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INTRODUCTION 

I, the Chairman of Public Accounts Committee as authorised by 
the Committee do present on their behalf this Eighty-Eighth Report 
of the Committee (Fifth Lok Sabha) on Chapter V of the Report of 
the Comptroller & Auditor General of India for the year 1970-71, 
Union Government, (Civil) Revenue Receipts. 

2. The Report of the Comptroller and Auditor General of India 
for the year 1970-71, Union Government (Civil) Revenue Receipts was 
laid on the Table of the House on 14th April, 1972. The Committee 
examined paragraphs relating to other Direct Taxes at their sittings 
held on the 25th and 26th October, 1972. This Report was considered 
and finalised -by the Committee at their sitting held on the 24th April, 
1973. Minutes of these sittings form Part II· of the Report. 

4. A statement show;ng the summary of the main conclusionsi 
recommendations of the Committee is eappended to the Report 
(Appendix !I). For facility of reference, these have been printed in 
thick type in the body of the Report. 

5. The Committee place on record their appreciation of the 
assistance rendered to them in the examination of these paragraphs 
by the Comptroller and Auditor General of India. 

6. The Committee would also like to express their thanks to the 
oftlcers of the Ministry of Finance for the cooperation extended by 
them in giving information to the Committee. 

NEW DELHI; 

April 24, 1973. 
Vai8akha 4,1895 (5),-

ERA SEZHIYAN, 
Chainnan; 

Public Account. Committee . 

• Not prioted. COile cyciOityled copy laid on the Table of the HO\&IO and Ave copies 
pIKed in Parliament Library). 

[vI 



J 
SUPER TAX[SUR-TAX 

Audit Parseraph 
1.1. While arriving at chargeable profits for purposes of levy of 

surtax, the amount of profits and gains derived from new industrial 
undertaking on which no income-tax is payable has to be excluded 
from the total income computed under the Income-tax Act. It is also 
laid down in the Surtax Act that where a part of the income, profits 
and gains of a oompany is not includible in its total income computed 
under the Income-tax Act, its capital should be ascertained in the 
manner laid down in the Surtax Act, after deducting that portion of 
it which is attributable to such profits. Similar provision existed in 
the Super Profits Tax Act, 1963. 

1.2. Profits and gains arising from new industrial undertakings 
are entitled to relief by way of rebate of tax for the assessment 
years up to 1967-68 and by way of straight deductions thereafter to 
the extent of 6 per cent of the capital employed. In the Super Profits 
tax [Surtax assessments of five companies for the assessment years 
1963-64 to 1969-70, though the profits arising from new industrial 
undertakings were correctly excluded from chargeable profits, the 
capital of the companies was not proportionately reduced. This led 
to short-levy of Super Profits tax/Surtax of Rs. 9,08,250. In one case 
involving revenue of Rs. 33,515, the Ministry have accepted the mis-
take. Reply of the Ministry for the remaining cases is awaited. 
[Paragraph 68(i) of the Report of the Comptroller and Auditor 
General of India for the year 1970-71 Union Government (Civil) 

Revenue Receipts.] 
1.3. The Committee, pointed out that in these cases from 1963-64 to 

1969-70, though the profits arising from non-industrial undertakings 
were correctly excluded from chargeable profits, the capital of the 
companies was not proportionately reduced. The Member, CBDT, 
replied: "The basic position is that the department's view is that 
w~re there is a deduction, the capital should not b~ reduced, but 
where an amount is no.t liable to tax at all under the Act, to that 
extent of that amount, the capital should be reduced. That questiCNJ 
is being referred to the Law Ministry." 

1.4. According to Audit paragraph, the Ministry have accepted 
the mistake in one case involving a revenue of RJ. 83,515. The Com-. 
nuttee wer~ informed that even in this case, the matter wa. bein, 
re-opened. Asked why, when once the mistake was ac:cepted by the 
~inistry, it wash being f,,"Opened. the Member, CBDT replied: "The 
Ministry at ,first accepted the. ~stake and sought to rectify. the 
assessment. This was disputed by the assessee. The position is that 
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in determining whether capital should be reduced when some item 
of income is not liable to tax, th~ question arose as to whether this 
deduction or the item not includiDle in the total income would refer 
to those items that are specified in the Act under Section 10 and not 
an item which will normally be assessable and is liable to deduction 
and therefore the capital should be reduced on that score." The 
Chairman, CBDT intervened to say: " .... this question was being 
examined from the legal point of view by our section called TPL 
Section. . . . ". 

1.5. The Committee were informed that three out of five cases 
were referred to the Ministry on 3rd August, 1971 and the remaining 
two, on 30-10-1971. Only one case which was referred to on 30-10-71 
was accepted by the Ministry. The Committee desired to know the 
position of the other four cases. The Member, CBDT stated that 
rectification was held over pending clarification of this issue. When 
enquired whether a reply, explaining the position of the four cases 
was sent to Audit, the Finance Secretary, replied in the negative. 
Elaborating further, he continued: "They have held back these cases 
pending lagal clarification. But Audit should have been informed of 
the position so that they could take note of the position. This is an 
omission." 

1.6. The Committee desired to know the action taken by the 
Department in respect of five cases, stating the present position. 
The Committee also enquired whether, in the light of the audit 
observation on the assessments of five companies in different wards, 
any general review of surtax assessments of such companies hav-
ing 'tax holiday' income had been ordered. The Ministry, in a note, 
have stated: "The principle of interpretation involved in this para 
has been referred to the Ministry of Law finally on 9-1-1973 and 
their opinion is awaited. The Audit have been approved of this. 
Further action will be taken in consultation with Audit, on receipt 
of the Law Ministry's opinion and the position as desired above 
intimated to the Committee." 

1.7.According to Audit proportienate capital should be redueed 
from total capital of a company when income from new industrial 
undertakings Is excluded from ehargeable profits for the purpose 
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 pro-
portionate capital should be reduced. Although t,l1e Audit objection 
was raised in lin. the matter was referred to the Ministry of 
Law only on "1-1973 after the Committee's examination. The Com-
mittee cannot but deprecate such delays. They would like to know 
the legal opinion and the action taken on the basis thereof. 
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WEALTH-TAX 

Audit P8I'8Jl'aph 

2.1. (i) During the year 1970-71, the actual receipts under the 
Wealth-tax Act amounted to Rs. 15,31 crores. The following table 
indicates the receipts for the last five years compared with the Bud-
get estimates, 

1966-67 

1967-68 

1968-69 

1969-70 

1970-71 

Year Budsel Estimates 

14'00 

12'00 

11'00 

12'00 

18'00 

(In crore5 ofrupees) 

Actual recc:ipu 

10'73 

10'70 

JI'II 

15'62 

15'31 

2,2. (ii) The total number of assessees in the books of the depart-
ment as on 31st March, 1970 and 31st March, 1971 were as follows: 

As on 31St As on 3181 
March, 1970 March, 1971 

Individuals 1,23,,22 1,53,924 

HiI¥lu Wldiv,ided family . 15,113 19,303 

Others 28 

1,38,635 1,73.25S 

[Paragraph 69 (i &- ii) of the Report of the ComptroUeor and 
Auditor General of India far ~e year 1970-71, Unlw 

. Government (Civil) Revenue Receipts,] 

2.3 According to Audit the total number of assessments com-
pleted during the years 1969-70 and 1970-71 was 1,69,572 and 1.99,226 
respectvely. , 

3 
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2.4. The Committee drew attention to the fact that against the 
budget estimate of Rs. 18.00 crores, the actual realisations during the 
year 1970-71 amounted to Rs. 15.31 crores i.e. the short fall from 
the budget estimates was 15 per cent. Asked about the reasons t.or 
the large variations, the Ministry stated: "The short-fall was es-
sentially because of non-realisation of the anticipated Wealth-tax 
on agricultural lands as a result of stay of collection by the diffe-
rent High Courts and the doubtful position of law following the 
judgement of the Punjab and Haryana High Court .delivered to-
wards the end of September, 1970 declaring the levy of Wealth-tax 
on Agricultural assets ultra-vires the provisions of the Constitution 
of India. Earlier the period of filing the returns of wealth in the 
cases of persons owning agricultural lands or other assets relating 
thereto was extended upto 30th September, 1970. The increase in 
the number of gifts made by the assessees during the year 1969-"'70 
in the wake of the Land Ceiling Laws and the imposition of Wealth-
tax on agricultural lands with effect from 1-4-1970 also adversely 
affected the collections of Wealth-tax." 

2.5. lin this connection, Audit have made the following comments: 
"Presumably the Ministry's point is that the RE.. was raised from 
Rs. 12 crores in 1969-70 to Rs. 18 crores in 1970-71, because of im-
position of Wealth-tax on agricultural lands, but since gifts were 
made of agricultural land on account of land ceiling legislation the 
target could not be achieved. 

If this is the. correct position, the gift tax realisation on account 
of gifts would have gone up. I~ is, however, seen that in 1969-70 
and 1970-11 against the B.E. of Rs. 1.50 crores the actual realisa-
tion was Rs. 2.02 and Rs. 2.45 crores respectively. As the rate of 
tax on gifts is higher and the basic exemption limit is much lower 
as compared to wealth-tax, the increase in gift tax should have been 
much more than, the fall in the wealth-tax, anticipated to b~ colle~­
ted from agricultural lands. The Ministry may kindly clanfy this 
aspect." 

2.6. During the year 1969-70, the total number of assessees on re-
cord was 1,38,635 and the tax collected wasRs. 15.62 crores. Dur-
ing the year 1970-71, the total number of assessees was 1,73,255 and 
the revenue collected was Rs. 15.31 crores. Though the number of 
assessees had gone up for the year ending on 31-3-1971, the tax col-
lected had suffered a reduction when compared with the position 
on 31-3-1970. Further during the year 1970-71, more as!!essments 
were completed when compared with the year 1969-70. 

2.7. Referrina to paragraph 2.7 of. their 11th Report (1969-70) 
wherein the PAC had desired that a census of house properties be 
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carried out and to paragraph 1.18 of their 25th Report (1971-72), 
wherein they had reiterated the same, the Committee desired to 
know the progress made in this regard. The Finance Secretary, in 
reply, stated: "In 1971-72 nearly 4 lakhs premises were surveyed 
and in 1970-71 abOut 2,32,000 premises were surveyed. A special 
number of inspectors were put on this job and a total of nearly 
39,000 new cases were discovered as a result of this in the two 
years 1970-71 and 1971-72." 

2.8. The Committee referred to paragraph 1.23 of 25th Report 
(1971-72) wherein it was found that as a result of house properties 
5477 cases had been detected. The Committee desired to know 
the number of new cases detected till the year 1971-72, as also its 
break up city-wise and charge-wise. The Ministry, in reply, have 
submitted the follOWing information:-

(a) 10736 new cases have been detected during 1971-72. 
(b) The break-up Commissioner charge-wise is as under. 

City-wise information is not available. 
Andhra Pradesh I 

Do. II 
Assam. 

Bihar 

Orissa 

Bombay City 

Poona 

Delhi 

Jaipur 

Gujarat I 

Gujar .• t [1 
Do. III 

Keral •. 

Madhya pradesh 

,MadTas. 

Mysore . 

PUn'jab. 

Lucknow 

Kanpur 

West Bengal. 

Vidharba and Marathwada 

TOTAL : 

• 
226 
144 
294 

486 

S8 

2324 

394 

lSI 

94 

722 

2S9 

2SS 

S72 

146 
10736 
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2.9. The Committee pointed out that the number of assessees on 

31-3-1970 was 1,38,635 and on 31-3-19'111, 1,73,255 i.e. an increase of 
34,620 assessees. Asked how much of the increase could be attri-
buted to external survey of the Department, the Ministry have 
stated: 

"An addition of 9068 new cases out of increase of 3~,620 as-
sessees can be attributed to external survey of the Department." 

2.10. In their 50th Report (Fifth Lok Sabha) the Committee had 
stressed the need to improve the Wealth-tax Administration. AI-
thougli the number of assessees had &,ODe up from 1,38,635 in 1969-
70 to 1,73,225 in 197tD-71 and the number of completed assessments 
had increased from 1,69,572 to 1,98,226, the tax collections had suJIe-
red a reduction from Rs., 15.62 crores to as. 15.31 crores. Prima 
faCie, this is a situation which needs to be explained. A detailed 
examination in other words is calIed for. 

2.11. The Committee find that the Budget Estimate of Wealth-tax 
collection was raised from Rs. 12 croresin 1969-70 to Rs. 18 crores 
in 1970-71 because of imposition of wealth-tax on agricultural lands. 
The actual collections -during 1170-71 were, however, Rs. 15.31 crores. 
The short-fall has been explained as partly due to increase in the 
number of pts made by the assessees during the year 1969-70 in 
the wake of the Land Ceiling laws. If this position is correct the 
gift tax realisation on account of gifts would have gone up. It is, 
however, seen thot in 1969-70 and 1970-71 against the Budget Esti-
mates of Rs. 1.50 crores the actual realisations of gift tax were Ks. 
2.02 nores and Rs. 2.45 crores respectively. As the rate of tax on 
rifts is higher and the basic exemption limit is much lower as com· 
pared to wealth-tax, the increase in gift tax should have been much 
more than the fall in the wealth·tax anticipated to be cuUected from 
agricultural lands. The position should, therefore, be examined 
with a view to checking evasion of gift tax. 

2.12. The Committee have been stressing the necessity to inten· 
sify the survey of house properties. They find that out of about Ks. 
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 char-
ees should be completed under a time-bound programme. 
Wealth Tax 

Audit Paragraph 
2.13. During test-audit of assessments made under the Wealth-

tax Act, 1957 short-levy of tax of Rs. 69.13 lakhs was noticed in 4734 
cases. The upmber of cases in which over-assessment was noticed 
was 1706 and tax involved was Rs. 8.11 lakhs. 
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2.14. The under assessment of tax of Rs. 69.13 lakhs was due to 
mistakes categorised broadly under the following heads:-

No. of Tax 

(i) Avoidable mistakes involvina conaiderable revenues 

(Ii) Omrni.lion to levy or Incorrect levy of additional wealth-tax . 

(Iii) Incorrect exemptions and reliefs 

(iv) Escapement of wealth from tax 

(v) Incorrect valuation of property. 

(vi) Ommission to levy or Incorrect levy of penal interestl 
penalty . 

(vii) Other lapses 

TOTAL 

Items 
(Rupees in lakha) 

r#z II '03 

67 r'36 

69z S'04 

9z1 S'6S 

Sll 6'z6 

761 33·34 

340 6'35 

4734,69'13 

[Paragraph 69 (iii) of Report of the Comptroller & Audft()r 
General of India for the year 1970·71, Union Government 

(Civil>, Revenue Receipts.] 

Gift Tax 

Audit Paragraph 

2.15. During test-audit of gift-tax assessments it was noticed that 
in 671 case there was short-levy of tax of Rs. 5.11' laklis and in 267 
caSes there was over-charge of ta·x of Rs. 1.59 lakhs. 

[paragraph 77 (ii) of Report of the Comptroller . & Auditor 
General of India for the year 1970-71, Union Government 

(Civil), Revenue Receipts.] 

Estate duty 

Audit Paragraph 

2.16. In test-audit of estate duty assessments, it was noticeP that 
in 855 cases there was short-levy of estate duty of Rs. 26.93 lakhs 
and in 193 cases there was over-charge of duty of Rs. 4.38 lakhs. 

