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· INTRODUCTION 

1, the Chainnan of the Public Accounts Committee, as authorise«i 
by the Committee, do present on their behalf this Thirty Eight)-
Report of the Public Accounts Committee (Seventh Lok Sabha, 
on Paragraphs 32 (ii), 518, 7 (ix), 63 (i) of the Report of the Comp 
troller and Auditor General of India for the year 1978-79, ana 
paragraph 22 (i) (a) of the Report for the year 1977-78, Union Gov-
ernment (Civil), Revenue Receipts, Volume IT, Direct Taxes, 
relating to Re-opened, Set-aside and Cancelled Assessments; Wealth 
escaping assessment and Incorrect computation of Business Income. 

2. The Reports of the Comptroller and Auditor General of India 
fot the years 1977-78 and 1978-79, Union Government (Civil), 
Revenue Receipts. Vohlme II. Direct Taxes, were -laid on the Table 
of the House on 9 July, 1979 and 1 July, 1980 respectively. 

3. In this Report, the Committee have inter-alia commented 
upon the inordinate delays in completion of re-opened, set-aside and 
cancelled assessments. The Committee have desired that serious 
thought should be given to the question whether any amendment 
of the Income Tax Act is called for with a view to effectively cur. 
the tendency on the part of the Appellate Assistant Commissionen 
and the Commissioners of Income Tax (Appeals) to cancel/set asidt 
the e e~t. The Committee have recommended that tht 
Wealth Tax Act should be amended to provide for the bar of limi· 
tation to apply after 2 years as in the Income Tax Act instead ot 
4 years as at present, so as to bring about the necessary coordination 
in tl1e disposal of income tax and wealth tax assessments. 

4. The Public Accounts Committee (1980-81) examined. the above 
Paragraphs at their sittings held on 23 and 24 October, 1980 and 
9 January, 1981. The Committee considered and finalised t i~ Re-
port at their sittings held on 17 March and 10 April, 1981. The 
Minutes of sittings of the Committee fonn Part II· of the Report. 

5. A statement containing conclusions and recommendations (" r 
the Committee is appended to this Report {Appendix VII). Fer 

·Not printed. One cyclostyled copy laid on the Table of the 
House and fivp. copies placed in the Parliament Library. 
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facility of reference these have been printed in thick type in the 
body of the Report. 

6. The Committee place on record their appreciation of the 
assistance rendered to them in the examination of this paragraph by 
the Office of the Comptroller and Auditor General of India. 

7. The Committee would also like to express their thanks to the 
officers of the Ministry of Finance (Department of Revenue) for 
the cooperation extended by them in giving information to the 
Committee. ! 

NF:W l>I:t.lu; 
April 16, 1981 
Chaitra 26, 1903 (S). 

CHANDRAJIT YADAV, 
.Ch4inn4tt. 

Public Accounts Committee. 



.. CHAPTER. I 

MISTAKES IN ASSESSMENTS WHILE GIYING EFFEar TO APPEL-
LATE ORDERS 

.Audit PtVagraph 

1.1. A private limited company (which was subsequently taken OYel' by a 
. State Govenunent Corporation) was assessed to tax for the assessment years 
1959-OO and 1961-62 (March 1964, and March 1966) at Rs. 16,09,506 and Rs. 
4 9~ 5  respectively. These assessments were set-aside by the Appellate 
AssistaBt Commissioner of Income-tax in August 1965 and July 1968 respec-
tively with directions for rcaw:ssing the income. While giving eft'ect to the 
.appellate orders tax already paid by the assessee amounting to Rs. 15,86,26, 
(including advance payment of tax and tax paid on provisional assessment) 
was refunded to the assessee in September, 1965 for the asseSSln.:nt year. 
1959-60 an i in N'ovenf,er, 1969 for the auessment year 1961-62. 
In the year 1970, due to change in jurisdiction, the case was transferred from 
the charge of one Commissioner in a particular State to another Commissioner 
in another State. The statements accompanying the records transferred did 
not indicate that the re-asscssmc:nts for these two years were pending. The 
income for both the assessment years had not bcco re-asscsscd, even till July 
1978 VI ben local audit was conducted. 

I.!Z The Ministry of Finance have accepted the factual positiou. 

[Paragraph 32(ii) of the Report of the Comptroller and Auditor 
General of India for the year 1978-79, Union Government, Revenue 
Receipts, Vol. II-Direct Taxes (p. 74] 

1.3. The objection of Revenue Audit in the case cited under the Audit 
Paragraph relates to MIs. Hindustan Tractors Ltd. (which was subsequeotly 
taken aver by Gujarat Government and then handed over to the Gujarat Agro 
Industries Corporation). 

1-4-The original assessment for assessment year 1959-60 was made OIl 
• 16-3-1964 under Section 23(4) of the Indian Income-tax Act, 1922, corres-

ponding to Section 144 of the Income-tax Act, 1961. The original assessment 
f or assessment year 1961-62 was made on 24-3-1g66 under Section 23(3) of 
the Indian Income-tax Act, 1922, corresponding to Section 143 (3) of the 
Income-tax Act, 1961. 

1.5. The Committee desired to know when these assessments had been 
·set-aside and the grounds therefor. In a note, the Ministry of Finance (Depart-
ment of Revenue) have stated : 

/ 'J "The assessment fOr assessment year 195~ was reopened by the 
order of the AAe date 30 Decimber 1964 when be had 
accepted assessee's application u/s 27 of the I.T. Act 1922 corre.-
poading to section 14'> of'the Income-tax Act, r¢1 011 the ground 
that the asICIIeC cou1d not be in poaseIIion or the ~ stock 
invClltory as it is stated to have been destroyed and tbcrdOre, he 
was (ll'CVentcd by pafficient cause from c:om.plyiDs with the requisitiOn 
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of the ITO. The original assessment for 1961-62 was set-aside-
by AAC on 2-7-1968 directing the ITO to re-examine the trading: 
accounts in the light of various submissions of th. assessee to the-
effect that the results of the trading accounts do not need distur--

'. . . .., / tban:ce.'·l," .  .  . 

1.6. Elaborating the poSItIon further, the Member, Central Board. ~ 
Direct Taxes stated in evidence : 

·,IUlI! provIsional .assessment was made on 23-1-19°0. The resultant.: 
'demand was of Rs. 4,85,593. Regular assessment was made' on. 
, ' tb-3-1'964 on a total income of Rs. 30,55,255. Thenthe application. 
urider' Section 27 was filed on 15-4-1964. I.T.O. rejected'it OR' 
.1-12-ig64. A.A.C. acepted it and the appeal was allowed on 16-8-1 965 
-"Theil 'the l.T.'o. again made provisional assessment on 5- o- 65~ 
and' raised demand of Rs. '5,68,818." '. 

1,,7. in regarfl to the'return for the,year 1961-62, the Member, Central, 
]Joard: .of . i e ~ :raxes stated : 
•  •  ;  \  •  1 ~ : ~ I  • • • • 

,I. uThc:: ~i~io i  is that retw-n for 1961 -62 was filed on .24-p -.1.96 .~ . 

. ~ . .. 

provisional assessment. was made on 15-10,1965 raising a ~ . 
. ,depumd.ofRs. 1,82,275. There was a reason for that. Th.e ~ 

had' claimed certain carry-forward of losses which were .not allqwed 
and thus a demand of Rs. 1,82,275 was raised. Out of this, we 

,! :~ e ted Rs .. 1,27,185 by way of adjustment out pf the refund of 
Rs. 10,92,000 relating to the assessment year 1959-60. The assess-
,Ip.ent was, framed under Section 23(3) it was not under 23(4) 
~  the other one-on 24-3-1966. The total income assessed was-
Rs. 10,97>446 and the demand raised was Rs. 4,93,851." 

1.8. The Audit paragraph points out that the case was transferred fraIn>: 
he jurisdiction of one Commissioner to another in 1970, but the transfer 
records did not '·indicate the pendencey of the said re-assessments. The· 
Conimittee desired to know whether the procedure prescribed for keeping 
track of pending assessments at the time of transfer of records from on~ charge' 
to another was followed in the case under review. In a note, the Ministry 
laave . stated : 

"At the time of transfer of files, a Transfer Memo is prepared. This, 
transfer 'memo is prepared with reference to the pendency that 
ill recorded in the ITO's Control register and also with referC1lCC' 
to physical varification of files. The files are sent through ODe 
CIT Charge to another CIT Charge, which also acts as a check 
in ensuring .that the pendency of 9ssessmeo,ts or arreaJ's of' 
demands are not lost sight of. The ProcedUl'e has been followed 
in this case' and a  . lot of information already has heeD 
given in the transfer memo sent by ITO, Bombay. 
However,. unfortunately, pendency of th:se set..aside aascssmeou. 
only have been lost sight of while filling in the transfer memo." 

:  , 'I,g_ ~ whether the case cited by Audit was entered in the Register 
. e~- ide S e nen~~. d t ~ Blue Book, the Member, CBDT answered in 
.tp.e : .e .ti~ ;tm.d ~ed ., '. . 

" 'A; .:: .. i~ t ~ assessmentS' were being done-at· Bombay, but 
with effect from 12-6-1973, they were transferred to Baroda be-



3 
cuase the company shifted its registered office to Baroda. In the-
transfer Memo., the ITO did not mention this fact." 

: . 1.10, A Study Group of the Public Accounts Committee discussed the 
dlsewith the Commissioner of Income-tax, Baroda, during their visit in Jan--
nary,1981. The Study Group were informed that the case records of the 
assessee company were received by the I.T.O., Circle-I, Ward-A, Baroda on 
transfer from the I.T.O., Circle-II (7), Bombay on 12-6-70. "After Jtine, 1970-

'there appear to have been transfers of the I.T.Os. and the staff including 
- "the Irispectors and the U .D.Cs. who were dealing with this case and the 
- set-aside· assessments remained to be completed afresh, apparently because-
'the officers did not feel the urgency in the absence of a statutory limitation 
.. date, for locating and completing such set-aside assessments. Besides, because 
of lack of information from the I.T.O., Bombay that set-aside assessments 
Were 'awaiting fresh assessments proceedings in this case, the relevant pendency 

. was not recorded in the Registers of the I.T.O., Baroda." Asked how ulti-
mately the case was traced, the Commissioner informed the Study Group that_ 
the records were traced as a result of physical verification. 

I. II. In a note of the subject the Ministry have stated : 
"When the assessments records wen: received on transfer from 11'0;_ 

Bombay to ITO, Baroda on 12-6-1970, the transfer memorandum 
did not indicate any pendency of these re-opened!set-aside assess-
ments. The explanation of the ITO Shri P.M. Mehra, who had 
transferred these records has been called for through CIT, 
Bombay for this omission on 24-12-1980. The ITO, Baroda on 
receipts of the file "'Tote immediatdy on 23-6-1970 to ITO Bombay 
enquiring as to whether these set-aside assessments are stili pending 
but there was no response from ITO, Bombay and the pendency 
of these assessments was then lost sight of by ITO, Baroda, 
whereafter there was change of incumbents, as a result of which 
pendency of these assessments were .not recorded in any of the con-
trol records by ITO, Baroda. The pendency came to the notice· 
of the successor ITO, Baroda on 7th June, 1977, that 
is, before the date of audit when the Commissioner ofIncome-tax, 
Gujarat directed physical verification of pendancy in this behalf 
to be done and submission of plan programme for disposals of-
these assessments. At that time, the pendency of these assess-
ments were recorded in the set-aside register, ITO's Control 
Register and the monthly progress Report whereafter progress in 
completion of these assessments was made." 

1.12. TheCommittee desired to know the reasons for the delay _in 
completion of assessment in the case under examination. The Ministry of 
Finance (Department of Revenue) have stated 

"The company was taken over by Gujarat Government being a sick 
unit and it is a matter of common experience that when the com-
panies go into liquidation or are taken over by the Government 
as sick units, the legal or the authorised controller appointed by 
the Government, as the case may be, finds it difficult to gather 
necessary data for the purpose of compliance with the various-
requirements of the I.T. Act because of his being not conversent 
with the affairs of the company and also because of the lack or 
cooperation from the erstwhile managers. -In view of this, taking.:: 
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up of the assessment was delayed and it was completed in Decem-
ber, 1979." 

1.13. The Committee were informed during evidence that these assess-
:ments were framed ex-parte and the entire demand for both the years was out-
. standing. Asked to indicate the reasons therefor, the Member, CBDT stated: 

ICThe Management was taken over w.e.f. 1-4-73 by the Gujarat Govern-
ment and w.e.f. 1-4-78 the entire undertaking was taken over by 
the Gujarat Government and given to the Gujarat Agro Industries 
Corporation. Secondly, the company which took over this under-
taking refused to take the notices. In fact, MIs. Pashabhai Patel 
(P) Ltd., is still in existence and has not been wound up. It is 
still there on the Register of the Registrar of Companies. There- • 
fore, we had to proceed against that company which is not func-
tioning, with the result that we had to again complete all these 
assessments ex-parte under Section 23(4)." 

1.14. In regard to prospects of recovery of tax dues in the instant case, 
·\the Member Central Board of Direct Taxes, stated : 

ce ••••••.. The Income-tax Department willhave-to file its claims before 
the Commissioner of Payments for compensation. This demand 
will be placed before him and after meeting the prior charges, the 
Commissioner, if any amount is left, will pay to the Income-tax 
Department. I do not know how things will shape. There may be 
very little left for payment to us". 

