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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 1870-71,
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 conclusions
recommendations of the Committee is eappended to the Report
(Appendix II). 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
officers of the Ministry of Finance for the cooperation extended by
them in giving information to the Committee.

New DELHI; ERA SEZHIYAN,
April 24, 1973, Chairman,
Vaisakha 4, 1895 (S). Public Accounts Committee.

sNot printed. (One cyclostyled copy laid on the Table of the House and five copies
placed in Parliament Library).
vl



I
SUPER TAX|SUR-TAX

Audit Paragraph

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 company 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 Proflits 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 1963-84 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
where there is a deduction, the capital should not be reduced, but
where an amount is not liable to tax at all under the Act, to that
extent of that amount, the capital should be reduced. That question
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 Rs. 83,615. The Com-.
mittee were informed that even in this case, the matter was being
re-opened. Asked why, when once the mistake was accepted by the
Ministry, it wash being re-opened, the Member, CBDT replied: “The
Ministry at first accepted the mistake 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, thg question arose as to whether this
deduction or the item not includible 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 deductxon
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 legal clarification. But Audit should have been informed of
the posmon 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 reduced
from total capital of a company when income from new industrial
undertakings is excluded from chargeable 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 the Audit objection
was raised in 1971, the matter was referred to the Ministry of
Law only on 9-1-1973 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.



II
WEALTH-TAX

Audit Paragraph

2.1. (i) During the year 1970-71, the actual receipts under the
Wealth-tax Act amounted to Rs. 15.81 crores. The following table

indicates the receipts for the last five years compared with the Bud-
get estimates.

(In crores of rupees)

Year Budget Estimates Actual receipts
1966.67 . . . . . 14:00 10'73
196,68 . . 12°00 10°70
1968-69 . . . 11°00 I1-11
19{9—70 . . . . 12°00 15:62
1970-71 . . . 18:00 15°31

2.2. (ii) The total number of assessees in the books of the depart-
ment as on 31st March, 1870 and 31st March, 1971 were as follows:

M‘:r’cg? 13917‘; ﬁd‘a&‘;ﬁ:;}yx
Individuals . . . . . 1,23,822 1,53,924
Hindu undivided family . . . . 15113 19,303
Others . . . . .. 28
1,38,635 1,73,25§

[Paragraph 60 (i & ii) of the Report of the Comptroller and
Auditor General of India for the year 1970-71, Union

- Government (Civil) Revenue Receipts.]

2.3 According to Audit the total number of assessments com-
pleted during the years 1869-70 and 1970-71 was 1,69,572 and 1.99,226
respectvely.

N

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 for
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. In this connection, Audit have made the following comments:
“Presumably the Ministry’s point is that the B.E. 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. It is, however, seen that in 1969.-70
and 1970-71 against the B.E. of Rs. 1.50 crores the actual realisa-
tion was Rs. 2.02 and Rs. 245 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 bt.e collecf-
ted from agricultural lands. The Ministry may kindly clarify 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 was Rs. 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 assessments
were completed when compared with the year 1969-70.

2.7. Referrine to paragraph 2.7 of their 11th Report (1968-70)
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
nuraber 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 1871-72.

(b) The break-up Commissioner charge-wise is as under,
City-wise information is not available.

Andhra Pradesh I . . . . . 226

Do. 11 . . . . . . B 144
Assem . . . . . . . 294
Bihar . . . . 486
Orissa . . . s8
Bombay City . 2324
Poona , . . . . 394
Delbi . . . . 2992
Jaipur . J . . 297
Gujarat 1 . . . 181
Gujarat I1 . e . . . . . 56

Do. III . . . . . . . 34
Kerala . . . . . . . . . 212
Madhya Pradesh . 923
Madras . . . . . . . . 167
Mysore . . . . . . . 94
Punjab . 722
Lucknow . . 259
Kanpur . . . . 255
West Bengal . . . . . . 572
Vidharba and Marathwada . . . . . 146

TOTAL : . . . 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 31-3-1971, 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 34,620 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 Adminisiration. Al-
though the number of assessees had gone up from 1,38,635 in 1969-
70 to 1,73,225 in 1970-71 and the number of completed assessments
had increased from 1,69,572 to 1,990,226, the tax collections had suffe-
red a reduction from Rs. 15.62 crores to Rs. 15.31 crores, Prima
facie, this is a situation which needs to be explained. A detailed
examination in other words is called for.

2.11. The Committee find that the Budget Estimate of Wealth-tax
collection was raised from Rs. 12 crores in 1969-70 to Rs. 18 crores
in 1970-71 because of imposition of wealth-tax on agricultural lands.
The actual collections during 1970-71 were, however, Rs. 15.31 crores.
The short-fall has been explained as partly due to increase in the
number of gifts 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 that in 1969-70 and 1970-71 against the Budget Esti-
mates of Rs. 1.50 crores the actual realisations of gift tax were Rs.
2.02 crores and Rs. 2.45 crores respectively. As the rate of tax on
gifts 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 collected from
agricultural lands. The position should, therefore, he 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 Rs.
2.32 lakhs premises surveyed during 1970-71 and 1971-72, 39,000 new
wealth-tax cases have been discovered. The survey in all the char-
ges 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

Items
(Rupees in lakhs)
(i) Avoidable mistakes involving considerable revenues . 1442 11+03
(ii) Ommission to levy or incorrect levy of additional wealth-tax . 67 1:36
(iii) Incorrect exemptions and reliefs . . . 692 5°04
(iv) Bscapement of wealth from tax . 921 568
(v) Incorrect valuation of property . . . . . SII 6-26
(vi) Ommission to levy or incorrect levy of penal interest/

penalty - . . . . . . . . 761 33- 34
(vii) Other lapses . . . 340 6-3%
TOTAL . . . . . . . . 4734, 69°13

[Paragraph 69 (iii) of Report of the Comptroller & Auditor
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 lakhs and in 267
cases there was over-charge of tax 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 noticed 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 80(ii) of Report of the Comptroller & Auditor

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



Wealth Tax

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

“Out of 4,734 cases of under-assessment and 1,708 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 mistakes 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
Committee 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 Rs. 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.”

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, 1972 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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Tectification of the mistakes is not readily available with
the Ministry, being with the field offices concerned.

(ii) 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 where
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
i8 not readily available with the Ministry; bulk of the cases
are small.”