[Paragraph 8O(ii) of Report 0f the Comptroller & Auditor 

General of India for the year 197()'71, Union Government 
(Civil) I Revenue Receipts.] 
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Wealth Tax 

2.17. The Committee desired to know in how many cases the mis-
takes had been accepted, assessments rectified and add1tional demand 
raised. The Ministry have submitted the folloWing note in this re-
gard: 

"Out of 4.734 cases of under-assessment and 1.706 cases of over-
assessment, information has been received in respect· of 
2,535 and 971 cases respectively. Of these, the mistakes 
have been accepted in 1,838 cases of under-charge and 931 
cases of over-charge. The information regarding rectifica-
tion, additional demand, etc. is not readily available with 
the Ministry; bulk of the cases are small." 

2.18. The Ministry have further stated that the amount involved 
in the aforementioned cases, in whicH mista'kes have been accepted is 
Rs. 12,66,034 under-charge and Rs. 5,02,125 over charge. 

2.19. Asked whether there were any cases where rectification be-
came time-barred. the Ministry have replied in the affirmative. The 
Cornnuttee desired to know the number of such cases and the amount 
involved therein. The Ministry, in a note, have stated: 

"There are 7 such cases involving an under-charge of B.s. 3,629. 
Of these, rectification was barred in 5 cases (involving an 
amount of Rs. 3,374) even before the receipt of the audit 
objections. I, 

2.20. The Committee desired to know the number of mistakes 
pointed out in internal audit both under-assessment and over-assess-
ment during the years 1970-71 and 1971-72, the number of cases out-
standing on 31st March, 19'72 without action and the amount involv-
ed in the outstanding objection. The Ministry have intimated that 
the information is not readily available with the Ministry and that 
bulk of the cases are small. 

Gift Tax 

2.21. The Committee enquired how many. out of the mistakes 
pointed out in Audit, had been accepted. rectified and pending for 
action on 1st September, 1972. The Ministry have furnished the fol-
lowing information in this regard: 

"(i) Out of 671 cases of under-charge of tax. the objection has 
been accepted in 369 cases. In 76 cases, objection has not 
been accepted by the Ministry. Information regarding the 
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rectification of the mistakes is not readily available with 
the Ministry, being with the field offices concerned. 

(li) Out of 267 cases of over-charge, the objection has been 
accepted in 181 cases. In 8 cases, the objection has not 
been accepted by the Ministry. The Ministry do not have 
readily available information regarding rectification in 
this cases also. 

(iii) 34 cases of under-charge and 13 cases of over-charge are 
still pending for scrutiny by the Income-tax Department 
and report to the Ministry." 

Estate duty 

2.22. The Committee desired to know the number of cases wht!re 
the mistakes were accepted and assements rectified. In this connec-
tion, the Ministry have submitted the following: 

"Out of 855 cases of under-assessment and 193 cases of over-
assessment, information has been received in 804 and 134 
cases respectively. Of these, the mistakes have been ac-
cepted in 707 cases of under-assessment and 131 cases of 
over-assessment. The information. regarding rectification 
is not readily available with the Ministry; bulk of the cases 
are small." 

. 2.23. The Committee' f!nquired whether there were any cases where 
action for rectification became time-barred. The Ministry have stated 
that there are cases which became time-barred before the receipt of 
audit objection. Asked to Indicate the number of such cases, along-
with- the revenue involved, the Ministry have intimated that there 
are 2 such cases involving a revenue of Rs. 2,161. 

2.24. The Committee desired to know the number of cases that 
were reviewed in internal audit during the years 1970-71 and 1971-72. 
They also desired to be furnished with the total number of mistake. 
detected by them, both under-assessment and over-assessment and 
pending without action on 31st March. 1972. In a note furnished to 
the Committee, the Ministry have stated as follows: 

"The internal audit are not expected to audit the estate duty 
cases, as this is the responsibility of ~puty Controller of 
Estate Duty. However, the information is not readily 
available with the Ministry; bulk of the cases are small." 

Z.25. The test Audit of wealth-tax, gift-tax and Estate Duty aaleU-
!Mnts by Revenue Audit durin, the year 1970-71 revealed 4734,871 
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aDd 855 cases of under-assessment involving &S. 69.13 lakhs, &S. 5.11 
lakhs and as. 26.93 lakhs respectively. ,,,TIle cases of over-assessmen.ts 
noticed were 1706, 267 and 193 involving Rs. 8.11 lakhs, Rs. 1.59 lakhs 
and as. 4.38 lakhs respectively. Tbe Committee regret that the Min-
istry are not in a position to give complete information regarding the 
action taken on all these cases. In this cODnection they would like 
to refer to para 2,327 of their 51st Report (Fifth Lok Sabha) on 
Income-tax. Tbey desire tbat tbere should be a time· limit for taking 
corrective action on mistakes reported by Audit and a centralised 
periodical review in the case of other direct taxes also. 

2.26. Tbat there is no centralised control over the work of the 
Internal Audit of other direct tax assessments is evident from the fact 
tbat the Ministry are unable to intimate the number of mistakes p(tint-
ed out by Internal Audit and the action taken by the Department. In 
parqraphs 2.27 to 2.29 of the 51st Report (Fifth Lok Saltha), the 
Committee had indicated how there could be a purposeful review of 
the work of Internal Audit of income·tax assessments and a better 
coordination between the Internal Audit and Revenue Audit to have 
maximum impact on the revenue collectiDg machinery. Tbe Com-
...uttee desire that action on these lines should be taken in regard to 
the Internal Audit of other direct taxes also. Tbey hope that future 
Audit Reports would inc:lude a review of the working of Internal 
Audit as furnished by the Ministry. 

2.27. The work of Internal Audit is not as though as it ought to he. 
This is partly so because of the manner in which the personnel for 
Internal Audit is recruited. The Internal Audit has an extremely 
important role to perform and it cannot be too strongly emphasised 
that it should be manned by competent persons with· satisfactory 
career prospects. This is not the case today and the Committee 
would. therefore recommend that this suggestion be persued in a 
comprehensive manner expeditiously. 
Mistakes in calculation of tax 
Audit Paragraph 

2.28. In an assessment completed on 28th March, 1970 on net 
wealth of Rs. 59,32,572 tax was calculated by applying the rates pre-
scribed for the assessment year 1968-69 instead of at the rates appli-
cable for the assessment year 1969-70. This resulted in short-levy 
of tax of B.s. 24,668. Similar mistakes were noticed in five other 
cases resulting in undercharge of tax of Rs. 2.2.409. The Ministry 
have accepted the mistakes in all the six cases. 

[Paragraph 70(a) of the Report of the Comptroller and Auditor 
General of India for the year 1970-71-Urdon Government (Civil). 

Revenue Receipts., 
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2.29. The Committee were .informed in a written note that the 
.additional demand of tax had been recovered in all the cases. The 
Committee enquired how such mistakes occurred. The Finance Sec-
retary stated: "We have been worrying ourselves as to how we can 
reduce these, eliminate these, delays and difficulties particularly in 
the matter of applying correct rate and making correct calculations 
becauSe there are instances of two types and a quite ready answer 
is not available to us yet. Instructions are there. The responsibility 
is there on the Officers and yet they continue to make mistakes." The 
Chairman. Central Board of Direct Taxes also explained, "We view 
these mistakes quite seriously, but, we usually warn the Officer to 
be careful depending upon the total workload with him because usual-
ly the explanation ia that it is due to ruah of work." 

2.30. The Committee pointed out that this excuse of being over-
worked could be put forward by the ITOs for all the mistakes com-
mitted by them and enquired whether the workload on the ITOs 
c:ould be SO readjusted as to make it even and reasonable. The Chair-
man, Central Board of Direct Taxes, in reply, stated: ...... we will 
'be able to analyse their output. . ....... in the last 4 or 5 years, 
the Income Tax Officers' responsibilities have widened in a way be-
c:ause of the emphasis that we laid on searches. It so happens that 
a large n~mber of Officers at a time. are diverted to searches 80 that 
even though their workload has apparently gone down in terms of 
the quantity of assessments, the invisible consumption of time is 
never recorded." The witness continued: "We have appreciated 
these difficulties in the measurement of workload and recently we 
have established one organisation. management unit, which will look 
into the procedures, workload, management. requirements of person-
nel etc." 

2.31. The Committee enquired whether an explanation was called 
for from the officers responsible for the mistakes committed in all 
these cases. The Ministry have submitted the following information: 

"The explanations of the Wealth-tax Officers were not called 
for as the mistakes were attributable to the clerical staff. 
The Commissioners concerned were asked to call for the 
explanations of the members of clerical staff and take ap-
propriate action thereon. Instructions have now been 
issued making the Wealth-tax Officers responsible for 
checking tax calculations in important cases. 

2.32. The Committee desired to know the assessment by the Board 
{)f the factors that were responsible for the mistakes. In a note. the 
'Ministry have replied. "The Board are of the view that with the 
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recent strengthening of the Internal Audit organisatiop aQ4- s~i~ter 
.pel"ri8bry. oontn;} otdi*t8d ~ .};o~ttec! tttstrUett(m:) ~ch tnis-
taltes will be ndu.ecl oil ~ pttmlpil,.." 

2.33. ~ ~i~tee PQiat~ out that· tM In_ •. appeue4 to l>& 
widespread ~ ~ed to lulpw whether the ~ otd.s'!8d· f<)J:! Il: 
review of all aIl8!M1Dl.,~1'4I 1M the asaessment fJrODl lMt-10, ~tally 
in the particlollal: wat:eb ~ wll,ieh tae miata_ arose. Til. FiAaII08 
Secretary repUeQ that a re~:w (I'f. all ctU.eS in these ye8f. for whJca 
he was r~ible was ~l!d'J:~. Aahecl about the outcome of th .. 
review, Ule ~Wstl"y have stated: "The repoJ!h r~eiVlld 10 fa10 ~e.v.at 
that the omission was deteqted in 5 cases (involving a tax diect of 
Rs. 38,616) out 01 262 oeses reviewed for· the pu.rpOie. The ievisw is: 
not yet complete. Tbe Anal Q~~e. Q£ thEt review will be iJltimatect. 
to the Committee as soon as thli! information i~ ava~Jab~e." 

2.34. The Committee poitlted out that in the case of ii1come tar 
assessments there was a IYstem of couhter check of tax calc:ulatiorts 
by the supervisors atld IT(1)·hUnself. The Committee desired to know 
whether there was a similar system in other direct taxes also. The-
Finance Seoretary, in reply, stated: "Apparently, they have recently 
issued instructions for a counte!' check on the calculation part also so 
that there Is a second check. '!'he Chairman is investigating wheth@r . 
OUr arithmetical calcul9tiorts eQuId be improved by haVing some cal-
culators in the different offices so that mistakes comthonly found of 
arithmetic which are fairly serious could be minimised. They are-
tr~ng to experiment with a number of calculators,· whether they 
would realJy serve the purpose." 

2.35. The .Committee were informed by Audit that the assessments 
in two cases were checked in internal audit but the arithmetical mi~- . 
takes were not detected by them. Asked why thes,c could not be 
detected, the MInistry furnished the following reply: 

"In one case the mistake was detected by the Internal Audit 
Party whose note was received 'by the Wealth-tax Officer' 
on 14th May, 1m a fortnight before the receipt of Revenue 
Audit note. In the other case the mt-stake remained un-
detected through ovet"8ight for which the lAP official res-
ponsible has been asked to be more careful bi future." 

2.36. In connection with the Be(:uritv by internal audit, the Finance 
Secretery stated Quring evidence: "That has led WI t,o a veryseriolls 
1nternal examination on our part in regard to the quality of OUl' 
internal audit. This kind of deficiency has been found in a large 
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l}ijJP.b",qf;~~fFS PQin~~d out ~lsew.ijert! ~ ~, ~ucJit;Or-~~aJ', ~ 
~ WHi ~ ~ .q~ 4Jr:l ~ Ifl intp ~AAY _~~ ~ 
~y ~ 1W~ ~ w~~p.~ ~ F.9!J"~ l'~~~ W8f. '*.~ 'RP~~, ~9 ~, 
~~t ;Veff.' of "~Mmpnt We ~a.ve ~ ff'el4P¥ t.bat iPe 1i\¥'~\Y Q~ 
iR,w~ ~~t st.,tf is q9t of t~ c~bre tp'a~ ~ n~p~ ~o~ ,U4B ~p~­
plex work. We have to consider whe~r wI! s~~ld ~p'~ ChAA" ~h~ 
whole organisation of our internal audit parties. That is a matter 
which is now engaging our attention, not pnly in terms of numbe~ 
but even in terms of their composition and their calibre. Internal 
audit parties do not seem to be adequately equipped, and they are 
not a61e to discharge the functions expected of ~ i.1;l J. PfG~ 
way." The Committee asked about the number of cases scrutinised 
by internal audit. The witness stated.: "They are now expected to 
do imm~diate audit within one montli of the completion of the asseS8-
ment, Of ~11 co~pany cases including super proftts tax and surtax, 
otper case~involving ~n assessed income of Rs. 1 lakh and above, 
cases rebting to other direct taxes in which the tax payable is Rs. 
20,000 and above-. But I am doubtful whether the present internal 
audit as organi,~ed will be really able to come up to expectations." 
The witness further stated: "In 1970-71, they checked 2,77,000 cases 
anCi in 1971-13, it w~s 3.36,000 cases." Asked to state the number of 
cases they were expected to check durin$ these years as per existing 
instructions, the· Ministry have furnished the following infonnation:-

"There were no di~posa1 quotas opt'rative for lAPs during 
1970-71. However, dis.posal quota of 500 cases, per 
month per lAP was fixed in September, 1971. Wi~h this 
the disposals in 1971-72 registered' improvement. li'rom 
Sept~mber, 1971 to March, 1972, on an aver~ge, 89 lAPs 
worked in all the charges. According to disposal quota 
fixed, they were eJ!:pected to check 3.11 lakh assessments 
against which they checked 3.09 1ak}:! assessments. The 
marginal shortfall of 0.6 per cent was due to the fact that 
the instructions fixing the disposal' quota were issued 011 
9th September, 1971 and took some time in reachjng the 
lAPs." 

2.37. Tbe Committee are c:'OD5trained to note that ia. as many .a 
six cales of assessments for tbe year 1$69-70 the rates of tax appU-
cable for tbe assessment year 1988-68 were wn)Jlgly applied rePdtinr 
ha sbort levy of wealth-tax of &s. 47,077. Sucb mistalFe. in applying 
the 'rates are simply inexeusable. A review so f,r .. hlJfJb~11at 
out other 5 cases involving a tax effect of Rs. 38.616. This OIbow~ that 
this type of mistake is faidy widespread. 'l1le Committee .. ~ tW 
the review should be completed expeditiously and recovery e6tcte4 
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besldel taking appropriate dlsclpllaary aetlon agabast aD''oftleiaJa eon-
cemed f«trthe cateleisneSa. . The instructions issued recently makin, 
the wealth-t~ offtclal. responsible for checkinc tax calcula.tions In-
stead of by the clerical 'staff, if enforced ri,orousiy will certainly 
ensure that such mistakes will not occur. . The Committee trust that 
the enforcement will be strict. 

Incorrect conversion of value of Cl8sets in foreign currency into Indian 
currency. 

