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INTRODUCfION 

I, the Chairman of the Public Accounts Committee, 81 authorised by 
the Committee, do present on their behalf this Hundred and Eighteenth 
Report on action taken by Government on the recoJDlIleDdations of the 
Committee contained in their 88th Report (Fifth Lok Sabha) on Chapter 
V of the Report of the Comptroller and Auditor General of India for the 
year 1970-71, Union Government (Civil)-Revenue Receipts relating to 
Other Direct Taxes. 

2. On the 20th May, 1973 an 'Action Taken' Sub-Committee W8I ap-
pointed to scrutinise the replies received from Government in pursuance 
of the r,ecommendations made by the Committee in their earlier Reports. 
The Sub-Committee was constituted with the following Members: 

Slrri H. N. Mukerjee--Convener 

2 ~ Shri Sunder Lal 

3. Shri Biswanarayan Shastri 

4. Sbri M. Anandam 

5. Shri Naval Kisbore 

6. Shri H. M. Patel 

3. The Action Taken Sub-Committee of the Public Accounts Com-
mittee (1973-74) considered and adopted this Report at their sitting held 
on the 18th March, 1974. The Report was finally adopted by the Public 
Accounts Committee on the 30th March, 1974. 

4. For facility of reference the main conclusions/rccommendatiQJls of 
the Committee have been printed in thick type in the body of the Report. 
A statement showing the summary of the main recommendations/obser-
vations of the Committee is appended te the Report. 

( v ) 



( vi ) 

5. The Committee place on record their appreciation of the assistance 
iiadered to them in this matter by the Comptroller and Auditor General 
~ India. . 

NEW DELHI; 

April S. 1974. 

Chaitra 15. 1896 (Saka). 

JYOTIRMOY BOSU. 
Chairman, 

Public Accounts Committee. 



CHAPTER ( 

REPORT 

1.1. This Repon of the Committee deals with the action taken by 
Government on the recommendations contained in their 88th Report 
(Fifth Lok Sabha) on Chapter V of the Report of the Comptroller and 
Auditor General of India for the year 1970-71, Union Government (Civil) 
-Revenue Receipts relating to Other Direct Taxes. The Report was pre-
sented to the Lok Sabha on the 26th April, 1973. 

1.2. Action Taken Notes have been received in respect of all the 44 
recommendations contained in the Report. 

1.3. Action Taken Notes/Statements on the recommendations of the 
Committee contained in the Report have been categorised under the fol-
lowing heads:--

(i) Recommendations/observations accepted by Government. 

S. Nos. 1, 3, 5-7, 9-] 1, 16. 19-22. 25-38, 41-44. 
(ii) Recommendations/observations which the Committee do Ilot 

like to pursue in view of the replies of Government. 

Nil. 
\ 

(iii) Recommendations/observations replies to which have not been 
accepted by th£ Committee and which require reiterQfion. 

S. No.2, 4 and 12. 
(iv) Recommeridationj'observaJions in respect of which Government 

have given interim replies. 

S. Nos. 8,13-15,17,18,23,39. and 40. 
1.4. TIle Conua ...... IIope tWo ...... replies ill ...... d to ~ 

recw .......... to wJlk.ll GIlly ...... ~ illiTe 10 .,... .... ~, 
will IJe IUbndUed to them expedlticMally after pttIng them vett~ ~ A,_ 

1.5. The Committee will now deal with action taken by Government on 
some of the recommendations. 
Determination of capital fO'f' purposes of levy of sur-tax (Paragraph 1.7-
Serial No.1). 

1.6. Referring to the Audit comments that proportionate capital should 
be reduced from total capital of a company when income from new indus-
trial undertakings is excluded from chargeable profits for the purpose of 
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calcuation of sur-tax, the Committee had, in paragraph 1.7 of the Report, 
observed as under:-

"According to Audit proportionate capital should be reduced from 
total capital of a company when income from new industrial 
undertakings is excluded from chargeable profits for the pur-
pose of calculation of sur-tax. The Ministry are, however, of 
the view that when there is a deduction the capital should not 
be reduced but where an amount is not liable to tax at all 
under the Act, the proportionate capital should be reduced. 
Although the Audit objection was raised in 1971, the matter 
was referred to the Ministry of Law only on 9th January. 
1973, after the Committee's examination. The Committee 
cannot but deprecate such delays. They would like to know 
the legal opinion and the action taken on the basis thereof." 

1.7. In their reply dated the 11th December, 1973, the Ministry of 
Finance (Department of Revenue and Insurance) have stated:-

"The Ministry of Law have since upheld the view of the Audit. A 
copy of Law Ministry's opinion is attached. * Rectificatory ac-
tion is being taken in all the cases mentioned in the paragraph. 
General instructions are also being issued in the light of the 
opinion received from the Ministry of Law." 

1.8. 'I1le Committee DOte that the MIaistry of Law have upheld the 
view of Audit lilt proportioMte tapbI thouId be rectueecl from the total 
aIpimI of a coDlplllly wheD iaeome from DeW inclastrlal uadertakings Is 
excluded from cbargeabIe profits for the purpose of cakuladng sur-tax 
aDd daat recd&catory action is being taken in all the cases dealt with 
In the relevant Audit p8I'IIRI'8pb. In tlIis connection the Committee recaB 
tII8t they had already raised the question of general review of sur-tax 
88I!Iu_enfs of companies 'b8vIDg 'tax hoHdaY' income vide ~ 
1.6 oltbe 88.. Report. They sqgest that • pM. 're'flew should he 
undertake .. IortbwIth to 'reedfy' all tIIIdI ____ lIS have DOt Mome 
tbne-barred. ' 

Reduction in wealth-tax collections despite increase in the number of assess
ments (Paragraph 2.10-Serial No.2). 

1.9. Referring to the reduction in wealth-tax collections during the 
ilnaucial year 1970-71 despite the incr~ ~ the number of asseSsees and 

*YUk paAe No. 15. 
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the number of completed assessments as compar.ed to financial year 1969-
70, tl;te Committee had in paragraph 2.10 of the Report, observed as under: 

"In their 50th Report (Fifth Lok Sabha) the Committee had 
stressed the need to improve the Wealth-tax Administration. 
Although the number of assessees had gone up from 1,38,635 
in 1969-70 to 1,73,255 in 1970-71 and the number of com-
pleted assessments had increased from 1,69,572 to 1,99,226, 

the tax collections had suffered a reduction from Rs. 55.62 
crores to Rs. 15.31 crores. Prima/ode, thi", is a situation which, 
needs to be explained. A detailed examination in other words 
is called for." 

1.10. In their reply dated the 8th November, 1973, the Ministry of 
Finance (Department of Revenue & Insurance) have stated:-

"The apparent reasons for lesser collection during financial year 
1970-71 as compared to financial year 1969-70 are as under:-

Date 

(i) The scale of penalty imposable for delay in furnishing of re-
turns of wealth without reasonable cause was increased with 
effect from 1 st April, 1969 from two per cent of the tax to 
! per cent of the net wealth for each month of default. A 
press note was issued on 12th June, 1969 explaining the 

provisions relating to increa'Jed scale of penalty for delay in 
filing of retarns and also provisions relating to reduction or 
waiver of penalty imposable. It appears as a result of the 
stringent penalty provisions of which came into force from 

1st AprU. 1969 and the Press Note, a large number of returns 
were received during financial year 1969'-70 from assessee 
who had not filed the returns earlier and self-assessment tax 
.was collected in the. financial year 1969-70. . This is evident 
from the increase in arrear assessments for disposal, and 
higher collection of self-<3Ssessment tax during financial year 
1970-71. The number of arrear assessments and current 

assessments for disposal as on 31st March, 1969, 31st March, 
1970 and 31st March, 1971 is as under:-

Assessments for Disposal 
Aw-r Current 

3I-3~I969 

31-3-1910 

31-3,.1971 

'1,20,60f5 
t,8S,4M 

, .f:~~g7:~ 

I,oS,934 

J,3S,9lI:a 

1,68,136 
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It would be seen from this table that during the financial 
year 1969-70 the arrear assessments for disposal jumped up 
by nearly 60,000 as against increase of current assessments by 
just half that number. During financial year 1970-71 the 
increase in arrear assessment for disposal was only 2500. 

This position would indicate that large number of r.eturns re-
lating to earlier years were filed during financial year 1969-70. 
Self-assessment tax under Sec. 15(B) must have been paid 
in respect of most of these returns during the financial year 
1969-70 itself. This conclusion is supported by higher col-
lection of self-assessment tax during the financial year 1969-
70 as compared to the financial year 1970-71. The following 
table gives the 'total budget collection, collection out of de-
mand raised and self-assessment tax collection during the 
financial years 1969-70 and 1970-71:-

(Amount in crores of Rs.) 

Total Budget Collection ' 

Collection .out of demand raised 

Self-assessment tax collection 

1969-70 1970-71 

15'62 

10'88 

4'74 

15'31 

II' 91 

3'40 

(i) In all cases where self-assesament tax WQ paid during the fin-
ancial year 19.69-70, the demands OIl oomplet.i.on of assessment 

would be nil or negligible l1D1cu addiUoDli arc made to net 
wealth which would happen only in a few cases. 

(ii) In cases where the self-assessment tax was not paid, provisional 
demand would have been raised and collected' in the financial 

Y~!l1' 1~69-70 'itself in many' ca'ses: In s'1ch c~s also the de-
mands raised subsequently on completion of assessment will be 
~~ ", . . ' 

(iii) Judgment of the Supreme Court in the case of C.W.T. Vs. 
Arundati Balakrishna (77 ITR SOS). d~lari,ng that jewellery for 
personal use was exempt from weakh-tU; wu c:lclivered in Feb-
ruary, 1970. Following this many assessees claimed exemption 

of jewellery not only in pending assessments but also moved for 
rccti6cation of completed assessments. The demand raised 
during 197~ 71, therefore, declined and further r.efunds were 
granted. . 

(iv) The decision of the Supr.eme Court in the case of N.V. Narcn-
dranath YI. C.W.T. (70 lTR 190) regarding the circumstances 
in which an assessee' can claim status of HUF wa. also a factor 



leading to reduction in demands raised and consequential col-
lections. 

(v) Some Commissioners have stated that because of issue of huge 
refunds, disposal of comparatively smaller cases in large num-

bers and stay of collection of wealth-tax on agricultural lands, 
collection during 1970-71 was less than collection during 1969-
70." 

1.11. The Audit have made the following commentS' on the reply of the 
Ministry of Finance:-

"The point made by the Ministry is that 'large number of returns 
relating to earlier years' were filed during 1969-70 and that 
on these returns tax under section 15B was paid in that year. 
Accordingly, when final assessment was made, there was not 
much demand. 

On the basis of information furnished by the Ministry for inclusion 
in the Audit Reports, the number of returns received during 
1969-70 and 1970-71 was 6S under:-

Assessments completed in 1969-70 

Addl. Assessment pending on 31-3-1970 . 

Less as8es~ent pendi,na on 1-4-1~ 

Total No. ofReturn8 du,rins 19!59-70 . 

Les, No. oras8~aeea 011 books dJ,lrjo& t)le ¥~ 
'cutmlt (returm1' . . '. . 

No. of ~ pe~ to earlier y~ ~ved 
duriDg die ~ . • • • • . 

1970-71 

1,99,225 

(para 65 <a) AR (para 88 (C) hR 
(69-70) As8ess~ 70-71) 
ment complet-
ed in 19~71 

1.3°,348 
AddL Asseal-
m~tpendA\g 
an 31-3-1971 

Total 2,99,8~o 

1,20~666 
I.e.. • •• eas-
JIIieQt ~ 
on 1-4-1970 

~79.1S4 

Total No. of 
Returns recei-
ved during 
1910-71 • 

1.38,635 1,730255 
(Para 69 (hlAR (P,!Ira 69 (ii) AR 
'70-71)' 7007.) , 

57,066 



It is thus evident that the total No. of returns received in 1970-
71 was 2,30,321 as against 1,79,154 in 1969-70. Also, the 
number of returns pertaining to earlier years was 57,036 in 
1970-71 as compared to 40,519 in 1969-70. Under Section 
15B of the Wealth-tax Act, the assessee has to pay tax on 
self-assessment basis within 30 days of furnishing of the return 
irrespective of the fact whether the return relates to the 
current or to the earlier year. Since the total number of re-
turns received in 1970-71 exceeded the number received in 

. 1969-70 by 28th per cent, it is not clear how the self-assess-
ment tax collection could be lower in 1970-71 by 28th per 
cent." 

• • • 
(Letter No. 123-Rec-A.IIII149-73III, dated 28th January, 1974) 

1.12. Explaining tbe reasons for the reduction in the wealth-tax col-
lections during 1970-71 despite the increase in tbe number of completed 
JlS8e88mentsJ tbe Ministry of FiDance have stated that large number of 
retQms relating to earlier year were &led daring 1969.70 and tbe tax 
under Section 15(B) was paid in dIat year itseH 8S a result of wbicb there 
was not mucb effective demand when the final assessment was made in 
1970.71. However, according to Audit tbe total number of retoms re-
ceived in 1970·71 was 2,30,321 as against 1,79,154 in 1969-70 and the 
number of returns perlaining to earlier years was 57,066 in 1970·71 iii 
-compared to 40,519 in 1969.70. The Committee find dlat under Sec. 
tion 15(B) of the Wealth-tax Act, an assessee bas to pay tax on self. 
assessment basis within 30 days of furnishing of tbe return irrespective of 
the fact wbether the return relates to tbe current or the earlier year. Since 
the total numbel' of returns received in 1970-71 exceeded tbe number 
received in 1969·70 by 28 per cent it is not clear bow self·assessment tax 
collection could be lower Ia 1970-71 Le. Rs. 3.40 crores as against Rs. 4.74 
crores in 1969-70 as intimated by the Ministry. Further the reduction in 
coDection due to 8le reasons brought oot ht items (iii) to (v) of the reply 
bas not also heeD quandlecl. 

TIae Committee ftlHl·.fhe extent of discrepaDcy surprising. and trust that 
1t IIHI8t cause c:oacem to the Income Tax Administration. They require 
tbat the Departmeut should go Into it in greater depth. 

Need for survey of houae properties-(Paragraph 2.12--Serial No.4) . • 1.13. Recalling their stress on the necessity to intensify the sUlVey of 
house properties· to . augment wealth-tax receipts, the Committee had, in 
paragraph 2.12 of the Report, observed as under: 

"The Committee have been stressing the necessity to intensify the 
survey of house properties. They find that out of about Rs. 3.32 
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lakhs premises surveyed dUring 1970-71 and 1971-72, 39,()()() 
. new Wealth-tax cases have been diScovered. The survey in. 
all the charges should be completed under a time-bound pro-
gramme." 

1.14. In their reply dated the 28th August, 1973, the Ministry of 
F'mance (Department of Revenue & Insurance) have stated:-

"Instructions have been issued from time to time for intensifying 
survey operation and to divert a substantial number of Inspec-
tors for survey work. Very recently with a view to rope in 
new Wealth-tax assessees, instructions have been issued to all 
the Commissioners of Income-tax to make a survey of house 

properties with· annual letting value of Rs. 5,000 and more. 
Commissioners have been complaining of shortage of Inspectors 
and the question of augmentation of the strength of Inspectors 
is under consideration of the Ministry. The Ceutral Board of 
Direct Taxes are also conducting a study of the utilisation of 

the present strength of Inspectors so as to see whether more 
Inspectors cannot be diverted for survey work from the existing 
strength. " 

1.lS. In order to augment wealth-tax receipts, the Committee bad spe-
dficaUy desired that the survey of house properties in.all the charges should 
be completed under a time-botIIId programme. It is to be regretted that 
DO sucb progranuoe appears to have been laid down by the Central 8oM'cI 
of Direct. Taxes. 'The Committee are, therefore, coDStralned to re~ 
that it should be done forthwith and the programme strictly adhered to. 
]bey would await a report on completion of the survey in aD the charges. 

Inadequacy of Internal Audit-(Paragraph 2.27-Serial No.7). 

1.16. Commenting on the inadequacy of Internal Audit, the Committee 
had, in paragraph 2.27 of tho Report, observed as under:-

"The work of Internal Audit is not as though as it ought to be. This 
is partly· so because of the manner in which the personnel for 
Internal Audit is recruited. The Internal Audit ha!l an extreme-

ly important role to perform and it cannot be too strongly em-
phasised that it should be manned by competent persons with 
satisfactory career prospects. This is not the case today and 

the Committeo would, therefore, recommend that this suggestion 
be pursued in a comprehensive manner expeditiously." 
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1.17. In their reply dated the 11th December, 1973, the Ministry of 
Finance (Department of Revenue and Insurance) have stated:-

"The Committee's suggestion has been noted for compliance. A 
systematic work-study of the Internal Audit organisation has 
been entrusted to Director of O· & M. Services, who will keep 
in view the Committee's suggestion and submit suitable propo-
sals to the Ministry for consideration." 

1.18. The Committee find that a systematic work-study of the Internal 
Audit Organisation has been entrusted to the Director of O&M Services 
who lias been asked to keep in view the suggestion that it ~d be man-
ned by competent persons with satisfactory career prospects and to submit 
saitab1e proposals to the Ministry for consideration. The Internal A1Idit 
should also be made independent so that the Audit Staff may work with-
out any fear. 'The Committee are of the view that the matter is of suffici-
ent importance to merit processing with a sense of urgency. Dey accord. 
ingIy desire that expeditious action should be taken in t!he matter and the 
tIteps proposed to be taken by the Ministry should be intimated to them 
wMtiD three months. 

Review oj the import of levy of additioTUlI Wealth-Tax 011 Unioll Lands 
and Buildings-(Paragraph 2.60--5'. No. 12). 

1.19. Suggesting a review of the impact of the levy of additional 
Wealth-tax on urban lands and buildings, the Committee had, in para-
graph 2.60 of the Report, observed as under:-

"Levy of additional wealth-tax on the urban lands and buildings 
. owned by individuals and Hindu Undivided Families under the 

Finance Act, 1965 was intended to curb excessive investment 
in urban property as without such a curb investment in more 

productive directions could not be encouraged. The Committee 
find that no review has been conducted to find {lut how far this 

objective has been achieved. .As eight years have elapsed they 
desire that such a review should be conducted now after ascer-
taining the revenue realised through the additional wealth-tax 

and the number of cases involved from year to year. The find-
ings and further measures proposed to be taken to achieve the! 

objective may be reported to the Committee.': 

1.20. In their reply dated the 27th October, 1973, the Ministry of 
Finance (Department of Revenue and Insurance) have stated: 
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"The matter was referred to the Chief Economic Adviser as indicat-
ed by the Finance Secretary vide para 2.56 thi~ Report (88th). 
A copy of the Chief Economic Adviser's note is attached here-
with·; he is of the view that the proposed review may be 
deferred till the urban immoveable property ceiling laws are 
enacted and their impact on additional wealth-tax on such 
property is known." 

1.21. The Committee have noted the grounds advanced by Govem-
ment but reiterate fIIeir view that in spite of the dlfticulties involved the 
study of the position as recommended earlier continues to be urgent and 
would in fact be helpful to rational impIementatiOll of economic measures 
envisaged by the conntry's national policy. 1be Conunittee would. fttere-
fore, invite the Minisfry to give further consideration to this issue. 

Internal Audit check for various categories of assessments of Other Direct 
Taxes-(Paragraph 3.4-Serial No. 16). 

1.22. Suggesting that the quantum of Internal audit check of various 
categories of assessments of Other Direct Taxes, the Committee had, in 
paragraph 3.4 of the Report, observed as under:-

"The Committee are concerned to find that there is no effective 
Internal Audit check of Gift-tax assessments. In paragraph 
2.28 of the 50th Report (Fifth Lok Sabha) the Committee had 

taken note of the enlargement of the scope of Internal Audit 
check of Wealth-tax assessments since June, 1969. Similar 

action is called for in respect of Estate Duty and Gift-tax also. 
Further, the Committee desire that the quantum of check of 
various categories of assessments should also be laid down 

specifically in consultation with the Statutory Audit." 

1.23. In their reply dated the 19th August, 1973, the Ministry of Fin-
ance (Department of Revenue & Insurance) have stated:-

"The scope of Internal Audit cheek has since been enlarged and 
now covers Estate Duty and Gift-tax cases also. The Ministry 
already issued instructions prescribing 3 priorities for internal 
audit of cases, as below:-

(A) "Immediate" audit of cases of following top important cate-
gories to be made within one month of comp1etion of assess-
ment: 

(i) All limited company cases including S.P.T./S.T. assess-
ments; 

• Vide pale 75· 
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(ii) Other cases involving assessed total income of RI. 1 lakh 
and above; 

(ill) Cases relating to other Direct Taxes with tax effect of 
RI. 20,000 and above. 

(iv) Refund cases involving amount of Rs. 20,000 and above. 

(B) Next to above, the following cases are to be audited on 
'priority' basis: 

(i) Non-company cases with assessed total income between 
Rs. 50,000 and Rs. 1 lakh; 

(ii) Other direct tax cases with tax effect between Rs. 10,000 
and Rs. 20,000; 

(ill) Refund cases involving amounts between Rs. 10,000 and 
RI.20,000. 

(C) Lastly, the remaining cases may be subjected to only selective 
audit, depending upon the time which the Internal Audit 

Parties can spare after attending to 'immediate' and 'priority' 
categories. " 

1.24. The Audit have made the following comments on the reply of the 
Ministry:-

"It is seen that 'other direct . tax' cases with tax effect below 
Rs. 10,000 will be scrutinised by Internal Audit on selective! 
basis. According to the rates of tax effective from Assessment· 
year 1972-73, the following cases would come in this category: 

I. Net wealth ISsessed-upto 

z. Taxable gift-upto 

3. Net estate-upto 

Rs. 
7,SO,000 

90,000 

I,80,OOCI 

Thus, bulk of the cases would be taken up only on Selectivo 
basis. Further, taking into consideration the exemptions ad-
missible under the respective laws assessments involving subs-
tantial total wealth/total gift/estate would escape scrutiny by 
internal audit, unless the percentage of selection for scrutiny is 

fairly high. 

It is also pointed out that though the Committee had desired 
that the quantum of checks be laid down in consultation with 
statutory audit, we do not seem to have been consulted in thel 
matter." 

[Letter No. 674-Rec.A.ln/149-73-I, dated 16th November, 1973] 



1.25. ne CummIttee'regret to 'find that aI* ..... ia .....-ace of tWo 
ftC8lllllllelldation certain limits have been laid dowa _ tile "iDnediIde" 
....... A.dit check of' various categories of assesslllClltl, it ..... not beeII 
Hat in COlISaItaIion wfth the Statutory Audit' as cIUJnd .., ell... Tbet 
Ieam frern AlIdIt tIrat'tIle limits"laid cIcnm are too .... to ... Cbe .... 
ell etIeet. 'I1aey, therefore, desire that the ...... abou14 be re-eu ...... 
III C8IIS1IItadon wtdl the Statutory Audit _ the qoan ...... oI'cIIeck re'flled 
reallsticdy • . --_'_-._0' 

VaUdity of exemption from Estate Duty for the sell-occupied House in 
which the, dsoe4S8d had only d. lif_inlBrUi I 

(PQI'agrlll'h 4.27-58,. No. ,~) " 
, " ,pi ! 

1.26. While enminitJg the validity of ex6MptHm' freM. EsrtYte'" 'Dtftt 
for the self-occupied house ia which the C!IeoeaIIIei hacn"lty'a'tife 'ln~t; 
the CoJDRliUee bad, in paragraph 4~27 oftbe, Rep;,rt,' ~ d'\utder.;...:. 