1.15. Supplementing the above statements the Finance Secretary stated: 

"It is open to the Government to say that income tax dues be given 
top priority. But normally we give the workers' dues, i.e. arrears 
of wages and provident fund dues the first priority ; second prio-
rity is accorded to the secured creditors and after that other 
claimants like unsecured creditors, shareholders and so on are 
provided for. " 

1.16. As indicated earlier in para 1.5. the assessment for the assessment 
·year 1959-60 was re-opened on 30-12-64 and assessment for the assessment year 
1961-62 was set-aside by the A.A.C. on 2-7-1g68. The company was taken over 
by Gujarat Government in 1973. Asked to indicate how the take-over of 
1973 explains, the delay of 8 and 5 years up to 1973 itself, and whether the 
framing of assessments was at all considered between 1973 and 1978, the Ministry-
-of Finance (Department of Revenue) have stated : 

"It is not the policy of the Department to keep the assessments in abe-
yance of sick units. On the other hand, these assessments should be 
disposed of on priority basis as with the lapse of time it becomes 
more difficult to get reliable information for verification .... As 
stated above, the pendency came to the notice of the successor ITO 
only in June, 1977 whereafter he made enquiries but there was 
no cooperation from the side of the assessee and ultimately the 
assessment was again completed ex+zr16 on 3-12-79. There 
was no progress of these assessments between 1973 to 1977 for 
the n:asons that this pendency was not in the knowledge of the 
Income-tax Officer." 
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1.17. The Committee desired to know whether the assessments for both 
rthe years had since been completed. In a note, the Department of Revenue 
-stated : 

"The CIT Baroda has reported that the two set aside assessments 
in the case of Hindustan Tractors reported in para 32(ii) at page 
74 of the Audit Report (1978-79) for the assessment years 1959-60 
and 1961-62 have been completed u/s 23(4) of the Income-tax 
Act, 1922 on 3-12-79 with the following results: 

Hindustan Tracton 1959-OO 1961-62 

Returned income 9.32.313 4,05.055 

.~edin o e 30•86.937 10.97.446 

Demand raised (gross) 15.93.637 4.93.851 

Less tax paid 4.85.593 1,82.275 

Balance payable tll.08,043 3,11.576 

Interest: 87.713 

3.99.289 

It has further been reported that collection of tax demands for periods 
prior to 31-3-78 can be effected only from the Commissioner, for Payment, 
who has yet to be appointed by the Government of Gujarat, i~ . had taken 
over the concern in 1973. The Income-tax Officer has been directed to takr: 
action for recovery of the  tax dues immediately on the appointment of the 
Conunissioner for payment." 

Refunds made 

1.18. The Audit paragraph inter alia indicates that while giving effect 
to the appellate orders the tax already paid by the assessee amounting to Rs. 
15,86,263 (including advance payment of tax and tax paid on provisional assess 
ment) was refunded to the assessee in September, 1965 for the ~ ent year 
1959-60 and in November, 1969 for the assessment year tg6I-62. 

1.19. In a note furnished at the Committee's instance, the Department of 
Revenue, however, informed the Committee: 

"As regards refund on giving effect to the appellate orders for 1959-60 
and 1961-62 as required under the law, the I.T.O. vacated the 
entire demand originally raised but further directed that the refund 
should be issued after duly taking into account the new provisional 
demand rai1Ied. under fresh orders u/s 238. It is not correct to say 
that tucs paid by way of advance tax or provisional assessment 
tax have been 'refunded'." 
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. 1.20. During evidenCe the Member, Central Board of Direct Taxes clarified. 
the position relating to the assessment for .the year 1959-60 as under: ' 

"There is a lapse on ow part that while accepting this paragraph we 
have said that the factual position stated by the audit was correct-
that is to say, that the entire demand was refunded to the assessee. 
This is not correct. I.T.O's order giving effect to the A.A.C's 
order was passed on 20-11-1965. The total payment which the 
assessee had made by way of advance tax was Rs. 40,686, the pro-
visional assessment tax was Rs. 4,85,593. He had paid another 
additional amount of Rs. 5,66,1 13 after the first regular assessment 
was made under section 23(4) on 115-3-1964 .. The total amount 
paid comes to Rs. 5,68,818 which was raised by way of provisional 
demand second time on 5-10-1965. If the A.A.C. had cancelled 
the original assessment orders even then there was the provisional 
demand to be realised. So, he adjusted the amount ofRs. 5,68,818-
being the provisional demand' of 1959-60. I am giving you the 
analysis of how Rs .. 1O.g2 ~ were adjusted and nothing was 
refunded: 

i~t the provisional demand for 1960-61 Rs. 1,27,184 were 
adjusted 

Against the provisional demand for 1963-64 Rs. 58,837 were 
adjusted 

Demand for 1960-61 in the meantime had been raised which was 
Rs. 3,22,533. Penalty under Section 221 for 1965-66 was levied 
by that time and was Rs. 15,000/-. Thus entire demand of about 
Rs. 10 Iakhs was adjusted in this manner." 

1.21?In regard to the asse-°ment relating to 1961-62, the Member 
Central Board of Direct Taxes clarified the p,-sition as under: 

"The total income assessed was Rs. 10,97,446 and the demand raised-
was Rs. 4,93,851. This was collected in this manner: there was 
the provisional assessment on which we had collected Rs. 1,27,185-
and then there was an adjustment of 1960-61 refunded to the ex-
tent of Rs. 3,66,666. The total demand collected was Rs. 4,93,851. 
When the matter went up to the A.A.C., he set aside this order 
on 2-7-1968. At that stage the ITO was to give effect to the AACs-
order on IS-II-196g· Out of Rs. 4,93,851 which had col-
lected, we adjusted Rs. 1,82,275, the provisional demand for this· 
very year. The remaining amount was Rs. 3,II,576 whlchwas 
refunded. " 

., 

1.22. Asked to state how such an erroneous statement was made by the 
J:>t.partment, the Chairman, Central Board of Direct Taxes clarified: 

.\ "The mistake was made by us. . We stated in this letter of that the facts-
stated are correct. niat means we accepted the fact. The corrcect 
fact was that tax' collected as advance tax or· provisional demand 
was not refunaed.This should have been pointed out by us when. 
we wrote to the Audit.",· .' . 
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1.23. The audit paragraph highlights the delay in completioa 
of .assessments of a private company (Mis. HindustaD Tractors Ltd.) 

:lor the years 195~ and 1961-62 set aside in August, 1965 and July, 1,ti8 
till December, 1979 and absence of cOIDIDUDication at the tilDe of tr aDS-
£er of files to the effect that reassessments for the two years were 
pending. The Committee note that the records of the case were--
receind by LT.O. Baroda from I.T.O. Bombay on 12+1970. The tl!en 
I.T.O. Baroda noticing that in the forwarding transfer meJllo there was 
no mention of any assessments which had been set aside and were 
"to .be made again, wrote to I.T.O. Bombay on 23+1970, but there 
was no response. The pendency of these assessments was then lost 
sight of by L T.O. Baroda. The pendency came to the notice of the 
successor ITO as late as on 7+1977 when the Commissioner of Income 
-tall, Gujarat directed physical verifioation of Pendency and sub-
JDission of a phased progralDlDe for disposal of set-aside assessments. 

1.24. The Committee have been informed that transfer memo is 
prepared with reference to the pendency that is recorded in the I.T.Os 
..control Register and also with reference to physical verificati(.n 
4f files when the files are sent from one C.I.T. charge to another C.I.T. 
charge, wbich according to the Department acts as a check in ensu ring 
that the pendency is not lost sight of. In the instent case, the transfer 
mel11O, did not indicate the pendency of the reopened/set-aside assess-
ments. The COl11mittee understand that the ITO concerned has been 
asked (December 19l!0) to furnish explanation for the lapse. "It is 
apparent that ooth at the level of the lAC as well as the CIT, the 
reequisite check was not exercised and the files were transferred in 

.a routine fashion. This is regretahle. The COl11mittee would like 
to be apprised of the action taken for prevention against recurrence 
of such cases. 

1':5. "The Committee find that even though the aoove two assessmend 
hai been set a'1ide in August, 1955 and July, 1968, the ITO did not com--
plete the re-assessment proceedings before transfer of the recorcle 
of the case to Baroda. The reasons why the ITO did not complete 
tbe reassessments even in 5 years in one case and 2 years in another 
require e:splanation.' , 

1.26. The COl11nUttee would also recol11l11end that the responsibilitY 
-of the Cs.LT. to whom a copy of the set-aside order is sent by the AAe 
UDder the provisions of Section 250(7) of the I.T. Act is also enforce 
by _ the Board. 

_ 1.27. "The Comtnittee consider that the facts of the case underline 
the_ need for effectively implementing the system for keeping track of 
-peDding assesSIDents at the tilDe of transfer of records from one 
charge to another. The Comtnittee, therefore, recOlDlDend that apart 
from intensifying internal audit as also of supervision by InspectiDg 
Ass:stant ComnUssioners, rigorous checks should be prescribed 
au:l fallowed to avoid such failures in future." 

1.28. Yet another fact which has come to light as a result of de-
t.aiJed e'-amiaation of the case, is that there was no Frogress in these 
.assessments between 19io and 1977 for the reason that the pen-
.dency was not in the knowledge of InCOI11e-tax Officer, Baroda. It 
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was only in pursuance of a circalar issued on 7+1977 calling UpoD-
lACs to prepare a planned prograDlDle for disposal of set-aside assess-
m.entS'that the pendency cam.e to the notice of the successor . ~ 
The case highlights com.plete lack of supervision at the level of tile 
LA-C. in verifying through regular checks and inspection the pen-
dency of assesslDents inspite of the fact that repeated instructions have 
been issued by the Board from. May 1974 onwards directing the LA.Cs 
to associate thelDselves in reviewing all pending set-aside assessm.ents 
and draw up a tilDe-bound program.m.e for disposal thereof. "The 
Ccmunittee are gready concened with the inordinte delay in the com.ple--
Don of set aside assesslDents in this case before the files were trans-
ferred which coupled with further delays subsequent to transfer had 
resulted in non-realisation of revenue of Rs. 15.07 lakhs. The Com.-
m.ittee are surprised that the pendency of these assessmeDts was 
lost sight of after June 1970. The Com.m.ittee consider that it wu the 
duty of the ITO to have checked all pendencies by going through the 
assessm.ent files which were received on transfer. 

l.lIg. The ColDIDittee have been inform.ed that collection of tax 
demand for periods priOl' to 31-3-1978 can be effected only by the 
CoJDm.issioner for Paym.ents, who has still to be appointed by the 
GoverDlDent of Gujarat. "The ColDIDittee desire that the case be 
a:pedited and the final loss of revenue in this case may be intilDated 
to thelD. It may also be examined whether action for recovery 
needs be initiated against the erstwhile Directors or Managers or-
the private assessee cOlDpany which is reported to be still in ellis-
tence. 

1.30. The purpose behind the facts in the audit paragraph being 
verified by the Ministry is to ensure that the ColDIDittee start for con-
aideration of the paragraph on an agreed set of facts. The acceptance' 
of the objection at the initial stage by the Ministry without checking 
facts was evidenced by dIe statelDents made by thelD during evidence 
that the m.istake i. attributable to "gap of cOlDIDunication" and' 
"oversight". The ColDIDittee conaider that such factual inaccuracies· 
should be brought to the notice of Audit as soon as they get detected 
and the colDlDittee should not be confronted with unverified facts_ 
The Ministry of Finance as the nodal Ministry in all financial matters 
should in fact be 1D0re careful in this regard. 

The ColDIDittee are also concerned that about Rs. 3 lakhs was· 
effectively refunded to the assessee even after the adjustlDents 
referred to by the Ministry, and this would have bee .. 
avoided if the fresh assesslDents for the two years had been made-
before effectiag the refund, as indeed they could well have been d e~ 

The ColDlDittee may be inforIDed of the final loss of revenue ia this. 
CIUIe. 



CHAPTER n 

NON-COMPLETION OF CANCELLED ASSESSMENTS 

.Audit Paragraph 

2. I. The assessment of a Hindu undivided family for the assessment. 
year 1950-51 was completed on 31 March, 1955 on total income ofRs. 16,51,275-
as best judgement assessment and those for t he assessment years 1967-68,-
1968-6g and 1969-70 were completed as best judgement assesm:ents on 29-
March 1972, on total incomes of Rs. 3,35,029, Rs. 1,85,987 and RS.i9,451 
respectively. The assessment for the assessment year 1950-51 was coancelled 
on 22 February, 1956 and those for the assessment years 1967-68 to 1969-70 
on 12 February, 1973 for making fresh assessment. It was, however, seen 
in Audit (December 1978) that the fresh assessments had not been made 
in any of these cases. As a result, total revenue of Rs. 3. 78 lakhs and Rs.6 .38 
lakhs has remained unassessed and unrealised over a period of twelve years-
and five years respectively. 

2 .2. The Ministry of Finance have accepted the objection. 

[Paragraph 58 of the Report of the Comptroller and Auditor General' 
of India for the year 1978-79, Revenue Receipts, Vol. II, Direct 
Taxes (p. 117)] 

2.3. The assessee in the case cited under the Audit paragraph is MIs. 
Meghji Girdhari Lal with status of Hindu Undivided family. It is assessed 
by Income Tax Officer, Indore, in the-charge of Commissioner of Income 
Tax, Bhopal. 