Audit ParB'graph 

2.38. Assets situated in foreign countries are to be valued in Indian 
currency at the rate of exchange prevailing on the valuation dates. 
Due to adoption of incorrect rate of exchange for converting the value 
of wealth, there was under-assessment of wealth of Rs. ~1,34,961 with 
consequent short-levy of tax of Rs. 27.494. Brief particulars of the 
cases aTe given below:-

2.39. (a) For the assessment years 1967-68 and 1968-69 an assessee 
returned the value of foreign Government securities, balance in a 
bank and immovable property situated in a foreign country at 
Rs. 8,34,894 calculated according to the rates in force before the deva-
luation of Indian rupee in June, 1966. The valuation dates for the 
two years were 31st March, 1967 and 31st March, 1968 respectively. 
While completing the assessments in July, 1969 the Wealth-tax Officer 
adopted the value returned by the assessee instead of working out the 
value according to the post-devaluation rate of exchange. The mis-
take resulted in short-assessment of wealth of Rs. 7.72,888 for the two 
years. While accepting the under-valuation of government securities 
for the assessment ye'lr '.967-68 but not for the year 1968-69 the Min-
istry have intimated that the other mistakes are under verification. 

. 2.40. (ii) For the assessment years 1967-68 to 1969-70 four assessees 
returned the value Of their share in foreign assets in the nature of 
immovable properties owned by a firm at Rs. 3,00,180 calculated at 
the rates of exchange prevailing prior to devaluation of Indian rupee 
in June. 1966. While completing the assessments for the three. years 
1967':68 to 1969--70. the Wealth-tax Officer adopted the value of 
foreign wealth at Rs. 3,00,180 as returned hy the -assessees instead of 
taking the value at the post-devaluation rates in force on the rele-
vant valuation dateo;. Thill resulted in total under-assessment of 
wealth of Rs. 4,61,886 with short-levy of tax of Rs. 7,326. The Minis-
try have accepted the mistake. Report regarding recovery is await-
ed. 



15 

2.41. (iii) In computing wealth of two assessees for the asseSSQlent 
years 1967-68 to 1969-70, the value of assets located in Ceylon was 
not converted into Indian rupees at the rates of exchange prevailing 
on the valuation dates. This resulted in short-assessment of wealth 
of Rs. 9,00,187 involving short-levy of tax of Rs. 8,750. While accept-
ing the mistake the Ministry have intimated that out of additional 
demand oCRs. 8,750 a sum of Rs. 2,660 has been recovered. Report. 
regarding recovery of the balance of Rs. 6.090 is awaited. . 

[Paragraph 70 (b)(i) , (ii) & (iii) of the Report of the Comptroller-
and Auditor General of India for the year 1970-71-Union G<lv-

ernment (Civil) Revenue Receipts.]! 

2.42. The Committee enquired whether the assessments in all the 
cases have been rectified and the additional demand recovered. The-
Member, CBDT stated that the assessments had been rectified in all 
cases except in one case, in which re-assessments were pending. 
Asked about the present position of the pending case, the Ministry. 
in a note, have stated that the re-assessments have since been com-
pleted and a net additional demand of Rs. 4662 raised and recovered. 

2.43. The Committee asked whether any specific instructions were 
issued to the assessing officers regarding the devaluatioQ of rupee in 
June, 1966 and its impact on valuation of assets for purposes of levy 
of wealth-tax, gift tax and estate duty. The Finance Secretary r~­

plied that the instructions were not issued by the Board in 1966. The 
witness added: "The Board should have shown initiative In th~ 

matter." Asked when they were issued, the Ministry subsequently 
have stated that instructions have since been issued on 24th October;. 
1!n2. (Appendix I). 

2:44 The Committee enquired whether. in view of this case, the 
Ministry were considering to make a survey o.f all cases of a similar 
nature assessed by the assessing officer. The Finance Secretary stat-
ed: "That has been ordered." 

2.45. Referring to the seven cases reported in this paragraph, the 
Committee enquired whether the income tax assessments were re-
examined to find out whether the income was returned in foreign 
currency or Indian currency; and in the former case, the Committee 
desired to know whether the conversion into Indian currency was 
correctly made and the income charged to tax. The Ministry, in a 
note, have stated: "In one case there was . mistake in conversion for 
the purpose of income tax assessment also and this mistake has been 
rectified. In the remaining six cases the conversion was found to be 
correct." 
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2.46. The CommIttee pointed out that according to AUdit, tour as-
seSsments of two a&sesSees were checked in internal audit but the 
omission was not detected by them. 'rile Finance Secretary stated: 
" .... Wefiild this failure in so many paragraphs. It was m~t dis-
tressing for us to See the failure of internal audit. They se'em to 
have gone just in a routine way; even arithmetically they seem to 
have made a mistake." 

2.47. The Committee enquired whether the Ministry have pre-
scribed checking whether income/value of assets returned in foreign 
currency is converted into Indian currency as one of the items of 
scrutiny by internal audit. The Chairman, Central Board of Direct 
Taxes replied: "I doubt very much because that point probably be-
ing riot of that frequency might have been overlooked, I would ad-
mit." The Ministry, in a subsequent note, furnished to the Commit-
tee. stated that they have since asked the Director of :rnspectioo (In-
come Tax and AudIt) to prescribe this check. 

2.48, For levY of wealth-tax, asSets situated in foreign countries 
are to be valued in Inaian currency at th~ tate of exchamge prevail-
ing on the valuation dates. The o,nunitiee are diStreSsed to leftrn 
tbat the omission to adopt the corred rate of exchange ducto devaluil-
tion of Indian CUrrency in June, 1986 and the laflure to convert the 
value of assets located in Ceylon into lndian rupees resulted in under-
charge of net wealth of as. 21,34,961. 'l"he Board have ordered a re-
view of all cases of wealth-tax assessees having foreign assets whose 
assessments have been completed for the years 1987;.68 onwanls with 
a view to ~amining if the value of the foreitrn assets was correctly 
a\topted. The CoMmiteee would like to know the outcome of the 
review. 

2.49. The Committee take a serious view of the failure tif the In-
ternal Audit in that the omission was not detected by tbeiR 1114 as--
sessments of 2 asseSsees checked. It is distressing to note the failore 
of the Internal Audit in Dot detecting slmp1e arithme'tical 'errors 'm 
the tax calCUlations. The 'comtnltte-e depncate the 'fenlfency to enl~ 
the scope of check in a piecemeal fashion. They desire that 'the lJOSi· 
tion should be comprehensively examhted and detailed cbec:ks laid 
down so that wherever there isa failure of cheal: a plea may llot be 
taken by the internal A.lulil that a partleularttem has n~been ,peci-
fically included in the items to be checked by them. 



Other mjsRka 

Audit raraP'Qh 

17 

2.50. In the case of an assessee, the additional wealth-laX charge-
able on immovable property situated in an urban area was included 
in the net wealth of the assessee and the additional wealth-tax levi-
.able was arrived at Rs. 24,368 in the assessment for the assessment 
years 1965-66 to 1970-71 completed in December, 1970. The addi-
tional tax was however not included in the demand "otiee issued to 
the assessee. This resulted in short-realisation of revenue by 
Rs. 24,368. The Ministry have accepted the omission. Report 
regarding recovery is awaited. 

{Paragraph 70(c) (i~ of Report of the Comptroller and Auditor Gene-
ral of India for the year 1970-71-Union Government (Civil), 

Revenue Receipts.] 

2.51. The Committee enqUired whether the additional demand of 
:Rs. 24,368 had been recovered. The Ministry have replied that the 
amount has not yet been recovered and that necessary measures are 
being processed. Asked whether the circumstances in which the 
demand was omitted to be included in the demand notices issued to 
the assessees for six assessment years, were looked into the Ministry 
have stated: ", : 

"The W.T.O. had mentioned levy of additional wealth-tax but 
the clerical staff overlooked to include it in tax calcula-
tions and consequent demand notices; they have been 
warned." 

2.52. The Committee were informed that on the income-tax side, 
instructions existed for the counter-check of tax calculations by the 
Head Clerk/Supervisor and by the I.T.O. himself. Asked whether 
there were any such arrangements in regard to check of tax calcula-
tions in respect of Wealth"tax, Gtft-tax and Estate Duty assessments, 
the Ministry have stated that the. question of issue of instructions for 
.checking of tax calculations of Other Direct Taxes by the officers 
~oncerned is under consideration. 

2.53. Althou,h in this case the assessing oftieer correctly calcuJat· 
oed the additional wealth-tax payabl., by the assessee on inubovable 
ttroperiy situated in an urban area, the adclidonal tax was n'Ot btchad-
ed in the demand notice iMUed owin, to a elenal eft'Ol' which resUlt-
ed in short-recovery of tax to the extent of". 1&,368. WhIle the 
eolnmlttee await • report reaarlliq recovery of the amount, ther 
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would like to refer to para 2.19 of their 50th Report (Fifth Lok Sabha) 
wherein the need for counter-check of assessments Were they are-
finalised and demand notices issued, was stressed. The Committee 
desire tliat necessary instructions for the counter-clt~k :01 tax cal-
culations in respect of wealth-tax, ,pft-tax and estate duty assessments 
as in the case of income-tax be issued without delay and tbe Com-
mittee informed of action taken. 

Omission to levy. or incorrect levy of, additional wealth-tax on im­
movable urban properties. 
Audit Paragraph 

2.54. In paragraphs 71 (iv) and 62 (iii) (b) of Audit Reports on. 
Revenue Receipts 1970 a·nd 1969-70 respectively serveral cases where 
the additional wealth-tax on immovable urban properties was not 
levied or incorrectly levied were reported. . During the period un-· 
der review such mistakes were noticed in 67 cases accounting for 
Short-levy of additional wealth-tax of Rs. 1.36 lakhs. 

{paragraph 71 of the Report of the Comptroller and Auditor 
General of India. for the year 1970-71 Union G(lvernment. 

(Civil)-R:evenue Receipts.] 

2.55. The Committee desired to know the revenue realised thro-
ugh the additional wealth-tax for the year 1968-69 to 1970-71 year-· 
wise and also the number of cases involved therein. The Ministry 
have stated. "The requisite information is not available with the· 
:Ministry. The details have been called for from the Ctpnmissioners 
and are expected shortly. As soon as the information is available, 
it will be furnished to the Committee." 

2.56. The Committee pOinted out that this fiscal enactment was 
intended to curb excessive investment in urban pl'operty, as with. 
out such a curb, investment in more productive directions could 
not be encouraged. Asked whether a review had been conducted to· 
find out as to how far the said objectives were achieved, thQ Fina-
nce Secretary replied: "No, Sir. A review has not been made.'" 
He further stated: "I have to think of the ma-nner in which it 
should be done. I will have a diSCUssion with the Chief Economic 
Adviser as to how he could devise a proper method for doing this.''' 

2.57. Referring to the fact that Revenue Audit was pointing out 
every year a number of cases wherein the additional wealth-tax was 
not leviedlincorrectly levied, the Committee desired to know the 
steps taken to avoid such mistakes. In its reply, the Ministry h:we 
stated: "The Board have already brought to the nftice of .. the Com-
missioners the instances of non-levy of additional wealth-tax on 

. immovable properties. A review was also ordered. 



19 

2.58. The Committee wished to know the extent and scope of" 
setUtiny' preseribed for intemal'sudit in regard' to. the levy~ of addi-
tional' wealth-tax. . The ,Ministry have stated: . "The priorities fullo-

• wed -by Internal Audit of late have been to audit eases involving. 
large amounts or otherwise important. The definition of 'priority 
cases'for Internal Audit has been changing from time to time. 
From November, 1969 onwards priority cases included all assess-
ments under the other Direct Tax Acts (including Wealth-tax) 
where the tax levied exceeds Rs. 10,0001-. \ Normally, cases which. 
involve additional wealth-tax would be covered under this defini.., 
tion and thus require checking on priority basis. More recently in 
June, 1.972, 'Immediate Audit' scheme was introduced. The cases. 
coming up for 'Immediate Audit' include all cases relating to other 
Direct Taxes including Wealth-tax where the tax payable is Rs .. 
20,OOOI-and above. These cases would normally include many of 
the Wealth-tax assessments where additional Wealth-tax may be· 
involved. Immediate audit cases are to be audited within one 
month of the assessment. Next to 'Immediate Audit', the Internal 
Audit would be checking priority cases as mentioned above which 
would cover a wide range of such cases. Recently the Commissioners 
have been asked to issue specific instructions to the Internal Audit 
Parties about the need to check whether additional Wealth-tax' on 
urban j'roperties had been correctly levied; this has been achieved 
by addfug an item to the Check Sheets of the Internal Audit for' 
Wealth-tax cases. 

2.59. At the instance of the Committee, the Board issued instruc-
tions in September, 1971 for a review of completed assessments to' 
correct, omissions, if any or mistakes, if any, in the levy of addi-
tional wealth-tax. The Committee desired to know the number of 
cases in which rectifications were made and also the additional de-· 
mand raised. The following information has been submitted by 
the Ministry in this regard: 

"The results of review are indicated below:-

(a) Number of CRSCS surveycd 

(b) Numbcr of cases out of (8) above where omission to levy addltiollal wealth-
tax was detected . . . . . . • . . . lOS 

(c) The amount of additional wealth -tllX involved in cases at (b) above 

(d) Number of cases in which rectification has qincc beEn effected WIder 
Bection 3S; and . . . . . . . . . . 

(e) Number of CIIlca wherc rectification ic ,ti1l pending (being expedited) 
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2.60. Levy of additional wealth-taxOD the urban lands and build-
iDgs owned by individuals and Hindu Undivided Families under the 
Finance Act, 1965 was intended to curb excessive inestment ill urban 
property as without such a curb investment in more productive direc-
tions could not be encouraged. The Committee find that no review 
has been conducted to find out how far this objective has been achie-
ved. As eight years have elapsed they desire that such a review 
should be conducted now after ascertaining the revenue realised 
through the additional wealth-tax and the number 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. 

2.61. The Committee suggest that a review of the realisation of the 
socio-economic objectives Wlderlying the various fiscal cnactments 
made from time to time should be undertaken periodically so that 
necessary timely correctives may be applied. 

Incorrect exemptions and j'eliefs 

Audit Paragraph 

2.62. Wealth-tax is not payable by an assessee in respect of one 
house or part of a house belonging to the assessee exclUSively used 
by him for residential purposes, provided that where the value of 
such house or part thereof situated in a place with a population 
€xceeding ten thousand exceeds Rs. 1 lakh, the amount that is not 
included in the net wealth of the assessee is Rs. 1 lakh. In three 
cases it was noticed that the exemption was not allowed correctly 
leading to under-assessment of tax of TIs. 10,548. Brief p3rtieulars 
of the cases are given below:-

2.63. (a) In the wealth-tax returns filed by an executor of an 
estate of a deceo.sed assessee for the assessment years 1965-66 to 
'91j9-70 (completed in February, 1970) exemption of Rs. I lakh in 
. "'spect of a residential house claimed from net wealth was allowed 
by the department though the house in respect of which 
exemption was claimed did not belong to the executor of the estatc. 
The incorrect allowance of exemption for the five years resulted 
in under-assessment of wealth of Rs. 5 lakhs. The Ministry have 
accepted the mistake. 

2.64 (b) The exemption was incorrectly allowed in the assess-
ments of two partners of a firm for the assessment years 1967-68 
to 1969-70 though the property belonged to the firm and not to the 
partners. The incorrect grants of exemption resulted in under-
assessment of wealth of Rs. 2,01,778. The Ministry have accepted 
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the mistake and stated that additional demand of Rs. 1,002 had beea 
raiseii. Report regarding recovery is aWaited. 