-2.23. The Committee enquired 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 mistakes
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 Deputy Controller of
Estate Duty. However, the information is not readily
available with the Ministry; bulk of the cases are small.”

2.25. The test Audit of wealth-tax, gift-tax and Estate Duty assess-
ments by Revenue Audit during the year 1970-71 revealed 4734, 671



n

and 855 cases of under-assessment involving Rs. 69.13 lakhs, Rs. 5.11
lakhs and Rs. 26.93 lakhs respectively. +Fhe cases of over-assessments
noticed were 1706, 267 and 193 involving Rs. 8.11 lakhs, Rs. 1.59 lakhs
and Rs. 4.38 lakhs respectively. The 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 connection they would like
to refer to para 2,327 of their 51st Report (Fifth Lok Sabha) on
Income-tax. They desire that there 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. That there is no centralised control over the work of the
Internal Audit of other direct tax assessments is evident from the fact
that the Ministry are unable to intimate the number of mistakes point-
ed out by Internal Audit and the action taken by the Department. In
paragraphs 2.27 to 2.29 of the 51st Report (Fifth Lok Sabha), 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 collecting machinery. The Com-
wittee desire that action on these lines should be taken in regard to
the Internal Audit of other direct taxes also. They hope that future
Audit Reports would include 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 be.
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 cennot 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 tar
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 Rs. 24,668. Similar mistakes were noticed in five other
cases resulting in undercharge of tax of Rs. 22,409. 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 vear 1970-71—Urion 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 is that it is due to rush 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
could 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-
cause of the emphasis that we laid on searches. It so happens that
a large number of Officers at a time are diverted to searches so 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 workjoad and recently we
have established one organisation, management unit, which will look
into the procedures, workload, management, requirements of person-
wel ete.”

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 ag the mistakes were attributable to the clerical staff.
k 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,

9.32. The Committee desired to know the assessment by the Board
of the factors that were responsible for the mistakes. In a r.mte, the
Ministry have replied. “The Board are of the view that with the
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Tecent strengthening of the Internal Audit organisation and stricter
swhervisory. contre) ordisned (vide aboveseited Tnistructiony such this-
takes will be redueed o¥ detected promptly ”

2.33. The Committee pointed out that the mistake appedred to be
widespread and desired to know whether the Ministry ordered for a
review of all assessmenta for the assessment from 1969-70, especially
in the particular wards in whieh the mistakes arose. The Finasnce
Secretary replied that a review of ali cases in thess yesrs for which
he was respopsible was erdered. Aaked about the outcome of the
review, the Ministry have stated: “The reports received so far reveal
that the omission was detected in 5 cases (involving a tax effect of
Rs, 38,616) out of 262 cases reviewed for the purpose. The review is
not yet complete. The final outcome of the raview will be intimated
to the Committee as soon as the information is avajlable.”

2.34, The Committee pointed out that in the case of ihcome tax
assessments there was a systém of counter check of tax calculations
by the supervisors and IT® himself. The Committee desired to know
whether there was a similar system in other direct taxes also. The
Finance Secretary, in reply, stated: “Apparently, they have recently
issued instructions for a counter check on the calculation part also so
that there is a second check. The Chairman is investigating whether -
our arithmetical calculations could be improved by having some cal-
culators in the different offices so that mistakes commonly found of
arithmetic which are fairly serious could be minimised. They are
trying to experiment with a number of calculators, whether they
would really 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 mis- .
takes were not detected by them. Asked why these 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, 1971 a fortnight before the receipt of Revenue
Audit note. In the other case the mistake remained un-
detected through oversight for which the IAP official res-
ponsible has been asked to be more careful in future.”

2.36. In connection with the security by internal audit, the Finance
Secretary stated during evidence: “That has led us to a very serions
internal examination on our part in regard to the quality of our
internal audit. This kind of deficiency has been found in a large
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nymber of cages pointed out elsewhere in the Auditor-General's Re-
ﬁgwwmmm did not ge into many 4mpoFtapt poings.

y did not see whether the gorrect rate was being applied, to the

corpeat yesr of gssessment. We have a feeling that the quality of
internal audit staff is not of the calibre that is needed for thjs com-
plex work. We have to consider whethpr we should not change thg
whole organisation of our internal audit parties. That is a matter
which is now engaging our attention, not only in terms of numbers
but even in terms of their composition and their calibre. Internal
audit parties do not seem to be adequately equipped, and they are
not able to discharge the functions expected of them in a proper
way.” The Committee asked about the number of cases scrutinised
by internal audit. The witness stated: “They are now expected to
do immediate audit within one month of the completion of the assess-
ment, of all company cases including super profits tax and surtax,
other cases involving an assessed income of Rs. 1 lakh and above,
cases relating to other direct taxeg in which the tax payable is Rs.
20,000 and above—. But I am doubtful whether the present internal
audit as organised will be really able to come up to expectations.”
The witness further stated: “In 1970-71, they checked 2,77,000 cases
and in 1971-72, it was 3.36,000 cases.” Asked to state the number of
cases they were expected to check during these years as per existing
instructions, the Mirustry have furnished the following information: —

“There were no disposal quotas operative for IAPs during
1970-71. However, disposal quota of 500 cases per
month per IAP was fixed in Scptember 1971, With this
the disposals in 1971-72 registered ' improvement. From
September 1971 to March, 1972, on an average, 89 IAPs
worked in all the charges. According to disposal quota
fixed, they were expected to check 3.11 lakh assessments
against which they checked 3.09 lakh assessments. The
marginal shortfall of 0.6 per cent was due to the fact that
the instructions fixing the disposal quota were issued on
9th September, 1971 and took some time in reaching the
IAPs.”

2.37. The Committée are constrained to note that in as many as
six cases of assessments for the year 1969-70 the rates of tax appli-
cable for the assessment year 1968-69 were wrongly applied resulting
in short levy of wealth-tax of Rs. 47,077. Such mistakes in applying
the rates are simply inexcusable. A review so far dene has brought
out other 5 cases involving a tax effect of Rs. 38.616, This chows that
this type of mistake is fairly widespread. The Commiitee desire that
the review should be completed expeditiously and recovery effected
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besides taking appropriate disciplinary action against all-officials con-
cerned for the carelessness. The instructions issued recently making
the wealth-tax officials responsible for checking tax calculations in-
stead of by the clerical ‘staff, if enforced rigorousty will certainly
ensure that such mistakes will not occur. 'l’he Committee trust that
the enforcement will be strict.