2.4. The following statement shows the income returned and assessed on--
gionally, the demands raised and payments made against those demands : 

~---------

Returned Origianl Demand Payments 
Income assessed raised made 

Assessment Year 

inceme against 
these 
demands 

._-------
16,51,275 3,78,329 

(ill Rs.) 
51,7<>7 2810-~  

(-) 25,132 3,35,029 3,93,230 Nill 

11,799 1,85ogB, . 1,97,690 Nil 

27,737 79,451 46,520 Nil 

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

2.5. During evidence, the Committee desired to know whether pre 
assessment taxes as required undt'r various provisions of the Act. bad been.. 
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paid by the assessee. 
,have stated : 

10 

The Ministry of Finance (Department of Revenue) 

"No presumably because according to the assessee these were brought 
forward losses so far sas assessment years 1967-68 to 1969-70 are 
concerned. " 

2.6. The Committee desired to know the reasons for non-completion 
.-of assessments for the assessment year 1950-51 for such a long time. The Mi-' 
mistry of Finance (Department of Revenue) have in a note stated : 

" .... Proceedings for re-assessment for 1950-51 have been taken up. 
right from May, 1957 but on account of non-cooperation on the 
part of the assessee, the assessment could not be completed in time. 
question involved was whether 140 bars of silver sold during the 
accounting priod relevant for assessment year 1950-51 were in 
possession of the assessee prior to the date the Income-tax Act 
was extended to the erstwhoile Madhaya Bharat State. The 
assessee's premises were searched in June, 1965 by Central Ex-
cise Authorities and the Income-tax Department got ass0-

ciated with the same in which gold weighing 270.746 Kg. was 
confiscated. It came to the notice of the Department that the 
assessee possessed further quantity of 142 Kg. of gold in addition 
to the gold confiscated. There has also been seizure of silver 
weighing 971 1 .090 Kgs. The main question for consideration, 
was whether the valuables should be taken as acquisitions of the 
assessee for the assessment year 1966-67 or as possessions of earlier 
years. The assessment completed for 1966-67 was set aside by 
the AAC in February, 1972 for linking it up with earlier years 
returns and assessments. The wealth-tax assessments  for assess-
ment years 1957-58 to 1961-62 completed ex-parte were also set 
aside by the  Tribunal in October, 1973 for re-consideration of 
these very matters. For these reasons the re-opened assessments 
could not be completed expeditiously." 

2.7. Explaining the reasons for delay in the completion of re-opened 
~ e ent  the Member, CBDT stated in evidence : 

" .... The 1950-51 assessment was made on 31-3-1955 and the other 
cases (1967-68 to 1969"70) on 29-3-1972, under Section 23(4) 
They were completed by the fag end of the time-barred period .. 
Application under Section 27 was filed on 15-4-1955 and the assess-
ments were re-opened on 23-4-1955 for the first one and on 12-2-1973 
far the others .......... When the 1950-51 assessment was re-
opened, the ITO fixed the hearing 15 times, but the assessee did 
not comply or complied only partially. For the other cases, he 
fixed the hearings 14 times, but on 12 occasions, the assessee asked 
for adjournments. In between the Wealth-tax assessments were 
completed ex parle on 31-3-1g62. They were set-aside by the 
Tribunal on 11-10-1973. Before the Tribunal the assessee had 
given an undertaking that he would get the assets valued by 
a valuer and give the report to the Wealth-tax Officer, but 
till June,i978, he did not furnish the valuation report. In bet-
ween, the Excise end 'CuStoms people raided the preinises of ~  

assessee in June/A·.lgust 1975 and seized a very large 
quantity of gold, silVer and other valuable articles. 
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'The relevant alIIeSSIDent year was 1 g66-67. In the original 8&'leSS-
ment for 1966-67 the ITO had taken the entire value of these 

. assets and computed the Wealth Tax at Rs. 44. 17 lakhs. The 
AAC set aside that order as the contention of the assessee was that 
. all these assets running to more than one' crore of rupees Were 
with him prior to 1-4-1949- the date on which Madhya Bharat 
was merged with the rest of India and Indian Laws were ex-
tended to it. The Wealth Tax Officer wanted him to give a 
statement of his assets as on 1-4-1949 so that it could be decided 
whether this entire amount was actually in his possession prior 
to that date. These are the reasons why the 1950-51 assessment 
dragged on for such a long time. Similarly the other assessments 
could also not be completed expeditiously. In regard to Wealth 
Tax, the assessments were completed ex-parte on 31-1-1g62 for the 
assessment year 1957-58. Upto 1967-68 his net wealth was es-
timated at Rs. 2 crores. The AAC's order reduced it to 
Rs. I. 07 crores. The Tribunal set aside all these orders. All these 
wealth tax assessments were completed ultimately on 26-3-1979 
and the wealth assessed was Rs. 1,06,10,836. For the other years 
also, it is almost like that. So, till the wealth tax assessment was 
completed, the Income-tax assessments could not be taken up. 
Secondly, in the original stages the ass::ssee was not co-operating 
beyond saying that he possessed all these assets prior to 1-4-1949. 
He became more co-operative when the searches took place in 
June/August, 1969." 

2.8. In a further note furnished to the Committee, the reasons for non-
, ::) mpletio n of assessments till 1980, have been explained as under: 

"As explained ...... the pendency of re-opened assessments in this 
case was very much in the knowledge of the ITO and progress was 
also being made, but due to initial non-cooperation of the assessee, 
pendency of Income-tax and Wealth-tax appeals before higher 
authorities, search and seizure operations by Central Excise 
authorities with which Income-tax Department was also associated 
in 1965, the facts got quite complicated and ultimately when 
the matter was resolved by CIT (Appeals) in Wealth-tax appeals, 
the assessments could be reframed." 

2.9. One of the reasons given for non-completion of re-opened assessment 
'for 1950-51 taken up right from May, 1957 was non-cooperation of the a.'lSCSSCe 
and the question involved was whether 140 bars of silver sold during the account-
ing period relevant for assessment year 1950-51 were in possession of the 
assessee prior to the date the Income-tax was extended to the erstwhile Madhya 
Bharat State. Asked to indicate whether these 140 silvtT bars were in addi-
ton to the bullion seized in June, 1965, the Ministry of Finance (Depart-
ment of Revenue) have stated : 

"The possession of 140 bars were in addition to the gold and silver 
seized in June 1965. These 140 silver bars were sold by the aS8e1lllCC 
during the accounting period relevant for assessment year 1950-
5 I. The contention of the assesIIee regarding the gold and lIilver 
seized in 1965 was that it was his acquisition of the year prior to 
1949 though he took considerable time in adducing evidence to that 

',304LS--2 



12 

e;1ect. In case the seized material was held to be the acqui-
sition of the assessment year 1950-51, the cost of acquisition of 
unexplained seized material could have been added in the as sess-
ment year 195 >-SI. Since the cost of seized material was 
initially added in the assessment year 1966-67 which was the 
year relevant to the date of search, and this assessment s tood 
set-aside for further enquiries, and since in We-alth-tax also the 
muket value of these assets was included in the assessment year 
1957-58 onwards which were pending in appeal, the progress of 
assessment year 1950-51 and other intervening years could not be 
made in isolation." 

2.10. The Committee desired to know whether the pendency of these 
assessments was recorded in the prescribed registers. In reply, the Ministry 
of Finance (Department of Revenue) have stated: 

"The pendency of re-opened assessments for all the 4 cases u/s 27 of 
the Indian Income-tax Act, 1922/Section 146 of the Income-tax 
Act, 1961, was recorded in the I.T.O's Control Register." 

2.II. The Committee desired to know whether assessments in all 
the cases had since been completed. The Ministry of Finance (Departm ent 
of Revenue) have stated : 

"The CIT Bhopal has reported that reopened assessments in the case 
of Meghji Girdhari Lal (HUF) for the assessment year 1 968-69 
and 1969-70 were completed on 24-11-79. The assessment for 
1967 has been completed on 18-8-80. The demands raised for 
assessment years 1968-6g and 1969-70 have been collected in full 
whereas the demand for assessment year 1967-68 has becon}e due 
recently for collection. The completion of assessment pro (( {dings 
for 1950-51 is in progress and it is reported that it is being delayed 
for want of cooperation from the assessee. The final hearing was, 
fixed for 16-9-lgSo." 

2.12. In a subsequent note, the Ministry have furnished the following 
details showing the dates of completion of 1"N'SSCSS""ent proceedings, tI-.e c< n ~ 1 (: 

raised on fresh assessments, and actual collections for the relevant year : 

Year Date of completion 
ofre-assessments 

13 October, IgBo 

18 August, IgBo 

114 November, 1979 

114 Novanbcr, 1979 

Demand 
raised an 
fresh 
UIeIIIIJ1CIlta 

(in Rs.) 

17,9111 

11,740710 

5,835 

40158 

Actual 
CoUection 

I 7 ~  

Nil 

5,835 

4 15 ~ 



The interest levied for different years included in demands raised on fresh asse 55 nt nt 
is as under: 

1950-51 

1967-68 

1968-6g 

Nil 

uts 139 

utI !U5 

uts 139 

utI 216 

utI 139 
uta 215 

RI. 

RI. 

Rs. 

RI. 

RI. 

RI. 

RI. 
Rs. 

RI. 

22,358 

62,079 

84.437 

525 

1,400 

1,925 

247 
838 

1,112 

2.13. The Committee desired to know the reasons for reduction of tax 
demands on the assessments for these four years. The Ministry have accor-
~  furnished two statements one indicating the leasons for variation in 
income assessed for the assessment year 1956-57 and the other for the assesm:fJ.t 
years 1967-68 to 1!}69-70. The same are reproduced as Appendices I & II 
respectively. 

2.14. A perusal of the statement for the year 1950-51 shows that as against 
the income ofRs. 16,51,275 ~ as per original IX parte best judgement S ~

mentdated 31-3-1955 t ein o e e edinf e ~ ent dattd 13-1O-1£fo 
was Rs. 1,68,033 only. Asstated above, the demand raised ar.d (ollccttd 
·was Rs. 17,912. 

2.15. The Committee called for a statement (Appendix III) showir.g 
the wealth tax demands raised against the assssee for each of the years 1957-58 
to 1974-75, and the collections madr-as on 1-1-81. It is seen therefrom that the 
demand finally raised in Wealth Tax assessments, other than those pending wi 
ITAT, and payments made were as given below: 

Demand finally raised 

Interest u/s 3' 

Less payments nw:le 

Balance ~e u on 1-1-lgSl 

Rs. 52,5/>.608 

Rs. 7.52.'34 

Rs. 60.0 •• 742 
lb. 6,87.80. 

Rs. 53.16.93& 

, Besides, arrears ofincome tax outstanding against the as.\estee on <. S 1 -1 -I!-e I 
amounted to Rs. 4.37,223. 

2.16. The Committee desired to Jaww whethtt the tax anon il. lLII 
case were fully secured. The Member, CBDT stated in evidence : 

" ...• The Incomo-tax Department has seized gold ollUlments of ~ {1 • ~ 0 

kg. Its market value today would be not JCSI than Rs. 25 la1m. 
They were seized in 1965." 



2.17. He added : 

"We are fully protected. Customs and Excise seized in 1969 gold equal 
to 244 kg. The market value is Rs. 3584 crores. This has hem 
confiscated by the Customs authorities. But the assessee has 
gone in appeal. . ... Second is 'silver'. They seized 177 kg. 
silver. It is worth Rs. 25 lakhs. 

2.18. Asked whether these valuables would take care of tax demand 
including interest, penalty if any, levied etc., the Member CBDT stated : 

"There are 39 house properties which are under attachment. Notice 
has been given by T.R.O. and they are under attachment." 

1M9. The assessment of Hindu undivided family (Meghji Gir-
dhari Lal) for the assessment year 1950-51 COlDpleted on 31 March, 
1955 was cancelled on 22 February, 1956. The reassessment pr0cee-
dings were completed as late as on 13 October, IgBo i.e. after 24 years 
aud 8 months and would probably have Hngered on, had the case not 
been reported by Audit. The inordinate delay in completion of the 
cancelled assessment in this case has been stated to be on account 
of non-cooperation on the part of the assessee. The Comm.ittee find 
that after the re-assessment proceedings were re-opened, the 
hearing had to be adjourned as m.anyas 15 tim.es as the assessee 
did not comply or complied only partially. It is also seen that the 
assessee's contention was that he had been in possession of the asserts 
prior to I April, 1949 the date on which the State of Madhya Bharat 
merged with the rest of India and the Income tax laws were extended 
to it. 

2.20. The Comm.ittee find that it was only at the tim.e of fina-
lising the wealth tax assessment for the year 1957-58 in March, 1979 
that the Wealth Tax Oflicer on the basis of "volUIDinous 
evidence" produced by the assessee, held that the entire 
silver (9166 kg.) which had been seized by the Central Excise 
authorities during raids in 1965 had been acquired by the assessee 
prior to 1940. 