{Paragraph 72(a>&:(b) of Report of the Ccmptroller and Audi-
tor General of India for the year 1970-71-Unioll Govern .. 

ment (Civil)-Revenue Receipts.] 

2.65 Asked whether the assessments in the eaees referred to , 
"I'fd heeD nctI.Ied cd the additional demand recovered, the Minis-
try have· stated that tItle assessments ;have been ~pehed and are 
pending completion. 

2.66. Mistakes in the grant of exemption under the Wealth-tax 
Act in respect of residential property were brought to the notice 
of the Committee in Audit Reports 1970 and 1969-70. The Com-
mittee enquired whether the Ministry had issued any instructions 
pointing out the mistakes that were generally commit1led by the 
Wealth-tax officer in allowing this exemption. The Ministry have 
stated that no generaltnstructions have been issued by the Ministry 
in the matter. 

2.67. T~ Committee enquired whether the as.sessments· in the 
three cases were checked in the Interna} Audit and if so, how the 
mistakes escaped their attention. The following inforniation has 
been received from the Ministry in this' regard; 

"The assessments were checked by the I.A.P. The Supervi-
sor who failed to detect thenList.aKe has explained that 
as the case involved a tegal 'point"ne 'was not able to 
detect the same. He has beehcap~ioned." 

• I 4,1 , 

2.68. Referring to the case in sub-para. (~). wl1ich dealt with in-
correct deduction allowed in the asselisments in the case of execu-
tors under Section 19A of Wealth Tax ACt, the Committee enqUired 
whether the Ministry had elucidated the legal position for the 
guidance of the assessing officers. The Ministry in a note, stated 
as follows: - t 

"In view of the amendment brought forth by the Finance (~~. :2-
Act. 1971, the provisions of Section 5 (i) (iv) of the Wealth Tax 
Act, 1957 on account of which the executor would be able to get 
the exemption, it is not considered necessary to issue any separate 
instructions in the matter. However, it may be stated that this has 
effect only from 1-4-1972." 
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The amendments to Section 5 (1) (iv) of the Wealth Tax Act. 
195'1 tindr Finance Act 1970 and Finance (No.2) Act 1971 are· aa 
follows:-

For clause (iv) , the following clause shall be substituted with. 
effect from 1st day of Apri1, 1971, namely:-

"(iv) one house or part of a house belonging to the assessee 
and exclusively used by him for residential purposes: 
Provided that, where the value of IfUch houae or part 
exceeds one hundred thousand rupees, the amount that 
shall not be included in the net wealth of the assessee 
under this clause shall be one hundred thousand rupees;"~ 

(Finance Act, 1970). 

In clause (iv), the words "and exclusively usej by him lor resi-
dential purposes" shaU be omitted with effect from the 1st day of 
April, 1972. 

(Finance (No.2) Act, 1971) 

2.69. The Audit para deals with exemptions in respect of house-
properties incorrectly allowed in three cases. In one case the exemp-
tion was allowed to the executor of an estate although the property 
did not belong to him. In other two cases though the house property 
belonged to a firm in which the two assessees were partners, exemp-
tion 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 instructions have been issued 
by the Ministry especially when several mistakes in the "rant of ex-
emption under the Wealth-tax Act in respect of residential property 
have been brought to their notice through successive Audit Rpports. 
The Committee stress that the Ministry ought to clarify the relevant 
portions of the Act for the guidance of the assessing officers and th~~ 
Internal Audit. 

2.70. As regards the exemption in respect of the house propert)' 
not belonging to the execufor, the Committee have heen informed' 
that in view of the amendment to Seetion 5 (1) (iv) of the Wealth-
tax Act, the CY.f'cut" .. wou'd b .. able to get exemption w.e.f. 1-4-1972. 
As the house should still belong to the assessee, the Conlrnitte~ 

would suggest that Government should examille whether the ex-
ecutor would be able to got exemption under the amended provi-
sion of .e Ad. 
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GIFI'-TAX 

Overcha.r;ge c1 tax due to mista.ke in calculation. 
Audit Paragraph 

3.1. On a gift of Rs. 1,76,937 made in October, 1965 gift tax of 
1<s. 42,925 was levied in the assessment completed in· September 
1969. At the rates applicable to the assessment year 1966-67, th~ 
gift-tax leviable amounted to Rs. 21,714. The incorrect levycf tax 
at the rates prevalent prior to 1966-67 resulted in over-charge of 
tax of Rs. 21,211. While accepting the mistake, the Ministry have 
stated that the assessment has been rectified and the original de-
mand has been reduced by Rs. 21,211. 

[Paragraph 79 of the Report of the Comptroller and Auditor 
General of India for the year 197Q-71 Union Government 

(Civil), Revenue Receipts.] 
3.2. The Committee desired to know about the quantum of audit 

prescribed for internal audit in regard to gift tax assessments. In 
the following note, the Ministry have replied: 

"No quantum of audit was prescribed for the internal audit 
of gift-tax assessments. However, vide para 4 of Circu-
lar No. 19-D (LXXIX-I) 163 dated 1-8-1963 the erst while 
Central Board of Revenue had directed that while check-
ing the Income-tax assessments, the lAPs will also check 
the arithmetical accuracy of the calCUlations made in 
gift-tax assessments in the same case. However, the Board 
have recently prescribed 'immediate audit' within one 
month from the date of completion of assessment in cases 
in which the gift-tax demand exceeds Rs. 10.0001-.' 

3.3. The Committee were informed that the assessment was com-
pleted in September 1969 and revenue audit was conducted in 
October 970. The. Committee enquired why the assessment involv-
ing a gift of TIs. 1,76,937 was not subjected to scrutiny by internal 
audit. To this the Ministry have stated that during the period of 
audit by the Internal Audit Party, this case was not available. 

3.4. The Committee are coneemed to find that there il no etleetive 
Intemal Audit check of Gift-tax aSSMsments. 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 cheek of Wealth-tax 
assessments since June, 1969. Similar action is called for in l"ellpert 
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. 

23 



IV 

ESTATE DUTY 
Avoida.ble mistakes involving considerable revenues 

Audit Paragraph. 

4.1. The net princiWl value of the ~st;ate of a person who died 
in July 1955, was determined as Rs. 9,43,348 in November, 1962. 
With a view to assess escaped estate of the value of Rs. 5,00,000 from 
duty, the assessment was revis~ in November, 196f} a,nd the total 
value of the estate charged to duty amounted to Rs. 14,43,348. 
Though in the original assessment made in November, 1962, 
there were several accountable parties and only one of these parties 
estate duty was ccrrectly calculated treating the assessee as a 
holder of an impartible estate, in the re-assessment made in Novem-
ber, 1009, duty was levied at the rates applicable to property which 
consisted of an interest in the joint family property of a Hindu 
undivided family. This accounted for short-levy of duty of 
Rs. 15,000. While accepting the mistake the Ministry have intimated 
that additional demand of Rs. 15,000 has been raised. 

[Paragraph 81 of the Report of the Comptroller und Auditor 
General of India for the year 1970-71, Union Govern-

ment (Civil), Revenue Reeeipts.] 

4.2. The Committ.ee enquired how the l\linistry came to know 
that there was an escapeel estate of the value of Rs. 5 lakhs with 
the asSessee. The Finance Secretary replied that this fact was dis-
clo"C'd hy the statement of Counsel. The Member. CBDT furthpr 
stated that the discovery regarding thiR was made on 11-6-1964. 
The Committee pointed out that the revisPd assessment was none 
only in Novemher, 1969 <lnd desired t.o know the reason for the 
del:lY. The Member, CBDT stated: "The delay took place beczlme 
there were several accountable parties and only one of these parties 
had filed the return. Now the Estate Duty Offt.cer has to serve 
hotice on All the other parties and there was delay on the part of 
those parties. Another feature that arose after the assessment was 
made was that they went on a writ to the High Court and also filed 
a petition before the Board before which it was pending. They did 
not accept the notice; they did not file any return; they did not 
respond to the notice at all." 

24 
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4.3. Asked whether the additional demand had been realised, the-
Ministry have intimated: "Not yet; the Accountable persons have 
filed a writ petition before High Court," 

4.4. To a question. the Ministry intimated that the accountable 
persons were in arrears in respect of the estate duty and that the 
jotal amount outstanding without recovery on 31-3-1972 was 
Rs. 2,77,087/-. 

4.5. Asked whether the assessment was subjected to scrutiny by 
the internal audit, the Ministry, in a note, replied in the negative. 
When the Committee desired to know the reasons for the omission 
of the Internal audit to examine the file, th~ Ministry have replied 
that the Internal Audit Party could not check this case due to heavy 
pressure of work. 

4.6. The failure of the Estate Duty Officer to apply the rate of tax,,· 
tlon correctly at the time of reassessment bringing tbe escaped estnte 
of Ks. 5 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 have filed a writ petition. TJ1e outcoJOf'! 
may be reported to the Committee. The Committee would also likr-
to know the action taken in respect of the concealment. 

4.7. The Committee also understand that the accountable persons 
were in arrears in respect of estate duty to the extent of &s. 2,77.0R7 
as on 31st Mareh. 1972. The arreurs should be recovcl'cd curly lInrI"r 
intimation to the Committee. .. 

4.lt Thf' pice that the Internal Audit could not scrutinise the ass(~ss­
men. in this ('ase due to heavy pre"surc of work cannot hf~ acc'~pied. 
Measures should he taken to see that the Internal Audit covers in 
time all the big eases. 

In c'Orrect exempt'ions and reliefs 

Audit Paragraph 

4.!1. In determining the value of estate for purposes of levy of 
estate duty, debts are deductible. Income-tax assesS'ed on the 
deceased and remaining unpaid on the date of death is a debt and 
the amount thereof is to be deducted from the total value of the 
estate. 

4.10. In the estate duty assessment of a person (who died on 
8th January, 1969), completed in July. 1969, the income-tax liability 
for the assessment years 1008-69 and 1969-70 was allowed as a 
deduction to the extent of Rs. 78,313 though the actual liability 
amounted to Rs. 30,483 only, thus leading to excess deduction of 
Rs. 47,830. 



4.11. Further income-tax liability of Rs. 3Q,700 for the assess-
~ent year 1970-71, was also deducted although no such lia.bility 
,existed for the assessment year 197()"71 , the deceased having died 
-in the previous year relevant to the assessment year 1969-70 itself 

4.12. The total excess deduction of as. 78,530 on account of tax 
liability resulted in under-charge of estate duty of Rs. 30,453. The 
paragraph was forwarded to the Ministry in August, 1971 and their 
reply is awaited (February, 1972). 

[Paragraph 82 (i) of the Report of the ComptroUer and Audi-
tor General of India for the year 1970-71 Union Gov-

ernment (C6vil) , Revenue Recedpts.] 

4.13. The Committee enq~ whether the aa&E!JNmenta bad been 
oI'eviseci and if so, desired to know the addttional demand raised 
and recovered. In reply, the Ministry have fumiahed the follOWing 
..note: 

The assessment was revised in July, 1972 raiaing an additional 
·demand of Rs. 13,5831- but it has not yet been collected. The Account-
able Person has, however, surrendered Annuity Deposit Certificates 
'of the. valUe equal to the· additional demand and these have been 
.sent to the Reserve Bank of India for encashment." 

4.14. The Committee desired to know the claim put forward 
.by the accountable person as debt in respect of outstanding income 
tax liabilities. The Member, CBDT, replied: "We ahall have to see 
from the original files.' The Committe pointed out that this year 
unlike the previous years (when all the Audit paragraph were 
examined during evidence) the Ministry were intimated that only 
a limited number of paragraphs would be examined and even for 
these, the replies were not forthcoming from the representatives 
.of the Ministry. The Secretary, Ministry of Finance replied: "I 
have noted your observations and I shall see what we can do to 
remedy the situation. It calls for a measure of reorganisation as 
far as I feel, because we are not able to handle adequately the 
objections in the Committee as far as this Board is concerned, in 
the other Board it was somewhat different and ~ were able to 
-answer your points". The Committee desiredl.hat the witnesses 
should get together and see that the readiness for answering ques-
'tions at least is ensured, apart from the follow up and other things. 

4.15. Subsequently the Ministry furnished the following written 
information in this regard: 
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"In the estate duty account (Return) in schedule No. I (1st Part) 

the Accountable person claimed the following tax liabilities:-

Tax 

Income-tax 
Do. 

Do. 

Wealth tax 

TOTAL 

-----------------------
A'&e8Sment 

Year 
Amount 

Rs. 
" .. 

47'833 

30A80 

820S 

Total 
RI. 

The above claim was allowed as made. Perhaps the intention 
was to make the necessary rectification after the taxes were deter-
mined. This fact, was, howev~r, not specifically noted in the 
assessment order". 

4.16. The Committee enquired whether income tax assessments 
f~ the years 1968-69 and 1969-70 were completed and if so, desired 
to know the actual amount payable by the deceas~. In a note, the 
Ministry submitted the following note: 

"The details of the completion of the income-tax assessments for 
assessment years, 1968-69 and 1969-70 ~ as under: 

Auessment Year Date of Income AmoWlt Payable 
completion Rs. Gross Net 

of ISsessment Rs. R8. 
------ ----.----- ----

1967-68 , 2oS-6-68 71,0480 32,6206 (-) 16.666-

1968-69 19-1-72 104.100 60.770 (+) 19,470 

1969-70 19-1-720 79.750 35.870 (+) $,390 

-------------,._---------_. __ .. -..-

4.17. The Committee desired to know the procedure laid down 
for watching the rectification adopting final figures, when debts are 
allowed as a deduction on a provisional hasis. The Member, CBDT 
stated: "When estate duty return is filed provisional assessment is 
normally made on the basis of which they go and get their probate 
and subsequently a regular assessment is made and at that stage 
adjustments take place. In this particular case, I do not know how 
the estate duty officer could have possibly laid that there was 
liability". Asked whether such a procedure was followed in the 
case under consideration, the Ministry, in a note, have stated: "The 
retUIi'l was filed on 25-6-69, provisional assessment was made on 
26-6-69 and regular as!IIeSSll1ent was made on 3-7-1969". 

--.-.--~-'---' --~--~.----.... _-- .... --......• ---.. , .. ~--
-Excess of advance tax. 

450 (Aii) LS-3. 
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4.18. The Ministry have further infonned that the accountable 

person claimed'. the outstanding liability for the assessment year 
1970-71 as a debt. 

4.19. The Committee pointed out that there had been inordinate 
and unusual delay 0In the part of the Ministry in replying to the 
Audit paragraphs. As regards this case, the Committee were in-
formed that the audit objection was raised in January, 1971 and the 
find letter from the AG to the Asstt. Controller, Estate Duty had 
gone on 19-3-1971. Further, the draft para from Audit to the Minis-
try was sent on 7-8-19'71 but no reply was received by Audit till 
the presentation of the Audit Report. Normally, the reply should 
have been sent to Audit within six weeks of the receipt of the draft 
para and in this case, the reply was sent as late as 27-5-1972. In 
their reply the ClBDT intimabed Audit that the actuaJ excess deduc-
tion was only Rs. 32,853 as against Rs. 78,530 estimated· by Audit. 
The Committee desired to know whether there was any· proper pro-
cedure in the Ministry, for dealing with the draft audit paragraphs. 
The Finance Secretary stated: "In this case, it is said that there was 
delay on the part of the Assistant Controller". The Committ;e 
pointed out that the Asst. Controller of Estate Duty received the 
Audit objection in February, 1971 so that by the time the reference 
was made from here, he should ha.ve reported to the Ministry even 
earlier and furnished the correct figure. The Member, CBDT stated: 
"In this case, even in JUly when the report was received from the 
Commissioner, we found that that report was also wrong-the Com-
missioner's report." The Committee drew attention to the fact that 
from the way the Audit Paragraphs were handled, it seemed that 
there was no basic examination of these paragraphs on the,facts 
on the files in the CBDT and that the CBDT was depending merely 
upon the report of the Commissioner. The Committee pointed out 
that all the papers sent by the Commissioner should also be gone 
through by the witnesses so as to satisfy themselves that the 
report of the Commissioner was correct. 