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

Audit Paragraph

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. 21,34,961 with
consequent short-levy of tax of Rs. 27.494. Brief particulars of the
cases are 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 year 1967-68 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 by the ‘assessees instead of
taking the value at the post-devaluation rates in force on the rele-
vant valuation dates. This 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.
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241. (iii) In computing wealth of two assessees for the assessment
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 of Rs. 8,750 a sum of Rs. 2,660 has been recovered. Report
regarding recovery of the balance of Rs. 6,080 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 Gov-
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 devaluation of rupee in
June, 1968 and its impact on valuation of assets for purposes of levy
of wealth-tax, gift tax and estate duty. The Finance Secretary re-
plied that the instructions were not issued by the Board in 1966. The
witness added: “The Board should have shown initiative in the
matter.” Asked when they were issued, the Ministry subsequently
have stated that instructions have since been issued on 24th October;
1972. (Appendix I).

2:44 The Committee enquired whether, in view of this case, the
Ministry were considering to make a survey of 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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2.45. The Committée pointed out that according to Audit, fouf as-
sessments of two assessees were checked in internal audit but the
omission was not detected by them. The Finance Secretary stated:
“....We find this failure in so many paragraphs. It was most dis-
tressing for us to see the failure of internal audit. They seem to
have gone just in a routine way; even arithmetically they seem to
have made a mistake.”

247, 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 not 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 Inspection (In-
come Tax and Audit) to prescribe this check.

2.48, For levy of wealth-tax, assets situated in foreigh countries
are to be valued in Indian currency at the rate 6f exchange prevail-
ing on the valuation dates, The Committee are distressed to learn
that the omission to adopt the correct rate of exchange dueto devalua-
tian of Indian currency in June, 1986 and the faflure to convert the
value of assets located in Ceylon into Indian rupees resulted in under-
charge of net wealth of Rs. 21,34,961. The Board have ordered a re-
view of all cases of wealth-tax assessees having foreign assets whose
assessments have been completed for the years 1967-68 onwards with
a view to examining if the value of the foreign assets was correctly
adopted. The Commiteee would like to know the outcome of the

review.

2.49. The Committee take a serious view of the failure of the In-
ternal Audit in that the omission was not detected by thein in 4 as-
sessments of 2 assessees checked. It is distressing to note the faiture
of the Internal Audit in not detecting simple arithmetical ‘errors in
the tax calculations. The Committee deprecate the tendency to enlarge
the scope of check in a piecemeal fashion. They desire that the posi-
tion should be comprehensively examined and detailed checks lald
down so that wherever there is a faflure of check a plea may not be
taken by the Internal Audit that a particular item has not been speci-
fically included in the items to be checked by them,
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Other mistakes
Audit Paragraph

2.50. In the case of an assessee, the additional wealth-tax 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
Yyears 1965-66 to 1970-71 completed in December, 1970. The addi-
tional tax was however not included in the demand metice 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: ) s

“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.”

252, 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 LT.O. himself. Asked whether
there were any such arrangements in regard to check of tax caicula-
tions in respect of Wealth-tax, Gifttax 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
concerned is under consideration,

2.53. Although in this case the assessing officer correctly calculat-
ed the additional wealth-tax payable by the assessee on immovable
property situated in an urban area, the additional tax was mot includ-
ed in the demand notice issued owing to a clerical error which result-
ed in short-recovery of tax to the extent of Rs. 24,368. While the

Commiitee await a report regarding recovery of the amount, they
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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 befere they are
finalised and demand notices issued, was stressed. The Committee
desire that necessary instructions for the counter-clitek of tax cal-
culations in respect of wealth-tax, gift-tax and estate duty assessments
as in the case of income-tax be issued without delay and the 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 and 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 Government.
(Civil) —Revenue 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 Cgmmissioners
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 property, 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, the Fina-
nce Secretary replied: “No, Sir. A review has not been made.”
He further stated: “I have to think of the manner 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 levied|incorrectly levied, the Committee desired to know the
steps taken to avoid such mistakes. In its reply, the Minijstry have
stated: “The Board have already brought to the notice of the Com-
missioners the instances of non-levy of additional wealth-tax on:
_immovable properties. A review was also ordered.
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2.58. The Committee wished to know the extent and scope of:
scrutiny preseribed for intermal ‘audit in regard to the levy’ of addi-
tional wealth-tax. The Ministry have stated:. “The priorities folio-
wed by Internal Audit of late ‘have been to audit cases 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. 10,000/-. \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, 1972, ‘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..
20,000/-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 properties had been correctly levied; this has been achieved
by adding 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 cases surveyed . . . 11,429
(b) Number of cases out of (a) above where omission tolevy additional wealth-

tax was detected . . . . . . . . . . 10§
(c) The amount of additional wealth -tax involved in cases at (b) above . 3,25,286
(d) Number of cascs in which rcc.tiﬁmti.on h.as nin.ce befn eﬁ:ected. unde.r cs-

section 35; and . .
(¢) Number of cases where rectification is still pending (being expedited) . 37
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2,60. Levy of additional wealth-tax on the urban lands end build-
ings owned by individuals and Hindu Undivided Families under the
Finance Act, 1965 was intended to curb excessive inestment in 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 s 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 underlying the various fiscal enactments
made from time to time should be undertaken periodically so that

necessary timely correctives may be applied.

Incorrect exemptions and reliefs

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
exceeding ten thousand cxceeds Rs. 1 lakh, the amount that is not
included in the net wealth of the assessee is Rs. 1 lakh. In threc
cases it was noticed that the exemption was not allowed correctly
leading to under-assessment of tax of Rs. 10,548. Brief particulars
of the cases are given below:—

2.63. (a) In the wealth-tax returns filed by an executor of an
estate of a deceased assessee for the assessment years 1965-66 to
'969-70 (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 estate.
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 1987-68
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



21

the mistake and stated that additional demand of Rs. 1,002 had been
raised. Report regarding recovery is awaited.

{Paragraph 72(a)&(b) of Report of the Comptroller and Audi-
tor General of India for the year 1970-71—Union Govern-
ment (Civil)—Revenue Receipts.]