.) ., i~i 1 I, "ct J • 

"Under the Estate Duty Act excmptioo fqnn duty iloI: .',~, •• .di 
occupied house is admissible on1y in respect of properties be-
longing to the deceased and passing on his death. Although 
the properties did not belong to the deceased who had oDly lif' 
interest therein exemption was irregularly given in two Cases 
leading to the short-levy of tax of Rs. 80,000/-, 'as mentiOned 
in the Audit paragraph. The CommHtee have been given to 
understand that the Law Ministry also have opined tthat the pro-
vision of Section 33 (1) (n) does not speak of "tpterest in 
property" but property itself. Hence, the inclusion of lifeiDt.e"" 
for exemption under this Section does not appear to be legau, 
valid. The Committee presume that the assessments have since 
been revised and additional demand recovered." 

1.27 In their reply dated the 23rd October, 1973, the Ministry of 
Finance (oeparunennt of Revenue" Insurance) have stated:-

(8) The Law Ministry (at the level of. Assistant Adviser) has initi-
ally opined that the benefit of exemptionu/s 3-3(1) (n) is not 
available if the deceased had only life interest in the, property 
in 'wlrichhe resided. However, in view of a ~. opinion 
of the Law Ministry given 'in another'conaectioll at th~ level of 
Joirrt Secretary and Legal Adviser, the matter has agam been 
referred to them for theit' considered opinion. 

3692 LS-2. 
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(b) The assesment in the case of late Sri D. R. Bacia was revised 
iI raising an additional demand of Rs. 39,041/-. The Account-

< '.1 (I." able Person has presently surrendered Annuity Deposit CertDi-

".11, 

cates worth Rs. 13,583/- the encashment of which is .underco1'-
~ndence with the Reserve Bank ot India. In the other oaie 

'. ~ the assessment was revised raising an additional demand 
of Rs. 40.()(x)/. In this case, bowev~r, Ithe demand stands 
wiped off as the Appellate Controller of Estate Duty has 4ll0w-
ed the appeal of the Accountable Person, holding that exemp-
tion u/s 33(1) (n) of the Estate Duty Aot has to be granted in 
respect of property in which the deceased had life interest." 

1.28. ~ Co_Wee DOte .... the ftIlclity of exemption from Estate 
o.ty 101' at lelf-occ,. h. It.-e iD whIda the deceased bad only a life 
Wn_ ...... hell referred to the Ministry of Law for their consi-
__ opIIdoB. However, the rel'isioB of assessment withdrawing the 
........... _ aae .... already ..... set lSide by tile Appellate Con-
.... of ...... n.ty. Tile C_wittee, tMrefere, s .... that die opi-
.. ttl tile Mh';1r) 01 Law It die JUpest level _aid be obaIiDed early 
10 ... tile poaitlGta ia law may be cIari&ed to all the assessing officers. 
A tat check sboIIId also be coaduded in oIher charges, as already recom-
..... by tile CCMIiadttee, without further loss of time. 

Need to raise rate of interest for delayed payments Of Estate Duty and for 
cklayed filUa8 oj returns and to remove the anomaly in regard to liability 

to pay interest-(Paragraphs 4.38 to 4.40 and 4.49-) 
(Serial Nos. 25-27) 

1.29. Pointing out the need to raise the rate of interest for delayed 
&lin, of returns and for delayed payments of Estate Duty and to remove 
the anomalies in the matter of liability to pay interest, the Committee had, 
in paraghaphs 4.38 to 4.40 and 4.49 of the Report, observed as follows:-

"The Committee are of the view that the rate of interest of 4 per 
cent or any higher rate yielded by the property recovered for 
the postponement of tpaymem of estate duty allowed, is low. 
The Ministry are also in 'agreement with· this view. Under the 
Income-tax Act interest is leviable at 12 per cent per annum 
on the outstanding dues. The Estate Duty Act requires amend-
ment to raise the I'ate of interest. 

Further, the Committee find that under the Estate Duty Act interest 
become leviable only when extension of time for the payment 
of duty is granted. If the extension is not obtained the 'account-
able person does not become liable for interest. Thus the pro-
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Yisions of law arc more favuurable lo defaulters who Uti nul seck 
extension of time. The Committee, therefore, deske that the 
necessary amendment should be eneeted to remove this ano. 
maly. 

The two amendments suggested above by the Committee should be 
brought about without delay." 

* * * * 
"At the present the rate of interest chargeable for the ddaved sub':' 

Illision of retunts is only (i perce/lL whereas in the In~ome-tax 
Act it has since been increased to J 2 per cent. Further, Ule 
interest is leviable only in case where extension of time 
is applied for and granted by the Controller of Estate Duty. 
Earlier in this Report the Committee have referred to the need 

for raising the rate of interest leviable for the delayed payment 
of Estate Duty and removing the anomaly in the matter of liabi-
lity to pay interest. Immcciiak action as suggeSted therein is 
necessary in the case of interest payable fur the ddayed sub-
mission of returns also." 

1.30. In thch- reply dated the ] 7th December, 1973, the Ministry of 
Finance (Department of revenue and Insurance) have s'tatcd: 

"The recommendations of the Committee h;( ve becn noted. These 
will be taken up when amendments to the Estate Duty Act are 

considered. " 

.1.31. The Committee bad already:pointed out the urgent need to raise 
the rate o[ interest leviable [or the delayed payment of Estate Duty uod 
delayed submission of return" and to remove the obvious anomalies in ahe 
matter of liability to pay inter~st. The Ministry have, however, intimated 
that the recommen4ations , o[ the Committee would be ~en up when 
amendment.. to fhe Estate Duty Act are considered. It i'i pres~ed that 
the M"mistry intend taking up the! amendment at a very early date~ 111e 
Conunittee would, in this connection, like to know whether ~e Ministry 
had considered the adv;Si('iiitY,of introducing this in the T~lxation 4wII 
(Amendment) Bill which ,is -now before Parliament. 

PrM('clltions jor ('o";('al?lCI1I or lI'('a{I11---( T'Of'{/grar>1r 7 A---
, . . ,f:/('na/ J/J(j. 39) 

1.32. Dealing with the cases of concealment of wc:llth, the Committee 
had, in paragraph 7.4 of the Report, observed as follows:-

"The Committee note that the nUlllber of caSl's of concealmcnt in 
which prosecution was launched was one in 1 ()()X-(il) and four 
in 1969-70. There was no such caSe during 'lhe year 1970-71. 
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According to the Ministry 'deemed concealment' can also be 
laken into account for the purpose of imposing penalty under 
the Wealth-tax Act whereas only cases oJ actual concealment 

can be considered for purposes of prosecution. The CommiUee 
trust that all the 574 cases of concealment of wealth that came 

to light during 1970-71 would be carefully reviewed with a vicw 
to launching prosecution in appropriate cases. ]n this connec-
lion they would like to refer to para 5.10 of the 51 st Report 
(Fifth Lok Sabha) Wherein the need. tor launching prosecution 

as deterrent to tax evasion was S'~ressed." 

1.33 In their reply dated] 4th November, 1973, the Ministry of Finance 
(Department of Revenue & Insurance) have stated: 

"Out of the cases in which penalty under section 18 ( 1) (C) was 
levied during 1970-71, only in one case, at present assessed in 
Bihar charge, prosecution appears feasible. The cases are how-
ever being further examined by the Commissionl!Ts with refer-
ence to materials on record and 'prosecutions will be considered 
if sufficient evidence is available; copy of Board's letter 
No. 326/18/73-W.T. dated 6th November, 1973 to Cs.l.T. in 
this regard al'~ached.·" 

1.34. Noting that although as .... y as 574 cases of concealment of 
wealth came to light during 1970-71, prosecution was Dot launched even 
in a single case duriug fllat year, the Committee had recommended that 
an the c:ases of concealment sbOuId be carefully reviewed with a view to 
.... nddng prosecution In II'Ptopriate cases. The Ministry have intimated 
ht only in one of. tlle.e casts prosecUtion appears feasible and that other 
cues are being further exsm1aed. The C .... mittee have the impression 
that the question of prosecution is Dot considered at the stage wben tbe 
~ealment is deteded. It is at that pobd of time that the Wealth Tax 
OfIicer should apply 1& mind to the prosecotion and only if the eviience 
appean lrIstdRc.ient for ftle parpose that the levy of penalty should be 
resorttld to. In order to enure dlat the IaUIICbing of prosecution in cases 
of cooc .......... nt of wettlt1l Is -..t tost sight of for any reason, the Board 
sbould set up a suitable .... chiDery. What this machiDery Should be is a 
matter for the Government to decide. But the Committee should be in-
fonned of the action proposed to be take. in this regard. 

• vide pagt No. 86. 



CHAPTER II 

RECOMMENDATIONS/OBSERVATIONS mAT HAVE BEEN 
ACCEPTED BY GOVERNMENT 

.Reco ....... 

1.7. According to Audit proportionate capital should be reduced from 
total capital of a company when income from flew Industrial undertakings is 
excluded {rom chargeable profits for the purpose of calculation of sur~x. 
The Ministry are, however, of the view that when there is a deduction the 
capital should not be r~duced but where an amount is Dot liable ttow at 
aU under the Act, the 'proportionate capital should be reduced. Although 
the Audit objection was raised in 1971, the matter was referred to the 
Ministry of Law only on 9th January 1973, u.r tbeComminee's examina-
tion. The Committee cannot but depnrcate such ddays. They would like 
to know the legal. opinion and the action taken on the basis thereof. 

[SI. No.1, para 1.7 Qf the Appendix III to the 88th Report of the 
P.A.C. (1972-73) (Fifth Lok Sabha)] 

Aclkla akeJI 
t.7. The Ministry of Law have since upheld the view of the Audit. A 

c.opy of Law Ministry's opinion is attached· Rcctificatory -action is being 
taken in all the cases mentioned in the parall'aph. General instructions are 
also being issued in the light of the opiJUon received from the Ministry of 
Law. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. 
No .. 236/.1.1nl~.AC dated 11-12-1973.] 

AN"f~XCJRE 

MINISTRY OF LAW 

DEPARTMENT OF LEGAL AFfAIRS 

ADVICE (F) SECTION 

This case was discu~ed with Shri Gauri Shankar, Director of Revenue 
Audit, and Shri S. K. Lall,Director, CBDT, Shri . Chatterjee, Joint 
Director of Revenue Audit al1~ Shri M. B. R,ao, Additional Le~ A4-
vis~r were also present. 
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2. The case hus been examined in the light of the points made at the 
discussion and in particular Shri Menon's note at pp. 18 to 21 ante, as 
also the opinion of the Special Counsel which set out the two contrary 
views fully. 

. .Ii K!HJ It • 
The problem wInch has an sen 10 the present case is, mainly ,as, a 

result of the cl1~ il) tat mllUetijft ... itfti~ 1-eli~; 's'lieh 'ds' the income 
from 'Dew industrial u~gs,. wete(~WIIl. 'on~lly, while a rebate 
was allowed on the tax paid, it has now been replaced by a system of a 
straight deduction from the ~~ '~iginally, no part of the 
capital emp10yed in earning such income had to be e~ludea in ca4:ulating 
the 'staridard ~ deduction. 'But as'"'a re;~tt of' 'the changes int(oduced from 
~67 tmwards, thepOllffidn was tha('~ ~eit;q.ip: a~,oU'llt"is' dedu.cted fl'OQl 
the inrome.' :,' "!"',' ,I" ,Il,( "" ;. 

. . ~'. 1 " ; 

4. :The question in brief' is whether the sum so dedu'cted can be said 
to' bebtt1udibJe in the tot!tl 'inc~\ While there is force, in the rC~Sonini 
set out in the' precedirtgnt5tebf ~rr MenOn, 'yet, 'c!b. the Whole it would 
appear to be, diftieult ito' hold ,that 11' sum, which: is deductedfr9m the total 
incb~is inclutlible therein. T-dtal inCome' itst9fmeatisthe total amount 
of income tieferred to in sectiOn 5 'computed' in 'the' Taaniler 'laid down in 
the, Act. , When aSI,l1n"i:; .4/.!4v~te.c;1b'onUhc total income, it does not find 
a place in it. when it is conmuted, , }fence, this amount would have to be 
held to be not includible therein. 

h· h I't ",.It <I fli.~j'l' I al . h' .1.. note f h 5. T IS I;lSpect of t e mat,ter lias DeC'll, d~ ~ ~t In ,+~o t e 
StlJlldingi cO~bs~l ¥th,,'~hWh t,~~ee~' ", i ::. ','. I ' 

. ; " 1 ': ,'" . 'j 
,., .... -! • 

',' • '~" '&i/·P. B.VENKATASUBRAMANIAN, 
Jt. Secy. and Legal Advi,ser; 

t:t· ",. ... r.· '/~ ,'_.~~';.' .. : t : 21-3-73. 
!' ; -;'.!' ' "', 1.,:/-i:$":'k~~~W~ 

:. f '~": 'J/ t 

2.11. The Committee find' tbilf t'lie 'Budget Estimate of Wealth-tax 
collection was raised fromflts\ 1~' cf6t-.irtft "-969-70 to 18 crores in 
1970-71 becaus~ ,~: irpppsit;i9~ l qf: w~~'~Q-J,a~:pp .twicpltural lands. The 
actual collections during 1910-71 were, however, Rs. 15.31 croree;. The 
shortfall ha!; been explaitfetd:, a~ 'f1artlt,r d~e ~W increase in the number of 
gifts mnde by the assessee during the year 1969-70 i'll the wake of the 
Land Ceiling laws. ~f AlP.i,s( lW~itiqn, ~s" qW~~ct the gift-tax realisaticn ~ 
atcoum of ,Rifts, wom9 R3jV~ !,qne up. J\ IS,;" qowJV!?,; ,sgell that 10 
1969~70 and 1970.7t, agaiWit"hCj~~pgct"f.sti!ll~t~ oC~J ~I t.50 crores 
the actun) realisations of gift-tax were Rs. 2.02 crof~S ,aJ,1,d,~. 2.45 crorcs 
respectively. As the rate of tax on gifts is higher and 'the basic exem"~ 
tion liimit is much lower as comP¥F to Weal·th~tax. the increase in gift-
tnx should have bcC'll mUch more t'llan the fall iQ the wealth-tax 'aIlticipat-
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cd to be. collect~d fro~ agricultural lands. The position should, therefore, 
be exammed With a view to checking evasion of gift-'tax. 

[Sl. No.3, para 2.11 to Appendix III of 88th Report of 

the P.A.C. (1972-73) Fifth Lok Sa~haJ. 

Action .takeD 

2.11. The original budget estimate for 1970-71 was Rs. 18 crores 
The revised estimate as finally adopted was Rs. 16 crores. The actuai 
collection ~as Rs. 15.31 crores. The shortfall was explained as due t~' 
shortfan in collection of wealth-tax on agricultural lands which was itl 
turn partly due to fragmentation of agricultural lands by way of partition 
a~d gifts e~c. in the wake of Land Ceiling Laws. It is not as if atl the 
gifts of agRcultural lands to escape Lands Ceiling laws were made during 
the financial year 1969-70 so as to be liable for gift-tax during 1970.-71. 
The ~fts might have been made over a period of several years. Furfher, 
the shortfall in collection of wealth-tax on agricultural lands was due to 
other factors also such as partition, succession etc. which had taken. placer 
over a period of years. It is not, therefore, possible to posit extract cor-
relation between fall in wealth-tax on agricultural lands on . account' of 
gifts of agricultural lands and corresponding increase in collection 'of 
gift-tax from gifts of agricultural lands. . " 

The PAC in para 3.10 of their 50th Report (Fifth Lok Sablra) reCom-
mended, a review to ascertain the position regarding non-levy of gif'Halt 
on gifts of agricultural lands in the past. 

(" I,;' , , 
In this connection Committee's attention is invited to Ministry'· ,reply 

to item No. 13 of the Lok Sabha Sectt's O.M. No. 3/1/12/PAC/, dated 
26th October, 1973. 

[Mniistry of Finance (Department of Revenue and Insurance) .. O.M. 
No. 231/24/72-A&PAC dattd 8th Noven,bel', 1973]. 

Recommendations 

2.25. The test Audit of wealth-tax. I!ift-tax and Estate Dutv assessmentA 
by Revenue Au<'it during the year 1970.71 revealed 4734. 67l,ed ft~~ 
cases of under-assessment involving Rs. 69.13 lakhs, Rs.S.11 lakbl and 
Rs. 26.93 lakhs respectively. The cases of over-assessments noticed )'rere-
1706. 267 and 193 inVOlving Rs. 8.11 lakhs. Rs. 1.59 l~k~s and RI. 4i~8 
lakhs respectiveiy. The Committee regret th~t the MIO~stry arc not JD 

a position to give complete information regardlDg the achon taken on all 
these cases. In this connection they would like to refer to par~ 2.327 
of their 31st Report (Fiflh Lok Sabha) on lnC8tJl~-:tal. Thoy d""re that 
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there m.w be a time limit for taking corrective action on mistakes 
"ported by Audi, and a centralis~ periodical review in the case of otht"r 
direct taxes also. 

2.26. rTbattbtre is no centnllised control over the work of the In-
ternal Audit of other direct tax assessments is evident from the fact that 
the Ministry are unable to intiinate the number of mistakes pointed out 
by IntenW, Au",t and the action taken by the Department. In para-
Jl'aphs 2.27 to 2.29 of the 51st Report (Fifth Lok Sabha), the Com-
mittee had indicated how tDere could be a purposeful review of the v.ork 
of Internal Auditor income-tax assessments and a better coo.rdi·nation 
~twcen tlle Internal Au~t and ReveD1Ie Audit to have maximum impact 
on the revenue collecting machinery. The Committee desire that action 
on these : lines sbouJd betaken in regard to the internal Audit of other 
dDot·tlKes aIaa. They ho})e ·that future Audit Reports would include a 
.... of the working of InterDal Audit as furnished by the Ministry. 

2.27. ·The woEk of Internal Audit is not as though as it ought to be. 
ThiI is partly so because of the manner in which the ~l for In-
\cmal Audit is recruited. ·The Intemal Audit has an extre.my impurt:mt 
!Ole to· ~ ~d it caDDot, be too ..atronaJy emP.basised· that it -should 
be manned by competent person~' with B8tisfactory career prospects. 
This is not the case today and the Committee would, therefore. recom-
IIItIDd thattbil iUggelltiolt 'bepenued in a comprehensive manner 
dIqtdIltiOblly. . 

[51. Nos. 5 to 7 (paras 2.25 to 2.27) of Appendix III to 88th Report of 
'P.A.C. (1972-73)] 

.- r Action taken 

... %5. 'Ale __ fioD regarding action. oD.objeCtions d12fing audit 
year 197~ 71 is being collected from the' Commissioners concerned. 

As regards time-limit for taking corrective action the reply give~] in 
respect of ·Para· 2.i27 of the Slat 'Report'lnay please be ICOn. The ttme-
Hmits IIld oller Dle8ll1es detailed' therein cover objeetiObs 'relating to all 
the dlHct .axetl.1IDe ·Director of Inspection (Income-tax and Audit) 
Ibms a quarterty te'9hIw 01 action taken on important ·RevenUe Audit 
o"'jd~.Regirtnng objections' involving revenue etfect of ~less ~thaD 
Rs. '10,000 the Audit' furnishes six monthly lists of outttandmg. Items 
snathl Director of ftispection (ITIc Audit) watches f~OW up .actlOD (On 
these. Steps for briaging ·dOWD the pendency of audit ObjectIonS have 
helm tabu 'as detan~ in -Boarcfs IJlctmttion No, 5·52 ,P.2a1/3/73·-
,. 4 PAC dited 7tb June, 197~ (Copy ~tt~c:h~), 
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2.26. The information about number of internal audit objections for 
1970-71 and 1971-72 and action taken thereon is .beiag coUeoted. Atten-
tion is invited to the reply Jiven in respect of the Com~ee's recom-
mendations contained in Paras 2.27 to 2.29 of their Slst Report; the 
reply is applicable to other direct taxes ali· well. The CctmmiUee's recom-
mendations regarding review by the Revenue AuditQf the working of 
the Internal Audit, has been referred to the Comptroller and Auditor 
GeDenl of India for necessary compliance. 

2~27. The CollUDittee's suggestion has been ooted for CQIIlplaince. A 
systematic work-study of the Internal Audit organisation' us been en-
trusted to Director of 0 &.M Services. :who will keep.in -view the Com-
mittee's suggestion and submit suitable .proposals to the Ministry frlc 
consideration. 

[Ministry of 'Finance (DDpartment 'of Revenue and Insurance, O.M. 
No 231/30/72-A &PfllC dated 11th December 1973] 

Copy 

Important 
PAC Matter 

lutrlM)Jion No. SS2 

From 

To 

Sir, 

F. ·No. Z38/3/73-All.PAC 
Central Board of Direct Tun 

Shri S. K. LalI, 
Director, CBl>T. 

New Delhi, June 7, 1973 

All Commissioners of Income-tax (by name). 

SUB: Audit organisation . .in lllGOme-.tax Pwamnent-Pendency 
of Revenue Audit and Internal Audit Q1:1jections--Drive 
for liquidation of-

I am directed to say that the Pendency of Revenue Audit obj'!ctions 
awaiting settlemeJ1t and of Internal Audit objections awaiting rectification 
has assumed dijcon~ing proportions and an all-out effort is necessary, 
as indicated below, to bring down such pendency: 

(A) Revenue Audit: (i.) ACCQrding to the D.I. (IT&A),s latest 
review for the. month Clf March, 1973, there was a b:!lance 
of 2204 important Revenue Audit objections pending as On 
1.4.73 and out of this there were 1423 pending for over 
3 months, from which 92Swcre pending WIth· the :Accoufttants 
General and the remaining 498witil the -Department. As 
many as 296 of the poadiDgRev,n\1~iAvdit objeCtiaas""c 



(ii) 

,', 
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to the period prior to 1.4.1971. For these pendinog impor-
tant Revenue Audit objections (which involve tax effect of 
Rs. 10,000/- and above in Income-tax cases and Rs. 1,000/-
and above in other tax cases) a time limit of 4 'months for 

settling ~em was laid down in the O.I.'s letter No. Aud.(Genl.) 
(l)DIT/61 dated 11-9-61 rend with Board's letter No, 14/ 
2/61-1T dated 26-4-61. 

As regards minor Revenue Audit objections the Cs.I. T. were fur-
nished .with Board's circular Jetter No. ,233/1/73-A&PAC 
issued in March, 1973, Iis~ of such pending Revenue Audit 
objections in respect of which rectifications had not becn 
made within six months froin the date of receipt of local :\udit 
reports received dCliing the period 3Oth-"Wovember, 1971 to 
31st May, 1972; the Commissioners were requested to en-
sure completion rectificatioos by ISth April 1973 and inform 
the D.I. It is hoped that there has been compliance and a 
report from the D.I. in the matter will be received soon. 

(iii) AB per Board's letter F. No. 5/6/69-IT(Audit) dated 16·4. 
1970 there is a time limit of 3 months for settling these minor 
objections and this should be adhered to hi future. More 
recently, with the concurrence of the CAcAG, instructions have 
been issued vide No. 499 F. No. 246/17/72-A&PAC dated 
20-1-73 that Revenue audit objections may generally be 
treated as settled when rectificatory aCtion has been taken 
without waiting tilt the collection of relevant demand; 
in these instructions the Commissionersit!re asked ttl revise 
arid deal with the pendency of N.evenue Audit objections 
accordingly. This should be attended to in consultation 
with the Accountants General concerned so that the pendeIY.l}' 
of both important and other revenue Audit objectio'l'; is 
spedily"liquidated and improvement is reflected in the future 
repOrts sent by Commissioners. ..... 

(iv) Lastly, with ~egard. to important Revenue Audit o"jectionSi 
pending for want of replies from Accountants General;. vide 
sub-para (i) above, list of such Reve~uei Audit otijectio,1S 
awaiing replies from the Accountants General over a p~riod 
of two months may be sent to the Board so that the matter 
mav be taken up with the Director of Revenue Audit for 
getting iep1ie~ eJtpedited by the Accountants General. 

