff in revenue leakage cases as well. ,

1.8 For prpviding incentive to departmental officers a system of 
rewards has also been introduced. -Officers and staff are rewarded 
for their achievements in disposal of Summary assessments, detec
tion of concealment during assessments, for. outstanding work in 
search and seizure cases and for outstanding work in representing 
Department’s cases before the Income-tax Appellate Tribunals.

1.9 During the evidence of the representatives of the Ministry
of Finance, Department of Revenue, elucidating various aspects o f 
the subject of Revenue Leakages, highlighting various problem 
areas and measures taken by the Ministry to combat them, Revenue 
Secretary stated: •

"As far as direct taxes are concerned, it means two things. 
Either suppression of income that is whatever is showing 
less income or enhancement of expenses. This is broad
ly the manner in which taxes are evaded. First testi
mony is what we do for stopping leakages, what we at the 

t end of the year show you as our revenue collections.
After 1965 Budget, after reduction of the rates, if the



personal tax showed a buoyancy of something like 30 per~ 
cent* which has unprecedented and it was continued in 
the next year also, that is some guarantee that steps were 
taken for plugging leakages because tax rates were low* 
The extra revenue' would only come by increasing the 
number of assessees which report to the Income-tax De
partment and by better scrutiny. First of all, I. will tell 
you the institutions which work for stopping of revenue 
leakages. Firstly, there is the Directorate of Investiga
tion. This is a Branch which conducts raids. It has
conducted 6,000 raids in a year. There^are Deputy
Directors in the metropolitan cities and then there are 
other Junior Officers. This is the group of people who 
go and enter the premises and seize the money or account 
books. .

*
The second is the^Directorate of Survey. Survey means 
trying to unearth a larger number of assessees. Today 
we have only 5 million assessees paying income-tax. Our 
target is that every year we should be able to enroll about 
6 lakh new assessees. -

I have had discussion with the Planning Commission 
&nd people outside and they are of the view that we are

* certainly missing something like 2 million assessees even 
now. Enrolment of assessees is insufficient. Roughly 
speaking, one Inspector goes to four or six premises in a 
day in an urban area anii 6-8 premises in a rural area. 
On that basis certain staff is .given. Our total capability 
is to increase something like six lakh assessees in a year. 
There is another problem also which we have to face. 
Certain people try to defeat the laws because of the 
freedom available. There are a large number of attorney?

■p
* Financial Year ' Personnel Tax 

; incrores

1984-85 . . ' . 1972*76
1985-86 . . 2510.15

v f
V. Increase : 582.39 or 30-12

'  \ over preceding yeai.
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and legal experts available all over the country. They 
are able to provide expert advice to people. They are 
able to avoid taxes by maximum utilisation of tax shel
ters which are provided in the law. We have got a spe
cial Directorate of Investigation which checks big houses, 
companies etc. They pay special attention in this matter. 
The capability of doing searches and surveys is always 
with the Commissioner of Income-tax. Deterrent action 
is taken. We have to prosecute people who haifre been 
guilty of violation of income-tax laws. For that pur
pose, very recently, we have developed a structure of 
more meaningful prosecution also. This is bur preventive 
wing. On the other hand, much of the improvement in 
fthe working of the Revenue Department or of plugging 
the .loopholes is by improvement of Mw. Every year, 
the incqfeestax law is amended after reviewing the rul
ings of the Courts. But a major series of reform was 
started in the year‘1985 where the tax rates were drasti
cally reduced and the whole lot of it was taken up for 

simplification so that people will comply with the 
laws better if they know these things verey well. So, 
this process which was started last year has resulted in 
what is called the Discussion Paper which has been, in 
the past three or four months, discussed widely by the 
Parliamentarians and public also. After receiving all 
their suggestions, we have finalised a new Bill, new Am
ending; Bill containing as many as 350 Clauses. We have 
still to go a long way in changing the procedures etc. I 
would like to refer to some of the very very important 
provisions which have revolutionised the tax administra
tion. Firstly,, there is summary assessment. We did 
summary assessment of below Rs. 2&000 cases. The 
limit was raised to Rs. 50,000 and subsequently to Rs. one 
lakh which is absolutely a revolutionary one. Today 93 
per cent of the assessments which are done are automati
cally accepted. They are just accepted. With the new 
amendment in the ofting, it will be much easier. Further, 
instead of the Income-tax officers trying to examine each 
and every cas<\ close attention will.be paid in only about 
5 to 7 per cent of the assessments, there will "be* thorough 
invefstigation, while there toll be random scrutiny of the 
remaining cases. This will mean that finalisation of 
assessments will be quick and the harassment to * the
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assessees will be reduced. There will be more investigfr*
, tion and scrutiny of selective cases.

I would like to tell you what amendments have been made.
For instance, in the Bill which has been introduced by the 
Finance Minister only yesterday, there are four very im
portant clauses. We have introduced a flat rate bn assess
ment of income in the case of air companies and oil com
panies which were presenting a lot of problems. We have 
also extended the concept of tax deduction at source. If 
salary is given by Government, then the tax is deducted
at the sources and a certificate is given to the person who
receives the salary. Similarly, we have provided that, when 
royalty or consultancy fee, etc-, is paid, the person who is 
paying it will^deduct the tax at source. Apart from prompt 
collection of tax, the importance of the scheme is that it 
extends the net of the Income-tax Department because quite 
often these people who receive the commissions or royalties 
or consultancy fees do not submit their returns an<f show 
that they have earned this income. Similarly, you will find 
that every year we are able to finalise criminal prosecu
tions in something like a hundred cases. The main reasoh' 
for that is, we have now tightened the law in that regard. 
Previously there was a law tha&we could start prosecution , 
only after assessment had been made. Now that has 
been removed. Now prosecution can be started in many 
cases simultaneously. Then* we have enhanced the mini
mum punishment which will act as a deterrent. In your 
questionnaire one important thing is collusiveness of the 
Department with the assessee in reducing taxes. On that, 
a very remarkable work has been done in our Department. 
For the past two years we have launched a vigorous drive 
and you must have known from the papers that so many 
Commissioners have gone out of their own because things 
became difficult for them: The vigilance drive for screen
ing such people is going on. We have also tried to reduce 
as much as possible; at least at the lower level, the discre
tion with the officer. We have, in the proposed law, re
placed discretion by a mandatory fine and specific per
centages of interest and so on. The area of dftcretion is 
being^removed. In 93 per cent of the cases, assessments * 
are automatic—with the introduction of computers. Also 
at the lower level the area of discretion is being removed. 
So. our amendments of the law are trying to refecc ffrfc



role of our officers colluding with the as&essees. This isr 
the broad picture as fas as direct taxes are concerned.’’

1.10. Notwithstanding various measures taken or proposed to be 
taken by the Government to rationalise and simplify tax laws and 
to bring about improvements in the quality of tax administration, the 
Committee are constrained to observe that combating, the menace 
of Jle venue leakages and generation erf black money in the country 
did net receive until recent years the importance it Reserved. It is 
rather a belated realisation by the Government as late as in 1985 that 
the subject has assumed importance .when according to Revenue 
Secretary “a major series of. revenue reforms were started...... the tax
rates were drastically reduced and the whofe lot of it (tax laws) was 
taken up for simplification/9 The “Discussion'Paper” on simplification 
and rationalisation of tax laws is also a recent phenomenon based on 
which the Government now propose to bring forward a comprehen
sive Amending Bill containing about 350 clauses.

I l l  It is too obvious to be pointed by the Committee that the 
growth of an economy in the country and entire gamut of financial 
administration and-fiscal policies of the Government are dependent 
on the smooth flow of revenues. This would be possible only if tax 
laws are simple ancL unambiguous, there is sound and committed^ tax 
administration to implement them and voluntary compliance thereof 
by the taxpayer. However, contrary to this, complicated and intricate 
tax laws and procedures, rampant corruption in the tax collecting 
machinery and habitual tax avoidance by a terge section of assessees 
have already done an irreparable damage alround. JThe Committee 
are aware that these factors have also contributed to> the growth of

4 .

black money which has assumed alarming proportions and has earned 
the dubious distinction of a ‘parallel economy’ in the country. The 
Committee* feel that there is no further scope for laxity or complisc* 
ence and would like the Government to girdle their loins and proceed 
with all the administrative and legislative measures with all the speed 
at their command to achieve the objective at the earliest. ,

1.12. The Committee would, however, deal with various aspects o f 
the subject in suceeding sections/chapters of this Report
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R. Central Information Branches r

<i) Sources of Information about Revenue Leakages

1.13. In the Preliminary Material furnished to the Committee by
the Central Board of Direct Taxes it has been stated that Central In
formation Branches had been set up under the control of Commis
sioner of Income-tax for the purpose of collection and dissemination 
of useful information from various sources both for discovering new 
asses sees and for locating concealment in the cases of already exist
ing assessees. ' ' \ * ( ; Uj|

1.14. Asked as to what were the “various sources” for collection
of information and to whom information so collected was dissemina
ted; and whether the Central Information Branches were coordina
ting their activities with the field officers responsible for conducting 
external surveys, the Ministry in their reply stated that in the Action 
Plan for Survey, 85 sources of information had been identified for 
collection of information (Appendix I). The information collected 
by the officers of the C.I.B. units from these sources was disseminated 
to the assessing officers having jurisdiction over the recipients of 
income or owners of assets. The Central Information Branches were 
also co-ordinating their activities with the fi^ld officers as per Instruc
tion No. 1529 dated 4-10-1983 (Appendix II). *

1.15. During evidence when asked whether the Central Informa
tion Branches were maintaining coordination with the investigation 
and enforcement agencies of various State Governments, Revenue 
-Secretary stated:

“Our orders provide for regular meetings of all the enforce
ment agencies at the State headquarters under the chair
manship of the Chief Secretary or the Home Secretary and 
that includes all investigating, enforcement agencies of the 
Central Government and the State Government.”

1.16. Asked whether anything had come out of these meetings, 
Revenue Secretary stated:

“I can offer information on two or three instances of this coor- 
' dination. In Karnataka they have totally computerised all

the sales tax assessees and that information has been of
► ' tremendous importance to us.'. The Excise Department and
! the Income-tax Department are hand in glove. The excise
r offences will always have income tax angle.”

117. Referring to ‘sources of information’ as indicated at items 44 
! to 48 Appendix I, asked whether cases of'concealment of income by
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self-employed persons like lawyers, doctors, chartered accountants^ 
architects etc. had been detected, the witness stated:

“ ........ in Delhi we carried out a number of raids on doctors,
hospitals and clinics. It had a tremendous effect. CAT 
SCAN people were having a turnover of'Rs. one lakh per 
day. The advance tax returns filed thereafter showed an 
increase. The effectiveness of the raids is not confined to 
the few people whom we raid, but it has a ripple effect on 
the whole class. For instance, in Bombay three builders 
were raided. But the bigges^disclosure came from an
other builder in Bombay itself, who felt that we had come 
close enough. Similarly, in Bombay only, a group of cinema

* houses were raided and the owner of another cinema house 
came out with one of the biggest disclosures.”

1.18. It was pointed out during evidence that in 1985 some raids 
were conducted in Patna on doctors. Some doctors were actually 
made to pay heavy penalties while others were allowed to go scot 
free and there was wide-spread impression that some sort of 
favouritism was shown to people who happened to be in the same 
income earning brackets, as compared to those on whom raids were 
conducted. , Asked how such an element* of subjectivity could be 
eliminated from the process of raids, Revenue Secretary stated:

“In the case of income tax, clearance for a raid is a very 
difficult procedure. This is not automatic. It is not like 
a police officer under the Cr. P*C. in charge 6f a station 
deciding to conduct a raid and just by writing two lines, 
he can go and raid the concerned person. In the case of 
income tax, we have to record all the information which 
is in our possession and then only can we proceed. 
Secondly, there is a regular review of all our senior 
officials. I would like to inform the hon. members that 
against a major senior officer when found guilty 
action was taken. A  large number of officers were sus
pended who were in charge of assessment of some ciga
rette companies. So, wherever we detect faults, we do 
take actipn * \ * '

1.19 It was pointed out that item 57 in Appendix I pertained to 
the electricity consumption bills for over "Rs. 9 000/- ner annum 
paid by non-industrial users. Asked whether this ceiling did not 
require revision in view of increase in the rate of electricity charges,. 
Revenue Secretary stated during evidence: u

f,This ceiling needs to be revised, I agree.* -



120 Subsequently, the Ministry was asked to furnish a note indi
cating how various "sources. of information for discovering new~ 
assessees and for locating concealment cases were identified; 
whether any review was undertaken to update these sources; and 
when was the last review conducted. '

1.21 The Ministry in their reply .stated that the various sources
of information were identified from the abundant economic litera
ture that was available in books, journals, periodicals and news
papers. The assessment records and account books also became the 
basis oi discovering new sources of information that could lead to 
detection of new, assessees and locating concealment cases. The 
review to up-date the sources of information was taken every year. 
The up-dated list of . 85 internal and external sources was circulated 
to field officers in June, 1985. .
(ii) Classification of Revenwe Leakages • and Modus Operandi

adopted by 'economic offenders

1.22 With regard to classification of Revenue Leakages and 
modus operandi adopted by economic offenders the CBDT have' 
stated in the Preliminary Material that:

 ̂ “There cannot be any clear-cut classification ^of revenue 
leakages and modus operandi adopted by economic offen

ders. The, National Institute of Public Finance in their 
report on ‘Aspects of the Black Economy in India’ have 
identified complete or partial suppression of gross receipts, 
exaggeration of expenses and under valuation of assets 
constitute important methods of black income generation 
as the known modus operandi for evasion of income taxi 
and wealth-tax.” '

123 Asked, why no attempt had been made to classify revenue 
leakages and identify modus4operandi adopted by various economic 
offenders, the CBDT stated ttiat the modus operandi adopted by 
various economic offenders for suppressing their income and thereby 
evading taxes had been identified from time to time. Suitable legis-

, lative and administrative steps were taken to thwart such attempts - 
by economic offenders. Various legislative measures had been 
taken to check tax evasion and generation of black money in the 
recent past (Appendix III)., Administrative measures taken includ
ed intensification of searches and surveys, deep scrutiny of cases and 
launching of prosecution against tax evaders.,

124 With regard to Government’s reaction on the findings of the 
National Institute of Public Finance and Pqjicy, the CBDT stated

9
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that the findings in the Report titled “Aspects of Black Economy in 
India” wete reflected in the long-term fiscal policy of the Depart
ment. While framing the policy the reaction of the Members of 
Parliament to the suggestions was also taken into consideration. 
TThe suggestions on which action was to be taken by the C.B.D.T. 
included inter alia liberalisation of Summary Assessment Scheme 
and stepping up of deterrent measures like Survey, Searches and 
Prosecutions. These had already been implemented.

1.25 Elucidating the position in this regard, Revenue Secretary 
.stated during evidence:

“In respect of this question, Appendix III relates to the 
period upto 1986. Every company which declares a 
dividend should pay income tax, according to the changes 
in legislation, made from 1980. There are many innova
tions in the current (1987) budget proposals. Then 
there is a proposal which we have circulated for simpli
fication. This is a very big suggestion for stopping tax 
leakage. Today we do not have powers for impounding" 
the books that have, been taken. There are certain ideas 
which we hope to introduce.”

' * ' ✓
1.26 Asked whether there was any proposal to simplify the form 

-*>f returns etc., the witness stated:

“We are doing two things. Firstly, we are revising the fonft 
We are consulting best experts in India and abroad. 
Secondly, we will simplify the law. Thirdly, we have 
started a big programme on tax education. You must have 
seen some of the things on the TV. We are going in for 
much bigger programme on tax education.”

1.27 Asked, if the form for returns were printed and supplied in 
JEHndi and English, then all the* people may not be able to under
stand them. How could this problem be solved, Revenue Secretary 
stated: ! '

“We are seeking the permission of the Official Language® 
Department to have it separately in Hindi and English. 
Our problem will be that half of the officers in that
region will not know the local language of that area.-------
. . . . . .w e  are thinking of only 4 million assessees, while
the total population is around 750 millions. We are think
ing of a very, very small group of people who are paying 
income-tax and we presume tbft if they can .pay tax*



.they can also read and write English or Hindi. .................
one can go to our FRO and he.will help him in filling it 
up.” '

1.28 The Committee are informed that the Central Information 
Branches, functioning under the Commissioners of Income Tax, had 
identified 85 sources of information for discovering new assessees and 
for locating concealment of income by the existing assessees. These 
branches were coordinating their activities and disseminating neces
sary information to the field officers. The review to update the 
sources of information, (which the Committee feel remained mere 
on paper and is hardly observed in practice) is stated to be taken 
every year Smf an uptodate list thereof was last circulated to field 
officers in June, 1985. However, during evidence (held in March, 
1987) referring to item 57 of the list of Action Plan for Survey, when 
it was pointed out that the electricity consumption bills for over Hs. 
2000/- per annum, paid by non-industrial users needed upward revi
sion in view of increase in rates of electricity charges, Revenue Sec
retary immediately conceded by stating "this ceiling needs to be re
vised, I agree.” The Committee are constrained to observe that 
either the statement of the Ministry that these sources are reviewed 
and updated every year is incorrect and misleading or the review itself 
is conducted in a casual and perfunctory manner. Whatever be the 
case it reflects adversely on the functioning of the Central Information 
Branches which are supposed to be the basic agency for providing 
necessary information to the field officers for proceeding with their 
job. The Committee desire that the list of sources may-be thorough
ly scanned and made realistic and record kept indicating the num
ber of new assessees discovered with reference to a particular item 
in the list. The Ottnmittee also desire that functioning of the 
Central Information Branches should be reviewed periodically by 
the respective Commissioners of Income tax under whom these 
Branches are functioning.

1.29 The Committee express satisfaction over the arrangements 
which provide regular meetings of all the investigating and enfor
cement agencies of the Central and State Governments, at the 
State headquarter, under the Chairmanship of the Chief Secretary 
or Home Secretary of the State Governments for coordinating their 
activities and exchange gf information relating to economic offen* 
ces. The Committee hope that such meetings do take place at re
gular intervals. They would like these arrangements to be fur
ther strengthened and'institutionalised so that information relating 
to economic offences having inter-state ramifications is gainfully 
546LS—2



exchanged among the respective investigating/enforcement agen
cies '

1.30 The Committee feel that there is considerable scope for un
earthing unaccounted income in the iself-employed sectors consisting 
of lawyers, doctors, chartered accountants, tailors, ar
chitects etc. Revenue Secretary also echoed this feeling when he 
stated during evidence that a number of raids were conducted in 
Delhi on doctors, hospitals and clinics which revealed huge turnover 
and that 4‘Cat Scan people were haying a turnover of Rs, 1 lakh per 
day/' The Committee would, therefore, like the Ministry to con
sider the feasibility of creating a cell in tibe Income Tax Department 
which should exclusively 'devote itself to finding ways and means 
and intensify efforts to unearth unaccounted income in this sector. 
However, to obviate general impression that some sort of favouritism 
takes place in the matter of conducting raids, it should be ensured 
that the element of subjectivity is (scrupulously obviated leaving no 
scope for discrimination in the matter of taking decision about con
ducting raids and the consequent follow up action̂

12

• 1.31 The Committee note that modus operandi adopted by various 
economic offenders for suppressing their income and thereby evading 
taxes had i>een identified by the Central Board of Direct Taxes from 
time to time. The Committee understand that based on the re
commendations contained in the Report ‘Aspects of Black Economy 
hi India’ Government have initiated/taken various administrative and 
legislative measures to thwart such attempts by the economic offen
ders. These measures include liberlisation of summary assessment 
scheme and stepping up of deterrent measures like surveys searches 
and prosecutions, simplification of forms for returns, simplification 
of tax laws and tax education through programmes in the mass media 
like television. The Committee would urge upon the Ministry to 
finalise the proposed administrative measures without delay and 
bring forward legislative proposals before Parliament expeditiously. 
They would also like to point out that as and when new measures 
are incorporated ini the tax laws, ways are simultaneously discovered 
by the legal experts to avoid taxes by finding lacunae an«T loopholes 
therein. The Committee would, therefore, emphasise that Govern
ment should keep these aspects in mind while finalising the legislative 
proposals. According to the Committee the tax laws should be 
simple and clear to an average assessee and incapable of having varied - 
interpretations. + .
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C. Surveys, Searches and Seihtres _

Surveys

1.32 In the Preliminary Materiial furnished by the CBDT it has
been stated that: - »

“External Survey is conducted by the field Officers as per the
* instructions, guidelines and Action Plans formulated by the 

Director of Inspection (Survey) in consultation with the 
CBDT.’:’.

1.33 Asked to state how many such surveys were, conducted dur
ing the last four years and with what results; the CBDT in their 
reply stated that the number of premises surveyed and number of 
new assessees who filed voluntary returns as a result of survey etc. 
for the last 4 years are as under:— ;

Financial year No. of
premises
surveyed

No. of new assessees who 
have filed voluntary 

returns

Income Tax Wealth Tax
^983-84 6,08,165 1,98,653 8,342

1984-85 1,80,693 1,22,615 3,484
1985-86 . 1,65,911 90,251 5,618
1986-87 . 
(upto 31-1-87)

1,27,050 3,50,536 23,408

1.34 On the basis of figures furnished by the Ministry, it was 
pointed out that the number of new assesses on voluntary basis was 
much ISSss in 1985-86 as compared to 1983-84. Asked what was the 
reason therefor, Revenue Secretary stated:

“Actually, there was a policy change after *1983-84. There
was lot of protest about the survey and all that and, there
fore, it was given up. It has been resumed now. You 
will remember that in the last Monsoon Session of the 
Parliament, certain provisions were passed under Section -r.

. 133-B which gave us further authority to make the sur
veys. So, if you see in 1986-87) 1,28,000 assessees were 
located. As I told you, our. target is to -get six lakh 

i assessees. Survey must locate at least two lakhs directly
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and the remaining come as a fear of raids and all that. 
If you directly locate ten, then you get twenty otherwise. 
So, if you have to haye six lakhs new assessees, then our 
survey parties must locate at least two Jakhs, and that 
two lakhs requires two lakhs Inspector mandays which 
will require so many Inspectors and all that.” '

*
1.35 The Ministry further informed that surveys under Section 

133-A(5) of the Income Tax Act were conducted to check lavish ex
penditure on parties/marriages etc

In reply to a question whether these surveys collected evidence 
about ostentatious expenditure by the a§sessees in houses/buildings 
etc., the CBDT stated that the Finance Sill, 1986 proposed introduc
tion of new section 133-B which would have enabled the Income Tax 
Authorities to enter residential premises for the purposes of col
lecting information regarding ostentatious expenditure in houses. 
This proposal, however, gave rise to a lot of controversy and finally 
section 133-B was enacted through Finance Act, 1986 in a truncated 
form after excluding residential promises out of its purview.

1.36 During evidence, when asked how many cases of ostentatious
expenditure on parties/marriages had come to the notice of the au
thorities and whether the prosecution was launched against them, 
Revenue "Secretary stated: ^

“I have come across only six cases— .. we know the cases 
where ostentatious expenditure is there on marriages, etc., 
say about a lakh of rupees. Expenditure on weddings 
in a five-star hotel is high and should come into the tax

■ net. If he is spending that much expenditure he should 
pay tax on much more income than that figure. We are 
now trying to introduce a sectoral expenditure tax so 
that he pays tax oij such huge expenditure. We are che
eking such high expenditure and such cases.”

1.37 Asked how much expenditure did he consider as lavish, 
Revenue Secretary stated:

\ “Lavish expenditure relates to the person concerned. If a 
person is paying me about Rs. 1,000 in a year as income- 
tax, that means his income is below Rs. one lakK. If he 
spends Rs. three lakhs on wedding ceremony; then it is 

' . ostentatious expenditure. That means his income is
much more than he is disclosing. There are instances 
where the expenditure on wedding has been over Rs. ten
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lafchg ___.. The Iavishment, of course, will depend on
your assessed income.”

1.38 Subsequently, in a note furnished to the Committee, ex
plaining the procedure with regard to surveys conducted for detect
ing lavish and ostentatious expenditure, the Ministry stated that 
survey under section 133-A(5) were conducted to check lavish and 
ostentatious expenditure incurred on the occasion of marriages, 
parties, etc. Such a survey led to estimating the amount of expen
diture incurred by the assessee on functions/ceremonies which alert
ed them and compelled them to declare their corect income in their 
income-tax returns, which were normally to be filed after the end 
of the previous year. Our objective behind such surveys, which 
were undertaken immediately after the event, was to compel the 
ass&see to make a full disclosure of their income and not to prose
cute them.
Searches & Seizures •

1.39 The Ministry have in the Preliminary Material furnished 
the figures relating to the number of searches and seizures, under 
the Income-tax/Wealth-tax Acts, during the last 4 years as follows:

Yeajf No. of searches Amount of seizure
* ■ ' conducted (Rs. in crores)

1983-84 ...................................  4,332 88* Q0(Appiox.)
1984-85 , 4,345 25-07
1985-86 . . . 6,431 50-32
1986-87 . . ~ 5,950 80-83
(Upto 31-1-87)

1.40 The above figures revealed that as compared to the num
ber of searches, the amount of seizure was#quite meagre. Asked 
whether it was due to the fact that most of searches were infruc- 
tuous; and what was the percentage of cases where searches did 
not yield tangible results, the Ministry in ^heir reply stated that 
the amount o f seizure per search had increased during 1985-86 as 
compared to 1984-85. It had further increased during the current 
financial year (1986-87). From 1-4-86 to 31-10-86 seizure of Rs. 
56.52 crores had been made through 4,054 searches conducted. The 
average seizure per search during the current financial year had in
creased to Rs. 1.40 lakhs from Rs. 0.78 lakhs of the last financial 
year. It was not -true that most pf the searches were infructuous 
as besides the seizure of valuables,, a lot of incriminating material



in form of account books and documents reflecting concealment of 
income was seized during searches. The stock-in-trade of the 
assessee was also placed under restraint orders which was not being 
reflected in the figures of valuables seized. The percentage of 
cases in which searches did not yield tangible results was practically 
nil. '

1.41 With regard to final disposal of the seizure cases, the
Ministry stated that the search and seizure cases were disposed of as 
per the provisions of Section 132(5), 132(11) and 143(3) of the In
come Tax Act. The Income tax Officer after hearing the concerned 
assessee and after obtaining previous approval of the Inspecting As
sistant Commissioner of Income tax made an order within 120 days 
of the seizure specifying the valuables required jto be retained in . 
his custory and assets required to be released to the assessee. An 
appeal against this' order lay with the ommissioner of Income-Tax. 
u/s 132(lirof the Income-tax Act. A regular assessment u/s 143(3) 
was completed after examining incriminating documents, assess seiz
ed, as well the books of Accounts found during the course of the 
search. Administrative instructions had been issued from time to 
time to ensure expenditious disposal of search and seizure assess* 
mentsi after confronting the assessee with the entire incriminating 
evidence collected in the search. '

1.42 Explaining the position further in this regard, Revenue Sec- • 
retary stated during evidence :

“I hope, it is not an impression that the raid is successful if the 
seizure is more of jewellery. We have to get to the truth 
of the matter. Documents are more important for us

- rather than the jewellery. ■
1.43 Asked how many cases had been disposed of and how many 

cases had been referred to the Settlement Commission and what 
was the criteria -for sending the cases to the Settlement Commis
sion, Revenue Secretary stated:

“Finalisation of the assessment will-not relate to the sear
ches of that year but some searches conducted earlier.
In 1984-85 in the searches cases, the number of assess* 
ment ftnalî fed was 8,697. Three years are given for

’ finalisation of assessment........ . we do not refer to the
Settlement Commission. The party in certain cases

• takes the matter to the Settlement Commission.”

• 16
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. Chairman, CBDT added:
"Where we cannot substantiate facts with the sufficient ma

terial, they take the case to the Settlement Commission 
and in that event their case is admitted, otherwise 
not.” '

1.44 On a question as to in .how many cases orders were actu- 
-ally passed for imposing taxes and penalties and how many cases 
were still pending to be processed, Revenue Secretary stated:

“As I told you, during 1984-85 we finalised assessment cases 
of 8,697. But what he wants is that in a particular year 

. I did 3,000 cases, and out of these 3,000, how many cases
led to inconsequential findings. For that we need some 

. time. Generally, preliminary assessment is done with* 
in 120 days, it is a very very rare case where nothing is 
found. In the final assessment, what comes ou t' we 
will have to see ........  We have now stabilised the num
ber of seizures at about 6,000. As you must have seen,

* in 4,000 cases, they got about Rs. 25 crores, in 6,000 cases 
they got about Rs. 50 crores. So, it is no good doing 
to many cases. We have optimised it at about 6,OO0.!’

1.45 Subsequently, in a note furnished to the Committee, ex
plaining the procedure with regard to finalisation of searches/sei
zure cases the Ministry stated that an assessment in search and sei

zu re  case was. completed after examining the assets seized and the
incriminating documents/books of accounts found, during the course 
of the search after confroritmg the assessee with the entire incri
minating evidence collected in the search and ater giving the as
sessee an opportunity to rebut any adverse inference drawn against 
him. The assessments could be statutorily completed within 2 
years. Keeping in view the complicated nature of issues involved, 
verification and cross-verification of seized documents the assess- * 
jnents in search and seizure cases took comparatively long time. 
The above referred time limits for completion of assessments, even 
in non-search cases had been provided by the legislature in sec
tion 153 of the Income Tax Act. Very often search assessments 
were completed before the statutory limits. The assessments, 
however, became final only after going through the various stages 
of appeal and references. Launching of prosecution proceedings 
in these cases was generally advised only after the assessment had 
been tested in first appeal. Depending on the facts of each case 
and after‘ consulting the legal counsel in this regard, the Commis
sioners of Income Tax sent proposals of prosecution to the Central 
Board of Direct’ Taxes which in turn issued approval after proper* 
examination.. There was no time limit provided in the Income Tax 
Act for filing prosecution complaints. ' I



1.46 With regard to the year-wise figures of prosecutions laun
ched in search .and seizure cases, the Ministry stated that it was 
not possible to co-relate specifically the prosecutions lauhched with 
search and seizures cases as search and seizure assessments become 
final after going through the various stages and there was some 
time lag between the date of search and the date of completion of 
assessments, which the legislature in all its wisdom had provided to 
the assessing officer. Yearwise figures of number of search and 
seizure assessments completed and the number of prosecutions laun
ched are available but their co-relation, in so far as the assessments 
completed and prosecutions launched with reference to specific 
search and seizure operations in a year was concerned, was not 
possible. Prosecutions were launched for various types of offen
ces under the Income Tax Act.

1.47 The Committee are informed that surveys are conducted by
the field officers with the purpose of locating new assessees and in
duce people to file their incometax/wealth tax return voluntarily. 
According to Revenue Secretary their target was to book six lakh 
new assesses every year and according to him if 2 lakhs new as
sesses are located as a result of surveys the ramming 4 lakhs would 
file returns voluntarily due to fear of raids etc. However the figu
res furnished to the Committee indicate that the number of surveys 
conducted during the years 1984-85, 1985-86 and, 1986-87 tup to
31-3-1987) were 1,$0,693, 1,65,911 and 1,27,050. As against these sur
veys the number of new assesses who filed incometax returns volun
tarily during these years was 1,22,615, 90,251 and 3,50,536 respec
tively. The Conjunittee find that CBDT is still far behind its dec
lared target of unearthing 6 lakhs ̂ assessees in a year even after

§ having been vested with more powers as a result of incorporation 
of Section 133-B in the Income Tax Act. The Committee would 
like the CBDT to effectively gear up their .machinery and accelerate 
the process of conducting effective and realistic surveys. They also 
desire that constraints of manpower should not be allowed to come 
in the way of achieving the target set forth.

1.48 The Committee find that Section 133-A (5) of Income Tax 
Act empowers Income Tax authorities to conduct surveys to dis
cover lavish and ostentatious expenditure on marriages and func
tions. The purpose of such surveys is to establish concealment of 
income by persons who make disproportionate expenditure on mar
riages and functions-as compared to their declared income so as to

9 compel them to make full disclosure o f their income for the purpose 
of payment of incometax on their actual income. The Committee * 
*re disappointed with the statement of Revenue Secretary during
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evidence that only six cases of this nature had come to their notice, 
whereasit is common knowledge that in a vast country like India 
there are ̂ thousands, if not, lakhŝ  of such cases. Evidently it is 
either due to inadequate provision in the law or the laxity of the 
Income T^x Department in operating it, or more likely the collusive
ness of the officers leading to hushing up of such cases. The Com* 
mittee would like the CBDT to go thdtoughly into the matter and 
take severe action against the officers involved who have not pro
ceeded against the Tbig fish either due to fear or other obvious rea
sons.

1.49 The Committee are informed that an assessment in a 
search and seizure case in completed after examining the assets sei^ 
ed and incriminating documents/books of accounts found during the 
course of the search after confronting the asseSsee with the entire. 
incriminating* evidence collected in the search and-after giving the 
assessee an opportunity to rebut any adverse inference drawn against 
him. The preliminary assessment of a case is required to be comp
leted within 120 days while it could be statutorily completed vtifeh* 
in 2 years. launching of prosecutions in such cases is generally 
advised after the assessment has been decided in the appeal. De
pending on the faets of each case the Commissioners of Incometax 
send proposals of prosecution to CBDT which issues approval after 
proper examination. The Committee are surprised to be informed 
that no time limit whatsoever has been provided in the Income Tax
Act, for filing prosecution after the approval by the CBDT.

/
~ I

1.50 The Committee have further been informed that while year*
^ise figures of number of search and seizure assessments" completed
and the number of prosecutions launched are available with CBDT,,
their co-relation in so far as assessment completed and prosecution
launched with ĵMepjSc search* and seizure operations is stated to be
not possible. ^r<g£^|fce procedure as explaftied by the Ministry
the Committee draw an inevitable inference that cases of search and • • * . * . seizure in which ultimately prosecutions have to be launched are
allowed to hayg on for years rendering the very objective behind 
searches and seizures futile and infructuous. The Committee ex
press serious concern over the matter and desire the Ministry/CBDT 
*° initiate very early action for amending the Income Tax Act so 
as *° provide time limit in the Income Tax Act for filling prosecution 
complaints. -
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D. Prosecutions/Convictions

1.51 The Ministry have furnished the following figures for the 
•prosecutions launched and the cases where offenders have been 
convicted:—

"Year No. of 
Prosecu
tions 
launched

No. of cases where 
decisions are pend
ing as on *

No. of 
Convic

tions *

No. o f 
« Acqui
ttals

1983-84 . 1112 (31-3-84) 4,279 27
10

31
V

1984-85 . 2560 (31-3-85) 6,224 50 34

1985-86 . . • ' • 3646 (3L-3-86) 9,303 ' 70 43

1.52 The Ministry have further stated in the Preliminary Material 
4hat:— "

“The Administrative aproval of launching prosecutions , is 
given by the Central Board of Direct Taxes who also re
ceives information regarding results of prosecutions from 
the field formations.”

1.53 Asked to state whether this procedure did not cause undue
delay in launching prosecutions, and can’t this power be delegated in 
the level of Directors of Investigation in respective Zones viz.. 
Delhi, Bombay, Calcutta and Madras, the Ministry in their note 
stated that for effective monitoring and control over the sensitive 
work of launching prosecutions, the Central Board of Direct Taxes 
grants administrative approval for prosecution. So far there has 
been no undue delay in launching prosecution because of this, con
trol. ,

1.54 As the number of prosecutions being launched is being step
ped up, the delegation of power regarding administrative approval 
is under consideration of the Central Board of Direct Taxes. Since 
statutory power for launching prosecution vests iiL, the CommissiQ- 
ner of Income Tax, the power of approval flfeffKSH^legated to the 
£!hief Commissioners as soon as separate (^■■Commissioners of 
Income Tape were posted in each State. **9!*'

1.56 Regarding vigorous following up of the prosecutions, it has 
-been stated in the Report on Aspects of Black Economy that:—

^Successful use of prosecution as a deterrent weapon does 
, not depend solely on legal provisions and procedures.

There also has to be systematic identification and vigor-
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ous pursuit, of potential prosecution1' cases by the in
come Tax Department. The available evidence suggests 

. N that prosecutions have not, until recently, been given the 
priority they deserve within the Department.”

. 1.56 Asked whether ttye prosecutions launched by the respective
anti-evasion authorities were vigorously followed up and given due 
importance and priority within the departments, the Ministry in 
their reply stated that though the staff fo#adentification and follow- 
up of prosecution cases had .become available, deterrent effects of 
these cases would become apparent only when Special Courts for 
defling wit'h economic offences became available at Bombay, Calcutta 
and Ahmedabad. Setting up of Special Courts dealing with 12 Cen
tral Acts including the Direct Taxes Act at 10 places was also a 
recent development. With the present workload, the rate of dis
posal, of prosecution had not been noticeable from the view point of __ 
deterrance and therefore, not many cases were being decided by 
the Trial Magistrate even though the number of cases launched was 
going up steadily. ' i

1.57 Summing up the reasons for a large number of cases being 
pending, the Ministry stated-as follows:—

(i) The Special Courts, as mentioned earlier were not fA c 
tioning at some of the important places where large num
ber of complaints were pending.

(ii) The Special Courts had to deal with economic offences fall
ing under 12 Central Acts.

(iii) Stay Orders had been given by the High Courts on the 
petitions moved u/s. 482 of the Criminal Procedure Code.

(iv) In the' past no man-power was specifically available for 
following up the cases in the courts.