2.21. The Comm.ittee find it strange that the case was allowed 
to linler on for such an inordinately long tim.e on account of non -coop-
ration on the part of the assessee. The Com.m.ittee see no reason 
the assessee should have been aUowed as m.any as 15 adjoUI'DIDents 
and why ex-parte assessment could not be made. The Com.m.ittee 
consider that it was only on account of the inexplicably soft attitude of 
the income-tax authorities that the case Hngered on for years, and 
the assessee continued to avoid his tax liabUity. The committee 
r!I:().n n !u:i th'l.t in the light of this case suitable guide-
Hnes should be laid down for observance by the assessing officers 
in the matter of granting adjoUI'DIDents. 

2.220 The Com.m.ittee farther observe that the original aBlles&-
ments for the years 19&,-68, 1968-6g and 1969-';0 made 
on 29 March, ~ were cance1led 011 III February, 1973-
Re-assessmeDts for the aues8IDent yeara 19fi8-6g aDd Ig6g-';o wen: 
completed in November 1979 while pmil.r JII"OC'""'ings in respect 
of the assessment year 19&r.4i8 were completed only in August 1980. 
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The demand oC Rs. 2.74 Iakhs in respect of the latter assesslDent viz. 
xg&,-68 is yet to be c:oIIected. From. the statelDent of wealth tas: 
demand raised aad c:oIIected froID the .... aee for the auetlSlDent 
years 1957-sS to 1974-'75 (AppeadD m) the Committee fiDd that as on 
I January IgBl, the total demand outstanding against the assessee 
was oC the order oC Its. 53 .17 Iakhs. In addition an-ears oC income 
tax outRanclding against the assessee amoun.ted to Rs. "·37 lakhs. 
Thus the total outstanding demand amounted to Rs. 57·54 lakhs. 

2.23. The CoJDJDittee were iDfonned that tile tu deJD.aDds ill 
this case are fully secure. Notice has been served by the Tax Recovery 
Officer an.d house properties of the assessee are un.der attachIDent. 
The ColDIDittee would like the Department to take steps Cor reali-
sation oC the outstanding dues without farther loss oC time. They 
would await a specific report in this regard. 

2.24. The ColDIDittee fin.d that apppeal against the orders oC the 
err (Appeals) passed on. 14 March, IgBo in respect oC all the wealth 
tax assessments beginning from the year 1957-sS to 1974-75 is pen.d-
iIIg with the Income-Tax Appellate Tn1nmaL The Committee would 
like the Department to pursue the matter vigoroulsy with the 
Tribunal so that the appeal is disposed oC espeditioUIIly. 

2025. The Committee would also urge that the assessee's wealth 
tax assessments &om the year 1975-76 onwards should be compietm 
espeditiously ill the interest oC revenue. 



CHAPTER m 
RE-OPENED ASSESSMENfS AND SET-ASIDE SS SS ~S 

WHICH ARE PENDING 

(a) ~o ened  set aside and cancelled assessments 

Audit Paragraph : 

3,1: Y.:t"·.v:e d~t i  of a,lenments cancelled under section 146 of the 
~ n t  A-:t, 1951 (or under the corresponding provisions of the old 
A ~:  3. 11 W'l';:1. a,'! p'!:l iin~ finl1isation on 31St March, 1979 are as follows : 

Assessment year Number of assess-
ments 
.----

1970-71 and earlier years 2,164 

1971-72 289 
1972-73 399 
1973-74 661 

1974-75 1,255 

1975-']6 2,055 

19'76-77 2,509 
1977-78 1,248 

1978-79 1,452 

Total 12,032 

3.2. Year-wise details of assessments cancelled under Section 263 of the 
I 1 ~ ) n!-tax Act, 1961 (or under the corresponding provisions of the old Act 
which are pending finalisation as on 31st March, 1979 are as follows : 

.Assessment year 

1970-71 and earlier years 

1971-72 

1972-73 

1973-74 

1974-75 
1975-']6 

1976-77 

1977-78 

1978-79 

Total 

16 

Number of Assess-
ments 

349 

33 

56 

87 

92 
76 

76 
88 
81 
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3.3. Year -wise details of assessments set aside by the Appellate Assistant 
'Commissioners under Section 241 of the Inccrne-tax Act, 1~61 (or ur.der 
,the corresponding provisions of the old Act) or by the Ane1Jate Tril:pnals 
under Section 254 of the Income-tax Act, 1961 (or under the o e~: .di .  

provisions of the old Act), where fresh assessments have not been c( n:plet(d 
as on 31st March, 1979 : 

Assessment year 

1970-71 and earlier years 

1971-72 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

1977-78 

1978-79 

Total 

Set aside by Appellate Assistant 
Commissioners 

Number of cases 

3039 

379 

517 
723 
1040 
1038 
861 

627 
779 

9,003 

Set aside by Appellate Tribunals 

Assessment year 

1970-71 and earlier years 

1971-72 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

1977-78 

1978-79 

Total 

Number of 
cases 

554 
65 
IIg 

133 
140 
uG 
1'J.7 

1'J.4 

104 

• [Paragraph 7 (ix) of the Report of the Comptroller and Auditor General 
of India fortheyear 1978-79, Union Govel'DIDent (Civil), Revenue 
Receipts, VoL II-Direct Taxes, (pp. ~  

·Note: The Committte have dealt with Audit Para 7(i) to (viii) jn 
their Report on Arrears of Assessments. (3¢1 Report Seventh 
Lok Sabha). 
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3.4 It is observed from the figures given in para 7(ix) of t he Audit Re-· 
port that the pen.dency of re--opened and set-aside cases as on 31 March, 1979" 
was as under: 

(i) .Assessments cancelled under Section 146 of the Ineon:!-
tax Act, 1961 (or under the corresponding provisions of 
the old Act and which were pending finalisation 

(ii) Assessments cancelled under Section 263 ofthe n o:n~

tax Act 1961 (or under the corresponding provisions 
of the old Act and which were pending fin i tio~  

(iii) Number of assessments set aside by the Appellate Assis-
tant Commissioners under Section 251 of the In-
come-tax Act, 1961 (or under the corresponding pro-
visions of the old Act) where fresh assessments had not 
been completed 

(iv) Number of assessments set-aside by the Appellate Tri-
bunal under Section 254 of the Income-tax Act, 1961 
(or under the corresponding provisions of the old Act) 
where fresh assessments had not been completed 

Total 23,44 5 

3.S Section 153 of the Income-tax Act, 195 sets o~t the time limit for 
completion of assessments an re-assessments. The assessments for assessment 
year 1971-72 onwards which involve a fresh assessment under section 146 or 
in pursuance of an order under Sections 250/254/263/264 setting aside or 
canCelling an assessment, may be made at any time before the expiry tof 
two yean from the end of the financial year in which the order under seetion 
146 cancelling the assessment is passed by thc? Income Tax Officer or an order 
under Sections 250/254 is received by the Commissioner or the order under 
llections 263/264 is pased by the CommissiOner. 

g.6. Asked if any time limit had been prescribed for completion of re-
opened and set-aside assessments relating to 1970-71 and earlier yerrs, the 
Ministry of Finance (Department of Revenue) have stated : 

"There is no statutory time limit for completion of re-opened and set-
aside assessments relating to 1970-71 and earlier assessment years. 
With a view to ensure bringing of correct pendency on record 
and to expedite completion of such assessments, the Board have 
Usucd Circular No. Io-P ~  on 1968 on 15th to~. 1968 
laying down an administrative time limit of two yean for comple-
tion of these 8IIeIIlDCIlts. 

lnatruction No. 511 was issued by the Board. on 22-2-73 bringing to 
the notice of the officers the provisions of section 153(2A) and 
reiteratiQg the contents of the Circular of 1968 referred to above 
-tiQg therein that till' UICSIDlcot yean 1970-71 and earlier yean, 
the admjniatrative time limit of 2 yean would continue to apply. 
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The adverse comments of the Public Accounts Committee re-
garding pendency of these assessments were brought to the notice 
of the Commissioners and they were asked to draw up a time bound' 
programme for disposal of assessments relating to 1970-71 and 
earlier years." 

3.7 The following table compiled from the break-up of statistics given 
under Para 7(ix) of the Audit Report show that the number of set aside and 
cancelled assessments pertaining to the assessment year 1970-71 and earlier 
years were pending finalisation as on 31 March, 1979: 

Cancelled U /s 146 oflncome Tax Act, 1961 (or under the cor-
responding provisions of the old Act) 

Cancelled U /s 263 of Income Tax Act, 196 r 

Set aside by the Appellate Assistant Commissioners D/s 261 
of the Income Tax Act, 1961 

Set aside by the Appellate Tribunals Vis 257 of the Income 
Tax Act, 1961 

TOTAL 

Number of 
assessments 

349 

554 

6,106 

3.8 The Committee desired to know the latest position about pendency 
of re-opened or set-aside cases pertaining to 1970-71 and earlier years. 

The Chairman, Central Board of Direct Taxes stated: 
"6106 is the figures of such set-aside assessments for 1970-71 and earlier 

years pending on 31 March, 1979. But subsequently, some assess-
ments of 1970-71 and earlier years would have been set aside by 
the Appellate authorities." 

3.9 Asked to indicate how many assessments for the year 1970-71 and 
earlier years, set aside subsequent to March, 1979 were pending for re-assess-
ment, the Chairman, CBDT stated: 

'We do not have the statistics, but quite a large number of them are 
pending for more than 5 yean." 

He added: 
"There may be some cases where assessments are made prior to 1955. 

set aside later on, but still pending for about 25 yean .... for pre 
1971-72 assessments there is no time limiL That is why they 
are pending for several years." 

3.10 According to uoormation furnished lublequently (January 'gIll) 
lry the Ministry of Finance (Department of RevClllue), the number of pending 
....,.,.",...tI as at the c:nd of November, IgBo is as under: 

"(i) Total No. of 81'CM!Dentl relating to 1970-7. and 
earlier yean re-opened or let-aside by virtue: of orders 
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u/s 146,251,254,264 passed before 1-4-80 and pen-
ding as on 1-4-80 

(ii) Total No. of assessments relati.ng t,) 19,70-71 and 
earlier years re-opened, or set-asIde by Virtue of or-
ders u/s 146,251, 254, 264 and passed on or after 
1-4-80. 

(iii) Disposal out of No. (i) upto end of the ml)l1th 

(iv) Disposal out of No. (ii) upto end of the month 

7994 

2173 

In view of the above, 8.569 (7994+2I73-II47-4,)1) assessments 
relating to 1970-71 and earlier years are ~ndin  as on 30 ~
vember, 1980. These fi~ e  are, hflwever, ~e:  o i). telegraprllc 
reports and in respect of B:Jmbay (Central) and Karnatalca (Cen-
tral), the figures arc aWdited." 

3. I 1 The Committee desired to have information in regard to age-wis e 
pendency of reopened and set-aside assessm::nts in a broad ti ~ frame i.e. 
upto 5 years old, 5-10 years old, 10-15 years old and so 0::. The Ministry 
-of Finance (Department of Revenue) have, in a note stated: 

"Age-wise pendency of re-opened and set-aside assessments relating to 
assessment year 1970-71 and earlier years were called for speci-
fically from the Commissioners and it is found that as on 30 No-
vember, 1980 out of total number of 8805 pending re-opened 
and set-aside a.'lSeSsments relating to A.Y. 1970-71 and earlier 
years, 2623 were pending for less than 2 years, 2081 were pending 
between 2 to 5 years and 4150 wae pending over 5 years." 

3.12 Section 153 of the Income Tax Act prescrihes two years' limitation 
period for fresh assessment in respect of assessment years 1971-72 onwards. 
The Committee desired to know whether the Central Board of Direct TaKes 
had ascertained from the Commissioners of Income Tax information on assess-
ments that have become time-barred. The Member, CBDT replied in the 
negative and stated: 

--U 
"Our monthly progress report shows that, we have not come acrosS 
any case where it has become time-barred." 

3.13 The Committee desired to know the reasons why the cases perta:ning 
to the year 1971-72 and earlier years could not be disposed of with in the ad-
ministrative time limit of two years and the element of tax involved in such 
ases. The Ministry of Finance (Department of Revenue) have as stated: 

"Commissioners of Income-tax have been asked to inform the Board 
as to whether any re-opened or set aside assessment have become 
time barred in their charge. 

It is, however, presumed that the query is relating to assessment yea r 
1970-71 and earlier years for which there is no St:ltutOry time 
limit rather than 1971-72 and earlier years. As mentioned in 
reply to item l(b), 6181 (4150 plus 2031) assessments can be said 
to have been kept pending beyond the administrative time limit 
of 2 years ...... 
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3.14 The Committee desired to have informa.tion o ~ the income 
and the tax: involved in cases of pending assessments for the year 1970-71 
and earlier years. The Ministry have in a note stated: 

"In respect of re-opened and set-aside assessments, the tax payable 
on he return income generally stands collected by way of tax 
deduction at source, advance tax, self-assessment tax and pro-
visional assessment tax. The figure of additional demand raised 
would be available only on completion of these assessments and 
therefore, it would not be possible to give the amount of tax: in-
volved in these cases. No separate statistics are available in 
regard to the income involved in these cases. However, category-
wise break-up of re-opened and set-aside assessments for disposal 
during 1979-80, disposal during the year (category-wise) and 
pendency of these assessments (category-wise) brought forward 
as on 31-3-1980 including those relating to 1970-71 and earlier 
years for which no statutory time limit applies, is as under: 

Category I II III IV V Total 

For disposal • 16572 7391 7497 2545 1627  41632 

Disposed during the 

year 6416 3193 2722 3862 874 18067 

Balance 10156 4198 3775 4683 753 23565 

3.15 Asked whether Government revenues were safe :.1 all these cases, 
the Chairman, CBDT replied: 

"It cannot be said. In this very case of Pashabhai Patel,· it would 
appear that even if we raise the demand, we may not be able to 
collect it." 