(B) Internal Audit: It is seen from the D.l's review Of intern:!1 nudit 
for the month of March 1973 that lhere were as many as 96,155 internal 
auditob;'lCtions pending on lst April, 1973 ·f« rectificatioJls and the. rc-
venue in~lolved in these ~objections was about Rs, 31.47 crQ1'es. A tIme 
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.1imit of· 3 months stands fixed for rectifications on lAP's objections vide 
D.I's No. M-6/7 /72-DIT dated 26th June 1972 ·and No. 
M-6/11/72-DIT Rectification dated 4th January 1973. In these instruc-
tions of the D.I, it was also indicated that the lAPs should, in cases 
covered by their objections, themselves draw up' draft rectification orders 
and put up the same directly to the ITO concerned for formal orders so 
that the delay on the part of the ITO's personal staff in carrying out the 
:-ectifications is avoided. The PAC took adverse notice of large pendency 
of internal audit objections awaiting rectifications vide extracts from paras 
2.27 -30 from their 5] st Report (1972-73) with Ministry's reply attacheo 
herewith as Annexure 'A'; thcy have repeated such criticism in their more 
recent 88th Report (1972-73) vide extracts attached as Annexure B. It 
is regretted that large pendency of rectifications has been aHowed to be' 
built up by not complying with the time limit of 3 months as indicated 
above. 

2. The strength of the Department's audit organisation has recently 
been increased with Board's No. F.66/83/72-Ad.VJI dated 6-12-72. The 
procedures for handling Revenue Audit and Internal Audit objectioos 
have also been streamlined and demiIed in the Board's Instructioos No. 
484 and 485 dated the 12th and 13th December, 1972 issued from F. 
No. 246/76/72-A&PAC. With the incr.eased strength and stareamlined 
procedures, there should be a tum for better. It is imperative that before 
the next PAC meets, may be in October 1973, there is appreciable reduc-
tion in the pendency of Revenue Audit objections (important and minor) 
and Internal Audit rectifications. The Board, therefore, desire that the 
Commissioners should take vigorous steps under personal supervision to 
reduce the pendency under both heads as on 1-6-73 by 10 per cent, 20 
per cent and 20 per cent in the months of June, July and Au~ust respec-
tively and send a compliance report so as. to reach the Board by 15th of 
the following months, in order that the P.A.C. may be briefed accordingly. 

3. The observations of the P.A.C. in their 88th Report reproduced 
in the Annexure B with regard to Tnternal Audit objections should be 
noted and complied with; the pendcncy of Internal Audit rectifications 
as on 1-6-73 accordine: to the schedule indicated in the preceed.ing pam 
should stand reduced by 50· per cent by 31st August, 1973 and It should 
be completely liquidated by 31st March 1974 and even for Internal audit 
rectifications arisin~ after 1-6-1973, the time limit of 3 months prescribed 
should be strictly followed. 

Enc1s: Annexures A&B. 

Yours faithfully, 
Sd/- (S. K. Lall), 

Director, CBDT. 
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Copy forwarded to Shri R. L. Malhotra, DI(lT&A), New Delhi. His 

report required by 15-5-73 as per Board's endorsement No. F. 232/1/73-
A&:PAC issued in March, 1973 is awaited and may be sent urgen~. 
Further, all-out effort may be made to see that the time schedule indicated 
above for reduction of pendency is followed up. There should be a 
special drive for bringing down the pendency and the audit organisation 
'ihoold be alerted and moved in this behalf by personal contact. Monthly 
-report on the progress made may be sent demi-officiaUy to Member (WT 
and Audit), CBDT, New Delhi by 15th of the following month. 

2. Copy forwarded for information to: 

(i) Directors of lI:spn. (Inv)/(RSP)/Dir. of O&M Services, New 
Delhi and Dir. IRS(Dn Staff College, Nagpur. 

(ii) ADI(RSP) (Bulletin Se.ction)-4 copies. 

(iii) AU Add!. Commissioners of Income-tax. 

(iv) All officers/Sections in technical wing of CBDT. 
Sd/- (B. Ahuja), 

• ,.,\ Assistant Director of Inspection (Rs&P). 
No. CC/Auditj515/30/RSPI73. 

ANNEXURE 'A' 

ACTION TAKEN ON -THE RECOMMENDATIONS OF THE PUBLIC 
ACCOUNTS COMMITTEE 

MINISTRY OF FINANCE 

(DEPARTMENT OF REVENUE & INSURANCE) 

Recommendations 

2.26. The Committee feel concerned over the increase in the number of 
cues of under-assessment and over-assessment ,detected by Revenue Audit 
duFiag the period 1 st Septen1ber, 1969 to 31st August, 1970. There were 
16,997 cases of under-assessment of tax amounting toRs. 858.92 lakhs 
and -6.004 cases if'Ivolving an over-assessment of tax of Rs. 191.41 lakbs 
during the period 1st September, 1969 to 31st August, 1970, as against 
12,418 casell of under-assessment involving t'ax of Rs. 687.19 lakhs artJ 
3,496 cases of over-assessment involving tax of Rs. 100.92 lakhs detected 
during the period from 1st September, 1968 to 31st Augu5t, 1969. Of the 
total of 16,997 ~ases of under.-assessment of tax detected during th;:- period 
lst September, 1969 to 31 sf August 1970, there was short levy of tax tlf 
Rs. 644.80 lakhs in 1096 case~ alone, while there were 840 such C'dses 
involving short levy of Rs. 537.46 lakhs during the period 1st September, 
1968 to 318t August, 1969, 



2.27. The increasing number of cases of under-assessment and GVe.t-
assessment det'ccted by Revenue Audit points to the need of intensificatioo 
of checks by Internal Audit. The Committee were informed that although 
the number of Internal Audit Parties was increased slightly during the year 
1969-70, they were still insufficient to cooduct more or less a concurrent 
audit of all caSes. From the figures furnished. to them~ the Committee find 
that the total assessments checked by the Internal Audit Parties decreased 
from 2,77,332 in 1969~70 to 2,54,142 in 1970-71. However, the cases or 
mtdel'-assemnent detected by the Internal Audit increased from 29,746 
involving short levy of tax amounting to Rs. 607.79 lakhs to 40,106 cases 
involvmg tax of Rs. 1230.71 lakhs in 1970-71. The number of 
cases d. over-assessment'S increased from 11,123 involving t,ax of Rs. 
173;()2 lakhtl to 17,120 involving tax of Rs. 397.43 lakhs. The Com-
mittee are not satisfied about the progress of rectification of the errors 
pointed out by the Intemal Audit Parties. According to the review con-
d~eted by the Directorate of Income Tax Audit. cases invofving only 20 
percental the aggregate tax realis~ble on rectification were rectified during 
1'970-71 ,white the corresponding percentage for 1971-72 was a little less 
ttn\n 30 'P'r cent. The Ministry have also notiCed that rectifications, in 
most of the cu!;es have not been done within the prescribed period of three 
months of the ra$ing of dbjections by the Internal Audit. The Ministry 
ar.e !Featly l:oncemed at the inadequacy of the rectification of errors point-
ed out by the Internal Audit and they propose to take some effective 
measures early. The Committee hope that effective measur~s will be taken 
by the Department to ensure that rectification of under-assessments and 
over-assessments detected by Internal Audit is made within the time of 3 
months. 
[Items 12 & 13 (Paras 2.26 &2.27) of the Fifty First Report of thcPublic 

Accounts Committee (1972-73) Fifth Lok Sabha] 
Action Taken by tbe GO.ehDileIlt 

2.26. The observations of the Committee have been noted. It nmy, 
however be elucidated that the figures mention'ed in Para' 34 oftbe 
C&A.G'~ Report, 1969-70 represent the total number of objectioris raised 
by t'be A18dit and not those 'admitted by the DepartmMt 'Which wiH be 
significantly les!l. Further, dur.ing the year 1969-70, the Audit sc'ratimsed 
a much larger number of cases viz. 2,74,470 as agamst 2,59,269 c(lSes 
scrutini!led in the year 1968-69. 

2.27. 1n this connection the Ministry's reply to para. 2.28 !Day pI~~lise 
be S'een. The Director of Inspection (Income-tax) lras ISSUed m~tn1ctlOns 
in January, 1973 to ensure that the prescrllbedt.ime 1imit~orrcctffication 
on tne basis of reven'Ue and internal audit objections are enforCed and the 
promptness in the matter achieved. 

Sd./- K. E. JOHNSON, 

F. No. 246/41/71-A&PAC. Joint Secretary to the Government of India. 



ANNEXURE 'A' 
AcnO~ TAKEN ON THE RECOMMENDATIONS OF THE PUBLIC 

ACCOUNTS COMMITTEE 
MINISTRY OF FINANCE 

(DEPARTMENT OF REVENUE AND INSURANCE) 
Recommendatioos of the Committee 

2;28. The Committee find that according to the instructions Jss'c~d 
by the Board in August; 1968, the Internal Audit Parties are required 
to take up checking of assessments, particularly those involving large re-
ven~es, s~n ~er the. assessments had been completed. According to 
the lDStructions ISSUed m December, 1969 the Internal Audit Parties arc 
required to take all category I assessments completed in rush period of 
February and March by the 30th June, following and the assessments on 
total income of one lath or more made in any other month are required 
to be checked within three months of the date of the assessment. The 
~mmittee have ,been informed that no special review regarding the 
actual implementation of the instructions was conducted since the Director 
of Inspection undertakes a monthly review of the 'performance of Internal 
Audit Parties. 

The Committee suggest that an immediate review of the working of the 
Internal Audit should be undertaken by the Board to find out how far 
they are carrying out the prescribed checks and bringing to notice cases 
of under or over assessment requiring rectification. The Board should 
also ensure that the rectification of the lapses is done promptly. 
[SI. No. 14 and para 2.28 of Appendix to 5Ist Report of the P.A.C. 

1972-73]. 
2.29. The Committee learn that the assessments checked by 1te In-

tenia! Audit Parties are not being stamped, with the result that it is diffi-
cult for the Revenue Audit to know whether the assessments have been 
checked by the Internal Audit Parties. The monthly reports of the In-
ternal Audit Parties are not being made available to the Revenue Audit 
as a matter of course. The Committee consider that there should be pro-
per coordination between the Internal Audit Parties and Revenue Audit 
so as to have maximum impact on revenue collecting organisation. This 
can be achieved by making the checks exercised by the Internal A",dit 
more comprehensive and thorough and by making their Reports available 
contemporaneously to the Revenue Audit. The Committee would further 
suggest that the scope and nature of check!! to be exercised by Internal 
Audit should be reviewed at least once in six months by the Board of 
Dizect Taxes in consultation with Revenue Audit so as to make the check-
ing more effective and pointed. 
[SI. No. 15 and Para 2.29 of the Appendix to 51st Report of the P.A.C., 

1972-73] 



2.30. The Committee in the various sections of this Report as well as 
of the 50th Report referred to inadequacies and lapses of Internal Audit 
and have also indicated the lines bn Which the Internal Audit check could 
be strengthened. They hope that Government would take due note of 
these and ta~e appropriate action early. 

[51. Nfl. 16 and Para 2.30 of Appendix to S 1st Report of the P.A.C., 

1972-13]. 

Action taken by the GovenHDeDt 

2.28. 'The working of the internal audit organisation was generally re-
viewed recently. The strength of the Internal Audit Organisation was 
found to be inadequate and steps have been taken to supplement _it. More 
lAPs have been sanctioned headed by Inspectors who are 'technically 
better equipped than the Supervisors who head the existing lAPs. Posts 
of 1T0s (Internal Audit) have been created for exclusive attention to and 
supervision over lAPs work; More posts of lACs (Audit) have been 
created for effective senior control. Lastly the DI(IT and Audit) has been 
given the assistance of a Deputy Director exclusively for attention to over-
all coordination and guidance of audit work in the Department. The pro-
cedures have also been streamlined. According to these latest instructions, 
inter alia the lAPs have been asked to submit draft recti&atory memos 
alongwith their audit objection, wherever feasible, so that the officer coa-
cerned may finalize the same promptly after show cause notice to the! 
assessee. Observance of rectification fortnights twice in a year, and a 
system of giving credit· in disposal output for the rectification work. done 
by the Income-tax Officers have also been introduced. 

2.29. The lAPs have been instructed to rubber st'amp all the files 
checked. Instructions have been iSSUed that copies of the lAP's reports 
should be made available to the Revenue Audit when requisitioned; copies 
of Monthly Reviews of the Director of Inspection are also now being sent 
to the Director of Revenue Audit. The Board keeps close watch over the 
O.I's coordination and cootrol of audit work and necessary instructions are 
issued to him from time to time, be!>ides frequent personal discussions and 
assessment. 'I 

2.30. The observations of the Committee have been noted Rnd various 
steps taken as detailed in comments against paras 2.28 and 2.29. 

Sd/- K. E. JOHNSON, 

Joint Secretary to the Government of India. 
F. No. 24J/5/72-A&PAC 



ANNEXURE 'B' 

EXTRACT FROM P.A.C's 881H REPORT (1972-73) 

The position of pendency of Internal Audit objections is indeed alarm-
ing inasmuch as 86,462 mistakes pointed out by them were outstanding 
without rcctiicatiou. as on 31st March, 1972 aad the approximate rcvenve 
effect is stated to be Rs. 21.19 crores. A time limit of 3 month for the 
rectification of the mistakes has be~n fixed only in July 1972. The Com-
mittee desire that the outstanding objections should 'be cleared within a 
target date not exceeding one year from DOW aDd it should he ensured 
that the current objections are settled strictly within a period of three mo". I 

The CoDURittee would like to refer to their observations mhting to the 
working of the lDtemal Audit contained in patagraplla 2.27 to 2.30 of the 
Slst Report (Fifth Lok Sabha). These obIervaticas .aIIy hold good in 
respect of the Internal Audit of other Direct Taxes. The ComD\itfee hope 
. that suitable acti&)n will be taken on the lines indicatod by them in roprd 
to the Internal Audit of other Direct Taxes also. 

RecomBaeadatioD 
2.48 .. For levy Of wealth-tax assets situated in foreign countries are 

to be vahledin Iadian curr~ at the rate of exchange prevailing on the 
'ftIuati€Hi dates. The CoIDmitteeare diStressed to learn that the omission 
10 adopt the correct rare of exChange due to devaloationof Indian currency 
in June, 1966 and the failure to convert the value of usets located in 
<Deylon iBto' Indian . rup'eleS resulted in under-charge of net wealtlt· of 
Rs. 21,34,961. The Board have ordered a review of aD cases df weaWh-
tax assessees having foreign assets whose assessments have been completed 
for the years 1967-68 onwards with a view to examining if the value of 
the foreign. asset& was correctly adopted. The Committee would like to 
know the outcome of the review. 

2.49. The Committee takes a serious view of the failure of the Internal 
Audit in that the omission was not detected by tdlent in ~our assessments 
of two assessees checlred. It is distressing to note the failure of the 
Internal Audit in not detecting simple arthmetical errors in the tax calcula-
tions. The Committee deprecate the tendency to enlarge the scope of 
check in a piocemeal fashion. They desire that the position should be 
compreh~!lsively eumrncd and detailed checks laid down so that where-' 
ver there is a failure of check a plea, may not be taken .by the Internal 
Audit that It particular item has not been specifically included in the items 
to b:! checked by them. 

[(Sl. Nos. 9-10)-Paras 2.48 and 2.49 of Appendix III to 88th 
R~rt of the P.A.C. (197~73) (Fifth Lok Ssbh'a)]. 
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Action taken 

2.48. A review of cases of Wealth-tax assessees having foreign assets 
whose assessments were finalised for the years 1967-68 onwards has since 
been completed. As a result thereof 93 cases involving undercharge of 
tax of Rs. 29,297 and 5 cases of overcharge of tax of Rs. 1,651 have bI:IeD 
detected in 7 Commissioners' Charges. The assessment in one case of 
unde~-assess~ent has bee~ !ectified. Steps are being taken for rectification 
('If mistakes In the remalDlDg 92 cases of under-assessment. Similarly, 
remedial measures are being taken in four cases of o\ler-assessment one , 
case being time-barred by limitation for action u/s 35. 

2.49. A number of steps have been taken for improving the perfor-
mance of the Internal Audit as detail in this Ministry's replies to paras 
2.45 to 2.27, 3.4 and 4.70 cf this Report (88th) of the Public Accounts 
Committee. Director of Inspection (Income-tax and Audit) has pres-
cribed comprehensive check-sheets for use by I.A.Ps. ,for various types of 
cases and further as the check-sheets cannot possibly be exhaustive, the 
D.I. has issued instructions dated 19tb August, 1972 (copy attached) 
that the cases audited should be fully checked and if there are other 
significant Points, not found included in the check-sheets, they should also 
be covered. 

[Ministry of Fin'ance (Department of Revenue and Insurance) O.M. 
No. F. No. 236/495/71-A&PAC, dated 23rd OCtober, 1973] 

ANNEXURE 
Below copy of OJ.'s Cir.cular bearing No. M-6/8/72/DIT, dated the 

19th August, 1972. 

SlJBJECT:-Correct role of Check-sheet-lnstruction regarding. 

An instance has come to notice where it was explained that the res-
ponsibility of lAPs in auditing a case does not travel beyOnd the check-
sheets evolved. The view that the scope of auditing an assessment is 
restricted only to the points covered in check-sheets is incorrect. In fact, 
the check-sheets are only illustrative and not exhaustive and jf there are 
any points which are relevant in a particular case but . are 
not mentioned in the check-sheets, it is the duty of an lAP to look mto 
such points too. On the other hand, it may not be necessary to waste 
time on all the items mentioned in check-sheet if they are not relevant to 
a tpllrticular C8.9C. 

It may, therefore, clearly be brought to the notice of all the lAPs that 
the check-sheet is meant only ;for general refereonce and guidance and that 
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their responsibility is not over, if, the)' restrict the checking of cases eDly 
to the points mentioned in check-sheets. 

The receipt of this letter may please be acknowledged. 
RecoauaauIatioD 

2.53. Although in this case the assessing officer correctly calculated 
the additional wealth-tax payable by the assessee on immoveable property 
situated in an urban area, the additiooal tax was not included in the 
demand notice iSSOed owing to a clerical error which resul1Jed in short-
recovery of tax to the extent of Rs. 24,368. While the Committee await 
a report regarding recovery of the amount, they would like to refer to para 
2.19 of t~eir 50th Rell0rt (Fifth Lok Sabha) wherein the need for 
counter-check of assessments before they are finalised and demand notices 
iSSUed was stressed. The Committee desire that necessary instructions 
for the counte·r-check of tax calculations in respect of wealth-taX, gift-tax 
and estate duty assessments as in the case of income-tax be issued with-
out delay and the Committee informed of action taken. 

[So No. 11 (Para 2.53) of A'pPendix III of 88th Report of the P.A.C. 
(1972-73) 5th Lok Sabha.] . 

Action taken 
2.53. Nec~sary instructions have since been issued vide Director of 

Inspection (Income-tax and Audit's) letter No. M-30/l15/73/DIT/I0835 
dated 15/17th October, 1973 (copy annexed) for the counter-checking of 
tax calculations in respect of other direct taxes also. 

Atten'tion is also invited to this Ministry's note of even Number dated 
20th March, 1973 in reply to the Public Accounts Committee's queries 'at 
Sl. Nos. 4 ~d 6 of their O.M. No. 2/7 /IV'/2/72-PAC dated 20121st 
September, 1972. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. 

To, 

No. F. No. 236/472/71-A&PAC dated 8th November, 1973]. 
ANNEXURE . 

F. No. M-30/115/73/DIT/10835 
DlRECTORATE OF INSPECTION 

(INCOME-TAX) 

Nirikshan Nirdeshalaya (Aayakar) 
Mayur Bhavan (4th Floor) 

New Delhi-llOOOl. 
October IS, 1973 
Octobe{ 17, 1973 

All Com-niss.ioners or" Income-tax/Add!. Commissioners of Income-tax. 

~ . aftl Checking of wealth-tax! gift-tax, estate duty cases by SUperviSOry st 
W.T. Officers/G.T. Officers and A.C.E.D. 
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Though there arc; specific instructions for checking of calculation by 
Head Oerks and Supervisors in income-tax cases, no such instruction 
exists in respect of WT/GT /ED. The Board, therefore, desire that ins-
tructions should now be issued that all W.T.,· G.T. and B.D. calculations 
made should also be checked by the Head Oerk/Supervisor in the circle. 
While doing so, the clerk/Head OerkjSupervisor/wro/GTOj ACED 
who calculate/check/recheck the tax quantum should put in their full 
signatures (and not initials) with name indicated clearly in tbo foot of the 
form. 

2. The Board had some time back directed that the WTO/GTO/ACED 
.bould personally check the tax calculations in certain cases (Instruction 
Nos. 465 and 614). The W.T., G.T. and E.D. forms did not contain 
anv ca~e to indicate -that tax calculations prepared by a person have been 
checked by another. Till these forms are suitably modified, rubber stamps 
may be used fOr this purpose. 

Yours faithfully, 

Sd./ - R. L. MALHOTRA, 

Director of Inspection (LT. & Audit), 

New Delhi. 

Recommendation 

The Committee are concerned to find that there is no effective In-
1emaI Audit check of gift-tax assessments. In paragraph 2.28 of the 50th 
Report (Fifth Lok Sabha) the Committee had taken note of the enlarge-
ment of the scope of Internal Audit check of Wealth-tax aS5essments since 
Jooe, 1969. Similar action is called for in respect of Estate Duty and 
.Gift-tax also. Further, the Committee desire that the quantum of check 
·of various categories of assessments should also be laid down specifically 
in conSUltation with the Statutory Audit. 

I[SI. No. 16 (para 3.4) of Appendix III to 88th Report of (1972-73) 
5th Lok Sabha] 

Action taken 

The scope of Internal Audit check ball since been enlarged and now 
covers Estate Duty and Gift-tax cases also. The Ministry have already 
issued instructions prescribing 3 priorities for internal audit of cases, U 

beJow: 
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(A) "Immediate" audit of cases of following top importaltt cate-· 
gories to be made within one month of completi~ of assess--
ment: 

(i) All limited company cases including S.P.T./S.T. assessments;. 

(ii) Other cases involving assessed total income of RI. 1 lakh and. 
above; 

(iii) Cases relating to other Direct Taxes with tax effect of 
Rs. 20,000 and above. 

(iv) Refund cases involving amount of Rs. 20,000 and above. 
(B) Next to above, the following cases are to be audited OD. 

'priority' basis: 

(i) Non-company cases with assessed total income between. 
Rs. 50,000 and Rs. 1 lakh; 

(ii) Other direct tax cases with tax effect between Rs· 10,000 and 
Rs. 20,000; 

(ill) Refund cases involving amounts between Rs. 10,000 and. 
Rs. 20,000. 

(C) Lastly, the remaining cases may be subjected to only selective' 
audit, depending upon the time which the Internal Audit Parties. 
can spare after attending to 'immediate' and 'priority' categories. 

[The Ministry of Finance (Department of Revenue & Insurance) O.M. 
F. No. 236/559j71-A&PAC dated 19-8-1973.} 

RecolDllleodation 
4.8. The plea that the Internal Audit could not scrutinise the assess-

ment in this case due to heavy pressure of work cannot be accepted: 
Measures should be taken to see that the Internal Audit covers in time' 
all the big cases. 

[Sl. No. 19 (para. 4.8) to Appendix III to the 88th Report of the 
PAC (1972-73) (5th Lok Sabha)1. 

Action taken 
4.8. A number of steps have since been taken for improving the per-

formance of the Internal Audit, as detailed in this Ministry's replies to· 
paras 2.25 to 2.27, 2.49, 3.4 and 4.70 of the 88th Report of the Public 
Accounts Committee. Instructions in this behalf have been further issued' 
YitIe copy of D.O. letter No. 236/297/72-A&PAC dated 25-9 .. 73 attached' 
u Annexure. 