In the case under reference, the Finance Secretary further stated: 
"He (the Asstt. Controller) must have known it at the first stage of 
the objection. So the material was available with him ,and there was 
no reason on his part to delay it. I would particularly request the 
Chairman of the Board to see that they should not merely be satis-
fied with delayed replies, but they must take these.oftU;ers to taRk." 
The witness continued; "Unless some action is taken in a few cases. 
it may not be possible to improve the position". The Committee also 
referred to a case dealt with in the 50th Report of PAC (1972--73); 
wherein a similar delay by the Ministry of more than a yea.r in reply-
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ing to Audit was observed. The Secretary, Ministry of Finance re-
p)ied;. "Your observations are quite correct and it is a matter of very 
serious concern to the Board, that there should have been so much 
delay. I think the Board must also examine internally whether their 
organisation is satisfactory enough to meet the requirements". Asked 
wJto, in the Board, was responsible for dealing with audit paragraphs, 
the witness replied. "one Member had been made in charge of this". 

To a question regarding the delay by the Ministry in sending re-
plies to the C. & A.G., the following information has been furnished: 

"The report from the field office (Controller of Estate Duty) 
was not received in time even though the Board has asked 
for the details ,as early as on 20th August, 1971. In fact, 
the Controller sent his report for the first time only on 18th 
March, 1972, i.e. about 7 monthsa;iter he was asked for it. 
The delay is apparently inexplicable. The issue of fixing 
the responsibility is being examined by the Board". 

4.20. The Committee regret to note the carelessness in completing 
the estate duty assessment in this case. Outstanding income-tax lia-
bilities payable by the deceased for the assessment years 1968-69 and 
1969-70 were not ascertained by the estate duty officer and the I;Abili-
ties were allowcd as claimed by the accountable persons. Further the 
fact that tax liability for the assessment year 1970-71 was also aDow-
ed, though the assessee died on 8th .January, 1969 shows that the 
officcr had not checked the accuracy of the claims. The Committee 
dcsire that suitable action should bc taken for this lapse. 

4.21. Thc assessment in this case was made provisionally on 26th 
June, 196,9 and regular assessment was made on 3rd July, 1969. How-
ever, the Committeelcarn that the income-tax assessments of the 
assessee for the years 1968-69 and 1969-70 were completed only on 
19th Ja,nuary, 1972. It is therefore. not clear how the regW8I' estate 
duty assessment taking into account the income-tax liabilities was 
made earlier. Further the Committee would like to know wh~r 
the estate duty assessment was further revised on knowing the flnal 
ineome-tax liabilities. 
Audit Paragraph 

4.22. A house or part thereof exclusively used by the deceased for 
~.:;; residence to the extent the principal value thereof does not ex-
cE;ed ;Rs"') la~h if,suc~ house is situated in a place with a PQP~latlon 
exceeding ten thou~apd and the full. principal value thereof many 
other case, is exempt from estate duty. The exemption is admissible 
only in respect of properties belonging to the d~ceased and paasina 
on thJ" death. 
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4.23. (a) In two cases, the exemption of Ri. 1 lakh was allowed 

even though the house property belonged to Trusts and not to the 
deceased and the deceased had only life interest therein. The Incor-
rect exemption resulted in under-assessment of estate of &. 1 lakh 
in each case involving aggregate short-levy of duty of Rs. 80,000. The 
paragraph was forwarded to the Ministry in August, 1971 and their 
reply is awaited (February, 1972). 

[Paragraph 82 (iii) (a) of the Report of the Comptroller and Auditor 
General of India for the year 1970-71, Union Government (Civil), 

Revenue Receipts.] 

4.2.4. The Committee desired to know the provisions of the law in 
regard to exemption of house properties from levy of estate duty. In 
a note furnished below, the Ministry have stated: 

"Under the provisions of section 33(1) (n) of Estate Duty Act 
no estate duty is payable in respect of one house or part 
thereof exclusively used by the deceased for his residence 
to the extent the principal value thereof does not exceed 
Rs. 1 lakh if such a house is situated in a place with a popu-
lation exceeding 10,000 and the full principal value thereof 
in any other case." 

4.25. Asked what the intention of Government was in providing 
for the relief, the foUowing information has been submitted by the 
Ministry: 

"This exemption was provided keeping in view that it would 
be equitable and in accordance with the prevailing senti-
ments associated with the ancestral or family residences 
used by the deceased persons." 

4.26. The Committee enquired about the opinion of the Ministry of 
Law In the case under examination. The Ministry have replied: 

"The Ministry of Law had advised that the provisions of sec-
tion 33(I)(n) did not speak of 'interest in property' but 
'property itself such as money, house etc.' 

4.2'7. Under the Estate Duty Act exemption from duty for the self 
~cupied hOUSe is admisisible only in respect of ptoperties belonrinc 
to the deceased and passi ... OIl his death. Although the properties 
did not belone to the deceased who had only life interest therein, ex-
emption was irregularly given in two cues leading to the sbort-levY 
af tax of Rs. SO,OOO as mentioned in the Audit paragraph. The Com-
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mittH have been liven to understand that the Law Ministry also 
have opiaed that the provbion of Section 33(I)(n) does not apeak of 
"Interest in property" but property itself. Renee the Inclusion of life 
interest for exemption under this Section does not appear to be le,al-
ly valid. The Committee presume that the assessment. have sinc. 
been revised and additional demand recovered. 

4.28. The Central Board of Direct Taxes will do well to conduct 
a test cheek in other charles to see whether similar mistakes have 
been committed. The position In law should allO be clarified for the 
ruidance of the Eatate Duty Ofllcers. 

lnco',rect levylnon-levy of interest 

Audit Paragraph 

4.29. The estate duty officers may allow payment of duty to be 
postponed on payment of such interest not exceeding four per cent 
or any higher interest yielded by the property. 

4.30. In the case of a person who died in May, 1964, the estate duty 
payable was determined as Rs. 3,14,694 in August, 1966. The estate 
duty officer allowed the accountable person to pay the duty in three 
instalments with interest of Rs. 6,294 thereon. In December, 1966 
on an application received from the accountable pe.rson the estate 
duty officer ordered that the duty might be paid in monthly instal-
ments of Rs. 15,000 each subject to payment of interest at six pel' cent 
per annum. The accountable person however, again represented that 
the instalments might be reduced to Rs. 7,500 per month. From July, 
1968, the accountable person was permitted by the estate duty officer 
to payoff the balance demand in monthly instalments of Rs. 10,000 
each. The accountable person paid Rs. 2,58,873 towards the dem,md 
due and Rs. 3,567 towards the interest upto June, 1969 when the Ap-
pellate Tribunal reduced the value of the principal estate and the 
duty payable thereon was determined as Rs. 2,06,396. The Appellate 
Tribunal's orders were given effect to in September, 1969 and duty 
of Rs. 52,477 excess paid was refunded to the accountable person in 
September, 1969. The actual amount of interest payable by the ac-
countable person in respect of the instalments on the demands sustain-
ed by the Appellate Tribunal amounted Rs. 13,651. As the account-
able person paid only Rs. 3.567 towards interest. there was short-levy 
of interest of Rs. 10,084. While accepting the mistake the Ministry 
stated that interest of Rs. 10,084 has since been charged. 
[Paragraph 83(a) of the Report of the Comptroller and Auditor 

General of India for the .rear 1970-71, Union Government (Civil), 
Revenue Receipts.] 
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4.31.. The Committee we,r~,if1fo,rmedby the .Mintaky in a written 
note that the provisions in the .Es~te Duty Act rel6iting· to lev~ Gf· in-
terest on delayed payment of Govern~ent dues ,w,w:e:. 

" .,', " . .. )' :.' " 

:, 

"Under Beetion 79(1) . of the Estate DUty . ACt w~er~' t~W. C~n­
troller is satisfted that the. es~ate ~uty l~viaQle h~ .re~pect 
of any property, cannot, without excessive sacrifiee, be 
raised a~ once, he 8'1ayallow· paymebt tcd>e 'pOstponed for 
such ~riod, to such extent, and· on payment' of' Ruch· in-

• terest not e,xc~ .4% or any higher' interest yielded by 
the property, and on Buell other terms ,as 'he may think 
fit." 

4.32. The Comm~ttee a~ked whe~her the rate of l~~?f in~r~~t as 
4 per cent or any hIgher mterest yIelded by 'the property was not too 
low. The Committee also drew attention to the provisions in the 
Income Tax Act where interest was leviable at 12 per cent per annum 
on the outstanding dues, and enqUired why the: Estate Duty AC!t a]~o 
should not be amended revising the levy at 12 per cent. The Min-
istry in the following note, have stated: 

"The Ministry agree that the rate of interest is too low and 
are already considering this for bringing-forth suitable 
amendment when the changes iIi the Estate Duty Law Rre 
taken Up with the concurrence of the States." 

4.33. The Committee understood that under the law, interest be-
came leviable when extension of time was applied for and granted. 
If extension of time was not applied for, the accountable person did 
not become liable for interest. The Committee asked whether the 

. provisions of the law were not more favourable to. defaulters. To 
this, the Ministry have replied: 

"The Ministry agree that the provisions of law as existing at 
present areaftomalous and more favourable to defaulters; 
amendment is contemplated as mentioned above." 

4.34. The Committee were. i~forJ;ned that the anomalous position 
regarding levy of interest under. the Estate Duty Act was brought to 
t~e notice of the Miniatryby Audit on 28th November, 1970. The 
Committee desired to know the action taken ~ this referenc~ from 
Audit: 

liThe Board issued instruction vide No. 385 dltted 23rd February, 
1972 that the Assistant Controllers of Estate Duty should be 
vigilant and press for the unpaid demand immediately after 
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the due date so that the accountable persons either pay th~ 
outstanding demands or seek extension of time allow,ble 
on' the condition inte'r alia, of payment of interest. 

4.35. The Committee were informed that in a particular case de-
cided by Calcutta High Court, the levy of interest of its 10,4571- for 
non-payment of dues was held to be invalid as no extension of time 
was applied for and granted by the assessing officer. The Commit-
tee enquired whether this case wall reviewed by Government with a 
view to plug the loophole in the law. The Ministry, in a note, have 
stated: 

"The case was reviewed by the Ministry and it was as a result 
of this decision of the Calcutta High Court that Instruction 
No. 385 was issued by the Board." 

4.36. Pointing out that the mistake in this case arose while giving 
effect to appellate orders, the committee enquired whether any 
arrangements existed for counter check of assessment orders, revis-
ed to g'ive effect to appellate decisions. The Ministry have, in this 
connection, submitted the following information:-

"When an assessment is revised to give effect to appellate or-
der, the calculation made by the clerk are checked by a 
supervisory official and before ftnalisation the LT.O. sati'.:i-
fles himself about the accuracy." 

4.37. '1'he Committee would like to deal with the following gene-
ral questions arising out of this Audit paragraph. 

4.38. The Committee are of the view that the rate of interest of 4 
percent or any higher rate yielded by the property r~covered for the 
postponement of payment of estate duty allowed, is low. The Minis-
try are also in agreement with this view. Under the Income-tax 
Act interest is leviahle at 12 per cent per annum on tbe outstanding 
dues. The Estate Duty Act reqaires amendment to raise the rl'te of 
ia tel'eltt. 

4.39. Further, the Committee find that under the Estate Duty Act 
interest becomes leviable only when extension of time for the pay-
ment of duty is granted. If tbe extension 1& not obtained the account-
able person does not become liable for interest. Thus the provisions 
of Jaw are mOre favourable to defaulters who do not seek extension 
of time. The Committee, therefore, desire tbat the necessary amend-
lDent should be effected to remove this anom~y. 

4.40. The two amendments suggested above hy the Committee 
.hould be brought llibout without delay. 
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Audit Paraeraph 

1.41. Under the provisions of the Estate Duty Act every person 
accountable for estate duty is required to submit the return for es-
tate duty within six months from the date of death of the deceased. 
The Controller of estate duty may extend the time limit on pay-
ment of interest at the prescribed rate. 

4.42. In two cases though extension of time for submission of re-
tunis was granted to the accountable persons, no interest was actu-
ally levied. The non-levy of interest involved in the two cases was 
Rs. 9,436. In reply the Ministry have stated that in one case as the 
Controller did not pass any order extending the time limit, the ac-
countable persons cannot be made liable for levy of interest. The 
Ministry's reply to the other case is awaited (February, 1972). 

[Paragraph 83(b) of the Report of the Comptroller and Auditor 
General of India lor the year 1970-71 Union Government (Civil), 

Revenue Receipts). 

4.43. The Committee desired to know the provisions of the law re-
garding levy of interest for belated submission of returns of estate 
duty. The Ministry have sta.ted: 

Under Section 53(3) of the Estate Duty Act, every person ac-
countable for estate dlilty shall, within six months of the 
death of the deceased, deliver to the Controller.an account 
in the prescribed form and verified in the prescribed man-
ner of all the properties in respect of which estate duty is 
payable, provided that the Controller may extend the 
period of six months aforesaid on such terms which may 
include payment of interest as may be prescribed. 

In terms of Rule 42 of the Est..te Duty Rules, 1963, the Con-
troller may, if he considers that there are reasonable 
grounds for doing so, extend the period of six months 
referred to in sub-section (3) of section 53 on the follow-
ing terms, namely:-

(8) the person accountable shall furnish to the Controller 
information as to the principal value of all the property 
passing on the death of the deceased ... to the extent it is 
within his knowledge. 

(b) the person accountable shall pay the amount, or furnish 
security to the satisfaction of the Controller for the pay-

ment of the amount, which the Controller may, on the 
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btiis of the intormation turrushed by the accountable 
person and all otner in10rmatlOn aval!able to mm, esti-

mate to be the amount of Estate Duty payable; 

(c) the person accountable shall pay interest for the penod 
by which the original period of six months has been ex-

tended on the amount specified 10 clause (0) or on such 
lower amount as the Controller may in his discretlon 
decide; 

(d) the rate of interest shall be six per cent per annum; 
provided iliat the Controller may, in any particular case, 
specify such reduced rate of interest as may be appropri-
ate to that case in accordance with the general instruc-
tions issued by the Board in this behalf; 

(e) the amount referred to in clause (c) shall be the excess, 
if any, of the duty determined under section 58 or sec-
tion 69, as the cae may be, over the amount, if any, 
actually paid under clause (b) of this rule; 

(f) if the duty determined under section 58 lIS reduced in 
appeal, the interest shall be recomputed with reference 
to the duty as so reduced, and if the interest already 
paid exceeds the interest SO recomputed, the excess 
shall be refunded." 

4.44. The Committee pointed out that according to the Audit 
para, interest was leviable only in cases where the Controller of Es-
tate Duty extended the time limit for filing of returns. Asked 
what would happen if no extension of time was applied for and 
granted by the Controller of Estate Duty, the Ministry stated that 
if no extension of time was applied for and allowed, interest was 
not leviable. 