3.16 In reply to a query, whether this position might hold good in some 
other cases also, the Chairman, CBDT stated: 

<tMay be ........................... . 

3.17 In regard to authenticity or otherwise of the figures compiled on 
the basis of entries in the registers maintained at the field level and Monthly 
Telegraphic Reports (CAP-II) from Commissioners of Income-tax:, incorpo-
rating pendency and disposal out of re-opened and set-aside assessments, 
the Chairman, CBDT informed the Committee that: 

"These cases which have been mentioned by the Audit, that is these 
cases of Hindustan Tracton ...... were not included in our pen-
dency. If these very cases were included in the pendency, the 
Income-tax: Officer would have known about it and would have 
it taken up and disposed it of. Therefore, many of these cases 
were not reflected in these registers ........ We can find out 
the cause and me remedy also. Recenlly, we had issued, after 
the last PAC meeting, some instructions to our Income-tax: Officers 
for seeing that proper statistics are prepared for these assessments 
and more attention is paid to these assessments and I must to 
you that as a result of this, when we got the feed-back, we found 

------------
·Dealt with separately under audit paragraph 32 (ii) 
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that the number pending cases has again gone up. And now ~ 
as at the end of this December, the position is that about 8,569 
assessments are pending. It is a fact that these Registers, like 
the Register under 146, are not properly maintained. Therefore 
these statistics that we are discussing are not realiable. But, 
the fac. remains, as the Hon. Committee has also noticed, that we 
have not been able to liquidate these set-aside assessments of 
earlier years ........ " 

3.18 Doubts were expressed by the Board about the correctness of 
the figures of pendency in their D.O. letter No. 201/IS8/80-ITAII dated 
8 Oc!ober, 1980, which inter alia stated: 

"The history regarding the progress of these assessments shows a most 
unsatisfactory state of affairs. The pendency has not been cor-
rectly recorded and many assessments are not yet pending. 
Figures of pendency of such assessments which have been reported 
from year to year as seen from the Reports of the C&AG are as 
under: 

uta 146 
uts 263 
u/a 251 
uts 254 

31-3-76 31-3-77 31-3-78 3 1 -3 .. 
311 5 1989 1880 216 
402 169 38S 2 4 

5640 40 47 3344 30 3 
829 697 681 5 ~ 

Total 9986 6902 6290 6106 

The pendency shown uJs 146 has gone up in the year ending 
31-3-79 from 1880 to 2164. Similarly, the pendency uts 263 has 
gone up from 16Q to 385 in the year ending 31-3-78. This is 
clear indication that no care has been taken to report the figures 
correctly as, normally, the pendency should not go up as com-
pared to these figures, the pendency of such asessments as per the 
Review of Central Action Plan Performance for the quarter ended 
31St March, IgSo, was 23426. This is totally out of tune with the 
other set of figures and needs a careful checking up. It is 
possible that SOIne ITOs have included the pendency relating to 
assessmen' years subsequent to 1970-71 in the Action Plan reports 
thus resulting in this large difference. A careful check has to 
be IIlade ............ II 

(b) Action Plans and slt-aside assesS11t6llU 

3.19. One of the steps taken by the Board to ensure speedy completion 
of re-opened, aec-aside and cancelled assessments, as given out by the Ministry 
is as under: 

"The Board in its successive Annual Action Plans from 1978-79 has 
included as a part of the specified targets, the com pie ion of re. 
opened and set-aside a.cssments relating to a."",a.mu:nt yea 
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Plans the target was 80% of the pendency at the beginning of 
the year. In the Action Plan for 1980-81 a target of 75· per 
cent is laid down;'-

3.20. A1though the Action Plan for 1978-79 and 1979-80 had set out the 
target for disposal at 80% of the pendency of set-aside and cancelled assess-
ments rdating to 1970-71 and earlier years, the overall on pendency actually 
went up, as may be seen from the figures given below: 

Totlll NumhlT 

Pending on 31-3-1977 

Pending on 31-3-1978 

Pending on 31-3-1979 

Pending on 31-3-1980 

22,656 

23,445 

23,s65 

3.2 I. The number of set-aside/cancelled assessments added during each 
<lfthe years 1976-77, 1977-78 and 1978-79 were 13961, 13762 and 15801 res-
pectively. 

3.22. The Committee desired to know the reasons for increase in pendency. 
The Member, CBDT stated: 

"During the years 1978-79 and 1979-80, when the specific target was 
introduced, the assessments relating to ~7 -71 and earlier years 
might also have been set aside by an appellate' authority. They 
will get added to this number." 

3.23. Asked whether with all the steps outlined for disposal of set-aside 
cases, the situation ought to have shown improvement, the Member, CBDT 
~t ted: 

"We have not been able to achieve the optimum or the desired result, 
but we have achieved some results, though not upto our satisfoction." 

3.24. When asked to indicate the specific position with reference to the 
target prescribed, the Member, CBDT stated: 

"In respect of the year 1978-79, we had said that the target was 80% of 
the set-aside cases relating to the year 1970-71 and earlier years and 
pending on 1-4-1978 were to be completed. Now, the penuency 
is 9,608 ............ The Action Plan laid down target. But 
that was not fulfilled." 

3.25. In a subsequent note, the Ministry have explained the position 
as uader: 

"Annual Action Plan for the financial year 1978-79 for the first time 
laid down the target of disposal of 80 per cent of set-aside and can-
celled assessments relating assessment year 1970-71 and earlier 
years which were pending as on I -4-78 for which there is no statutory 
time limit for completion. The same target continued during 
financial year I 91g-80. However, in IgSo-81 the target has been 
reduced w 75 per cent. 
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The actual disposal of set-aside and cancelled assessments relating to 
Assessment year 1970-7' and earlier years during financial years 
1978-79 and 1979-80 were 18,476 and 12,662 respectively against 
Action Plan target of 15,175 and 11,544 respectively showing excess 
disposal in '978-79 and 1979-80 with reference to target at 3301 
and 1'18. As mentioned above, there was no Action Plan tar get 
in 1977-78. However, the total figure of disposal of set-aside and 
re-opened assessments including assessment year 1970-7 I and 
earlier years during financial year 1977-78 was 15,005." 

(c) Steps taken f01' expeditin.!! disposal cif canalled/set-aside assessments 

3.26. The Committee desired to be apprised of the system that has been 
devised to ensure that failures of the nature highlighted in cases mentioned in 
paras 32(ii) and 58 of the Report of the Comptroller and Auditor General of 
India, Union Government (Civil), 1978-79, Revenue Receipts, Vol. II-Direct 
Taxes did not occur. In a note, the Ministry of Finance have stated: 

"The Board have been issuing instructions from time to time emphasising 
the need for early completion of set-aside assessments and re-opened 
assessments. It had also laid down administrative time limit 
of two years for completion of these assessments. Emphasis was 
laid on bringing out the correct total pendency of these cases and 
early completion of such assessments. A Transfer MemoranduJ"Y 
Form ITNS 110 had been prescribed which is to be properly filled 
and sent alongwith the assessments records and this is meant for 
including all pending actions including pending assessments. The 
Income-tax Officers are required to maintain a Control Registl" 
in which the pendency of assessments is shown against each case .... 

3.27. During evidence, the Committee desired to know about the me-
chanism devised to ensure compilance with the circulars issued in this behalf. 
The Member, CBDT informed the Committee that: 

"We have got five checks. One, we enter these reopened ex parte assess-
ments in a register under Section 146. Two, we also note down 
the assessments reopened or cancelled in the ITO's control register, 
commonly known as "blue book." Three, we get the figures in 
the monthly progress report about the set-aside assessments 
which are pending, disposed of and out-standing at the end of the 
month. Four, when in 1978-79 we found that the position was 
not improving, we introduced a specific target in the annual action 
plan saying that in so far as the set-aside or reopened assess-
ments for the assessment years 1970-71 and earlier years are con-
cerned, there should be a target for their disposal. Five, we ha Ve 
isssued a circular in 1968 laying an administrative time limit of 
two yean for disposal of these cases." 

3~2 . Asked to indicate the real causes of pendency of set-aside assessments, 
the Chairman, CBDT stated: 

"QUte a good number of them have been pending for a number Of 
years You may ask as to what is the reason. The main reason 
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is that most of them are complicated ones which have been set-
aside by the Appellate Authorities. Therefore, the Income-tax 
Officer must be finding it difficult to take them up. The second 
point is; he has been devoting more attention to the other cases--
the current year's cases-to the neglect of these cases. That means, 
the Income-tax Officer in the field has not given to this matter the 
importance it deserves. He is diverting his attention or he is 
devoting his attention to certain other aspects. This is the fact. 
You may ask as to what the Board has done. Circulars have been 
issued. The Board has been issuing instructions about this for 
many years. The Board has said that a time bound programme 
should be drawn up to see that these are disposed of. One cir-
cular stated that all these cases should be disposed of by August, 
1976. The instmctions were issued in February, 1976. We 
have to admit that these instructions did not have the desired re-
sult. Another reason is due to work load and things like that. 
I can assure the Hon'ble Committee that we will give the highest 
priority to the assessments of 1970-71 and earlier years. If an 
assessment is pending for a long time, it is a reflection on the de-
partment. There may be loss of revenue. We will see that most 
of these cases will be disposed of by 31-~-19 2. We will have time 
bound programme for each Income-tax Officer, periodical control 
and calling for the report etc. The Board will monitor the work 
from time to time and see that it is dispo.'1ed of and I think if this 
is done we will be able to complete all the cases by 31-3-198:.<." 

3.29. In a note furnished subsequently at the Committee's instance, the 
Ministry of Finance (Department of Revenue) have stated: 

"The main reason for non-completion of these assessments expeditiousl y 
is their being complicated in nature involving detailed investigation 
and non-cooperation from the side of 3!SeSSeeS. JJ 

3.30. The instructions issued by the Central Boare. of Direct Taxes in the 
past relating to expeditious completion of set-aside and cancelled assessments· 
are enumerated below: 

(i) Circular No. 10-P CV. 68) dated IS-10-1968 
(li) Instruction No. 511 dated 22-2-1973 

(iii) Instruction No. 696 dated 30-S-1974 

(iv) D.O. No. 201/IOI/75-IIAII dated 1-10-75 

(v) D.O. No. 201/IOI/75-IIAII dated 20-3-76 

(vi) F. No. 20I/S2-78-IIAII dated 23-8-1978 

3.31. A gist of some of the above-mentioned circu1atS is given below: 

"The Board issued instruction No. 696 on 30 Mar, 1974 reiterating the 
contents of earlier instructions and again emphasised the need for 
expeditious completion of these USC88ments and at the same time 
asked for detailed reasons for pendency of these assessmen;.s. 



The above was followed by a D.O. letter from the Member, Central 
Board of Direct Taxes Order F.No. 201/101/7S-IIA. II on 1-10-75 
inviting the attention of the Commissioners to the adverse comments 
made by the Supreme Court in a particular case regarding delay 
in completion of such assessment and also to the adverse criticism 
by the PAC in this behalf and directing them to review the matter, 
to look into the maintenance of records and to ensure completion 
of these assessments in time. 

When the provisions of section 144A and 144B and were introduced with 
effect from 1-1-1976 under which the IAC is empowered to issue 
directions on a particular point in a pending assessment, another 
D.O. letter from Member C.B.D.I. under F.No. 201/101/7S/ITA.II 
dated 20-3-76 was issued inviting the attention of the Commis-
sioners to the introduction of these provisions for its effective uti-
lisation for having these old assessments finalised. 

Letter F. No. 201/52/78-ITA-II was issued on 23rd April, 1978 inviting 
the attention of the Commissioners to the pendency of re-opened and 
et- i~ assessments relating to 1970-71 and earlier years that was 
still being carried forward and asking them to take concrete steps 
by directing the lACs to have a complete list of such cases and 
reviewing them periodically for finalisation. 

A D.O. letter under F. No. 201/151/Bo-ITA. II has been issued to all the 
Commissioners by Member (IT) on B October, 1980 inviting their 
attention to the earlier instructions on this subject and asking them 
to ensure reporting of the correct pendency as well as to ensure 
their finalisation by fulfilling the target in the Action-Plan. They 
have been asked to make a monthly review of the performance 
specifically in this beahalf endorsing a copy of the same to the Board. 

3.32. In view of the persistent disregard shown to earlier instructions by 
the assessing authorities, the Committee enquired, how the Ministry could be 
sure that the latest instructions issued by the Board would receive greater atten-
tion. In reply, the Ministry have stated: 

"Instruction dated 8-10-80, while reiterating the earlier instructions, 
is more meaningful as it has directed the Cs-II to review the pr.o-
gress of these assessments every month at the time of sending the ir 
telegraphic reports regarding achievement of Action Plan target 
and endorse a copy of the same to Member (Income-tax) and 
Zonal Member concerned. Telegraphic report of Action Plan has 
already been modified with effect from 1-11-80 to include specifically 
information regarding re-opened and set-aside assessments relating 
to 1970-71 and earlier years should be disposed of by 31-3-82 
Chairman is keeping a personal watch over the expeditoD,s comple-
tion of these assessments by having a monthly review from Cs.LT. 
sent to him." 