(Ministry of Finance (Department of Revenue and Ia;urance) O.M. 
No. 236/533/71-A&PAC dated 20-10-1973.:t 



lK. E. JOHNSON 
MEMBER 

Ny dear 

ANNEXURE 
D.O. F. NO. 236/297/72-A&PAC 

CENTRAL BOARD OF PIRECT TAXES 
New Delhi, the Sept. 25, 73. 

'tuB: Audit 01 Jlnpo"nnt case$ by Internal Audit Parties-Need for 
expedition. 

Please refer to D.I. (I.T.)'s circular letter' No. M-6/7 /72-DIT dated 
26th June, 1972 prescribing the "Immediate Audit" licheme for audit by 
Internal Audit Parties of important cases within one month of the com-
lP!etion off 'the asscsament. It will be observed from para 3 of the Board's 
1nmction No. ISO F. S/6/69-IT(Audit) dated 16-4-70 th~t it was 
decided in consultation with Revenue Audit that the programme of their 
Local AuditParti6S would be drawn up and communicated by them at 
kast one month before their audit started and further that they would 
1lOt lmdertak.e audit 4uring the month of March aad confift~ their audit 
operations in the month of February to the comparatively unimportant 
-Circles. In the context of the aforesaid instructions, it is desired that the 
Commissioners must.ensure that aU assessments cOVt:red by 'immediate 
audit' scheme should be audited by the Internal Audit Parties during the 
'prescribed time limit of one month from the date of assessment and no 
1WCh assessments should remain unaudited by Internal Audit Parties when 
they are taken uo by the Revenue Audit Parties for scrutiny. 

2. Even with regard to next cate&ory of important cases falling under 
the head "Priority Cases", it has been noticed that the instructions issued 
with DI(IT),s No. Aud.(Genl.) (I)DIT/61 dated 7-2-1962 (Copy 
'attached) are not being followed. It was clearly indicated in the Dl's 
'instructions that the CIT should ensure that before the Aceountaots 
tGeneral's Audit Parties take up the audit of any Incotne-tax Circle for a 
-specified year, our own Internal Audit Parties should already have gone 
through the work of that Circle upto that particular year at least. 

3. These Instructions should be strictly followed and any omissions 
-should be adversely viewed. 

4. A large number of cases have come to the Board's notice where! 
the assessments checked by R.evenue Audit Parties had not been audited 
by Internal Audit Parties. Now that the strength of lAPs has been increased 
1Uld better supervis:oll prcwided by p<'sting "I ITOs (lntt'mal Audit) and 
addition to the number lACs (Audit), the instructions mentioned in the 
-preceding paragraphs should be rigidly fonowed so that the omissions of 
"the type noted above on the part of the Internal Audit Parties get avoided. 

Yours sincerely, 
'Sbri Sdj- K. E. JOHNSON 
Commissioner of Inc(~me·hlJt 
.(All CITs & ACIT s) 
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[No. Aud.(Gell1.)(!)DIT/61, dat~ 7-2-1962 fcom D 1.(I.T.)] 

VIII/lI/19: Audit of Income-tax Receipts and Refunds InstructiOO5 
regarding-P 368. 

Perusal of the important OIbjections raised by the Accountant Generals-
in the course of the Revenue Audit and referred to thift Direr.torate by 
them shows that the majority of the objections refer to mistakes in 
calculation of tax, spme of them involving substantial revenue. The fact 
that these mistakes' are detected· by an outside department having much 
lesser experience of such tax calculations would indicate that the mistakes 
are comnrltted not due to ignorance or complexity of the relevant provi-
sions but due to carele~sness on the part of the members of the sta1f 
responsible for tax calculations and their checking up. This is a state 
of affairs that needs to be remedied immediately. 

The Board hu been issuing instructions on this point {rom time to 
time and it is felt that if these instructions. had been followed scrupulously 
BUCh mistakes could easily have been avoided or at least detected and set 
right well before the revenue audit come into the picture. 

(2) Circular No. Manl (79) I.D.I.(Inv.) i54 dated 14-5-1955. 
(para 20) C.B.R. Bulletin Part-II, page 128. 

(3) Circular No. F. No.1 (35)..Ad VII/53 dated 2-9-1955. C.B.R. 
Bulletin Part II. Page 146. 

(4) C.B.R. letter F. No. 1 (35)-Ad VII dated 13-2-1956. C.B.R. 
Bulletin Part II. Page 206. 

(5) Orcular iNo. 19(LXII-12) of 1957 C.B.R. Bulletin Part-Il~ 
Page 425. 

(6) Circular No. 27(LXXII-14) D of 1958 dated 9-9-19.58. C.B.R. 
Bulletin Part 11, page 636. 

(7) C.B.R. letter F. No. 13(38)-I.T./59 date<) 30-7-1959, C.B.R. 
Bulletin Part-II, Page 749. 

With a view to ensuring'that such situations do not recur, it is felt 
that the following steps be taken immediately: 

(i) The Cs. I.T. should take steps to bring the existing instruc-
tions on the point to the notice of ·aU concerned, speciall¥ 
the members of the staff. 

(ii) Steps should be taken to ensure that the work of the Internal 
Audit Parties is kept uptodate as far as practicable. 
This not mean that they should take up the audit of an I.T . 

• CUcular No. F. No. 1 (35)-Ad VII/53 dated 29-6-19S4. 



33 

Circle in the last posSible year only to avoid action u/s 35 
or 34(1) (b) getting time barred but it means that the audit 
of the Circle/Ward/Disn.': bec:ompleted witbin a year of the 

original work. Where, however, due to aecumumtion of arrear 
work the Internal Audit Parties and/or the paucity of staff 
available/with the Cs. I.T. for this work this cannot be 
achieved, the Cs. I.T. shOuld at least ensure that before the 
Accountant General"s Audit Parties take up the audit of any 
I.T. Circle/Ward/Distt. for a specified year O'Ir own Internal 
Audit Pa.rties should already have gone through: the work of 
that Circle/Ward/Distt. upto that particular year at least. 

(iii) In cases where calculations, have .been made, checked and 
rechecked according to the existing instructions and mistakes 
are still detected by the Accountant General's Audit Parties, 
the Cs. I.T. should make it a point to see that appropriate 
action is taken against the defaulting members of the statI, 
depending upon the tax involved, the frequency of mistakes 
committed by a particular person etc. Where such mistakes 
have also passed unnoticed through the hands of the Internal 
Audit Party, strict action against the members concerned of 
the party would be indicated. 

Recommendadoas 
4.20. The Committee regret to note that carelessness in completing 

the estate duty assessment in this case. Out~tanding ineome-tax liabilities 
payable by the deceased (or the assessment years 1968-69 and 1969-70 
were not ascertained by the estate duty officer and the liabilities were 
allowed as claimed by the accountable persons. Further the fact that tax 
liability for the assessment year 1970-71 was also allowed, though the 
assessee died on 8-1-1969 shows that the officer had not checked tne 
accuracy of the claims. The Committee desire that suitable action should 
be taken for. this lapse. . 

[So No. 20 (Para 4.20) of Appendix III to 88th Report of P.A.C. 
(1972-73) 5th Lok Sabha.] 

Action taken 
4.20. The Assistant Controller of Estate Duty concerned in this case 

had also committed mistakes in other cases as well noticed in C.A.G.'s 
Reports 1970-71 and 1971-72. Disciplinary proceedings against him are 
under way accordingly. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. 
No. 236/504/71-A&:PAC, dated 12-10-1973·1 
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4.21. The assesSBlent iathis cue was made proviSionally on 26th 
June. 1969 and regular auessment WBI made on 3rd July, 1969. How-
ever. the Committee learn that the income-tax assessments of the assessee 
for the yeatS 1968-69 and 1969-70 wore completed only On 19th 

January. 1972. It is, therefore. not clear how the regular estate duty 
assessment taking into account the iDcome-tax liabilities was made earlier. 
Further the Committee would like to know whether the estate duty assess-
ment was further revised on knowing the final income-tax liabilities. 

[So No. 21 (Para 4.21) of Appendix III to 88th Report of the P.A.C. 
(1972.73) 5th Lok Sabha.] 

Actioa tllbn 
It was not correct on the part of the Assistant Controller of Estate 

Duty to complete the estate duty assessments without verifying the income-
tax and, wealth-tax liabilities from the relevant records of the deceased. 
DiacipJinary proceedings against the officer for this and other lapses 
noticed in audit are under way as already intimated to the Committee in 
.reply to para 4.20 of this Report (88th). 

2. The Estate.Duty assessment in question was further revised on 
15-7-1972 adjusting correct tax liability of RII. 75,880 as against 
Ra. 30,483 j. pointed out by the Revenue Audit. The details of the 
-correct tax liability and that indicated by Revenue Audit are given in the 
Annexure. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. 
No. 236/504/71.A&PAC, dated 27-10-1973.] 

ANNEXURE 

1968-69 1¢9-70 
Mpe1' 
Audit A.C.E.D. 

II per 
Audit A.C.E.D. 

Ra. Rs. Rs. Ra. 

.I. Total Income (Returned) 96,826 1,04,100 5I ,916(R) 79,750(A) 
ASsessed 

.2. Gross Tax . 54,734 60,770 18,728 35,780 

9,220 Not allowed 
'no proof' 

3. Lm T.D.S.· I 6,726 Not allowed 

4$,514 60,770 12,002 35,870 

4. Advance Tax and S.A. allowed 6,553 . Not allowed 20,480 20,480 

38,961 j l60,7?o -8,478 15>390 
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According to Acc')rding to 
Audit A.C.E.D. 

(-) 8.478 

30.483=30.483 

60,770 

15.390 

76,160=76.160 

AlIc;wed by A.C.B.D. 

1970-71 

The assessment was rec:dfied on 15-7-1972 by Illowing the following liabilities :-
Ra. 

I.T. for 1968-69 • • 60.770 

I.T. for 1969-70 • 15.390 

I.T. for 1967-68 . 

W.T. for 1968-69 

uu: I.T. Refund for 64-65. 65-66 and 66-67 
(3063+ 1,,+1950) s,r61! 

75,880 --_.-_._-----------------

. Reco_eDdatiOil 

4.27. Under the Estate Duty Act exemption from duty for ~e self 
Occupied house is admissible only in respect of properties belonging to 
the deceased and passing on his death. Although the properties did not 
belong to the deceased who had only life interest therein, exemption was 
irregularly given in two cases leading to the short-levy of tax of 
Rs. 80,000/-, as mentioned in the Audit paragraph. The Committee 
have been given to understaad that the Law Ministry also have opined 
that the provision of Section 33(1) (n) does not speak of "interest in 
property" but property itself. Hence the inclusion of life interest for 
exemption under this Section does not appear to be legally valid. The 



36 

Committee presume that the assessments have since beea revised and 
additiomal demand recovered. 

[So Nos. 22 (Para 4.27) of Appendix III to 88th Report of the P.A.C. 
(1972-73) 5th Lok Sabha.] 

Actio. &aken 
4.27. (a) The Law Ministry (at the level of Assistant Legal Adviser) 

had initially opined that the benefit of exemption u/s 33 (1 )(n) is not 
available if the deceased had only life interest in the property in which he 
resided .. However, in view of a subsequent opinion of the Law Ministry 
given in another connection at the level of Joint Secretary and Legal 
Adviser, the matter has again been referred to them for their considered 
opinion. . 

(b) The assessmel'1t in the case of late Sri D. R. Baria was revised 
raising an additional demand of Rs. 39,041/-. The Accountable Person 
has presently surrendered Annuity Deposit Certificates worth Rs. 13,583/-, 
the encashment of which is under correspondence with the Reserve Bank 
of India. In the other. case t,oo the assessment was revised raising an 
additional demand of Rs. 40,000/-. In this case, however, the demand 
stands wiped off as the Appellate Controller of Estate Duty has allowed 
the appeal of the Accountable Person, holding that exemption u/s 
33(1)(n) of the Estate Duty Act has to be granted in respect of property 
in which the deceased had life interest. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. 

No. 236/502/71-A&PAC, dated 23-10-1973.]. 

Recommendations 
4.37. The Committee would like to deal with the following general 

questions arising out of this audit paragraph. 

4.38 The Committee -are· of the view that the rate of interest of 4 
per cent or any higher rate yielded by the property recoverred for th~ post-
ponement of payment of estate duty allowed, is low. The Ministry are 
also in agreement with this view. Under the Income-tax Act interest is 
leviable at 12 per cent per annum on the outstanding dues. The Estate 
Duty Act requires amendment to mise the rate of interest. 

4.39 Further, the Committee find that under the Estate Duty Act 
interest become leviable only when extension of time for the p:iyment of 
duty is granted. If the extension is not obtained the accountable person 
does not become liable for interest. Thus the provisions of law are more 
favourable to defaulters who do not seek extension of time. The Com-
mittee therefore, desire that the necessary amendment should be effect-
ed to remove this anomaly. 
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4.40 The two amendments suggested above by the Committee shouW 

be brought about without delay. 

4.49 At the present the rate of interest chargeable for the delayed. 
submission of returns is ooly 6 per cent whereas in the Income-tax Act 
it has since been increased to 12 per cent. Further, the interest is leviable. 
ooly in c.1ses where extension of time is applied for and granted by the 
Controller of Estate Duty. Earlier in this Rep:ut the Committee have 
referred to the need for raising the rate of interest leviable for the delayed 
payment of Estate Duty and r.emoving the anomalyia the matter of H~bi
lhy to pay interest. I~ediate action as suggested therein is necessary 
in the case of interest payable for the delayed submissioo of returns also. , " 

[So Nos. 24 to 27 paras 4.37 to 4.40 aiJd 4.49 of the Appendix III to t]10 
88th Report of the PAC (1972-73) (Fifth Lok Sabha)l 

Actioa taken 

The recommendations of the Committee have been noted. These will; 
be taken up when amendments to the Estate Duty Act are considered. 

[Ministry of Finance (Department of Revenue & Insurance) O.M. No. 
F. 236/514/71-A&PAC, dated 17th December, 1973] 

Recommendation 

4.50 Although in one case referred to in the Audit paragraph the· 
omission to levy interest was noticed by Internal Audit as early as 10th 
March, 1967. no action was taken to rectify it till December, 1970. The 
Committee take a serious view of delay in taking rectificatory action on 
the basis of Internal Audit objections, particularly where, as in the case 
in question the public excheq~er suffered. The position of pendency of 
Internal Audit objections is indeed alarming in as much as 86,462 mistakes 
pointeil out by them were outstanding without rectification as on 31 st 
March, 1972 and tho approximate r.evenue effect is stated to be Rs. 21.19 
crores. A time-limit of 3 months for the rectification of mistake J.as been 
fixed only in July, 1972. The Committee desire that the outstanding 
objections should be cleared within a target date not exceeding one year 
from now and it should be ensured that the current objections are settled' 
strictly within a period of three months. 

[Sl. No. 28 Paras 4.50 of Appendix III to the 88th Report of the PAC 
(1972-73) (Fifth Lok lYabha)] 

Action taken 
4.50 (a) The copy of Internal Audit Objection appears to have been· 

misplaced in shifting of the office of Assis~nt Controller of Estate Duty 
from P-D, Chowringhee Square to 10, Middleton Rowand the matter· 
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• 1thus escaped attention till Revenue Audit pointed it out, after which the 

~ec:tification was made. 

(b) As regards the steps for ensuring prompt rectificatory action, the 
MiDistry mare the Committee's anxiety. The Ministry have issued Ins-
tructica No. 552 '(F. No. 1238/3/73-A&PAC) dated 7th June, 1963 
(.copy enclosed) indicating a time bound programme for liquidation of 

.arrears and it bas been emphasised that for objections currently received 
:the three months time-limit should be adhered to. Chairman: C.B.D.T. 
lias also written demi-oflicially to Commissioners in this regard and the 
.Director (\f btspection (Income-tax & Audit) has been asked to keep 
!pecial watch. 

[MiniStry of Finance (Department of Revenue & Insurance) O.M. No. 
236/516/71-A&PAC dated 17th December, 1973.] 

COPY 

Important Instruction No. 552 

:P .A.C. Matter 

-From 

To 

'Sir, 

F. No. 238/3/73-AlLPAC 
Central Board of Direct Taxes 

Shri S. K. LalI, 
Director, CBDT. 

New Delhi, June 7, 1973 

All Commissioners of Income-tax (by lJame) 

Sub: Audit organisation in Income-tax Department-Pendency of 
Revenue Audit and Internal Audit objections-Drive for 
liquidation o£-

I am directed to say that the pendmcy of Revenue Audit objections 
.awaiting settlement and of Internal Audit objections awaiting rectification 
has assumed disconcerting proportions and an all-out effort is necessary, 
.as indicated below, to bring down such pendency: 
(A) Revenue Al4dit: 

(i) According to the OJ. (IT&A)'s latest review for the month of 
Match, 1973, there was a balance of 2204 important Revenue Audit 
objections pending as on 1st April, 1973 and out of this there were 1423 
pending for over 3 months, from which 925 were pending with the Ac-
countant General and the remaining 498 with the Department. As many 
afl 296 of the peoding Revenue Audit objections relate to the period prior 
to lit April, 1971. For these pending important Revenue Audit objec-
,tions (which invo1ve tax effect of Rs. 10,000 and above in Income-tax cases 
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for settling them was laid down in the DJ.'s 1ettCI No. 'Aud.(Genl) (1 )DIT / 
61 dated 11th May, 1961 read with Board's letter No, 14/2/61-IT dateJ~ 
Uth April, l Q61. 

(ii) As regards minor Revenue Audit objections the Cs.I.T. were-
fumisbed with Board's circular letter No. 233/1/13-A&PAC issued in 
March, 1973, lists of such pending Revenue Audit objections in respect 
of which rectifications had not been made within six months from the date' 
of receipt of local audit reports received during the period 30th November" 
1971 to 3]st May, 1972; the Commissioners were requested to ensure' 
completion rectifications by 15th April. 1973 and inform the D.l. It 
is hoped that there has been compliance and a report from the 0.1. in the' 
matter will be received soon. 

(iii) As per Board's letter F. No. S/6/69-IT(Audit) dated 16th April,. 
1970 there is a time limit of 3 months fO'l' settling these minor objections 
and this should be adhered to in future. More r.ecentJy, with the con-
curreace of the C&AG,instructions have been issued vide No. 499 F. No. 
246/17/72-A&PAC dated 20th January, 1973 that Revenue Audit objec-
tions may generally be treated as settled when rectificatory action has bl"en' 
taken without waiting till the collection of relevant demand; in these 
instructions the Commissioners were asked to revise and deal with the' 
'pendency of Revenue Audit objections accordingly. This should be at-
tended to in consultation with the Accountants General ccncerned so that 
the pendency of both important and other revenue Audit objections is· 
speedily liquidated and improvement is reflected in the future reports 
sent by Commissioners. 

(iv) Lastly, with regard to important Revenue Audit objections pend-
ing for want of replies from Accountants General vide sub-para (i) above, 
list of such Revenue Audit objections awaiting replies from the Account-
ants General over a period of two months may be sent to the Board so 
that the matter may be taken up with the Director of Revenue Audit 
for getting replies expedited by the Accountants General. 

(B) Internal Audit: 

It is seen from the D.Ls review of internal audit for the month of 
March 1973 that there were as many as 96,155 internal audit objection! 
jlendi;g on 1st April, .1973 for rectifications and .the ~e~enue involved 
in these objections was about Rs. 31.47 crores. A hme bmlt of 3 months 
stands fixed for rectifications on lAP's objections vide D.I.'s No. M-6( 
7/72-D1T dated 26th June, 1972 and No. ~-6/11/72-DIT ~ectirication 
dated 4th January, 1973. In these instructions of the 0.1.,' It ~as, also 
indicated that the lAPs should, in cases covered by theIr obJecttons, 
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themselves draw up draft rectification orders and put up the same dir«=~y 
to the ITO concerned fot formal orders so that the del'llY on the part Qf 
the ITO's personal staft in carrymg out the rectifioatioos is avoided. 
Tbe PAC took adverse notiCe of large pendency of internal audit obj~
tions awaiting rectifications vide extracts from paras 2.27-30 from their 
31st Report (1972-73) with Ministry's reply attached herewith as Annex-
ure 'A'; they have repeated such criticisrtl in their more recent S'S'tb 
Report (1972-73) vide extracts attached as Annexure B. It is regretted 
that large pendency of rectifications has been allowed to be built up by 
not complying with the time limit of 3 months as indicated above. 

2. The strength of the Department's audit organisation has recently been 
increased with Board's No. F. 66/83/72-Ad. VII dated 6-12-1972. The 
procedures for handling Revenue Audit and Internal Audit objections have 
also been streamlined and detailed in the Board's Instructions No. 484 and 
485 dated the 12th and 13th December, 1972 issued from F. No. 246/76/ 
72-A&PAC. With the increased strength and streamlined procedures, there 
should be a tum for better. It is imperative that before the next PAC 
meets, may be in October 1973, there is appreciable reduction in the pen-

. dency of Revenue Audit objections (important and minor) and Internal 
Audit rectifications. The Board, therefore, desire that the Commissioners 
should take vigorous steps under personal supervision to reduce the pend-
ency under both heads as on 1-6-1973 by 10 per cent, 20 per cent and 
20 per cent in the months of June, July and August respectively and send 
a compliance report so as to reach the Board by 15th of the following 
months, in order that the P.A.C. may be briefed accordingly. 

3. The observations of the P.A.C. in their 88th Report reproduced in 
. th.e Annexure B with regard to Internal Audit objections should be noted 

and complied with; the pendency of Internal Audit rectifications as on 
1-6-1973 according to the schedule indicated in the preceding para should 
stand reduced by 50 per cent by 31st August 1973 and it should be com-
pletely liquidated by 31st March 1974 and even for internal audit rectifica-
tions arising after 1-6-73, the time limit of 3 months prescribed should 
be strictly followed. 

-Epc1s: Annexures A&B 

Yours faithfully, 
(SD/-) S. K. LALL, 

Director, CBDT. 
" 

COpy forward to Shri R. L. Malhotra, DI(IT&A), New Delhi. His 
report required by 15-5-1973 as per Board's endorsement No. F.232/1/ 
1973-A&PAC issue in March, 1973 is awaited and may be sent urgently. 
Further, all-out effort may be made to see that the time schedule 
UndicatO"l above for reduction of pendency is followed up. There 
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should be a special drive for bringing down the pendeDcy and the audit 
orgamsation should be alerted and moved ,in ,this bebalf . by penonal· coo-
tact. . Monfh1y report ,on the progress made may be sent demi~cial1y 
10 Member (WI' and Audit), CBDT, New Delhi by 15th of the follow-
ing IIlOI1th. . 

2. Copy forwarded for informatibn to: 

TuHy 

(i) Directors of Inspn. (Inv)/(RSP)/Du. of O&M Services, New 
Delhi ana DU. IRS(DT) Staff ,Colte,e Nagpur. 

(li) ADI(RsP) (Bulletin Section)-4 copies 

(iii) All Add!. Commissioners of Income-tax. 
(iv) All officers/Sections in technical wing of CBDT. 

(Sd.) B. AHUJA, 

Assistant Director of Inspection (RS&p). 

No. CC/Audit/515/30/RSP/73. 