4.45. The Committee enquired whether the law was not anomal-
ous in that a person who applied for extension of time and got it was 
lia.ble for payment of interest, but not the person who did not apply 
for extension of time and hence did not get it. It haa been stated 
in reply: 

"The Min~try agree that the law is anomalous; they have 
taken note of the anomaly and steps would be taken to re-
move it at the time when amendments to the Estate 
Duty Act are next made, witQ. the concurrence of the 
Statements. " 
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4.46. The Committee understood that interest was ,chargeable at 
6 per cent per annum and enquired whether the rate was not too 
low when compared with 9 per cent under the Income-tax Act 
which was increased to 12 per cent from 1-4-1972. In reply the 
Ministry have stated: 

"The rat.e of 6 per cent mentioned in Rule 42(d) mentioned 
abOve may need revision in view of the fact that the rate 
chargeable under the Income-tax Act has been increased 
to 12 per cent from 1-4-1972. The Ministry have kept a 
note of this for suitable amendment. ", 

4.47. In the second case, the Committee learnt that the Ministry 
have stated that the omission was noticed in internal audit on 10-3-
1967. In the Revenue audit conducted in December, 1970, the omis-
sion was till found to be there. The Committee asked why no ac-
tion was taken on the Internal Audit Report for over three years. 
The following information has been furnished by the Ministry in 
this regard:-

"The Controller of Estate Duty has been asked to look into 
the circumstances relating to the delay in taking action 
on the internal audit report and to take suitable action 
against the erring officials." 

. 4.48. Asked how many objections pointed out by the internal 
audit were outstanding without rectification on 31-3-1972, it was 
'Stated that the number of mistakes outstanding without rectifica-
tion on 31-3-1972 was 86,462. The Ministry further informed that 
the approximate revenue effect was Rs. 21.19 crores (under all 
taxes). The Committee enquired whether any time limit was laid 
down for initiating necessary action on the mistakes pointed out in 
Internal Audit. The following information has been submitted by 
the Ministry in this regard:-

"In june, 1972, the D.1. (IT&A), who is looking after the In-
ternal Audit Parties, had fixed a time limit of three 
months within which the mistakes pointed out by the 
lAPs must be rectified." 

4.49. At the present the rate of interest chugable for the dela,· 
ed submission of returns is only 6 per cent whereas in the Income-
tax Act it has since been increased to 12 per cent. Further, the inte-
rests leviable only in cases where extension of tUne is applied for 
and granted by the Controller of Estate Duty. Earlier in tbis Re-, 
port the Committee have referred to tbe need for raising the rate of 
Interest leviable for tbe delayed payment of Estate Duty and remov-
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ing the anomaly in the matter of liability to pay interest, Immediate 
action as suggested therein is necessary in the case of interest pay-
able for the delayed submission of return also. 

4.59. Although in one case referred to in the Audit paralraph 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, 
uno. The Committee take a serious view of delay in taking recti-
ficatory action on the basis of Internal Audit objections, particularly 
where, as in the case in question the public exchequer suffered. The 
position of pendency of Internal Audit objections is indeed alarming 
in as much as 86,462 mistakes pointed out by them were outstRnding 
without rectification as on 31st March, 1972 and the approximate re-
venue effect is stated to be Rs. 21.19 crores. A time-limit of :I months 
for the rectification of the mistakes has been fixed only in July, 1972. 
The Committee desire that the outstanding objectlotls should be 
cleared within a target date not exceeding one year from now &nd 
it should be ensured that the current objections are "eUled strictly 
within a period of three months. 

4.51. The Committee would like to refer to their observations re-
lating to the working oC the Internal Audit contained in paragraphs 
2.27 to 2.30 of the 51st Keport (Fifth Lok Sabha). These ob!'ervations 
equally hold good in respect of the Internal Audit of other Direct 
Taxes. The Committee hope that suitable action will be taken on 
the lines indicated by them in regard to the Internal Audit of other 
Direct Taxes also. 

Escapement of estate from duty 

Audit Paragraph 

4.52. (a) Under the Estate duty Act, the value of property charge-
able to duty is to be determined with reference to the price it would 
fetch if sold in the open market at the time of the deceased's death. 

4.541. In a case (assessment completed in October, 1969) the value 
of house pf'operty was taken as Rs. '60,000 although the value of the 
same property was returned as Rs. 1,93,000 ba.s£'d on valuer's report 
in the wealth-tax returns of the deceased for the years 1966-67 to 
1969-70 filed by the accountable person in September, 1969. The un-
der-valuation of the property resulted in short-assessment of estate 
of Rs. 1,33,000 involving duty of Rs. 32,48'7. The Mlnfstry have ac-
cepted the mistake. 
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4.54. (b) While computing the net principal value in January, 
1968, in respect of the estate of a person who dIed in March, 1965 the 
estate duty officer did not include land measuring 29 acres and 15 
guntas which came into the possession of the the deceased as a redult 
ot partition of the Hindu undivided family of which he was a mem-
ber. The information was available in the estate duty return filed 
by one of the accountable perSOns showing the details of the property 
of the Hindu undivided family. The omission to include the value 
of the land of Rs. 47,000 resulted in escapement of duty of Rs. 11,030. 
The Ministry have accepted the mistake. 
[Paragraph 84(a) & (b) of the Report of the Comptroller and Audi-

tor General of India for the year 1970-71, Union Government 
Civil), Revenue Receipts.] 

4.55., To a question, whether the assessments have been rectified 
and the additional demand recovered, the Ministry have ;replied: 

"The assessment in the case reported in paragrapit 84(a) has 
been revised raising an additional demand oi Rs. 29,4381-
as against Rs. 32,4871- reported by the Audit. The difle-
rence in the 8Illount is due to the revised valuation (at 
Rs. 1,86,800 as against audit figure of Rs. 1,93,000) of the 
immova.ble property which was the subject matter of the 
audit objection, Report regarding collection of the addi-
tion demand is awaited from the Department. In the 
second case the Local Accountant General had raised three 
other objections which were dropped only in October, 1972, 
cleadpg the way for completion of re-assessment. The 
C.LT. is being asked to ensure that the re-assessment is 
now expeditiously completed." 

4.5'6. The Committee enquired when the Wealth-tax returns on 
behalf of the deceased in the case in sub-para (a) was filed. In reply 
the Ministry have informed that they were filed on 2-9-1969. Asked 
wether the a'Ss~ssments were completed, the Ministry have replied 
that they were pending. The Committee desired to know whether 
any instructions have been issued that the Estate Duty Officers at 
the time of assessment, call for the Income-tax and Wealth-tax re-
cords of the deceased person and scrutinise them. In this connection, 
the following reply has been furnished by the Ministry. 

"The Board has issued Instruction No. 473 ~F. No. 23614251721 
A&PAC dated 15-11-1972 for coordinated handling of as-
sessments relating to various direct taxes. The Board Are 
also making a study to find out why the Income-tax, 
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Wealth-tax and Gift-tax records of deceased persons are not 
automa.tically transferred to the I.T.-cum-ED Circle so that 
the estate duty, income-tax, wealth-tax and gift-tax assess-
ments in respect of the Estate duty of the deceased ,lre 
done by the same ofttcer, or in any case if ntl assessments 
other than the Estate duty assessment are pending, then at 
least all the other records are made available to the As-
sistant Controller." 

4.57. Asked whether the case in sub-para (a) was looked into by 
the internal audit, the Ministry have replied in the negative. 

4.58. The Committee pointed out that in the second case, estate 
duty officer did not make use of the information available in the 
assessment records. Asked whether the case was lookp.d into by the 
inernal audit the Ministry have replied that it was. The Commit-
tee then enquired why the mistake was not detected by them. To 
this the Ministry have stated: 

"Although certain other minor mistakes were discovered in 
Internal Audit, this mistake escaped the attention of the 
Audit Party who have been cautioned." 

4.59. In the case referred to in sub-para (a) of the Audit Para-
graph, there has been a deplorable failure to corelate the Estate 
Duty assessment records with those of the Wealth-tax. Only after 
the Committee raised the point. some instructions have been issued 
in November, 1972 for coordinated handling of aSSellRn\ents relatin, 
to various direct taxes. Some further improvementll orf! also under 
consideration. The Committee wish that fool-proof procedure should 
he eyolve without delay to safeguard the interest of revenue. Suit-
able instructions should also be laid down in this regard for the 
guidance of the Internal Audit. 

4.80. The Committee find that the Internal Audit Party failed to 
check the allsessments in one case and havin, checked failed to deted 
the milltake in another. 'l'he Committee have elsewhere in this Report 
referred to the inadequacy of the Arrangement for the Internal Au.nt 
of the Estate Duty asse8sments. They trust that the Internal Audit 
will be made effective in future. , 

4.61. The Committee would like the Ministryl Audit tn ensure the 
l'edification of the assessments Bnd recovel'Y of additional demand!' 
in these cases. 
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Over.assessment 

4.62. The net principal value of the estate of a person who died 
in June, 1968, was determined at Rs. 3,62,312. Estate duty of Rs. 55,578 
was levied thereon in October, 1970 as against Rs. 37,578, correctly 
leviable, resulting in over-charge of duty of Rs. 18,000. The mistake 
has been accepted by the Ministry and the assessment rectified. The 
original demand is stated to have been reduced by the excess levy 
of Rs. 18,000. 

[Paragraph 86(a) of Report of the Comptroller and Auditor 
General of India for the year 1970-71, Union Government 

(Civil), Revenue Receipts.] 
4.63. The Committee desired to know whether there were any 

arrangements for counter-check of tax calculations before assess-
ments are finalised and demand notices issued to accountable per-
sons. The Ministry, in a note have stated: 

"Estate duty calculations are attended to by clerical staff. No 
arrangements exists for counter-check of tax calculations 
by the assessing officer before estate duty assessments are 
finalised and demand notices ~ssued to the Accountable 
Persons. However, the Ministry is considering the issue 
of suitable instructions in the matter, on the lines of those 
obtaining on the Income-tax side." 

4JJ4 .. The committee enquired about the estate duty ,payable 
after 'rectification of the miBta/ke. They have stated that the net 
estate duty payable after rectification of mistake and .appeal etfeQt 
come 10 Ro;. 10,485/- only. 

4.65. Asked whether the duty was paid by the accountable per .. 
sons, the Ministry replied in the ne,~atlve and ,added that recovery 
certificate had been issued. The Committee desired to know! the 
reasons for the non-recovery. The Ministry stated that the reasons: 
Were being ascertained. 

4.66. This is yet another case of incorrect assessment arising out 
of a mistake in the estate duty ,calculations that went undetected. 
'l'he Committee have earli~r in this Report stressed the need 'for 
counter-check of tax calculations. Furtber, they would Ilkti"(O 
know why the mistake tn this case was not detected bythelntern.l 
Audit farty. . . 

4.67. The Committee would await a r~port regarding the reasons 
for the non-recovery of the net estate duty payable In this ca!le. 
AMit Paragraph. 

4.68.' An R~countE\ble perSQn paid R,. 33,966 for oQta.tning proba~e 
in respect of the deceased (died in Dpccmber, 191)8). Although I~qe 
amount was corre:-tly reduced from the duty payable in the assess-
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ments completed in December, 1959 and revised in November, 1963, 
it was however, not reduced from the duty payable when fresh as-
sessment was made to give effect to Appellate decision in September, 
1968 which was subsequently revised in August, 1969. The demand 
raised by the department on the bams of the assessment completed 
completed in August, 1969, was also paid by the accountable person. 
The omission resulted in over-charge of duty of Rs. 33,966. The Mi-
nistry have accepted the. mistake and stated that after rectification 
the duty excess-charged has been refunded/adjusted by the depart-
ment. 

[Paragraph 86(b) of Report of the Comptroller and Auditor 
General of India for the year 1970-71, Union Government 

(Civil), Revenue Receipts.] 

4.69. Drawing attention to the fact that the assessment was made 
in 1959 and thereafter revised in 1963, 1968 and 1969, the Committee 
enquired why the assessment/reassessment was not subjected to 
scrutiny by internal audit. In reply, the Ministry have furnished the 
following note: 

"According to the existing instructions the Internal Audit of 
Estate Duty assessments has to be done by the Deputy 
Controller of Estate Duty through his staff. The lAP thus 
constituted comprised of one person only i.e. the Head 
Clerk. He had to check the estate duty assessments (with 
net principal value assessed at Rs. 2 lakhs and above) of 
the entire Northern Zone consisting of 12 A.C.E.D's charges. 
There was considerable rush of work and on account of 
that the case could not be looked into." 

·4.70. This is a case of over-assessment at the time of revision while 
giving effect to an Appellate decision. The Comimttee have been 
informed that the Internal Audit Party could not look into the 
a •• essment doe to considerable rush of work. According to the exlst-
iIIg instructions the Internal Audit of Estate Duty assessments has 
to be done by the Deputy Controller of Estate Duty through hi. staff 
and the party thus constituted comprises only one per!\on who has 
to check the asse!lsments of the entire zone. The Committee desire 
that the adequacy of this arrangement should be carefully examined 
and Ruitable measures tskefl 110 that the plea of rush of work may 
not have to be advanced in future. 
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ARREARS OF DEMANDS. 

Audit Parll1'aph 

5.1. Arears of Sur-tax demands outstanding on 31st March, 1971 
are as 'follows·: 

Relating to demand raised in 

1964-65 

1965-66 

14}66-67 

19<)7-68 

1968-69 

TOTAL 

Amount outstanding 
(In luhs of Rupeea) 

6'87 

9'64 

8'80 

140'SO 

400'07 

5.2. The Committee pointed out that as per para 74(b) (iii) of Audit 
Report, 1970, the arrears of sur-tax outstanding as on 31st March,' 
1969, out of demand's raised in 1964-65 and 1965-66 were Rs. 4.1 lakhs 
and Rs. 6.81 lakhs respectively. However, the arrears outstanding as 
on 31.3.1971 have been given as Rs. 6.87 lakhs and Rs. 9.'64 lakhs res-
pectively for the same years viz. 1964-65 and 1965-66. Thus, the 
correct position indicated. The Ministry, in a note, have stated: 
The Committee desired this discrepancy to be rconciled and the 
correct position indicated. The Ministry, in a note, have stated: 
"While reporting arrears as on 31.3.1971, some of thE' Commissioners 
have given figures of arrears in respect of assessment years instead 
of financial years. The discrepancy is very much regretted. Reron-
ciliat;on is being attended to and the result will be intimated to the 
Committee in due course." . 

Paragraph R7(iii) of the Report of the Com ptroller and Auditor General of India for 
the year 1970-71, Union Govemment (Civil) Revenue Receipts 

·Provisional figures area as furnished by the Ministry. 

42 
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5.3. The Committee desired to know the number 01 cases where 
.the demand of Rs. 6.51 crores was locked up and aiso the amount, 
·.out of the arrears, estimated to be irrecoverable. The Ministry have 
.stated (October, 1972) that the damend of Rs. 6.51 crore:; is locked up 
in 507 cases and that Rs. 12.5 lakhs are estimated to b~ irrecoverable. 

5.4. Asked about the target date fixed for the recovery of arrears, 
the Ministry have replied that no target date has been fixed as feasi-
ble but recovery pressure is kept up generally. 