3.33. A copy of the instructions issued on 8-10-1980 and 22-1-1981 is re-
produced as Appendix IV and V respectively. 
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. 3·34 The Central Board of Direct Taxes had, as far back as in April, 1975 
ISSued a circular letter to all the Appellate Assistant Commissioner where it 
Wru' inter alia stated: ' 

"Unfortunately, there appears to be an increasing tendency on the part 
of AACs to take recourse to setting aside assessments especially 
complicated ones, on the first available opportunity. Such action 
is apt to be misunderstood either unwillingness on the part of the 
AACs to take decisions or even more seriously as inability to tackle 
issues posed in appeal. Therefore, as senior officers in the De-
partment, I would like you to avoid setting aside assessments except 
ill absolutely unavoidable i ~t n e . A et- ~ide assessment 
would, as you are aware, cause its own chain reaction in pro-
tracting assessment proceedings and throw the administration out 
of gear in so far as the planned programme for maximising disposal 
of assessments and collection are concerned." 

3·35 Since the various systems devised and the in~t tion  issued thus far 
had not had the de~i ed effect in bringing down the pendency of set-aside assess-
ments, the Committee enquired whether some amendment in the existing 
laws was necessitated to combat the situation. The Chairman, CBDT replied: 

"It is not necessary. Without that, we will be able to do that. All 
I can assure the Conunittee is that we will see to it that most of 
these cases are disposed of by 31-3-1982." 

He added: 

"I think this should be taken care of administratively rather than by a 
statutory provision. If there is a statutory provisions then there 
will be so many litigations." 

3.36 Section 146 of the Income Tax Act empowers the ITO to cancel 
the assessment in certain conditions and make a fresh assessment. The Com-
mittee enquired whether the power of the ITO to reopen the assessment could 
be dispensed with. The Chairman, CBDT stated: 

"I think this can be considered. The Wealth Tax Act does not have a 
similar provision." 

3.37 Asked whether there would be any difficulty from the administrative 
point of view, the Chairman, CBDT replied: 

"I do not think there is any." 

3.38' The Conunittee enquired e~e~  in order to ~  the tendency 
on the part of Appellate Assistant COmmISSioners tos et-aside assessments ~ 
remand these back to ITO's, any legislative amendments was called f~  or it 
could be taken care of through administrative measures. The Chatrman, 
CBDT replied: 

"It can be done provided the law is so framed that it is confined to cases 
where the AAC can do the work of the ITO. There may be 
cases where the AAC may have to set-aside because of some flaw 



in the very basis of the assessment. Anyway, this is a matter for 
detailed examination. There can be a provision in law, though I 
feel that it is better to deal with it administratively rather than by 
making an amendment to the law." 

3.39 The Finance Secretary further stated: 

"I myself while reviewing this paragraph, at our internal meeting felt 
deeply concerned about this problem of setting aside assessments 
and the tendency on the part of Appellate Assistant Commissioners 
to set-aside assessments when they have ~ot all the powers under 
law to take fresh evidence if necessary or modify assessments or 
reduce assessments. As one who has himself functioned as an 
appellate authority in revenue matters at state level, I have never 
exercised this power of setting aside assessments and remanding 
them to the lower authorities. We can understand such remanding 
powers being exercised by purely judicial authorities. Those are 
quasi-judicial authorities, people who have worked in the Depart-
ment on the executive side and therefore, can be well expected to 
hold the scales even between the Revenue and the assessee and 
I certainly agree with you that this tendency to set-aside assessments 
has to be curbed. Whether it can be best done through adminis-
trative or executive action as the Chairman pointed out or whether 
it should be done through legislative amendment is a matter we 
will go into. But we agree that this tendency ought to be curbed." 

3.40 In a sample study of even appellate orders setting aside assessments 
it has been seen that the following are the main reasons given in these orders 
for setting aside the assessments: 

(i) The ITO had failed to determine the allowable expenses on the 
basis of material available on record. 

(ii) The assesset>'s claim for status of registered finn, which was negatived 
by the ITO, was justified. 

(iii) Deductionsfliabilities claimed by the assessee were omitted to be 
allowed by the WTO in the assessment orders. 

(iv) ITO had ignored certain evidence produced before him during 
assessment proceedings. 

(v) Additions and disallowances made by the ITO were without proper 
analysis and consideration. 

In all these cases, the AAC/CIT (Appeals) could have himself made further 
inquiries and taken further evidence either directly or through the ITO and 
taken decisions to confinn, reduce, enhance or annul the assessment." 

Revision Applications 

3.41 Section 264(3) provides that the application for revision must be made 
by the assessee within one year from the date on which the order in question 
was communicated to him or the date on which he otherwise came to know of it, 
whichever is earlier. The Committee pointed out that the Act did not stipulate 
any time limit within which the Commissioner should dispose of such appli 



cations with the result that in many cases revision applications were not taken 
up by the CsIT for years together. Asked whether Parliament would be well 
advised to fix some time limit for disposal of revision applications, the 
Chairman, CBDT replied: 

"I do not find any objection to fixing a time limit for the disposal of 
revision applications. This is a matter which we have to examine 
carefully. Off hand, I th ink, there cannot be any objection to this." 

3.42. A Member, CBDT added: 

"Essentially, the assessee comes to us for relief. I agree that there mus 
be an administrative fiat to pull up the Commissioner who delay. 
But if the Commissioner is under a ti ~ bar and the case gets 
time barred, the assessee loses \\\s relief. ... there arc some times 
valid reasons especially when i'O it beneficial to the tax payer himself 
to have the matter pending. But such cases are rare .... " 

3.43-The pendency of set-asidefcancelled assessments lias shown 
a persistent increase during the last few years for which data wu 
called for by the CoDJ.JDi.ttee. The nwnber of such cases ill-
creased froDl 21,.f51 in 19~77 to 22,656 in 1977-78, 23,4.45 jn 1978-i9 
and 23,565 in 1979-80. 

3.44. Section 153 of the mcoDle-tas Act sets out a tUne lim.it of two 
years for cODlpletiOD of re-assessDlent proceedings in respect of 
assessDlents pertaining to the year 1971-72 and onwards. No such 
lim.it has however been prescribed in the Act for 1970-71 aDd earHer 
years. However, the Departm.ent issued instructions in October, 
1968laying doWn an acbuini.strative tUne lim.it of two years for CODlpJe-
tion of these assessDlents. The ActioD Plans for the years 1978-79-
and 1979-80 laid down a target of 80% for disposal of II1Ich cases. 
FroDl the figures of pendency famished by the Ministry, it q DOtic:ed 
that with reference to the opening balance on 1St April, 19'18, addi-
tioDS during 19'18-79 and disposals during 197B-7g, the num.ber of cases 
end~ as on 31-3-1979 works out to 19,9Bl, whereas it has been shown 
by the Ministry as 2],445. This itself is indicative of the fact that 
these figures do Dot represent the correct position of pendency aDd that 
the alleged "escess" disposal of cases with reference to Action PIaa 
targets was illusory. The CoJDJDittee would therefore urge that • 
suitable m.achjnery to receive reliable statistics of pending cases be 
devised and also action takea to reduce the num.ber of pendiDg set 
aside assessm.ents and the Com.mittee infomred of the prec:iae 
progress JDade exceeded the disposal • This is • very disturbing 
tread which the Departm.ent Dl1lllt take serious DOte o£ 
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3.45. The CoDUDittee find that as a result of severe strictures pass£d 
by the Supreme Court in the case of Ram. Narayan Bhajnega.n\aJa 
vs. ITO 'A' Ward, Calcutta (Civil Appeal No. 318 of 1971), the Board 
issued a Circular letter in October, 1975 eIDphasising the necessity 
for completing all pending set aside assessments with utmost expe-
dition. The Cs IT were also asked to find out whether (a) there 

~ any statistical record of assessments prior to aSSEssmEnt year 
1971-72 set aside pending disposal, (b) if so, the t}l=e of record 
that was being maintained and the control that was being exercis£d, 
(c) the details of and reasons for the pendency of these assessments 
as on date and (d) what further time they expected to take in getting 
the assessments completed. 

'}.f>. T.'1 ~ C) In 'lU ittee find that the position over the last six years 
'iince these instrllctions were issued, has if any thing only deteriorated. 
Apart from the fact that the pendency of such assessments has heen 
.;oing up as shown above, even the correctness of the number of su(h 
pending cases is a matter of doubt. The Ministry have in their circular 
letter to Cs It dated 8 October, IgBO pointed out that "the pendency 
has not been correcdy recorded. The pendency shown under SectiCln 
146 has gone up in the year ending 31-3-1979 from I,BO to 
2164. Similarly, the pendency under Section 263 has gone 
up from lig to 385 in the year ending 31-3-1978 
This is a clear indication that no care has been taken to report the 
figures correctly, as normally, the pendency should not go up. . As 
compared to these figures, the pendency of such assessments as per 
the Review of Central Action Plan Performance for the quarter ended 
31 March, IgBO, was 23,426. This is totally out of tune with the other 
set of figures and needs a careful checking up." The Chairman, Central 
Board of Direct Taxes admitted in evidence that "all these statistics 
are wrong." 

3.47. The CoDUDittee desire that the Commissioners of Income Tax 
should be asked not only to ensure that the relevant registers are 
completed in aU respects by a target date, but they should also get 
them checked and updated periodiclilly say, at least once in three 
months so that the disposal of such assessments could be carefully 
monitored." 

3.411. Government had stated in an earlier reply that as on 30 Nove-
mber, IgBo out of a total number of ~ pending reopened and set 
aside assessments relating to assessment year 1970-71 and earlier 
years, sz623 were pending for less tban two years, 2031 were pending 
for between two to five years and 4150 were pending for over 
five years. 

3.49. The CoDUDittee thus find that over 47% of the pending set aside 
cancelled assessments of 1971-72 and earlier years were more than five 
years old and 23% were between two to five years old which clearly 
estab1ishes that the administrative time limit of two years has 
rem'&1ned largely on paper. The Committee have been assured that 
hio;iest priority will .ow be accorded to these assessments and that 
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most of these cases would be completed by 19111-82. The Committf.e 
would expect the Board to keep close watch on the disposal of these 
assessments through periodical reports, on-the-spot inspections etc. 
with a view to ensuring that the backing is cleared by the revised 
target date. Periodical review meetings should be held to as&ess the 
progress made. 

3.50 In this connection, the CoJDJDittee would also like to point 
out that the Board are surprisingly enough not in a position to indicate 
how many reopened and set aside assessments have become time-
barred. The Committee require that this information should be 
gathered without delay and furnished. It should also be 
ensured that priorities ale drawn up in such a manner that cases 
about to get tilne barred are disposed of well in time so that the in-
terests of revenue do not suffer. 

3.51 As early as in April 1975, the Board had in a circular letter 
deprecated the increasing tendency on the part of the AACs to take 
recourse to setting aside assessments, especially complicated ones! 
at the first available opportunity. The circular had pointed out that 
"such action is apt to be misunderstood as eit ~  unwillingness on the 
part of the AACs to take decisions or even more seriously as inability 
to tackle issues posed in appeal." It was further pointed out that 
"a set aside assessment would cause its own chain reaction in pro-
tracting assessment proceedings and throw the administratioll out 
of geaT in so far as the planned progratllDle for maximising disposal 
of assessments and collections are concerned." The Finance Secretary 
stated in evidence that as quasi.judicial authorities , the AACs could 
well be expected to hold the scales even between the Revenue and the 
assessee. Sharing the concern of the CoJDJDittee, he stated that the 
question whether this could best be done through administrative, or 
executive action or through amendment of the law, would be gone 
into. 

3.52 The Committee are not happy over the tendency on the part 
of the Cs. I.T. and AACs to set aside/cancel assessments as an easy 
expedient. Section 251 empowers the AAC to confirm, reduce, 
enhance, or aDDul the assessment, as well as to set 
it aside and remand the case to the ITO for making a fresh assessmellt 
in accordance with the directions given by the AAC. The AAC may 
make such further inquiry as he thinks fit, or might direct the ITO 
to make further inquiry, and report the results to him. It has been 
judicially held that this power includes the power to admit fresh 
and additional evidence, In fact, it has been held by the SuprelDe 
Court that the AAC has plenary powers in disposing of an appeal, the 
scope of his powers is co-terminus with that of the ITO ; he can do 
what that ITO can do and also direct Joim to do 
what 'he has Called to do. The impression WBS gathered, during 
evidence that in too lDaDy cases of appeal the assesslDents are lDerely 
set aside involving indefinite delays in the final disposal of cases, 
Generally, the a5SeSSlDeDts had merely been set aside for reaSOns such 
as those given below, though 1UIder the powers vested in the AACs, 
fiaal orders could have been passed by theJD : 

(i) The ITO had failed to determine the allowable e3:pelUles 
on the bas. of material available on record. 
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(ii) The assessee's claim for status of registered firm, which 

was negatived by the ITO, was justified. 

(iii) Deductions/liabilities claimed by the assessee were omitted 
to be allowed by the WTO in the assessment orders. 

(iv) ITO had iguored certain evidence produced before him 
during assessment proceedings. 

(v) Additions and disallowances made by the ITO were with-
out proper anaylsis and consideration. 