ANNEXURE 'A' 

ACTION TAKEN ON THE RECOMMENDATIONS OF THE 
PUBLIC ACCOUNTS COMMITTEE 

Name oj the Ministry 
MINISTRY OF FfNANCE 

(Department of Revenue and Insurance) 
Recommendations oj the Committee 

2.26. The Committee feel concerned over the increase in the number 
of cases of under-assessment and over-assessment detected by Revenue 
Audit during the period 1 st September, 1969 to 31 st August, 1970. There 
were 16,997 cases of under-assessment of tax amounting to Rs. 858.92 
lakhs and 6,004 cases involving an over-assessment of tax (If Rs. 191.41 
lakhs during the period 1st September, 1969 to 31st August, 1970, as 
against 12.418 cases of under-assessment involving tax of Rs. 687.19 lakhs 
and 3,496 cases of over-assessment involving tax Rs. 100.92 lakhs detected 
during the period from 1st September, 1968 to 31st August, 1969. Of the 
total of 16,997 cases of under-assessment of tax detected during the period 
1st September, 1969 to 31st August 1970, there was short levy of tax of 
Rs. 644.80 lakhs in 1096 cases alone, while there were 840 such cases 
involving short levy of Rs. 537.46 lakhs during the period lst September, 
1968 to 31st August, 1969. 

2.27. The increasing number of cases of under-assessment and over-
assessment detected by Revenue Audit points to the need of intensification 
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of checks by IntemaI Audit. The Committee were informed that alt8c:HJJh 
the number of Internal Auc:tit Parties was increased sJ.i&hdy durina the you' 
1969-70, they were still insufficient to conduct more or leu a cotK:atrent 
audit of all cases. From the figures furnished to them, the CommiUoe fiDd 
that the total assessments checked by the Internal Audit Parties d~rease<l 
from 2,77,332 in 1969-70 to 2,54,142 in 1970-71. However, the cases 
of under-assessment detected by the Internal Audit increased from 29,746 
involvina short levy of tax amoundag to Rs. 607.79 lakhs to 40,106 cases 
involving tax of RI. 1230.79 in 1970-71. The number of cases of over-
assessments increased from 11,123 involving tax of RI. 173.02 lakhs to 
17,120 involving tax of Rs. 397.43 lakhs. The Committee are not satis-
fied about the progress of rectification of the errors pointed out by the 
Internal Audit Parties. According to the review cODduc&ed by the Direc-
torate of Income Tax Audit, cases involving only 20 per cent of the aggre-
gate tax ream able on rectification were rectified during 1970-71, whilo 
the corresponding percentage for 1971-72, was a little less than 30 per cent. 
The Ministry haveJ also noticed that rectifications, in most of tho cases have 
not been done within the prescribed period of three months of the raising 
of objections by the Internal Audit. The Ministry are greatly concerned 
at the inadequacy of the rectification of errors pointed out by the Internal 
Audit and they propose to take some effective measures early. The Com-
mittee hope that effective measures. will be taken by the Department to 
ensure that rectification of under-assessments and over-assessments detected 
by Internal Audit is made within the time of 3 months. 

[Items 12 & 13 (Paras 2.26 & 2.27) of the Fifty First Report of the 
Public Accounts Committee (1972-73) Fifth Lok Sabha]. 
Action taken by the Government: 

2.26. The observations of the Committee have been noted. It may, 
however, be elucidated that the figures mentioned in Para 34 of the C.&A. 
G's Report, 1969-70 represent the total number of objections raised by the 
Audit and not those admitted by the Department which will be significaody 
less. Further, during the year 1969-70, the Audit scrutinised a much 
larger number of cases viz., 2,74,470 as against 2,59,269 cases scrutinised 
in the year 1968-69. 

2.27. I. this connection the Ministry's ~ply to para 2.28 may please 
be seen. The Director of Inspection (Income-tax) has issued instructions 
in January, 1973 to ensure that the prescribed time limit for rectification 
on the basis of revenue and internal audit objections are" enforced and the 
promptness in the matter achieved. 

F. No. 246/41/71-A&PAC. 

(Sd.) K. E. JOHNSON, 
Joint Secy. to the Government of India. 
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ANNEXURE 'A' 

AcnON TAKEN ON THE RECOMMENDATIONS OF TIlE 
PUBLIC ACCOUNTS COMMITTEE 

Name of the Ministry 

MINISTRY OF FINANCE 
(Department of Revenue & Insurance) 

Recommendations of the Committee 

2.28. The Committee find that according to the instructions issued by 
the Board in August, 1968, the internal Audit Parties are required to take 
up checking of assessments, particularly those involving large revenues, 
soon after the assessments had been completed. According to the instruc-
tions issued in December, 1969 the Internal Audit Parties are required to 
take all category I assessments completed in rush period of February and 
March by the 30th June, following and the assessments on total income of 
one lakh or more made in any other month are required to be checked 
within three months of the date of the assessment. The Committee have 
been informed that no special review regarding the actual implementation 
of the instructions was conducted since the Director of Inspection under-
takes a monthly review of the performance of Internal Audit Parties. 

The Committee suggest that an immediate review of the working of 
the Internal Audit should be undertaken by the Board to find out bow 
far they are carrying out the prescribed checks and bringing to notice 
cases of under or over assessment requiring recti1ication. The Board 
should also ensure that the rectification of the lapses is done promptly. 

[SI. No. 14 and para 2.28 of Appendix to 5ist Report of the P.A.C. 
~ 1972-73.] 

2.29. The Committee learn that the assessments checked by the Inter-
nal Audit Parties are not being stamped, with the result that it is difficult 
for the Revenue Audit to know whether the assessments have been checked 
by the Internal Audit Parties. The monthly reports of the Internal Aadit 
parties are Dot being Qladc available to the Revenue Audit as a matter of 
course. The Committee consider that there should be proper coordina-
tion between the Internal Audit Parties and Revenue Audit 80 as to have 
maximum· impact on revenue collecting organisation. This can be achiev-
ed by making the checks exercised by the Intema1 Audit more comprehen-
sive and thorough and by making their Reports available contemporane-
ously to the Rewnue Audit. Tbe Committee would further suggest that 
the scope and nature of checks to be exercised by Internal Audit should 
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De reviewed at least once in six months by the Board of Direct Taxes in 
consultation with Revebue Audit so as to make the checking more effective 
and pointed. 

[Sl. No. IS and Para 2.29 of the Appendix to 51st Report .of the 
P.A.C., 1972-73.] 

2.30. The Committee in the various sections of this Report as well as 
of the 50th Report referred to inadequacies and lapses of Internal Audit 
and have also indicated the lines on which the Internal Audit check should 
be strengthened. They hope that Govt. would take due note of these and 
take appropriate action early. 

[SI. No. 16 and Para 2.30 of the Appendix to 51st Report of the 
P.A.C., 1972-73.] 

A.ction Ta/un by the Government 

2.28. The working of the internal ~udit organisation was generally re-
viewed recently. The strength of the Intemal Audit Organiaation .... 
found to be inadequate and steps have been takcq to supplement it. More 
lAPs have been sanctioned headed. by Iqspectora wQo are techaically better 
equipped than the Supervisors who head the existing lAPs. Posts of fK)a 
(Internal Audit) have been created for exclusive attention to and super-
vision ever rAPs work. More posts of lACs (Audit) have been created 
for effective senior control. Lastly the DI (IT.& Audit) has been given 
the assistance of a Deputy Director exclusively for attention to overall c0-
ordination and guidance of audit work in the Department. The procedures 
have also been streamlined. According to these latest instructionll~' tnU!r 
alia the lAPs have been uked to submit draft rectificatory .memos aloOl-' 
with their audit objection, wherever feasible, so that the officer conoerned 
may finalize the same promptly after show cause notice to the assessoe. 
Observance of rectification fortni~ts twice in a year, aDd a system of 
giving credit in disposal output for the rectification work done by the 
Income-tax Officer have also been introdUCed. 

2.'29. The lAPs have been instructed to rubber stamp all the files check-
ed. Instructions have been issued that copies of the lAP's reports should 
be made available to the Revenue Audit when requisitioned; copies of 
Monthly Reviews of the Director of Inspection are also now being sent to 
the Director of Revenue Audit. The Board keeps close watch over the 
D.I.'s coordination and control of audit work and necessary instructions 
are issued to him from time to time, besides freqUent personal discussions 
and assessment. 

2.30. The observations of the committee have been noted and various 
steps taken as detailed in comments aaainstparas 2.28 and '2.29: 

. Sdl ~ K. E .. JOHNSON, 
JGiIU Sccrotery to * Government of Iadia. 

F.No. 241/S/72-AAPAC. , (i 
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ANNEXURE IB' 
:a.x'tRACr FROM P.A.C.'s 88TH REPORT ('1972-73) 

The position of pendency of Internal Audit objections is indeed alarm-
ing inasmuch as 86.462 mistakes, pointed out by them were Qlltst,aadJng 
without rectification as on 31 st March 1972 and the approximate revOllUO 
'effect is stated to be Rs. 21".19 crores. A time limit of 3 months for .. 
rectification of the mistakes has been fixed only.iD July 197~. The Com· 
mir.ee desire that the outstanding objections should ee cleared within a 
target date not exceeding one year from now and it should be euu.red that 
the current objections are settled strictly within a period of three months. 

The CommiUee wovld like to' refer to their obaervatioaa reIatbIg to .. 
working of the Internal Audit contained in paragraphs 2.27 to 2.30 of .. 
51st Report (Fifth Lok Sabha). These observations equally hold good in 
respect of the Internal Audit of other Direct Taxes. The Committee bopel 
that suitable action will be taken on the lines indicated by them in regard 
to the Internal Audit of other Direct Taxes also. 

RecoIlUlleDdatiOIlll 

4.51. The Committee would like to refer to their observations relating 
to the working of the internal Audit contained in paragraphs 2.27 to 2.30 
of the 51st Report (Fifth Lok Sabha). These observations equally bold 
good in respect of the Internal Audit of other Direct Taxes. The Com .. 
mittee hope that $uitable action will be taken on the liIles indicated by them 
in regard to the, Internal Audit of other Direct Taxes also. 

[81. No. 29 (para 4.5) to the Appendix m of the 88th Report of the 
PAC (1972-73) (5th Lok Sabha).] 

Acfiop taken 
4.51. Attention is invited to the Ministry's reply to paragraphs 2.27 to 

2.30 of the 51st Report (Fifth !.ok Sabba), also to Para 3.4 of the preeent 
Report (88th). 

[Ministry of Finance (Department of Revonue & Insurance) O.M. 
No. 236/S16/71.A&PAC. dated 28-9-1973.} 

Reeommendad .. 
4.59. In the 'case referred to in sub-para (a) of the Audit paragraph, 

there bas breeD a deplorable failure to cordate the E8tate ))uty 8!!IeS&ment 
l'ICCords with those of the Wealth-tax. Only after the Committee raised 
the point, some instructions have been issued in November, 19n fOJ 
-co-ordillated handling of assessments relating to various direct taxes. 
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Some further improvements are also under consideration. The Com-
mittee wish that a fool-proof procedure should be evolved without delay 
to safe~d the interest of revenue. Suitable instructions should also be 
Jaid down in this regard for the guidance of the Internal Audit. 

4.60. The Committee find that me Internal Audit Party failed to check 
the assessments in one case and having checked failed to detect the mis-
take in another. The Committee have elsewhere in this Report referred 
to the inadequacy of the arrangement for the Internal Audit of the Jistate 
Duty assessments. They trust that the Internal Audit will be made effec-
tive in future. . 

4.61. The Committee would like the Ministry/Audit to ensure the 
rectification of the assessments and recovery of addl. demands in these 
c~. 

[S1. No. 30 to 32 Paras 4.59 to 4.61 to the Appendix ill of the 88th 
Report of the P.A.C. (1972-73) (Futh Lok Sabha).] 

Action taken 

4.S9. Recommendations of the Committee ha.e been noted. The 
Board have since issued further instructions emphalising the need for pro-
per coordination vide copies of Bo~ Instructions No. 494, S44, and 
592 dated 10th January, 1973, 8th May, 1973 and 22nd August, 1973 
attached as Annexures A, B It C. Director of Inspection (Income-tax and 
Audit) has issued instructions [vide para 4 of his Circular No. S/A\ldit/73~ 
dated 27th August, 1973 copy attached as Annexure DJ requiring the 
I.A.Ps. to ensure during their audit that there has been coordinated handling 
of assessments relating to various direct taxes. Director, O. & M. Services 
is considering other ways and means of additionally ensuring coordination. 

4.60. Attention is invited to this Ministry's replies to paras 2.25 to 2.27 
and paras 3.4 and 4.70 of this Report (88th) of the Public Accounts Com-
mittee. These replies detail the steps taken for improving the performance 
of the Department's Internal Audit Organisation. 

4.61. In the first case of late Shri G. L. Pawar mentioned in para 
84(a) of the c&AG's Report 70-71, additional demand of Rs. 29,438 
was raised on revision, out of which Rs. 10,000/- has been paid and the 
balance of demand is kept in abeyance till disposal of appeal. In the 
other case of Shri C. D. Gaekward mentioned in para 84(b) of the 
C.A.G.'s Report 70-71, the assessment. was 'revised on 10th July, 1973 
raising additional demand of RI. 56264; the A.C.B.D. bas been asked to' 
recover .the demand promptly. 

[Ministry of Finance (Deptt. of Rev. and Insurance) O.M. No. 236/525/ 

71.A&PAC, dated 12-10-1973.] 
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A.NNEXURE 'A' 

F. No. 309/6/72-E.D. 
GOVERNMENT OF INDIA 
MINISTRY OF FmANCB 

Instruction No. 494 

(VI'ITA MAN1'RALAYA) 

DEPARTMENt' OF REVENUE AND INSURANCE 

(RAJASWA AUR BIMA VLBHAG) 

CENTRAL BOARD OF DIRECT TAXES 
New Delhi, the 10th January, 1973. 

All Commissioners of Income-tax. 

SUBJECT:. P{oper Co-ordination between the ;Income-tax Officers! 
Wealth-tax Officers a~d &sistant Controllers of Estate 

Duty-Instructions regarding-
I am directed to invite your attention to Board's instruction No. 172 

.dated 15th May, 1970 (issued from File No. 4/69/69-ED) wherein you 
were reque9ted to issue instructions to all the Income-tax Officers/Wealth-
taX Officers to ensure that the fact of the death of an assessee is immediate~ 
ly intimated to the concerned Assistant Contro)]ers of Estate 1>11'ty. It 
has been brought to the notice of the Board that the aforesaid instruotions 
were not always being fo)]owed by the Income-tax Officers/Wealth-tax 
Officers, as a result of which, estate duty proceedings could not be com-
menced in some cases within the prescribed limitation-period, and there-
fore, a good amount of revenue was lost. 

2. The Board desire that the need for tpromptly communicating the 
information about the death of an assessee to the concerned Assistant 
Contro)]er of Estate Duty may once again be impressed upon the Income-
tax Officers/Wealth-tax Officers. You should also ensure that in case of 
any lapse in this regard a serious note is taken and the officer responsible 

_ for it is suitably punished. 
3. In paragraph 3 of the Board's instruction, undu reference, it was 

also suggested that in any case where the assessment is cancelled by the 
Appellate Controller, on the groUnd that the assessment completed by the 
Assistant Controller of Estate Duty on the return voluntarily filed by tho 
Accountable Person after the expiry of five years from the death of the 

,deceased was barred by limitation under section 73A of the Estate Duty 
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Act, 1953, the matter should be .C:ODtcatcd further in Iippeal. Recently 
the Public Accounts Committee while considering an estate duty case,. 
i;lave observed that it i& unfortunate that due to ignorance Of the above 
position, the orders of the appropriate authorities were not appealed 
against. The Board, therefore, desire that with a view to avoid any fur-
ther loss to revenue, all Assistant Controllers of EState Duty may please 
be directed, once again, to strictly follow the above instructions and that 
the Deputy Controllers of ,Estate .outy may also be advised to see that 
this is d~ll!:. 

Yours faithfully, 

Copy forwarded w:....,.. 

Sd./- BALBlR SINGH, 
Secretary, Cc"tr'al Board Of Direct Taxe.'I. 

As usual. 

From 

To 

Sir, 

ANNEXURE 'C' 

/1IStructio" No. 592 
F. No. 236/159/72-A&PAC 

CENTRAL BOARD OF DIRECT TAXES 
New Delhi, August 22, 1973. 

S1u',i $. J<.. ~, 
Dil'c\ctOr, Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

SUBJECT: I'llCODlC-tax and other taxes .asses~nts-Coocdination 
of-Need for-. 

I am directed to invite your attention to the marginally· noted Board's 
Instructions, wherein Commissioners were asked to ensure proper co-
ordination between Income-tU and other direct taxes assessments. 

2. A case has cOJD.e to the noti~ Of the BolU'd (vide para 29{i) of 
C&AG's Report, 1971-72) in which while computing we tax on Capital 
Gains, the fair market value of a piece of land as on lst January, 1954 
was taken by the I.T.O. at a much higbee ~gure than the value of the 
1.and a~op~ed in Estate Duty assessments in -the case of. assessee's husband 
~No. 172(F.4/69/69-EP) dated 15-5-19_70. 
No. 473 (P. 236/425/2-A&PAC) dated 11::11-72. 
No. 494 (F.309j6/72-ED) dated, 10-1-73. 
No. 544 (P. 301/126/72-ED) dated 8-5-197:3. 
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w~ had died. In another case [vide Para 40(ii) of C&AG's Report, 
1971-72] the W.T.O. failed to take note of the value of the estate of the 
unmarried deceased 110ft which developed on the assessee. 

3. TIle Board take a serious view of the failure to observe the instruc-
tions issued from time to time on coordination of relevant tax assess-
ments. This coordination should cover not only the assessee's own cases 
under the various D~t Ta~, but abo of coDDeClted cueII,' F.g., bf de-
eeased relatives wfiose estate devolves on all assesaee. 'The Commissionen. 
of Income-tu should impress upon the assessing officers inat sudt C»-
ordina1ion must be ensured by them and any lapse in 1;!'.&t. regard should 
fie seriously viewed. 

Copy forwarded to: 

As \l.!iual. 

Yours taithfully, 

ad/- S. X. LALL, 

Director, Ctlltral Board of Direct Tax,.,. 

ANNEXURE 'B' 

Instruction No. 544 

~ 01. lnatnIction No. 544 (P. No. 301/126/72-ED), dated 8th May, 
1973, issued from Central Board of Direct Taxes to All Commis-
sioners of Income-tax with copies to AdcH. Commissioners of Income-
tax, Directors of Inspection (lTclA)/(Inv.)/(RS&P), Comptroller 
and Auditor General of India, etc. 

SUBJ ECT : Proper coordination between the Assistant Controllers 
of Estato Duty aDd the Income-tax Officers/Wealth-tax 

Of6cerslPfb-tax OfIic:e¢s-InstructiOR regarding(---l 

I am directed to invite your attention to Board's Instruction No. 172, 
dated 15th May, 1970 (issued from File No. 4/69/69-ED) which were 
reiterated in In,structlion No. 494, dated 10th Jo.Duary, 1973 (issued kom 
Fne No. 309/6f72-ED), on the above subject. 

2. A case in which tbe v~ue of an immovable property adopted in 
estate duty assessment widely varied from its value returned for wealth-
tax assessments came to the notice 0( the Board recently. The deceased 
died on 18th October, 1967. Ia the estate duty assessment completed 
on 31st October, 1969, the value of the property was taken at Rs. 60,000. 
The value of the property was shown at Its. 1,93,000 (based on the re-
port of aa approved valuer) in tile wealth-tax returns for the assessment 
years from 1966-67 oawards. The wealth-tax returns were filed by the 



legal representatives of the deceased in September, 1969, i.e., before ~ 
completion of the estate duty assessment on 31st Octobcl', 1969. The 
under-valuation of the property resulted in short assessmeo.t of the estate 
dll'ty by Rs. 1,33,000/- involving duty of Rs. 32,000/- and odd. This 
loss of revenue would not have arisen if the weal~tax records of the 
deceased had been scrutinised by the Assistant Controller of Estate Duty. 
There may be other instances of this typo. 

3. The Board, therefore, desire that you should impress upon tho 
Assistant Controllers of Estate Duty the need for looking into the income-
tax, wealth-:tax and gift-tax records of the ~eased to ensure that the 
estate duty assessment is 'flOt at variance with the information available ill 
those records. 

4. The Board also wish to reiterate their instructions in F. No. 3091 
6/7l-E.D., da~ 10th January, 1973. The Income-tax Officers/Wealth-
tax Officers should promptly pass on the information about the death of 
any of their assessees, the principal value of whose estate duty is likely 
to exceed Rs. 50,OCYJ/-, to the Assistant Controller Of &tate Duty. They 
should also communicate to the Assistant Controller of Estate Duty any 
further information which may be received and which may be relevant to 
the estate duty assessment of the deceased. 

Sd/- BALBIR SINGH, 

DIrector, CBDT. 

ANNEXURE tD' 

Extract taken trom Circular No. 5/Audit/73, dated 27th August, 1973, 
of D.l. (l.T. and Audit) 

Para 4. Co-ordinated scrutiny of all direct taxet Assts. While scru-
tinising assessments, lAPs should check together IT, WT & GT records 
of an assessee, and report whether ITOs have followed Board's Instruc-
tions No. 172, 473, 494, 544 and 592, dated 15th May, 1970, 15th 
November, 1972, 10th January, 1973, 8th May, 1973, and 22nd August, 
ber, 1973. In case of 'a deceased person, the scrutiny of Estate Duty 
assessment should be taken up simultaneously with the Income-tax, Wealth-
tax and Gift-tax records of the deceased, as also with Income-tax and 
Wealth-tax records of his Legal Representatives! Accountable Persons to 
ensure 'Proper assessments of income/wealth/estalte devolving on them. 

ReaJ4Di' ..... datioDI 
4.66. This is yet another case of inCOn'ect assessment arising out of a 

mistake to in the Estate Duty calculations that went undetected. The 
Committee have earlier in' this Report stressed the need lor counter-check 
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.of tax calculations. Further they would like to know why the mistake in 
this case was not detected by the Internal Audit Party. 

I[SI. No. 33 (Para 4. 66) of Appendix III of 88th Report of P.A.C 

(1972-13). Fifth Lok SabbaJ 

I(a) The Ministry vide Instructions No. 598 (p. No. 236/254/72-
.A&PAC), dated 25th August, 1973 and No. 614 (F. No. 328/105/72-
.WT), dated 11th September, 1973 (copy enclosed as Annexure A&B), 
have stressed the need for counter-check of tax calculation in order to 

:Avoid recurrence of ~ type of mistake. 

on further consideration of the limits prescribed in aforesaid 
-instruction No. 614, dated 11th September, 1973, Instructions No. 646 
..(p. No. 328/105/72-WT), dated 10th January, 1974 (copy enclosed as 
Annexure (C) have been issued directing the Gift-tax Officers / Assistant 
Controllers of Estate Duty to personaIly recheck tax calculations in all 
-the cases where the taxable gift/estate is Rs. 1 lakh/2 lakhs or more. As 
regards refunds, the limit has been brought down to Rs. 5000 /-

-(b) According to the earlier instructions the mteroal Audit of Estate 
.duty assessments had to be done by the staff Qf the Dep1Jty Controller of 
.Estate Duty as a part of their multifarious duties. It was because of the 
inadequacy of this ammgement that this case was not checked due to 
"heavy rush of other work for the concerned staff. Now Internal Audit 
. of Estate Duty cases also has been entrusted to the Internal Audit Parties 
-which have been recently strengthened and streamlined. 

:(Mioistry of Fin~ (Department of Rev. and Insurance) O.M. No. 
236/532/72-A&PAC, dated 22nd February, 1974] 
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ANNEXURE 'A.' 

Instruction No. S9g 

F. No. 236/2S4/72-AIlPAC 

CENntAL BOARD OF DIRECT TAXES 

New Delhi, August 25, 1973. 
From 

To 

SIr, 

Shri S. K. LalI. 
Director, Central Board of Direct Taxes. 