5.5. The arrears of sur-tax demands outstanding on 31st March, 
1971 aggregated Rs. 6.51 crores in 507 cases of which only a sum of 
Rs. 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 prol:l'ess closely 
watched. 

5.6. The Committee have reasons to believe that the arrears have 
not been computed properly. The arrears outstanding as on 31.3.1969 
out of the damands raised in 1964-65 and 1965-66 were reported 
earlier as Rs. 4.1 lakhs and as. 6.81 lakhs respectively. However, 
the figures as on 31.3.1971 now given are Rs. 6.87 lakbs aud Rs. 9.64 
lakhs respectively for the same years 1964-65 and 1965-66. Thus the 

. arrears in respect of these years have increased instead tf decreasing. 
'This discrepancy should be reconciled early and the cor:.'ect position 
.of the arrears intimated to the Committee. 

-450 (Aii) LS-4. 
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Audij '~r~,,~ 

6.1 The position reswqing d~po~al of S~;r Proft~ T~ .,~ ... -
menta and Sur-tax assessments during 1970-71 and the assessments: 
pendil;lg on ~1. March, 1971 are a. follows. 

I. No. of cases for disposal durina 1970-71 

2. No_ of cases disposed of provisiollaUy 

3. No. of cues dispose. offlneUy 

4. Amount of demand raised on provisional asseu-
ments ' 

5. Amount of demlUld collected provisional assess-
menta ' 

6. Amount of demand raiaed on finat asscsllmet'-1S 

7. Amount of d~an::! collc,cred on final assessments 

8, No. of cases p!Jldini as on 31-3-1971 . 

9. Approximate amount of tax involved in (8) 

S1W¥.rofil;S 
Jl,a. 

186 

, 177 

I • 70 crOft'S 

I' 3-4 crOrt'1 

6a 

0'23 crotes 

S~-Tax 

:&,. 

4,662 

265 

2,058 

11'94 croret 

7·57 crorCI 

J9' 37 crorla 

12'61 crOrt'I, 

2S9I 

18·88 crores 

6.2. (b) Year-wise details 0'£ assessments under Sur-tax Act pend-
ing on 31st March, 1971, are indicated below:-

Year No. of assessmena. 

1064-65 65 

1965-66 169 

1966-67 204 

1967-68 287 

1968-69 43-4 

1969-70 528 

1970-71 910 

TOTAL. 2,597' 
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[Paragraph 8~(ij) (a) and (b) of the Report of Comptroller and' 

Auditor General of India for the year 1970-71, Union 
Government (Civil), Revenue Receipts.} 

6.3. TPe Co~mittee were infonned by Audit that ,the Ministry in 
their letter dated 1-7-1972 have furnished the following revised 
figures of pending S.P.T. and Sur-tax assessments: 

I. No of ca~es for di,posalduring 1970-71 

2. No. of l.'Ut!1 dilpG5' d of proyisionally. 

3. No. of cases disposed of finallY . 

4. Amount of demand raised on provisional asseSI-
meats 

5. Amount of demand cone~d on provisional.sacsa-
mente 

6. Amount of demand raised on final assessment . 

7. ArnOUQt of demand COllected offinal ass(wn(ntl 

8. No. of ~I ptndini as on 31-3-1971 

9. Approximate amount of tax 

Super Profits 
Tax 

186 

1I7 

1'70 crore. 

J' 34 crore. 

69 
0'23 aores 

Sur-Tax 

4,66% 

265 

2,050 

8'94 crores 

7'75 crore. 

19' 37 aorea 
12'61 aore. 

2,610 

18·88 aores 

(b) Year-wise break-up of the Sur-tax cases pendin, al on 31-3-1971 is liven below;-

Yeu No. of ... easment 

1964-65 65 

1965·66 169 

1966-67 204 

1967-68 287 

1968-69 434 

1969-70 528 
1970-71 923 

TOTAL a610 

6.4. The Committee pointed out that in paragraph 1.16 ot their 
lOOth Report (1969.70), the P.A.C. had observed that the :Soard wouid 
have to act with greater vigour for the expeditious clearance 01 
arrears of Super Profits Tax and Sur-Tax assessments, Asked what 
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action bad been taken on this recommendation, the Mlllistry stated: 
"The Director of Inspection (Income-tax & Audit) was asked to check 
up how far the inatl'uctions issued in November, 1969 in pursuance of 
the PAC's recommendation contained in para 1.34 and 1.35 of their 
73rd Report (Fourth Lok Sabha) were being followed by the field 
offices. The Director thereupon prescribed a detailed quarterly 
report with a view to watching the progress of disposal of these 
cases; the Director would also be checking up the progress of disposal 
of S.P.T. and Sur-tax cases during his tours to the Commissioners 
charges." 

6.5. The Committee were informed that out of 4,662 Sur-tax cases 
for disposal during 1970-71 2'610 cases were still pending assessments 
on 31.3.1971. Asked about the slow progress in their dispooal, the 
Chairman, CBDT replied: "These cases will be dealt With by income-
tax officers in charge of company cases. The number of cases vary 
and in the case of company ITOs, there will be about 250 cases a year. 
Sur-tax cases will be dealt with after these company cases are dis-
posed of." The Committee desired to know the reason lor adopting 
this procedure. In reply, the witness stated: "Tax determined on the 
completion of income tax assessment of companies has to be deducted 
in the computation of chargeable profits for sur-tax purposes." The 
Committee wanted to know whether there was any difficulty for an 
income tax officer while dealing with company cases, to complete 
the surtax cases also. The Chairman CBDT replied that ordinarily 
it should not. He further stated: "There is a lot of doubt as to what 
constitutes reserve and for that purpose some of the cases are there 
where it was not clarified. Some cases are to be kept pending for the 
same purpose." The Finance Secretary, however, stated: "Basically 
the I.T.O.s have been concentarting more on the Income-tax cases 
and they have tended to give this lower priority." Asked why a 
special cell could not be created for the purpose of finalising these 
matters, the Chairman, CBDT stated: "I have told the commissioner3 
about this. There used to be excess profits tax special cell. Like that 
we may have.' To a question, the Finance Secretary, stated: "There 
is a lot of improvement and the number of cases have come down to 
2300 in 1971-72. But still if18- not coming upto expectations. It is 
still 2,000 short. The problem is very big but there is some improve-
ment. Something will have to be done about it." 

6.6. The Committee desired to know whether the GoverTlment 
proposed to insert a time-limit in the Sur-tax Act, with a view to 
expedite completion ofassessmer;ts under the Sur-tax Act. The 
Finance Secretary, replied: "Legally there is no target date. But thE!< 
Board has recently issued instructions to complete Wealth Tax assess-
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ments within four years. In Sur-tax also we are going to lilY down 
four year limit. Then we intend to reduce it to three years and then 
to two years." Subsequently th.e Ministry have furnished a copy of 
the instructions wherein the Board have administratively fixed time-
limits for the disposal of S.P.T. and Sur-tax assessments. (Appendix 
II). 

6.7. The Committee are concerned to note that 69 supt:r-profit tax 
assessments and 2610 sur-tax assessments involving tax of about 
Ks. 19.11 crores were pending as on 31st March, 1971. As the yearly 
collections of super-profit tax-sur-tax ranged between Rs. 10.92 crores 
and as. 13.43 crores, the arrears on assessments involving over 
Ks. 19 crores cannot be taken lightly. Admittedly the Income-tax 
Officers have been concentrating more on the income-tax cases and 
have 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. The Committee learned that the Central Board of Direct Taxes 
have issued instructions requiring all the pending super-profit tax 
assessments and sur-tax assessments upto 1968-69 to 1H> ('ompletcd 
by 31.3.1972. If the progress is not found encouraging, the Committee 
would suggest that the desirability of creating a special cell lor 
the purpose of finalisation of these long pending ca!les should be 
considered. 



VB 
FRAUDS AND EVASIONS· 

Audit Paragraph 

7.1 (1) No. of easel in which penalty uta 18 (I) (c)/I7 
(lXC) was levied . • . • .• 574 

(ii) No. of cues in wlBch proeecatiolll for ooncealmeDt 
was launched 

~iii) No. of alSes in whidl composition W8B effected 
without launching prosecution . . . 

Gift 
tax 

lal 

; . ~ .• . :r 

(iv) Concealment of net wealth/value of sift in-
volved in (i) . . . . . • Rs.808·8 Iaklu Rs.6·421akha 

(v) Total amount of penalty levied 

(vi) Extra tax demanded on concealment 

(viI) Caaes out of (2) in which convictions were 
obWaed 

(viii) Composition fees levied in respect of arset in ( Ii) 

(ix) Nature of punishment, in respect of (vii) 

Rs. 45'78 [altha Rs.4·2Ilakhs 

Anted from the Miniltry 

(Paragraph 89 of Report of the Comptroller and Auditor Genera. fd 
India for the year 197t1)...71 Union Government (Civil), Revenue 

Receipts.] 
7.2. The Committee were informed that the number of cases in 

which concealment of wealth was detected and the amount of wealth 
involved and the number of cases in which prosecution was launched 
for the three years 1968-69, 1969-70 and 1970-71 were as follows:-

Year No. of cases of Amount of No. of cases of 
concealment of wealth (in concealment in 

wealth cr0rC8 of which proce-
Rs.) curlon was 

launched 

1968-69 380 7'37 

1969-70 352 4' I2 4 
II • 
1970-71 574 8'08 Nil ---------- .---.--.~--
The Committee enquired why no action was taken to prosecute 
8ssessees who had concealed wealth, although the number of cases of 

·Figure9 are furnished by the Mini~' ry. 
48 
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. ..concealment of wealth and amount involved therein had gone up in 
1970-71. Tae l4imstry have Ireplied 88' 101lows:-

"FO'r Ure pUrpose of imposmg penalty Under the Wealth Tax 
Act udeemed concealment" can alSO be taken into account 
whereas fot purposes of prosecution only cases of actual 
eonce~ent can be considered. What is "deemed conceal-
ment" is stated in Explanation 1 to s. 18 of the Wealth 
Tax Act and includes cases where the value 01 an asset 
returned is less than 75% of the value of asset determined, 
the value of any debt returned is more than 25% of the 
value assessed and where the net wealth returned by any 
persOn is less than 75% of the net wealth assessed. In 
such cases unless the assessee proves that the :failure to 
furnish the correct return did not arise from any fraud or 
groSlS or wilful neglect on his part he will be deemed to 
have concealed the particulars of assets or turnished in-
accurate particulars of assets or debts for the purpose of 
imposition of penalty. However, for the purpose of prose-
cution the Department has to show that an item of asset 
has been actually left out or a non existent debt bas been 
wrongly claimed. 

2. Moreover, the degree of evidence in the case of prosecution 
is much more than the evidence required for the purpose of 
penalty. Therefore, prosecution is launched only after 
very careful scrutiny. This requires more detailed exami-
nation and prosecutions are generally not launched in the 
same year in which the penalties are imposed. There may 
be cases in which penalties have been imposed during 1970-
71 but in which prosecution might have been launched in 
later years or might still be considered." 

7.3. The Committee pointed out that on concealment of wealth of 
Rs. 808 lakhs, penalty of Rs. 45.78 lakhs (i.e. 5.7%) was levied. 
Under the law the minimum penalty leviable should be equivalent 
to the wealth concealed i.e. Rs. 808 lakhs. The Committee wanted 
the Ministry to clarify the large variations in the quantum of penalty. 
In this connection, the Ministry have submitted the following infor-
mation: 

"The law under which the minimum penalty liable should be 
equivalent to the wealth concealed came into operation 
only with effect from 1-4-1964. For prior period the 
penalty was leviable at suitable amount with reference to 
the amount of tax on the wealth concealed. This is the 
main reason for variation between the wealth concealed 
and quantum of penalty." .. .,~ 
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7.4. The Committee note that the number of cues of cuucealment 
in which prosecution was launched was 1 in 1968-69 and 4 in 1969-70. 
There was no such case during the year 1970-71. According to the 
Ministry 'deemed concealment' can also be taken into account for the 
purpose of imposing penalty under the Wealth Tax Act whereas only 
cases of actual concealment can be considered for purposes of prose-
cution. The Committee trust that all the 574 cases of concealment 
of wealth that came to light during 1970-71 would be carefully re-
viewed with a view to launching prosecution in appropriate tases. 
In this connection they would like to refer to para 5.10 of the 51st 
Report (Fifth Lok Sabha) wherein the need for launching prosecu-
tion as deterrant to tax evasion was stressed. 

7.5. Although under the law in force from 1st ApriJ, 1969, the 
minimum penalty leviable is equivalent to the wealth concealed the 
penalty leVied during 1970-71 for the concealment of wealth of 
Rs. 808 lalms 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 
1st April, 1969 does not appear to be convincing. The Committee 
would, therefore, suggest that a competent legal opinion may be taken 
on the question whether the crucial date for determining the quantum 
of penalty is the date of filing of tbe return or the date of passing the 
assessment order. Tbis suggestion bad already been made in para 
5.12 of tbe 51st Report (,iftb Lok Sabha). Tbe Committee would' 
await tbe legal opinion and tbe action taken in pursuance thereof. 



VIII 

GENERAL 

Unp1'eparedness of the witnesses appearing before the Committee 

8.1. During the course of their examination, the Committee came 
across several instances where the official witnesses were not pre-
pared fully. 

8.2. Typical cases which revealed the unpreparedness of the wit-
nesses are given below: 

(1) At their sitting held on the 26th October, 1972, the Com-
mittee resumed their examination of certain paragraphs 
included in 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. 

8.3. In the Audit paragraph 82(i), it has been stated that in the 
estate duty assessment of a person (who died on the 8th January, 
1969) completed in July, 1969, the income-tax liability for the assess-
ment years 1968-69 and 1969-70 was allowed as a deduction to the 
extent of Rs. 78,313, though the actual liability amounted to 
Rs. 30,483 only. While examining the above paragraph, the Com-
mittee desired to know the claim put forward by the accountable: 
person as debt in respect of outstanding income-tax liabilities. The 
Member, Central Board of Direct Taxes, replied: "We shall have to' 
see from the original files." The Committee pointed out that this 
year unlike the previous years (when all the Audit paragraphs were· 
examined during evidence), the Ministry were intimated that only 
a limited number of paragraphs would be examined and even for,' 
those the replies were not forthcoming from the repres~ntatives of 
the Ministry. The Finance Secretary stated: "I have noted your ob~ 
servations and I shall see what we can do to remedy the situationr 
It calls for a measure of reorganisation as far as I feel, because we 
are not able to handle adequately the obj~tions in the Committee' 
as far as this Board is concerned; in the other Board it was somewhat. 
different and we were able to answer your points." 
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8.4. The Committe~ desired that the witnesses should get together 
.and see that the readiness for answering questions at least is ensured 
-apart from the follow-up and other things. 

8.5. Considering the unpreparedness of the witnesses, the Com-
mittee had to adjourn the sitting held on the 25th October, 1972 and 
-&so to cancel the sitting to be held on the forenoon of the 27th Octo-
ber, 1972 in order to give further time to the witnesses to come fully 
prepared for examination of certain paragraphs included in Chapter 
IV of ~e Audit Report relating to Income-tax. 

The Committee resumed their examination of certain para-
graphs included In Chapter IV of the Report of the Comptroller and 
Auditor General of India for the year 1970-71, Union Government 
(Revenue Receipts) relating to Income-tax at their sitting held un 
the 30th October, 1972 (forenoon). 