1.58 During evidence, when asked what were the proposals of 
the Ministry for expeditious disposal of pending cases, Revenue 
Secretary stated:—*

“ —  we are in dialogue with the State Government. W a 
fiave gone to the extent that we will pay for the magist
rates. There must be lairge number of magistrates spe-

-  daily in metropolitan cities who exclusively attend to our
work, as the new cases are piling up. In Bombay,-it is
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2,000 cases per year . . .  In metropolitan cities we should 
have a group of revenue magistrates. Then only the 
cases can be disposed of easily^ The pendency of cases 
is about 9,000 and>the disposal is about 200 to 300 cases. So, 
this is a very serious thing.” ‘ .

1.59 Asked whether Parliament could legislate on this matter for
deciding about exclusiveness of revenue cases, Revenue Secretary 
stated:— .

* .
“The administration of law and justice is the State subject. 

The point is, they say, they have shprtage of magistrates 
and when they get sufficient number, they will provide. 
In Delhi, for drug offences, we want separate magistrates. 
But they are not able to provide separate magistrates.”

1.60 Asked, could there be a provision of Summary trial in cases 
where tax evasion was less) Revenue Secretary stated:—

“About adequacy of punishment as far as the economic offen
ces is concerned, fine etc. is provided under the Income-tax 
Act itself. When they have done something serious, the 
punishments are fairly high. For summary trials, we

* approved a maximum punishment of six months or three
months. Now we are providing for minimum punish
ments. . .If you have a minimum punishment, how' can

- you have summary trial?” •

He added:—
“Here, the culture is quite different. I find that tax cases in 

England or America are disposed of very fast. Customs- 
cases are disposed of in 15 days. Perhaps for 15 years, 
it goes< on here. Stay proceedings are less there.”

J.61 When asked to explain the concept of “Special Courts,” Re
venue Secretary stated:—

“The proposal was that the cases belonging, to Income-tax, 
Central Excise and Currency Acts should Ke tried by 
exclusive Magistrates so that they develop knowledge 
and expertise on the subject. There should be sufficient 
number necessary against it.”

1.62 Asked whether there should be a specific class of Magistrates 
for dealing with cases of economic offences, Revenue Secretary . 
Stated:—



“In most of the big towns, the Magistrates remain the sane. 
We should have to earmark people to do cfcr work.”

1.63 Drawing the attention 'of the Committee to the provisions in
Section 482 of Cr. P. C. Revenue Secretary stated:__

“I would like to request you to kindly give some attention 
to Sectiqn 482 Cr. P.C. regarding magisterial prosecution. 
Almost 100 per cent of the rich people go to the High 
Courts to delay the case for a period of two or three 
years."

1.64 Asked what was the Ministry’s suggestion to solve this pro
blem, Revenue Secretary stated:—

“If the Committee is convinced that ‘482’ is being universally 
used as a device to stop prima. facte prosecution, there 
must be a reference made to the Law Ministry or the 
Law Commission to examine whether ‘482’ should not be 
available in cases of prima facie prosecution, etc."

1.65 The Committee understand that the administrative approval
for launching, prosecutions is given by the CBDT who also receive 
information regarding results of proceedings from the field format- 
tions. The Committee Jiave been informed that with the steppmg 
up of the number of prosecution cases, the matter regarding dele
gation of power of approval of a prosecution case to the Chief Com
missioner of Income Tax is at present underf consideration of the 
CBDT. This will be possible only if separate Chief Commissioners 
of Income -Tax are posted in each State. The Committee are sur
prised that in a matter of such import,, why CBDT has been sitting 
tight and no steps have been initiated in this! regard so far. The 
Committee desire that die decision with regard to delegation of 
administrative power for approval of prosecution cases be taken by 
the CBDT urgently and in the light thereof action should be taken 
to appoint ChieT Commissioners of Income Tax in each State with
out any further delay. * ,■

1.66 The jCommittee find that the number of prosecution cases 
pending till March, 1986 in various Courts was 9,303' whereas the 
convictions and acquittals daring 1985-86 was 70 and 43 respectively. 
Sharing the concern of the Committee in regard to heavy pendency, 
the Revenue Secretary stated during evidence that “the pendency 
of cases is about 9000 and the* disposal is about 200 to 300 cases. So 
this is a very serious thing.” Referring to the pace of disposal of such

Z3
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cases, Revenue Secretary drew a very ironic comparison by stating: 
that “Here the culture is quite \ different. I findf that tax cases in 
England or America are disposed of very fast. Customs cases are 
disposed of in 15 days. Perhaps for 15 yeaPrs, it goes on here/' The 
Committee note that the setting up of Special Courts dealing with 
12 Central Acts including the Direct Taxes Acts at 10 places, is also 
a recent development and such Special Courts have not so far been 
set up at metropolitan cities like Bombay, Calcutta and Ahmedabad 
where a large number of cases are piling up.

1.67 The Committee are informed that administration of law and 
justice being a State subject fhe Ministry is in ‘dialogue" with vari
ous State Governments for providing Magistrates who should ex
clusively attend to the cases arising out of economic offences. The 
Committee are in complete agreement with the proposal that cases 
belonging to Income Tax, Central Excise and Currency Acts etc. 
should be tried by ‘exclusive Magistrates’ so that they develop know
ledge and expertise on the subject and that their number should also

v be sufficient to cope with the cases entrusted to them. .

1.68 The Committee are distressed to observe that the Ministry/ 
CBDT have miserably failed in carrying out their responsibility in 
taking timely and appropriate steps for improving the position with 
regard to disposal of pending cases relating to economic offence* 
which arise mainly out of the searches and seizures carried out by 
them to detect concealment of unaccounted income whicfi in turn 
generates black money. While the pendency has been rising 
year-after-year, Ministry/CBDt  have not takfen up the matter with 
the seriousness it deserves with the result that pendency is gradu
ally going up. The Committee recommend that the Ministry /CBDT 
should now take up the matter urgently? at the highest, level of the 
Government for setting up of the Special Courts at three metropoli
tan cities namely Bombjiy, Calcutta and Ahmedabad. They should 
also formally take up the matter regarding provision of ‘exclusive 
Magistrate’ for dealing with cases of economic offences with the 
State Governments, through the Union Ministry of Law and Justice 
and analyse the feed-back for immediate appropriate action so that 
exclusive Magistrate trying economic offences does not remain on 
paper and becomes a reality at the earliest.

1.69 A factor responsible for huge pendency is stated to be that 
almost 10# per cent of the offenders take4 advantage' and protection 
under the provision of Section 482 of the Criminal Procedure Code 
which allows them to obtain stay orders from, various High Courts 
on the proceedings launched agayist them. The Committee suggesf
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that the M in istry  <rf Finance should approach the Ministry of Law 
and Justice without delay to consider the feasibility of amending; 
Section 482 of the Cr. P.C. so that it may not apply to prima facie 
prosecutions launched under the Income Tax Act against the eco
nomic offenders. ’ '

E. Strengthening of Investigation Machinery

1.70 The CBDT ’have informed the Committee that the present
sanctioned strength of the machinery responsible for controlling and 
coordinating search and prosecution was as follows: -

**. - .
Officers : 122 
Staff : 594

1.71 The need to strengthen Investigation Machinery had, how
ever, been increasingly felt. The personnel for search duties consis
ted of only 121 officers, and 592 supporting staff members and for 
prosecution 1 officer, 2 clerks at the headquarter,' which was highly 
inadequate. While organising the searches, the Directors o f ’ Ins
pection (Inv.) had to resort to borrowing of staff from Commissio
ners. This led to dislocation of assessments and collection work and 
did not inspire any sense of accountability or involvement in the 
search work. The Prosecution Wing was also organised on an ad- 
hoe basis as no man-power in the field had been specifically sanc
tioned for locating, examining and processing potenial cases of 
prosecution from the assessment records.

1.72 The CBDT have further, stated that 500 posts of Inspectors 
were sanctioned for survey and • CIB Work in 1979 and had been 
continued on year to year basis. There was, however, no short
fall in the working strength of these Inspectors sanctioned on year 
to year basis.

1.73 It was noticed from the Preliminary Material furnished by
the Ministry that not a single post of Qfficer/Staff had been sanc
tioned for “Prosecution” . ,

1.74 Asked whether no separate staff was provided/needed for 
the purpose of launching and pursuing prosecutions the CBDT stated 
in their reply that in the past no separate staffs existed for the pur* 
pose of launching and pursuing prosecutions. There was one officer 
and 2 clerks who were being used in the1 Board for according admin
istrative approval for prosecutions.
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1.75 The work relating to prosecutions and their follow up wa*
being handled Tby the Assessing Officers in addition to their assess
ment duty. ,

*

1.76 With rtgard to strengthening of the investigation machinery 
.as a whole the CBDT informed the ̂ Committee that:

“A proposal has been approved by the Finance Minister for 
strengthening of the investigating machinery in Income- 
tax Department.”

1.77 Asked to spell out the details of the proposal and indicate 
when it was likely to be implemented, the CBDT informed the Com
mittee that the major shortcoming of the investigation apparatus had 
been that while for other specialised jobs like the Audit, representa
tion before the Tribunal  ̂vigilance,s acquisition, publication etc. there 
was specific personnel assigned for the work but for investigation the 
support was only nominal as the officers and staff were diverted and 
deployed from other duties on ad hoc basis. For prosecution Wing 
also no man-power had been specifically sanctioned.' Officers and 1 
staff for this work were also drawn from other duties on ad*hoc 
basis. The need for strengthening the investigation machinery was 
also felt as new methods/teehniques of tax evasion were being deve
loped by tax evaders. It had become increasingly difficult to detect 
tax evasion within Income Tax offices by scrutinising books of 
accounts only.

1.78 For implementing proposals contained in the Finance Act, 
-1986, Survey Wing had been recently strengthened. For this purpose 
new posts bad been sanctioned consisting of 4 Directors of Inspection,
9 Dy. Directors, 96 Assistant Directors and supporting Group ‘C’ and 
Group ‘D’ istaff. The newly created posts were ip the process of 
being filled, up. Some of the officers had. already joined on these 
posts.

1.79 The Cabinet had recently approved the proposal for 
strengthening of enforcement agency for which new posts had been 
sanctioned for searches, prosecutions, survey and Central Informa
tion Branches! The details of additional yearwise intake of man
power so approved are given in Appendix-IV. The Central Board of 
Direct Taxes had already posted some officers in the newly created 
posts and others would be filled up as more suitable officers were 
identified i nd screened for these sensitive posts. ‘

1.80 Dining evidence, when asked whether the strength of ©ffi- 
•cers and s1 tff as recently approved and sanctioned by the Cabinet for
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strengthening the investigating machinery 'was adequate, Revenue 
Secretary stated: •

“I think it is not possible to be satisfied with the number, but
- I think we have now a much better state of affairs. They 

have spilled out in 3 or 4 areas.”

1.81 Asked whether all the required posts of ‘B’ Category had 
been filled up, Revenue Secretary stated:

“We have built up a structure which will give us survey of six 
lakh assesses and we have strengthened the seizure pro
secutions.’*.. $

1.82 Aiiked whether all these posts were sanctioned on a regular 
basis, the witness stated:

* “Yes, excepting that abouf 500 were not on a regularised basis.”
'.r*

1.83 Tne Committee express unhappiness over the fact that ade
quate attention has not hitherto been paid to the investigation and 
prosecution work. They are surprised that only one^fficer and two 
clerks drawn from other duties, on ad hoc basis, had been looking 
after such an important work and prosecutions which were launched 
during the recent years were not pursued vigorously. This rendered 
the searches and seizure work also infructuous. The Committee 
would, therefore, like the CBDT to strengthen the enforcement agen
cies in accordance with the approval of the proposal by the Cabinet 
and till up all the sanctioned posts without any further deflay. The 
prosecution wing which has been neglected all these years, should 
also be adequately strengthened and prosecutions vigorously pursued. 
The Committee are not aware of any specific reasons as to why 50ft 
posts of Inspectors sanctioned on year to year basis since 1979 have 
not been regularised. They desire that these posts should be regu
larised and sanctioned on permanent basis if their continuance has 
been found necessary in the light of the previous experience.

F. Tax Laws—Rationalisation and Administration

(i) Rationalisation of Taxation Laws & Simplification of Procedures

1.84 In a memorandum furnished to the Committee it has been 
stated that:

‘The income-tax collections went up by 43' percent compared 
to the collections made m 1984-85. The increase in the 
collection is largely due'to the reduction in the tax rates, 

546 LS—3
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rationalisation of some of the provisions and more impor
tantly the confidence and faith reposed in the taxpayers.

1 The policy adopted by the Government for collecting more
revenues through lower rates of taxes needs to be pursued 
further because the tax' rates are still high.”

1.85 In another memorandum furnished to the Committee on the 
subject it was pointed out that:

“Wjaen tax laws become complicated and draconian, citizens 
cannot be blamed for noncompliance. The wisdom of 
Government lies in visulaising the extent to which the 
citizens can bear th^ burden, wisdom of, the Government 
would lie in discovering alternative sources of income 
rather than burdening the taxation system.

1.86 Asked whether the Government agreed that some of the 
provisions of Taxation Laws needed rationalisation and if so, what 
were Government’s proposals to simplify taxation laws and pro
cedures so as to encourage tax payer to pay taxes honestly, the Minis
try in their reply stated that an exercise to simplify and rationalise 
the provisions of Direct Tax Laws had been undertaken by the Cen
tral Board of Direct Taxes. The objectives of the exercise, as spelt 
out in the Discussion Paper (which was laid on the Tables of both 
Houses of Parliament on 14 August, 1986) were as follows:—

(i) {simplifying the laws and procedures relating to Direct. 
Taxes in keeping with the policy of reposing trust in the 
taxpayers so as to encourage voluntary compliance;

(ii) ensuring as far as possible taxation of real income consis
tent with promoting economic and social objectives;

~ (iii) increasing cost of avoidance and providing effective 
deterence against evasion; -

(iv) making the tax laws effective by preventing leakage of 
revenue through instrumentalities of taxable entities and 
removing other weaknesses in law; „

fv) removing uncertainties in the matter of assessments by 
cutting down areas of subjective decisions of tax authori
ties to ensure uniform treatment of persons similarly 
placed and to reduce litigation;

(vi) ensuring uniformity to the extent possible in the provi
sions of the three Direct Taxes Acts to pave the way for 
enactment of a single Direct Taxes Code by March, 1988.



1.87 During evidence, explaining various proposals for rationally 
cation of Taxation Laws and simplification of procedures etc. con
tained in the Discussion Paper, Chairman, CBDT stated: <

“That Discussion Paper begins by outlining the objectives 
~ which we had kept before us, before deciding as to the 

areas in which we would attempt simplification and 
rationalisation, and some of the more important objectives 
dealt with are placing trust on the tax-payers, reducing 
the areas of discretion, making deterrent action more 
effective, making our penal action more effective, etc. In 
the light of those objectives some of the major changes 
that we are suggesting in a Bill which will be introduced, 
perhaps in this month, before Parliament in regard1 to 
simplification and rationalisation will include proposals 
for having a uniform accounting year for all tax-payers 
because we have found that the variable accounting years 

t enabled the various tax-payers to avoid payment of taxes 
in different ways and enabled them to plan their tax liabi
lity depending on when the accounting year ended. . One 
major advantage of having a uniform accounting year will 
be that we will be able to cross-verify the .total transac
tions of one tax-payer with the transactions of another. 
It will help us in our investigation. The second area in 
which we are introducing major simplification is the area 
of charitable trusts. At presdnt, if a charitable trust* is 
constituted, the income of the trust is exempted subject to

- their fulfilling certain conditions. But we f&und that
monitoring of the income was not being done effectively. 
Therefore, we are silghtly modifying the system for moni
toring the use to which the income of such charitable 
trusts is put. The difficulty arises because there is no all 
India legislation on charities which can monitor as to what 

. is happening to the income of the charitable institutions.
Since this is an area in which we need to give incentives, 
we are saddled with the responsibility • of monitoring 
whether the income meajit for charitable purposes is be
ing utilised for charitable purposes or not. Therefore, in
stead of granting total exemption to the income as at pre
sent if they fulfil certain conditions, what we are now 
proposing is that the income of charitable trusts will be 
computed in the same manner as the income of any other 
tax-payer.



Another object that we want to achieve is that the taxable 
income should be close to the assessment of the real in
come, so that we can get the artificiality out. For example,. 
.you take the income from property. At the moment the 
income from property is on the basis of an artificially com
puted figure for which the property is expected to be let 
from year to year. We are bringing this back to reality.. 
That means if it is let out, then the rent is taxable and if
it is not rented out, then the municipal assessment............
Now we are talking of the taxing income from the pro
perty. Whatever be the rent which the owner gets it will 
become liable for taxation. If the income from the rent is 
high, the tax will also be high. If it is low, the tax will 
aso be low. The self-occupied property is exempted from 
tax. The 1986 Finance Act has exempted them.

In the area of procedures we are making a whole lot - of 
simplification. For example, the advance payment of 
taxes at the moment is linked with the last completed 
assessment. If the real income is substantially more than 
the asessed income, then he has to file a revised return. 
We are eliminating this. Now the tax-payer is required 
to pay the advance tax of at least 20* per cent by Septem
ber, 50 per cent by December and 90 per cent by March. 
A margin of 10 per cent error has been permitted. Almost 
the entire procedural paper work has been eliminated in 
the matter of payment of advance tax.
* * f * . * *

We are also taking away several areas of discretion that have 
]peen given to the ITO at the moment. For example an 
ITO has had the discretionary power to fix the penalty for 
late returns . We are now taking away this power and 
fixing dates for filing the returns. Any delay from that 
date will attract mandatory penalty which has befen fixed 
in advance. '

Similarly a provision is being* introduced in lieu of conceal
ment penalty. Presently for any concealment, a penalty 
ranging from 100 per cent to 200 percent is being imposed 
as tax. Now, instead of that, we are making an amend
ment and imposing an additional tax of 30 percent on the 
difference between the returned and the assessed income. 
There will be no other penalty. But th prosecution for 
concealment will still be there.
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- In the case of personal taxation there will be no change. How
ever there is already an exemption upto Rs. 15000/- and 
other deductions under Section 80C. To avoid income 
getting distributed in the hands of firms or HUF, we are 
imposing a uniform rate of 50 per cent tax on the total in
come of, the firms and HUFs. ‘ *

We are rationalising and reducing the appeal provisions also. 
One tier of appeal will be eliminated and instead of high 
courts we are planning to give jurisdiction to a high 
powered tribunal whose decision will be. binding all over 
the .country. At the moment it lakes us ten years ta get 
a decision from the High Court and another ten year* 
from the Supreme Court. After losing twenty years we

* come to know what is the law cf the land. By having a 
tribunal of our own the law will be,applied quickly and 
its judgement will be uniformly /binding on all other au
thorities in the country. This is one of Jhe major areas. 

t, where we want to simplify.”
*

Revenue Secretary added:

“We have finalised the Bill after consultation with the people 
and arguments ranging over four months. We hope to 
introduce an amendment to the Act this month in the 

. Parliament.”
\ • '

1.88 Subsequently in a note furnished to the Committee, the Min
istry stated that a comprehensive Direct Tax Laws (Amendment) 
Bill, 1987* containing .proposals of simplification and rationalisation 
of direct tax laws was proposed to be introduced in the current (1987) J 
Budget Session of Parliament.

1.89 Some of the proposals relating to capital gains, tax education
at source and Settlement Commission had also been included in the 
Finance Bill, 1987. .

1.90 The Committee welcome the measures for rationalisation el 
Taxation Laws and simplification of procedures which the Govern
ment proposes to incorporate in a comprehensive Direct Tax Laws 
(Amendment) Bill proposed to be introduced in the Parliament 
during the current (1987) Budget Session. The proposed Bill will 
he as a sequel to the wide ranging discussions for over four months 
among knowledgeable people and Parliamentarians on the “Discus
sion Paper” which was laid on the Tables of both the Houses oit Par
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liament on 14th August, 1986. The objectives underlying the “Dis
cussion Paper" inter alia include placing trust on the tax-payer, re
ducing the area of discretion of the officers dealing with direct taxes, 
providing effective deterrence against tax evasion, preventing leak
age of revenue through instrumentalities of taxable entities removing 

^uncertainties in the matter of assessments and reducing litigation. 
Based on these objectives, the proposed Bill is to contain proposals 
like uniform accounting year for all tax-payers, computation of in
come of the charitable trusts in the same manner as the income o l t 
any other tax-payer, bringing taxable income  ̂close to the real income 
particularly the "income on properties, simplification of procedures 
relating to advance payment of taxes, reduction in area of discretion 
of the Income! Tax Officers and elimination of one tier of appeal Le. 
of High Courts and instead giving this jurisdiction to a high-powered 
tribunal whose decison will be binding all over the country.

1.91 The Committees Ihope that the proposed Bill will be introduc
ed in Parlianfent at? the earliest and also enacted at an 
early date. The Committee are aware that making out simplifi
cations of tax laws is a continuous process and the Government is 
well advised to continue this exercise* on an on-going basis. The 
Committee are, however, of the considered view that the main suc
cess of any law lies in its proper and faithful implementation by a 
dedicated and sincere administrative machinery. The Committee 
hope that Ministry/CBDT will lose no time in implementation of pro
visions of the proposed law soon after enactment and gear up the 
machinery to achieve the underlying objectives so as to bring) about 
a discrenable change in the administration of tax laws and encourage 
its voluntary compliance by the taxpayers.
(ii) High Rates of Taxation ~ !

. 1.92 In a memorandum furnished to the Committee it has been 
stated that: ,

“High rates have reduced incentives to show large profits in 
company balance sheets. It would be observed that in the 
corporate sector, over 98 percent of the tax revenue gene

. rally comes from the companies which have income of Rs. 
one lakh or more and these together constitute not more 
than 40 percent of the* total number of companies assessed 
to income tax.”

1.93 Asked whether the Government had proposals for gradual 
simplifi nation of tax structure in the corporate sector, the CBDT 
stated 51 their reply that Companies were taxed at a flat rate and 
they hi d tu pay a certain percentage of their income towards income- 
tax wb sther they were showing large or small profits.
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1.94- The Income-tax Act had provided large number qf incentive* 
to Companies, like the investment allowance, depreciation including 
initial depreciation, export market allowance, rural development 
allowance, agricultural development allowances etc. As a result o f 
deductions admissibe the income which was brought to tax was much 
lower than their gross income. The Companies were thus being 
taied at a low rate vis-a-vis their gross income. Reduction in tax
rates was, -however, one of the measures of the long-term Fiscal
Policy already adopted by Government. Rationalisation and simpli
fication of Direct Tax Laws had already been undertaken by the Cen
tral Board of Direct Taxes. ^

1.95 During evidence* when asked what was the flat rate of in
come tax that was charged from the Companies after deductions 
Chairman, CBDT stated: '

“For public limited companies, the tax charged is 50 per cent- 
and for private limited^ onces, there are two separate rates
viz. 55 per cent and 60 per cent. 55 per cent is for a manu
facturing company i.e. a company which is adding wealth 
to the country. 60 per cent is for trading and investment 
companies.

Revenue Secretary added: '
“With respect to this question, a new provision is introduced 

this year. This is the minimum tax provision. As it is, 
the effective rate of taxation on companies is much less 

.than 50 or 55 per cent. Every company is eligible to have 
the facility of investment deposit account whereby they 
can deposit upto 20 per cent of their profit. Secondly, a 
new company gets the benefit of Section 80-HH +and 
80HH(A) if it is set up in a backward region. In this way,
the rate of corporate taxation is much less......... ........ .
Provision regarding flat rate on assumed income relates ' 
only to oil drilling companies and airline "companies. We 
will take their income at 5 or 10 per cent fcf the gross 
receipts. '

Today some companies in their balance sheets to the sharehol
ders declare one profit and. to the Income Tax Officer say 
that there is no profit because of the adjustment on ac
count of depreciation and- other things. We have told 
them thajb the profit shown to the shareholders should be 
identical to that presented to the Income Tax Officers.’*

1-96 Asked, if a company had earned a gross profit, and subse
quently , from the gross profit, they drew the net profit, taking the
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^depreciation etc., will the Department be taxing on the gross profit 
or the net profit, Revenue Secretary stated: -

“It is taxed on the net profit.”

1..97 Asked will it not lead to -the loss of revenue, the witness 
stated:

“Today, there are lot of zero tax companies,.......Now, all of
them will have to pay taxes.”

Chairman, CBDT added:
“The net profit in the books is the starting point for the com

putation of the taxes. Artificially, certain deductions are 
allowed to him on the amounts which he has not spent 
anywhere. Although, it does not figure in the books of

" accounts, but he is expected to claim those deductions. 
That reduces his income. When it goes to 30 per .cent of 
the net profit, then you have to pay tax on 30 per cent of 
the net profit.”

1.98 Revenue Secretary further added:
“The use of incentives or depreciation on these things is limi

te d  to 70 per cent. And whatever is remaining, is allowed 
to be carried over to next year. If you have a deprecia
tion provision which is limiting up to 70 per cent, then the 
adjustment is allowed in the next year. It can be carried 
over to next year.”

1.99 Asked, if those artificial deductions which* were administra
tive, were really deducted and after that if the income fell below 
30 per cent, will that company not be liable for taxation, Chairman, 
CBDT explained: *

“To some extent, there is a restriction on availing of the incen
tives. But unabsorbed loss is still allowed to be carfied 
over to the next year.”

1.100 The Committee are keenly awaiting the results of the long
term fiscal policy of the Government which inter alia aims at reduc
tion of tax rates and rationalisation of tax structure in the corporate 
sector. The present flat rate of income tax charged from public limi
ted companies on their net profit is stated to be 50 per cent, for pri
vate limited companies there also two separate rates viz. 55 per cent 
for manufaeturin companies which add to the wealth of the country

34
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and 60 per cent for trading and investment companies. A new pro* 
vision is stated to have been introduced recently known asethe mini- * 
mum tax provision whereunder effective rate of taxation on com
panies is computed at much less rate than 50 or 55 per cent- Under 
this provision every company is eligible to have the facility of invest
ment deposit upto 20 per cent of their profit. It however, transpired 
during evidence) that certain companies misused the incentives ^hich 
allowed them deductions on account of depreciations and certain 
other deductions of artificial nature where the comuanies had not to 
spend any amount. The Committee, while appreciating efforts of the 
Government in rationalisation of tax structure in the corporate sec
tor, would like the Government to plug loopholes which enable 
companies to misuse provisions relating to incentives on account ot 
deductions etc. The object of the tax collecting; machinery should 
invariably be proper determination of taxable income and the collec
tion of full taxes due.

(iii) Administration of Tax laws *

1.101 With regard to the quaity of tax laws administration it tiau 
been stated in the Report on Aspects of Black Economy that:

“Broadly speaking, the probability of detecting tax evasion 
<*- can be increased either by expanding the statutory obiiga-

tions of the tax ^payers or by enhancing the effective 
powers—and the quality of administration—of the tax en
forcement authorities. The object of both is the same, 
namely, the proper determination of taxable income and 
the collection of the full taxes due.”

/ 1.102 Asked, what the Government had to say in this regard, the 
. CBDT in their reply stated that besides the earlier provision for 

deduction of tax at source which had been extended to newer areas 
of economic activity, recently statutory obligations of the tax payers 
had been expanded to include filing of advance tax estimates volun
tarily. With greater emphasis on vigilance and resort to deterrent 
action against' tax evaders by way of survey, search penalty and pro 

. secution, a strict tax regimen was being introduced.

1.103 Referring to the monopoly administration and interpreta
tion of law, it had further been stated in the Report on Black Eco 
namy that: *

“Laws and regulations grant a certain amount of monop* iv 
power and capacity for harassment to those responsible for
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interpreting and administering them. The discretion is In
tended to serve the public interest. All too oiten in India 
it is used to enhance private (and illegal) profit. In effect, 
in the hands of the unscrupulous, regulatory authority be
comes transformed into levers of “private taxation” 
through which tolls are levied on the public.”

1.104 Commenting on the above statement, the CBDT stated that 
one of the objectives of simplification of tax laws was removing un
certainties in the matter of assessment by cutting down areas of 
subjective decisions.

During evidence Revenue Secretary added: *
“As the Chairman (CBDT) had explained to the Committee, a 

large number of provisions were discretionary which have 
been replaced.” ,

1.105 In reply to a question whether any measures had been con
templated by the Government so as to avoid different interpretations 
of Tax Laws, leading to fleecing of incumbents by those in authority 
to administrate them, the CBDT stated that it was not only the tax 
authorities who interpreted the laws differently but even the various 
High Courts of the country did not agree on the interpretation or 
some provisions of Direct Tax laws. Hence the National Court of 
Direct Taxes was proposed to be set up with all India jurisdiction 
and with Benches at all the places where there were High Court 
Benches at present. The interpretations given by the.Court wiH be 
uniformly applicable.. *

1.106 Asked when the Government proposed to set up the Nation
al Court on Direct Taxes with all-India jurisdiction, aldngwith bran
ches, Revenue Secretary stated:

, . “We hope to introduce a legislation in this session of Parlia
ment. After that, it will be done.”

1.107 In a memorandum furnished to the Committee by a non
official organisation, it was stated that:

■x
“With revenue of the Central Government being of such a 

high magnitude, total avoidance of leakage is well high 
impossible. Nevertheless, ft can be curbed and reduce^ 
if not eliminated altogether ^nd to achieve this object, tne 
Government should take steps to plug loopholes in tax 
laws, foster a climate conducive to better tax compliance 
and bring about sustained improvements in tax adminis
tration” *



37
1.108 Commenting on the above view the CBDT in their reply

stated that Government had been making sustained efforts for im
proving the quality of tax administration by screening more and 
more officers from the point of view of efficiency and integrity. It 
was proposed to accept returns in all cases after appropriate legisla
tive changes had been made. Only selected cases - involving tax 
evasion would be investigated. Efforts were being made to ensure 
that voluntary compliance was backed up by effective anti-tax 
evasion measures including surveys [searches | investigation | prosecu
tions. i

1.109 In another memorandum furnished to the Committee it was
stated that: ,

“Over the years, the tendency to make easy games and to get 
away with them with impunity has been on the increase. 
The existing laws and the tax administration has consi-

' , derably. aided arid abetted such a tendency which has been
generated by lack of proper education both for character 
building and inculcating a sense of belonging to the coun-

• try and paying taxes wherever and whatever and when
ever due.” ,

1.110 Commenting on the above view, the CBDT stated that ero
sion in mor^L values and patriotic feelings was certainly at the bot
tom of the tendency to get away with evasion of income-tax. Since 
Direct Taxes were applicable to only a fraction of the community, 
lack of proper education could only be a minor reason for evading 
taxes. In any case, attempts were being made in the direction of 
tax-payer education by publication of brochures, production of short 
documentaries and' publicity through newspapers and T.V.

1.111 During evidence, ashed if somebody had submittedA the
income tax return voluntarily, how did the authorities !>&ck that up, 
Revenue Secretary stated: ,

“On the one hand, we have altered and simplified the laws, so 
that voluntary compliance is easier. On the other, we 
have also taken action to keep the assessees in the mood 
to submit voluntary returns. One thing backs up the 
other.”

1.112: Asked what could be inferred from the statement that Gov
ernment was making sustained efforts to improve the quality of tax 
administration, by screening more and more officers from the point
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of view of integrity and efficiency; what further action was taken 
after screening them, Revenue Secretary stated:

“In the past H  years, we have removed as many as 30 officers 
of the rank of Commissioner. We made them retire volun
tarily. If the concerned officer is above 50 years, and is 
very bad, we ask him to voluntarily retire. Otherwise, we 

i want honest officers to continue in the posts.”

1.113 In reply to a question whether screening was done at the 
leveV of the Commissioner or below, Revenue Secretary stated:

“It has gone to a lower level also.”
■ /

1.114 Asked, how it was ensured that in the process of screening, 
the officers were not victimised, Chairman CBDT stated:

“The screening is done by half a dozen senior officers before 
action can be taken. The Primp Minister has to approve

i it before the Department sends a senior officer home. It
is not so easy. There are elaborate instructions from the 
Personnel Department.” ’

1.115 Elaborating about various measures to streamline the func
tioning of the Department, a representative of the CBDT stated:

“We are strengthening our department to take the tax returns 
from the people, get it filled up after advising them of 
their rights and obligations . . . . .  We are also having a 
liberal programme of coverage which will be extended 

i considerably during this year. The tax payer will be 
educated about his rights and obligations. We are also 
computerisating the forms. The tax payer does not have 
to go to the Chartered Accountants or lawyers. We can 
help him.” ,

-1.116 With regard to the difficulties experienced by the assessees 
on account of the administration of certain provisions of«tax laws it 
had been stated in a memorandum that:* '

*A number of difficulties are, however, experienced by the 
i assessees in the administration of the provisions. It is 

f -common knowledge that the assessing officers invariably s
make over-pitched^ assessments, resulting in creation of 
additional demands. The assessees are then left with no 
option but to file appeals for determination of correct tax

< liability. Even the request for stay of demands pending
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disposal of first appeal, are rejected and the assessing offi
cers insist upon payment of demands. This is despite the 
departmental instructions not to enforce recovery of the 
disputed demands pending disposal of the first appeal.”

1.117 In reply to the question whether powers of the assessing
officers could be limited so that they were not able to make “over
pitched assessments’’, CBDT stated that the assessing officers were 
judicial authorities who made assessments within the frame work of 
law. , „ *

1.118 Asked, .why the request for stay of demand pending disposal
of first appeal was rejected, CBDT stated that instructions had been 
issued to assessing officers regarding grant of stay of disputed de
mand. In cases where infructuous appeals without merits were filed 
with a view, to obtaining stay of demand, the request for stay was 
rejected.. '

1.119 Requests for stay of demand were made even in those cases
where appellate decisions "had been in favour of the Department in 
earlier years and additions* to income on identical issues were chal
lenged again in appeal.  ̂ Recovery of demand was pressed in such 
cases also: . , _

Corruption {

1.120 In a , memorandum furnished to the Committee by a non
official organisation, it has been stated that;

• “Government Department’s functioning, in particular Tax
, Collecting ̂ Departments’ functioning, is no secret. Nothing

moves automatically. Even those who want to pay taxes 
in time and file returns and pay taxes honestly are obliged 
to grease palms or alternatively face harassment by way 
of repetitive calls and if nothing else just requiring the 
person to wait indefinitely on some pretext or the other.”

1.121 Asked whether the Department had any suggestion for im
proving the style of functioning of the tax collecting machinery so 
that an average tax payer does not feel harassed at the hands of 
unscrupulous staff; and whether stringent action against staff in
volved in such malpractices is the only answer to this' problem# 
CBDsf stated that while laws were being simplified and tax returns 
were proposed to be accepted without any limit, steps were being 
taken to computerise assessments so that large majority of taxpayers 
did not have to come into contact with officers of the Department
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j^putinely. Areas of discretion were also being cut down.- A preven
tive vigilance machinery had been set up with an Assistant Commis
sioner in each of the metropolitan charges and an ITO in smaller 
charges for pursuing these matters vigorously on the spot.

1.122 Explaining the point further during evidence, Revenu# Sec
retary stated: x

! “In the public preception there is an allegation of corruption.
' We cannot say how many officers of IPS and DGs have

been removed by the Government, or how many Chief 
Engineer or other engineer^ have been removed by the 
Government, we cannot say. 1 can say that awareness of 

i efficiency is prevalent in our department. It is a func
tional necessity. If you do not do enough you cannot 
collect enough.........  We have an ambitious project com
ing in regard tQ computerisation ‘and before the end of 
March we have to have computer centres at Delhi, Bom

’ bay, Madras and Calcutta. In Madras it is already func
tional. Calcutta, the computer is being prepared. Bombay 

i and Delhi will be computerised in the near future com
pletely; as soon as the work in Delhi is completely com
puterised we will take up Bombay/’ ~

1.123 Elaborating the point further, Chairman, CBDT stated:
; i “Before the end of July or August 1987, we would have com

puters in all 19 centres. Another 15 Commissioners’ head
quarters will also have computers by the end of May 1988. 
We will have computers in all places, that is, in about 37 
places. The major use to which we are putting the com- 

j puter is for preparing the permanent account number
Directory of tax-payers. -So, we will know how many
assessees are there in the Income-tax Department from

, whom the taxes are being collected. The next is to check
the return which we are summarily assessing. Already^ 

i all returns upto one lakh rupees are accepted summarily
by the Income-tax Officer and no scrutiny is made. In 
respect of those returns—all those returns which we' are 

4 summarily accepting—the data is fed into the computer
to check whether the assessee has made a correct claim 
and he has not exceeded the ̂ ceilings for the income which 
he has shown. The third item of work which is already 
being done in Madras on the computer is regarding collec
tions received towards taxes from different tax-payers and
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y  all our secondary records of registers which we maintain-

is an output and we feed only the information which comes 
from the banks. The demands which were outstanding 
and the tax which were worked out, etc. are some of the 
items which are already operative in Madras and the pro
grammes will be ready and* it will be available in all the 

i Centres. We are also having a* plan to check tax deduc
tion at source so that we can tell4 what are the deducations 

». we have received from the employer, who paid them and
how /nuch credit is being allowed, by the Income-tax 
Officer in the assessment against tax deduction certificate 
that come to them. We have programmes which will help 
us and the tax-payer who does not have income from the 

i business, has salary or house property income and comes
to us, givQs his data and we can feed them in the computer 
and we can prepare return for him. That programme is 
ready now. * i

There are other areas like the personnel management, griev
ances handling, etc. which we receive and we keep a 
track till settlement is done with the help of computer. 
Ultimately all the computers are* supposed to be linked, 
with each other and sitting in Delhi we will get informa
tion regarding the income-tax returns filed, refunds which 
have been issued or pending and other information.