SUI ~ Compatation of total income-Arithmetical mistakes--Steps to be 
taken for avoiding-1n8tnIctloils repr.diJlg-

I am directed to invite a reference to the Board's Instruction No. 355 
F. 240/3/71-A&PAC dated 13th December, 1971. Instances of aorious 
uidaemetical milltekes in computation of total income continue to come to 
.. Board'. IlO6ioo vide Paras 26(1) to (iii), atAG~ Report, t~t-n. 
Arithmetical accuracy in computaUoa of aotal moome Is colip1ete1y • ra .. 
ponsibility of the Income-tax Officer in all cases. 

2. In regard to arithmetical accuracy of tax <:aIcuJatioos, the I.T.O. is 
personally responsible. for checking this in important cases ~ide Board', 
Imtructions No. F. 36/40/67-1T (Audit), dated 13th December, 1968 and 
No. 233 F. 9/37/68-1T (Audit), dat-ed 23rd October, 1970 read with Para 
21 (xvii) of Chapter XII of Office Manual, Volume II, Section II. These 
important Income-tax cases are of income over Re. 1 lakh and refunds over 
Rs. 10,000. Tax calculations in the case of companies with assessed or 
returned total income of Rs. 10 lakhs and above were also to be checked 
by the Chief Auditor vide item (v) Annexure III to Board's Circular 
No. 5/4/69-IT (Audit) dated 26th May, 1969 rutd tbis ndit work is now to 
be performed by ITO (Internal Audit), vitJe last para Of. Board·, lUSU'Uc-
tion No. 485 F. 246/76/72-A&PAC datod 13th December, 1972. As re-
gards other taxes, reference is invited to Board's Instruction No. 465 F. 
328/105172-'\1\11' dated 11th October, 1972, directing that Assistant Con-
trollers of Estate Duty, Wealtb-tax 0fIieers and Gi!tTax Oftieer!l sboald 
personally check tax calculations in cases where demand -raised exceeded 
Rs. 25,000 or refund~ exceeded Rs. 10,000. 

3. With regard to arithmetical accuracy of computation of total incoJDb, 
besides following the dindions in the Board', above noted Instruction 
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No. 355 dated 13th December, 1972, the I.T.O. should record a very con-
cise reconciliation memo as on office note below the assessment order (the-
Dote being an office copy of the order and for .office use oilly), reconciling 
the returned and a assessed income. This \wit1 'hdpetiminMe arithmetical 
errors of additio~, subtraction and omisaioo guendly 8Jld particularly in 
cases where the assessed income is less than th, FOt~ income. This 
procedure may be followed for an assessments made u/s. 143 (3) or section 
144. For summary assessments completed u/s. 143 (1) the ITOs should 
carefully check the arithmetical accuracy of the assessws returned inoome 
before accepting it, and in cases of modificatio~ me)' ab.Q.Wd ~ply with 
&be Board's Instruction No. 535 F. 246/g2/72-A&PAC dated 29th M~It, 
1973, recommending an assessment proforma; the I~T.O. should carefully 
check the arithmetical accuracy of the figures,in th~ ~forma before 
lipUlg it. 

4. The directions in the preceding para about total income computation 
. .apply muta,tis mutaDdis ~ BSICIIIDeIlt orders roIatfttg to other taxes. Steps 
are bFJog taken to ~ die r_~ paraia tbe OMoe Man.uai to cover 
check 01 ~it~~ purac.y of cCllBpUtMiCJll of total ·income etc. ill the 
~anncr det_~ iJx)vo. 

Yours faithfully, 

Sd/- S. K. LaD, 
Director, Central Board oj. Di~ct Taxes. 

Copy forwarded to the Director of Inspection (Income-tax and Audit), 
New De1lri for takin& steps fo,: ~0IiU(y~ ~ PlJC¥Utp" ia the OfIico 
M~ual suitablY under intiwation. to the Board, *0 .. cation may cover 
the total position indicated above. 

Sd./- S. K. Lall 
Director, Central Board of Direct Taxes. 

Copy also forwarded to: 
1. An Additiona) Commissioners of In.come-tax. 

2. Directors of Inspection ~v)/(R&rWPir. of OctM Services, New 
Delhi and Director, I.R.C. (D.T.) Staff College, Nagpur. 

3. C&AG of In~ia, New J?elhi-~~ cqpi~s. 

4. Shri P. B. Venkatasubramani8ll, It. Secretacy, 
Delhi. 

5. ADI (RSP) (BULLETIN)-4 copies. 

6. All Officers in the C.B.D.T. 

Min. of Law, New 

AII(RSP) 



ANNEXURE 'B' 

Instruction No, 614 

F. No. 323/1OS/72-W.T. 
;;". GOVERNMENT OF INDIA/BHARAT SARKAR 

-To, 

• ' Sir, 

CENTRAL BOARD OF DIRECT TAXES 
(KENDRIYA PRATYAKSHA K.AR BOARD) 

NR' Delhi, doted the 11th October, 1973. 

, , 

All Commissioner of Income-tax and Wealth-tax . 

SUB:--Olecldng of tax calculations of Wealth-tax/gift-tax and estate 
duty cases-instructions regarding-

~ In pamalmodification of Board'. iDstruction No. 465 dated the 11 Ut 
.J)ctqber, 1972 (lalued from .F~ No. 328/10S!7~-W.T.)· on the above sub-
.ject, the Board ~ve further decidecl tbat the Wealth-tax Officers should 

- 'penonaDy Mheck the tax calculations in all cases where the net wealth 
eB:eeds Rs. 101akhs. The position thus would be as under:-

,(i) The Wealth-tax Officers should personnaly re-check the tax cal-
culations in all the cases where the net wealth exceeds Rs. 10 
lakhs . 

..(ii) As already directed in the Board's instruction No. 465 referred 
to above, the Assistant Controllers of Estate Duty jWealth 
Tax Officer/Gift tax Officers . should invariably recheck the 
tax calculations personally in cases where the demand raised 
~xceed a sum of Rs. 25,000/-. 

. lill) In respect of cases where the tax calculations result in refunds 
the Assistant Controller of Estate Duty/Wealth tax Officer/ 
Gift tax officer should personally recheck the calculations 
where the refunds due exceed a sum of Rs. 10,000/-. 

2. The above instructions may kindly be brought to the notice of all 
,officers working in your charge. Strict compliance should be ensured and 
:.any ~ ~ ~ pm;t of an officer should be seriously viewed. 

Yours faithfully, . 
Sd. BALBIR SINGH, 

Director, Central Board of Direct Taxes. 
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Sir. 
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ANNEXURE 'c' 
INSTRUCTION NO. 646 
F. No. 328/105/72-W.T. 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 19th Januory, 19'4. 

All Commissioners of Income-tax/Wealth-tax. 

SUB:-Checking qj tax calculations of Wealth-tax Gift-tax and Estate' 
Duty cases--Instructions regarding. 

In partial, modification of Board's Instruction No. 614, dated 11th· 
Seplember, 1973 (issued from F. No. 328/l05/72-W.T.) on the above' 
subject. the Board have further decided, that the OTOs should personally 
recheck the tax calculations in all the cases where value of the taxable gift 
is Rs. l1akh or more. Similarly, the ACED should personally recheck the 
tax calculations in all the cases where the principal value of the estate is 
2 lakhs or more. It has also beea decided that the officers should recheck~ 
the tax calculations in respect of all the cases of WT. OT and ED involv--
ing refunds exceeding Rs. 5,000. The position would thus be as under:-

(1) The WTOs should personally recheck the tax calculations in all: 
the cases where the net wealth exceeds Rs. 10 Iakbs; 

(2) The OTOs should personally recheck the tax calculations in air 
the cases where the taxable gift is Rs. 1 lakh or more; 

(3) ACEDs should personally recheck the tax calculations in all 
the cases where the principal value of the estate is Rl. 2 lakhs· 
or more; 

(4) In respect of cases where the tax calculations resuk in refunds, 
the ACED, WTO and 01'0 should personally recheck the ca1-. 
culations where the refunds duo exceed a sum of Rs. 5000/-. 

2. The above instructions may p1eaae be brought to the notice of all the. 
officers working in your charge. 

Yours faithfully, 

&1/- Balbir SiDab. 
Director, CBDT 
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The Committee would await a report resadiDs the reasons for non 
recovery of the net estate duty payable in this case. 

[81. No. 34 (Para 4.67) of Appendix ill of "til Report of the P.A.c. 
(1972-73)-Fiftb Lok Sabha] 

Aetion taken 

Out of· a total additional demand of Rs. 9,483/- a sum of Rs. 8,724/-
has been collected. by adjustment. A show cause notice has been issued 
to the accountable penOR for the balance of Rs. 759/-, as a preclude to 
.coercive measures, if payment is not made. 

[Ministry of F'mance (Deptt. of Rev. & Insurance) 
O.M. No. 2361532171-A&P AC, dated 17-3-1974.] 

llecomaendllllioa 

This is a case of over-assessment at the time of revision while giving 
efftct to an ApP,epate 4~isioll. The Committee have beea inf0.Tmed that 
the Internal Audit Party could not look ioto' the asSeS8ll1eat due '0 consi-
derabk ru" 01 work. Accooding to the existing instructions the Internal 
Audit of Estate Duty asszssmeDt,s has to be don.e by the nqroty Controller 
of Estates Duty through his staff and the party thus con,stituted comprises 
only one person who h:'"s. to Check the asseSSJIlents at the emire zone. 
The Committee desire that the adequacy of this arrangement ~hould be 
carofally examiBed aftd suitable measures taken 80 that the plea of rush 
of work may not have to:be advanCed in future. 

[Sl. No. 3,~ and para 4.70 of Appendix III.to 88th R.eport of the 
PAC (1972-73) 5th Lok Sabha]. 

The work of Intelnal A~dit of Estate Duty cases has since been 
'transferred frOm Deputy· Cotttton~s staff to the Internal Audit Parties 
whOle strength has been increased. This arrangement will secure proper 
lnternal A-.1it for Estate Duty cases also. 

[M'inktry of Finance (Ddpartment of Revenue and Insurance) O.M. 
No. 236/524/71-A&PAC, dated 5-2-1974] 
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(COPY) 

DIRECTORATE OF INSPECTION (INCOME-TAX) 
'Niri.ksbe Ntdeshalaya (Aayakar), 

Mll¥Ur Bhavan (4th Ploor) 
"No .. Audit191731D1T123482 

New DeIhi-llOOOl. 
March, 21, 1973. 

Circular No. 2/ Audit of 1973-Intemal Audit of Esta~ Duty cases 
:ibyJAPs. 

ht view of Boord's F. No. 66/83/72-Ad.VII, dated 6th December, 

iI972, 1Ilteaa1 Audit 0l estate duty cases, hitherto done by Deputy 
Controller Qf Eeeaae Duty. is to be carried out by lAPs. 

2. A case where estate-duty exceeds Its. 10,000 would be tleated as 
; a PRIORITY case. If, however, the duty exceeQs Rs. 20,000 the case 
'would be one for IMMEDIATE audit. 

These limits corregpond to the limits prescribed for other direct taxes 
;like W.T. & G.T .. (See Directorate's F. No. 6jll69"jDIT, dated 19th 
November, 1969 aDd No. M-6/7/72/DIT, dated 26th June, 1972). 

3. Reporting of statistics by lAPs would also need modification. 

The present Quarterly Report would continue to be sent by Controller 
till the quarter ending March, 1973, but 'unrectified' or 'undisposed' of 
Intemal audit objections pending on 31st Mareh, 1973 would be trans-
ferred by Deputy Controllers to respective lACs (Audit) who, in turn, 
would have .the: samo ill:arporated in tIbe Rcgistim maiataiDed by lAPs. 

4. From April, 1973 onwards, figures of internal audit of estate duty 
'shaD be incorporated alongwith cases of 'other direct taxes' in Proformae 
I, n, ll(i) and In prescribed vide Drrectorate's circular No. M-6/7 /12/ 
DIT, dated 26th June, 1972. 

"B.D.' may be added after 'O.T.' in Proforme I and II, and the woms 
. 'Estate Dot,' may be inserted after the ietm "Expenditure Tax' at both 
places in Proforma III. 

S. Instructions in this behalf may please be issued in your cl,1arge. 

<Copy to:-

Sd./- (R. L. MALHOTRA)., 
Directol'. 

P.S. to Chairman & P.A. to Member (Wf&AUDIT), CBDT, New 
~,Delhi etc. etc. --:. 

Sd./- (A. L. SUD), 
Assistut Director. 
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Recommenclatioa 

The arrears of sur-tax demands outstanding on 31st March, 197t 
aggregated Rs. 6.51 crores in 507 cases of which only a sum of RI. 12.5 
lakhs is estimated to be irrecoverable. As some of the arrears pertain to-
the period as early as 1964-65, the Committee desire that a target date 
should be fixed for the recovery and progress closely watched. 

The Committee have reasons to believe that the arrears have not 
been computed property. The arrears outstanding as on 31st March, 
1969 out of the demands raised in 1964-65 and 1965-66 were reported 
as Rs. 4.1 lakhs and Rs. 6.81 lakhs respectively. However, the figures 
earlier as Rs. 4.1 lakbs and lb. 6.81 1akbs respectively. However, the-
figures as on 31st March, 1971 now given are RI. 6.871akhs and Rs. 9.641 
lakbs respectively for the same years 1964-65 and 1965-66. Thus the 
arrears in respect of. these years have increased instead of decreasing. This 
discrepancy should be reconciled early and the correct position of the: 
arrears intimated to the Committee. 

[Sl. NOli. 36 and 37 paras. 5.5 and 5.6 of Appendix HI to the 88th 
Report of the PAC (1972-73) (Fifth Lok Sabha)]. 

Adion tHen 

Out of an arrear of Ri. 6.51 crores as on 31st March, 1971 It" 

sum of Rs. 5.06 crores stands liquidated on 31st March, 1973 by way 
of collection/reduction. Of the balance of Rs. 1.45 crores an amount of 
Rs. 0.125 crores has ,been kept in abeyance on account of "Double Tax 
Avoidance" in respect of income arising in the then East Pakistan. Ncces-
lIllY ins1lrUctions No. 560 F.229/10/73-IT.AlI dated 22nd June, 1973 
(Copy attached as Annexure) have been issued to the Commissioners of 
Income-tax for the liquidation of arrears of Sur-tax. Target period. ot 
one month from the receipt of the circuw was ~ vi. para 2(i) 
thereof, for clearing undisputed sU'['-tax demand; re!pbrts from' Commis-· 
sioners are being recei,ved/watched. 

In this connected attention is invited to the Ministry's reply to' 
item 5 of the Lok Sabha Secretariat's O.M. No. 2/1 /IV /2/12/PAC, datect 
7th December, 1972 furnished vide Ministry's O.M. qf even number dated. 
2nd April, 1973. 

[Ministry of Fmance (Department of Revenue and Insurance) O.M .. 
No. ~~31/l2/72-A&PAC dated 3-10-1973]. 
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ANNEXURE 

IMruct;oll No. 560 

F. No. 229/10/73-ITA.II 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECf TAXES 

New Delhi, the 22nd lune, 1973. 
From: 

Secret~ry, Central Board of Direct Taxes. 

To 
All Commissioners of Income-tax. 

SUBJECT:--Collect;on of arrears of sur-tax-Instruction regard. 

Sir, 
I am directed to state that the mounting arrears of sur-tax have been 

causing concern to the Board. The aggregate arrear demand of sur-tax 
as on 28th February, 1973 amounted to Rs. 958.22 lakhs as against 
Rs. 450.77 lakhs as on 31st March, 1972. Non-recovery of arrears of 
iiur-tax from companies who have a high rate of profitability is also 
likely to draw adverse comment from the Public Accounts Committee. 

2. WHh a view to tackle the problem of increasing arrears, the 
Board has decided ,that the following measures should be taken imme-
diately:-

,0) All pending rectification, revision and adjustment must be 
attended to on a priority basis. Undisputed demand should 
'bt: conectedwithin a month's time; 

{ii~ List of cases in which the demand is locked up due to pendency 
of appeals may be prepared and a request may be made for 

:their bearings out of tum. The Commissioners of Income-
taxW111 Teview the position of such cases every month; 

l(iii) Details 01 cases having outstanding sur-tax demand may be 
furnished as per proforma given in Annexure 'A' to the 
Directorate of Inspection (Research, Statistics and Publica-
tion). 'These statements may be sent every quarter so as to 
reach ,the Director of Inspection by 15th July, 15th October, 

(iv) 

15th January and 15th April; 

In order to exercise 'proper effective control over outstanding 
arrears in bigger cases, the Board has devised a statement 
(Annexure B) to be prepared in cases where the dema'l'ld 
exceeds Rs. 50,000. These statements may be obtained from 
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the Income-tax Oflice~., by. ~ Q,>mmissioner of Income-tax. 
on 15th July, 15th October, 15th January and 15th April. 
Co~ners will please have them scrutinised and issue' 
instructions to . the IDcome-tax Officers wherever found 
necessary. 

(v) A cO'DlOlkiated ,roportio (Annewre 'C') of cases of demand 
oyer Rs. SO,OOQ may be. submitted to the Board by 1St May,. 
every year. For the current asssessment year, report may be 
submitted by 1st August, 1973. 

3. Necessary instructions may please be issused to' the Income-talt 
Officers on the lines indicated above. ' 

'Y murs faithfully, 

Sd./;"· 

(T. P. JHUNJHUNWALA),. 
r~ . •• 
'\ 

Secretary, Centra}' Board' ot Dlrect Taxes. 

ANNEXURE 'A' 

Charge of Commissioner of Income-Tax---

BREAK UP OF OUTSTANDING SUR-TAX DBMAND AT THE END'OF"THll 
QUARTER ENDING-I9' 

(i) Upto Rs. 25,000 ' • 

(ii) BetweenRs. 25,000 and 
RI. SO,QOO • • 

(iii) Between RI. so,oooand 
Rs. ,I Wth . . . 

(iv) Over Rs. I Ialdl 
TOTAL 

No. of Demand outstanding Total 
cues 

Provisonal Regular 

Remarks, 
if any 

--------------------------------------------------~---------
Signature of ITO, 

Sianature lAC 

. Silhature CIT 
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ANN1!XUlfE ·S' 

Charge of Commissioner of Income-tu:-__ 

:. 
FORM FOR REPORTING ARREARS OF SUR-TAX OF OASES WITH DEMAND 

OF RS. 50,000 AND ABOVE 

For the quaner endi..Ja-

I. Name and lddretls of the company. 

2. Permanent Account No. 

3· Year-wise breakup of the outstanding demand Allesament 
year 

AJpount 

... Total demand outstanding. 

s· Out of 4 above, please give the foUowing 
break-up: 

(i) Amount not fallen due. 

(ii) Amount. pending for verification c4 
taxes pad. 

(iii) Amount covered by application for recti-
fication /revision. 

(iv) Amount covered by stay. 

(v) Amount disputed in appeal, though not 
covered by stay. 

6. Effective demand pending collection i.e., 
4-5· 

7. Details of steps taken to effect the reco'rery 

8. Remarks: 

(Comments of lAC) 

--------Provisional Regular 

Income-to Officer 

Inspecting Assistant Commissione r 

Commissioenr of Income-tax 

(Comments of Commissionen Addl. Com- Assn. Commissioner of Income-tax. missionen of Income-tax). 
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ANNEXURE 'C' 

Charae oC Commissioner oC Inc:ome-ux:-----. 
FORM FOR REPORTING ARRBARS OF SUR-TAX OF CAS.ES HAVING DBMAND 

OF as. 50.000 AND ABOVB \ . 

J. Total demand outstanding. 

2. Out oC 1 above, please give the Collowing 
break up: 

(i) Amount not fallen due. 

(ii) Amount pendina for verification of tuee 
paid. 

till) Amouat covered by application·Cor recti-
fication/revision., . 

(iv) AInount QDVered by stay. 

(v) Amount disputed is appeal, thou,b 
not covered by atay. 

3. Effective demand pendina collection ie. 1-2. 

... Detaila of steps taken to effect the recovery •. 

,. Rcmarb. 

Comments of Inspecting Assistant Com missioner 

Comments oC Commiuioner/Autt. Commis-
sioner oC Income-tax. 

Inoome-Tax 0 fficer 

Inspecting ASSistant Commissioner 

Comrn.issioncr oC Income-tu 
Addl. Commissioner of Income-tax • 
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Recwunelldlduu 

The Committee are ,concerned to Dote tbat 69 super-profit tax 
assessments a,.nd 2610 sur-tax assessments involving tax of about Rs. 19.11 
ecores were pending as on 31st March, 1971. All the yearly collections 
of super profit tax/sur~x ranged between Rs. 10.92 crores and Rs. 13.43 
crores, the arrears on assessment involving over Rs. 19 crores cannot be 
taken lightly. Admittedly the ITOs have been concentrating more on 
the income-:ta,x cases and ha.ve tended to give super-profit tax and sur-tax 
assessments a lower priority whiCh should not be encouraged. These cases 
should be taken up along with the connected . company assessments of 
income-tax. 1be Committee learn that the C.B.D. T. have issued instruc-
tions requiring all the pending super-tprofit tax assessments and sur-tax 
assessments upto 1968-69 to be completed by 31st March, 1973. If the 
progress is not lound encouraging, the Committee would suggest that the 
desirability of creating a special cell for the purpose of finalisatlion of these 
long pending cases should be considered. 

[St. No. 38 para 6.1 of Appendix III to the 88th Report of 
PAC (1972-73) (5th Lok Sabha)]. 

Adion taken 

The Ministry had reviewed the position and iSSUed further Instru~ 
tion No. 554 (F.229/6/73-ITA.II), (COpy attached) for liquidating the 
outstanding arrears. The information regarding the pendency, as on 31st 
July, 1973 of S.P.T. and S.T. assessments has been received from all the 
Commissioners except 4 Charges [Rajasthan, West Bengal I and II and 
Calcutta (Central) J. In the Charges from which reports have been re-
ceived only 14 S.P.T. and 614 S.T. assessments were pending for disposal 
as on 31st July, 1973. This shows that a very large number of pending 
assessments have recently been disposed of; it is not therefore considered 
necessary to create Splecial Cells or Squads in any of these Charges; the 
drive launched with good results so far will be kept up and close watch 
maintained for the desired objective. 

2. One of the main reasons given for the pendency in these ca~ is 
that the corresponding income-tax assessments have not so far been com-
pleted, without which it is not possible to dispose of S.P.T. anlf S.T. assess-
ments. The Ministry expect that in near future the pendency in remaining 
cases will also come down considerably. 

3. The position in respect of the remaining 4 Charges mentioned above 
will be intimated soon. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. 
No. 231/14/72-A&PAC, dated 14-11-1973]. 
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-, .,; "':C~'y' 

F.'No.' 22lJ/6/1'J-ITA.U 

Most I1Ml8d4ti,e. 

1NSTR'UC11ONNO. 554. 

OOVElUtMIlNT OF INDIA 

CENTRAL SOARD OF,PIRECT TA.xES 
. : N.w '1»lhi, the·8th lU1fe. 1973 

I, 

From: 

Shti T. P.'Jbunjhunwala, 
~aty, Central' Board of Direct Taxes. 

To: 

l\ll COmmissioners of Income-tax. 

SUBJEcT:-Disposal of cases under Super Profits Tax Act, 1963 and 
Companies (Pro{iJs) Sur-ttu Act, 1964 InstrUctions regarding. 

Sir, 

I am directed to invite reference to Instruction No. 476 (P. No. 229/ 
39/72-ITA.II), dated 16th November, 1972 laying down the admrnistra-
tive time limits for the completion of pending Super Profit Tax and Sur-
tax cases. ,j 

2. The Board has viewed with concetn the pendency of 31 cases of 'i 
Super Profit Tax at the end of February, 1973 which iDCluded 13 cases 
in which the corresponding Incom..tax assessments had been completed. 
Position as on 31st March, 1973 is not known ~esently. However, it 
is hoped that as per instructions referred to in para 1, all posSible steps -
must have been taken to get these assessments com~ by 3 t at March, 
1973. If any assessment has remained to be disposed of you are re-
quested to ensure that all pending assessments are completed by 31st July, 
1973. 