3.53. The Committee consider that as far as possible, the appeals 
should be disposed to by the AAC /CIT (Appeals) himself and the 
assessments should be cancelled/set aside only where he finds some. 
tJaw in the very basis of the assessment. The Cf)mmittee would there-
fore like the Ministry of Finance to give serious thought to the question 
whether any amencbnent of the extant provisions of the Income-tax 
Act is called for with a view to effectively curb the tendency on the 
part of the AACs/CIT (Appeals) to cancel/set aside the assessments. 

3.54- The Committee had noted the delays occurring in dis-
posal of revision petitions by the Cs I. T. under Section 264. The 
Committee welcome the positive response of the Chairman of the 
Board that a statutory time limitation could be imposed for dis-
posal of such petitions. The Committee note that in some cases 
there may be valid reasons especially when it may be beneficial to 
the taxpayer himself to keep the matter pinding. 

3.55. The Committee therefore recommend that a statutory 
limitation be imposed on the time allowed to the CsIT for disposing 
of revision petitions under Section IZ64. In any individual case or 
cIa.ss or classes of cases, the powers of the Board to relax the time 
Halit by invoking Section 119(1Z) (b) of the Act would ensure relief in 
individual cases of real hardship, without penalising many other 
assessee whose revision petitions are p!nding for years as at pre-
sent." 

3.56. In this connection, the Committee would also like the Minis-
try to examine whether Section 146 of the Income Tax Act which 
eJDpowers the ITO to cancel the asseSSment in certain conditions 
and make a fresh assessm.ent, could be dispensed with on the analogy 
of the wealth Tax Act which does not have a corresponding provision. 

3.57. Com.m.enting on the role of the Inspecting Assistant Co-
mmissioners, who undoubtedly form an important link in the 
transmi.sion and implementation of the orders of the Board, the 
Committee had in paragraph 12.6 of their 176th Report (Fifth Lok 
Sabha) recom.m.ended that in the "Instructions Manual for lACs". 
one chec" .laould be to ensure that all instructions issued by the Board 
are in fact observed aad certificate to that efl"ect should ensue." 
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3.58. The discussion in the foregoing paragraphs and the illus-
trative cases of non-completion of set-aside and cancelled assessments 
pointed out by Audit, bring into sharp focus the need to strengthen 
internal control an supervisory system, particularly at middle manage_ 
ment level, where the Inspecting Assessment Commissioners con-
cerned had not discharged their primary duty of inspection efli-
ciendy resulting in the occurrence of mistakes of the nature pointed 
out by Audit. The Committee would therfore, recommend that 
suitable instructions for avoiding such lapses may be issued for the 
guidance of and observance by lACs. 

3.59. Sections 144A and I44JI inserted by the Tau.tion Law 
(Amenchnent) Act 1975 w.e.f. 1 January, 19']6 conferring powers on 
lACs to issue directions or requiring reference to them in certain 
cases, were intended to enable lACs to enusre better anb quicker 
disposal of work of the ITOs and to facilitate expeditious clearance 
of pending assessments. To make the system work towards the deUred. 
objective the Committee would like Government to impress upon the 
Inspecting Assistant Commissioners the imperative need to e:s:ercise 
these powers particularly in cases involving high incomes which 
are pending with ITOs. 



CHAPTER IV 

WEALTH ESCAPING ASSESSMENT DUE TO LACK OF CORRE-

LATION WITH RECORDS OF OTHER DIRECf 

TAXES. 

Audit paragraph : 

4. I. Two assessees were assessed to wealth-tax for the assessment vear 
1971-72 on a total wealth ofRs. 5,00,000, and Rs. 5,56,000 respectively ~i  

included investment of Rs. 5,00,000 each with a private firm. The assessees 
did not file any return of wealth for the assessement year 1972-73 to 1977-78. 
Although the fact of non-suhmission of returns of wealth by the assessees was 
brought to the notice of the department by Audit in October, 1977, it was 
seen in audit (February, 1979) that the notices calling for the returns of 
wealth had not been issued by the Wealth-tax Officer to the assessees e e ~ till 
then. The wealth of at least Rs. 5,00,000, thus, escaped assessment in the case 
of each of the assessees for the assessment years 1972-73 to 1977-78, leading to 
non-levy of total tax ofRs. 56,926 in these two cases. 

4.2. The Ministry of Finance have accepted the audit objection and 
stated that assessment proceedings have been initiated in both the cases. 

[Audit paragraph 63(i) of the Report of the Comptroller and Auc.itor 
General of India for the year 1978-79, Union Government (cilil), 

Revenue Receipts, Volume II, Direct TaKes] 

4.3. The Public Accounts Committee have repeatedly emphasised the 
need for close co-ordination among the various tax collecting authorities and 
Department of the Central and State Governments with a view to ensu:ing 
proper correlation of the assessment made under the direct tax with that made 
for another direct tax. Government have furnished copies of important 
instructions issued by the Central Board of Direct Taxes in compliance with 
the recommendations of the Committee. Broadly, the instructions emphas:sed 
the need for (i) co-ordinated assessment under direct taxes in the same wJ.rd 
(ii) collaboration among various assessing officers and (iii) collection of datal 
information from State Registering Officers, land requisitioning autho-
rities, succession courts etc. for use in direct taxes assessments. Government 
have also stated that as and when cases of non-compliance with the instructions 
come to the notice of the Board suitable communications are sent to the held 
officers or further instructions are issued, wherever considered necessary. 

4+ Referring to some illustrative cases of escapement of wealth tax, gift 
tax aDd estate duty due to lack of correlation among the various direct taxes 
assessments as brought out in the Reports of the C & AG for the years 1976-77, 
1977-78 and 1978-79. the Committee desired to know the reasons for such 
continuing failures inspite of the repeated recommendations of the committee 
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and instructions ons of the Board. The Ministry have stated that the malO 
reasons for the continuance of such lapses are :-

(i) pressure and rush of work 

(ii) varying human temperament; and 

(iii) non-availability of records of one Direct-tax say income-tax (be-
cause they are away to AAC, Tribunal, Internal Audit, Revenue 
Audit etc.) when the assessment taken up in hand is under another 
Direct-tax say Wealth-tax. 

4.5. The Ministry have added that with regard to the cases mentioned 
in Audit Report, the reasons have l en ascertained from the Commissioner 
of Income-tax concerned. These cases fall in the following four categories. 

(i) Cases in which audit objections have not been accepted by 
tl.e Department. 

(ii) Cases in which audit objections have been accepted but they are 
not of the nature mentioned in the audit para in question. In 
other words, they are not the cases where mistakes/omissions have 
occurred because of lack of corelation among various Direct-
Tax Acts or coordination amongst variou'l assessing officers. 

(iii) Cases where audit objections appear to be valid but omissions 
on the part of the assessing officers appear to be because of lack of 
appreciation of correct provisions of law etc. and because of lack 
of correlation/coordination as such. 

(iv) Cases in which omissions have taken place because of general reasons 
stated earlier viz., pressure/rush of work or lack of cautious 
and vigilant nature of the assessing officers. 

4.6. The Committee desired to know the steps being taken to overcome 
these continuing lapses. 

The Ministry have stated: 

"To some extent, the lapse attributable to the reasons given in reply 
is inevitable in the very nature of things. However, the Board 
vide F. No. 326/46/8C?wr dated 24-12-1980 have reiterated the 
earlier instructions on the point and have called upon the Com-
missioners of Income-tax to ensure that the contents of the relevant 
instructiors/circulars are strictly followed by the assessing officers. 
They have also been asked to instruct the Range lAC to see at the 
time of inspection whether the relevant instructions etc. are being 
followed or not." 

4.7. The Committee drew the attention of the Ministry to paragraphs 93 
(iv) and (vii) of the Audit Report 1976-77, 75.1 of Audtit Report 1977-78 and 
74(i) , ofthc: Audit Report 1978-79 which bring out failuretocollectdata/inior-
mation from state registration offices and to act on them to levy gift tax. In pur-
suance of these cases, the Board issued an instruction (No. 12']2 dated 3 August, 
J 979) to gather infonnation in respect of all transfers from the state registering 
offiCt:S involving direct taxes levy. The Committee enquired about the progress 
of work done in this direction. The Ministry have stated that the progress 
of work in pursuance of Board's instruction in respect of the Conunissloners of 
ncome-Tax from whom reports have been received, is as shown in the 
hart below: 
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4.8. In action taken note on paragraph I.12 of the 65th Report of the 

Committee (6th Lok Sabha) the Ministry had stated that the question of integ-
.- ration of returns of direct taxes would be considered alongwith the recom-

mendation of the Chokshi Committee in this regard. The Committee desired 
to know the decision of the Government in the matter. The Ministry have 
stated that the recommendation of the Chokshi Committee in para 11-40 of 
their final report was as under: 

"There are, at present, separate forms of returns prescribed under the 
different direct tax laws. We have considered the feasibility of 
integrating the returns of the different taxes. We are of the view 
that there will be no particular advantage in doing so. While 
the number of Income-tax payers is about 40 lakhs, the number of 
wealth-tax payers and gift-tax payers is very much less. Pres-
cribing a single return for all the taxes would only lead to waste of 
stationery and cause confusion in the minds of tax payers who may 
not be liable to wealth-tax or gift-tax." 

The Ministry in their note submitted to the Committee have intimated 
that the Government have decided that integratior. of the returns was not 
feasible. 

4.9. During evidence the Committee referred to para 4.12 of their 186th 
report (5th Lok Sabha) and enquired about the steps taken for better coordina-
tion among different officers and co-relation of assessments under different 
direct taxes. The Chairman, Central Board of Direct Taxes, replied: 

"The best way to co-ordinate is to take both the income tax and wealth 
tax assessments together, simultaneously. We have brought this 
to the notice of the assessing officers. Administratively, we have 
issued instructions that both the assessments should be taken up 
and disposed of together." 

The Finance Secretary added: 

"Our revenue from wealth tax is hardly Rs.65 crores whereas the 
income-tax and corporate tax bring us a revenue of nearly 
Rs. 3000 crores. As a result of the statutory stipulation, that the 
income tax and wealth tax assessments should be done simulta-
neously, if there is delay in finalising the wealth tax, that will 
hold up income tax assessments and the flow of revenue both to 
the Central exchequer and to the States whose share to the extent 
of 85 p.c. in income tax may be in jeopardy. We will have to 
examine the question carefully." 

4.10. In reply to a question whether the best way to ensure expeditious 
disposal of wealth-tax assessments would not be to make the period of limitation 
the same in both income-tax and wealth-tax assessments, the Chairman, Cen-
tral Board of Direct Taxes, stated: 

"The time limit is not the same. For Income-tax it is two years and 
for wealth-tax it is four years ........ In the case of wealth-tax, 



there would be more delay in completing the assessments because 
we have to send it to the Valuation Cell and all the procedures 
will have to be gone through. If it is to be the same, the time limit ~ 
of two years may have to be extended." 

4.1 I. The Committee desired to know since when the assessees in this case 
had been assessed to wealth tax, details of net wealth assessed, and wealth tax 
levied (year-wise). The Ministry have stated that assessees in these cases have 
been assessed to wealth tax since 1957-58. Details of net wealth assessed and 
wealth tax levied from assessment year 1957-58 to assessment year 1971-72 
are as under: 

Assessee Assessee 

'A' 'B' 

AJltt. Year Wealth Wealth- Wealth Wealth-

57-58 

58-59 

~ -6  

60-61 

62-63 

63-64 

64-65 

65-66 

66-67 

67-68 

68-6g 

6g-70 

70-71 

71-72 

assessed 

5,00,000 

5,00,000 

5,00,000 

5,00,000 

5,00,000 

5,10,000 

5,10,212 

5,19,212 

5,00,000 

5,00,000 

5,00,000 

5,00,000 

5.00,000 

5,00,000 

5.00,000 

tax 
:evied 

1,500 

1,500 

3,000 

3,000 

3,000 

3,100 

3,100 

2,192 

2,000 

2,000 

2,000 

2,000 

2,000 

2,000 

3,960 

assessed tax 
levied 

5,00,oco J,!'.(.o 

6,06,000 2,030 

6,06,000 +,c€o 

6,06,000 4,«(0 

6,06,000 4,c60 

6,16,000 4,060 

5,66,000 3,660 

5,75,212 2,752 

5,56,000 2,560 

5,56,000 2,560 

5,56,000 2,560 

5,56,000 2,560 

5,56,000 2,560 

5,56,000 2,560 

5,56,000 5,020 

The Ministry have added: 

"AU attained majority on 12-4-68. Upto the assessment year 1965-66 
the returns were filed by her natural guardian and father and sh; 
was assessed as minor. Returns for the assessment year 1966-67 
and onwards were filed by herself after she attained majority. 

... 



39 

"B' attained maJonty on 5-12-1970. Upto the assessment year 
1969-70, the returns were filed by his natural guardian and father 
and he was assessed ~ minor. Returns for the ao;sessment years 
1970-71 and onwards were filed by himself after he attained majo-
rity." 

4.12. The Committee desired to know how and when the assessees acquire d 
assets chargeable to Wealth Tax and weather there was any gift tax liability 
on such acquisition of assets. In reply, the Ministry have stated: 

"Both the assessees became liable to wealth tax because of the gift 0 
Rs. 5lakhs each received by them from Badi Rajmata on 17-[2-1952. 
The gift-tax Act was not in force at the relevant time. 