Computerization will certainly help us to raise our efficiency 
levels very considerably and many of the grievances of the 
tax-payers can be looked into. At the moment we are 
manually handling their grievances, they will disappear 
because it will automatically be done with the help of the 

t computer. It; also means that the manpower thus released
will be put on the real job of the Department which is 
to investigate, to scrutinise the small percentage of returns 

' where search and seizure is involved, that is the main work
for which we exist, and we will have more manpower 
available for that major work of the Department.”

Harassment to Assessees
' i ■ <■

1.124 Referring to the harassment to assessees, in a memorandum
furnished to%the Committee it has been stated that:\ < '

( “ It is a common knowledge that there are cases of proven 
harassment of the public,by Government officials/ojcers
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' ' • ^" But the regret is that the public does not consider it worth

while to come forward to register protests and to ventilate 
their grievances for fear of reprisals and vengeance on the 

, * part of the authorities complained against who flourish . 
under the umbrella' of their higher authorities.*’

1.125 Commenting on the above view, the CBDT stated that when
ever cases of proven harassment had been brought to the notice of 
the Department appropriate action was taken against the erring 
officials. The department l^d retired under FR 56 (j) as many as 
52 officers during the last one year including 8 Heads of Department.

1.126 There was no chance of vengeance of reprisals when cases 
of harassment were brought before the Direct Taxes Advisory Com
mittees which functioned in each Commissioner’s charge and had 
M.Ps. iimongst others as their members.

■ 112T During evidence, Revenue Secretary stated:

11 Recently, this issue has been highlighted to a great extent. 
As you know, now we have Public Relations Officer in 
each of the Commissioner’s Offices. We have got a Com
mittee which is supposed to meet regularly every month 
to have discussion with the concerned1 people. If some

, thing is brought to their notice, action is taken. The real
point is that, perhaps, these Committees are not very
active. People do not come up readily with complaints.’*

1.128 The Committee are happy to be informed that the Gov
ernment is making sustained efforts for improving the quality of 
tax administration. The first step taken in this direction is stated 
to be screening of more and more officers from the point of view 
of efficiency and integrity. ^ As a result of this exercise, 30 officers 
of the rank of Commissioners have beea made to retire volunta
rily. The screening is, however, done by a set of senior officers on 
the basis of instructions in this regard by the Department of Per
sonnel and before final decision is taken, approval of the Prime 
Minister is obtained. Action is also stated* to have been taken ag
ainst' officers against whom cases of proven harassmeAt have been 
brought to the notice of the Department and as many as 52 offi
cers, including 8 Heads of Departments have been retired under
FR 52 (j) during the last one jrear. ComiyiUtee while appre?
eiating weeding out of officers of doubtful integrity would, law " • • ■ - /



ever, caution the Ministry/CBDT* to be discreet and ensure that the 
process is not made a tool to victimise the officers on any other 
extraneous consideration.

1.129 The Committee appreciate that with a view to finding a 
lasting solution to the problem of different interpretations of vari
ous provisions of tax laws by the officers responsible for administra
tion of tax laws and various High Courts etc. Government are pro
posing to set up a National Court of Direct Taxes with all India 
jurisdiction and with branches at all places where there are High 
Court Branches at present. The Bill in this regard is likely to be

* introduced in Parliament during the current (1987) Budget Ses
sion. The Committee hope that expeditious steps will be taken 
tp set up the branches of the proposed National Court of Direct 
Taxes soon after the enactment of the law so as to ensure unifor
mity in interpretation of law in respect of Direct taxes.

1.130 While various administrative and legislative measures are 
proposed to be taken by" the CBDT to simplify tax laws and pro
cedures and tax returns are proposed to be accepted without any 
limit, steps are also stated to be taken to computerise assessments 
so that large majority of tax payers need not have to come in rou
tine contact with the officers. The Ministry also has an ambitious 
project for computerisation and before the end of March, 1987, com
puter centres are proposed to be set up at Delhi, Bombay, Madras 
and Calcutta. The Committee desire that the process of compute
risation should be completed within the stipulated time frame. The 
Committee also desire that as  ̂ result of computerisation, man
power so released should be gainfully utilised for pursuing cases 
where search, seizures and prosecutions are involved.

1.131 The Committee are informed that there are Direct Taxes 
Advisory Committees with Members of Parliament, among others, 
as iheir members, which are stated to be functioning in each Com
missioner’s office to look into cases of harassment to tax-payers and 
to take action in cases brought before them. These Committees are 
stated to be not very active as people do not go to them readily 
with their complaints. The Committee would like the CBDt to 
take steps to activate these Committees so that genuine complaints 
of tax-payers are brought before them and looked into for quick 
redressal. The Committee would also like the CBDT to publicise 
'through. their tax education programmes in the mass media like 
iradio and telev;sion particularlv that such Committee function for 
redressal of grievances of the tax-payers.
546 LS—4 '
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G. Valuation of wealth and properties

1.132 Referring to methodology adopted for valuation of wealth
it has been stated in a memorandum furnished to the Committee 
that: ,

“Regarding valuation of real estate, some more scientific me
thods need to be evolved than the ones used by the De- * 
partment presently. If legal hurdles are involved in 
making changes these need to be overcome. This would 
make capital gains tax, wealth-tax, house property tax, 

i transfer duties and stamp duties yield more revenue, i f
is fairly well established that the quantum of evasion in 
the case of real estate is substantial.”

1.133 Asked whether the present methodology adopted for valua
tion of wealth was not scientific, and whether any legal hurdles were 
involved in streamlining valuation procedures and haw did the 
Ministry propose to overcome the problem, CBDT stated in their 
reply that charging of wealth-tax and capital gain tax at present 
was related to the market value of the property. Rule 1-BB was pres
cribed £S early as in 1979 for standardisation of valuation of house 
property and Valuation Cells were set up for determining the fair 
market value of all immovable properties^ The value so determined 
was, however, being challenged and varied very often in appeals. To 
overcome the legal hurdles related to determining of market value, 
it was now proposed to incorporate the rules in the statute itself. 
But in a federal set up, the Central Government could not lay down 
rules for valuation of real estate for levy of property tax by local 
self governments and levy of stamp duty by the State Governments.

’ >  . '
1.134 Asked, in how many cases had the provisions relating fo

acquisition of properties giving Government the pre-emptive right 
to purchase immovable property at the proposed price of transfer 
for the purpose of checking the use of unaccounted money in im
movable property transaction, been invoked, CBDT stated that under 
the newly introduced provisions; giving the Government the pre
emptive right to purchase immovable property, the Government had 
already ordered the purchase of 71 properties for a consideration of 
about Rs. 23.83 crores till 31-12-1986. ,

1.135 Explaining the position further during evidence, Revenue
Secretary state: * * ~

"On the question of evaluation, we have taken action on Im
movable property. That must be mentioned. We have
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acquired 71 properties. We have sold six properties where 
under-statement found was between 5$—85 per cent value. 
We have got about Rs. 2 5 crores. The Supreme Court has 

' agreed to consider it. It must be decided. They decided 
to contact .all the High Courts all over India. They have 
challenged it on two or three grounds.” ,

1.136 With regard to under-valuation of properties leading to lots 
of revenue to the exchequer, it had been stated in the Report on 
Aspects of Black Economy that:

“Under-yaluation of properties in registered sale deeds leads 
to substantial evasion of taxes and provides an important 
medium for the accumulation 61 black wealth. The State 
Governments lose revenue in the form of registration fees 
and stamp duties, while the Central Government loses tax 

i oh capital gains in the hands of the seller and taxes on 
income and wealth in the hands of the buyer.”

1.137 Asked whether valuation of properties could be standardised
and the Government had considered measures to plug loop-holes in 
the modalities of valuation of properties, the CBDT stated that eva
luation of properties had already been standardised through Rule 
1-BB of the Wealth-Tax Rules. The rules relating to valuation of 
all properties were proposed to be incorporated in the law itself. 
Valuation cells consisting of qualified Engineers had been in exist
ence for a very long time. ‘ ,

1.138 Asked when was the proposal to upgrade the status of the 
rules with regard t®*'valuation of the property likely to be finalised.
Chairman CBDT stated during evidence:

/
i “The draft valuation rules were published in March, 1986 to 

invite public opinion in regard to those rules, in respect of 
properties, shares, jewellery etc.—all possible kinds of 
Assets were included. We have received the public res
ponse and we have slightly modified those rules. The only 

, reason we have not published the final rules is, because
, now we want to make the rules a part of the statute itself

because so long as they remained in the rules, the Supreme 
Court went on striking down one rule after another saying 
that this does not arrive at the market value and so on, • 
and they advised us to make another rule like that. Now, 
the‘‘‘law'itself will say that the wealth tax will be payable 

i not on the market value, but on the value as comput°d
hereafter. So, that aiso is coming in the simplification
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exercise, the Bill which we are proposing to introduce 
some time during this Budget Session.”

1.139 Asked* whether it was not a fact that the Department was
going to provide that the property should be frozen at a particular 
level, Chairman, CBDT explained: (

“Self-occupied property value is the only value which is fro
* zen at 1972-73 rates. The value of no other property is

frozen. It depends on the yield from the property............
thejcnethod as follow is the yield method. We capitalise 
the yield from the property. You are talking of the mar- .

< ket value of Rs. 30 lakhs or Rs. 40 lakhs. But the income
from the property 30 years ago was Rs. 100 a month and 
the income now also continues to be Rs. 100/-, then* for us, 
there is no change of value in the property.* It is the 
multiple of yield of income frdm'the property. We multi
ply the net yield from the property after paying munici- 

' pal taxes, margin for repair etc. If it is a free-hold pro
perty, it is multiplied by 12.5. If it is a leasehold land for 
an unexpired period of 50 years or more, then, we.mutti- 

, ply it by 10. If it is a lease-hold land for less than 50
years, then it is multiplied by 8. This applies to all pro
perties.” !

1.140 It was pointed out that there was large scale transfer of pro-*
perty in Delhi and other places by the power of attorney. What was 
being done in that regard, Chairman, CBDT stated: ...

* “So far as the income part is concerned in the Finance Bill,
1987, we have introduced a provision where the distinction 
of real owner an£ legal owner is not there. That is what 
the Prime Minister has said in his Budget speech. Under 
the provision,, we have widened the definition of Owner of 
property and the definition is now wide enough to include 
ownership of the property by whatever name, power of

> attorney etc. If you are enjoying the possession and the 
use of the property, then you are deemed to be the owner 
of the property and therefore, you are liable to pay the 
tax in respect of that property.” ,

1.141 The Committee welcome the proposal of the Government to
# incorporate Rule 1-BJ5 of the Wealth Tax Rules, which provides

standardised valuation of all properties, in the statute itself. For this 
purpose, the Government aVe stated to have published draft valua- 

rules in March, 1986 to invite public opinion tl̂ preon.. The



draft valuation rules have been modified in. the light of pwbW itf* 
ponse and as a result of simplification exercise, these rules now ei* 
visage standardised valuation of all properties, shares and jewel
lery etc. and not the market value thereof. Chairman, CBDT indi
cated during evidence that a Bill for incorporation of these rules in 
the Wealth Tax Act is likely to be introduced in Parliament during 
the current (1987) Budget Session. The Committee take this mea
sure to be a step in the right direction and desire the Ministry to 
bring it before Parliament at'the earliest. ,

1.142 The Committee are aware that the Finance Bill, 1987, has a 
provision which removes .the distinction between the real and legal 
owners of properties and makes all owners of properties/ including 
those on the basis of power of attorney, liable to pay taxes on the 
properties in their possession. In this context the Committee 
drew the attention of the M inistry during evidence to large scale 
immovable properties. being transferred in Delhi and other places 
on the basis of “power of attorney'' but are constrained to observe 

' that the Government have iot taken any measures to check these 
transactions which led to underhand deals of crores of rupees result
ing on one side in generation of black money and on the other de
priving the Government of huge amount of valid taxes which nor
mally would have accrued if these properties were transferred 
through proper sale deeds. The Committee desire the Goveri*men4 
to take urgent steps to curb misuse of the provisions of ‘power of '  
attorney’ in the law as applicable to transfer of property and also 
impress on the State Governments to check generation of black 
money by curbinĝ  such underhand deals.

H. Summary Assessment Scheme and Refunds

(i) Summary Assessment Scheme ^

1.143 It has been stated in a memorandum furnished to the 
Committee that:

“Summary assessment schemes are most welcome and such 
schemes have given relief to a large number of assessees. 
How such schemes should be further liberalised and 
benefits thereof extended to more number of assessees 
needs to be examined carefully.”

1.144 Asked, what was Government’s assessment of the Sum- , 
mary assessment scheme, the CBDT staled that the summary assess
ment scheme was introduced with certain objectives. From an 
assessment of the scheme which was in operation since mid 1985, it



was clear, that it was serving the desired purpose. Broadly speak
ing, since the introduction of the scheme it had been possible to 
speed up the disposal of income-tax assessments and reduce the 
back log which, had been increasing. The position of pendency over 
the preceding three years" was indicative of this as shown below:

Incomd-tax assessments 
Workload Disposal Pendency

A_____ _________________________________________ ,__
laHfrs . lakhs lakhs

Wpto March, 1984 . • * 68.93 48.12 20,81
Upto March, 1985 . •. 66.29* 53.70 12.99
Upto March, 1986 . 70,90 59.15 11,75

1.145 It was felt that with the liberalisation of the summary , 
assessment scheme, the level of voluntary compliance had gone up. 
•The number of assessees had rapidly risen. The figures for the 
preceding three years are given below:— '

<
No. of effective income-tax 

assessees (in lakhs)

0* As on 31-3-1984 . 49,32

As on 31-3-1985 . . . 49.37
As on 31-3-1986 . 59.69

1.146 The CBDT has stated that it had been possible to make
more effective use of the administrative machinery to reduce tax
evasion by shifting the e&iphasis from routine examination of a 
very large number of returns .to thorough scrutiny of a.sample of 
cases. More man-power was now being deployed in search and
seizure and survey operations and there had been qualitative im
provement in, the techniques of detecting tax evasion. Iir July, 
1986, the summary assessment scheme was extended to wealth-tax 
cases also to cover cases where returned net wealth was Rs. 5 lakhs 
or less.

1.147 The Government was considering enlargement of the scope . 
of summary assessment. This was being done in the on-going pro
cess of simplification and rationalisation of the direct tax laws. The 
existing proposals as spelt out in the ‘Discussion Paper’ were as 
follows:



“The assessee filing his return of income will be issued a tear- 
~ off acknowledgement slip containing necessary details of 

the return filed by him. This acknowledgement slip will 
serve the purpose of the present assessment order and 
indicate that the return filed by him has been accepted 
provided the tax and interest payable have been paid be
fore submission of the return. It is only in a limited 
number of cases chosen by random sampling that the 

' assessees will be required to substantiate their returns.”

1.148 During evidence, the representative of the Ministry added:

“We have been steadily moving towards the enlargement of 
the scope of summary assessment. Initially we were 
having a limit of Rs. 25,000. This limit was raised to

• Rs. 50,0*00 ,and now it has been made Rs. 1 lakh. The
jqheme now covers 93 per cent of the assessees.”

•
1.149 In. another memorandum furnished to the Committee, with 

regard to this scheme it has been stated that a large number of 
summary assessment cases were pending for disposal.

1.150 Asked, whether a large number of summary assessment 
cases wgre4pending for disposal and if so, what were the reasons 

1 therefor, the CBDT in their reply stated that the total number of 
summary assessment cases pending for disposal as on 30.11.1986 
was 26,82,863. The pendency was more as compared to ’the corres
ponding period of the preceding year. This was primarily due to 
the increase in the work load by 17 per cent as compared to the 
corresponding period of the preceding yepr. However, it may be • 
noted th'at the disposal of summary assessment cases had also gfcne 
up. The total number of summary assessment cases disposed of 
upto 30.11.19^6 was 30,90,186 whereas 29.36.548 summary assess
ments had been completed during the corresponding period of the 
preceding year. s

" 1.151 The Committee take note of enlargement of the scope of the
Summary Assessment Scheme by increasing jts limit to include 
assessees with income upto Rs. 1 lakh. They welcome the pro
posals for simplification and rationalisation relating to this scheme 
as spelt out in the “Discussion PaPer” which provides that here
after the assessees covered under this scheme who file returns, will 
be issued a tear-off acknowledgement slip containing necessary de
tails of the returns filed bv them and this acknowledgement slip 
wiH serve the purpose of an assessment order and indicate that the 7
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returns filed by t6em have been accepted. The Committee desire 
that these proposals for simplification and rationalisation should be 
finalised and introduced at the earliest.

1.152 The Committee, however, express concern over the large 
scale pendency in the finalisation of returns filed under this scheme. 
According to the Ministry the number of cases pending disposal as 
on 30.11.1986 is 26,82,863. Notwithstanding the increase by about 
17 per cent of work load as compared to the preceding year, there is 
hardly any justification for such a huge pendency. In Committee’s 
view the very purpose of ‘Summary assessment" is defeated if the 
returns are not finalised and the assessee informed of their accept
ance by the Department with in a reasonable tijnc frame. The Com
mittee, would impress upon the Ministry to finalise these pending . 
cases without delay. The Committee hope that the proposals for # 
simplification and rationalisation of the summary assessment re
ferred to in the preceding paragraph will go a long way in liquidat
ing the pendency. -

(ii) Refunds

1.153 Referring to the problem faced by the assessees, with re
gard to procedure and mode of refunds, it has been stated in a me
morandum that:- ^

“As far as refunds are concerned. Government should not 
refund moneys to taxpayers by treasury orders. The 
procedure of payment by treasury order is centuries old 
and is in fact worth discouraging. Payments must be

# made by cheques payable at Government banks i.e. State % 
Bank of India, Reserve Bank of'India or any nationalised 
banks" ‘ 4 H

1.154 Asked, whether the procedure relating to refunds could be 
simplified and streamlined and what was the difficulty in implement
ing the suggestion regarding payment of refunds through nationalised 
banks, the CBDT stated that the procedure suggested was already 
in operation. Refund vouchers were being issued through the Re
serve Bank of India, State Bank of India and its subsidiary banks. 
The taxpayers could encash the refund voucher through any bank.

1.155 The Department had been reviewing from time to time the 
procedure in order to simplify and streamline the same.

1.156 As per the existing procedure, refunds of the direct iaxes 
Wf te made through refund vouchers 1 advice notes encashable



, through the banks. The procedure being followed had been for
mulated keeping in mind tiie requirements of simplification and 
also safeguarding against frauds.

1.157 It has been stated that there was a separate procedure for 
issue pf refund vouchers of the amounts upto Rs. 999 and for those 
of Rs. 1000 and above. The main difference between the two cate
gories of refunds was that, whLe-in the cases of refunds of Rs. 1000 
and above the advice note was sent directly to the bank by the De*

/ partment and the refund could not be encashed unless the advice 
note had been received by the bank, in the case of refunds of 
amounts upto Rs. 999, the refund order and the advice note were 
supplied to the assessee for being presented to the bank. In the 
later case the banks did not have to wait for any advice note from 
the Department and the refunds could be encashed without any 
delay. This had been done in order to facilitate the payment of re
funds to small tax-payers without delay.

1.158 During evidence, when asked how much time was taken to 
decide a case of refund, Chairman CBDT stated:

A
. “That depends on individual cases.. Some cases take a long 

time. After we have taken a decision to refund, if there 
is any further delay in ̂ ssuing the refund voucher, then 
interest is paid.” ,

<1

1.159 The Committee do not find any logic in different procedures 
being available for refunds up to Rs. 999 and refunds of Rs. 1000 and 
above. In the cases of refund^ upto Rs. 999 the refund order along- 
With advice note is sent to the assessee who is able to encash the 
refund order without delay from the Reserve Bank/State Bank etc. 
In cases of refunds above Rs. 1000, .while the refund order is sent to 
the assessee, the advice ndte is sent by the Department to the Bank 
and the assessee cannot encash the order until the advice note is 
received by the hank. In the latter case assessees usually ex
perience difficulty. The Committee do not see any reason why uni
form procedure cannot be introduced for all cases of refunds irres
pective of the amount involved. They would, therefore, like the 
Ministry to consider feasibility ^f introducing uniform procedure in 
respect of refunds. In cases where undue delay occurs for send
ing refund vouchers to the assessee it may be ensured that amount of 
interest due thereon is included m the refund voucher itself.



CHAPTERn 

MAGNITUDE OF REVENUE LEAKAGES/BLACK ECONOMY
' I - -

2.1. With regard to magnitude of Revenue Leakages the CBDT 
stated in the Preliminary Material furnished to the Committee that:

“No official- estimate of magnitude of untaxed money in cir
culation or the amount of tax evasion has been made. 
However, the National Institute of Public Finance and 
Policy in their report have estimated the range of black 
income between Jls. 31,586 to Rs. 36,786 crores for the year 
1983-84.” -

i - .
2.2. Asked, why no official estimate of the black money in circula

tion had been attempted by the Government, the CBDT informed 
the Committee that an attempt to estimate the black money in circu
lation was entrusted to National Institute of Public Finance and 
Policy consisting of eminent economists and administrators. The 
authors in their report ‘Aspects of Black Economy in India’ have , 
stated that their estimate was based on numerous assumptions and 
approximations, each of which could be challenged.

2.3. With regard to steps that had been initiated by the Govern
ment to liquidate the black money in circiilation, the CBDT stated, 
that combating tax evasion was a continuous process. All possible 
measures to curb generation of black money, legislative, administra
tive and institutional were being taken from time to time. The 
liberalisation of Summary Assessment Schenje and reduction in tax 
rates of direct taxes was only one limb of the policy. The other 
limb was intensive scrutiny, surveys, searches and prosecutions. 
Enforcement machinery was being strengthened and the number 
of searches had substantially increased. •

2.4. The Report on Aspects of Black Economy further stated that:
“ ....... our qualitative judgement is that the making of black,,

incomes has become a very integral, even “routine” , 
dimension of Indian society, encompassing pervasive tax 
evasion' on (legal source economic activities and wide
spread corruption and abuse of all forms -of public dis
cretionary authority.”

52
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2.5. Commenting dp the above views, the CBDT stated that ero*

sion of moral values and patriotic feelings was certainly otie of the 
major pauses for resorting to tax evasion, corruption and misuse 
of discretionary powers. As far as Central Board of Direct Taxes 
was concerned, discretionary powers under the Direct Tax Acts 
were proposed to be reduced through simplification and rationalisa
tion of laws. Sustained efforts were also being made to improve 
t̂he quality of tax administration by screening officers from the 
point of efficiency and integrity for sensitive posts. A preventive 
vigilance machinery had been se4 up and disciplinary action was 
being taken against the erring officials. ‘

Causes leading to generation of black economy
. * /

2.6. Referring to the various causes leading to generation of black
economy in-the country, the Report on Aspects of Black Economy 
in India stated: *

• % ' •
“We find it convenient to group the causes of black income 

generation under the following heads:— •
(i) . the level and structure of taxation;

* (ii) the effectiveness of tax administration;
(iii) controls on economic activity;
(iv) general laws and regulations; -
(v) political finance;

(vi) government spending: its i scale and accountability;
(vii) standards of public morality;

(viii) inflation.”

2.7. Asked whether the Government agreed with the identifica- .
^ion of ab6ve causes that generated black economy in the country 
and what remedial measures the "Government proposed for each of 
the above causes the CBDT stated in their reply that the findings 
of the report ‘Aspects 'of Black Economy in India’ weer duly con
sidered while framing the ‘Long-Term Fiscal Policy’ of the Gov
ernment. ' *%

2.8. The suggestions on? which action was to be taken by the Cen
tral Board of Direct Taxes included inter alia liberalisation of Sum
mary Assessment Scheme and stepping up of deterrent measures 
like Survey, Searches and Prosecution. These had alreay been im
plemented. ;
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2.9. As regards other suggestions, letters were written to the 
Chief Election Commissioner, Department of Civil Supplies under 
the Ministry of Food and Civil Supplies, Ministry of Home Affairs, 
Department of Economic Affairs under the Finance Ministry, Minis
try of Commerce, Central Board of Excise & Customs under the De
partment of Revenue  ̂ Ministry of Law and Ministry of Urban 
Development, an action was required to be taken by them with 
regard to suggestions pertaining to them.

*
Impact of Controls

2.10. With regard to impact of ‘controls1 on black income, it has 
been stated in the Report on Aspects of Black Economy in India

“Generally, controls l^ve given a fillip to black incomes in two 
distinct ways; first, by creating (illegal) scarcity premia

• between the controlled price of the good, service or asset, 
and its market clearing price; and second, by vastly aug
menting the discretionary authority of functionaries at 
all levels of government.”

* 2.11. Commenting on the above views, the?.CBI>T stated, that
there existed a situation wherein controls or regulations of prices 
and/or distribution were likely to have, under conditions of short
ages in case of certain commodities given rise to anti-social activi
ties such as black-marketing, profiteering etc. and hence generation 
of black taioney. However, it needed to-be recognised that in the 
management of planned economic development to keep inflation 
under control and protect the interests specially of the poor and the^ 
vulnerable sections of society ? such regulations became extremely 
important in respect of vital inputs to restrain increase in cost of 
production and to provide a certain minimum level of requirements 
of essential commodities at reasonable prices for the common man. 
However, recognising \he possibilities of . anti-social acti
vities and their harmful effect on the economy, attempt had been 
made to exercise Controls and regulations in respect of only critical * 
inputs, and essential commodities as were considered necessary 
taking into account the balance between demand and supply and 
other relevant factors. These had. however, been reviewed from 
time to time and had been either removed or necessary changes 
made in the light of the emerging situations.
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2.12. Further in appropriate cases attempt had been made to 

regulate prices and distribution ‘through such mechanisms aŝ  dual 
pricing’ as in case of foodgrains, sugar, cement, so that supplies of 
such commodities were also available in the open market and thus 
minimise the opportunities for" black marketing and incomes. 
Simultaneously, concerted efforts had been made to strengthen and 
expand the public distribution systems all over the country.

2.13. Several measures had also been adopted both for supply an<̂  
demand management in case of such commodities to bring about a 
better balance. Apart from laying high priority or increasing pro
duction,- arrangements had been made for imports of such commo
dities to augment their availabilities. Administered prices had also 
been reviewed and fixed in a manner which provided adequate in
centive to the producers for increased production as also were rea
sonable from the poi^t of view of the j:onsufner. The Discussion 
Paper on Administered Price Policy which was recently presented 
to Parliament also sought to  define certain principle in fixation of 
these prices.

2.14. Administrative as well as legislative measures (such as 
Essential Commodities Act, Prevention of Black Marketing and 
Maintenance of Supplies of Essential Commodities Act, COFEPOSA 
Act) had been taken and sought to be strengthened to curb hoarding/ 
black marketing and other anti-social practices. States had been 
urged from time to time for effective implementation and adminis
tration of necessaly regulations. Several measures under the In
come Tax Act had also been adopted to discourage use of unaccount
ed funds and plug loopholes ior generation of black money.

2.15. However, it needed to be recognised that in a vast country 
it was not always possible to fully insulate the markets and possi
bilities of local shortages, deficiencies .in administration of regula
tions could not be ruled out.

2.16. In this connection CBDT added that lately attempt had been 
made to review administrative regulations and to move towards 
greater reliance on rule-based financial and fiscal' policies than on 
discretionary physical controls for the management of the economy. 
This would also have a salutory effect in curbing the opportunities 
for harassment and black incomes.

2.17. It was mainly in respect of selected sensitive essential in
puts and commodities that price and distribution regulations had

55
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been adopted. , These were also reviewed from time to time keep
ing inter alia the balance between demand and supply. Price 
situation was kept under constant review and necessary measures 
where essential were adopted.

2.18 Government did consider that minimising of discretionary
authority of functionaries would create healthy atmosphere. The 
broad approach of the Government was now to place greater reli
ance on policies which would also reduce the role and authority of 
functionaries. This approach, for example, was evident in the 
proposed measures to simplify and rationalise the direct and indi
rect tax systems. < 1

2.19 During evidence it was pointed out that in many cases it 
was seen that the dual pricing sjrstem had given a boost to black- 
marketing. Asked *what exactly was its impact on the generation 
of blaek money, Chairman CBDT stated:

“If the entire pricing mechanism is under control, then the
* temptation to sell the entire product in black-market is

there. But if 70 per cent production is allowed to be sold 
at a reasonable rate, then the temptation reduces to that 
extent automatically.’'

2.20 In the Report on Aspects of Black Economy in India, referr
ing to controls at various levels of Government agencies it has 
been pointed out that:— i

“The present system of controls typically requires anyone 
setting up a new activity to get de facto approval from a 
number of different agencies and departments; one might 
pass judgement on the foreign exchange implications, an

i other on’ the project’s consonance with Plan priorities,
and still another on the foreign collaboration proposed. 
And obtaining the industrial licence may only be the 
beginning. Further approvals may be required^ from 
the relevant State Government (on land use, on environ

. mental implications, etc.), term lending institutions, sup
pliers of key infrastructure such as power and transport,, 
and so on. At each stage of approval there is potential 
for graft, and that too at different levels.” (

The%Report ibid further stated: —
i “Once an economic activity has been established, it continues * 

to interface with many elements of the control system.
\ Import licences may have to be negotiated, assess to cre

dit, controlled inputs and infrastructure (such as power,
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telecommunications and transport), secured. The enter* 
prise may become subject to monitoring by a whole new 
set of government departments such as labour, health,
environment and so on. Once again, in each case, the
regulators have to be propitiated, typically through some 

. form of grafts/’ , .
, *  '

2.21 Asked whether the involvement of numerous government
agencies for approval of a project could be reduced to the minimum, 
the CBDT stated that the proposal to set up ‘Single Window Clear
ance system’ through joint bodies for obtaining all kinds of clear
ances relating to different agencies and departments was being
introduced by other ministries as far as possible. In the Income
Tax Department the assessee had to deal mainly with only the assess
ing officer for all matters. Even this interface with the officers 
will be considerably reduced with the extension of the scope of 
Summary Assessments and introduction of computerization.

*Bribes and abuse of public offices t i

2.22 The Report on Black Economy in India pointed out that:—

“Bribes themselves constitute black incomes in the hands of 
the recipients. What is perhaps even more significant 
is that the need to pay regulsff bribes to different elements 
of the control apparatus provides productive enterprises 
with a good reason to generate black income in their 
operations. “Greasing thfc wheels of business” in a signi
ficant rationale for enterprises to keep some of their in

i come off the books.” ’

2.23 Asked what measures the Government had adopted/propos
ed to adopt for checking the menance of giving and taking of ‘bribes’ 
which according to the above report on the one hand constituted 
black income in the hands of receipients and on the other' hand 
compelled enterprises to Jkeep some of their income “off the books”.

2.24 The CBDT in their reply stated that one of the objectives 
of simplification of taxjlaws is removing uncertainties in the jnatter 
of assessment by cutting down areas of subjective decisions. This 
will go a long way in improving the environment of functioning 
of our offices. Preventive vigilance units had been set up already 
at the level of Assistant Commissioners!Income-tax Officers in the 
Headquarters of Commissioners of Income-tax all over the country.
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2.25 The Report on Aspects of Black Economy in India further

stated:— * t

“Another noteworthy, general point is that when public offi- 
, ces are systematically abused to enrich the incumbents, 

the posts themselves frequently come to command a 
monetary price.” * ,

2.26 Asked, whether this aspect was taken care of while consider
ing postings of offices at ‘̂ price” positions, the CBDT stated that 
transfer and posting of all Group ‘A’ officers-in the Income-tax De
partment were ordered by the C.B.D.T. Guidelines had been fram
ed for the transfer of Group ‘B’ and non-gazetted officers as well. 
Very rigorous and systemetic .control was exercised at Board Jevel 
in respect of deputations/training, special pay posts. There, did not 
seem to be any reason for us to think that malpractices were still 
obtaining in the transfer and postings in the Income-tax Depart
ment. i /

2.27 During evidence, referring to the findings of the National 
Institute of Public Finance and Policy-in their Report on Aspects 
of Black Economy in* India and implementations of recommenda
tions contained therein, Revenue Secretary stated: —

“This is a very diffiJUlt report to implement. It ha^ a wide 
ranging philosophical conclusion. We have acted routine-

i ly and identified which are the Ministries___But to say
that they would be able to do something which would 
finish off (the black money) the implementation of that 
recommendation is not feasible.4’ ,

2.28 Asked what was the concept of the Single window clearance,
Revenue'Secretary stated:— *

“In Income Tax Department, there is a single window clear
ance even today. It is not that'the person has to approach N 
number of authorities under Income Tax to know what 
he wants. But what we are really concerned is that 
the window should be properly functioning and it should 
not be a kind of harassment and all that.” -

2.29 Asked whether the recommendation about creating ‘single
wiftdow system’ had been finalised and implemented. Revenue 
Secretary stated:— -
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“It would be mentioned in the black money report. You are 

asking me to answer, whsthe^the single window clear
, ance system has been implemented by other Ministries.

Normally, it is not for me to answer as to what is the 
progress in other Ministries, you will have to call those 
Ministries for these things Regarding the Income Tax, 
the question'is not of a single window, but a single win* 
dow should be a good window. A person has to approach 
an I.T.O.”

2.30 Asked whether the Ministry had made an assessment aa to
how and in what fields and ways the black money was operating 
in society, e.g. in purchase of land, buildings, buying ornaments, 
spending lavishly on parties, ceremonies etc., Revenue Secretary 
stated:— ' i

‘ f̂iow the black money operates, has been well summarized 
in this report. The major areas where black incomes 

i come up, are real estate, over-statement and under-state,
ment in stocks in trade, industry and business. These 
are the major areas where most of the black money is
kept............  It is not so easy to re-value the stocks and
assess the value. But it can be done. In the case of 

i houses, we have done something under the new scheme,
i.e. where property worth over Rs. 10 lakhs is acquired, 
we find out whether the price has been under-stated. We 
had acquired 71 properties. We have recently sold six 
of them. In respect of about 60 properties, High Courts 

, have issued stays! They are being consolidated, and will
be heard by the Supreme Court. If all this is cleared, 
then we will get to know the real estate price every 
mon$h, by operating the real estate market. Then blade 
money will shift from this side Black money is also 
kept in basic metals. There are a number of circumstan
ces which make a thing attractive for black money. There 
will be less chances of detection. The question should 
not be asked about the source of money. There are 
certain speculative business in the commocGty market 

■ sometimes in the share market, film industry and so on. 
But these keep on shifting.”

2.31 Asked Whether economic intelligence and enforcing agen
cies had been strengthened to combat the problem, Revenue Secret
ary stated: —■ ,

“We have developed a new concept of economic intelligence 
bureau. They study second economy. The main func
tions are to coordinate the functions of the various other
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agencies. » Usually it can think about or have an over
all view of the force against black money. It puts out 
and studies reports. What is the payment in black mon
ey? What is the payment in white? Now we have an 
agency which studies the black economy to a limited ex
tent or smuggling. The raids go up and down, but the 
black money is very big. I don’t think it would be right 
to say that it is easy; you can take action.’* .

2.32 Subsequently, the Ministry furnished a note on the subject 
which stated:— •

“Difficulties in detecting concealment of income and evasion 
i of tax have been experienced from time to time and 

necessary administrative and legislative steps have been 
taken to overcome these difficulties. Some of the diffi- 
cuties along with the remedial measures that have been 
taken are as under:— ,

(a) Experience has shown that, detection of black money
v could not be achieved through examination of account

• books across the table. Over the years, the -assessee 
i has developed newer techniques of tax evasion which 

could not be achieved through examination of accounts, 
books and documents produced before the Income tax 
Authorities. To overcome this difficulty, emphasis has 
now beipn shifted from examination of accounts books 

, , to field investigation. Investigation for this purpose
includes intelligence, gathering of information, match

in g  of information, conducting of, surveys and searches 
etc. To have effective and meaningful investigation 

i carried out, the entire machinery has been strengthen
ed. It is also proposed to introduce computerisation for 
maintaining data bank of information for foolproof 
matching of information with a view to detecting tax 
evasion.

(b) Another important factor was the ineffective provisions 
relating to imposition of penalties for concealment of 
income. Thfe requirement to prove the malafide inten-

% > tion and mens rea made it extremely difficult to impose 
and sustain penalties for concealment of income. The 
burden of proof was on the Income Tax Department. 
Attempt has been made to overcome this difficulty 
through suitable amendment of the provisions for impo
sing penalty in Taxation Laws (Amendment and M:s~

" cellaneous Provisions) Act, 1986. Under the amended
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provisions the ^burden of proving the absence of ‘-Iculp- 

, ' able mental state” has been shifted upon the assessee.
, It has been provided that a fact would be said to have 

been proved by the tax payer only when the court be
lieves it to exist beyond reasonable doubt and not merely 

; - that its. existence,is established by mere preponderance
of probability. .

, (c) It is common knowledge that a large amount of un
accounted income gets invested in immovable proper

. ties. The provisions for acquisition of immovable pro
perty, where consideration for transfer  ̂h^s been under

, stated, as they hitherto existed, had proved' ineffective. 
New provisions relating to acquisition of immovable 
properties have been introduced which give the Govern
ment a preemptive right to purchase immoveable pro
perty at the proposed price vof transfer for the pur
poses of checking the use of unaccounted money in 
immovable property transaction. This was added by 
the Finance Act 1986. , .