2.65 Asked whether the assessments in the cases referred to,
~ad been rectified and the additional demand recovered, the Minis-
try have stated that the assessments have been re-opened 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 committed by the
Wealth-tax officer in allowing this exemption. The Ministry have
stated that no general instructions have been issued by the Ministry
in the matter.

2.67. The Committee enquired whether the assessments in the
three cases were checked in the Interna] Audit and it so, how the
mistakes escaped their attention. The following information has
been received from the Ministry in this regard,;

“The assessments were checked by the LAP. The Supervi-
sor who failed to detect thé mistake Has explained that
as the case involved a legal point, tie ‘'was not able to
detect the same. I-Ie has been cau‘;ioned ”

2.68. Referring to the case in subapa.ra (a), which dealt with in-
correct deduction allowed in the asse5sments 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: ’ !

“In view of the amendment brought forth by the Finance (Nbo. 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
1957 undr Finance Act 1970 and Finance (No. 2) Act 1971 are as
follows: —

For clause (iv), the following clause shall be substltuted with.
effect from 1st day of April, 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 guch house 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 usei by him ior resi-
dential purposes” shall 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 grant of ex-
emption under the Wealth-tax Act in respect of residential property
have been brought to their notice through successive Audit Reports.
The Committee stress that the Ministry ought to clarify the relevant
portions of the Act for the guidance of the assessing officers and thc
Internal Audit.

2.70. As regards the exemption in respect of the house property
not belonging to the executor, the Committee have been informed
that in view of the amendment to Section 5 (1) (iv) of the Wealth-
tax Act, the cxccutor wou'd be able to get exemption w.e.f. 1-4-1972.
As the house should still belong to the assessee, the Commititee
would suggest that Government should examine whether the cx-

ecutor would be able to got exemption under the amended provi-
sion of the Act.
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GIFT-TAX ‘
Qvercharge cf tax due to mistake in calculation.
Audit Paragraph

3.1. On a gift of Rs. 1,76,937 made in October, 1965 gift tax of
Ks. 42,925 was levied in the assessment completed in' September,
1969. At the rates applicable to the assessment year 1966-67, the
gift-tax leviable amounted to Rs. 21,714. The incorrect levy of 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 1970-71 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—1) |63 dated 1-8-1963 the erst while
Central Board of Revenue had directed that while check-
ing the Income-tax assessments, the IAPs 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. 10,000-’

3.3. The Committee were informed that the assessment was com-
pleted in September 1969 and revenue audit was conducted in
October 870. The Committee enquired why the assessment involv-
ing a gift of Rs. 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 concerned to find that there is no effective
Internal Audit check of Gift-tax assessments. In paragraph 2.28 of
the 50th Report (Fifth Lok Sabha) the Committee had taken note of
the enlargement of the scope of Internal Audit check of Wealth-tax
assessments since June, 1869. Similar action is called for in respect
of Estate Duty and Gift-tax also. Further, the Committee desire
that the quantum of check of various categories of assessments should
also be laid down specifically in consultation with the Statutory

Anudit.
23
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ESTATE DUTY

Avoidable mistakes involving considerable revenues

Audit Paragraph.

4.1. The net principal value of the estate 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 revised in November, 1969 and 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 ccrrectiy calculated treating the assessee as a
holder of an impartible estate, in the re-assessment made in Novem-
ber, 1969, 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 and Auditor
General of India for the year 1970-71, Union Govern-
ment (Civil), Revenue Receipts.]

42. The Commitlee enquired how the Ministry came to know
that there was an escaped estate of the value of Rs. 5 lakhs with
the assessee. The Finance Secretary replied that this fact was dis-
cloced hy the statement of Counsel. The Member, CBDT further
stated that the discovery regarding this was made on 11-6-1964.
The Committee pointed out that the revised assessment was done
only in November, 1969 and desired to know the reason for the
delay. The Member, CBDT stated: “The delay took place because
there were several accountable parties and only one of these parties
had filed the return. Now the Estate Duty Officer has to serve
notice 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.”

44. To a question, the Ministry intimated that the accountable
persons were in arrears in respect of the estate duty and that the
fotal 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, the 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 taxa-
tion correctly at the time of reassessment bringing the escaped estate
of Rs. 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. The outcome
may be reported to the Committee. The Commitiee would also like
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 Rs. 2,77.087
as on 31st March. 1972. The arrears should be recovered carly under
intimation to the Committee. ..

4.8. The plea that the Internal Audit could not scrutinise the assess-
ment in this case due to heavy pressure of work cannot he accepted.
Measures should he taken to see that the Internal Audit covers in

time all the big cases.
Incorrect exemptions and reliefs

Audit Paragraph

49. In determining the value of estate for purposes of levy of
estate duty, debts are deductible. Income-tax assessed 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 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, thus leading to excess deduction of

Rs. 47,830.
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4.11. Further income-tax liability of Rs. 30,700 for the assess-
‘ment year 1970-71, was also deducted although no such liability
-existed for the assessment year 1970-71, the deceased having died
in the previous year relevant to the assessment year 1969-70 itself

4.12, The total excess deduction of Rs. 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 Comptroller and Audi-
tor General of India for the year 1970-71 Union Gov-
ernment (Clvil), Revenue Receipts.]

4.13. The Committee enquired whether the assessments had been
zevised and if so, desired to know the additional demand raised

and recovered. In reply, the Ministry have furnished the following
note:

The assessment was revised in July, 1972 raising an additional
-demand of Rs. 13,583|- 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
Dby the accountable person as debt in respect of outstanding income
tax liabilities. The Member, CBDT, replied: “We shall 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 adeguately the
objections 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”. The Committee desired ‘that 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 Asscssment Amount Total
Year Rs. Rs.
Income-tax . . 1968-69 47-833
Do. . 1969-70 30,480
Do. . 1970-71 30,700 1,09,013
Wealth tax . . 1968-69 825 8as
ToTAL . 1,009,838

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, however, not specifically noted in the
assessment order”.

4.16. The Committee enquired whether income tax assessments
for the years 1968-69 and 1969-70 were completed and if so, desired
to know the actual amount payable by the deceased. 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 are as under:

Assessment \;ear A—Date of Income Amount Pmi;le
completion Rs. Gross Net
of assessment Rs. Rs.
1967-68 . 28-6-68 71,480 32,626 (—) 16,666*
1968-69 . 19-1-72 104,100 60,770 (+) 19,470
1969-70 Lo . 19-1-72 79,750 35,870 (+) 5,390

417, 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 basis. The Member, CBDT
stated: “When estate duty return is filled 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 said that there was
liability”. Asked whether such a procedure was followed in the
case under consideration, the Ministry, in a note, have stated: “The
return was filed on 25-6-89, provisional assessment was made on
26-6-89 and regular assessment was made on 3-7-1968".