. '# 

3. Disposal of Sur·tax assessme~upto: the end of 'Pebruary, 197) has 
also not been satisfactory. As many as 2164 'ca1CS were pi4nding at·the 
end of February, 1973 although in as many as 4S 1 cases, the correspond-
ing inocme-tax assessments hadbcen' cOmpleted. Uadcrtbe8lJr-tax Act, 
no time limit has been prescribed for completion of ~ssments but in 

, order to ensure speedy liquidation administratively time limits for com- ..,.. 
ptetion df'these"assessment& were laid down in 1dSlt'U¢tioD No. 476. These 
time limits must be adhered to. If' any B8sessmeftt tJpto assessment year 
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. ~ 968·69 is stilI. pend!ng, you are requested personally to look into i tho 
:fCas~ .Cor the a.elay, .or remove .the bottlen~Jr and to. have theasscss-
inents dlSpOsecf of by 31st July, 1973. .. '. " 

. -"'; N~cessary instructionsJ;1lay please, be issued to Inco~~.tax..atilCel'i 
wdfJdng In yOll!" charge. A ~eport 'iitdicating the poshfbn "as . Oil. 31st 
.Idly, 1973 may please be serit to the Bo.ard by 15th August; 1979.~- . 

: . . " .: 

Yours faitlUully, -: 
Sd/- -

'(T. P. JHUNJHUNWALA) 

Secretary, Central Board of riitect Tax.es. 

itecommendaftou 

The . C:;ommittee exantined certain paragraphs mcluded in Chapter 
V of the Report of ~he Comptroller and Auditor General of India 'for 
the yeat 1970-71, Union Govdnment (Civil)' (Revenue Receipts) relat-
ing to Other Direct Taxes on 26th October, 1972. In the course of the 
evidence it became clear that the official witnesses were not pre'pared fully. 
They were unable to reply satisfactorily to the questions put by the Com-
mittee relating to points of even factual nature arising out of the Audit 
paragraphs. The, tben 'Financt!' ~eretaty: hUnsdf'.05taaed: "We are not 
able to handle adequately the, objections ill. th@ CommiUee as far as this 
Board is concerned." Considering the unpreparedness of the witnesses 
• Comhlittee had to adjourn the sitting aDd cancel the sitting to be held 
in the forenoon of 27th October, 1972 in order to give further time to 
the Witnesses to come.fully prepared for examination of certain paragraphs 
included in .Chapter IV relating tQ Income-tax. Even on resumption of 
examination regrettably there was no improvement in the preparedness of 
the witnesses. 

In some cases the Committee found that the draft Audit para-
graphs sent by the c&AG to the Ministry were not replied to in time 
before the finalisation cif his report, with the result that even the factual 
position brought out in the paragraphs were contested at the time of 
C~inmittee's examination. In some c~es the files containing the relevant 
information were stated to be not available with the witnesses. 

The po~ition brought out in the foregoing paragraphs discloses 
an attitude towards the work of this Committee which can at best be 
described as unhelpful. The Committee can cijscharge their duty satis-
.faotorily only if they receive, the fullest co-operation from t~e ~in~try. 
This co.-operation they can give by giving importance to Audit obJectcoDS 
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in the first instance, and then by coming fully· prepared to satisfy. whatever 
relevant questions the Members of this Commi~ee may wish to put. It is. 
upto the Ministry to collect all relevant information in regard to each 
Audit objection and they sho~ld be able to answer all reasonable questions 
that the Members may wish to put. The Committee are confident that 
appropriate instructions will, be issued at the highest level requiring officers 
who appear before the Committee, to come fully prepared. 

[SI. Nos. 41 to 43 (Paras 8.lS to 8.18) of Appendix III to 88th 
Report of P.A.C. (1972-73) 5th Lok Sabha]., 

Action taken 
In this connection the following steps have been taken: 

( 1) The work relating to handliag of audit matters before next' 
Public Accounts Committee meeting has been distributed 
among the Chairman, Members and 10int Secretary (Foreign 
Tax Division), following the pattern of Central Board 'of 
Excise & Customs; earlier only one Member of the Board used 
to handle these matters mainly. The distribution now made 
for sharing the considerable workload will render it more' 

meangeable. 

(2) For processing Audit cases, staff aS6istance has been improved 
in the Audit Branch of the Board and the Directorate of Inspec-
tion (Income-tax and Audit). The strength of the Board's. 
Audit Branch (formerly single Under Secretary unit) has been 

increased; it will have two wings (each under one Under Secre-
tary with supporting staft), one dealing with Income-tax audit 
matters aDd the second dealing with other taxes and generat 
audit matters; in the Directorate of Inspection (Income-tax 
and Audit) a separate new Cell for audit matters has beerr 
oreated under a Deputy Director assisted by :m Assistant 
Director and staff. 

(3) The Department's audit organisation in the field has been. 
strengthened and the relevant 'Procedures streamlined (vide
reply to Paras 2.26 and 2.27 of this 88th Report, 1972-73') 
to ensure betlier attention to audit matters in the field, includ:" 
ing the furnishing of feed material to the Board in this regard. 

(4) All draft audit paragraphs for C. & A.a.'.s Report, 1971-72 
were replied to in time except one group of cases from 
Andhra Pradesh where due to seriously disturbed condition in 
consequence of Telengana agitation 'access to t:emote offices 

and their records was not possible for a period; the C. & A.G. 
was informed about this and on notmallisation of condition!l, 
replies for these cases were also sent. Proru'pt reply to draft 
audit paras for C. & A.a.'s Report 1971-72 cleared in 



67 

1972-73 was ackaowledged by the C. , A.G., vide attached 
copy Qf his office D.O. letter No. 535-Rev. A/S8-72-I1, dated 
19th January, 1973. Every efto" will be made to keep up, 
this pace in future abo. . 

(5) Very detailed Report and Paper Book (containing copies of 
relevant orders, etc.) have been prescribed for submission by 
C.I. T. to the Board on cases mentioned in the Audit Report 

to that these comprehensive materials are avaiJable for reference-
in the Public Accounts Committee meeting. 

(6) Assessment records Qf relevant cases mentioned in the Audit 
Report are also to be hereafter called for from field offices and 
kept ready for detailed reference in the Public Account§ 
Committee meetings, as may be necessary. 

The comments of the Public Accounts Committee were considered 
upto the Finance Minister's level and suitable steps as detailed above 
have been devised. The Ministry assure the Committee of its fullest co-
operation. • 

[Ministry of ,Finance (Department of Revenue and Insurance) O.M. 
No. 241/4/7/73-A&PAC, dated 27-1G-1973J 

Copy 

D.O. No. S3S-Rev.A/58-72-1I. 

OFFICE OF THE COMPTROLLER AND AUDITOR 
GENERAL OF INDIA 

New Delhi, January, 19, 1973. 

P. K. RAJU 
ADDL. DY.COMPTROLLER 

AND AUDITOR GENERAL 

My dear Johnson, 

SUBJECT:-Draft paras for inclusion in the Al¥iit Report, 1971-72. 

Will you JClOdly refer to your D.O. F. No. 249/GenI/2-A&PAC, dated 
11th January, 19731 

I have no objection to the proposals contained in tpanlgrapb 4 of your 
letter. I may add that we are very glad to find that this year the Ministry 
has been vt=ry prompt in sending replies to the audit paragraphs. I hope 
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'QJat ~ Ue;nd, w~ be ~pt up, aact shall -he sratefuf for any special efforts 
:1IIadc" by yOur' orpiiislitfon 10 MSure' tlIltt this is done. ',' 

With btlst wishes fOr a Ha:WY 1973, 

, , ,.: 

: Shri K. :a. Johnson, 
Join~ Se~retaI')', 

MiniJtry Of' Fmance, 
Deptt. of Rev. & 1m. 
New Delh1. 

Yours ~n~rely, 

! Sd./-
(P. K. RAU). 

Thollgh their observations relating to unpreparedness have been 
made in tne immediate context of the Direct Taxes Report, the Committee 
are constrcl1ned to note that such unpreparedness has been almost univer-
sal, and, tnerefore, it is in their view necessary to issue instructions generally 

:to an the!\imistries. 

[Serial No. 44 (Para 8.18) of Appendi~ III to the 88th Report of 

PAC 5th Lok Sabha] 

Action .... , ' . .,..... " 

The observations of ,the 1Jommittee have been aoted and suitable 
'instructiuu have been issped to all Ministries/Departments vide Ministry 
-of Finance O~M. No. FJ12(43)-E,(Coord)/73, dated 10th October, 1973 . " . " 

.( Copy enclosed). 

[Ministry ,of ,Finance (Department of Expenditure) O.M. No. F.12 
, ,(.43)-E(Coord.)/73: dated 19-10-1973] 
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.' }:iQ.F. 12H3)..E(Coard)/73 
GO'¥BRHMBNl'OP INDIA 

MINISTRY OF FINANCE 
(Department of Expenditure)· 

New LlfIhi-l, the 10th October, 1973. 

OFFICE MEMORAHDtJM 

,SUBJECT:";"'88th teport of the·l'ublic Acco~nts Committee (5lhLok 
,Sabhtz)-Recomlnendation :at Serial No. 44' (Para 8.18)-

, . eviden~ before the "Public Accounts Committee regarding. 

, In,:their ~8th report,' (5th ,Lok Sabha), .the Public Accounts .Committee 
have commented upon unpreparedness on the part of the official witnesses 
in giving satisfactory replies to the questions put by the Committee. Tile 
Committee have inter alia made the following observations:-

, (i) In the course of the evidence it became clear that the official 
witnesses were not prepared fully. They were unable to reply 
satisfactorily to the questions put by the Committee relating 
to points of even factual nature arising out of the Audit 
paragraphs. 

Oi) In some cases the Committee found that the draft Audit Para-
graph sent by the Comptroller and Auditor General of India 
to the Ministry were not replied to in time before the finalisa-
tion of his report, with the result that even the factual position 
brought out in the paragraphs were contested at the time of 
Committee"s examination. In some cases the files containing 
the relevant jnformation were stated to be no~ available with 
the witness. 

'(iii) The position discloses an attitude towards the work of the 
Comlllittee, which can at best be described as unhelpful. The 
Committee, (;an diwharge their duty satisfactorily only if they 
receive the fullest co-operation from the Ministry. This co-
operation they can give by giving importance to Audit Objec-
tions in the first instance, and then by coming fully prepared to 
satisfy whatever relevant questions the Members of this Com-
mittee may wish to put. It is upto the Ministry to collect all 
relevant information in regard to each Audit objection and they 
should be able to answer all reasonable questions that the 
Members may wish to put. The Committee are confident that 
appropriate instructions wiU be issued at the highest level re-
quiring officers who appear before the Committee. to come fully 
prepared. 

(iv) Though their observations relating to unpreparedness have been 
made in the immediate context of the Direct Taxes Report, 
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the Committee are constrained to note that such unprepared-
ness has been almost universal. and, therefore. it is in their 
view necessary to issue instructions generally to all the 
Ministries. 

2. The Ministry of Home Mairs etc. are no doubt aware that draft 
Audit paragraphs have to be dealt with the utmost promptitude before the 
finalisation of the Audit Report. They are requested to keep above observa-
tions of the P.A.C. in mind and brief fully the official witnesses appearing 
before the Public Accounts Committee, so as to enable them to answer 
all relevant questions that may be put by the Members of the Public 
Accounts Committee. The Ministry of Home Affairs etc. may also kindly 
isSue necessary instructions to all concerned with a view to avoid a similar 
criticism from the Committee in future. 

To 

(Y. L. RAJWADE) 
Deputy Secretary to the Government of India. 

All Ministries /Departments etc. of the Government of India. 

No. F. 12(43)-E(Coord)/73 

Copy also forwarded to:-

1. The Comptroller and Auditor Genual of India. 

2. Lok Sabha Secretariat (P.A.C. Branch). 

3. Accountant General, Central Revenues, New Delhi. 
(Y. L. RAJWADE) 

Deputy Secretary to the Government of India. 
No. F. 12(43)-E(Coord)f73 

Copy also forwarded to:-

All .F.As. in the Department of Expenditure. 
(Y. L. RAJWADE) 

Deputy ~'ecretary to the Government of India. 



CHAPTER m 
RECOMMENDATIONS/OBSERVATIONS WHICH THE COMMITrEE 

DO NOT DESIRE TO PURSUE IN VIEW OF TIm REPLIES BY 
GOVERNMENT. 

-NIL-



CHAPTER IV 

RECOMMENDATIONS/OBSE~V4TJO~~PLIES TO WHICH HAVE 
NOT BEEN ACCEPTED BY nrE COMMITTEE AND WHICH 

R1!OUIRE RErrmtA~ 
RICelMlA'E''V1NI 

In their 50th Report (Fifth Lok Sabha) the Committee had stres-
sed the need to improve the Wealth-tax Administration. Although the 
number of assessees had gone up from 1,38,.635 in 1969-70 to 1,73,255 in 
1970-71 and the number of completed assessments had increased from 
1,69,572 to 1,99,226, the tax collections had suffered a reduction from 
Rs. 55.62 crores to Rs. 15.31 crores. Prima facie, this is a situation which, 
needs to be explained. A detailed examination in other words is called for. 

[SI. No.2, para 2.10 to Appendix III of 88th Report of the P.A.C. (1972-
73) (Fifth Lok Sabha)] 

Action taken 

2.10. The reasons for lesser collection during financial year 1970-71 as 
compared to financial year· 1969-70 are attached as Annexure. 
[Ministry of Finance (Department of Rev. & Insurance) O.M. F.-No. 231/ 

24/72-A&PAC, dated 8-11-1973.] 

ANNEXURE 

(Reply to paras 2.10 of 88th Report) 

The apparent reasons for lesser collection during financial year 1970-71 
as compared to financial year 1969-70 are as under:-

(i) The scale of penalty imposable for delay in furnishing of returns 
of wealth without reasonable cause was increased with effect 
from 1 st April, 1969 from two per cent of the tax to t per cent 
of the net wealth for each month of default. A press note was 
issued on 12th June, 1969 explaining the provisions relating to-
increased scale of penalty for delay in fili~g of returns and also 
provisions relating to reduction or waiver of penalty imposable. 
It appears as a result of the stringent penalty provi.sions which-
came into force from lst April, 1969 and the Press Note, a 

L large number of returns were received during financial year 

7~ 
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1969~ 70 frp~ assessee who .had DOt filed &be I'~Uuns earlier and! 
seJ~-:~~~'Wt tax was collected in.~e financialy. 1969-70 .. 
ThIs IS ~Xldent from tbe increase in arrear .USQSsftHllts for dis-
~a1, and. hi~ CQJ1~tioJ1' of self~sesBDlmt tax during 
financial year 197~71. The number of arrear ~.esanents and' 
current assessments for disposal as on 31st March, 1969, 31st 
March, 1970 ana 315t MarcJt. 1!J71 is as under:-

Date 

31-3-1969 

31-3-1970 

3J-3-1971 

A1Ienmcuts 
Arrear 

1,zo,606 

1,85,462 

1,87,909 

for dispOsal 
in 

Current 

1,05,934 

1,35,982 

1;68,136 

It would be seen frOIn, this t1Jble tbat during thetinancial year 1969-70' 
the arrear assessments for disposal jumped up by nearly 60,000 as against 
increase of current assessments by just half that number. During financial 
yea,r 1970-71 the increase in arrear assessment for disposal was only 2,500. 
This position would indicate that large number of returns relating to earlier 
years were fikd during fiosDcial year 1969-70:. Self-assessment tax under 
Section 15(B) must have been paid in respoct of most of these returns during 
the financial year 1969-70 itself. This conclusion is supported by higher 
collection of seJf-assessment tax during the financial year 1969-70 as com-
pared to the financial year 197(J.;71;.' nte'· relfowing table gives the total' 
budaet coll~tion, coUec,tion. out of de~d raised and self-assessment tax 
collection during the financial years 1969-70 and 1970-71. 

Total Budget coUe=tio'l 

Collection out of de:nand raisd 

Self-assessment tax collection 

(AmQ\lnt j.'1 crores of R~ ,) 

15'6z 

10'88 

4'74 

J970-71 

15'31 

11'91 

3'40 

(i) In aD cases where self-assessment tax was paid during the financial 
year 1969-79. the demand!! on completion of assessment would 
be Ilil or neglisible Unless additions are made to net wealth 

I wbich would happen only in a few cases. 
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(ii) In cases where' the self-assessment tax wu not paid, provisional 
demand would have been raised and collected in the financial 
)'eM' 1969-70 itself in many cases. . In slich cases also the 
demands raised subsequently on completion of assessment will 
be .maH. ' 

(iii) Judgement of the Supreme Court . in the ease of C.W.T. Va. 
Arundati Balakrishna 77 ITR. 505 declaring that jewellery for 
personal use was exempt from wealth-tax was delivered in 
February, 1970. Following this many assessees claimed 
exemption of jewellery not only in pending assessments but 
also moved for rectification of completed assessments. The 
demand raised during 1970-71, therefore, declined and further 
refunds were granted. 

(iv) The decision of the Supreme Court in tho case of N. V. 
Narendranath Vs. C.W.T. (74 ITR. 190) regarding the circum-
stances in which an assessee can claim status of HUF was also 
a factor leading to reduction in demands raised and consequen-
tial collections. 

(v) Some Commissioners have stated that because of issue of huge 
refunds, disposal of comparatively smaller cases in large num-
bers and stay of collection of wealth-tax on agricultural lands, 
collection during 1970-71 was less than collection during 
1969-70. 

.eeon e ....... 
The Committee have been stressing the necessity to intensify the 

survey of house properties. They find that out of about Rs. 2.32 lakhs 
premises surveyed during 1970-71 and 1971-72, 39,000 new Wealth-tax 
cases have been discovered. The survey in all the charges should be com-
pleted under a time-bound programme. 

lSI. No.4 (para 2.12) of Appendix to 88th Report of the PAC (1972-73) 

(Fifth Lok Sabha)]. 

Anion taken 

Instructions have been issued from time to time for intensifying 
survey operation and to divert a substantial number of In~tors for sur-
vey work. Very recently with a view to rope in Ilew Wealth-tax assessees, 
instructions have been issued to all the Commissioners of Income-tax to 
make a survey of- house properties with annual letting value of Rs. 5,000 
and morea. Commissioners have been complaining of shortage of Inspectors 
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~d ~ question of augmentation of the strength of Inspectors is under COD-

slderati~ of the Ministry. The Central Board of Direct Taxes are also 
conductirig a study of the utilisation of the present strength of Inspectors 
so as to ~. whether more Inspectors cannot be diverted for survey work 
from the OXJStmg strength. 

[Ministry of Finance (Department of Revenue and IDsurance) O.M. No. 

231/24/72-A&PAC, dated 28th August, 1973]. 

Reeoaunendadoa 

. Levy of additional wealth-tax on the urban lands and buildings 
owned by individuals and Hindu Undivided Families under the Finance Act, 
1965 was intended to cutb excessive investment in urban property· as witb-
out such a curb investment in more productive directions couJ(J not be; 
encouraged. The Committee find that no review has been conducted to 
find out how far this objective has been. achieved. As eight years have 
elapsed they desire that such a review should be conducted DOW after 
asce~g the revenue realised tbr-ough additional wealth-lax and the 
n~ber of cases involved from year to year. The findings and further 
measures proposed to be taken to achieve the objective may be reported to 
the Committee. 

[So No. 12 (Para 2.60) of Appendix III-to 88th Report of the P.A.C. 

(1972-73) 5th Lok Sabha]. 

Action taken 

The matter was referred to the Chief Economic Adviser as indicated by 
the Finance Secretary vide para 2.56 of this Report (88th). A copy of the 
Chief Economic Adviser's note is attached herewith; he is of the view that' 
the proposed review may be deferred till the urban immoveable property 
ceiling laws are enacted and their impact on additional wealth tax on such 
property is knoWn. 

[Ministry of Finance (Department of Rcvenueand Insurance) O.M. No. 

231/5/72-A&PAC, dated 27th October, 1973]. 

COpy OF CHIEF ECONOMIC ADVISER'S NOTE 

nIB CBDT have now sent some statistics pertaining to the years 
1968-69 to 1970-71 vide their d.o. letter dated 10th September, 1973. 

These statistics relate to the period when the basis of levying additioaal 
wealth tax on urban ~rty was totally differeat from that in forc:c today. 
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The old basis contained in clause (c) of paragraph I of the SchedWe to the 
Wea:kb. Tax Act was DOt only cumbersome but also pvc various initial 
euaptionl-dopending on the categories (A to D) of urban areas meatiollod 
~ J*8PIIPh B of the Schedule and the additional basic exemptien lUll-

~ in. the body of clause (c). For example, if an urban pro~ was 
Sltuated m a category A urban area, namely a city whose populatioo 
exceeded 16 lakhs, the first exemption was Rs. 5 lakhs andover aDd above 
this 1here was an exemption of Rs. 2 lakhs in clause (c): in other words, the 
total cxemptioa came to 25. 7 Jakhs. Apin the additional wealth tax was 
leviable only on urban property situated in cities with population of more 
than 1 lakh. The rates of additional wealth tax on urban property were 
also low, ranging between 1 to 4 per cent for slabs of Rs. 5 laths· abovo 
the exemptiOn limit. No doubt, the yield of additioDal wealth tax wa.s 
extremely low and the .number of tax Payers liable .to such wealth .tax ..... 
also "ery lIDaB. 

It was pm:iJely for the fealOH mentioned above that the basis for the 
levy of additiogaJ wealth. tax was completely overh1mled in 1971. Addi-
timlal W~ Tax is DOW leYiabie on immowble property situated in any 
udIan aIaI with a pgpalatioa of more than 10 thousand; there is mgte 
exemption of It&. S lalchs; aJJd the rates OIl the firsttaxaMc·slab is 5 per cent 
while the marginal rate on the value of property in excess of RI. 10 lakbs is 
as high as 7 per cent (which takes the overall marginaJ rate of wealth tax 
on urban property to 12 per cent, 5 per cent on account of ordinary wealth 
tax aDd 7 percent .on I.COOUnt of the additional wealth tax on urban pro-
perty). The other provisions regarding the levy of additional wealth tax 
have also been tightened up byprcmdillg that the value of a tax-payer's 
interest as partner etc. in urban properties held by firms and associatioa of 
persons or his interest as a share-holder in a closely-held company where 
the urban property is held by such a company shall, for the purposes of this 
tax, be included in the urban property held by him directly. The Board baa 
not given any statistics regarding the number of tax-payers liable to 
additional wealth tax and the yield from this tax during the year 1971-72 
and 1972-73 for which the amended provisions of the Schedule dealing with 
additiual wealth tax wece applicab1e. Although the real aJIect of .amca4-
ments would be known only when the relevant statistics are available yet 
there is every reason to believe that there was an appreciable improvement 
both ill regard to number. of persons . liable to additional wealth tax and the 
yield from this tax in the years 1971-72 and 197'2':73. Since, however, the 
provisioaB ot the .additional wealth tax were rationalised hardly .a. couple of 
yean .ago .and $iDee, jo tho absence 01. statistics, it is not possible to know 
as to how far the objectives behind the levy of additional> wealth tax on 
arbIm. iIIIIDo¥eabiep-operty. under the tfevtiec1. scbcdwe have beon achieved, 
it is radlllr too early 10 u~ any reviewiatWs maUer. 
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It may also be mentioned that Government propose to introduce a legis-
lation imposing a Ceiling on Urban Property and this legislation would have 
a far reaching effect on the individual holdings of urban immoveable pr0-
perty. Needless to say that the imposition of ceiling would also affect the 
yield from additional wealth taxon orban pnaperty. It Mdd ~ 
seem that the proper time for undertakiqg a l'efoIiew v.ualdbe .n the 
Ceiling Law bas been implemented and when its fun effect on the additional 
wealth tax on urban property • ~. 
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~IIAPTER V' 

I; • 

., j 

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH 
OOV£RNMENT HA VB FURNISHED' INTERIM REPLIES . 