(d) The complicated tax laws encouraged the asSessee to 
resort to evasion an<i legal avoidance of tax liability. 
The task of simplification and rationalisation of direct

, taxes has been almost finalised to< overcome this, handi
cap.

(e) Prosecution and conviction can be extremely powerful 
r deterrents against tax evasion. However, on account

of the time lag in disposal of prosecution cases, their eff
ect has not been noticeable from the view point of 
deterrence. Recently special courts for dealing with

i economic offences have been set up in 10 States and the 
“ State Governments are being asked to set up special

courts at the major cities where la'rge number of prose
cution complaints are pending. . .

Thus it would be seen that all possible measures to curb 
generation of black money, legislative, administrative 

institutional are being taken and considered from 
time to time. • '

2.33 The Committee are alarmed that according to the findings of 
the National Institute! of Public Finance and Policy the estimated 
magnitude of black money ijn thê  country for the year 1983-84 ranged 
between Rs. 31,584 crores to Rs. 36,786 crores. The Committee find
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that the Department of Revenue in the Ministry or the Central Board 
of Direct Taxes, who are responsible not only for curbing leakages 
in revenue but also combating and liquidation of black money in the 
country, have so far been able) to achieve ‘precious little’ and have 
dealt with the matter rather in a routine way. The Ministry/CBDT 
throughout the course of examination of the subject by the Commi
ttee, have been referring to various administrative and legislative 
measures taken/proposed to be taken to curb revenue leakages, inclu
ding a comprehensive Bill for bringing about rationalisation, simpli
fication and improvements in the tax laws and quality of administra
tion of tax laws, which is likely to be brought/ before Parliament in 
the near future* The Ministry has been trying to project as if the 
proposed comprehensive Bill when passed by Parliament will prove 
to be a panacea for all ills relating to collection of retvenues, curbing 
of leakages and liquidation of black money.' The Committee are, 
however, not very sanguine about the outcome! of various measures 
4aken/proposed to be taken by the Government keeping in view the 
past experience andl in the light of the observations of the Institute 
of Public Finance and Policy in their report that “our qualitative 
judgement Is that the making of black income has become a very 
integral, and even “routine” dimension of Indian Society emcompas- 
sing pervasive tax evasion on legal source, economic activities and 
widespread corruption and abuse of all forms of public discretionary 
authority*' .The! Committee feel that for liquidating blade money, a 
vigorous and multi-pronged action on the part of the functionaries at 
all levels can only bring about tangible results. They would there
fore, desire that after the comprehensive Bill on reforms in tax laws 
and tax administration is enacted. Government should lose no time 
in its implementation. Administrative measures provided thereunder, 
should also be given effect to expeditiously and constraints of resour
ces and man-power not be allowed to stand in thd way.

2.34 The report on Aspects of Black Economy has identified variow 
causes leading to generation of black money which include the le/vel 
and structure of taxation; effectiveness of tax administration, controls 
en economic activity; general laws and regulations; political finance 
Government spending and scale of its accountability; standard of 
public morality and inflation. The Committee are not happy over 
the remarks of Revetnue Secretary during evidence referring to im
plementation of various recommendations made in this report that 
“this is a very difficult report to implement. It has wide ranging 
philosophical conclusions. We have acted routinely and identified 
which are the Ministries. But to say that they would be able to do 
someth:ng which would finish1 off (the black money), the implemen
tation of the recommendation is not feasible.” The Committee feel



that it is a pessimistic approach expressing helplessness rod expres
sing justification for “acting routinely” in the matter by simply writ
ing letters to various authorities to take action wihout any follow* up 
action or monitoring by Ministry of Finance who are responsible for 
plugging revenue leakages and liquidation of black money. The 
Committee deplore this apthetic approach and desire the Ministry of 
Finance to evolve a machinery to exclusively deal with this matter 
and coordinate with concerned Ministries for monitoring progress in 
implementation of various recommendations contained in the Report 
on Black Economy so as to achieve the desired results underlying 
these recommendations.

2.35 Since impact of “controls'* been identified as another area 
in the Report on Aspects of Black Economy for giving fillip to black 
income and CBDT has conceded that controls or regulations of prices 
have given rise to anti-social activities such as black marketing and 
profiteering etc., the Committee desire that the policy of regulation, 
distribution andcontrpl on pricey should be kept under constant re
view, and recommend that Government should evolve a policy of 
graduated decrease in controls, regulations, distribution and pricing 
of essential commodities so that anti-sociai elements are not allowed 
to create artifical shortage and take advantage by indulging in black- 
marketing and profiteering. ,

2 36 The Committee note that at present an entrepreneur has to 
approach numerous Government agencies involved in clearing pro
jects and issue of various types of licencets and .permits and has to 
move froin pillar to post for getting a project cleared. To obviate 
this the Committee commend the CBDTs proposal to set up a ‘Single 
Window Clearance! 'System’ through joint bodies for obtaining all 
kinds of clearances relating to different agencies, and Departments* 
They are sure that this system will help the people in gelttingj their 
projects/schemes approved at a single point in a particular Ministry/ 
Department and also reduce the scope' of their harassment at the 
hands of unscrupulous officials, besides acting as a damper on gene  ̂
ration of black money. The Committee would impress upon the Gov
ernment tp have a uniform policy of rotation of officers/staff in .the 
matter offceir postings so that no official is allowed to stay on a sen
sitive position for more than 3 years. They desire that vigilance 
machinery should also be strengthened in such areas to keep a close 
watch on the functioning of officials in thei interest of combating ele
ment of corruption. . .

•V



CHAPTER III
CENTRAL BO ARD OF EXCISE AND ̂ CUSTOMS

A. Agencies responsible for prevention and control of Revenue
Leakages

3.1 It h^s been stated in the Preliminary material furnished by 
the Anti-smuggling Unit of the Department of Revenue that: —

“The Directorate of Revenue Intelligence is that apex agency 
entrusted with the task of .combating the menance of 
smuggling and other allied offences on the Customs side.

. The Directorate of Anti-Evasion is responsible for preven
tion and control of leakage of Central Excise duty on ex
cisable commodities manufactured and cleared indigenous
ly. The Directorate of Enforcement is mainly concerned 
with the enforcement of the provisions of Foreign Ex
change Regulation Act which inter alia is also concerned 
with' under invoicing I over invoicing of exports [imports, 
which in some cases lead to leakage of revenue.”'

. 3.2 Asked whether these agencies were successful in prevention
and control of ‘Revenue Leakages in their respective fields, and how 
these agencies maintained inter se liaison among themselves, the 
Anti-Smuggling Unit of the Ministry stated in their reply that the 
success of the three agencies viz. Directorate of Revenue Intelligence 
(DRI), Directorate of Anti-Evasion (DAE) and Directorate of En
forcement in the prevention and control of revenue leakages could be 
judged from their performance during the last three years as given 
below: i

<Rs. in crores)

Year Value of sei
zures effected 

, by D.R.I.

Tax evasion 
detected by ' 
D.A.E.

Seizures of 
Indian &  
Foreign cur
rency detected 
under FERA

1984 7,66 23.69 1.90

1985 48.00 36.10 5.6?

1986 . 
(Till Nov.)

56.00 161.67 7.57

64
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3.3 The Directorate General of Revenue Intelligence maintained 
close liaison with the Directorate of Anti-Evasion and Directorate of 
Enforcement and took initiative in maintaining close technical coor
dination. There was frequent exchange of general and specific intel
ligence amongst these agencies- As and when required joint opera
tions were carried out and logistic support was also extended to other 
agencies in time of need.

/
3.4 The inter se liaison of the three agencies under the Depart

ment of Revenue was also being maintained at the Ministry/Board’s 
level which oversaw the working of these agencies all the time.

3.5 Explaining the difference in the functions of Directorate of 
Revenue Intelligence and the Directorate of Revenue Evasion, Re
venue Secretary stated during evidence:

“The Directorate of Revenue Intelligence and the Directorate 
of Revenue Evasion have different functions. The purpose 
is to improve the revenue, 'fhe Directorate of Anti-Eva
sion deals with excise. They work under two Acts. They 
have to deal with the officers of customs and excise ?]1 over 
the field. Administratively, they are under the Board, 
CBEC, while the Directorate of Enforcement deals with 
the enforcement of Foreign Exchange Regulation Act. That 
is riot under the CBEC. It is a separate organisation which 
is under the Ministry. The Revenue Department controls 
the Directorate of Enforcement and these tWo agencies.”

‘ 3.6 The need for ̂ strengthening the preventive and intelligence 
coveic ge of the DRI and tl:e Collectorates was reviewed ana as a first 
phase of augmentation, 598 posts of various grades were sanctioned 
m lt)83 for strengthening the:P&I set up in the vulnerable areas of 
the west copst, east coast, Indo-Nepal and Indo-Fak borders. Fur
ther. 593 new vehicles of different categories and 3£9 metcrcycles to
tally involving an expenditure of Rs. 2 crores was sanctioned in 1985. 
Sophisticated and modern anti-smuggling equipments like metal de
tectors, night-vision binoculars, x-ray scanners and close circuit TVs 
had been acquired and inducted at vulnerable centres for streng
thening anti-smuggling work. Strengthening of Intelligence set up 
in vulnerable areas was constantly kept under review for approp
riate action. ' ,.. t

3.7 With regard to security arrangements for officers engaged in 
intelligence gathering agencies, the Anti-smuggling Unit stated that 
officers deployed for P&I work were provided with service weapons 
at the time of conduct of raids, .search, etc. Further, police assistance
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‘was requisitioned-as and when necessary at the time of conducting 
raids and searches.■ v.

3.8 The Executive Officers of the Customs and Excise Depart
ment were also purchase confiscated weapons from the Department 
for their personal security. During evidence Revenue Secretary 
added: -

“When we give this arm to a person we give it out of the 
confiscated arms at pre-duty price. It is a kind of subsidy. 
But they have to keep it till the end of their service or 
five years, whichever is later.”

3.9 The Committee' learn that for strengthening intelligence gat
hering agencies under the Directorate of Revenue Intelligence, mo
dem sophisticated anti-smuggling electronic Equipments and devices 
are being pressed intp service. The Customs telecommunications net 
work has covered the west coast, part of east coast and the( Indo- 
Nepal border and coverage extended to Rajasthan* sector of the Indo- 
Pakistan border and Indo-Bangladesh border in 1985. The Commi
ttee! have been informed that while the work on the Indo-Pakistan 
border has been completed, it is still incomplete on the Indo-Bangla
desh border and that the question of further expansion of the tele
communication net work in this sector woijld depend on allocation 
of resources and trends in smuggling. The Committee are surprised 
as to why the work on the Indo-Bangladesh border which is equally 
vulnerable for smuggling and large scale instrusion of people from 
across the border, has not been completed. They urge that the left 
out work of providing the telecommunication net work on the\ Indo- 
Bangladesh. border should be completed without delay and const
raints of resources should not be allowed to stand in the way of such 
a vital task which relates to strengthening of intelligence agencies.

3.10 The Committee are informed; that strengthening of preventive 
and intelligence set up in the vulnerable areas under the Directorate 
of Revenue Intelligence, is kept under constant review. While 598 
posts of various grades were sanctioned for strengthening P&I serf; 
up in the vulnerable areas of west coast, east coast, Indo-Nepal and 
Indo-Pak borders in 1983, further review of staff strength in "these 
areas has not beeh taken up after 1983. According to the Cojnmittee 
it cannot be considered to be a “constant review” by any standards, 
particularly in view of fast changing situations in the vulnerable 
areas on our borders and increase in the smuggling activities from 
neighbouring countries. The Committee would like the CBEC to 
undertake a meaningful review of the requirements of staff and 
eqniffment in these areas on a regular basis, preferably evefcry two



jrears and induct personnel and equipinent wherever found wanting*, 
without deluj. •

3.11 The Committed find that for personal security of officers de
ployed in prevention atifl intelligence duties, they are permitted to 
purchase confiscated weapons at subsidised rates i-e. at pre-duty 
price) and they are expected to keep these weapons with them till 
the end of their service or five years whichever is earlier. In Com
mittee’s view this is not a judicious arrangement. When an officer 
is deployed on duties which involve risk of his life, why he should 
not be provided weapons by the Government" at its own expense. 
The Committee recommend that these officers should be provided 
with weapons free of cost and be allowed to retain them till they

, are in selrvice. After their service, they may be given the option to 
retain them by paying a subsidised price i.e. the pre-duty price minus 
depreciation, or surrender them to the Government.

(i) Directorate of Revenue Intelligence
»

3.12 In the Preliminary Material it has been stated that:

The Directorate, of Revenue Intelligence is the most import
ant Central organisation in the anti-smuggling set up in 
the country for combating the menance of smuggling and 
other allied offences.. .with the detection of complicated 
cases of tax-evasion involving invoice manipulation, niis- 
us£ of duty exemption under the Advance Licencing 

_ Scheme, misdeclaration of goods imported in containers, 
frauds in foreign exchange involving leakage of revenue,, 
dimensions of smuggling]tax evasion in and outside the 
the country have considerably increased... The Directo
rate of Revenue Intelligent, has, therefore, an added res
ponsibility to investigate into these cases of frauds and - 
apprehend large scale offenders and ensure their detention 
under the COFEPOSA Act. These developments warrant 
augmentation of the investigation wing of the Dte. of 
Revenue Intelligence so that it could concentrate its activi
ties against such organised customs frauds. This would, in 
turn, call for restructuring and strengthening the Head
quarters and ZonSl Units of the organisation, further heljp- 
ing those units to keep proper liaison and coordination with 
other organisations for effective field operations.”

3.13 In reply to a question as to what were the details of the 
proposals for restructuring, - strengthening and modernising the 
Directorate and Zonal Units working under it, the ASU in their

91 .



reply stated that DRI was the most important Central organisation in.; 
the Customs Anti-smuggling set up of the country. Considering the 
crucial importance of this agency in the field of combating smuggling/ 
tax evasion and the results achieved by the agency in the last few 
years, the need for augmenting its strength had been long felt.

3.14 With regard to strengthening of the intelligence gathering
agencies, the Preliminary Material stated that: ,

“Modern sophisticated anti-smuggling electronic equipments/
' devices <are being pressed into service for strengthening and

* ' improving the efficiency of intelligence gathering, process
ing and disseminating efforts. The tele-communication 

 ̂ net-work which covers vulnerable areas of our sea-coast
and land borders would be further extended and strength
ened in other vulnerable areas. In order to provide 
greater security amongst the DRI/Collectorate officers 
who are engaged for intelligence gathering activities 

t sophisticated arms are being provided for their self-pro
tection. The strength of intelligence units located in 
vulnerable areas would be further augmented and their 
mobility would be increased by providing them with fast 
moving vehicles.” *

3.15 Asked when the tele-communication net-work in vulnerable 
areas was likely to be further extended and strengthened and where 
the matter stood Anti-smuggling Unit of the Ministry in their reply 
stated that the Customs Telecommunication Network covered the 
entire west coast, part of east coast and the Indo-Nepal Border. The 
coverage was extended to Rajasthan sector of the Indo-Pak Border 
and the Indo-Bangladesh Border the work was still in progress. The 
question of further expansion of the telecommunication network 
would depend »on allocation ol resources and trends in smuggling.

3.16 In order to quicken the process of communication between 
‘ the Board and the various field formations an automax system linking
12 regional Collectorates/Custom Houses with Delhi had been instal
led. This had cut down the transmission* time considerably.

, ‘ . \
3.17 As a first phase of this augmentation, 95 posts consisting of 

8 Supdts., 58 Inspectors, 12 drivers and 17 sepoys were sanctioned in 
1983. These posts had been utilised to extend the intelligence cover
age of the DRI to vulnerable areas of the land border and sea coast at 
Jaisalmer, Sri Ganganagar, Jamnagar, Bhuj, Daman, Goa, Ratnagiri, 
Trivandrum, Varanasi, Amritsar, Silchar, Agartala, Imphal, Siliguri, 
Kmhnanagar, Patna and Lucknow. Further, sub-units of the DRI at



Bombay, Calcutta, Delhi and Madras had been strengthened. Pro
posals were tinder consideration of the Government to place the zonal 
units of the DRI under a senior officer of the rank of Collector at 
Bombay, Calcutta, Delhi and Madras to maintain liaison/coordina
tion with regional Collectors and other concerned Police and Intel
ligence agencies. • ^

3.18 Further, modern and sophisticated anti-smuggling equip
ments like X-ray scanners, metal detectors, night vision binoculars, 
close circuit T .V . had been acquired and inducted at vulnerable 
sectors of our coasts/borders and international airports to further 
strengthen the anti-smuggling set up.

3.19 Subsequently, in a note furnished to the Committee the
Anti-smuggling unit of the Ministry stated that the proposal to place 
the zonal units of the Directorate of Revenue Intelligence under 
Senior Officers, made by the DRI in 1985 fo^njed part of a compre
hensive proposal to re-organise the Customs and Central Excise 
Department which was under consideration of the Ministry .of Per 
jsonnel at present. ' *

3.20 It has further been stated in the preliminary Material that:
“The Directorate of Revenue Intelligence conducts indepth in

vestigation of important cases having inter-State/Intema- 
tional ramifications. The modus operandi adopted by 
smugglers throughout the world and particularly in India 
is also studied. They alert field formations for intercep
tion of suspects and against movement of contraband 
goods.5*’ " 1

, 3.21 Asked whether the Directorate of Revenue Intelligence co
ordinated its activities with some international agencies for dealing 
with internatonal gangs of smugglers and whether liaison was being 
maintained with the neighbouring countries also, the Ministry stated 
in its reply that the DRI mantained close coordinaton/liaison with 
various International Agencies such as Interpol, International Nar
cotics Control Bureau, CCC, tlie Comonwealth Secretariat, the Drug 
Enforcement Agency (DEA of USA) $nd Customs authorities in UK, 
Italy, Australia, West Germany, Hong Kong, Japan, etc. Enquiries 
connected with offences detected in India having international rami
fications were taken up with the countries/agencies concerned by the 
DRI. Such international cooperation/liaison maintained by the DRI 
had been very fruitful in establishing several m^ior cases of tax 
evasion/other infringements in India- Assistance was also extended 
by the DRI to Law Enforcement agencies in other countries in seve-
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3.22 The DRI was maintaining close liaison with Customs autho

rities of our neighbouring countries like Sri Lanka, Pakistan and 
NepaL Periodical meetings were held-with Customs authorties, of 
*India and Sri Lanka, go far 11 bilateral meetings had been held 
with Sri Lankan authorities for exchange of intelligence and con
trolling unauthorised trade.

3 .23 Similarly, inter-governmental'meetings were held between 
the Customs authorities of India and Nepal on exchange of intelli
gence relating to control of unauthorised trade between the two 
countries. So far, 8 inter-govemmental meetings Had been held with 
Govemmjait of Nepal. Periodical meetings were also held at 
operational level by the Customs officials of India and Nepal for ex
change of intelligence and for sorting out day to day problems con
cerning the border traffic.

3.24 A Joint.Commission had been set up between India and 
Pakistan to decide on the modlities for exchange of information and 
cooperation in the field of combating smuggling and drug trafficking.

During evidence Revenue Secretary stated:
“In Joint Commission, one area was recognised — smuggling. 

In smuggling there will be exchange of information, in
telligence and co-ordinated action. In principle it was 
agreed . Recently when Home Secretary had discussion 
with the counterpart in the international meetings also.
I cannot say that something significant has emerged.' Per
haps, this is the most live item on the Agenda. It is going 
on with the Joint Commission.”

3.25 Elaborating the position further, a representative of the
Ministry stated: *

“In Indo-Pak Joint Commission, the first meeting took place in 
July 1985 and then in October 1985. This was followed by 
the last meeting in Islamabad and then in Lahore. The 
customs officers were part of it. It was to have a ground 
level meetings regularly for exchange of operational in
formation and follow up action wherever necessary. The 
next meeting is going to be held in March i.e. onT2i>th 

' March. It has been agreed by Pakistan that they will 
send their delegates to Delhi. Nodal agencies have been 
identified for exchange of information. We Have referred 
specific cases for receiving information from Pakistan. So 
far we have not heard anything from them in this regard. . 
...W e are having meetings in Nepal once in two years
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where we discuss issues on trade. It was agreed that w»

4 will exchange information regarding smuggling. We hav* 
not received replies to the references made on smuggling.’'

3.26 With regard to negotiation with Bangladesh, the representa* 
tive of the Ministry stated:

“Under the umbrella of SAARC, we have just started and th* 
next meeting is going to be in Islamabad on 4th of April,

* 1987, when a technical study group is going to discuss only
on drug trafficking. The area of cooperation has now been 
identified under SAARC.”

3.27 When pointed out that meeting with Nepal once in two 
years was not enough, Revenue Secretary stated:

“What I gather is, with Nepal, we have two meetings a year. 
At the Collectors level, it is two meetings in a year. But 
at the highest level, it is once in two years.”

The representative of the Ministry added’
“With Pakistan, Bangladesh, Nepal and Sri Lanka, on informa

tion basis, I am always in touch with them. Government 
to Government level meeting takes time. We pass on 
information and similarly, they pass on information.' Even 
at the level of Board, we have been meeting nuite often. 
We do not face serious difficulties. Bui; at the Govern- 
ment-to-Govemment level, there is some delay in res
ponse.” '

<ii) Directorate of Anti-Evasion (Central Excise) /

3.28 It has been stated in the preliminary material that:

‘The Directorate of Anti-Evasion (Central Excise) was part 
of the Directorate of Revenue Intelligence till April, 1985. 
This Directorate has become an independent Dirctorate 
with all India jurisdiction and is responsible for unearth
ing major cases of evasion of Central Excise duty.”

3.29 Asked what considerations weighed with the Ministry to de
link the Directorate of Anti-Evasion (Central-Excise) from the » 
Directorate of Revenue Intelligence and what were its achievements 
after it became an independent Dirctorate in April, 1985, the Anti
Smuggling Unit' of the Ministry stated that though the Central Ex
cise Anti-Evasion Wing set up in 1979 was administratively a part of 
the Directorate of Revenue Intelligence, functionally it had a distinct 
identity havihg its own task relating to prevention and detection of
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excise duty evasion. By 1985 activites of the vAnt-Evasion Wing had 
grown considerably and for improving its operational efficiency and 
for certain administrative/budgetary purposes the Directorate of 
Anti-Evasion was delinked in Apil, 1935 from Directorate of Revenue • 
Intelligence. But close co-ordination was maintained betweeh the 
two Directorates in operational matters. ,

3.30 Performance of the Directorate of Anti-Evasion during the 
period J983 to 1986 was as follows:

Year No. of cases 
detected

Revenue involved 
(Rs. in lakhs)

1983 . . 18 472

1984 . . 13 2370

- 1985 . . 29 3610

1986 . . 
(Upto November) • 16 16172

3.31 Asked what was the set up of the Directorate of Anti-Eva
sion (Central Excise), the representative of the Ministry stated dur
ing evidence:

“We have Director, Anti-evasion who reports to the Board. 
And below him, there are Deputy Directors and supporting 
staff. Basically Dirctorate of Anti-Evasion also relies to a

- very great extent on the anti-evasion machinery of tne . 
Collectors. In each of the Collector. There the cases are 
inter-qollectorate or cases have national inter-commodit> 
importance or there are very large cases which require* 
special attention, those are given to the Directorate of 
Anti-Evasion.”

3.32 Asked whether the staff strength pf the Anti-Evasion Direc
torate was adequate to cope with its activities, Revenue Secretary 
during evidence stated:

“As you have seen, anti-evasion is relatively a' small organisa-
# tion. We are pWnJng expansion of the Directorate of 

Anti-Evasion. The' functioning of the excise matter is dis
tinct from the functioning of the customs evasion. Eva
sion requires a lot of more study and it is akin to income 
tax work. Custoins is like , police work'and they have

* .to keep a guard on the borders and things like that. We
are in the process of developing a stronger Directorate
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of Anti-evasion. Bigger cases of anti-evasion are started 
by Central Economic Intelligence Bureau”

3.33 Asked what was the contribution of excise to the Central 
Revenue, Revenue Secretary stated:

‘‘The excise contributes about 13 paise (in a rupee).”

2.34 It was pointed out that the main revenue earning source 
was excise and customs and .not direct taxes. Asked whether these 
areas were not being neglected, Revenue Secretary stated:

“In 1985 we have detected 7,500 cases amounting to Rs. 200 
crores. In 1986 the amount comes to Rs. 530 crores. 
Doubling anti-evasion on Excise side is no mean achieve
ments

3.35 Considering its crucial importance in the field of combating 
smuggling/revenue ekrasion and the results achiev ed by it, need) for 
strengthening the Directorate of Revenue Intelligence has becb long 
felt. A proposal is stated to be undelr consideration of the Govern
ment to place the zonal units of the DRt under a senior officer of the 
rank of Collector at Bombay, Calcutta, Delhi and Madras to main
tain liaison/coordination with regional Collectors and othetr concern
ed Police and Intelligence agencies. It is, however, learnt that this 
proposal forms part of a comprehensive proposal to rtU>rgailise the 
Customs and Central Excise Departments, which is under considera
tion of the Department of Personnel. The Committed would em
phasise that after the comprehensive proposa^with the Department 
of Personnel is finally approved and implemented, an institutional 
arrangement should be evolved at the CBEC level to review the 
functioning of* DRI on regular basis, preferably evelry two years, with 
a view to augmenting its staff strength as also replacement and mod
ernisation of equipments.

3.36 The Committee find that in spite of close liason/coordination 
with various International agencies for exchange of informati^i of 
offences which have international ramifications and arrangements of 
exchange of information with neighbouring countries, here is hardly 
any discernible impact on smuggling of contraband goods including 
narcotics and the menace continues unabated. The Committee feel 
that there is still a tremendous scope for strengthening the existing 
arrangements, particularly with the neighbouring countries. If 
there are some difficulties in holding Government level talks, official 
level talks and exchange in views could be intensified  ̂and coordina
tion amongst officials responsible for carrying out operations increas
ed.



^iii) Customs Preventive Collectorates ■

3.37 It has been stated in the Preliminary material that:

“ ....... it has been found that the existing five customs preven
tive collectorates at Bombay, Calcutta, Ahmedabad, Patna 
and Bangalore are inadequate for coping with the smug
gling activities across the sea-coast and land borders. The 
anti-smuggling machinery in these vulnerable areas 
needs to be further strengthened for intensification of anti
smuggling operations and closer supervision of the field 

r staff deployed in this area and for effecting better co
ordination in anti-smuggling measures with the conqemed 
State Governments and enforcement agencies. It has, 
therefore, been proposed to create four more preventive 
Collectorates at Amritsar, Lucknow, Jodhpur and Shil
long.” '

3.38 Asked whether it was not necessary to strengthen the exist
ing collectorates in order to cope with their activities, the Anti
Smuggling Unit stated in their reply that considering the long 
stretch of our land borders and vast Coast Line of the country vul
nerable to organized smuggling activities, a proposal for augmenta
tion of the staff was considered and sanctioned by the Government in 
1983. 598 posts in different grades were sanctioned for strengthening 
the anti-smuggling machinery of the field formations and the Direc
torate of Revenue Intelligence in the vulnerable sectors. The posi
tion is constantly kept under review and proposals for further aug
mentation considered subject to constraints of resources, etc.

3.3^ In reply to a question as to wh€A the proposal for creation 
cf four more Collectorates was going to be materialised, the Anfi7 
Smuggling Units stated that as a part of the overall re-organisation 
of the Customs and Excise Department, four more Preventive Col
lectorates were proposed to be created to reinforce Customs preven
tive set up on the vulnerable sectors of Indo-Pak border, Indo-Nepal 
border and in the North East Region. These proposals were under 
consideration in consultation with Department of Personnel/Depart
ment .of Expenditure.

3.46 Revenue Secretary, in this regard stated during evidence:

. /  
are under examination. It wilt take some time.”
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Central Intelligence Units

3.41 It has been stated by the Ministry that:
“The Central Intelligence Units (CIU) functioning in various 

Custom Houses specially look into cases of collusion of 
custom personnel in cases of smuggling and other customs 
frauds. The Dock Intelligence Unit (DIU) set up in various , 
Customs Houses maintain close surveillance in the docks 
in respect of sensitive cargo imported/exported. Air In- . 
telligence Unit (AIU) have been set up at all major inter
national airports to keep close surveillance on the clear
ances of passengers, baggage as well as air cargo.”

3.42 Asked how far the Central Intelligence Units, the Dock In
telligence Units'and the Air Intelligence Units were successful in 
accomplishing the job assigned to them, the Anti-Smuggling Unit 
stated in their reply that the existence of thqse Units in the major 
Custom Houses/ International Airports had a salutary effect on the 
members of the Appraising/Preventive Staff to be vigilant in their 
day-to-day work. Similarly, they acted as a deterrent for those ele
ments in the trade who had a tendency to indulge in malpractices. A 
number of frauds had been initiated against officers and the trade 
at various ports.

3.43 In reply to a question regarding the level of officers in-these 
units and whether they were able to lay hands on senior officers also, 
the Anti-Smuggling Unit stated that these units were headed by 
Asstt. Collectors and they functioned under, the overall supervisory 
control of Collector|Addl. Collector]Deputy Collector. A  suitable 
complement of Appraisers/Supdts. and Preventive Officers/Examin
ers manned these Units at the primary level. In the process of in
vestigation of cases, they had been able to make out cases against 
the senior officers also wherever their involvement was suspected. 
During 1986, 5 cases of collusions/involvement in fraud cn the psfrt of
11 Customs/Excise personnel had been detected.

3.44 It was pointed out during evidence that in some cases where 
Officers were in collusion with the passengers, the latter so arranged 
their programme of arrival that the officer in collusion was oh duty 
to help him take away the goods brought by him without, paying 
the customs duty. Asked what was done by the authorities to check 
such collusions, Chairman CBEC stated:

“We tried to contradict it by channelling the officers to differ-* 
ent directions. After clearance, we have a random selec
tion of 10 per cent of the passengers for a recheck. There 

546 LS—6 ,
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are different sets of officers doing that. Even if on& 

« succeeds in going through a particular officer’s collusion, it 
may not succeed.' We do not allow them to come to selec
ted counters for clearance.. . . . . . .The passenger might
be directed to another counter, manned by a different per
son. There is a system like that. Some sort of a collu
sion however, can succeed. Out arrangement may not be 
foolproof.” _

3.45 Asked, whether the officers on duty had the sophisticated
equipment to detect the cases of smuggling etc., Revenue Secretary 
stated: *

“The level of sophistication of different agencies is quite differ
ent DRI is well equipped. Income-Tax Deptt. fs not so 
equipped. We are trying to train the Income-tax Officers 
in sophisticated methods and trying to equip them with 
necessary .modern facilities. But the whole thing depends 
upon funds. Perhaps, compared with RAW, our sophisti
cation is not up to that standard.”

3.46 Asked, what was the position with regard to Customs, Chair'- 
man, CBEC stated:

“We have installed X-Ray machines to detect all these 
. things.”

Prosecution Casts (Customs)

3.47 According to the Preliminary Material, the statistics fur
nished by the Anti-Smuggling Unit ̂ regarding customs prosecutions 
cases for the last three years are as under:—

Year No. Of Ng>. of cases decided Other
--------------------------- wise

Total No. of 
cases

*

launched
during

Convic
ted v

Acquit
ted

dispo
sed of

where 
decision 
pending 
at the 
end of 
the year

1983 . . . 859 445 120 120 ' 685 1880
1984 1029 642 106 92 840 2069
1985 . .  \ m 606 74 95 775 2462

3.48 Asked, what were the reasons for such a large number of 
cases being pending and what was the thinking of the Ministry with
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regard to expeditious finalisation thereof, the Anti Smuggling Unit 
stated in their reply that the number of cases of prosecution launch
ed during the year 1985 was slightly more than the ̂ previous year. 
In respect of court <?ases, even though the field formations took ade
quate steps in pursuing the cases the delays had occured in deciding 
these cases by the courts. These delays were generally, beyond the 
control of the Custom Houses/Collectorates. The Ministry had issued 
instructions from time to time to the fi£ld formations to expedite 
these cases. ' y '

3.49 It may be mentioned that 13 special courts exclusively to try 
economic offences have so far been set up in different’parts of the 
country with a view to expediting or finalising of such cases. Pro
posals had been sent up for setting up 18 more special courts. These 
proposals were under the consideration of Ministry of Home Affairs/ 
Law and State Governments. The process of finalisation of court 
cases would be expedited once* these special courts were set up.

V

3.50 During evidence Revenue Secretary added:' ' > ' \
“We discussed this subject yesterday.* We have got 13 special

' courts and we have proposed another 48 special courts. 
We have also taken up the matter with the State Govern
ments.” .

3.51 Subsequently, in a note furnished to the Committee, the .
Ministry stated that th£ proposal for setting up 18 more Courts to 
exclusively try econopic offences .was mooted by the Ministry in 
January, 1986. It was still under consideration of the Ministry of 
Home Affairs/Ministry of Law. *

<3.52 The Ministry was asked to furnish a detailed note on the 
quantum of revenue locked up in pending cases in various courts in
dicating number of cases pending and since when (year-wise). The 
Ministry in their reply stated that the details of the number of cases 
and quantum of revenue locked up in cases pending before Supreme 
Court and various High Courts as on 31-12-1986 is as under:

(Rs. in crores)

Central Excise Customs

No. of Revenue Nio. of Revenue
Qtses . Involved Cases Involved

Supreme Court . 2103 740.35 620 41t
High Courts . . . 4806' 1206.95 6878 v , 228



3.53 The year-wise numbers of the pendency were not readily 
available. However, the pendency of cases in Supreme Court and 
High Courts was since 1971 onwards.

3.54 The Committee are unhappy to find that although the exist
ing five customs preventive collectorates set up at Bombay, Calcutta, 
Ahmedabad, Patna and Bangalore! are unable to cope with the smug
gling activities across the vast coast line and long stretch of our land 
borders, yet the proposal for setting up four more preventive collec
torates at Amritsar, Lucknow, Jodhpur, and Shillong is hanging fire > 
and according to Revenue Secretary “These are under examination.
It will take some time” While the Ministry claims that the ‘position 
is constantly kept undetr review’ and proposals for further augmenta
tion considered subject to constraints of resources etc., the proposals 
for augmentation of staff strength was last considered and! sanctioned 
only in 1983. The Committee cannot but defprecate lukewarm ap
proach of the Ministry/€BEC in matters of such vital importance. 
The Committee can well imagine the loss of revenue the Govdpiment 
is suffering due to delay in taking, decisions in matters like augmenta
tion of machinery responsible for containing smuggling activities 
apart from irreparable damage being done to the country by the 
delay in bringing the smugglers to book. The Committee would urge 
the Government to take! expeditious decision on all such proposals 
for strengthening of intelligence /enforcement agencies which are in
strumental in plugging revenue leakages. The Committee emphasise 
that constraints of resources should not be allowed to stand in the 
way of such proposals.

3.55 The Committee are informed that the personnel belonging to 
the Central Intelligence Units (CITU), the Dock Intelligence Units 
(DIU) and Air Intelligence Units (AIU) are posted at various Cus
toms Houses, docks and major international airports, to maintain 
close surveillance on the Customs Officials so as to detect 4heir collu- ̂  
sion with exporters, importers and passengers indulging in smuggl
ing malpractice and other customs frauds. The( Committee, however, 
express surprise (hat according to the CBEC, during 1986, only 5 
^ases df collusion/involvement in fraud on the part of 11 Customs/ 
Excise personnel have been detected by these Units although it 
is a matter of common knowledge that' these are the areas which are 
most corruption infesteld. Chairman, CBEC also conceded during 
evidence that “some sort of a collusion, however, can succeed. Our 
arrangements may not be foolproof/’ The Committee recommeind 
that officials with known honesty and unquestionable integrity be 
posted in these units. -

■ 78
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3.56 The Committe|e express serious concern at the huge pen
dency of Customs prosecution cases in various courts of law noting 
that at the end of 1985, 2,462 cases,relating to customs prosecutions 
were pending. According to the Ministry fo r  expeditious disposal of 
these cases, 13 Special Courts, exclusively for trying cases of econo
mic offences have already, been set up. The Ministry is also stated 
to have motted setting up of 18 more such Special Courts in 
January, 1986 atid the! matter for setting is still under consideration 
of the Ministries of Home Affairs and Law & Justice- The Committee 
would like the Ministry of Finance to-take up this matter at the 
highest level of the! Government so as to have it decided expeditious
ly. Matter should alse be initiated and taken up with the State Gov
ernments for providing infrastructtlral facilities for setting up these 
courts simultanedusly.

3.57 The! Committee are disappointed to find that 2103 prosecu
tion cases relating to Central Excise and 620 cases relating to Cus
toms are pending decision in the Supreme Court and the revenue 
locked up in these cases fc Rs. 740.35 crores and 41 crores respectively. 
Similarly 4,806 cases relating to Customs and 6,878 cases relating to 
Central Excise are pending decision in various High Courts and re
locked up in these cases is to the tune of Rs. 1,206.95 crores and, 228 
crores respective!̂ . It is painful to know that pendency of these 
cases in various High Courts and Supreme Court is stated to be since 
1971. The Committee would like the Ministry to pursue these cases 
vigorously so as to get them decided at the earliest.