*Excess of advance tax.

450 (Aii) LS—3.
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4.18. The Ministry have further informed 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 on 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 7-8-1971 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 CBDT intimated Audit that the actual 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 Committee
pointed out that the Asst. Controller of Hstate Duty received the
Audit objection in February, 1971 so that by the time the reference
was made from here, he should have 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. T 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 officers to task.”
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 year in reply-
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ing to Audit was observed. The Secretary, Ministry of Finance re-
plied: “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
who, 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 months after 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 liabili-
ties were allowed as claimed by the accountable persons. Further the
fact that tax liability for the assessment year 1970-71 was also allow-
ed, though the assessee died on 8th January, 1969 shows that the
officer had not checked the accuracy of the claims. The Committee
desire that suitable action should be taken for this lapse.

4.21. The assessment in this case was made provisionally on 26th
June, 1969 and regular assessment was made on 3rd July, 1969. How-
ever, the Committee learn that the income-tax assessments of the
assessee for the years 1968-69 and 1969-70 were completed only on
19th January, 1972. It is therefore, not clear how the regular estate
duty assessment taking into account the income-tax liabilities was
made earlier. Further the Committee would like to know whether
the estate duty assessment was further revised on knowing the final
income-tax liabilities.

Audit Paragraph

4.22. A house or part thereof exclusively used by the deceased for
s residence to the extent the principal value thereof does not ex-
ceed Rs. 1 lakh if such house is situated in a place with a popylatian
e;oceeéiﬁé ten thousand and the full principal value thereof in any
other case, is exempt from estate duty. The exemption is admisslf:le
oniy in respect of properties belonging to the deceased and passing
on thin death. .
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4.23. (a) In two cases, the exemption of Rs. 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 Rs. 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.]

4.24. 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.”

4.26. Asked what the intention of Government was in providing
for the relief, the following 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(1)(n) did not speak of ‘interest in property’ but
‘property itself such as money, house etc.’

4.27. Under the Estate Duty Act exemption from duty for the self
occupied house is admissible only in respect of properties belonging
to the deceased and passing on his death. Although the properties
did not belong to the deceased who had only Iife interest therein, ex-
emption was irregularly given in two cases leading to the short-levy
of tax of Rs. 80,000 as mentioned in the Audit paragraph. The Com-
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mittee have been given to understand that the Law Ministry also
have opined that the provision of Section 33(1)(n) does not speak of
“interest in property” but property itself. Hence the inclusion of life
interest for exemption under this Section does not appear to be legal-
ly valid. The Committee presume that the assessments have since
been revised and additional demand recovered.

4.28. The Central Board of Direct Taxes will do well to conduct
a test check in other charges to sce whether simHar mistakes have
been committed. The position in law should also be clarified for the
guidance of the Estate Duty Officers.

Incorrect levy|non-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 person 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 per 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 pay off the balance demand in monthly instalments of Rs. 10,000
each. The accountable person paid Rs. 2,58,873 towards the demand
due and Rs. 3,567 towards the interest upto June, 1968 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, 1968 and duty
of Rs. 52477 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. 3,587 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 vear 1970-71, Union Government (Civil),
Revenue Receipts.]
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431 The Committee wepq)ipiox:medfl‘:y the Ministry in & written
note that the provisions in the Estate Duty Act relating to levy of in-
terest on delayed payment of Government dues.wege:.

“Under Section 79(1) of the Estate Duty Act where the Con-
troller is satisfied that the estate duty leviable in respect
of any property, cannot, without excessive sacrifice, be
raised at once, he may allow. payment to ‘be ‘postported for

. such period, to such extent, and on payment: of such in-

.terest not exceeding 4% or any higher interest: yielded by

the property, and on such other terms .as he may think
fit.”

4.32. The Committee asked whether the rate of levy of interest as
4 per cent or any higher interest 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 Act also
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 in the Estate Duty Law are
taken up with the concurrence of the States.”

433. 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 are anomalous and more favourable to defaulters;
amendment is contemplated as mentioned above.”

4.34. The Committee were informed that the an'dtvnallous position
regarding levy of interest under the Estate Duty Act was brought to
the notice of the Ministry by Audit on 28th November, 1970. The

Committee desired to know the action taken on this referencg,'from
Audit:

>

“The Board issued instruction vide No. 385 ddted 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 the
ou’tstanding demands or seek extension of time allowable
on’the condition inter 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 10,457|- 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 was 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 give 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 finalisation the I.T.O. satis-
fies himself about the accuracy.”

4.37. The 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 recovered 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 leviable at 12 per cent per annum on the outstanding
dues. The Estate Duty Act requires amendment to raise the rate of
interest,

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 the extension is not obtained the account-
able person does not become liable for interest. Thus the provisions
of law are more favourable to defaulters who do not seek extension
of time. The Committee, therefore, desire that the necessary amend-
ment should be effected to remove this anomaly.

440, The two amendments suggested above by the Committee
should be brought about without delay.
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Audit Paragraph

3.41. 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-
turns 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 Tor 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 stated:

Under Section 53(3) of the Estate Duty Act, every person ac-
countable for estate duty 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 Estate 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:—

(a) 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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basis of the information furmshed by the accountable
person and all other intormation avauable to mim, esti-
mate to be the amount of Estate Duty payable;

(c) the person accountable shall pay interest for the period
by which the original period of six months nas been ex-
tended on the amount specified in clause (0) or on such
lower amount as the Controller may in his discretion
decide;

(d) the rate of interest shall be six per cent per annum;
provided that 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 1s 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
liable for payment of interest, but not the person who did not apply
for extension of time and hence did not get it. It has been stated
in reply:

“The Ministry 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, with 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 rate 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.”

' "448. 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.I.(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
IAPs must be rectified.”