I dn'ioJIl' 

The Committee are constrained to note that in as many as six 
cases of assessments for the year 1969-70 the rates of tax applicable for the 
assessment year 1968-69 were wrongly applied resulting in short levy of 
wealth-tax of Rs. 47,077. Such mistakes in applying the rates are simply 
inexcusable. A review so far done has brought out other 5 cases involving 
a tax effect of Rs. 38,616. This shows that this type of mistake is fairly 
widespread. The Committee desire that the review should be completed 
expeditiously and recovery effected besides taking appropriate disciplinary 
action against all officials concerned for the carelessness. The instructions 
issued recently making the wealth-tax officials responsible for checking tax 
calculations instead of by the clerical staff, if enforced rigorously will 
certainly ensUI'e that such mistakes will not occur. The Committee trust 
that the enforcement will be strict. 

[SI. No.8 (para 2.37) of Appendix III to 88th Report of the PAC (1972-
73) (Fifth Lok Sabha)]. 

AdioD tabu 

The Ministry share the concern of the Committee, regarding 
wrong application of wealth-tax rates for the assessment year 1969-70. 
The Board vide Instructtion No. 468 (F. No. 328/121/72-WT), dated 24th 
October, 1972 (Copy enclosed as Annexure 'A') instructed all the Com-
missioners of wealth-tax to impress upon the Wealth-tax Officers that there 
was increase in the wealth tax rates in 1969-70 as compared to 1968-69 
and they should take particular care to ensure that correct rates were 
applied in 1969-70 and 1970-71. Subsequently the Board with letter No. 
328/121/72-WT, dated 13th June, 1973 (copy enclosed as Annexure 'B') 
ordered a complete review (on the basis of an earlier sample review men-
tioned in the Public Accounts Committee Report paragraph above) of all 
wealth-tax cases completed for assessment years 1969-70 and 1970-71 in 
which the net wealth determined was over Rs. 10 lakhs. Excluding five 
Commissioners' Charges from which review results are still awaited, the 
other charges have indicated that out of 1,359 casClJ' reviewed, mistakes 
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were ,noticed in 75 -Ca'Jes with revenue effect of Rs. 2,~4,OO7; lilfonnation 
~egar~ recovery ~daction'igain8t erring official!! is being coD~, also 

, m£ormation. ~e~ding the remaining five cJiarges;" Instructions rC8lrdblg 
the rellpoJlSJbility of wealth-tax officials 'for chectiitg of tax calCUlation in 

. important vasesMve been' reaffirmed vide Board', Instruction Nb. 614 F. 
Np. 328/1OSj1~WT, dated 11th September, '19'73 (copy enclosed as 
Annexure 'C'). ' 

. [Mihistry of. F~ce ,(D~I1DJent of Revenue and, Insurance) O.M. No. 
236/458/11~A&PAC, dated 5th November, 1973] 

, ANNEXURE 'A' 

Copy of'Instruction' No. 468, F. 328/121/7z.,WJ;, dat~ ~4th October, 
1972 from Secretary, C.B.D.T. to All the Commissioners of Wealth~tax. 

SUB :-Wealth-tax assessments-incorrect calculation fIItltJugh levy of 
. wrong rates-Short charge of tax~ 

I' I " ~. .: / 

It has been brought to the notice of the ,Board by the Rev~e,Audit 
: that inseveraJ ''Weaith.tax cases inVolving Substantial' revenue.; thete,'fBS 

short charge of tax on account of application of wrong rates of tax. In 
particular, it has been noticed that .while completing the wealth-tax assess~ 
ments for the years 1969-70 and ',1t 970.:71 , the demand had been raised by 
applyin,g, t~ fJtes pr~scribed £0, ~ assessment year 1968-89, i.~.,when 
the rates were lower. ~,n ,those ,appl~Je for . aSSIISmeht ,ean 1969 .. 70 
and 1910-71: 'II ' 

2 .. To avoidsucJa miStakes, the BoaPd 'Msirtlthat the Wea!th-fax Officer 
should take particular care to ensure that the cortect rates of tax are 
applied .. ~ese instructions may plea5e,bq, bf;V'tght.tQ;.t4!f.DOti~ of all the 
weatdl.:.tax Officers. .' ", , ' " , " . 

ANNEXURE 1r 
Copy of lotter F. No. 328/121/72 .. WT. dated 13th' June; 1973 from 

Director, C.B.D.T. to All Commissioners of InC9Dle-tax,.nd: We4l1th~tax. 
~ I ,. t f ". • I " .. ' 

S~B:-We~th-tax assessments-incorrect calculations dlTough applica-
tion of wrong rates of tax-' z 

It has been brought to thenoticc' of the Board by the Revenue Audit, 
that in some 'wealth·tax 'cases b' the a8!eSsment year t9@.}':70, there was 
a sbortchargie of tax 'on ftceount of wrong applicationof' '!'!ttes of tax which 
were in force for the preceding assessment 'year i.e., 1968·69. As it is, the 
wealtb-taxrates were iJwteased for and from the asSCMment. year 1969-70 
on al~ of net wealt1}f above Rs. 10 Jakbs. On',. liIDited.teview of cases 
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iIl.Ave.warm, it appean' that tDere may bt .et'en1 CJtlIter eases itt wIrich· simi-
lar miR .... miPl ba.e «C1K'I8d. The Board, tllerefore, desire that a 
c:omplMe rwilwlboulcl bet rna.- in all CommiSlioBen' charges, of all 
wcaJfb..tu C8SI8 compIded for the useI8IIlCIIIt )'C'CS 1'969-70 IIld 1970-71 
in· witicll tI» .. WllliUa 40termiBad was OIJCII' RI. 10lakhs. 8Ild the results 
sboukt be inri-etect to ·the ac.nt ill the folbwiBg proforma:-

(i) The total number of cases in which assessments were complc&ed 
.. ~ net weatrb of over Rs. to fakhs, for the assessment 
,.n l'6J..70 and 1~7t, in the Commissioners' charge. 

(h) Total number of cases re~. out of the above. 

(iiI) Number of cases and the assessment years in. w~h iDCQrrect 
cIutrse was made. 

(iv) The revenue involved in the assessments mentioned in (iii) 
ahtwc. 

(v) Action taken in the cases mentioned at (iii) above. 

2. The report may kiRdly be ICIlt. so 81 to xada tJaC'Belrtf ey Uth 
Auaust. 1973. positively. 

ANNBXlJRE.'C' 

Copy crt IJIItruction No. 614, P. No. 328/1OS/13-\VT, dated 11th 
Sepeember~ t9'n freD· Direetor, C.B.D.T. to All Commissioners of Income-
tax and Wealth-tax-

Su ... --a..ki,., -01 tM. ~,., of WfHIII/tI.tcjoilt-taKtIU Estate 
llWy. CQM~_tJtWtiOfJrN".ding- -- '-In partial modi6cation of Board's instruction No. 46S. dated tho 11th 

October, 1972 (Issued from F. No. 328/l05/72-WT) on the above subject, 
the Board have further declded.lbat. the Wealth-tax Officers should per-
sonally re-chcck the tax calculations in all cases where the net wealth 
neeeds Rs. to lalfl.. The position. thus would be as under:--

ro The Wealth-tax Officers should personally recheck the tax 
calculations in all the cases where tho net wealth exceeds as. 10 
Idbs. 

(ii) As already directed in Board's instruction No. 46S referred to 
Dove, tile· Aois&aDt ContreUen of Estate EhIty /WeaIh-tax 
0IiIer tGMt-tu 0Iieers Ihould imBriably' ree" the tax 
cakuiatiOBl'penoaalLy in cases where t1Ic demuds nised 
oueed, a sum of· Its. lS,OQO.. 

(Iti) In l"IIIIpCd of easel where the tax caleu1aticms result in refunds 
the 'Alllistlllt Controller of Estate Duty/Wealtb-tax Oftieer/ 
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Gift Tax Officer should penooalJy recheck tbe calculations 
wbere the refunds due exceed a sum of Rs. 10,000. 

2. 't1ae ~~. insmactibns may kindly ~ brought to the notice of aU 
oGkers werking III your charge. Strict compliance should be ensured and 
my lapse 011 the part of 1ft officer should be seriously viewed. 

2.61. Tbe Committee Sugat that a review of the realisation of socfo. 
economic obj~ves undctlyiDg the various fiscal enactments made from 
time to time should be undertaken periodica1ly so that necessary timely 
correctiyeS may be applied. 

[So No. J 3 para 2.61 of the Appendix III to the 88th Repos et. tho PAC 
(1972-73) (Ftftb Lok Sabba)]. 

Acdon ,tHea 

2.61. The Wanchoo Committtle in paragraphs 6.25 and 6.26 of its. 
Fu.l Report had examined the extent of research on tax problems and 
planning being done in the Income-tax Department. The Committee was 
of the view that the impact of the various exemptions and incentives which 
the tax. Jaws proWie could ~ the subject matter of a resoarch and'suggested' 
that every new scheme should be followed up by a research study so that 
it CCJDId be enlarged, modi6e4 or even dropped in the Jight of such study. 
The extracts of the recommendatioa,areas under:-

''The biNctorate of Research and Statistics be organised and 
developed as a Tax R.esearcb Institute within the Department 
It should be beaded by a person with requisite academic quali-
ficatious and research experience, and manned by persons 
having the necessary background and aptitude for research 
work, irrespective of their seniority. Officers posted to the 
Institute should be retained there for a sufficient long time to 
enable them to make a worthwhile contribution." 
(Recommendation No. 33'4') 

The Public Accounts Committee's recommendation in question is being 
considered aJonpith the above recommendation of the Wanchoo Com-
mittee. The decision. taken in the matter will be communicated to the 
Committee in due course. 

<, 

[Ministry of Finance (Department of Revenue and Insurance) O.M. No. 
231/5/12-A&PAC, dated 11th December, 1973]. 
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Recoanmeudadons 
1be Audit para ,deals with exemptions in resPect of house pro-

perties incorrectly allowed in three cases. In one case the exemption was 
allowed to the executor of an estate althoughtbe property did DOt belong 
to him. In other two cases though the house property belonged to a firm 
in which the two assessees were, partners, exemption was allowed in' the 
hands of the partners. The Internal Audit Party is stated to have failed to 
detect the mistake in all these cases in view of a legal point involved. In 
view of this the Committee are unable to appreciate that no general instruc-
~ons ,have been issued by the Ministry especially when several mistakes 
~ tqe grant of exempnon under the Wealth-tax Act in respect of residential 
property have been brought to their notice through su~sive Auttit 
Reports. The Committee s:ress that the MinistrY ought to clarify tbe rele-
vant portions of the Act for the guidance of the assessing officers and tho 
hltemal' Audit. ' 

As regards the exemption in respect of the house property nor 
belonging to the executor, the Committee have been informed that in view 
of the amendment to section 5(1)(iv) of the Wealth-tax Act, the executor 
would be able to get exemption with effect from J st April, 1972. As the 
house should still belong to the assessee, the Committee would suggest that 
Government should examine whether the executor would be able to get 
exemption under the amended provision of the Act. 

[St. Nos. 14 and 15 (paras 2.69 and 2.70) of Appendix TIl to 88th RepOrt 

of the P.A.C. (1972-73) 5th Lok Sabba]. 

Action tabn 
The Ministry have sought the Law Ministry's opinion regarding 

exemption under section S(l)(iv) in respect of house property belonging 
to an estate in the hands of executor. Necessary instructions will be issued 
on receipt of the opinion of the law Ministry. 

[Ministry of Finance (Department of ,Revenue and Insurance) O.M. No. 
231/S/72-A&PAC, dated 11th December, 1973]. 

The failure of the Estate Duty Officer to apply the nite of taxa-
tion correctly at the time of reassessment bringing the esc~~ estate of 
Rs. S lakhs to duty in this case accounted for short levy of estate duty of 
Rs: 15,000. The additional demand has not yet been. realised as the 
accountable 'persons h:we filed a writ petition. The oUitcome may be 
reported to the Committee. The Committee would also like to know th~ .. 
action taken in respecvt of the concealment. 
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. The ~n:unittee also understand that the accountable persons were 
1D arrears m respect of estate duty to the extent of Rs. 2,77,087 as on 31st 
March, 1972. The arrears should ~ recovered/early under intimation to 
the ,Committee. 

[Sl. Nos. 17 to 18 paras 4.6 to 4.7 to Appendix ill to the 88th Report of 
the PAC (1972-73) (Fifth Lok Sabha)]. 

Action taken 
A copy of the Commissioner's report elucidating the latest position is 

attached as Annexure A. 

[Ministry of Finance (Department of Revenue and I~surance) O.M. No. 
2361533/71-A&PAC, dated 20th October, 1973]. 

ANNEXURE 'A' 

(Annexure to paras 4.6 and 4.7 of the 88th Report of the Publk: Accounts 
Committee) 

COPY OF COMMISSIONER'S REPORT 

Scrutiny of the case records of the deceased reveals that assessment was 
originally completed on 11th December, 1962 on a total estate of 
Rs. 9,43,348. Subsequently it was reopened uls 59 and a revised assess-
ment uls 58(4) was completed on 26th November, 1969 adding Rs. 5 Jakhs 
being the value of escaped properties to the amount already assessed, 
creating a demand of Rs. 2,62,087. Later on, it was detected that thero 
was a short charge of RI. 15,000 in the computation of Estate Duty demand 
and accordingly the assessment was rectified u/s 61 on 13th January. 1972, 
creating an additional demand of Rs. 15,000. The ACCO\Ultablc penon. 
were in arrears in respect of Estate Duty to the extent of RI. 2,77,087 
(RI. 2,62,087+Rs. 15,000) and when asked to pay .p:the demand they 
requested for extension of time which was granted by the Commissioner of 
Income-tax, Lucknow as under:-

Rs. 29,199 payable on or before 28th February, 1.71 Rs. 1,10,720+ 
interest payable on or before 28th February, 1972. 

The Accountable persons did not pay up the demand as directed 
but on 20th April, 1972 they filed a wri~ petition before the 
Allahabad High Court challenging the orders palled by the 

Assistant Controller on 1 ] th December, 1962, 26th November, 
1969 and 31st January, 1912 and pra.ying for stay of recovery 
of demand. The petition was admitted by the High Court on 

10th July, 1972 and a counter affidavit by the Assiltant Con-
troller of Estate Duty was filed in the High Court on 3rd Octo-
ber, 1972 .. The case, as . I . understand from the Standing 
Counsel, is now posted for filing of rejoinder by the petitioner. 
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The writ petition is thus peDdiag for dilpOSal before the High 
Court. In the III8aftWhile a rCCCIVety certii~ for realisation 
of arrears was issued to tile Collector, Deoria, who was aIIo 
requested to release Z.A.C. bonds worth RI. 2,SO,GO& 
belonging to the assessee and to credit the sale proceeds to the 
Government account. His reply is still awaited. 

As regards action taken for coocealllleat, it appears that the Assistant 
Conttoller wbo made the revised assessmeDt did not issue a 
show cause notice to the accountable pet60DS during the COUlW 
of the proceedings and as such no action is possible now in this. 
regard. A copy of tlte explanation offered by Assistaat Con-
troller fer not iRitiatiag the peIIaky proceedings is enclosed. 
On the facts of the case, there might be no strong case for 
imposition of penalty for concealment. It appears from the 
assessee's applic8Uon m:eived' CHi 15th DcrCanber', 1 ~72, dDt 
the property which was included by the SuppleJDeIIta:fy IWeSS-

ment baa DDt been hold by the High Court 10 liJe the property 
of Raja Balbhadra Narain Mal. The assessee is being asked to 
furnish a· copy of the High Court Order. 

Copy of explanation of the Assistant Contco11er of Estate Duty ill the 
case of lateShri Raja Balbhadra Narai.n. Mal ,of Demia. 

Assessment in this case was completed on 11th December, 1962 deter-
miniRg the principal valUe of the estate of deceased at Rs. 9,43,348. In 
the C4)UI'8C of proceedings of stay of demand before the Deputy ContrOller 
of &ta~ Duty. ttte COUIlscl for tile accountable persons stated tttat certain 
properties viz., Kotbi and land along with the market value of ~eempu£ 
escaped assessment. ACCOfdin~y a notice uls 59 of the Act for re-asses!!-
ment wal!l issued on 15th June, t964 and served on the Counsel of the 
accountablepenons 011 the same day but no compliaDce waf made by' the 
accountable person in respect of the escaped propertin 88 stated by tile 
counsel befere the Deputy ControHer. Ia view of the DOD-oo-<lJRcative 
attitude of the aceoontlble 'person the 8S1e&&D1ent' Wa& OOA1pkiotd ex-parte 
and no concealment notice was issued because of the following reasons:-

PintJy as the escaped properties were pointed out by 1IIe counsel of 
!be accouDtable pet'8Oft himself. Thererore, it was not a con-
cealmen't 011 the part of the accountabb persee MId as such no 
concealment notice was issued. 

'SecoDclIy the-properties were matter suit-judice in t&e·aPlOal No. 289 
of 1951. After the final adjudiedioa, of this 8ipp6Ilt it could 
only be determined whether the properties;uncjer dispute were 

the properties eX Raja Balbhadra Naraia. Mal 'erllQt. 
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Ihoo ....... 

The Central Board of Direct Taxes will do well to conduct a test 
check in other cha.tp to see whether similar mistakes have' committed. 
TIle position in law shaDid also be clarified for the guidance of the Estate 
Duty officers. 

[SI. No. 23 para 4.28 to Appaadix III to the 88th Report of the PAC 
(1972-73) (Fifth Lok Sabha)]. 

Acdoa, ..... 

As the position of law is not free from doubt, the issue of iBstruc-
tions to the field officers on the scope of &eetioa 33(1)(n) aad the suggested 
te&t.ocheck wiD be considered on receipt of ~ Law Ministry's final opinion. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. No. 
236/502/71-A&PAC, date" 23rd October. 1973]. 

The Committee note that the number of cases of concealment in 
which prosecution was lunched was one 1968-69 and four in 1969-70. 
Dele. walDO ,ueb cue during tile year t 97()i. 71. ACCORIing to the 
MtnistIy 'doealed coocealment' can also be taken into account for 
the purpose of imposing penalty under the Wealth-tax Ad whereas only 
cases of actual concealment can becomidered for purposes of prosecution. 
The Committee trust tbat all the 574 cases of concealment of wealth that 
came to light during .1910-71 would be carefully reviewed widl a view to 
IBading prosecution in apPlropriate cases. In this connection tIley would 
Jib to refer to para .5.10 .0( tbe ~ht Report (Fifth Lok Sabha) wherein 
tbe need for lauoctriJtg prosecution as deterrent to tax evasion was 
stressed. 

Although under the law in force from lst April, J969, tho 
minimum penalty leviable is equivalent to the wealth cOncealed the 
penalty levied during 197()"71 for the concealment of wealth of Rs. 808 
lakhs was only Rs. 45.78 lakhs. The Ministry's explanation for the 
variation between the wealth concealed and the quantum of penalty as due 
to the lower rate of penalty for the period prior to 1 st April, 1969 does 
not appear to be. cODvincing. The Committee WOUld. therefore, 8ugm 
that a competent leWil opinion may be taken on the question whether the 
crucial date for determining the quantum of penalty is the date of filing 0( 
the return or the date of passing the assessment order. This suggestion 
had already been made in para 5.12 of the 51st Report (Fifth Lok Sabha). 
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The Committee would await fM, ,.ltial, opillion and the action taken in 
pW'Suance thereof. 

[Sl Nos. 39 " 40 (p8{a 7.4 " 7.S) to the Appcnclli! DI to the 88th 
" Report of the P.A.C. (Fifth Lok Sabha}.] 

Out of the cases in which penalty under section lS(l)(c) was 
levied during 1970-71, only in oDe cue.' at present assessed in Bihar 
charge: ~rosecution ,appears feasibl~~ The, cases !p'e however,bei~ flJrther 
examined ,:>y the Commissioners with reference ,to materiaJs 9P record and 
prosecutions will be c,onsidered if sufficient evidence is :lv,aUa~le; ,copy of 
Boaied's letter No. j~6/18/73':W.T. dated 6th November. 1973 to Cs.t.T. 
in this regard attached. , , ' 

The issne ~ePrding the d~terinination' of crucial date with referencej 
to which the quantum of penalty is to be decided is under consideration in 
consultation with the C & AG.Mtd, Law Ministry. The final poistion will 
be intimated to the Committee as soon as the issue is settled. 

[Ministry of Finance (Departmeat of Revenue aDd Insurance) O.N. 

BALBIR SINGH· 
DIRF.CTOR· (ED) 

Dear Sbri 

No. 231/29/72-AIrPAC; dated 5-2-1974.] 

COpy 

.' D.o.F. No. 3'NJ/lSI13 ... WT. 
GOVERNMENT OF INDIA/BRARAT SARX.AR 

CENTRAL BOARD OF DIRFCT TAXES 
", (KENDRIYAPRATYAKSHAiKAR BOARD) 

New Delhi, the 6th November, 1973. 

, , 
Kindly ref~r to your office letter No. datedl-,----..--

in wh4:hstatistics for wealth-tax and gift-tax relating to fraud and evasion 
~a!les for the year 1970-71 were given. ,.In this letter, you,hl;ld reported 
that there were..,..-~ -- cases, in which penalty under section lS(1,Hc) 
of the Wealth-'t~x Act and , . cases in which tpenalty 'under 
,s~ction 1.7(1) (c) of th.e Gift-tax Act was imposed. The ~o~rd then in 
Itheir lettt:r dated 11-7-1973 from.file No. 32<l/lS/73-W.T. wapted you 
to furni~;'1 infprm~tion regarding n~mber, of cases out of wealth conceal-
meat cases, in which ,prosecution for fatse statement was attracted, etc. 
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Your reply is nil. It is not, however, clear whether ali the cases of penalty 
were e~mined frompro~utioD angle. The Board would, therefore, like 
to have details of those penalty cases as under: 

L No. of cases in which peualties uls 18(I)(c) of the Wealth-
tax Ad:117(I)(C) of the Gift-tax Act W1:rebnposcd during 
the financial year 1970-71' . . . . . 

~ No. of cases out of (I) above In whiCh: . 

(a) the qU_. tiOll. of launchm, proseC1dion was examined ; 
(Please Jive a report in the annexed profoQtl.a in res-
peel of each case falling in this item) 

(b) the queetion of launching prosecution was not examined. 

Wealth-tax Gift-tax 

A report as above, together with the particulars of each case mentioned 
at item 2 (a) above may please be sent so as to reach us by the 20th 0/ 
November, 1973 positively. ' 

2. The Board further desire that the cases mentioned at item'2(b) 
abOve may new he considered and.~ ~port ill respect of each case ~y ~ 
furnished in the proforma given UI, the am.CXUle, so as to r~h here 1! 
1~ l:~tk Dece1ft~r, 1973lJ01itlvely., ._..:. 

Yours sincerely, ::a - , 

PR()FORMA 

(1) Name of the assessee: 
(2) (i) Assessment year involved 

(ii) Amount of penalty levied 
(iii) Date of levy of penalty 

"Sdf- BALBIa. SINGH 

(iv) Brief facts on which penalty was levied. 

(3) Relevant facts on the basis of which the case waa osamined for 
prosecution and the action taken. If the matter was dropped 'the reasons 
for dropping may be brought out. 

NEW DELHI; 

AprilS, 1974. 

. Chaitra 15, 1896 (Saka) 

JYOTIRMO~ BOSU, 
Chairman, 

Public Accourua Committee . 
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