(iv) Strengthening\RestructuTing of- Central Excise Departments—
Intelligence\Enfor(&meni Agencies 

v . '
3.58. The Ministry furnished the following figures relating to the 

sanctioned and working strength of the various Intelligenc^/Enfor 
cement agencies under CBEC:

Organisation
--------------*----------------

Sanctioned
strength

Working
strength

(1) Directorate of Revenue Intelligence 552 480
(2) Directorate of Anti-Evasion . v270 226
(3) Directorate of Enforcement . . 793 696

3.559 Asked since how long shortfalls were there in the working 
strength of these agencies, the Ministry in tfieir written reply stated
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that the shortfall in the three, Directorates varied from 10% to 
20% of the sanctioned strength. This wa^ primarily due to the fact 
that the respect of Directorate of Revenue Intelligence, Directorate 
of Anti-Evasion and Directorate of Enforcement the executive 
officers were mainly drafted on deputatidn from the Customs and 
Central Excise Collectorates yphere also the vacancy position was of 
the twrder of 10% to 20%. Partly, this was due to procedures fot 
deputation recruitment of staff through Staff Selection Commission 
etc.

3.60 In reply to a question whether these agencies were able to
* function at the optimum level of efficiency with the present work* 

ing strength, the Ministry stated that despite the shortfall in the 
working strength, all effor^were made to ensure that these three 
Agencies worked at the optimum level of efficiency by co-opting the 
staff from the field formations of the Customs and Central Excise 
departments for special operations etc. ks and when necessary. 
However, constant efforts were made to see that these vacancies wero 
filled up.

3.61. In the Preliminary Material it has been stated that: —
“On the Exdse side, the Directorate of Anti-Evasion would 

need further augmentation of strength to extent its acti
vities to other sensitive areas. Additional equipments/ 
vehicles that would be required to improve the efficiency 
and speed of communication of the Directorate with its 
zonal/field officers would also be provided. It is also pro- 

1 posed to link the Directorate of Anti^Evasion with com
puter network planned on the excise side.”

3.62 Asked whether the proposals in this regard had been fina
lised, the Ministry stated that the proposal for upgradation of the 
post of Director (Anti-Evasion) to that of Director General and the 
creation of 18 new posts of Asstt. Directors were under considera
tion in consultation with the Ministry of Personnel. These proposals 
had been linked with the proposals for the general restructuring of 
the Central Excise Department. Once these proposals were appro
ved by the Government, steps would be taken to implement them.

3.63 During evidence, in reply to a question as to when the 
Ministry had sent these proposals to the Department of Personnel, 
Jteventre Secretary stated:—

‘The proposal for having four new units in Nepal, Rajasthan etc., 
borders has been sent sometime in 1985. But the ques-

* tion how should the whole system be strengthened is a
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part of a bigger exercise of restructuring the Customs 
Department. We are going in for a messive computeri* 
sation programme costing Rs. 80 crores. It requires the 
whole structure of the customs organisation to be re
formed.

We are, at the moment having a discussion over this larger 
proposal and also We have been debating on the 

, • question of what should now be the preventive unit, 
should each type of unit consist of. These modalities are 
being discussed. Once they arei sanctioned, then to add 
one more preventive collectorate will be easy. This is 
something more than a cadre review.”

3.64 Asked what was the percentage expenditure on the staff of 
Direct Taxes and what was the percentage expenditure on the staff 
■of Indirect Taxes, Revenue Secretary stated:— \

“On the Indirect Taxes side it is 2% and on the Direct Taxes 
side it is 1£%.” *

3.65 It was pointed out that there was ample scope for improving 
the staff position and the structure of both the Central 'Excise and 
Customs Departments. In view of the fact that the proposals had 
been sent to the Department of Personnel, the Ministry was ask
ed to furnish a detailed note on the proposals for re-structuring 
various wings of the Customs and Central Excise Departments, which 
had been sent to the Department of Personnel and approval, indicat
ing when these, proposals were sent to them and what had been their 
response.

3.66 The Ministry in their note stated that in view*of the Govern
ment’s new thrust towards mobilisation of additional resources for 
developmental plans, it appeared necessary that urgent measures 
be taken to Streamline and modernise different tools and procedures 
of the Customs and Central Excise Departments. It was observed 
that both the departments dealt with nearly 25 million assessment 
and allied documents every year with high revenue stakes. The 
introduction of MOD VAT also had necessitated maintenance of de
tailed accounts and verification. It, therefore, became more than 
apparent that computerisation of various process and procedures in 
the department was essential to obtain proper scrutiny with speed

* At the time of factual verification tĥ  Ministry informed that expenditure 
0 1  Indirect taxes side is le?s than 1 % and on Direct taxes side it is about 2%.



and accuracy and to build up a large data bank with a view to  
bringing about uniformity in assessments, reduction in disputes and 
containment of duty evasion.

3.67 Once it was decided that computerisation of assessment and
allied operations were unavoidable, it followed as a natural corol
lary that the organisational set up in the department should un
dergo comprehensive changes to provide, inter alia higher level of 
attention to details, used as irfput data for programming and deci
sion making. The existing administrative pattern in the depart
ment, which involved frequent physical contacts between the asses
sees and the officers at lower levels, with consequential growth of 
corrupt practices, also called for a change. With these considera
tions it was decided tp redesign the structure of both the depart
ments, to reinforce the manpower at certain-levels, to upgrade cer
tain posts with reference to their job contents and project higher 
responsibilities, and also to surrender numberous posts at the 
lower levels. '

3.68 Accordingly, proposals for restructuring of Customs and ^ 
Central Excise Departments were framed and submitted to the Cabi
net Secretary with copies to Finance Secretary, Secretary (Expendi
ture) and Secretary (Personnel) on 2nd May, 1986. These, propo
sals were considered by the Committee of Secretaries on 13th Mayr 
1986 who accepted the heed for restructuring and revamping of the 
Departments and also endorsed the basic framework of the organi
sation, as proposed. It further observed that the requirement of 
personnel and other supporting staff for the field offices should be 
re-assessed keeping in view their nature of work and functions. In 
pursuance of these observations the proposals were redrawn and 
sent to the DOP on 13th June, 1986. Thereafter, additional infor
mation, as desired by the DOP was furnished to them during July 
and August, 1986. On 5th August, 1986, Secretary, DOP also held 
discussions with the officers of the CBEC about these proposals.

3.69 Formal comments of the Department of Personnel weje recei
ved bn 29-10-86,̂  in the light of which the proposals were further 

’* examined in the Board and by the Revenue Secretary. Certain 
modifications in respect of the restructuring of field formations in 
the Central Excise Department and modular projection of deploy
ment of staff in the Customs Department were carried out. These 
modified proposals had been sent to the DOP on 2-2-87. ajid were 
presently under their consideration. .

‘ 82 '
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3.70 Some of the important features of the proposals to re-struc
ture the two departments were as follows: .

Central Excise?

(i) Provision of "more than one Collector at the Collectorate Head
quarter to obtain the highest level attention to classification issues, 
adjudications, court matters, audit objections and computer applica
tion, besides attending to, general administration. One of the Col
lectors would also look after the vigilance work in the Collectorate.

(ii) Important Central Excise Divisions to be managed and ad
ministered by Dy. Collectors. It will ensure that adjudication at 
Divisional level, verification of data input and MOD VAT credits, re~ 
covery of arrears, anti-evasion work and inspection of field, unit£ 
were attended to by senior and experienced officers.

(iii) Important Ranges to be looked after by Asstt. Collectors' to 
ensure that investigations in respect of classification, valuation, re-~ 
venue trends and variations therein, and public grievance redressal 
at Range level received the attention of an Asstt. Collector.*

These structural changes were expected to safeguard and maxi 
mise revenues through better supervision, control and monitoring
Customs:

(i) Vishakhapattinam and Goa Custom Housfes were proposed to 
be converted into independent Custom Houses under the charge of 
independent Collectors for better administrative efficiency. Similar

" ly, in view of the increase in passenger traffic and the long distance
between the Airpott and Central Excise Collector’s Office in Cochin, 
it was proposed to place the Trivandrum International Airport 
under the charge of a separate Collector of Customs.

(ii) Keeping in view* the workload in major Custom Houses and 
the need to obtain closer supervision, effective control and constant 
monitoring, these Custom Houses should also have multiple Collec
tors. They- would be required to pay personal attention to the work 
relating to inspections, assessment probleins, adjudication, Inter
nal Audit, Computer application and Vigilance.

(iii) In th$ Custom Houses, with a view to ensuring adequate at 
tention being given to legal work, special investigations, better super
vision and control in the DoGks for examination of goods and for 
disposal of seized/confiscated goods and also to improve the clearance 
of passengers’ baggage, it was proposed to reinforce the supervisory



84

levels and also to upgrade many Preventive Officers’ posts to Super
intendents. "

(iv) Considering that smuggling continued to be a great menace, 
anti-smuggling machinery of the department was to be improved by 
strengthening the existing, infrastrujture in sensitive areas and crea
ting new formations elsewhere' so that the coverage became more 
effective. The proposals, therefore, provided inter alia for crea
tion of additional Preventive Collectorates at Amritsar, Lucknow 
(for Indo-Nepal Border in U.P.), Jodhpur and one in the North
Eastern Region and for deployment-of more officers and staff. %

' " * \
'(v) With the growth of industries and international air traffic 

customs work in the inland areas had increased considerably by  ̂
way of creation of ICDs. „ Air Cargo Complexes, private and pub
lic bonded warehouses, 100 % EOUs, Foreign Post Offices, Jwellery 
^Complexes, Export Processing Zones etc/ Presently, this work was . 
being handled by the staff of the Central Excise Collectorates with
out adequate customs expertise. Considering the extent of revenue 
stakes (Rs. 1285 crores in 1985-86), it was proposed to re-group the 
customs-related work in -these Collectorates in 21 units and to pror 
*vide them with some additional and better trained staff.

The proposals included measures to suitably strengthening the 
v different Directorates under the Central Board of Excise and Cus

toms. "

£71 The Committee are informed that in view of Government’s 
new thrust towards mobilisation of additional Resources for develop
mental plans, urgen^ measures are to* be taken to streamline and 
modernise different tools and procedures of Customs and Central 
Excise Departments. It became apparent that computerisation of 
various processes and procedures in thesfê  departments is esse^ial 
to obtain proper scrutiny with speed and accuracy and to build up 
a data bank with a view to bringing about uniformity in assess- * 
ments, reduction in disputes and containment of duty evasion. The 
existing administrative pattern in these departments, which invol
ves frequent physical contacts between the assessees and the officers 
at lower levels, with consequential growth of corrupt practices, also 
calls for a change. It has, therefore, been decided to redesign the 
structure of both these departments, to reinforce manpower at 
certain levels, to upgrade certain posts with reference to their'job 
contents and project higher responsibilities. Keeping these con
siderations in view, proposals for restructuring of Customs and Cen-
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tral Excise Departments are pre&eijtly under final ttmsittention
stage of the Department of Personnel.

3.72 The Comihittee express satisfaction that at long last the pro
posals for modernisation and restructuring of these Departments, 
which were overdue, have reached a final stage of their approval by 
t̂he Department of Personnel. The Committee hope that the pro

posals will be approved by the Department of Personel at the ear
liest and restructuring of these Departments would be carried out 
snd accomplished within a stipulated time frame.

B. Central Economic Intelligence Bureau

3-73 It has been stated in the Preliminary Material that:
“The Central Economic Intelligence Bureau was set up in 

September, 1985 for coordinating and strengthening the 
intelligence gathering activities, the investigative efforts 
and enforcements action by various agencies concerned 
with investigation into economic offences and enforcement 
of economic laws. The Bureau is responsible for main
taining liaison with all Departments and Directorates both 
at the Central and State Government level concerned with

* various economic offences and in addition for the overall ,
direction and control of the activities of various investi
gative agencies within the Department of Revenue  ̂itself.’’

3.74 Asked, whether this Bureau had made any headway in its 
objectives and what were its achievements since it was set up, the 
Tvlinistry in their reply stated that apart from collecting intelligence 
leading to seizures of large quantities of contraband goods, the 
Bureau had also unearthed evidence disclosing evasion of taxes. 
These included seizures of gold, foreign and Indian currency and 
narcotics, etc. worth about Rs. 5 crores in Bombay in September,
1985 and seizure of incriminating documents in October, 1985 dis
closing evasion of Central Excise duty over a crore of rupees during 
a period of about 2 years by a firm  in Haryana. The Bureau also 
organised the first-ever coordinated operation against the drug tra
ffickers on a country-wide basis, code named ‘KAL-BHAIRAV’ in 
December, 1985, direct action in May, 1986, in Amritsar, Hoshiarpur 
and Gurdaspur districts of Punjab against a notorious gang of 
smugglers believed to be smuggling arms and ammunition across the 
Indo-Pak border, and Operation ‘RUDRA’ against the tax-evadersvin 
the State of Jammu and Kashmir in July, 1986 which resulted in the 
un-earthing of assets worth Several crores of rupees on which pay
ment of taxes ha8 been substantfally evaded. The Bureau was also 
engaged in the task of working out institutional arrangements for
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the sharing of economic and commercial intelligence with the con
cerned agencies of various Governments which, in the case of one ■* 
foreign Government, had resulted in th£ obtaining of documentary 
evidence disclosing underinvoicing of exports from India to the 
extent of Rs. 32 lakhs.

3.75 The Committee was further informed that following large 
seizures of gold in Bombay ^luring the last-week of January, the 
Economic Intelligence Bureau set out on the task of identifying the 
syndicates of smugglers who were to have received and disposed of 
the contraband after its successful landing. 45 premises of the ' 
smugglers and disposal agents were searched on the 20th February, 
1987, in close coordination with the DRI, the Bombay Cuctom House 
and the Bombay Police in an operation organised by the Bureau. As. 
a result, incriminating documents indicating prima facie transactions 
of Rs. 12.17 crores in contraband gold, Indian currency believed to 
be sale proceeds of contraband gold amounting to Rs. 11.45 lakhs, 
US $ 320, papers about bank accounts and a bullet proof jacket w§re 
seized. One bank acftmnt had been ordered frozen. Seven persons 
were arrested. Further investigations were in progress- •

3.76 In reply to a question as to how the Bureau effected overall 
coordination, direction and control of the activities of various inves
tigative agencies, the Ministry stated that in order to make the 
Bureau effective, the field( formations, including the Directorates, 
had been asked to send copies of reports in respect of searches car- x 
ried out and results obtained and also copies of intelligence reports 
in pursuance of which searches were carried out and/or Seizures 
made. In Addition, intelligence gathered by any Directorate under 
the Department of Revenue, which prima facie disclosed serious off
ences under more than one fiscal or economiciaw, will be discussed 
witt* the Director-General, Central Economic Intelligence. Bureau 
who will ensure its development from all angles and coordinated 
follow-up action.
] 3 .77 With regard to the organisational set up and staffing of the 

Central Economic Intelligence Bureau the Committee was infromed 
that it was headed by the Director General of the rank of Additional 
Secretary and had total sanctioned strength pf 119. . 4

3.78 It was, however, noticed that as against the total sanctioned
strength of 119 the working strength of Bureau (as bn 16-6-J986) was 
only 41. " .

3.79 Subsequently, the Committee was informed that as on Feb- 
m ruary 25, 1987, the working* strength of the Bureau had increased to

88 as against the sanctioned strength of 131. In selecting personnel
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for the C .E.I.B . special care was taken to ensure that their integrity 
was of the highest order and that they possessed requisite qualities 
required for the job. It was expected that the remaining posts wiil 
be filled up soon.

3.80 In reply to a question as to how the Bureau was able to 
accomplish the job entrusted to it with the present working strength, 
the Ministry stated that though the strength of the Bureau was 
limited, j t  had been7 empowered to requisition staff of the field for
mations of the Customs and Central Excise, the Income-tax Depart
ment and the Directorate of Enforcement as arid when required.

3.81 Elaborating, the functions of the Bureau, Revenue Secretary 
stated during evidence:

“The Economic Intelligence Bureau is  an apex body. It has 
been allowed independent operational raids or carrying 
out big projects. But the rationale of having a Central 
Economic Bureau is to*have an apex body which delates 
with the Directorate of Intelligence, Directorate of Income 
Tax, Director of Investigation and Special Investigation 
and others. This is the first time that in the field of eco
nomic offences we have created an apex intelligence 
agency. So, the first role is to strength action of these 
agencies. It has some kind of a role of IB like black money, 
smuggling going up and going down. So, they produce a 
report. .

' * ’ * * *

Thefce are a number of other functions of EIB besides guide, 
advice and coordinate. All the agencies collect intelli
gence. We want that there should be a library of intelli
gence of big economic offenders, smugglers, etc. While 
the Directorate of Economic Intelligence has its own 
intelligence, for the bigger gangs, large operators whether 
of smuggling or of narcotics, there is a bigger pool of in
telligence collection at the apex level. It has an intellec
tual Vole which the operational agencies do not have. It 
has also’ operational role. These are the jobs which EIB 
does. But it is basically an apex body which has guiding 

 ̂ and supervisory role.”
3.-82 Asked -whether the Bureau was facing any problems in its 

functioning, Revenue Secretary stated:
“Certainly it is a new organisation trying to find position in 

all the enforcement agencies and thejr are feeling certain 
problems which are exactly of the nature which are faced



by a new organisation. CEIB has to hold meetings with 
BSF, Police people, income-tax people and all that and 

. there are certainly some problems also. Th^:e is a coor- 
; dination' committee under me and we are doing coordina

tion also.” '

3.83 Asked, whether any evaluation had been Xlone to see if
legislation was necessary t<? provide more powers to the Bureau, Re
venue Secretary stated: '

“The bulk of the problems are not legal in nature. We have 
already given all the powers to CEIB to act as an Income- 

c tax Officer, as a police officer and this sort of things. But 
it takes some time before the people recognised a new 
agency. For an officer belonging to the one organisation 
and to have authority to direct another organisation is 
entirely a different culture. There is a coordinatibn com
mittee and they are doing coordination to remove the 
problems which they are feeling/’

3.84 Asked, when the officers of this Bureau were sent to other 
countries, how did they follow up matters with foreign agencies. 
Revenue Secretary stated:

“Already there are international police agencies like INTER
POL. There is a Customs Cooperation Council also. Even

- before the birth of this organisation, the Chairman of
Excise & Customs and other officers used to be part of the 
delegations and talk to these, people. Now we have deve- 

' loped onp nodal agency, that is, CEIB, which would do
this coordination. Apart from this, some new fields 
have developed like in the case of income-tax where there 
are double taxation evidence treaties. Under the treaty, the 
two countries give to each other reciprocal investigative 
support and all that. That was originally being availed by 
the Income-tax Department. A new developing area is 
the drugs. In the case of drugs, a much larger area of 
cooperation is now available between certain developed 
countries and us and it has been our effort to widen the 
scope of cooperation to include smuggling and other sort 
of economic offences also.. They go and attend meetings. 
They come and invite people. We used to have in Cus
toms a number of officers in Dubai, London, Hongkong. 
A new plan is being .worked out. Our* external agents are 
not in one particular agency, but they are also in other 
sister agencies. We are trying to expand our net work.”
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3.8$ The Committee commend the setting up of the Central Eco~ 

nomic Intelligence Bureau to coordinate and strengthen the intelli
gence gathering activities of all the intelligence and enforcement 
agencies both at the Central and State level, concerned with various 
economic pffenc^s and for overall direction and control of the activi* 
ties of these agencies. The Bureau which is also responsible for 
working out institutional arrangements for shaiing of economic and 
commercial intelligence with various State Governments and foreign 
Governments is headed by a Director General of the rank of Add** 

i tional Secretary and has a total sanctioned staff strength of 131. 
Against this the working strength as on 25th February, 1987 was 
only 86. r ; !

3.86 The Committee appreciate that -̂within the short span of its
inception, the Bureau has made its presence felt and made commend
able achievements in various fields viz., seizure of gold, foreign and 
Indian currency and narcotics worth Rs. 5 crores in Bombay in Sep
tember, 1985; seizure of incriminating documents in October, 1985 
whicti discloseid evasion of Central Excise duty of over a crores of 
rupees by a firm in Haryana; organising the first ever co 
ordinated. operation ‘KAL BHARIRAV’ in December, 1985; action 
in May 1986 against a notorious gang of smugglers believed to be 
smuggling arms and ammunition across the Indo-Pakistan border; 
and operation ‘RUDRA’ against tax evaders in the State of Jammu 
and Kashmir in July 1986. . . . .

3.87 The Committee recommend that all the vacant sanctioned 
posts in the Bureau be filled without delay, and it should be pro
vided with latest modern equipment/gadgets for carrying out mean
ingful operations smoothly.

C. Evasion of Customs Duty/Seizure of Contraband Goods

3.88 It has been stated in the Preliminary Material that:—
Different categories of Revenue Leakages, as far as they relat

ed to evasion of Customs duty, were as under: v
(i) Invoice manipulations;
(ii) Mis-declaration as to description/quality /country of

* origin of goods to. get the benefit of lower rate of duty;
(iii) Forged documentation; *

(iv) Concealment of prohibited/restricted/dutiable goods;
(v) Abuse of concessions relating to Advance Licensing Sche

mes;
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(vi) Misuse of facilities/concessions/exemptions granted ' by 

, the Government including those based on end uses.
4* -

(vii) Clandestine imports/exports.

The total number of cases apprehended under the above said cate
gories during the last 4 years was as follows:—

Year Number of Value of goods Duty evaded
cases involved

(Rs. in crores) (Rs. in crores)

1983 . . . . 72 44.84 217

1984 , 172 17.92 33.82

1985 . . 248 15.45 28- 20

1986 . 512 * 15.16 20.17
(upto Sept.)

3.89 Regarding measures taken to check offences of the aforesaid 
categories, the Ministry have stated that in order to detect cases of 
invoice manipulation viz. over invoicing/underinvoicing, the apprais
ing Groups in the Custom Houses were maintaing invoice value 
registers recording therein* the value at which goods of a particular 
quality were imported from a particular source of origin. The 
Groups were international catelogues of various commodities and 
price lists for reference. Wherever appreciable variation in value 
was noticed, the cases were further investigated by the concerned ap
praising Group. .Cases where suppliers and importers were found to 
have special relationship, detailed investigations were carried put by 
the Special Valuation Branch. As a result, loading of invoices 
wfterever considered necessary, was decided upon. In doubtful 
cases or cases requiring further investigation, provisional assessflftnt 
was resorted to. Wherev§r considered necessary, market enquiries, 
were made. The Custom Houses, amongst themselves, exchanged in
formation in this regard where necessary. *

Cases of mis-declaration of description or quantity were detected 
at the time of scrutiny of documents in Groups or physical examina
tion of goods. Thorough examination in the case of sensitive items 
was carried out. *

3.90 In order to detect forged documentation, careful scrutiny of 
imports documents was undertaken. Documents like indent accep
tance. contract between supplier and buyer wWe thoroughly scrutinis
ed for this purpose. Suspected cases were sent to special invstiga- 
tion and intelligence branch for detailed ̂ examination.
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3.91 Prohibited/restricted goods were attempted to be imported 

neither by mis-declaration of description or by concealment with other^ 
imported goods. Such cases were unearthed by careful scrutiny 
■of documents or thorough examination of goods in the docks. Some
times intelligence reports were available and formed the basis of 
-through examination of good?.

. y
3.92 With a view to exercising effective control cover import and. 

export of goods under D.E.E.C., instructions had been issued to the 
Custom Houses that in the case of sensitive items they should resort 
to 25 per cent to 30 per cent examination of the finished products and 
in cases of doubt 100 per cent examination may be done. Further, 
•the sensitive items were allowed to be imported or exported only 
through specified seaports or airports or I.C.D.S. where Customs 
expertise was available and attempts ait frauds etc. could be defected. 
Even though the D .E.E.C. Scheme was being administered by the 
licensing authorities, the Customs department initiated stringent 
.action against the D.E.E.C. holders in cases of any mis-declarations 
or attempt at fraud on import/export. Steps had also been taken to 
have an effective liaison between licensing authorities and Custom 
Houses for initiating co-ordinated action wherever the exporter 
failed to fulfil export obligation or any abuse came to the notice of 
the Custom Houses.

-3.93 For verification of end use of imported materials, normally 
the Customs relied on the certificates produced from the specified 
agencies for the purpose. However, in suspected cases of misuse of 
duty free materials, independent verification was done by the Cus
toms and suitable action taken. In some cases, references were also 
made to Central Excise formations under whose jurisdiction the fac
tory fell.

3.94 The Intelligence Units in major Custom Houses viz. Central 
Intelligence Unit, Dock Intelligence Unit, and Air Intelligence Unit 
provided specific information in some cases. Similarly, the Directo
rate of Revenue Intelligence, Directorate of Anti-Evasion, Directo
rate of Enforcement also gave intelligence in some cases.

3.95 In reply to a question whether some importers/exporters had
been black-listed or their licences cancelled on account of misuse 
thereof, the Ministry stated that the. information as obtained from 
:S46 LS—7 *
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the Chief Controller of Imports and Exports for the years 1985 and
1986 was as under:—

Year No, of firms/units 
debarred from recei
ving import licence 

etc.

Licences cancelled

(i) 1985 . . ' 524 116v -

(ii) 1986 . . . * 309 137

3.96 During evidence when asked, how; did the authorities check 
tfce items in the containers, Chairman CBEC stated:—

“We have devised special arrangements for doing that. There 
fi^tlje jygtem o f taking out the cargo for delivery. W" 
examine the goods there. In addition, we have our intel
ligence arrangements to see, whose cargo is coming, whet
her they are suspects or not. If they are suspects, we do 
hundred per cent checking. We have intensified'our intel
ligence and our record shows that we are alive to the 
situation____•. When we intensify our checks, the deli
very gets delayed. We have, therefore, to strike a balance 
between the delivery and the checking. We have been, 
doing it fairly successfully.”

Seizures of Contraband Goods ' *
3.97 It has been stated in the Preliminary Material that on the 

Customs side the total number of cases detected and value of seizures 
of contraband goods effected during the fast four years were -as 
follows:—

Year Number o f cases Value of goods 
seized 

(Rs. in crores)

. r ^  1
1983 . . . *7,655 90
1984 76,342 101 ~
1985 60,077 196
1986 . . . 

(upto November)
. 44,679 195

3.98 The Ministry in their reply stated that though the number' 
of seizures made during the last two years had shown a declining



trend there had been a qualitative improvement in the overall work
ing as was reflected by the rising trend in the average value og goods 
seized per seizure. Efforts were made to detect major cases of 
smuggling/tax evasion instead of booking large number of petty cases.

3.99 It was pointed out 3uring evidence that in 1983, there were 
67,655 cases of seizures of the value of Rs. 90 crores. Similar figures 
had been given for 1964 and 1985. Asked, -what was being done in 
these cases, Chairman CBEG stated:

“In many of them, they would have confiscated things. There 
is a time lag between detection and adjudication.”

3.100 Asked, how confiscated goods were disposed of, Chairman
CBEC stated:— .

“After the period of appeal is over, they are sold.”

3.101 With regard to disposal of perishable commodities like 
fish etc., the witness stated: —

“The law on Customs authorizes immediate disposal of perish
able goods,' without waiting. Fish should be sold 
straightaway in the harbour. We have very little quantity 
of goods of perishable nature.” v

3.102 Subsequently, the Ministry was asked to furnish a detailed 
note indicating category-wise break-up of cases of seizures of con
traband goods etc., and stages of their pendency in various courts
(year-wise). The Ministry furnished the following information:—

'i
3.103 Cases of seizures of the contraband goods, and their 

category-wise breakup during the last 3 years is as foQlows:—■

93

(Rs. in crores^

/ 1984 1985 1986

' No. Value* No. Value No. Value •

All India Seizures . . 76342 101)000 60077 195-60 49665 216-99

Seizures in Baggage cases . • 33093 18-52 37939 19*62 32239 20‘ 65

Raids, searches conducted and 
and /value of seizures made . 19095 18*26 21645 36-Q7 . 13804 23-49

Value o f seizures made at Intema- 
tional Airports . . . 17*25 . 40*50 37-50
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Details of commodity-wise break-up of the contraband goods 
seized for the last 3 years are as follows;

(Rs. in crores)

Commodities . 1984 . 1985 1986

Gold . 10-00 52 00 47 -00

Wrist Watches . . 11-00 9* 00 10 00

Synethetic Fabrics 19 00 27*60 17- 50

Narcotic Drugs . 6.00 23 00 50aQ0

Others . 55-00 84 00 92-00

Total . . . 101-00 195-60 216-00

3.104 Prosecution cases filed under the Customs Act in various 
Courts all over the country were pending at various stages of 
trial. The-* age-wise .break-up of the pendency of these cases all 
over India as on 31-12-1986 was as follows:

Closing Balance as on 31-12-86 .
v

. 3106 ?

Less thaft 3 months . 606

3-6 months . . 405
1 *

6-12 months/ • • 534 1

1 to 3 years . • . . 722 ,

More than 3 years . . • • • * * 839

3.105 In addition to the above, 757 dormant cases were also 
pending in various courts for varying periods exceeding 3 years as 
thfe accused persons in these cases were not available for trial 
readily. In many of these cases the persons involved were abscond
ing or foreigners involved had left the country. The position was 
kept under review periodically for taking appropriate action.

♦ *
3.106 With regard to storage capacity for seized/confiscated/

detailed goods , the Ministry stated that these were stored in De
partmental Godowns as well as in, privately hired godowns till 
they were ripe for disposal, »
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Details with regard to the location of their area capacity in tha 

four metropolitan cities were as follows:

Area o f Depart
mental Godowns 
(in/sq.ft.)

Area of Hired _ 
godowns (in ’  
sq.ft.) ^

Bombay 15509 149055

Calcutta . 2825 ' 41900
%

Madras . 19563 7995

Delhi . . -  . . 9110 388&4

3.107 Seized, goods were confiscated in departmental proceed
ings after following the prescribed procedure in confirmity with 
the principles of natural justice. Normally, confiscated goods be
came ripe for disposal only after completion of appeal period or 
appeals filed, if any. There was therefore, aji inherent time lag 
between the time of seizure and actual disposal of goods. How
ever, perishable goods which were likely to deterioate in storage 
were -disposed of even before their confiscation after issue of notice 
to the owner. In cases where prosecution complaints were filed, 
permission of the competent court had to be obtained before the 
disposal of the goods.

3.108 Confiscated trade goods were sbld through auction | tender.
Confiscated consumer goods were sold to the Cooperative Societies 
approved by the Central and State Governments and duly register
ed under the Cooperative Societies Act including National 
Cooperative Consumers Federation, State Cooperative Federation, 
Military | Para Military canteen etc. Confiscated gold and silver 
were deposited in the Mint at Bombay and foreign currencies are 
credited to the Reserve Bank of India. Heterogenous and mis
cellaneous goods seized in small lots were directly sold to public 
through Customs retail^ shops. ■

Abuses in tlfe clearance of unaccompanied baggage

3.109 It has been stated in the Preliminary Material that:

“A number of abuses in the clearance of unaccompanied 
baggage of the passengers were noticed involving leak  ̂
ages of revenue. With a view to plugging the loophole,



with effect from 15-2-1966, items brought as unaccom
panied baggage were denied duty-free concessions, and 
were subjected to a levy of 240 per cent rate of duty. 
However, this did not apply to persons coming on Trans
fer of Residence.” .

3.110 Asked, whether any malpractices had been detected in the 
case of persons coming oh Transfer of Residence basis and if so, 
what measures Government had taken to check them, the Ministry 
stated that* some instance of mis-use of Transfer of Residence Rules 
such as mis-declaration of value and period of usage and produc
tion of fake purchase bills had come to light in Custom Houses. 
Action in such cases was invariably taken by way of rejecting 
Transfer of Residence claim and. charging customs duty leviable on 
these articles. Officers in the Custom Houses had been asked to 
be vigilant and level of supervision had been strengthened. Goods 
claimed under TR Rules were physically examined by the Asstt. 
Collector of Customs. Intelligence Officers also made surprise 
checks to ensure that the concessions under TR. Rules were not 
mis-used by passengers in collusion with the Customs Officers.

3-Xll With regard to a question regarding officers found in col
lusion with the passengers for short- levying of customs duty etc., 
it had been stated that during the l^st 3 years, 28 Officers were 
reported involved in wrongly giving benefits of Transfer of Resi
dence facilities' or evasion of duty through baggage. Appropriate 
departmental action was taken | being taken against the officers.

3.112 The Ministry was asked to furnish a note indicating the 
levtel of 28 officers (category-wise) involved in wrongly giving 
benefits of Transfer of Residence facilities or evasion of duty and 
what precisely was the. “appropriate departmental action” and the 
details of punishment given in various cases. Tlie Ministry in 
their reply stated that the level of 28 officers involved in wrongly 
giving benefits of transfer of residences facilities or evasion x>f duty 
through baggage are as follows:

Level of Officers No. of Officers
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3.113 The expression ‘Appropriate Departmental Action’ con-

-notes action- initiated under the CCS (CCA) Rules. This^will in
clude suspension, withholding of increment, removal or dismissal 
irom service. Details  ̂ of action taken against various categories of 
officers are as follows: j

(i) One Group ‘B’ Officer  ̂ and 5 Group ‘C’ Officers werek
placed under suspension. " .

(ii) In respect of 2 Group ‘B’ Officers and 2 Group ‘C* Officers
increments were stopped. ’

{iii) One Group IB’ Officer arid One Group ‘C’ Officer were 
removed from service. "

(iv) One Group ‘C’ Officer was dismissed from service and in 
the prosecution cas$ launched against him he was con
victed for 2 years RI and also imposed a fine of Rs. 2000|-

* by the Court.

3.114 In rest of.the cases Departmental proceedingsjenquiry 
■were under various stages of progress.

.3.115 The Committee are informed that to detect cases of invoice 
manipulation the appraising groups in the Customs Houses are main* 
taining invoice registers indicating the value at which goods of a 
particular quality are imported from the source of origin. They are 
also maintaining international catalogues of various commodities and 
price lists for reference. The Committee, however, doubt whether 
the invoice registers and catalogues or price lists are kept up-to-dato 
which could be a cause of undue harassment to the importers or loss 
of revenue to the Govefnment, The Committee would, therefore, 
like the1 CBEC to evolve a system thereunder latest catalogues/price 
lists are obtained and the invoice registers etc. are updated and perio
dically reviewed and inspected by a senior officer in the Custom?. 
Department.

. y 3.116 The Committee understand tl ât prohibited/restricted goods 
are attempted to be imported either by mis-dedaration of descrip
tion or by concealment with other imported goods. Such cases 
are unearthed by careful scrutiny of documents or .thorough exa
mination of goods in the docks. Effective control over import of 
goods under Duty Exemption Entitlement certificate (DEEC) is also" 
exercised by resorting to 25% to 30% examination of the finished 
products and 100% examination in the doubtful cases. The Com
mittee emphasise that intelligence and other arrangements should
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be strengthened and made foolproof so as to check all types o f  
malpractices. In cases where some importers resort to malprac
tices repeatedly, appropriate punitive action including cancellation^ 
of import licences, should be taken against them in consultation 
with the Controller of Exports and Imports.

3.117 The Committee find that though the number of Cus
toms seizures made during 1985 and 1986 have shown a declining 
trend, there has been a qualitative improvement in the overall 
working as reflected by the rising trend in the. average value of 
goods seized per seizure. While the value of goods seized during 
1984 was Rs. 101 crores, it was Rs. 195.60 crores and 216 crores 
during 1985 and 1986 respectively. According to CBEC efforts are 
made to detect'major cases of smuggling/tax evasion instead of 
booking large number of petty cases. The Committee, however, 
do not subscribe to the view that ’ due attention should not be 
paid to the smaller cases of smuggling/tax evasion. According to 
them petty smugglers who are not booked or punished at the initial 
stages of their committing offences get encouraged to expand their 
unlawful activities with the passage of time. The Committee, 
therefore, emphasise that no leniency should be shown to the offen
ders involved in smuggling br evasion of revenue, irrespective of 
quantum or value involved and they should be booked for appro  ̂
priate action under the law. '

3.118 The Commitfee are distressed to find that as on 31st Decem
ber, 1986, thetre are 3,106 prosecution cases filed under the Cus
toms "Act/which are at various stages of trial. These include 839 

f cases which are pending  ̂for more than 3 years. The Committee 
would like vigorous measures to be taken by the CBEC to liquidate 
pendency of cases so that the revenue locked up in these cases is 
released at the earliest.

_ * . ^
3.119 The Committee find that there are 757 dormant cases 

under the Customs Act, pending for various periods exceeding 3 
"years, as the accused persons in these cases are not available for 

trial readily and many of them are absconding or are foreigners 
who, have left the country. In Committee’s view, these cases 
should not be allowed to hang on for years together for want o f 
accused "persons or evidence. If there is no provision under the 
law to close these cases after a lapse of specified period, the Com
mittee recommend that the law should be modified for the purpose 
at the earliest. *'



3.120 The Committee express Serious concern over the fact that 
for storing seized/confiscated goods, the Customs Department is- 
having hired godowns of larger areas as compared to the depart
mental godowns in the metropolitan cities like Bombay, Calcutta, 
Madras and Delhi. While the quantum of seized/confiscated goods- 
is on the increase, the department have not given any thought to 
increase Rs own storage capacity by acquiring/builiding godowns of 
its own. The Committee are sure that Government must be pay
ing heavy amount by way of rent for the hired godowns. The 
Committee would, therefore, like, the CBEC to give a serious thought 
to this matter and draw plans for acquiring/building godowns in 
all the metropolitan cities without delay. „

31121 The Committee are informed that the' confiscated/seized 
goods become ripe for disposal after completion of appeal period or 
appeals''Med. The Committee feel that Customs authorities have 
wide ranging discretionary powers for fixation of sale price of con
fiscated goods. The Committee would like the CBEC to modify 
the guidelines in this regard so as to reduce discretionary powers of 
the officers to the minimum.