4.49. At the present the rate of interest chargable for the delay-
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 time is applied for
and granted by the Controller of Estate Duty. Earlier in this Re-
port the Committee have referred to the need for raising the rate of
Interest leviable for the 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 paragraph the
omission to levy interest was noticed by Internal Audit as early as
10th March, 1967, no action was taken to rectify it till December,
1970. The Committee take a serious view of delay in taking 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 outstanding
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 3 months
for the rectification of the mistakes has been fixed only in July, 1972,
The Committee desire that the outstanding objections should be
cleared within a target date not exceeding one year from now and
it should be ensured that the current objections are seitled strictly
within a period of three months.

4.51. The Committee would like to refer to their observations re-
‘lating to the working of the Internal Audit contained in paragraphs
2.27 to 2.30 of the 51st Report (Fifth Lok Sabha). These observations
equally 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

452. (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.

4.53. In a case (assessment completed in October, 1969) the value
of house pfoperty was taken as Rs. §0,000 although the value of the
same property was returned as Rs. 1,93,000 based 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. 32,487. The Ministry 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 result
of 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 paragraph 84(a) has
been revised raising an additional demand of Rs. 29,438-
as against Rs. 32,487|- reported by the Audit. The diffe-
rence in the amount is due to the revised valuation (at
Rs, 1,86,800 as against audit figure of Rs. 1,93,000) of the
immovable 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,
clearing the way for completion of re-assessment. The
C.I.T. is being asked to ensure that the re-assessment is
now expeditiously completed.”

458. 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 assessments 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 serutinise them. In this connection,
the following reply has been furnished by the Ministry.

“The Board has issued Instructien No. 473 {F. No. 236|425|72|
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
automatically transferred to the L.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 are
done by the same officer, or in any case if no 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 looked 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, 1872 for coordinated handling of assessments relating
to various direct taxes. Some further improvements are also under
consideration. The Committee wish that fool-proof procedure should
be evolve 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.

4.60. The Commiittee find that the Internal Audit Party failed to
check the assessments in one case and having checked failed to detect
the mistake in another. The Committee have elsewhere in this Report
referred to the inadequacy of the arrangement for the Internal Audit
of the Estate Duty assessments. They trust that the Internal Audit

will be made effective in future.

4.61. The Committee would like the Ministry! Audit to ensure the
rectification of the assessments and recovery of additional demands

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 issued 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.”

404.. The committee enquired about the estate duty  payable
after rectification of the mistake. They have stated that the net
estate dutv payable after rectification of mistake and appeal effect
come to Rs. 10,485/- only.

465. Asked whether the duty was paid by the accountable per-
sons, the Ministry replied in the negative 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.
The Committee have earlier in this Report stressed the need for
counter-check of tax calculations. Further, they would like :to
know why the mistake in this case was not detected by the Internsl

Audit Party.

4.67. The Committee would await a report rggar,ding“the reasons
for the non-recovery of the net estate duty payable in this case,
Audit Paragraph,

468." An accountable person paid Rse. 33,966 for obtmnmg probate
In respect of the deceased (died in Deccmber, 1958). Although .the
amount was correctly 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 basis 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 IAP 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
assessment due to considerable rush of work., According to the exist-
ing instructions the Internal Audit of Estate Duty assessments has
to be done by the Deputy Controller of Estate Duty through his staft
and the party thus constituted comprises only one person who has
to check the assessments of the entire zone. The Committee desire
that the adequacy of this arrangement should be carefully examined
and suitable measures taken so that the plea of rush of work may
not have to be advanced in future.
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ARREARS OF DEMANDS*
Audit Paragraph

5.1. Arears of Sur-tax demands outstanding on 31st March, 1871
are as follows*:

Relating to demand raised in Amount outstanding

(In lakhs of Rupees)
1964-65 6-87
1965-66 . 9°64
1966-67 8:80
1967-68 26-86
1968-69 §8:26
1969-70 140°50
1970-71 400°07
ToTAL 65100

5.2. The Committee pointed out that as per para 74(b) (iii) of Audit
Report, 1970, the arrears of sur-tax oufstanding as on 31st March,
1969, out of demands 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. Recon-
ciliation is being attended to and the result will be intimated to the
Committee in Jue course.”

Paragraph 87(iii) of the Report of the Comptrolier and Auditor General of India for
the year 1970-71, Unjon Government (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 of 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 crores is locked up
1in 507 cases and that Rs. 12,5 lakhs are estimated to be 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 estimmated to be irrecoverable. As some of the arrears
pertain to the period as early as 1964-65, the Committee desire that a
target date should be fixed for the recovery and progress closely
watched.

5.6. The Committee have reasons to believe that the arrears have
not been compuied 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 Rs. 6.81 lakhs respectively. However,
the figures as on 31.3.1971 now given are Rs. 6.87 lakhs and 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 ¢f decreasing.
“This discrepancy should be reconciled early and the corzect position
-of the arrears intimated to the Committee.

450 (Aii) LS—4.
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ARREARS OF ASSESSMENTS
Audit Paragraph

6.1 The position regprding disposal of Super Profits Tax sssess--
ments and Sur-tax assessments during 1970-71 and the assessments:
pending on 81st March, 1071 are as follows.

'Sup{f ‘fruﬁgs Swr-Tax

Rs. Rs.

1. No. of cases for disposal during 1970-71 . 186 4,662
2. No. of cases disposed of provisionally . . . .. 265
3. No. of cases disposed of finally . . . . 177 2,058
4. Amount of demand raised on provmonal assess-

ments . . . . 8-94 crores
5. Amount of demand collected provimonnl assess-

ments . . B .. 7°87 crorcs
6. Amount of démand raised on finai asscssmeris . 1°70 crores  19°37 Crores
7. Amount of deédnand collected on final assessments . 1-34 crores 12°61 crores .
8. No. of cases p:nding as on 31-3-197I , 62 2591
9. Approximatc amount of tax involved in (8) . . 0°23 crores  18-88 crores

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

Year No. of assessments-
1064-65 65
196;-66 . 169
1966-67 . 204
1967-68 . . . . . 287
1968-69 . . . . 434
1969-70 . 528
1970-71 . . . . . ’ or0

TOTAL . 2,597




45

[Paragraph 88(ii) (8) and (b) of the Report of Comptroller and
Auditor General of India for the year 1970-71, Union
Government (Civil), Revenue Receipts.}