8.6. It has been reported in the Audit paragraph 44(a) of the 
Report that in an assessment involving an income of Rs. 2,19,289, tax 
to the extent of Rs. 64,385 was short-levied due to non-l~vy of tax 
on the first Rs. 1 lakh and non-levy of surcharge of the earned income 
in excess of Rs. 1 lakh. Accepting the mistake, the Ministry had 
intimated that the ---assessment had been rectified and additional 
.demand for the amount created. While examining the above para-
graph, the Committee enquired whether the additional demand had 
since been recovered. The Member, Central Board of Direct Taxes, 
stated that the assessmtmt was set-aside by the Appellate Assistant 
Commissioner. When asked for the grounds for setting aside the 
assessment, the witness replied: "That is not immediat~ly available 
with me." The Committee suggested that whenever witnesses ap-
eared before the Committee, they should come fully prepared with 
all details. 

Paragraph 44(b) brought out mistakes made in computation of 
income in a case. Overlooking the fact that the assessee hRd already 
debited his accounts relevant,for the assessment year 1965-66 (com-
pleted on 30th March, 1970) with expenditure of Rs. 23,50528 towards 
interest on borrowed capital, the Income-tax Oftlcer allowed further 
deduction of Rs. 23,50,523. This together with two other minor mis-
takes resulted in excess carry forward of loss of Rs. 21,81208 for 
adjustment against future years' profits. The Ministry had accepted 
ell the mistakes and the 'report regarding the net reduction in carry-
forward loss was awaited. 

8.7. Dudng the course of the examination, the Committee were 
Hlformed that the assessment had since been rectified in September, 
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1972 and the carry-for",ard l.oas was reduced to :as. 2 lakhs. While 

,explaining the reasons for the delay in rectifying the asaessm.ent, the 
Member, Central Board of Direct T~, stated: "The mistake was 
rectified and the loss was recomputed in September, 1972. We l.'ome 
into the picture when para comes to u~ Revenue Audit Parties are 
all-over the country. They raise objection with the Income-tax 
Officer at first stage. For first time it comes to the notice of the 
Income-tax Officer. If he accepts, it is settled; If he does not accept, 
he argues with them. If it is acecpted it is included in the list of the 
Deputy Accountant General to the Commissioner concerned. At that 
time the Board does not know." 

8.8. The Committee learnt from Audit that according to the normal 
,and well understood procedure, the Audit objection was raised at 
junior level in August, 1970 and that it was replied in September, 
1970. In December, 1970, simultaneously a ,copy was sent to the 
Directorate of Inspection, the Directorate attached to the Board. The 
Director (who was under the executive control of the Board) knew 
that the Income-tax Officer at ground level had accepted it. The Com-
mittee desired t61tnow the action taken by the Directorate of Inspec-
tion on the copy of the audit objection received by them. The witness 
replied: "I do not know what happened in the office of the Director 
of Inspection." When enqu:ired whether it was not possible for the 
Boar~ to obtain the file from the omce of the Director of Inspection 
which was located in Delhi, the witness answered in the affirmative. 

8.9. The Committee then wanted to know the reasons for the delay 
in completion of the assessment (assessment completed at the fag 
end of the limitation period) and also the circumstances in which the 
mistake had occurred. The Member, Central Board of Direct Taxes, 
stated: "In this case, we have not been able to get the file in the short 
space of time that was left to us to go into this. We have been able 
to give you general reasons. We have not gone into the individual 
cases." 

In the case reported in paragraph 44 (d) , the Income-tax 
Officer overlooked the fact that the assessee had already debited its 
Profit and Loss Account with a sum of Rs. 1,71,229 towards staff 
gratuity and bonus. The omission led to incorrect deduction of 
RI. 1,71,229 from the taxable income resulting in short levy of tax 
of Rs. 85,615. While accepting the mistake, the Ministry had inti-
mated that out of the additional demand created, Rs. 34,537 was le-
1:overed and the balance of Rs. 51,(}78 was yet to be realised. While 



54 
exammmg the paragraph, the Committee enquired whether the' 
balance 01 Rs. 51,078 bad since been recovered. The Member, Central. 
Board of Direct Taxes replied: "The assessee paid Rs. 34,537. After 
that the assessment was set aside by the Appellate Assistant Com-
missioner and the demand then became vacated." When liRked for 
the grounds for setting aside the assessment, the witness stated: "I 
do not have the grounds with me. The case is in Madhya Pradesh .... 
The file would be in Indore ... Unless I see the file I cannot say why 
the Appellate Tribunal set it aside." 

(no. ,The Committee suggested that in future, in regard to all 
audit paragraphs, the relevant files should be obtained before-hand 
by the Board when they came before the Committee which would 
help the Board and save a lot of trouble. 

The Central Board of Direct Taxes issued executive instruc-
tions in November, 1966 and October, 1969 that bonus, commission or 
any other cash allowance paid as employee's regular salary should 
not be treated as perquisites. As the. Income Tax Act did not provide 
for such an interpretation, it was pointed out to the Board by Audit 
that the instructions were contrary to Law. Whereupon, the Board 
cancelled their executive instructions of November, 1966 and October. 
1969 in June, 1971. During examination, the Committee asked for the 
circumstances which led to the issue of the above circulars and 
whether the opinion of the Law Ministry was obtained before their' 
Issue. The Member, Central Board of Direct Taxes, stated: "As far 
as the first point is concerned as to who raised the question, I am not 
able to answer this. The. 1966 file is not with us. It could not be 
traced in the Board. The circular is there. But the actual portion of. 
the file, documents relating to that circular could not be traced .... 
'!'hese files are weeded out." 

The Chairman, Central Board of Direct Taxes, added: "Proba-
bly, with some effort We will be able to trace the file. The file might 
have been misplaced. I will try to produce it in the afternoon." 
Delay in furnishing infonnation to Audit in respect of draft Audit 

paragraphs issued by Audit for incO'rpOTation in the Audit Reports 

8.11. The Committee find that in a number of cases the draft Audit 
paragraphs sent by them to the Ministries were not replied to in 
time- before finalisation of the Audit Reports. ----------------------·In paragraph 12 of the Report on the accounts for 1943-44, the Public Accounts 
Committie suggested that a maximum period of six weeks should be allowed to the De-
partments to accept or modify the term. of the paragraphs failing which Audit should be' 
at liberty to consider its draft as final. The Government of India in ~nsultation with the 
Auditor General had accepted the Committee'S auggeetion. Necessary instructions in this 
regard had been issued by the Ministry of Finance (Department of Expend~ture) in June •. 
11}6o. (Ministry of Finance -Deptt. of Expenditure O. M. No. F. 32 (9) -E. G. 1[60 
d'!\ted the 3rd June, 1960). 
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8.12. In the tollowing cases, MinilJtryts replies were received in 
--respect of paragraphs included in Chapters IV & V of the Report of 
the Comptroller and Auditor General of India for the year 1970-71. 
Union Government (Revenue Receipts). after finalisation: 

st. Para No. Date of Date of 
No. forwading receipt of 

the para reply from 
to the MiniJtry 

Mini!try 

-Cltapter IV -lru:ome 1'a:JI 

1 47 (e) (ii) 30-10-1971 13-4-1972& 
17-5-1972 

2 52 (b) 4-10-1971 28-2-1972 & 
8-3-1972 

3 5S(i) I2-II-197 I 8-3-1972 

" S6(b) 30-U-1971 7-3~t972 

teluJpter V-Other Direc! Tcxcs 

S 73(ii) (b) 2-2-1970 7-8-1971 5-9-1972 

6 82(i) 5-2-1971 7.8-1971 27-5-197" 

7 82(iii) (a) 5-2-1971 7-8-1971 27-6-197" 
19-2-1971 

8 83(b) 23-12-1970 23-10-1971 12-1-1972 
2j-5-1972 

9 91(b) 2-U-I97° 7-3-1972 Commisioner's 
reply WIll re-
ceived on 
15-6-1972. 

8.13. In the case of paragraphs 73(ii)(b) and 82(i) facts mentioned 
~in the Audit Report were subsequently disputed by the Ministry. 
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8.14. F\u.'ther in the following four cases, no reply was received 
from tb, M~nistry till the sitting of the Public Accounts Committee 
(October 1972): 

,SI. Para No. Date of Date 0{ Date of 
No. issue of forwarding receipt of 

objection the para to reply from 
by A.G. the Ministry Ministry 

68 (i) 23-10-1970 3-8-1971 Reply not 
receh·ed. 

7- lJ - I 970 3-8- 1971 

lJ-Il-1970 3-8-1971 

24-5-1971 30-10-1971 

8.15. The Committee examined certain paraJraphs included. 
in Chapter V of the Report of the Comptroller and Auditor General 
of India for the year 1970-71, Union Government t Civil) 
(ReveQUe Receipts) nlating to othe ... Dired Taxes OB 26th October, 
1972. In the course of the evidence it became clear that the official 
witneues were not prepared fully. They were unable to reply utill-
factorUy to the questions put by the Committee relating to points of 
even factual nature arising out of the Audit paragraphs. The then 
Finance Secretary himself stated: "We are not able to handle adequa-
tely the objeCtions in the Committee as far as this Board is concern-
ed." Considering the unpreparedness of the witnesses the Commit-
tee had to adjourn the sitting and cancel the sitting to be held in thlt . 
foren80n of 27th October, 1972 in order to give further time to the· 
witnesses to come fully prepared for examination'of certain para-
graphs included in Chapter IV relating to Income-tax. Even on 
resumption of examination regrettably there was no improvement in 
the preparedness of the witnesses. 

8.16. In some cases the Committee found that the drillt Audit 
paraJrBphs sent by the C&AG to the Ministry were not replied to in 
time before the finalisation of his report, with the result that pven 
the factual position brought out in the paragraphs was coatested' 
at t~ time of Committee's examination. In some cases the files 
containing the relevant information were stated to be not available' 
with the witDesses. 

tl.17. The position brought out in the foregoing paragraphs disclos-
es an attitu~ tow," the work of. this Committee, wJUc:lt Ctul Qt hst 
be deaeri~d as UIlh~lpful. The Committt'e ClUJ ctiadJerge ...... ir aillt,. 
satisfactorily only if they receive the fullest cooperation from the 
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Ministry. This cooperation they can give by giving importance to-
Audit objections in the first instance, and then by coming fully pre-
pared to satisfy whatever relevant questions the Members of this 
Committee 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 will be issued .at the highest level requiring officers who 
appear before the Committee, to come fllUy prepared. 

8.18. Though their observatiqns relating to unpreparedneHs have 
been made in the immediate context of the Direct Taxes Report. the 
Committee are constrained to note that such unprepare,welS has 
been almost universal, and, therefore, it is in their view necessary to· 
issue instructions &enerally to all the Ministries. 

NEW DELHI; 

April, 24, 1973. 
Vaisakha 4, 1895 (Saka). 

ERA SEZHIYAN. 
Chatrman, 

Public Accounts Committee •. 



Sir, 

APPENDIX I 

(Ref: Para 2.43 of the Report) 

F. No. 3281 120.72-W. T. 

~O!'INDIA 

CENTRAL BOARD OF TAXES 
NEW DELHI, the 24th October, 1972. 

All the Commissioners of Income-tax & Wealth-tax. 

..j 

. .. ." 

SUBJECT:-WeaZth-tax assess'rllents-years 1967-613 years and onwards­
Variation in value of fcn-eign assets due to devaluation­
Review regarding-

'tt has been brought to the notice of the Board by the . Revenue 
Audit that in several wealth-tax assessments, involving the asses-

.sment years 1967-68 and onwards, the Wealth-tax Officers have failed 
to revalue the foreign assets on such valuation dates as were subse-

. quent to the date of devaluation of the Rupee i.e. 6-6-1966. This 
oversight on the part of the Wealth-tax Officers has resulted into a 
Bubstantialloss to the revenue. When the cases, in which audit objec-
tions were raised, were scrutinised by the Department it was further 
noticed that the Wealth-tax Officers had also failed to adopt the cor-
rect valuation of the foreign assets, located in countries having their 

-currency based on Pound Sterling, subsequent to the devaluation of 
Sterling on 18-11-1967. In other words, the value of the foreign 
-ets of the assessees should have been duly enhanced in accordance 
with the official rates of exchange subsequent to the devaluation of 
Rupee on 6-6-1966; and also their value reduced correspondingly 
subsequent to the devalution of the Pound Sterling on 18-11-1967. 

2. The Board desire that an immediate review of all cases of 
Wealth-tax assessees, having foreign assets, whose assessments have 

"'been completed for the, years 1967-68 and onwards, ihould be under-
taken with a view to examine if the value of these foreign assets was 
correctly adopted by the Wealth-tax Officers in respect of the asses-
;sment years 1967-68 and onwards. he result of this review i.e. the 
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number en under-assessment lover-assessments detected, the action 
taken, and the revenue effect thereon etc. should please be intimated 
to'the Boatd by 30th December, 1972. 

3. It should also be impressed on all assessing officers in your 
change that in the pending wealth-tax assessments for 1967-68 and 
on wards the correCt value of foreign- assets must ~ adopted on the 
basis of the devaluation of rupee and lor the devaluationlrevalution of 
the currency of such foreign countries where the assets of the asses-
see are located. 

Copy to :~ 

Yours faithfully. 
Bdl-

BALBIR SINGH, 
Sec,etttry, Central Boord. oj Director, Taxes. 

1. All, Dir~tors of Inspection. 
2. The, Director I.R.S.' (DT) Staff College, NagIluretc etc. 

'.'1 :.~. .' , • 

: I.": 

450 (Aii) LS-5. 



APPENDIX 0 
[Ref. Para 6.6 of the Report] 

(COPY) 
INSTRUCTION NO. 476. 

F. No. 229139172-IT(A.U) 
GOV'I:RN!.IENT OF INDIA. 

CENTRAL BOARD OF DUUDCT TAXES 

New Delhi, the 18th Nov. 1972. 
To " . .4'.: .. __~. ,_...... 

All Commissioners of Income-tax. 
_ • r ,~ ..,.... 

Sir. 
SUB.JECT: Super Profits Tax Act, 1963 and the Companies (Profits) 

Su.rtaz Act, 1964 Assessments under-Timely completion of. 

I am directed to l8y tllat the Board Itu viewed with concern the 
pendency of assessments under the Super Profits Tax Act, 1963 and 
the Companies (Profits) Surtax Act, 1964. Super Profits Tax Act, 
1963 was in force only for assessment yiar 1983-64. There can be 
no reason why any ca,e under that Act should still be pending. Bo.9l'd 
has desired that all the pending assessments under the Super Profits 
Tax Act, 1963 must be completed by 31st March, 1973. 

2. No'timellmit hu been prescribed under the Sur-tax Act, 1964 
for completion of assessments. However, the Board has laid down 
the follOwing timelimits:-

Surtax pertaining to asstt. year 

Up to 1968-69 
1969-70 & 1910-11 
1971-12 & 19120-13· 

Time limit for dis-
posal 

31-3-1913 
31-3-1914 
3I-3-I97S 

Thereafter 'the assessments have to be completed within two years 
as in the cale of income-tax 8IIessments. 

3. Necessary inatructionsmay pleue be issued to Income-tax 
omcera to adhere to the dates indicated above for disposal of assess-
ments under the Super Profits Tax Act and the Surtax Act. 

Yours faithfully, 
sa.l- T. P. JHUN/HUNW ALA, 

Secretary. Central Board of Direct Taxes. 

Copy forwarded to ............ etc. etc. 
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