3.122 The Committee learn that during the last 3 years, 28 offi
cers of various levels " were reported involved in wrongly giving

_ benefits of Transfer of Residence facilities'leading to evasion of 
customs duty on baggage. While departmental action lias been 
taken against 13 officers, departmental proceedings/enquiry are in 
various stages of progress in respect of the remaining officers. The 

V  Committee urge the Department to finalise these cases at the ear
liest. They would also like the CBEC , to adequately strengthen its 
vigilanct; machinery so as to apprehend officers indulging in such 
malpractice^

D. Evasion under the Central Excise and Salt Act

3.123 It'has been stated in the Preliminary material that x the 
revenue (leakages under the Central Excise and Salt Act, 1944 ihay 
be broadly classified under fiive main heads. These were as 
follows:— ~

(i) mis-classification of commodities;
(ii) *under valuation; ^
(iii) suppression of production; ,
(iv) abuse of exemption available to genuine small scale 

units;.'
(v) abuse of other exemption notifications.

M
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3.124 The Ministry was asked to furnish figures relating to the 
number of cases apprehended under each category during the last 

three yf ars, T'he Ministry furnished the details of cases involving 
evasion >f Rs. 25 lakhs and above as follows:—■

' ' ' r ■

„ . (Rs. in lakhs)

- 1984 - 1985 1986

No., Duty No. Duty No. Duty

(i) Mis •classification cases 6 691.59 17 6J1-59 12 8119-80

(ii) Unitr-valuation' . . 8 2814.33 17* 4882- 92 16 18465-06

(iii) Abuse of exemption available 
to genuine sm̂ Jl scale units . 3 174.88 11 3486,06 14 725.16

(iv) Abuse of other exemptions . 6 1218.78 15 4733* 62 6 27Q02

(v) Supression of production . 4 7 252.38 11 463.36 21 33KM7

/ 3.125 Asked what specific measures were taken by the anti-eva- 
^ion machinery during this period to check the malpractice leading 
to loss of revenue to the Government, the Ministry in their reply 
stated that studies on the various modes of evasion as well as the

- various commodities which were prone to evasion were undertaken. 
Whenever, large scale evasion in particular commodity was appre
hended, country wise operations were organised to unearth the same. 
The important detections were circulated in, the form of case bulletins 
(details of important cases) for information of the manner of eva
sion, by the manufacturers. The novel modus operandi adopted for 
evasion were also studied and circulated amongst all concerned. The 

Directorate had prepared and issued case bulletins and modus ope
randi circulars as follows: —

♦ .

* Year ■ Case bulletins M.O. Circular

1984 166 ' . 23
1985 275 22
1986 ...........

(upto November)
223 12 <

3.126 The Directorate had also been co-ordinating action Where 
tjiere ww* evasion in more than one Collectorate or all India opera
tions hid to be undertaken.
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3.127 Penal provisions o fJtbte law were constantly being re
viewed by .the Ministry in the light -of past experience. By an 
amendment of the Central Excise Act in December, 1985 the Direc
tors of Companies had been made responsible for offences committed 
by the Company unless they could prove that the offence was com
mitted without their knowledge or that they had exercised all due 
diligence to prevent the commission of such offence. Accordingly, 
Directors of Companies had been made liable to prosecution for offen
ces of eyasion of Central Excise duties.^

3 .1!28 The Ministry furnished the following figures relating to
other cases of evasion detected during the last three years:

Year
y

No. of cases 
detected /

Total amount o f 
duty involved 

• (Rs. in crores}

1983
_ . ■ --7 ■ . ■ ■

. ' . . 6183 * 55.80

1984 5450 69.00

1985 ..............................................  7507 282- 0 0

3.129 The Ministry was asked to state Tiow the cases so detected 
were processed and how was the amount of duty involved recovered; 
what penal action was taken against the offenders; and  whether pro
secution was launched in each case or some of them decided depart
mentally. The Ministry in their reply stated that cases detected 
were first investigated. On completion of investigation, a show cause 
notice setting out the grounds on which duty was recoverable had to 
be issued. Orders of adjudication were passed after receiving the 
parties’ replies and after hearing them. The duty liability was gene
rally quantified in the Order of adjudications and a time limit for its 
payment was indicated therein. The law provided for filing an appeal 
within a period of 3 months and where the party did not want to pay 
the duty demanded they could ask for a stay of operation of the 
Order of adjudication by the appellate authority. Duty could be Re
covered by attachment of goods where either the party did not obtain 
a stay or the stay application was rejected.

3.130 In cases where clear connivance ar̂ d mensrea> were ad
judged, apart from personal penalty imposed by way of adjudication 
of the case, an offender could also be prosecuted in the Court of Law 
ior which sanction for prosecution was given by the Collector and 
<Jomplaint was filed in the Civil Court against the offenders. Repeti-



. tive offence could also lead to suspension of licence for manufacture • 
of excisable goods. ’ '

3 .131 Prosecution was not launched in each case although all 
<£ases had to be decided departmentally. Since prosecution involved 
considerable expenses by* way of time and money, the department 
was generally selective about launching prosecutions according to the 
guidelines on tlie subject. The cases selected for prosecutions were 
those of large and repetitive evasion where mensrea was prima facie 
established.

. 3.132 The Committee understand that penal provisions of law for 
evasion under the Central Excises and Salt Act are constantly re
newed by the Ministry in the light of experience. By an airtfend- 
uent of the Act in December, 1985, the Directors of Companies have 
een made responsible for offences committed by the company unless 

ihey c<fhld prove that the offence had been committed without their 
knowledge or that thejy had exercised all due diligence to prevent the 
commission of such offence. Accordingly, Directors of companies 
have been made liable to prosecution for evasion of Central Excise 
duties. The Committee would like the Ministry to conduct a,review 
to adjudge its impact and effectiveness in curbing evasion of Central 
JSxcise duty by large manufacturing companies. *

3.133 The Committee find that although most of the cases of eva
sion of excise duty are decided departmentally* in cases where clear 
connivance and mensrea are adjudged, apart from personal penalty 
imposed by way of adjudication of the case, an offender can also be 
prosecuted in the Court of Law for which sanction is given by the 
Collector. Repetitive offences usually lead to suspension of licence 
for manufacture of excisablc goods. However, the Department is 
generally stated to be selective in launching prosecutions in view of 
the guidelines on the subject. The Committee desire that the Minis* 
try should suitably modify the guidelines so as to completely reduce* 
if not altogether eliminate, the element of subjectivity involved in 
the matter of launching prosecutions.

* , *  .

E. MISCELLANEOUS MATTERS

(i) Advance Licensing Scheme

3.134 The Ministry have stated in the Preliminary Material that:
“A review of the working of the Advance Licensing Scheme 

was made in April, 1985 alongwith the Ministry of Com
merce considering that the abuses are mostly in regard to

\
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items which carry a high rate of tariff or which have a 
high premium in the local markets. It has also been found 
that such sensitive materials are generally exported 
through a minor port where the necessary expertise for 
examination was not readily available. Considering arf 
factors, the relevant notifications were amended so that 
such sensitive raw materials could be imported only 
through major ports and airports and the finished products 
could also be exported through such major ports and air

- ports.”

3.135 Asked whether it was ensured that the required expertise for 
examination of sensitive materials was available at Major ports| 
airports, the Ministry in their reply stated that officers with suitable 
technical qualifications |expertise were posted at the major ports| 
airports. The facility for expeditious testing of samples was also 
available at these ports. The staff deputed for examination of im- 
portlexport cargo were quite experienced.

3.136 The various measures adopted with a view tostiglitening the 
control over advance licence holders availing Duty Exemplin Entitle
ment Certificate facility (DEEC) were as follows:

(i) before issue of a advance .licence, evejy application was re
quired to be accompanied by particulars of the C.EX. li
cence o'f the applicant in order to ensure that the manu
facturing unit was in existence.

(ii) instructions had been issued to Custom Houses that in the 
case -ef sensitive items they should resort to 25 per cent to 
30 per cent examination of the finished products. In case 
of doubt, 100 per cent examination may be done. *

(iii) eventhough the DEEC scheme was administered by the 
. licensing authorities, the Customs’ authorities were care

fully examining the goods at the time of import [export be
fore allowing clearance. For any misdeclaration or 
attempt at fraud on import | export stringent action was 
being taken against the licence holder by the Custom au 
thority. Apart from adjudication proceedings and prosecu
tion, action was also taken under COFEPOSA where large 
scale duty evasion was revealed.

3.137 'Asked, how it was ensured that the goods which were. not 
permissible to be exported through minor ports, did not find their
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way out from there, representative of the CBEC stated during evi
dence:

“We have been, identifying those goods which should pass 
through the major ports. If they are attempted to be 
brought through the minor ports we detect them and pro
hibit their movement through those smaller ports/’

3.138 Asked, supposing a person wanted to export polyester from 
a minor port and declared it as cotton fibre, were there any means of 
detecting it, Chairman, CBEC stated:

“We will know it by the end of this year when the Customs 
computer network is completed. Once it is completed, we 
will be able to monitor such transactions.”

3.139 Asked, whether at present it could be taken out, Chairman, 
CBEC stated:

“Yes, Sir.”

3.140-3.141 Explaining how such transactions would be monitored 
after computerisation, Chairman CBEC stated:

“When the computer network starts functioning, whatever 
transactions are taking place, they will come to us here 
immediately. For example, we have got a case where a 
person was sending stainless steel utensils to Bangladesh.

 ̂ But on investigation we found that he was not sending 
stainless steel utensils. The .computer will immediately 
tell me whether stainless steel utensils are going or some
thing else is going, and then we can investigate it and de
tect it.”

3.142 The Committee find that under the Advance Licensing 
Scheme, certain abuses relating to import of items which carry a 
high rate of tariff or which have a high premium in the focal mar
kets, were detected by the CBEC recently. As a result thereof, re
levant notifications were amended so as to regulate import of certain 
sensitive raw materials and export of finished products through such 
major ports and airports where officers with suitable technical qualifi
cations/ expertise have been posted and where facility for expeditious 
testing of samples is also available. During evidence, Chairman, 
CBEC, conceded that possibility of export of such items from minor 
ports by misclassification of the commodities cannot be ruled out. 
Such a possibility will, however, be obviated when Customs com-
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puter net works Ibecomes operational. The Committee cannot but 
emphasise that the customs computer network should be completed 
without delay to check loss of revenue jon account of misclassifieation 
etc. by unscrupulous importers/exporters who clandestinely push 
through their commodities which are prohibited to be imported/ex
ported from minor ports.

(ii) Operations “KETU” & KALI99 & Cases involving contraband
* drugs

?.14£ It has been stated in the Preliminary Material that:
“In 1985, special operations code-named “KETU,f and “KALI”"'* 

were planned and organised by the Director General (Re
venue Intelligence) in co-ordination with all concerned 
agencies of the Department of Revenue. Under these two 
operations over 234 premises were simultaneously searched 
and contraband goods worth about Rs. 8.7 crores were 
seized. Foreign exchange racketeering to the tune of 
Rs. 30.4 crores were detected and invoice manipulation 
in foreign exchange of the order of Rs. 6 crores was un
earthed. The operation at the international airports re
sulted in collection of customs duty from excess baggage 
over a crore of rupees. Transactions involving, illegal ex- 

~ port to South Africa and a racket, in import fraud by mis- 
declaration involving duty evasion to the tune of Rs. 16 
crores were also detected.”

3.144 Asked, ̂ whether success of these operations had been eva
luated and if so, with what results, the Ministry in their reply stated 
that in operation ‘Ketu’ due to intensified check and .verification o f  
baggage at the International airports, there was an additional col
lection of Rs. 45 lakhs towards baggage duty. In Operation *Kali’ 
an additional collection of Rs. 51 lakhs was effected towards bag
gage duty;

3.145 From the cases adjudicated in these two operations, goods 
worth Rs. 1*65 crores had been confiscated and a redemption fine o f  
Rs. 9.93 lakhs imposed wherfe the goods had been allowed to be 
redeemed on payment of fine. In these two cperatios, penalties 
amounting to Rs. 4 ^ 6  lakhs had alsd"Been imposed. Customs duty 
to the extent of Rs. 7.29 lakhs had already been paid and Rs. 26 
lakhs which were confirmed in adjudication was under the process o f 
realisation. The cases relating to offences under FERA were being*
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investigated and adjudicated by the Enforcement Directorate. Intelli
gence indicated that fhese^Operations had significant impact on the 
Hawala Market and smuggling activities.

3.146 In reply to a question whether there was a programme for 
launching similar operations in futulre, the Ministry stated that dur
ing the year 1986, two major operations named “Operation Rana” 
and “Operation Burma Bazar” were conducted by the DGRI. 8*he 
Operation Rana was conducted at Delhi, Bombay, Calcutta, Madras, 
Bangalore and Surat. All International Airports were also covered 
.during the operation for 100' per cent examination of baggage of in
coming passengers and 10 per cent examination of baggage of out
going passengeriT In this operation, at Bombay goods worth Rs. 1.26 
crores (provisional) were seized for various Import Trade. Control 
and Customs violations. An alfiount of R&. 14.17 lakhs was also 
seized in one of the operations. In Madras, a case of over-invoicing 
was detected as well as for FERA violations. One Company had 
over-invoiced its exports to the extent of Rs. 4.54 crores. In this 
Operation at Madras Rs. 5.4 lakhs was seized as sale proceeds of 
contraband goods. At Calcutta the residential premises of a.Group 
of Chartered Accoutants suspected to have floated bogus companies 
for purchase of shares out of unaccounted wealth were searched and 
shares of face value of Rs. 1.5 erores were recovered and handed over 
to Income Tax Department for appropriate action. '

3.147 In the Second Operation named ‘Operation Burma B azar', 
in Madras at the Burma Bazar shoping complex 12 premises of ring
leaders and 380 business premises of Burma Bazar were searched. 
At Bangalore aFout 100 shops in three different areas in the city were 
searched and contraband goods seized. At Bombay, the areas no
torious for smuggling and display of foreign consumer goods were 
raided. The total value of goods seized as a result of Operation 
Burma Bazar, against open display in the city of Madras* Bangalore, 
Bombay, Ahmedabad etc., was to the time of Rs. 37.08 lakhs.

Cases involving Contraband Drugs

' 3.148 The Ministry was asked to furnish details and number of 
cases involving contraband drugs apprehended during the last three 
years. The M inistry furnished the following figures relating to such 
cases during the years 1983, 1984, 1985 and 1986:
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(In Kilograms)

Year Opium Gaqja Hashish Heroin Morphine Mandra«~

1983 . . . e 6,592 21,685 .6,073 139 21 95

1984 . . . 7,939 21,208 ' 4,368 203 29 1,669

1985 . . . 6,839 66,314 10,312 761 125 745

1986 . . 
<<upto 30-9-86)

. 3,186+ 
73 litres 
solution

46,703 17,733
ami
2 Kgs.
(Hashish
Oil)

2,791 +  
~ 40 litres 

solution

109+ 788 
20 litres 
solution.

3.149 With regard to action taken against the offenders, the Minis
try stated thetf the drug traffickers were being prosecuted under the 
.Narcotic Drugs and Psychotropic 'Substances Act, 1985 as well Cu»» 
toms Act, 1962 after their arrest. In appropriate cases they had also " 
been detained under the COFEPOSA Act, 1974. In case of foreign 
nationals, who were not available in India, the inquiry was extended 
to the respective countries for taking appropriate action.

2.150 Regarding the proceure for disposal of confiscated drugs the
Ministry stated that dangerous drugs confiscated to Government were 
effectively destroyed under official supervision by incineration, except 
opium and morphine. Confiscated opium and morphine were trans
ferred to Government Opium Factory, Ghazipur|Neemuch for fur
ther processing. Ganj a commercially fit for human consumption was 
sold through Government agencies in the States of West Bengal| 
OrissalMadhya Pradesh for sale to the Public. Other stocks . were 
destroyed. _ ‘

1.151 Explaining further about the procedure for disposal of con- 
tranand drugs representative of the Ministry stated during evidence 
that:

* *
"There are mainly 4 types of narcotics contents. We have ' 

alkaloid, opium which we can use in our factory. We are 
the largest exporter of opium for medical use In the world.

, If it is morphine, it. is also used inside the country. I f it  is
a. good quality morphine, it is re-processed and usecL If 
it is ganja or charas, it is destroyed. For that there is a 
very detailed procedure. The Government is aware that 
there is a possibility of substitution of drugs. * In order to 

546 LS—8. ”  ’



108

avoid that, a detailed procedure has been laid down that 
more than one agency will check that seizure. When the- 
concerned agency seizes it, it has to be sent to the. factory 
for testing again. The seized drugs must be sealed before 
a gazetted officer and also opened in the'presence of a 
gazetted officer at the factory. There is a detailed proce
dure to prevent substitution and also armed escort is pro
vided so that there is no robbery^”

3.152 Asked as to what extent Government had succeeded in 
stopping the entry of these drugs in to our country, the representa
tive of the Ministry* stated: "

“The fact that we have been, seizing so inuch is the test of 
our success,. I would like to say that the United States 
seized 10 per cent of heroin. Moreover Pakistan is bor
dering on India...We are a transit country for^heroin and 
charas. The main growing areas are Thailand, Laos, 
Cambodia, Pakistan and Afghanistan. This material 
comes through Pakistan and Afghanistan. All Pakistani 
travellers are subject to check. They think it is better to 
pass it on to. India which is nearer. Already there are 
’gold smugglers. They are utilised for this purpose also.”

3.153 With regard to the problem of drug trafficking in the coun
try, Revenue Secretary stated:

4 “I think, we can honestly say that much has been done for 
checking drug trafficking for one'and a half year and 
particularly, in regard to the Bill which we have passed* 
there are provisions which are harsher as compared with 
that of the other countries. A new directorate has befn 
set up in the very first year and total haul has been both 
in Delhi and Bombay. Our cooperative channels ijtth , 
some of the countries have developed very well and a lot 

. of information and mutual action between ours and other 1 
countries has now started yielding result. So, the prob* 
lems are there but I think a good beginning has been 
made.’*

3JL54 The Committee note that in 1985 multi-pronged operations 
in various metropolitan and major cities in the country, were or
ganised by the Director General of Revenue Intelligence in coordi- * 
nation with various intelligence and enforcement agencies, cocte



named “KETU” and “KALI”, which resulted in unearthing large 
scale contraband goods, cases of foreign exchange racketeering, in
voice manipulation in foreign- exchange, and export/import frauds 
through mis-declaration etc. Encouraged by the success of these 
operations two more such operations named “RANA” and “BURMA 
BAZAR” were organised in 1986 which were equally successful in 
achieving targets set out for them. '

4».

3.155 The Committee express happiness over the conception and 
success of these operations and recommend that more such operm- 
tions should be! organised in future also to unearth major cases 
of economic offences and frauds being perpetrated by smugglers 
and anti-social elements. The Committee would, however, caution, 
that utmost secrecy should^be maintained in planning, organising 
and the timing of these operations. The Committee desire that offi
cers who undertake these ojpelrations, even at the risk of their lives, 
should be considered for suitable rewards/commendation certifica
tes etc. on achieving success.

3.156 The Committee express seHous concern over large scale
smuggling and trafficking in narcotics and drugs in our country* 
Although a law has been enacted recently providing very harsh 
punishment for drug trafficking, its impact is yet to be seen. A 
new Directorate is also stated to have been set up recently to evolve 
measures to checlf this menace. According to the Ministry harmful 
dirugs/narcotics are mostly smuggled into India through neighbour* 
ing countries including Pakistan. The Committee wotild li^e CBEC 
to strengthen its intelligence machinery on the Indo-Pak Border to 
check smuggling of such drugs: All incoming passengers from these 
countries by whatever means of transportation should be subjected 
to thorough check of their person and baggage to'detect smuggling 
of drugs and narcotics without of course causing harassment to in
nocent persons. * According to the Committee drug trafficking has 
assumed alarming proportion in the country and the menace is 
particularly affecting the youth. In case th*s me(nace is not rooted 
out at the earliest it wilj put the posterity of our country into jeo
pardy. The Committee would, therefore, urge on the Government 
to maki all out efforts for eradicating this menace without any 
loss of time. ^

109 . \



(iii) Officers found in collusion with economic offences

. 3.157 The Ministry have furnished the following information with 
regard to officers of Customs and Excise Departments who were

110 '

found in collusion with the economic offenders:
* t

C a t e g o r y  o f  O f f i c e r s

>  . 

N u m b e r

1 9 8 3  .  .  ,  . .  * • *• 4 A

B

C 2

D • .

1 9 8 4  .  • .  . • • A • ♦

B 5

C  * 1 4

V D 1

1 9 8 5  .  .  .  . • A 4

B <11

C 1 5

'4 .
D 3

3.158 Asked to. state the reasons why -there were large number 
-of eases belonging to category ‘B* & ‘C’ Officers and what was the
level of Officers responsible for keeping surveillance. '

8.159 The Ministry in their reply stated that as the primary level 
workers in the Customs and Central Excise Departments belong to 
Group B & C cadres, they had figured in large number of vigilance 
cases.' In terms of numerical strength also they formed the bulk of 
the Department. The-level of officers responsible for keeping surveil
lance differed in respect of different items of work. On the appraise 
znent side, besides the Appraiser who did the scrutiny of import/ 
export documents, the Suppervisory Officer responsible for overall 
surveillance was the Asstt. Collector and the next level Deputy 
Collector/Addl. Collector. On the Customs Preventive side it was 
Preventive Officer/Inspector and next supervisory levels were 
Superintendent, Asstt. Collector. Dy. Collector and Addl. Collector. 
The Collector who was the Head of the Department maintained over
all supervisory control.

8.160 In reply to a question whether action was initiated* against 
a group ‘A’ -Officer of Karnataka Customs Collectorate who was found 
to be in collusion with an importer in 1985, the Ministry stated that
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the case had been examined and was being referred to Central 
Vigilance Commission for their advice. Further disciplinary action 
against that Group ‘A’ Officer would be taken in the light of that. 
Central Vigilance Commission advice.

3.161 Subsequently the Ministry was asked to state as to how
many cases of officers found in collusion with economic offenders 
had been referred to (with dates of their reference) to the Vigilance 
Commission for seeking their advice for taking disciplinary action 
and what was the present position. The Ministry in their reply stated 
that references to Central Vigilance Commission seeking their ad
vice for taking disciplinary action were being made in respect of 
Group ‘C’ and ‘D’ officers generally a reference to the CVC for ad
vice was not necessary. However, in cases off Group ‘C* and 
officers who were involved in cases alongwith Group ‘A' and *B* 
Officers, a reference was usually made. During the last 3 years in 
21 cases relating to Group ‘A ’ Officers and 11 cases relating to Group 
*B’ Officers references were made to CVC and their advice was 
obtained. As on date only two cases referred to CVC, one case re
ferred on 24-2-87 and the other .referred on 26-2-87, were still pend
ing their advice. ”

3.162 The Ministry was asked to furnish a detailed note'indicat- 
ing policy evolved with regard to rotation of officers of the C.B.E&C 
on the basis of recommendation of the Estimates Committee in para
3.20 (S. No. 8) of their 89th Report (1984-85). The Ministry in their 
reply stated that in pursuance of the recommendation made Ir ft? 
Estimates Committee in para 3 20 of their 89th Report (198: 8J.)

~ with regard to formulating a clear cut policy of deliberate rotation 
of officers, it had been decided that the officers of the Indian Cu; 
toms and Central Excise Service Group ‘A’ who had continued in 
the same station for four years, would be transferred to another 
station consistent with the requirements' of effective administration, 
except in cases of following nature:—

(i) where officers were holding tenure posingts at the Centre;

(ii) where officers were due to superannuate within next two
years; • •

(iii) where retention of the officer in the same station was 
considered necessary because of ihe spouse of the officer 
working at the same station, keeping in view the guide
lines issued by the Government in this behalf; and'

(iv) where continuance of an officer at the same station had ' 
been considered necessary in public interest
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8.163 Every effort was made to ensure that exceptions on 
grounds mentioned above were kept to the bare minimum. In ac
cordance with the policy as mentioned above, transfers were review
ed and ordered annually.

* ‘
3.164 The Committee are informed that the cases of Group 'A' 

& *B’ Officers found in collusion with economic offenders in th« 
customs and Central Excise Departments are referred to the Central 
Vigilance Commission for seeking their advice for taking appropriate 
disciplinary action against tfcem. Cases of Group ‘C’ and ‘D' Officers 
•are decided in the Department itself. The Committee would like 
CBEC to take strict, deterrent and examplary action against officers - 
found in collusion with economic offenders so as to discourage others 
in indulging such malpractices. At the same time vigilance machi
nery should be strengthened to detect such collusions. The C om m i
ttee would also like the CBEC to scrupulously follow its earlier re
commendations with regard to rotation of officers so that.no officer 
is allowed to continue at a sensitive position/station for more than 
three years. Exception to this rule may bel made strictly in very, 
rare cases only.

(iv) Policy Regarding grant of Axmrds/Rewards

3.165 It has been stated that “the Government have reviewed its 
earlier policy procedures and orders in respect of grant of rewards 
to infoVmers and Government servants in March, 1985.”

3.166 The Ministry was asked to furnish the details of the revised
guidelines on the subject. The Ministry in their reply stated that 
the policy and procedures for grant of rewards to informers and 
Government servants in case of seizures made, infringements, eva
sion of duty, etc. detected under the following enactments were 
reviewed in March, 1985:— '

(i) Customs Act, 1962 .
(ii) Central Excises and Salt Act, 1944. ,
(Hi) Gold (Control) Act, 1968
(iv) Foreign Exchange Regulation Act, 1973.

3.107 It .was found that the policy so far followed'particularly the 
monetary ceilings imposed on payments of rewards to the Govern
ment servants were not adequate enough to meet the reality of-the 
situation. The limited monetary incentives offered was found to 
be hardly sufficient to motivate the Government servants for going - 
beyond their normal call of duty, risking their lives and limb at the 
hands of armed smugglers on the high seas and hazardous terrains
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-of our borders. Accordingly, the reward policy was reviewed and 
the reward eligibility of the informers* and Government servants 
was kept at par and was raised from 10 per cent to 20 per cent of 
the value of the contraband goods seized/duty evasion detected etc. 
In respect of items like gold, drugs etc. which were not sold but 
taken over by Government or destroyed, the reward eligibility was 
related to the quantum of gold of specific fineness or the quantum 
of the dangerous drugs contained in the goods seized. However, the 
actual quantum of reward sanctioned to the informer would depend 
upon variqps factors such as the accuracy and specificity of the 
information, information relating to the financier, landing agents, 
etc. Similarly, in the case of officers, the quantum of reward in , 
any particular case would depend upon the ingenuity displayed by 
the officers in detection, the risk taken in apprehending the smug
glers, etc. The sanction of reward .to the informer and the officers .. 
was done either by the Head of the Department or by a Committee 
of Senior officers “beyond prescribed limits. *

3.168 With regard to thp procedure followed the Ministry stated 
that on receipt of information, the officer concerned would record 
the same or reduce the information in writing and the left-hand 
thumb impression of the informer was taken so as to maintain 
secrecy of the identity of the informer. As soon as this information 
was received and in any case within 24 hours of the seizure effected 
on the basis of this information, a report in DRI-I form had to be 
sent to the Controlling Officer/Collector/DRI or Director (Anti
Evasion) giving the vital details of the information obtained from 
the informer. Similarly, a report in DRI-H was also forwarded to 
the superior officers giving complete'details of the seizures effected, 
the role played by various officers In the operation, etc. This reporc 
was forwarded by the seniormost officer who was heading the'ope
ration w;hich would generally be either a Superintendent or an Asstt.. 
Collector. The real informer was identified with reference to the 
Information Slip kept in a sealed cover with the Controlling Officer 
containing the left-hand thum impression. Further, he was also 
identified by the officer who recorded the information. In so far 
as the officers were concerned, it was mainly based on the initial re

, port in DRI-H forwarded by the seniormost officer who conducted
the operations. i ; , .

3.169 With regard to grant of rewards to officers the Ministry
- stated that the departmental guidelines provided for giving suitable 
^incentives by way of rewards to officers displaying good detective

and investigative abilities resulting in detection of large evasion «f 
duty. Cases for grant of rewards were considered on merits and.
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no criteria in the form of maximum number of cases or beyond a 
particular value of duty were prescribed. The broad guidelines for 
sanction of rewards being that the officer/staff had shown extra-zeal 
or particular intelligence/efforts in detection of the case. Reward 
was ordinarily not granted in cases which .were detected in the'’” * 
course of routine work of the officer of staff concerned. Besides,
for outstanding detections and good work there was provision for
grant of Presidential Awards.

’ ‘ t ■ .

3.170 Difting evidence when asked whether there was any pro
vision whereunder an officer could be promoted out of turn for 
excellent work done by him, Chairman, CBEC stated.

“We are just npw considering that question. Whether we
can provide for it in place of reward. The Board is con
sidering it to get this approved. We will go to Govern

' ment and get a decision from them.’’
f- >

3.171 Subsequently, the Ministry was asked to furnish a detailed
note indicating the guidelines relating to confering of awards, includ
ing Presidential'Awards to officers rendering meritorious services. 
The Ministry in their reply stated that a scheme for grant of Presi
dential Appreciation Certificates and Gash Awards to officers and 
staff of the Customs Department was introduced in the year 1962. 
This scheme was subsequently extended to officers and staff of 
Gentral Excise and Gold Control Wing. There were two types of 
Presidential Awards: „

0) Appreciation Certificates were awarded for rendering 
exceptionally meritorious service when undertaking a 
task even at the risk of their life, the risk incurred being 
estimated with due regard to the obligations and duties 
of the officers concerned. . 0

3.172 This Award carried a monetary allowance of Rs. 6Q/- per 
month for whole life of the recipient.

(ii) Appreciation Certificates for specially distinguished re
cord of service were granted to officers and members of 
the staff who had put in a minimum of 10 years* service. 
Such" recipients were granted only Appreciation Certify- 
cates and no monetary allowance.

3.173 When the award was made posthumously or Awardee died 
after the grant of the award, the mbnetary allowance was paid to 
his widow for her life. The Appreciation Certificate was liable to be. 
forfeited when the holder was guilty of disloyalty or such conduct
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as in the opinion of the President brought the Customs/Central Ex
cise Department into disrepute.

3.174 The number of Presidential Awards given to Officers/Staff 
during the last 3 years, is as follows:

Awards for exceptionally meritorious service at the risk of 
v life given during the last 3 years. .. —  4

Total number of cases in Which wards for exceptionally dis
tinguished record of service during the last 3 years. . . .  7

3.175 The Committee take note of the fact that there are schemes
for grant of awards/rewards to informers, officers and staff in the 
CBEC for'providing mformation leading to apprehending smugglers 
and for unearthing evasion of customs and excise duty. There is 
also a provision for Presidential awards for meritorious services ren
dered by officers in these Departments - even at die risk of their 
lives. The Committee would like these schemes to be rev iew ed  
periodically so as to keep thein suitably attractive. They would also 
like that complete objectivity should be observed for arriving at de
cisions about these awards/rewards. The Committee are informed 
that the scheme of reward is not applicable to senior officers in 
these Departments. They would desire* that some sort- of incentive 
should be available to senior officers also so as to encourage them 
for devotion and dedication to their duties as also inculcating a 
sense of competition amongst them. . ,



APPENDIX I 

SOURCES OF INFORMATION

SI.
No.

Code No. Heads i
■ <. ' ‘ Source o f Information

1 2 3 ‘4

1. 001 New Sales-tax'registration with a turn 
over o f Rs. 5 lakh and above.

Sales Tax Deptt.

2. 002 Sales-tax penalties levied above Rs. 10,000/- Do.̂

3. 003 New factories registered under the Factories Inspector factories. 
Act.

4. 004 New Industries registered with tht Directo
rate of Industries. ,

Directorate o f Industries.

5. 005 New licences for bars, a new reading given 
the under contracts State Excise & 
Prohibition Laws. 4

State Excise Deptts.

6. 006 Information regarding formation of new 
companies paid up capital above Rs. 10 
lakh. The Inspector should also verify 
that ~alk the companies listed with 
Registrar of Companies are borne on 
the registers o f I.T. and if that they are 
not assessed with I.T. adequate explana
tion is available. This item should be 
taken on a priority basis and results o f 
verification should be' intimated by 
31-12-1986.

Registrar o f Companies

;=>

7. 007
/

Information regarding new properties 
built during the last year.

Municipal Corporation.

8. 008 Cost of package tours abroad where an 
amount of Rs. 10,000 or more is 

. spent per individual.
Travel agent. A list o f 

Travel Agents will have 
to be prepared first

9. 009 ~ Fines and Penalties levied by Customs 
Deptt. and Directorate of Foreign 
Exchange Enforcement for an amount 
exceeding Rs. 25,000.

Customs and Excise FERA 
Dtp.

10. 010 Confiscations o f goods worth above Rs. 
25,000.* ~

Customs and Excise Dte.

i i ; 011 Customs duty and fines above Rs. 5,000 
paid by passengers landing at Inter
national Airport.

Customs aad Excise Dte.

12. 012 Information regarding single premium 
policies over Rs. 5,000 ‘

- —— ■ - -i— ----- -

L.I.C.
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1 2 3 4

13. 013 Expenditure exceeding Rs. 10,000 incur
red in hotels by Private parties for 
booking suites for long periods enter
tainment or in connection with marri- 

" age celebration etc. This should be 
collected every quarter. 

i -
14. 014 Advertisements in daily newspapers/

daily papers* would be scanned 
intelligently and information like 
repeated advts. in respect pf sale/

. purchase of import/export quotas* 
imported goods and property 'offers 
where prices are given should be 
collected, checked broadly and dis
seminated.

15. 015 Tent suppliers, caterers where their bill
for any function is more than Rs. 
15,000. **

16. 016 f ^Commission o f  over Rs. 15,000
. - received from Finance and Investment
>  - companies.

17. 017 . Booking of incoming and outgoing
Wagons (a rendom check should be 
organised periodically say quarterly 
and information collected cross
checked).

18. 018 '  Contract work over Rs. 50,000 (inclu
ding construction of Sports Stadia).

19. 019 Deposits above Rs. 25,000 with Pubfie
Ltd. Companies, Finance Cos. and 
Chit Fund Cos. Banks and purchase 
o f bank drafts over Rs. 10,000.

# *v
20. 020 Application for new issue of Shares/

• Debentures of companies issued since 
1-4-80 of face value overRs. 20,000 
P.A. No. available in the application 
should be noted.

21. 021 Information regarding sale/purchase of
jewellery above Rs. 25,000.

22. 022 . ' Information from interior decorators
“ regarding persons for whom interior

decoration ha3 been done of the
* amount o f Rs. 20,000.

23. 023 All money suits o f the value o f over
Rs. 25,000 redded in courts. The 
Inspector would go through the 
decisions and collect information 
relevant for direct taxes in respect o f 
the persons/parties to the suit.. .■ V .

24. 024 List of Co-op. House Building Societies
and Names & addressees o f new 
allotted.

Hotels and Holiday and 
Hill resorts.

News Paper and advertise
ment Agencies.

The concerned companies.

Railways

CPWD, PWD, MES and 
Public Undertakings,

% Sports Authority o f 
India*

Public Ltd* Cos, Finance 
Cos. Chit Fund Cos. and 
Banks.

Companies concerned o f 
which the list should bo 
obtained from Registrar 
o f Companies.

Jewellers.

Decorators

Registrar of High Courts.

Registrar of Co-op. 
Societies.
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25. 025

26. 026

27. 027

28. 028

29. 029

30. 030

31. 031

32. 032

33. 033

34. 034

35. 035

36. '036

37. 037

38. 038

3 9 .  , 0 3 9

40. 040

41. 041

42. 042

43. 043

Information regarding names & addresses House Building Companies
of allottees House Building with their and Contractors,
disclosed investment. - '

Information -regarding transfer of flats/ ' Do.
Shares of House Bldg. Societies ana 
Companies. . v

New Telephone Connection sanctioned. Telephone Department.

Names and addresses o f race horse 
owners and amounts disbursed to 
them.

Names and addresses of race-horse trai
ners and amounts disbursed to. them.

Names &  addresses of race-horse 
jokies and amounts disbursed to them.

Names and addresses of race-horse book* 
makers.

Names and addresses of purchasers of 
horses at auctions by the Race Club or 
otherwise registered with them—on 
transfer above Rs. 25,000.

Information of winners above Rs. 25,000

Duty draw back allowed to various 
parties for more than Rs. 10,000 each 
annually.

Import licence of various types issued of 
the value of Rs. 1 lakh or more.

Cash assistance o f more than Rs. 25,000 
given to individual parties.

Manpower exported

\ #
Travellers cheques * above , Rs. 50,000

issued against cash payments.

Bank drafts above Rs. 50,000 from 
banks again at cash payments. .

Race club

Telegraphic transfers 
exceeding Rs. 50,000

_ g Q U
Rs. 20,000 or more of 
Coal.

Do.

Do.

Do.

Do.

Book Makers & 
Clubs.