6.3. The Committee were informed 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:

Super Profits Sur-Tax
Tax

1. No of cases for disposal during 1970-71 . . 186 4662
2. No. of cases dispoes' d of provisioneily, . . . 265
3. No. of cases disposed of finally . . . . 117 2,050
4. .‘lknnéﬁ\tx:t ofd.emmd rmcd on provxssoral assesa- ‘ 8-94 crores
s. ﬁ:renxo‘:?t of (?emmd collccted on provxswml assess-. - 7e75 crores
6. Amount of demand raised on final assessment . 1:70 crores  19°37 Crorcs
7. Amount of demand collected orﬁhal asscesments . T34 crores 12+61 crores
8. No. of cases pending as on 31-3-1971 . 69 2,610
9. Approximate amount of tax . 0°23 crores 18-88 crores

(b) Year-wise break-up of the Sur-tax cases pending as on 31-3-1971 is given below :—

Year No. of assessment
1964-65 6s
’ 1965-66 . . 169
1966-67 . . . . . 204
1967-68 287
1968-69 . . 434
1969-70 . . . . 528
1970-71 . 923
ToraL . . . 2610

6.4. The Committee pointed out that in paragraph 1.16 of their
100th Report (1989-70), the P.A.C. had observed that the Board wouid
have to act with greater vigour for the expeditious clearance of
arrears of Super Profits Tax and Sur-Tax assessments. Asked what
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action had been taken on this recommendation, the Ministry stated:
“The Director of Inspection (Income-tax & Audit) was asked to check
up how far the instructions issued in November, 1969 in pursuance of
the PAC’s recommendation contained in para 1.34 and 1.35 of their
78rd 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 2610 cases were still pending assessments
on 31.3.1971. Asked about the slow progress in their disposal, 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 udis-
posed of.” The Committee desired to know the reason ior 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 1.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 iinalising these
matters, the Chairman, CBDT stated: “I have told the commissioners
about this. There used to be excess profits tax special ceil. 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 it I8 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 Goverrment
proposed to insert a time-limit in the Sur-tax Act, with a view to
expedite completion of assessments 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 lay down
four year limit. Then we intend to reduce it to three years and then
to two years.” Subsequently the Ministry have furnished a copy of
the instructions wheréin the Board have administratively fixed time-

limits for the disposal of S.P.T. and Sur-tax assessments. (Appendix
11).

6.7. The Committee are concerned to note that 69 super-profit tax
assessments and 2610 sur-tax assessments involving tax of about
Rs. 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 Rs. 13.43 crores, the arrears on assessments involving over
Rs. 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 be completed
by 31.3.1972. If the progress is not found encouraging, the Committee
would suggest that the desirability of creating a special cell for
the purpose of finalisation of these long pending cases should be
considered.

~
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FRAUDS AND EVASIONS*

Audit Paragraph “
Weakh Gift
tax
7.1 (i) No. of cases in which penalty u/s 18 (1) (c)lx‘;
(1Xc) was levied 574 121
(ii) No. of cases in whwh pmecntiom for ooncedment
was launched e
(i) No. of cases in which composition was eﬂ'ected
without launching prosecution .
(iv) Concealment of net wealthlvakue of pﬁ in-
volved in (i) . « Rs.808:8 lakhs Rs.6° 42 lakhs
(v) Total amount of penalty levied . Rs. 45°78 [akhs Rs. 4°21 lakhs
(vi) Extra tax demanded on conceslment . . Awnited from the Ministry
(vil) Cases out of (z) in which oonvxctiom were
obtained

(viif) Composition fees levied in respect of cases in ( ii)
(ix) Nature of punishment . in respect of (vii)

[Paragraph 89 of Report of the Comptroller and Auditor General of

India for the year 1970-71 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 casesof Amount of  No. of cases of
concealment of wealth (in concealment in
wealth crores of  which proce-
Rs.) cution was
launched
1968-69 . . . . . 380 7°37 1
.!.969-70 352 412 4
1970-71 . . . . . 8§74 8-08 Nil

The Committee enquired why no action was taken to prosecute
assessees who had concealed wealth, although the number of cases of

*Figures are furnished by the Ministry.
48 s
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~concealment of wealth and amount involved therein had gone up in
-A870-71. Tbe Mimstry have replied as follows:—

“Fér the purpose of imposing penalty under the Wealth Tax
Act “deemed concealment” can also be taken into account
whereas for purposes of prosecution only cases of actual
conceslment can be considered. What is “déemed conceal-
ment” is stated in Explanation 1 to s. 18 of the Wealth
Tax Act and includes cases where the value of an asset
returned is less than 759, 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
gross or wilful neglect on his part he will be deemed to
have concealed the particulars of assets or furnished 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 has been
wrangly 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.” e . ,
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7.4. The Committee note that the number of cases of concealment.
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 carcfully re-
viewed with a view to launching prosecution in appropriate cases.
In this connection they would like to refer to para 5.10 of the 5lst
Report (Fifth Lok Sabha) wherein the need for launching prosecu-
tion as deterrant to tax évasion was stressed.

7.5. Although under the law in force from 1st April, 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 lakhs was only Rs. 45.78 lakhs. The Ministry’s explanation
for the variation between the wealth concealed and the quantum of
penalty as due to the lower rate of penalty for the period prior to
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 the return or the date of passing the
assessment order. This suggestion had already been made in para:
5.12 of the 51st Report (Fifth Lok Sabha). The Committee would'
await the legal opinion and the action taken in pursuance thereof.



VHI
GENERAL

Unpreparedness 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 representatives of
the Ministry. The Finance Secretary stated: “I have noted your ob--
servations 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 we were able to answer your points.”

ST
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8.4. The Committee 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 26th October, 1872 and
-also to cancel the sitting to be held on the forenoon of the 27th Octo-
ber, 1872 in order to give further time to the witnesses to come fully
prepared for examination of certain paragraphs included in Chapter
IV of the 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 on
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-levy 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 assessment was set-aside by the Appellate Assistant
Commissioner. When asked for the grounds for setting aside the
assessment, the witness replied: “That is not immediately 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 had already
debited his accounts relevant.for the assessment year 1865-66 (com-
pleted on 30th March, 1870) with expenditure of Rs. 23,50528 towards
interest on borrowed capital, the Income-tax Officer allowed further
deduction of Rs. 23,60,523. 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
all the mistakes and the report regarding the net reduction in carry-

forwand loss was awaited. *

8.7. During the course of the examination, the Committee were
iuformed that the assessment had since been rectified in September,
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1972 and the carry-forward loss was reduced to Rs. 2 lakhs. While
-explaining the reasons for the delay in rectifying the assessment, the
Member, Central Board of Direct Taxes, stated: “The mistake was
rectified and the loss was recomputed in September, 1972. We come
into the picture when para comes to us. 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 t6 know 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 enquired whether it was not possible for the
Board to obtain the file from the office 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, 1,71229 towards staff
gratuity and bonus. The omission led to incorrect deduction of
Rs. 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 re-
covered and the balance of Rs. 51,078 was yet to be realised. While
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examining the paragraph, the Committee enquired whether the-
balance ot Rs. 51,078 had 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 asked 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.”