Customs & Excise

CCI&E

CCI&E

Race

from banks

cement/steel &

Information regarding registration of 
new cars, trucks, autorickshaws, taxies.

Ministry o f Labcur— 
Protectorate of Immi
grants.

Banks N

Banks

Banks

Directorate of Industries; 
Local Civil .Supplies De
partment.

r .t !o .

Compensation paid for acquisition of Land Acquisition Deptt. 
land for development projects.
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1 2 3 _  ' 4

44. 044 List o f Doctors Concerned professional 
Institutes.

43. 045 List of Lawyers Do.
46. 046 List o f Chartered Accountants Do.
47. 047 List o f Architects Do.
48. 048 List of Engineers Do.

49. 049
• •

List o f Nursing Homes & Clinics Nursing Homes and Clinics
50. 050 Payment over Rs. 5,000 to Surgeons^ 

and Doctors. ;
' Do.

J l. 051 Payments by patients over Rs 5,000 to 
Nursing Homes

D a

52, 052 , Claims over Rs. 1 lakh with General 
 ̂ Insurance Co.

General Insurance Co.

53. 053 Demmurage paid to the Railways. . Railways. v■ • \
54. 054 Information regarding godowns at ports. Port Trust Authorities <

55. 055 Dammurage paid at Ports Port Trust Authorities

56. 056 Thefts reported of amounts over Rs. 
50,000.

Police Stations

57. 057 Electric consumption bills over Rs. 
2 ,0 0 0 4 >.a. paid by non*industrial users.

Electric Supply Cos.

58. 0J>8 Information about cycle stand parking 
spaces and other contracts given for 
public places.

Local authorities

59. 059 List of Guest Houses Concerned Licencing' au
thority.

60. 060 List of residents who have paid more 
than Rs. 25,000 a y  ar to guest houses.

Guest Houses

*1. 061 Names of those who have made invest̂  
ment in Bonds above Rs. 50,000

U.T.I., Rural Electri
fication, N.T.P.C., Indian 
Telephone Ind., Neiveli 
Lignite Corp. etc.

062 Names and addresses of purchasers of 
cars'auctioned by S.T.C. and amount 
paid.

S.T.C

453. 063 Allotees by auction, or otherwise of flats/ 
plots /shops above Rs. 50,000 by 
Housing Development Authorities/ 
Boards. .

Housing Development Au
thorities.

6̂4. 064 List of principal, professors etc. having 
taxable income and enquiring whether 
they have other source of income. ,

Colleges, Universities and 
Returns u/s. 206.
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65. 065 Names and addresses o f bidders or pur
chasers o f stores disposed by State 
Transport Authorities and amount paid 
where the bids are oyer Rs. 50,000/-.

66. 066 Payments made by any member of
more th^n Rs. -5,000/- a year.

67. 667 Payment above Rs. 5,000/- a year made
to members in connect with the card

State Transport Autho— 
rities. " *

Club*

Club*

68. 068 Major bills paid above Rs. 5000/- a year.

69. 069 Assets declared to Banks & . Financial
Institution for loasns & overdrafts 
above Rs. 5 lakhs.

Dinner’s Club.

Financial Institutions/ 
Banks.'

70. r070 Payment made over Rs. 10,000/- a year by
~ parents for children studying there.

71. 071 Information regarding transport supply or
service contracts.

Public Residential 
Schools

Public Sector Uriderta king

72. 072
r

Information regarding Investments Over 
Rs. 25,000/- in National Savings 
Certificates / CT13 Saving Bank especially in 
the name of ladies.

Postal Authorities

73. 073

74. 074

75. 201 
m .

76. 202

77. 203
*

78. 204

79. 205

Payments to Authors by Publisherss

Payments o f over Rs. 50,000 aid to 
supply contractors all goods sold to the 
Government.

Transfer of immovable Properties

List of Commission paid and received
over Rs, 10,0000/-,

Information about wealth which has 
passed to the heirs.

Information gathered as a, result of ac
tion U/s. 132 in respect of parties other 
than those searched.

Information gathered u/s. 133 A in respect 
of whom action u/s 13 3 A is taken. -

Files of the Publishers

Director General
Supplies & Disposals, 
Chief Controller. 
Accounts (Supply) 
Akbar Road Hutments 
Delhi and Controller 
of Account (Supply>

* at Bombay, Calcutta & 
Madras.

378 forms received by 
I.A.C. Acquisition 
during the last two year* 
and upto - September* 
1986.

I.T.O.S.

EX). Scrutiny cases assessed 
or pending

Intelligence Units.

Survey



so. 206 Salaries and Perquisites of Directors/ 
Managing Agents etc. approval u/s. 
269 of Cos. Act., 1956 when basic pay 

* . is over Rs. 36,000/- annually.

Department o f pojnpany 
Affairs.

SI. 207 Winning frbm horse race winnings over 
5,000/-

List filed by Race Clubs 
(194 BB) v

82. 206 Intimation o f purchasers & sellers above 
50.000/-.

I.T.O. * 
«

83. 209 Statutory returns filed by Contractors. u/s. 285A

84. 210 Payments made to contractors etc. pay
ments made over Rs. 50,000/-.\

LT.O.

85f 211 Statement by producers of Cinema Pho
tograph films, payments other than sales/ 
purchases over 10,000/-.

u/s. 2858



' APPENDIX II
I -

, ; , INSTRUCTION NO. 1520
F. No. 415/6/82-IT(INV.)

-■ Government of India. .
MINISTRY OF FINANCE 

CENTRAL BOARD OF DIRECT TAXES
' . New Delhit the 23rd Sfept., 83.

To .  ̂ I ' ' '
'All Chief Commissioners (Admn.)( ’
Commissioners of Income-taxr" ' ' '

Sir, |

Sot:—Collection, collation, dissemination and follow-up of infor
mation—New System. j .

A lot of information is collected by the Officers of the Depart* 
ment through various Government agencies, from Departmental 
files or by receiving it from other sister Departments. A  system 
by which this information could be properly disseminated, used 
and its use monitored, has been under consideration of the Board 
for sometime. A new system has been devised which, should be 
put into operation immediately.

The salient features of this system are described as below: ■—

.2; Collection of Information:—

(i) The main agency for collecting information, its collation, 
dissemination and follow-up will be Central Information Branch 
Units in each Commissioners charge. At present the C.I.B. Unit

• wherever Cs. I.T. (Inv.) exist, are Tinder their charge. In other 
charges, this should be a part of Survey Organisation Tinder the 
C.I.T., having jurisdiction over Survey. The I.A.C. in charge of 
Survey should also be in charge of the C.I.B. Unit.

(ii) The System wherever existed, of sending intimation slips 
by the I.T.Os, will be discontinued. The intimation will be sent 
by the C.I.B. This will however not apply to the intimation erf 
share of profits arrived at by the I.T.O . assessing a firm. He will
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continue to intimate the share of profits to the I.T .O . assessing 
partners. 1

(iii) Wherever routine information is to be sent from a file, 
for instance, sales and purchases over l0,000|- rupees or othet simi
lar information, that information1 should also be routed through 
the C.I.B. Information, specifically requisitioned, or in response 
to queries from other officers may however be sent directly.

(iv) Information from various Government agencies and inter
nal sources is being collected by the Survey Organisation in terms 
of the Survey. Action Plan circulated by the Board vide letter No. 
414|23|82-IT(INV.) dated 24th May, 1982. This plan has listed 85 
sources from which the information is to be collected in a phased 
programme. The Inspectors who collect these informations should 
be a part of C.I.B. Organisation. Wherever this is Hot being done, 
it should be done immediately. The I.T.O.|I.A.G., incharge of 
C.I.B. Unit should also supervise( plan and monitor the working 
of Inspectors engaged in the collection of information.

3. Dissemination of Information:—,

(i) After the information is received in the C.I.B. Organisa
tion, a letter of inquiry will be issued for each piece of information 
to the address available, to find out whether .the addressee acknow
ledges information and whether he is an existing assessee. A 
specimen form of the letter is given as annexure I, to these instruc
tions. In most of the cases this specimen letter would do but the 
Commissioners may modify the letter according to needs of 'the 
information to be verified'. If there is no acknowiledgement %from 
the addressee or there is -no reply then the" feasibility of issuing 
statutory notice for filing relevant return (IT/WT/GT etc.) should 
be examined by the I.T.O . in charge of C.I.B. and the informa
tion may be forwarded to the I.T.O . having jurisdiction for initia-

• ting action. In this connection it may be remembered that in 
most of the charges the jurisdiction over new cases is now with 
the Survfey Organisation itself. In case where it is not considered 
necessary to iSsue a statutory notice calling for return of income| 
wealth | Gift etc. the proceeding initiated by the fetter of enquiry 
will be closed by the ci.B .

(ii) The responsibility of identifying the I.T.O. having juris
diction to whom the information is to be passed is that of the 
C.I.B. Unit. '' ‘
546 LS—9 ~ .



4. Issue of Cards:—

. (i) The information will bp disseminated in the form of card
known as Intimation Card. This Card has been designed to in
volve the minimum labour in filling the Card and indicating the 
action taken on the basis of information.

(ii) A specimen of the Card is enclosed as Annexure I Commis
sioners may get these printed in their own Charges.

(iii) The Cards will be in two colours namedy^Red and Green. 
The Red Card will be for important information which intludes:—■

(A) All information of the value of Rs. one lakh and over.
(B) Following pieces of information even though these are 

less than Rs. one lakh.

(a) Details regarding tours abroad where an amount of Rs‘ . 
10,0001- or 'more is spent per individual.

(b) Expenditure exceeding Rs. 5,000|- incurred in luxury hotel* 
by private parties for booking suites for long periods, entertain
ment or in connection with marriage celebrations etc.

(c) Commission of over 5,0001- received from Finance and In
vestment Cos. particularly from M|s. Peerless Finance and Invest

* ment Company.
(d) Information gathered u|s. 133A in respect of parties other 

than^those in respect of whom action u|s. 133A is taken.
• (e) Information gathered as a result of action 132 in respect of
parties other than* those searched;

(f) Payment over 5,000/- to surgeons and doctors by Nursing Home
& Clinics T , \

(g) Payments over 5,000|- to surgeons and doctors by patients.

(h) List of residents who have paid more than 2,500|- a year
to guest houses. ”

(i) Payment to a club made by any member more than 5,0001-
a year. „

(j) Payment made over 5,0001- a year in Public Residential 
Schools and parents whose children are studying there. '

(k) Major bills above 5,000/ a year to Dinner’s Club. *
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5. Distribution of Cards, Action therbon:—

(i). These cards will be prepared in triplicate one for the C .I.B .
Unit as office copy, one for the IT.O. and one copy will be the 
transit copy which the I.T .O . will return to the C.I.B . after 
leaking on it the action taken. ‘

>
(ii) Where action has to be initiated by a Survey I.T .O . and

that Survey I.T.O. is situated in the same station as the C .I.B . 
Unit, the information will be taken personally by a C J .B . official
1o -the assessing Survey I.T .O . He will get the relevant notice
issued and fill column of action'taken in the Card and close the
proceedings as far as the C.I.B. is concerned. -

(iii) Greeft Cards will be sent to the I.T.O . (in duplicate i.e.
Transit Copy and the I T.Os. copy) directly for action. Red Cards 
will be sent (in duplicate again monthly to the Range I.A.Cs. 
along with a list in duplicate. He will forward them to the con
cerned I.T.Os. and return a copy of the list to the C .t.B . indica
ting the designation of the I.T.Os. to whom the Card has been 
fient. -

(iv) I.T.Os. on receipt of-the Card will take necessary action 
and then make an entry in the appropriate column showing the 
nature of the 1 action taken and send bsfck the transit copy to the 
C.I.B. Unit.

(v) When the cand pertains to the Area beyond control of the
issuing C.I.B. Unit, the Card will be sent to the C.I.B. in whose
jurisdiction the Card falls. The receiving C.I.B. Unit will 
allot a new serial number of this information and follow it up in 
the.normal way. The transit copy of the Card received by them 
will be sent back to the issuing Unit after the new serial number 
has been allotted. * T

6. Follow-up | Inspection: — *
C.I.B. Unit will also be concerned with the follow up of infor

mation sent and its utilisation. -

(i) For Red Cards C.I.B. will keep a record of tKe receipt of the 
cards and will ensure that 100 per cent cards are received back 
and adequate action has been taken by the I.T.O .

(ii) As far as Green Cards are concerned the C .I.B . Unit will
• carry out a test check of the cards not returned and point out also

the instances of inordinate delays of inadequate action taken to
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DI (Survey) and the C .I.T . Adequate remedial action may be 
taken by the C .I.T ., D .I. (Survey).

(iii) I.A.Cs. and C.ITs. in their inspection will also comment 
on the Cards received and see whether action has been promptly 
and adequately taken. . |

7. Numbering of the Cards:— 1
Each Card will be serially numbered. It will have its serial 

number, and code number of the source of information, the desig
nation of the issuing C . I*B. Unit and the month and year of issue. 
The code numbers of sources have been indicated in the Survey 
Action Plan circulated by the Board vide their letter No. 414|23|02- 
IT (INV.) dated 24th May, 1982. The issuing C .I.B ' can be'desig
nated by the-Charge to which the C.I.B. Unit belongs.

For instance if a Card is issued for the information collected 
relating to ‘Asiad 1982’ and is issued for Delhi C.I.B. in Sept. 1982 
this will bear a serial number as below:—

018/401/DUI/8982. *

This means that the Card ftas been issued by the Sources o f in
formation, code No. 018 (Asiad *82). ,

It bears a serial number of 401. It has been issued from C.I.B . 
Delhi and is issued in Sept., 1982.
8. Staffing: *  ̂ . !

Success of this Scheme depends entirely on an "efficient C.I.B. _ 
' Unit Presumably in a number of charges the CIB Unit exist and 

the work can straight away be allotted to them. In this connection, 
reference is invited to Board’s Circular No. 415/14776-IT (INV.)

' dated 19-3-1977 the information of C .I.B. Unit was directed and 
the Staff for each C.I.B. Unit was prescribed as under:— .

I.T.O .
Inspectors
U.D.Cs.
L.D.C.s

It is hoped that such Units exist in the various charges. Where
ver they are not existing the Commissioners are requested to 
constitute these Units immediately • from their existing staff and

1
4
4
2
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place them under the Survey Organisation. Number of Units will 
depend upon the work load in each charge.

9. A  report on the working of the Scheme may be sent to the
D.I. (Survey) in April, 1984. For clarifications and suggestions 
also D.I. (Survey) may be addressed in the first instance. ,

10. Receipt of these instructions may please be acknowledged:.

i • Yours faithfully,

- . Sdj-
, (V. K. JAGDHARI)

Dirjector, 
Central Board of Direct Taxes.

Annexure-I
. Dated the

For Office Use only 
ACTION TAKEN

To

' Sir /Madam, . -
* Sub:—Preliminary enquiry regarding iitfestment income/expenditure

The undermentioned information has been received by us:—

Nature of information Amount F. Years

In this connection, yoiuare requested to kindly send the following parti
culars: —

(1) Whether the above information is correct Yes/No
(2) If not reasons for claiming it to be incorreet
(3) Are you an existing assessee, if so, please give your P.A.N.

GIR No.

(4) Query Nos. 4&5 to be answered only (if you have not '
given P.A. N. GIR No. in item 3 above).

(5) Please explain in the space below the source of invest
ment/expenditure (separate sheet may be attached 
if necessary, and sign every sheet attached.)
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(6) Sources of your income and annual income from 

each source. • . */ - - - __ - »_______ ' '___________ ' - ■ ______  ,-  T

Salary . Property Business/ Other (specify)
• Pfofessiort ■

' Signature and date

Kindly send the above information at the above address so as to 
reach me within 15 days from the issue of this letter. If you so wish, 
you can fill the information, in space provided and return the letter.

In case no reply is received and/or no satisfactory explanation is 
given it will be presumed that you are liable to be assessed under 
the relevant Direct Tax Act and are not hitherto assessed. The 
assessing I.T.O. in survey range will then proceed to issue a formal 
notice without any further reference to you.

In case you wish to attend personally you may ask for-‘ an inter
view'with the undersigned within the said 15 days.

Yours faithfully,

- ON IMDIA GOVERNMENT SERVICE STAMP 
INLAND LEtTER AND

Mo. C.I.B.

To

FROM

SENDER’S NAME AND ADDRESS 

IF UNDELIVERED PLEASE RETURN TO



INFORMATION CARD

C-I.B.’s Copy/Traasit Copy/l.T.Os. Copy

Code/Serial No.

. Name and address of the Assessee PAN/GIR No.
' available or found oa

inquiry.

Nature of information Amount Involved Financial year to
> which it relates

.  129

Action recommended after preliminary enquiry

(a) Verify and take necessary action................................-
INCOME TAX WEALTff TAX GIFT TAX E D.

(b) Issu# notices U/s 139(2) 14$ 14(2) 17 13(2) .16 59

..... .........................................  Signature of CfB Official.
FortheI.T.O. ‘

‘ %

(a) Information verified and no action considered necessary
It,

(b) Notices issued U/s INCOME TAX WEALTH TAX GIFT TAX E-D.

' 139(2) 148 , 14(2) 17 13(2) 16~ 59~

(e) Other action taken '
(Specify: Use space on reverse, if needed)

\

Signature of the I.T.O.



APPENDIX III

«Legislative steps to check tax ewasfion and generation'of black 
money under direct taxes acts

I. In the Finance Act 1980, a new sub-clause was introduced to
section 2 clause (24) by which the value of any benefit or perqui- . 
site obtained by any representative assessee or any sum paid by 
the representative assessee on behalf of a beneficiary shall be deem
ed to be the latter’s income. '

The Finance Act also made provision for taxing a diatretioning 
trust at maximum marginal rate, except in a few genuine excep
tional cases.

With a view tp curbing the practice of creating multiple Hindus 
undivided families through partial partitions and thereby diverting '  
income and wealth the Finance Act amended Section 171 of In
come-tax Act by which partial partition effected after 31-12-78 will 
not be recognised for tax purposes. Corresponding amendment in 
Wealth Tax Act were also made. Section 7 of Wealth Tax Act were 
also amended to empower the Wealth Tax Officer to ignore any 
Stipulation in a trust deed or transfer deed, restricting the value 
of an asset and to assess it at market value.

II. The Finance Act 1981 provided that an association of per
sons shall be taxed at maximum marginal rate if the" shares of 
members are indeterminate This was done 'with view to avoid 
formation of multiple A.O.Ps to divert and reduce income. Sifni- 
larly provision was also made to tax the income received by a 
trustee on behalf of or for  ̂the benefit of any person under an oral 
trust, at maximum marginal rate. . Corresponding provision^ in 
Wealth Tax Act were also made.

, A  new section 269T was introduced in the Income-tax Act' 
Which prohibits the repayment of any deposit exceeding Rs. 10,000 
by cash. Section 278A were amended to include that if any per
son is again convicted for the same offence. The punishment 
would be enhanced.

III. Finance Act 1983 made provision in the Income Tax Act 
amending some of its existing provisions Vith a view to curbing
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avoidable and ostentatious expenditure by tax payers carrying on 
business or profession. The expenses so tackled were expenses 
in the nature of entertainment expenses, advertisement publicity 
and expenditure on-maintenance of guest houses. -

IV. The Finance Act 1984 made the following provisions for 
combating tax evasion:— ;

(a) Compulsory1 audit of accounts Of certain persons carrying 
on business or professipn has been provided in the Act 
in cases where the turnover exceeds Rs. 40 lakhs.

(b) Section 269-SS prohibits taking or accepting loans and $  
deposits in cash where the amount of such loan or deposit^
is Rs. 10,000 or more.

(c) With a view to curbing the wide spread practice of bena
mi holding of property the provisions u/s 281-A of the 
Income Tax Act relating to the effect of failure to fur- 
nosh information in respect of property held benami has 
been tightened by laying down a time limit within 
which the benami acquisition of property must be 
bTpught to the notice of the tax authorities by the real 
owner. •

V. The Finance Act ^ 8 5  further introduced the following mea
sures for dealing with the tax avoidance and tax evasion:—

(a)'Modification o f the ^provision relating to taxation of 
association of persons where shares of the members are 
indeterminate or unknown. A large number of associa
tion of persons were formed without specifying the Sha
res of members in a small part of the income With the 
result that such part g0ts taxed at the maximum mar
ginal rates while the major portion of the income gets 
taxed at the lower rates of tax depending on the size of 

the income. With a view to counteracting tax avoidance 
through this method, the new provisions provides that 
where the individual shares of the .member, of an asset 
elation of person *in the whole or part of income of such 
association are indeterminate or unknown, income-tax 
will be charged on the whole of4he totgl income Qf the'

- association at the maximum marginal rate.

131
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(b) Submission of a report of audit of cost accounts:
With a view to facilitating scrutiny of production accounts 

it has been provided that .where the cost accounts of 
an assessee have been audited under section 233-B of 
the Companies Act, 1956, the return of income shall be 
treated as defective unless it is also accompanied by 
the report of the Cost Auditor.

(c) Modification of the provision relating to reduction or 
waiver of penalty u/s. 273-A in certain cases.—

The Taxation Laws (Amendment) Act 1984 amended the 
provisions of section 273-A of the Incomp Tax Act to pro
vide that where books of accounts, cash, jewellery etc. 
are seized during a search carried out u/s. 132 of the 

s Income Tax Act, the assessee shall be deemed to have 
made full and true disclosure prior to detection by 
the Income Tax Officer, if such disclosure is made with
in 15 days of such search. In the context of the need 
to''bring the tax evader to book, the immunity provid
ed to persons who choose to come forward to declare 
their concealed income only after incriminating evi
dence has been found in their possession, is not regard
ed as proper or justifiable. Accordingly, the provision 
providing -immunity in such cases has been deleted.

(d) Amendment of provisions relating to Punishment for 
Second and subsequent offences

Tinance Act 1985 provides higher punishment for ‘Second 
, and subsequent offences u/s. 276-B, 276-C, 276-C, 276-CC and 

also for violation of JSection 269-SS mentioned in para
II (b) above.

V. The Finance Act 1986 introduced the following provisions to 
combat tax evasion:— '

(a) Section 133-B has been introduced in the Income Tax 
Act with a view to enabling an Income Tax authority to 
survey an area or a part thereof within the limits o f the 
ar§a assigned to such authority or in respect of which 
he exercises jurisdiction.

(b) New provisions relating to acquisition of properties have 
been introduced which give the Government the pre-

1 r ■ . efnptive right to purchase immovable property at the pro
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posed price of transfer for the purpose of checking the 
use of unaccounted money in immovable property trans
ection. •

VI. The Taxation Laws (Amendment and Miscellaneous Provi
sions) Act 198,6 have introduced the following provisions with a 
view to checking tax evasion:—

(a) The provision of Section 271(l)(c) of the Income Tax Act
haye been amended so that in case where concealment 
of income 'has been detected, the burden of proving, the 
absence of culpable mental state has been shifted on the 
assessee. It has been provided that a fact would be 
said to have been proved by tax *payer only when court 
believes it to exist beyond reasonable doubt and not 
merely that its existence is established by the preponder
ance of probability. ^

(b) Explanation 5 to Section 271 (1) (c) of the Income Tax Act
. has also been amended to provide that if an assessee

makes a statement during the course of the search ad- 
_ mitting that the assets found at his premises or under his 

control have been acquired out of his income, which has 
1 not been disclosed so far in his return of income yet to 

v be filed and specifies in the statement the manner in 
' Which such income has been derived and pays the taxes 

that are due thereon no penalty for concealment shall 
be imposable. ! ' f  l
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APPENDIX V 
Statement of Recommendations/Observations

S. No. Para ,No. 

1  2

Recommendation/Observation

3

1.10 Notwithstanding various measures taken or 
to ' proposed to be taken by the Government to
1.11 rationalise and simplify tax laws and to bring 

about .improvements in the quality of tax ad
ministration, the Committee constrained to 
observe that combating the menace of Revenue

. leakages and generation of black rfioney in the 
country did not rec'eive until recent years the 
importance it deserved. It is rather a belated 
realisation by the Government as late as in 198t 
that the subject has assumed importance when 
according to Revenue Secretary “a major series 
of revenue reforms were started.. . . .  .the tax 
rates were drastically reduce^ and the whole lot 
of it (tax laws) was taken up for simplification.” 
The “Discussion Paper” on ^simplification and 
rationalisation of tax laws is also a recent phe
nomenon based on which the Government now 
propose to bring forward a comprehensive Am
ending Bill containing about 350 clauses.

It is too obvious to be pointed by the Com
mittee that the growth of economy in the coun
try and entire gamut of financial administration 
and fiscal policies of the Government are depen
dent on the Smooth flow of revenues. This 
would be possible only if tax laws are simple 
and unambiguous, there is sound and committed 
tax administration to implement them and 

/  voluntary compliance thereof by the taxpayer.
' However, contrary to this, complicated and in.

tricate tax laws and procedures, rampant cor-
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ruption in the tax collecting machinery and 
habitual tax avoidance by a large section of 
assessees have already done an irreparable 
damage alround. The Committee are aware that 
these factors have also contributed to the growth 
of blaok money which has assumed alarming 
proportions and has earned the dubious distinc
tion of a ‘parallel economy’ in the country. The 
Committee feel that there is no further scope 
for laxity or complacence and would like the 
Government to girdle* their loins and proceed 
with all the administrative and legislative mea
sures with all the speed at their command to 
achieve the objective at the earliest. ‘

The Committee are infprmed that the Central 
Information Branches, functioning under the 
Commissioners of Income Tax, had identified 85 
sources of information for discovering new 
assessees and for locating concealment of income 
by the existing assessees. These branches were 
coordinating their activities and disseminating 
necessary information to the field officers. The 
review to update the sources of information,

_ (which the Committee feel remained more on 
paper and is hardly observed in practice^ is- 
stated to be taken every ye&r and an uptodate 
list thereof was last circulated to field officers 
in June, 1985. However, during evidence (heid 
in March, 1987) referring to item 57 of the list 
of Action Plan for.Survey, when it was pointed 
out that the electricity consumption bills for 
over Rs. 2000/- per annum, paid by non-indus
trial users needed upward revision in view of 
increase in rates of electricity charges, Revenue 
Secretary immediately conceded by stating “this 
ceiling needs to be revised, I agree”. The Com
mittee are constrained to observe that either .the 
statement of the Ministry that these sources are 
reviewed and updated every year is incorrect 
and misleading or the review itself is conducted
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9

in a casual and perfunctory manner. Whatever 
be the c^se it reflects adversely on the function

. ing of the Central Information Branches which- 
are supposed to be the basic agency for provid
ing necessary information to the field officers for 
proceeding with their job. The Committee 
desire that the list of sources may be thoroughly 
scanned and made realistic and record kept indi
cating the number of- new assessees discovered 
with reference to a particular item in the list. 
.The Committee also desire that functioning of 
the Central Information Branches should be re
viewed periodically by the, respective Commis
sioners* of Income-tax under whom these Bran
ches are functioning. ,

The Committee express satisfaction over the 
arrangements which provide regular meetings- 
of all the investigating and enforcement agen
cies of the Central and State Governments, at 
tlie State headquarter, under the Chairmanship 
of the Chief Secretary or Home Secretary of the 
State Governments, for coordinating their acti
vities and exchange of information relating to* 
economic offences. The Committee hope that 
such meetings do take place^at regular intervals. 
They would like, these arrangements to be fur
ther strengthened and institutionalised so that 
information relating to economic offences having 
inter-state ramifications isAgainfully exchanged 
among the respective investigating/enforcement 
agencies- ,

The Committee feel that there is consider
able scope for unearthing unaccounted income 
in the self-employed sectors consisting of law- 
years, doctors, chartered accountants, tailors, 
architects etc. Revenue Secretary also echoed 
this feeling when he stated during evidence that 
a number of raids were conducted in Delhi on 
doctors, hospitals and clinics which revealed
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a a

huge turnover and that “Cat Scan people were 
having a turnover of Rs. 1 lakh per day.” The 

' Committee would, therefore, like the Ministry
to consider the feasibility of creating a cell in
the Income Tax Department which should ex
clusively devote itself to finding ways and means 
and intensify efforts'to unearth unaccounted in
come in this sector. However, to obviate gene-

• ral impression that some sort of favouritism 
takes place in the matter of conducting raids, it 
should be ensured that the element of subjec
tivity is scrupulously obviated leaving no scope 
for discrimination in the matter of taking deci
sion about conducting raids and the consequent 
follow up action. •

1.31 The Committee note that modus operandi
adopted by various economic offenders for sup- 
ressing their income and thereby evading iiaxes 
had been identified by the Central Board of 
Direct Taxes from time to time. The Committee 
understand that based on the recommendations 
contained in the Report ‘Aspects of Block Econo

, my in India’ Government have initiated/taken 
various administrative and legislative measures to 
thwart such attempts by the economic offenders.

' These measures include liberalisation of summary
assessment scheme and stepping up of detterent 
measures like surveys, searches. and prosecu
tions, simplification of forms for returns, simpli
fication of tax laws and tax education through 
programmes in the mass media "“tike television. 
The Committee would urge upon the Ministry 
to finalise the proposed administrative measures 
without delay and bring forward legislative pro
posals before Parliament expeditiously. They 
would also like to point out that as and when 
new measures are incorporated in the tax laws, 
ways are simultaneously discovered by the legal 
experts to avoid taxes by finding lacunae and 
loopholes therein. The Committee tyould,
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- there^oite, emphasise tl^at Government should 
keep these aspects in mind while finalising th* 
legislative proposals. According to the Com* 
mittee the tax laws should be simple and clear 
to an average assessee and incapable of having

' varied interpretations.

J6 1.47 The Committee are informed that surrey* -
are conducted by the field officers with the pu»- 
pose of locating new assessees and induce peo
ple to file their income tax/wealth tax return# 
voluntarily. According to Revenue Secretary 
their target was to book six lakh new assessee* 
every year and according to him if 2 lakhs new 
assessees are located as a result of surveys th* 
remaining 4 lakhs would file returns voluntarily 
due to fear of raids etc. However the figures 
furnished to the Committee indicate that th*

, number of surveys conducted during the yean
1984-85. 1985-86 and 1986-87 (upto 31-3-1987)

* were 1,80,693, 1,65,911 and 1,27,050. As against
these surveys the number of new assessees who 
filed income tax returns voluntarily during 
these years was 1,22,615, 90,251 and 3,50,536 res
pectively. The Committee find that CBDT It 
still far behind its declared target of unearthing 
6 lalths assesses in a year even after having bees 
vested with more powers as a result of incorpo
ration of Section 133-B in the Income Tax Act. 
The Committee would like the CBDT to effec
tively gear up their machinery and accelerate 
the process of conducting effective and realistic 
surveys. They also desire that constraints of

- manpower should not be allowed to come in tb» 
way of achieving the target set forth.

7 1.48 The Committee find that Section 133-A(5) of
Income Tax Act empowers Income Tax authori
ties to conduct surveys to discover lavish and 
ostentatious - expenditure on marriages and func
tions. The purpose of such surveys is to estalk

"546 LS—10. ?I
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lish concealment of income by persons who make 
disproportionate expenditure on marriages and 
functions as compared to their declared income 
so as to compel them to make full disclosure of 
their income^ for the purpose of payment of 
income tax on their actual income. The Com
mittee are disappointed with the statement of 
Revenue Secretary during evidence that only 
six crises of this nature had come to their notice,; 
whereas it is common knowledge that in a vast 
country like India there are thousands, if not 
lakhs, of such cases. Evidently it is either due 
to inadequate provision in the law or the laxity 
of the Income Tax Department in operating it, 
or more likely the collusiveness of the officers 
leading to hushing up of such cases- The Com-«, 
mittee would like the CBDT to go thoroughly 
into the matter and take severe action against 
the officers involved who have not proceeded 
against the ‘big fish’ either due to fear or other 
obvious reasons.

The Committee are informed that an assess
ment in a search and seizure case is completed 
after examining the assets seized and incrimitia- 
ing documents/books of accounts found during 
the course of the search after confronting the 
assessee with the entire incriminating evidence 
collected in the search said after giving the 
assessee an opportunity to rebut any adverse 
inference drawn against him. The preliminary 
asessment of a case i§ required to be completed 
within 120 days while it could be statutorily 
completed within 2 years. Launching of prose
cutions in such cases is generally advised after 
the assessment has been decided in the appeal. 
Depending on the facts of each case the Com
missioners of Income tax send proposals of pro
secution to CBDT which issues approval after 
proper examination. The Committee are sur-

T
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prised to be informed that no time limit w hat
soever has been provided in the Inco'me Tax Act. 
for filing prosecution after the approval by the 
CBDT. * y

A
The Committee have further been informed 

'that while yearwise figures of number of search 
and seizure assessments completed and the 
number of prosecutions launched are available 
with CBDT, their co-relation in so far as assess
ment completed and prosecution launched with 
specific search and seizure operations isy stated 
to be not possible. From the procedure as ex
plained by the Ministry the Committee draw an 
inevitable inference that cases of search and 
seizure in which ultimately prosecutions have to 
be launched are allowed to hang on for years 
rendering the very objective behind searches and 
seizures futile and infructuous. The Committee 
express Serious concern over the matter and 
desire the Ministry/CBDT to initiate very early 
action for amending the Income Tax Act so as 
to provide time limit in the Income Tax Act for 
filling prosecution complaints. ^

The Committee understand that the adminis
trative approval for launching prosecutions . is 
given by the CBDT who also receive information 
regarding results of proceedings from the field 
formations. The Committee have been informed 
that with the stepping up of the number of pro
secution cases, the matter regarding delegation 
of power of approval of a prosecution case to the 
Chief Commissioner of Income Tax is at present 
under consideration of the CBDT. This will be 
possible only if separate Chief Commissioners 
of Income Tax are posted in each State. The 
Committee are surprised that in a matter of such 
import, why CBDT has been sitting tight and 
no steps have b°en initiated in this regard sb 
far. The Committee desire that the decision
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11 1.67
to 

i 1.68

with regard to delegation of administrative 
power for approval of prosecution cases be token 
by the CBDT urgently and in the light thereof 
action should be taken to appoint Chief Com
missioners of Income Tax in each State without 
any further delay.

The Committee find that the number of pro
secution Cases pending till March, 1986 in var
ious Courts was 9,303 whereas the convictions 
and acquittals during 1985-86 was 70 and 43 res
pectively. Sharing the concern of the Com
mittee in regard to heavy pendency, the Reve
nue Secretary stated during evidence that “ the 
pendency of cases is about 900Q and the disposal 
Is about 200 to 300 cases. So this is a very- 
serious thing”. Referring to the pace of disposal 
of such cases. Revenue Secretary drew a very 
ironic comparison by stating that “Here the 
culture is quite different. I find that tax cases 
in England or America are disposed of very fast. 
Customs cases are disposed of in 15 days. Per
haps for 15 years, it goes on here”. The Com
mittee note that the setting up of Special Courts 
dealing with 12 Central Acts including the 
Direct Taxes Acts at 10 places, is also a recent 
development and such Special Courts have not 
so far been set up at metropolitan cities like 
Bombay, Calcutta and Ahmedabad where a large 
number of cases are piling up.

The Committee are informed that adminis
tration of law and justice being a State subject 
the Ministry is in ‘dialogue* with various State 
Governments for providing Magistrates who 
should exclusively attend to the cases arising out 

'  of economic offences. The Committee are in 
complete agreement with the proposal that cases 
belonging to Income Tax, Central Excise and 
Currency Acts etc. should be tried by ‘(exclusive 
Magistrates* so that thev develop knowledge and
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expertise on the subject and that their num b* 
should also be sufficient to cope with the cases 
entrusted to them. ;

The Committee are distressed to observe that 
, the Ministry/CBDT have miserably failed in

carrying out their responsibility in taking timely 
and appropriate steps for improving the position 
with regard to disposal of pending cases relating 
to economic offences which arise mainly out of 
the searches and seizures carried out them 
to detect concealment of unaccounted income 
which in turn generates black money. While 
the pendency has been rising year-after-year, 
Ministry/CBDT have not taken up the matter 
with the seriousness it deserves with the result 
that pendency is gradually going up. The Com
mittee recommend that the Ministry/CBDT 
should now take up the matter urgently at the 
highest level of the Government for setting up 
of the Special Courts at three metropolitan cities 
namely Bombay, Calcutta and Ahmedabad- 
They should also formally take up the matter 
regarding provision of ‘exclusive Magistrate’ . for 
dealing with cases of economic offences with the 
$tate Governments, through the Union Ministry 
of Law and Justice and analyse the feed-back 

. for immediate appropriate action so that exclu
sive Magistrate trying economic offences does 
not remain on paper arid becomes a reality at 
the earliest.