0.10. 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 allowarce 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"
fssue. 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....
These 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 information to Audit in respect of draft Audit

paragraphs issued by Audit for incorporation 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.

L
partments to accept or modify the terms of the paragraphs failing which Audit should be-
at liberty to consider its draft as final. The Government of India in gonsultation with the
Auditor General had accepted the Committee’s suggestion. Necessary instructions in this
regard had been issued by the Ministry of Finance (Department of Expenditure) in June,

1960. (Ministry of Finance -Deptt. of Expenditure O. M. No. F. 32 (9) —E. G. I[60
dated the 3rd June, 1960).
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8.12, In the rollowing cases, Ministry’s 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:

sl Para No. Date of Date of
No. forwading receipt of
the para reply from
to the Ministry
Minietry

«Chapter IV —Income Tax

1 47 (&) (ii) . . . . 30-10-1971 13-4-1972&
: 17-5-1972
2 s2(b) . . . 4-10-1971 28-2-1972 &
8-3-1972
3 55 . . . . . . I2-I1-197T 8-3-1972
.4 56(b) . . . . . 30-11-1971 7-3-1972

sChapter V—Other Direct Tcxes

s 73(i) (b) . . 2-2-1970 7-8-1971 5-9-1972

6 82(i) . . . . §5-2-1971 7-8-1971 27-5-1972

7 82(iii) (a) . §-2-1971 7-8-1971 27-6-1972

19-2-1971

8 83(b) . . 23-12-1970 23-10-1971 12-1-1972
27-5-1972

. 1 . 2-11-1970 7-3-1972 Commisioner’s

9 9t®) reply was re-
‘ceived on
15-6-1972.

8.13. In the case of paragraphs 73(ii) (b) and 82(i) facts mentioned"
sin the Audit Report were subsequently disputed by the Ministry.
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8.14. Further in the following four cases, no reply was received.
from the Ministry till the sitting of the Public Accounts Committee
(October 1972):

,Sl.  Para No.  Date of Date of 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

received.
7-11-1970 3-8-1971 .

I11-11-1970 3-8-1971
24-5-1971 30-10-1971

8.15. The Committee examined 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 om 26th October,
1972. In the course of the evidence it became clear that the official
witnesses were not prepared fully, They were unable to reply satis-
factorily 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 ig concern-
ed.” Considering the unpreparedness of the witnesses the Commit-
tee had to adjourn the sitting and cancel the sitting to be held in the
foreneon 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 druft Audit
paragraphs sent by the C&AG to the Ministry were not replied to in
time before the finalisation of his report, with the result that even
the factual position brought out in the paragraphs was contested’
at the time of Committee’s examination. In some cases the files
containing the relevant information were stated to be not available -
with the witnesses. >

8.17. The position brought out in the foregoing paragraphs disclos-
es an attitude towards the work ef this Committee, which can at hest
be described as unhelpful. The Committee can discharge their duty
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 fully prepared.

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

New DEernI;
ERA SEZHIYAN,
April, 24, 1973. Chairman,
Vaisakha 4, 1895 (Saka). Public Accounts Committee..




APPENDIX 1 i o

(Ref: Para 2.43 of the Report) o

F. No. 328[120.72-W. T. CtL
GovERNMENT OF INDIA

CENTRAL BOARD OF TAXES
New DeLHI, the 24th October, 1972,
To .
All the Commissioners of Income-tax & Wealth-tax.
Sir,
-SuBJECT: —Wealth-tax assessments—years 1967-68 years and onwards—

Variation in value of foreign assets due to devaluation—
Review regarding—

X

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
substantial loss to the revenue. When the cases, in which audit objec-
tiong 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
sagets 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, should 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 ie. the

58
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number or under-assessment|over-assessments detected, the action
taken, and the revenue effect thereon etc. should please be intimated

to'the Board by 30th December, 1972.

3. It should also be impressed 6n»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 be adopted on the
basis of the devaluation of rupee and|or the devaluation|revalution of
the currency of such foreign countries where the assets of the asses-
see are located.

Yours faithfully,
Sdj-

BALBIR SINGH,
Secretary, Central Board of Director, Taxes.

Copy to — ‘
1. All Directors of Inspection.
2. The Direcfor IR.S." (DT) Staft College, Nagpur etc etc.

450 (Aii) LS—5.



APPENDIX II

[Ref. Para 6.6 of the Report]
(COPY)
INSTRUCTION NO. 476.
F. No. 229|39|72-IT (A.II)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 16th Nov. 1972.

TO “,.n-'_h- - T - g e
All Commissichers of Income-tax.
Sir,

SussEcT: Super Profits Tax Act, 1963 and the Companies (Profits)
Surtax Act, 1964 Assessments under—Timely completion of.

I am directed to say that the Board has 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 yéur 1963-64. There can be
no reason why any case under that Act should still be pending. Board
has desired that all the pending assessments under the Super Profits
Tax Act, 1963 must be completed by 31st March, 1973.

2. No ‘timelimit has 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 Time limit for dis-
posal

Up to 1968-69 . . . . . . . . 31-3-1973

1969-70 & 1970-71 . . . . . . . . 31-3-1974

1973-72 & 1972-73. . . . . . . . . 31-3-197§

Thereafter the assessments have to be completed within two years
as in the case of income-tax assessments.

3. Necessary instructions may please be issued to Income-tax
Officers to adhere to the dates indicated above for disposal of assess-
ments under the Super Profits Tax Act and the Surtax Act.

Yours faithfully,
Sd.|- T. P. JHUNJHUNWALA,
Secretary, Central Board of Direct Taxes.
Copy forwarded to............ etc. etc.
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