12 1.00 A factor responsible for huge pendency is
stated to be that almost 100 per cent of the 
offenders take advantage and protection under 
the provision of Section 482 of the Criminal Pkv 
cedure Code which allows them to obtain stay 
orders from various High Courts on the pro
ceedings launched against them. The Com
mittee .suggest that the Ministry of Finance 
should approach the Ministry of Law and Jus.



tice without delay to consider th£ feasibility 
of amending Section 482 of the Cr. P-C. so that 
it may not apply to prima facie prosecutions 
launched under the Income Tax Act against the 
economic offenders. ,

IS 1.83 The Committee express unhappiness over the
fact that adequate attention has not hitherto 
been paid to the investigation and prosecution 
work. They are surprised that only one officer 
and two clerks drawn from other duties, on ad 
hoc basis, had been looking after such an impor- 

' tant work and prosecutions which were launched
during the recent years were not pursued vigo
rously. This rendered the searches and seizure 
work also infructuous. The Committee would, 
therefore, like the CBDT to strengthen the en
forcement agencies in accordance with the 
approval of the proposal by the Cabinet and fill 
up all the sanctioned posts without any further 
delay. The prosecution wing which has been 
neglected all these years, should also be ade
quately strengthened and prosecutions vigo
rously pursued. The Committee are not aware 
of any specific reasons as to why 900 posts of 
Inspectors sanctioned on year to year basis since 
1979 have not been regularised. They desire that 
these posts should be regularised and sanctioned 
on permanent basis if their continuance has been 
found necessary in. the light of the previous 
experience.>

14 14)0 The Committee welcome the measures for
. to rationalisation of Taxation Lfiws and sim

, i 1.01 pKfication of, procedures which the Gov-
emment proposes to incorporate in a comprehen.

* ’ • sive Direct Tax Laws (Amendment) Bill pro-
 ̂ •..........  posed to be introduced in the Parliament dur

ing fee current (1987) Budget Session. Hie
I  ' J proposed Bill will be as a sequel to the , wide
■ ranging discussions for over four months amongvt
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knowledgeable people and Parliamentarians 
on the “Discussion Paper” which was laid on 
the Tables of both the Houses of Parliament on 
14th August, 1986. The objectives underlying 
the “Discussion Paper” inter alia include placiog 
trust on the tax-payer, reducing the area of dis- , 
cretion of the officers dealing ̂ with direct taxes, 
providing effective deterrence against tax eva
sion, preventing leakage of revalue through 
instrumentalities of taxable entities,- removing 
uncertainties in the matter of assessment and 
reducing litigation.’ Based on these objectives, 
the proposed Bill is to contain proposals like 
uniform accounting year for all tax-payers, com
putation of income of the charitable trusts in the 

' same manner as. the income of any other tax
payer, bringing taxable income close to the real 
income particularly the income on proporeties, 
simplification of procedures relating to advance 
payment of taxes, reduction in area of discretion 
of the Income-tax Officers and elimination of one 
tier of appeal ie. of High Courts and instead

*  giving this jurisdiction to a high-powered tribu
nal whose decision will "be binding all over the 
country.

The Committee hope that the proposed Bill 
will be introduced in Parliament at the earliest 
and also enacted at an early date. The Commit
tee are aware that making and simplifications 

.of tax laws is a continuous process and the gov
ernment is well advised to continue this exercise 
on an on-going basis. Hie Committee are, how
ever, of the considered view that the main suc
cess of any law lies in its proper and faithful 
implementation by a dedicated and sincere ad
ministrative machinery. The Committee hop* 
that Ministry/CBDT will lose no time in imple- 

' -mentation of provisions of the proposed law 
v soon after enactment and gear up the machinery 

to achieve the underlying objectives so as to-
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bring about a discemable change in the ad
ministration of tax laws and encourage its vol
untary compliance-by the tax-payer* .

The Committee are keenly awaiting the re
sults of the long-term fiscal policy of the Gov
ernment which inter alia aims at reduction of 
tax rates and rationalisation of tax structure in 
the corporate sector. The present flat rate of 
income tax charged from public limited compa
nies on their net profit is stated to be 50 per 
cent, for private limited companies there are 
two separate rates viz. 55 per cent for manu
facturing companies which add to the wealth 
of the country and 60 per cent for trading and 
investment companies. A new provision is stated 
to have been introduced recently known as the 
minimum tax provision whereunder effective 
rate of taxation on companies is computed at 
much less ratVthan 50 or 55 per cent. Under 
this provision every company is eligible to have 
the facility of investment deposit upto 20 per 
cent of their profit. It however, transpired 
during evidence that certain companies misused 
the incentives which allowed them deductions 
on accpunt of depreciations and certain other 
deductions of artificial nature where the com
panies had not to spend any amount. The 
Committee, while appreciating efforts of the 
Government in rationalisation of tax structure 
in the corporate sector, would like the Govern
ment to plug loopholes which enable companies 
to misuse provisions relating to incentives on 
account of deductions etc. The object of the tasr 
collecting machinery should invariably be pro
per determination of taxable income and the 
collection of full taxes due.

The Committee are happy to be informed that 
the Government is making sustained efforts for
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improving the quality o f  tax administration- The 
first step taken in this direction is stated to be 
screening of more and more officers from the 
point of view of efficiency and integrity. As £ 
result of this exercise, 30 officers of the rank ol 
Commissioners have been made to retire volun
tarily. The screening is, however, done by a set 
of senior officers on the basis of instructions in 
this regard by the Department of Personnel and 

' before final decision is taken, approval of the 
Prime Minister is obtained. Action is also 
stated to have been taken against officers against 
whom cases of proven harassment have been 
brought to the notice of the Department and as 
many as 52 officers, including 8 Heads of Deploy
ments have been retired under FR 52 (j) during

* the last one year. The Committee while appre
ciating weeding out of officers of doubtful inte
grity would, however, caution the Ministry/ 
CBDT to be discreet and ensure that the pro
cess is not made a tool to victimise the' officers 
on any other extraneous consideration.

17- 1.129 The Committee appreciate that with a view
to finding a lasting solution to the problem- of 

» different interpretations of various provisions o: 
tax laws by the officers responsible for administ
ration of tax laws and various High Courts etc 
Government are proposing to set up a National 
Court of Direct Taxes with all India jurisdiction 
and with branches at all places where there are 
High Court Branches at present. The Bill in this 
regard is likely to be introduced in Parliament 
during the current (1987) Budget Session. The 
Committee hope that expeditious steps will be 

( taken to set up the branches of the proposed
National Court of Direct Taxes soon after the 
enactment of the law so as to ensure uniformity 
in interpretation of law in respect of Direct 
taxe» ,
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18 1.130 Whiie various adminstrative and legislative
measures are proposed to be taken by the CBDT 
to simplify tax laws and procedures and tax 
returns are proposed to be accepted without any 
limit, steps are also stated to be taken to com- 
putarise assessments so that large majority of

- tax payers need not have to come in routine
contact with the officers. The Ministry also has 
an ambitious project for computerisation and 
before the end of 'March, 1987, computer 
centres are proposed to be set up at Delhi, Bom
bay, Madras and Calcutta. The Committee desire 
that the process of computerisation should be 

' completed within the stipulated time frame. The
Committee also desire that as a result of compu
terisation, man-power so released should be 
gainfully utilised for pursuing cases where

* search, seizures and prosecutions are involved. *
19 1.181 The Committee are informed that there are

Direct Taxes Advisory Committees with Mem
bers of Parliament, among others, as their 
members, which are stated to be functioning in 
each Commissioner’s office to look into cases of 
harassment to tax-payers and to taken action in 

' cases brought before then. These Committees 
are stated to be not very active as people do not 
go to them readily with their complaints. The 

" Committee would like the CBDT to take 6teps
to activate these Committees so that genuine 
complaints of tax-payers are brought before 
them and looked into for quick redressal. The 
Committee would also like the CBDT to publi
cise through their tax education programmes in 
the mass media Wee radio and television parti, 
cularly that such Committees function for redres- 

" sal of grievances of the tax-payers.
10 1.141 The Committee welcome the proposal of th*'

Government to incorporate Rule 1-BB of th» 
Wealth Tax Rules, which provides standardised
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valuation of all properties, in the statute itself. 
For this purpose, the Government are stated to 
have published draft valuation rules in March,
1986 to invite public opinion thereon. The draft 
valuation rules have been modified in the light 
of public response and as a result of simplifica
tion exercise, these rules now envisage standar
dised valuation of all properties, shares and 
jewellery etc. and not the market value thereof. 
Chairman, CBDT indicated during evidence that 
a 'Bill for incorporation of these rules in the 
Wealth Tax Act is likely to be introduced in 
Parliament during the current (1987) Budget 
Session. The Committee take this measure to be 
a step in the right direction and desire the 
Ministry to bring it before Parliament at the ear
liest.

1.142 The Committee are aware that the Finance 
Bill, 1987, has a provision which removes the 
distinction between the real and legal owners of 
properties and makes all owners of properties, 
including those on the basis of power of attorney,

. liable to pay taxes on the properties in their 
possession. In this context the Committee drew 
the attention of the Ministry during evidence to 
large spate immovable properties being transferr
ed in Delhi and other places on the basis of 
“power of attorney” but are constrained to ob
serve that the Government have not taken any 
measures to check these transactions which led 
to underhand deals of crores of rupees resulting 
on one side in generation of black money\nd on 
the other depriving the Government of huge 
amount of valid takes which .normally would 
have accrued if these properties were transferred 
through proper sale deeds. The Commitee desire 
the Government to take urgent steps to curb 
misuse of the provisions of ‘power of attorney' 
in tile law as -applicable to transfer of property



and also impress on the State Govemnients to- 
check' generation of black money by curbing, 
such underhand deals.

1.151 The Committee take note of enlargement of
& * the scope of the Summary Assessment Scheme
1.152 by increasing its limit to include assessees 

with income upto Rs. 1 lakh. They wel
come the proposals for simplification and ra? 
tionalisation relating to this scheme as spelt out 
in the “Discussion Paper” which provide? that 
hereafter the assessees covered under this scheme 
who file returns, will be issued a tear-off ack
nowledgement slip containing necessairy details 
of the returns filed by them and this acknow
ledgement slip will serve the purpose of an 
assessment order and indicate that the returns' 
filed by them have been accepted. The Com
mittee desire that these proposals for simplifi
cation and rationalisation should be finalised and 
introduced at the earliest.

The Committee, however, express concern 
over the large scale pendency in the finalisation 
of returns filed under this scheme. According to 
the Ministry the number of cases pending dis
posal as on 30.11.1986 is 26,82,863. Notwithstand
ing the increase by about 17 per cent of work
load as'compared to the preceding year, there Is 
hardly any justification for such a huge pendency. 
In Committee’s view-the very purpose of ‘Sum
mary assessment’ is defeated if the returns are 
not finalised and the assessee informed of their 
acceptance by the Department with in a reason
able time frame. The Committee would impress 
upon the Ministry to finalise these pending casea 

‘  ̂ without delay. The Committee hope that the 
, proposals for simplification and rationalisation o f  
the summary assessment referred to in the pre
ceding paragraph will go a long way in liquidate 
ing the pendency.
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~23 1.159 The Committee do not find any- logic in differ
ent procedures being available lor refunds up to 
Rs. 999 and refunds of Rs. J.000 and above. Ia 
t^e cases of refunds upto Rs. 999 the refund or*

■ der alongwith advice note is sent to the assessee
who is able to encash the refund order without 
delay from the Reserve Bank] State Bank etc. In 
cases of refunds above Rs. 1000, while the refund 
order is sent to the assessee, the advice note is 
sent by the Department to the Bank and the 

 ̂ assessee cannot encash the order until the advice
note is received by the bank. In the latter case 
assessees usually experience difficulty. The Com
mittee do not see any reason why uniform pro
cedure cannot be introduced for all cases of re
funds irrespctive of the amount involved. They 
would, therefore, like the Ministry to consider 
feasibility of introducing uniform procedure in 
respect of refunds. In cases where undue delay 
occurs for sending refund vouchers to the assessee 
it may be ensured that amount of interest due 
thereon is included in the refund voucher itself.

■24 2.33 The Committee are alarmed that according
to th$ findings of the National Institute of Pub
lic Finance and Policy the estimated magnitude 
of black money in the country for the year 1983
84 ranged between Rs. 31,584 crores to Rs. 36,786 
crores. The Committee find that the Depart
ment of Revenue in the Ministry or the Central 

' Board of Direct Taxes, who are responsible not 
only for curbing leakages in revenue but also

- combating and liquidation of black money in the 
country, have so far been able to achieve ‘pre
cious little* and have dealt with the matter ra
ther in a routine way. The Ministry | CBDT,

, throughout the course of examination of the sub
ject by the Committee, have been referring to 
various administrative and legislative measures

* taken | proposed to be taken to curb revenue leak
' I) . •
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ages, including a comprehensive Bill for bring' 
ing about rationalisation, simplification and im
provements in the tax laws and quality of ad
ministration of tax laws, which is likely to be 
brought before Parliament in the near future. 
The Ministry has been trying to project as jif 
the proposed comprehensive Bill when passed by 
Parliament will prove to be a panacea for all 
ills relating to collection of revenues, curbing, 
of leakages and liquidation of black money. The 
Committee are, however, not very sanguine 
about the outcome of various measures takenj 
proposed to be taken by the Government keep
ing in view the past experience and in the light 
of the observations of the Institute of Public
Finance and Policy in their repprt that “ .........
our qualitative judgement is that the making of 
black income has become a very integral, and 
even “routine” dimension of Indian Society em- 
compassing pfervasive tax evasion on legal source, 
economic activities and widespread corruption 

 ̂ and abuse of all forms of public discretionary
** authority” . The Committee feel that for liqui*

dating black money, a vigorous and multi-prong* 
ed action on the part of the functionaries at all 
levels can only bring about tangible results. They 
would, therefore, desire that after the compre
hensive Bill on reforms in tax laws and tax ad
ministration is enacted. Government should lose 
no time in its implementation. Administrative 
measures provided thereunder, should also be 
given effect to expeditiously and constraints of 
resources and maA-power ijot be allowed t<r 
stand in the way.

2.34 The report on Aspects of Black Economy has
identified various causes leading to generation of 
black money which include the levels and 
structure of taxation; effectiveness* of tax admi-



lustration, controls on economic activity; general, 
laws and regulations; political finance; Govern
ment spending and scale of its accountability; 
standard of public morality and inflation. The 
Committee are not happy over the remarks of 
Revenue Secretary during evidence referring to 
implementation of various recommendations made 
in this report that “this is a very difficult report 
to implement. It has wide ranging philosophical 
conclusions. We have acted routinely and iden
tified which are the Ministries....... But to say
that they would be able to do something which 
would finish off (the black money), the imple
mentation of the recommendation is not feasible.” 
The Committee feel that it is a pessimistic ap- v 
proach expressing helplessness and expressing 
justification for “acting routinely*' in the matter 
by simply writing letters to various authorities 
to take action without any follow up action or 
monitoring by Ministry of Finance who are res
ponsible for plugging revenue leakages and liqtii* 
dation of black money. The Committee deplore 
this apathetic approach and desire the Ministry 
of Finance to evolve a machinery to exclusively 
deal with this matter and coordinate with con
cerned Ministries for monitoring progress in im
plementation of various recommendations con
tained in the Report on Black Economy so as to 
achieve the desired results underlying these re
commendations.

Since impact of “controls'’ has feen identified 
as another area in the Report on Aspects of 
Black Economy for giving fillip to black income 
and CBDT has conceded that controls or Regula
tions oft prices have given rise to anti-social acti
vities such as black marketing and profiteering 
etc., the Committee desire that the policy of re
gulation, distribution and control on prices
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should be kept under constant review, and re
commend that Government should evolve a policy 

' of graduated decrease in controls, regulations,
distribution and pricing of essential commodities 
so that anti-social elements are not allowed to 
create artificial shortage and take advantage by 
indulging in black-marketing and profiteering. *

‘.27 2.36 The Committee note that at present an enter-
preneur has to approach numerous Government 
agencies involved in clearing projects and issue 
of various types of licences and permits and has 
to moye from pillar to post for getting a project 
cleared- To obviate this the Committee com
mend the CBDT’s proposal to set up a ‘Single 
Window Clearance System’ through joint bodies 
for obtaining all kinds of clearances relating to 

, different agencies and Departments. They are 
sure that this system will help the people in get

- ting their projects | schemes approved at a single
point in a particular Ministry (Department * and 
also reduce the scope of their harassment at the 
hands of unscrupulous officials, besides acting

• - as a damper on generation of black money. Th# 
Committee would impress upon the Government 
to have a uniform policy of rotation of officers] 
staff in the matter of their postings so that no 
official is allowed to stay on a sensitive position 

’ for more than 3 years. They 'desire that vigilance
machinery should also be strengthened in such 

. areas to keep a close watch on the functioning of 
officials in the interest of combating element of 
corruption.

28 3.9 The Committee learn that for strengthening
intelligence gathering agencies under the Directo
rate of Revenue Intelligence,' modem sophisticate 
ed anti-smuggling electronic equipments and de* 
vices are being pressed into service. The Customs 
telecommunications net work has covered th»



west coast, part of east coast and the Indo-Nepai 
border and coverage extended to Rajasthan sec
tor of the Indo-Pakistan border and Indo-Bangla- 
desh border in 1985. The Committee have been 
informed that while the work on the Indo-Pak
istan border has been completed, it is still incom
plete on the Indo-Bangladesh border and that the 
question of further -expansion of the telecommu
nication net work in this sector would 'depend 
on allocation* of resources and trends in smug
gling. The Committee are surprised as to why 
the work on the Indo-Bangladesh border which is 
equally vulnerable for smuggling and large scale 
intrusion of people from across the border; has 
not been completed. They urge that the left out 
work of providing the telecommunication net 
work on the Indo-Bangladesh border should be 
completed without delay and constraints of re
sources should riot .be allowed to stand in the 
way of such a vital task which relates to streng
thening of intelligence agencies.,

The Committee are informed that strengthen
ing of preventive and intelligence set up in the 
vulnerable areas under t̂he Directorate of Re
venue Intelligence, is kept under constant re
view. While 598 posts of various ĝrades were 
sanctioned for strengthening P&I set up in : the 
vulnerable areas of west coast, east coast, Iri^o- 
Nepal and Indo-Pak' Borders in 1983. further re
view of staff strength in these areas has not been 
taken up after 1983, According to the Commit
tee it jcannot be considered to be a “Constant re
view” by any standards, particularly in view of 

-fast changing situations in the vulnerable areas 
on our borders and increase in the smuggling ac
tivities from neighbouring countries. The Com
mittee would like the CBEC to undertake a mea
ningful review of the requirements of staff and 
equipment in these areas on a regular Basis, pre
ferably every two years arid induct personnel and
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equipment wherever found wanting, without / 
delay.

The Committee find that for personal security 
of officers deployed in prevention and intelligence 
duties, they are permitted to purchase confiscated

• weapons at subsidised rates i.e. at pre-duty price 
and they are expected to keep these weapons with 
them till the end of their service or five years 
whichever is earlier. In Committee’s view this 
is not a judicious arrangement. When an officer is 

' deployed Qn duties which involve risk of his life, 
why he should not be provided weapons by the 
Government at its own expense. The Commit
tee recommend that these officers should be pro
vided, with weapons free of cost and be allowed 
to retain them till they are in service. After their 
service, they may be given the option to retain 
them by paying a subsidised price I.e. the pre
duty price minus depreciation or surrender them 
to the Government.

Considering its crucial importance in the 
field of combating smuggling/revenue evasion 
and the-results achieved by it, need for streng
thening the Directorate of Revenue intelligence 
has been long felt. A proposal is stated to be 
under consideration of the Government to place 
the zonal units of the DRI under a senior officer 

. of the rank of Collector at Bombay, Calcutta, 
Delhi and Madras to maintain liaison/coordina- 
tfon with regional Collectors and other concerned 
Police and Intelligence agencies. It is, however 
learnt that this proposal forms part of a compre
hensive proposal U> re-organise the Customs and 
Central Excise Department^, which is under con
sideration of the Department of Personnel. The 
Committee would emphasise that after the com
prehensive proposal with the Department of Per
sonnel is finally approved and implemented, a.j 
Institutional arrangement should be evolved at
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the CBEC level to review the functioning of DRI 
on regular basis, preferably every two years, 
with a view to augmenting its staff strength as 
also replacement and modernisation of equip
ments.

The Committee find that inspite of close 
liaison^coordination with various Internatipaal 
agencies for exchange of information of offences 
which have international ramifications and 
arrangements of exchange of information with 
neighbouring countries, there is hardly any dis* 
cernible impact on smuggling of contraband 
goods including narcotics and the menance con
tinues unabated. The Committee feel that there 
is still a tremendous "scope* for strengthening the 
existing arrangements, particularly with the 
neighbouring countries. If there are some diffi
culties in holding Government level talks, official 
level talks and exchange of views could bednten- 
sified and coordination amongst officials respon
sible for carrying out operations increased.

The Committee are unhappy to find that 
although the existing five customs preventive 
collectorates set up at Bombay, Calcutta, 
Ahmedabad, Patna and Bangalore are unable te 
cope with the smuggling activities across the 
vast coast line a^d long stretch of our land bor
ders, yet the proposal for setting up four more 
preventive collectorates at Amritsar, Lucknow, 
Jodhpur and shillong is hanging fire and accord
ing to Revenue Secretary “These are under exa
mination. It will take some time/’ While the 
Ministry claims that the ‘position is constantly 
kept under review’ and proposals for further 
augmentation considered subject to constraimts. 
of resources etc., the proposals for augmentation 
of staff strength was last considered and sanc
tioned only in 1983. The Committee cannot but 
deprecate lukewarm approach of the Ministry/ 
CBEC in matters of such vital importance, Ifce
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Committee can well imagine the loss of revenue 
the Government is suffering' due to delay in tak
ing decisions.in matters like augmentation of 
machinery responsible for containing smuggl
ing activities apart from irreparable damage 
being done to the country by the delay in bring
ing the smugglers to book. Tlje Committee would 
urge the Government to take expeditious deci
sion on all such proposals for strengthening of 
intelligence/enforcement agencies which are in
strumental in plugging revenue leakages. The 
Committee emphasise that constraints of resour
ces should not be allowed to stand in the way of 
such proposals.

The Committee are informed, that the per
sonnel belonging to the Central Intelligence-Units 
(CIU), the Dock Intelligence Units (DIU) and 
Air Intelligence Units (AIU) are posted at 
various Customs Houses, docks and major inter
national airports, to maintain close surveillance 
on the Customs Officials so as to detect their col
lusion with exporters, importers and passengers 
indulging in smuggling, malpractices and other 
customs frauds. _The Committee, however, ex
press surprise that according to the CBEC, dur
ing 1986, only 5 cases of collusion/involvement 
in fraud on the part of 11 Customs/Excise per
sonnel have been detected by--these Units al
though it is a matter of common knowledge that . 
these are the areas which are most corruption in
fested. Chairman, CBEC also conceded during 
evidence that “some sort of a collusion, however,

- can succeed. Our arrangements may nq,t be fool- . 
proof.” The Committee recommend that officials 
with known- honesty dnd unquestionable inte
grity be posted in these units.

The Committee express serious concern at 
the huge pendency of Customs prosecution cases 
in various courts of law noting that at the end of 
1985, 2,462 cases relating to customs prosecutions
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were pending. According to the Ministry for ex- 
pedititoiis disposal of these cases, 13 Special 
Courts, exclusively for trying cases of economic 
offences have already been set up. The Ministry 
is also stated to have mooted setting up of IS 
more such Special Courts in January, 1986'and 
the matter for setting is still under consideration 
of the Ministries of Home Affairs and Law & 
Justice. The Committee would like the Ministry 
of Finance to take up this matter at the highest 
level of the Government so as to have it decided 
expeditiously. Matter should also be initiated 
and taken up with the State Governments for 
providing infrastructural facilities for setting up 
these courts simultaneously. .

The Committee are disappointed to find that 
2103 prosecution cases relating to Central Excise 
and 620 cases relating to Customs are pending 
decision in the Supreme Court and the revenue 
locked up in these cases is Hs. 740.35 crores and
41 crores respectively. Similarly 4,606 cases 
relating to Customs and 6,878 cases relating to 
Central Excise are' pending decision in various 
High Courts and revenue locked up in these 
cases is to the tune of Rs. 1,206.95 crores and 228 
crores respectively. It is painful to know that 
pendency of these cases in various High Courts* 
and Supreme Court is stated *to be since 1971. 
The Committee would like the Ministry to pur
sue these cases vigorously so as to get them de
cided at the earliest.

%
The Committee are informed that in view 

of Government’s new thrust towards mobilisa
tion of additional resources for developmental 
plans, urgent measures are to be taken to 
streamline and modernise different tools and 
procedures of Customs and Central Excise De
partments. It became apparent that compu
terisation of various processes and procedures in
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these departments is essential to obtain proper 
scrutiny with speed and accuracy and to build 
up a data bank with a view to bringing about 
uniformity in assessments, reduction in disputes 
and containment of'duty evasion. The existing 
administrative pattern in these departments, 
which involves frequent physical contacts 
between the assessees and the officers at lower 
levels, with consequential growth of corrupt 
practices, also calls for a change. It has, 
therefore, been decided to redesign the structure 

^of both these departments, to reinforce man
power at certain levels, to upgrade certain posts 
with reference to their job contents and project 
higher responsibilities. Keeping these consi
deration^ in view, proposals for structuring of 
Customs and Central Excise Departments are 
presently under final consideration stage of the 
Department of Personnel.

The Committee express satisfaction that at 
loijg last the proposals for modernisation and

- restructuring of these Departments, which were
overdue, have reached a final stage of their ap
proval by the Department of Personnel. The

* Committee hope that the proposals will be ap
proved by the Department of Personnel at the 
earliest and restructuring of these Departments

* would be carried out and accomplished within a
stipulated time frame.

38 3.85 The Committee commend the setting up of
a to the Central Economic Intelligence ^Bureau to

3.87 coordinate and strengthen the intelligence 
gathering activities of all the intelligence 

" and enforcement agencies both at the Central 
and State level, concerned with various econo
mic offences and for overall direction and con
trol of the activities o f' these agencies. The 
Bureau which is al§o responsible for working 
out institutional arrangements for sharing of 
economic and commercial intelligence with

2
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• various State Governments and foreign Gov

ernments is headed by a Director General sf 
the rank of Additional Secretary and has a 
total sanctioned staff strength of 131. Against 

. this the working strength as on 25th February,
1987 was only 86. ?

'
The Committee appreciate that within th« 

short span of its inception, the Bureau has made 
its presence felt and made commendable 
achievements in various fields viz. seizure o f  
gold, foreign and Indian currency and narcotics 
worth Rs. 5 crores in Bombay in September, 
1985; seizure of incriminating documents in 
October, 1985 which disclosed evasion of Central 
Excise duty of over a crore of rupees by a firm 
in Haryana; organising the first ever coordi
nated operation ‘KAL BHARIRAV’ in Decem
ber, 1985; action in May 1986 against a notorious 
gang of smugglers believed to be smuggling 
arms and ammunition across the Indo-Pakistan 
border; and operation ‘RUDRA’ against tax 
evaders in the State of Jammu and Kashmir in 
July 1986.

The Committee recommend that all thf 
vacant sanctioned posts in the Bureau be filler 
without delay, and it-should be provided with 
latest modern equipment/gadgets for carrying 
out meaningful operations smoothly.

39 3.119 The Committee are informed that to detect
. cases of invoice manipulation the appraising 

groups in the Customs Houses are maintaining 
invoice registers indicating the value at which 
goods of a particular quality are imported from 
the source of origin. They are also maintaining 
international catalogues of various commodities 
and price lists for reference. The Committee, 
hoWeVet, doubt whether thje invoice registers 
sind catalogues or price lists are kept up-to-date
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which could be a cause of undue harassment 
to the.importers or loss of revenue to the Gov
ernment. The Committee would, therefore, like 
the CBEC to evolve a system whereunder latest 
catalogues/price lists are obtained and the in
voice registers etc. are updated and periodically 

‘ reviewed and inspected by. a senior officer in the
Customs Department.c „

40 3.110 The Committee understand that prohibited/
restricted goods are attempted to be imported 

' - either by mis-declarajtion of description or by
concealment with other imported goods. Such 
cases* are unearthed by careful scrutiny of docu
ments or thorough examination of goods in ‘the 
docks. Effective control over import of goods

- under Duty Exemption Entitlement Certificate
(DEFC) is'also exercised by resorting to 25 per 
cent to 30 per cent examination of the finished 

, products and 100 per cent examination in the 
doubtful cases. The Committee emphasise that 
intelligence and other arrangements should be 
strengthened .and made foolproof so as to check 
all types of malpractices. In cases where some 
importers resort to malpractices repeatedly, ap
propriate punitive action including cancellation 
of import licences, should be'taken against them 
in consultation with the Controller of Exports 
•and Imports. '

^  3.117 The Committee find that though the number
„ of Customs seizures made during 1985 and 1986
. have shown a declining trend, there has been a

qualitative improvement in the overall working 
as reflected by the rising trend in the average 
value of goods seized per seizure; While the 
value of ..goods seized during 1984 was Rs. 101 
crores, it was Rs. 195.60 crores and 216 crores 
'during 1985 and 1986 respectively. According

..... CBEC efforts are made to detect major cases
of smuggling/tax evasion instead of booking
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large number of petty cases. The Committee, 
however, do not subscribe to the view that due 

' attention should not be paid to the smaller cases
ol smuggling! tax evasion. According to them 
petty smugglers who are not booked or punished 
at the initial stages of their committing offences 
get'encouraged to expand their unlawful activi- 

' ties with the jpassage of time; The Committee,
. therefore, emphasise that no leniency should be

^ ' shown to the offenders involved in smuggling
or evasion of revenue, irrespective of quantum 

' or value involved and they should be booked 
for appropriate action under the law.

42 3.118 The Committee are distressed to find that as
• on 31st December, 1986, there are 3,106 prcsecu-

'  tion cases filed under the Customs Act, which
" are at various stages of trial. These include 

839 cases which are pending for more than 3 
years. „ The Committee would like vigorous 
measures to be taken by the CBEC to liquidate 
pendency of cases so that the revenue locked 
up in these cases is released at the earliest.

43 3.119 The Committee find that thjere are 757 dor-,y
mant cases under the Customs Act, pending 
for various periods exceeding 3 years, as the 
accused persons in these cases are not available 

' for trial readily and many of them are abscond
ing or are foreigners who have left the country.
In Committee’s view, these cases should not be

• » allowed to hang on for years together for want
of accused persons or evidence. If there is no 
provision under the law to close these cases after 
a lapse of specified period, the Committee recom- .• 

' mend th&t the law should be modified for the
purpose at the earliest.

44 3.120 The Committee express serious concern over
the fact that for storing seized/confiscated goods, 
the Customs Department is having hired - go-

1 2
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downs of larger areas as compared to the de
partmental godowns in the metropolitan cities 
like Bombay, Calcutta, Madras and Delhi. While 
the quantum of seized | confiscated goods is on 
the increase, the department have not given any 
thought to increase its own.storage capacity by 
acquiring/building godowns of its own. The 
Committee are sure that Government must be 
paying heavy amount by way of rent for the 
hired godowfis. The Committee would, there
fore, like the CBEC to give a serious thought to 
this matter and draw plans for acquiring|build-

■ ing godowns in all the metropolitan cities with
out delay. v

The Committee are informed that the confis
cated/seized goods become ripe for disposal after 
completion of appeal period or appeals filed. 
Thfe Committee feel that Customs authorities 
have wide ranging discretionary powers for 
fixation of sale price of confiscated goods. The 
Committee would like the CBEC to modify the 
guidelines in this regard so as to reduce discre
tionary powers of the officers to the minimum.

The Committee learn that during the last 3 
years, 28 officers of various levels were reported 

•involved in wrongly giving benefits of Transfer 
of Residence facilities leading to evasion of cus
toms duty on baggage. While departmental ac
tion has been taken against 13 officers, depart
mental proceedings (enquiry are in various stages 
of progress in respect of the remaining officers. 
The Committee urge the Department to finalise 
these cases at the earliest. They would also 
like the CBEC to adequately strengthen its vigi
lance machinery so as to apprehend officers in
dulging in such malpractices.

The Committee understand that penal provi
sions of law for evasion under the Central Ex
cises and Salt Act are constantly reviewed ty
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the Ministry in the light of experience. By an 
amendment of the Act in December, 1985, the
Directors of Companies have been made res* 

ftponsible for offences committed by the company 
unless they could prove that the offence had 
been committed without their knowledge or that 
they had exercised all due diligence to prevent 
the commission of such offence. Accordingly, 
Directors of companies have been made liable 
to prosecution for evasion - of Central Excise 
duties. The Committee would like the Ministry 
to conduct a review to adjudge its impact and 
effectiveness incurbing evasion of Central Ex
cise duty by large manufacturing companies.

The Committee find that although most of the 
cases of evasion of excise duty toe decided de
partmentally, in cases where dear connivance 
and mensrea are adjudged, apart from personal 
penalty imposed by way of adjudication of the 
case, an offender can also be prosecuted in the 
Court of Law for which sanction is given by 
the Colleotor. Repetitive offences usually lead 
to suspension of licence for manufacture of 
excisable goods. However, the Department is 
generally stated to be selective in launching 
prosecutions in view of the guidelines on the 
subject. The Committee desire that the Minis
try should suitably modify the guidelines so as 
to completely reduce, if not altogether eliminate, 
the dement of subjectivity involved in the 
matter of launching prosecutions.

The Committee find that under the Advance 
Licensing Scheme, certain abuses relating to 
import of items which carry a high rate of tariff 
or which have a high premium in the local mar
kets, were detected by the CBEC recently. A s 
<a result thereof, relevant notifications were 
amended, so as to regulate import of certain 
sensitive raw materials and export of finished
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products through such major ports and 
airports where officers with suitable tech
nical qualifications/expertise have been pos
ted and where facility for expeditious testing 
of samples’* is also available. During evidence, 
Chairman, CBEC, conceded that possibility of 
export of such items from minor ports by mis- 
classification of the commodities cannot be ruled 
out. Such a possibility will, however, be ob
viated when Customs computer net works be
comes operational. The Committee cannot but 
emphasise that the customs computer net work 
should be completed without delay to check 
loss of revenue, on account of misclassification 
etc. by .unscrupulous importers]exporters who 
clandestinely push through their commodities 
which are prohibited to be imported | exported 
from minor ports.

1

50 3.154 The Committee note that in 1985 multi-
to pronged operations in varjous metropolitan and
3.155 major cities in the country; were organised by

the Director General of Revenue Intelligence in 
corrdination with various intelligence and en
forcement agencies, code named “KETU’ and 
“KALI”, which resulted in unearthing large

• scale contraband goods, cases of foreign ex
change rackteering, invoice manipulation in 
foreign exchange, and export | import frauds 
through mis-declaration etc. Encouraged by 
the success of these operations two more „ such 
operations named “RANA” and “BURMA 

' BAZAR” were organised in 1986 which were
equally successful in achieving targets set out 
for them.

** The Committee express happiness over the
conception and success of these operations and 
recommend that more such operations should be 
organised in future also to unearth major cases 
of economic offences and frauds being perpe-
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trated by smugglers and anti-social elements. 
The Copunittee would, however-, caution that 
utmost secrecy should he maintained in planning, 
organising and the timing of these operations. 
The Committee desire that officers who under
take these operations, even at the risk of their 
lives,- should be considered for suitable rewards/ 
commendation certificates etc. on achieving 
success. <

The Committee express serious concern over 
large scale smuggling and trafficking in narcotics 
and drugs in our country . Although a law 
has been enacted recently providing very harsh 
punishment for drug trafficking, its impact is 
yet to be seen. A new Directorate is also stated 
to have been set up recently to evolve measures 
to check this menace. According to the Minis
try harmful drugs|narcotics are mostly smuggled 
into India through neighbouring countrips in
cluding Pakistan. • The Committee would like 
CBEC to strengthen its intelligence machinery 
on the Indo-Pak Border to check smuggling of 
sueh drugs. All incoming passengers from these 
countries by whatever means of transportation 
should be subjected to thorough check of their 
person and baggage to detect smuggling of drugs 
and narcotics without of course causing harass
ment to innocent persons. According to the Com
mittee drug trafficking has assumed alarming 
proportion in the country and the menace is par
ticularly affecting the youth. In case this menace 
is not rooted out at the earliest it will put the 
posterity of our country into jeopardy. The Com
mittee would, therefore, urge on the Govern
ment to make all out efforts for eradicating this 
menace without any loss of time. ^

52 3.164 The Committee are informed that the cases 
of Group ‘A’ & ‘B’ Officers found in collusion 
with economic offenders in the customs and



Central Excise Departments are referred to the 
Central Vigilance Commission for seeking their 
advice for taking appropriate disciplinary action 
against them. Cases of Group ‘C’ and ‘D’ offi
cers are decided in the Department itself. The 
Committee would like CBEC to take strict, de
terrent and exemplary action against officers 
found in collusion with economic offenders so 
as to discourage others in indulging such mal
practices. At the same time vigilance machi
nery should be strengthened to detect such col- '■ 
lusions. The Committee would also like the 
CBEC to scrupulously followj, its earlier' recom
mendations with regard to rotation of officers 
so that no officer is allowed to continue at a 
sensitive position | station for more than three 
years. Exception to this rule may be made" 
strictly in very rare cases only.

3.175 The Committee take note of the fact that
there are schemes for grant of awards]rewards 
to informers, officers and staff in the CBEC for 
providing information leading to apprehending 
smugglers and for unearthing evasion of customs 
and excise duty. There is also a provision for 
Presidential awards for meritorious services 
rendered by officers in these Departments even 
at the risk of their lives. The Commitee would 
like these schemes to be reviewed periodically 
so as to keep them suitably attractive. -"-They 
Would also like that complete objectivity should 
be observed for arriving at decisions about these 
awards|rewards. The Committee are informed 
that the scheme of rewa*d is not applicable to 

J senior officers in these Departments. They 
would desire that some sort. of incentive should 
be available to senior officers also so as to en
courage them for devotion and dedication to 
their duties as also inculcating a sense of compe
tition amongst them.
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