As far as 'B' is concerned it ~ been reported by the C.I.T. that inf 
addition to the cash gift ofRs. 5lakhs, he also received a bungalow 
as a gift from his father in the accounting year relevant to the 
assessment year 1958-59. The value of this bungalow was assessed 
at Rs. 56,000 in the wealth tax assessment for the assessment 
year 1971-72. It has been further reported by the CIT that as 
per the wealth tax records for the assessment year 1958-59, 'B' also 
held shares of Company Ltd., Nagpur, of the face value of Rs. 
50,000/." 

In a further note, the Ministry have stated: 

"Regarding the bungalow received by 'B' as a gift from his father, gift-
tax assessment was completed on 21-7-1962. 

The value of shares of. ......... Company Ltd. was taken at Rs. 
50,000 in wealth-tax assessments of 'B' for assessment years 1959-60 
to 1962-63. The shares were taken at the face value of 
Rs. 50,000 though in the return of wealth the asseHee had shown 
the vlue as nil on the ground that no dividend had been declared 
till date and the shares had no market value. The enquiries made 
by the Commissioner of Income-tax from the office of the Assistan 
Liquidator of the Company show that ..... mother and naturat 
guardian of 'B' transferred the shares to United Commercial Bank 
Nagpur on 30-7-1962 for Rs. 1626.65 only. 

'rhe assessee was a minor at the J elevant time and not in a position to 
throw any light on the source of acquisition of the shares. Fur-
ther, neither such information is available from the records of the 
assessee nor from the records of his father, .......... nor is the same 
available from his counsel. In any case, since the shares 0 
the face value of Rs. 50,000 as stated above, wer;: sold for abou 
Rs. 1626, the information does not seem to be much significance 

In slight modification of the reply sent earlier, it may incidentally be 
mentioned that, as per information received from the C.LT. the 
amount of Rs. 5 lakhs each was received by the assessees by 
virtue ofwiU dated 17-12-1952 ofB:u:ii-Rajmata (and not by way of 
gift from her on that date) which came into effect on her death 
in September, 1956." 
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4.13. Asked when the wealth-tax returns for the assessment years 1972-73 
to 1977-78 were due in the normal course, the Ministry have stated that the 
normal dates for filing the wealth-tax returns (the assessees wealth not in- -~ 

eluding the value of any asset held in any business or profession) for assessment 
years 1972-73 to 1977-78 were as under: 

19711-73 . (extended upto 31-7-1972 by 
circular No 88 dated 
19-6-1972) 

1973-74 . . 15-8-1973 (extended from 30-6-1973 to 
15-3-1973 by circular No. 

1974-75 

1975-76 

1976-77 

30-6-1974 

30-6-1975 

30-6-1976 

115 of 30-6-1973). 

1977-78 30-6-1977 

--4.14. It has been pointed o~i: by Audit ~i ~i o  the fact of non-sub-
mission of returns of wealth by assessees was brought to the rotjce of the De-
partment in December, 1977, it was seen (February, (979) that the notices calling 
for the returns of wealth had not been issued by the Wealth-tax Officer to the 
assessees even till then. The Committee enquired about the action taken by 
the assessing officer to call for the same. In reply, the Ministry have stated: 

'It has been reported by the Commissioner of Income Tax that the 
assessing Officer, after the receipt of audit objection, started making 
enquiries from the assessee's advocate ............ (with whom 
the assessees had deposited the amounts ofRs. 5 lakh each) and the 
I.T.O. assessing the firm ........ with a view to forming an idea 
about the assessees' wealth before issuing notices under Section 17 
of the Wealth-tax Act ...... these notices were issued on 
16-6-1979. " 

During evidence, the witness stated : 

"In 1977, the Audit pointed out mistake. Unfortunately, the Wealth 
Tax Officer did not straightway re-open or issue notices under 
Section 14(2) on the parties and call for returns of income.... • 
The position has been retrieved now in the sense that we have now 
issued notices under Section 17 and since then the assessments have 
been made." 

4.15. The Committee enquired about the system available in the Depart-
ment to call for returns where these are not received under Section 
14(1) of the Wealth-tax Act by the due date. In reply, the Mi-
nistry have stated: 

"The system available in the Department to call for returns where they 
are not received under Section 14(1) of the Wealth-tax Act by the 
due date, is to issue notice under section 14(2) of the Wealth Tax 
Act. 

No separate instructions for the issue of notice under section 14(2) 
of the Wealth-Tax Act have been issued. It would appear reasone 



41 

able, however, that Instruction No. 935 dated 17-3-1976 [F. No. 
225/49/75-11 (All)] relating to notice under section 139(2) of the 
Income-tax Act should apply to notices under section 14(2) of the 
Wealth-tax Act as well. As per the said instn...ction, notices under 
section 139(2) of the Income-tax Act together with the forms of 
letum of income may be sent in the first week of August to all 
such tax-payers who have not filed the returns of income volun-
tarily." 

4.16. Asked why no separate instructions have been issued under the 
Wealth Tax Act for the issue of notices to the assessees under section 14(2), the 
Ministry have elucidated : 

"The assessments both under the Income Tax and Wealth Tax are 
completed by the same assessing officer. The officers are supposed 
to be fully aware of what applies to notices under section 139(2) 
of the Income-tax Act, shall apply to notices under section 14(2) 
of the Wealth Tax Act as well." 

4.17. In reply to a further question, it has been stated that the Board are 
satisfied that instrutcion No. 935 applicable to income tax is taken by the 
field officers to apply to Wealth Tax also. The Ministry have further staled: 

"The failure to issue notice under section 14(2) of the Wealth tax Act 
is not due to any misappr ehension in the minds of the assessing 
officer that instruction No. 935 is not applicable to Wealth tax." 

4.18. The Committee desired to know when the pendency of the assessments 
for the asessment years 1972-73 to 19i7-78 was noted in the Blue Book of the 
~  officer. The Ministry have replied: 

"The pendency for the assessment years 1972-73 to 19i7-78 was noted 
in the Blue Book of the assessing officer on 16-6-1979. This was 
the date on which notices were issued under section 1 7 for the 
assessment years 1972-73 to 1978-79 and notice under section 14(2) 
for the assessment year 1979-80." 

In reply to a further question, the Ministry have stated that the pendency 
is not noted when the due date for filing voluntary returns is over. It is noted 
when notices under section 14(2). 17 of Wealth Tax Act are issued. 

4-19. The Committee enquired why a system had not been devised to keep 
watch on the issue of notices themselves. The Ministry have stated: 

"The Income-tax Officer, in the normal course of his duties, is supposed 
to issue notices under section 14(2) in all cases where returns under 
section 14(1) have not been received by due date. There has, 
obviously, been lapse on the part of the I.T.O. (s) in this case. The 
Inspecting Assistant Commisisioner is also supposed to look to 
this aspect during the course of his inspection. Apart from this, 
there does not appear to be any necessity for devising any system 
for this purpose." 
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+.21 The Committee enquired if penalty had been levied for delay in 
ti in~ w<."alth talC returns and non-p3.yment of talC in time on self assessments. 
[n reply, the Ministry luve stated that penalty proceedings under Section 
15B and 18 (I) of the Wealth TalC Act have been initiated in case of Assessee 
'A' for the years 1972-73 and 1973-74 and in case of Assessee 'B' for each 
of the years 1972-73 to 1980-81. The penalty proceedings have not been 
completed so far. 

4.22 Over the years the Public ACCOQDts ColDIDitteco, have beea 
emphasising· the need for proper corelation in the a88ellSlDeDtII 
made under various direct tas laws end coordJaadoa among the 
assessing authorities in the intereR"t of revenue. Panaaat to these 
recommendations, Government ha ve isS1led a series of iastnaedoas 
emphasising the need for (i) coordjnated assesSIDents UDder ctirect 
taxes in the same wat'd (ii) collaboration among varioup asseuiag 
officers and (iii) collection of data/information &Gm State agencies 
such as registering offices, land requisitioning authorities, succesmon 
courts etc. The Committee observe that iDspite of these repeatecl 
instructions, cases of the type mentioned iD the Audit paragraph C:GDti-
Due to occur and the objectives haw l"eDlaiaed aafaIfiJled. According 
to the Ministry, the attenuating circamstaaces u-e-prenure and such 
of work, varying h1Ullane temperament and non-availability of recorcls 
of one direct tax, when the asses5lDent taken up in hand u under 
another direct tax, say wealth tax, because these lDay have beep 
required by the AAe, ITAT, Internal Audit, Receipt Audit etc_ The 
Central Board of Direct Taxes have, however, reiterated the earlier 
instructions in December, Jg80 and have called upon the ComlllisBlonenJ 
of InCOIDe-tas to ensure that the contents of the relevant iastracti0D8 
circalars are strictly followed by the assessing officers. They have 
also been asked to iDstract the range lAC to see at the tilDe of m.. 
pection whether the relevant instructions are being followed or not. 

4-23 "The Committee find that the assessing offic:ers under the 
charge of all the CSIT have not so far gathered iaformatioa froID 
the State agencies regarding transfers of property in respect of which. 
details have to be obtained fnn:n the State registering offic:e8 etc. 
In respect of a few charges fnn:n which iaformatioa was receiftCl, 
it is seen that action is still to be initiated in maay cues land revenae 
still to be collected. The ColDIDittee wonld urge that the 
Central Board of Direct Taxes should obtain the reqaUke 
information on all CoIDIDissioaers of hu:olDe-tas and lay down 
defi1lite plan of action for cOIDpletioa of asseullleaU and colleetfon 
of revenue by a target date. The ColDIDittee are of the view that 
it is DOt enough for the Departlaeat to issue fresh iastraetioDB every 
tilDe sada faiIares COJDe to aotic:e. The Committee woaJcl urge that 
the lDoaitoriag sy8teID shoald be strengthened so that 8uitable actiGD 
can be taken against the defaulting officers and failal'H of this Idad 
are prevented in tilDe. 

* c.r. para 2.9 of 50th Report (5 LS) 
para 1.14 of 103M Report (5 LS) 
para 4.59 of 88th Report (5 LS) 
para I.8g of 118th Report (5 LS) 
para 5.32 of 119th Report (5 LS) 

304 LS-4 



+at As pointed out in the audit paragraph, the assesseES did Itot 
file any return of wealth Cor the assessment years 197.,3 to 1977-78 
aDd the Department could not detect this failure. This shows that 
the system of maintenance of initial records Hke Blue Book by the 
I188e8sing officers for watching the rendition of wealth-tax returns, 
completion of assessments and calling for the returns in wanting 
cases is defective. The Chairman, Central Board of Direct Tu:es 
lltated daring evidence that the best way to coordinate the incom&-tax 
aad wealth-tax assessments was to take up both the assessments 
sim1lltaaeously. Admjnjstrative instructions to this effect had. 
already been issued to the assessing officers. The Finance Secretary 
was of the view that it may not be feasible to make any statutory 
atipaJation in this regard in view of the Cact that any delay in finalising 
the wealth tax assessments will hold up income-tax asse ssments 
and the flow of revenue might be in jeopardy. 

4-aS The instant case shows that even though the Clmission on the 
part of assessees to file any return of wealth for the assessment years 
197"3 to 1977-'78 was brought to the notice of the Department by 
Audit in October, 1977 notices calling for returns of wealth had. not 
been issued by the Wealth Tu: Officer even as late as February, 1979. 
Since it bas not been possible for the Department to bring about nec&-
uary coordination in the disposal of income tax and wealth tax asess-
ments through admjnjstrative instructions, the Committee would 
recommend the am.endment of the Wealth Tu: Act to also provide 
for a period of a years (instead of 4 years as at present) beyond which 
the bar or limitation would apply. The Committee consider 
that simultaneous cliMposal of income tax and wealth tax assessments 
would be in the interest of revenue as well as the assessee. 



CIIAPTER. V 

INCORREaf COMPUTATION OF BUSINESS INCOME 

AJuJit Paraqraph 

5.1 In the assessment of a public lmUted company for the assessment year 
1973-74 compJeted in February 1975 a sum of Rs. 8,67,984 representing "pro-
vision for gratuity" was disallowed on the ground that it represented only 
'provision' and not actual payment to a gratuity fund. The deduction for the 
amount was, however, allowed in the assessment year 1974-75 on the basis of the 
actual payment to the gratuity fund. The gratuity fund constituted by the 
concern was approved by the Commisioner of Income tax in February, 1973 
effective from December 1972. The assessments for the assessment year 1973-74 
and 1974-75 were revised in Febuary 1977, allowing the provision mace fer gra-
tuity in the accounts of the assessee., Accordingly, t ~ provision of Rs, 8,f7,Sf4 
towards gratuity was allowed as adeduction in the assessment year 1973-74. 
The deduction already allowed for the gratuity payment in the assesscntt 
year 1974-75 was, not withdrawn resultingor the same amount in the for 
the same amount in the3-74aDd 1974-75 was, It same amount in the two 
assessment years, 1973-74 and 1974-75 resulting in short levy of tax of 
Rs. 5,01,259 in the assessment year 1974-75. 

5.2 While accepting the objection the Ministry of Finance have stated that 
the assessment in question has been revised and the additional demand of 
Rs. 5,01,259 has been raised and collected. 

[Audit Paragraph 22 (i) (a) of the Report of the Comptroller and 
Auditor General of India for the year 1977-78, Union Government 
(Civil), Revenue Receipt Volume II, Direct Taxes.] 

5.3 The Audit Paragraph points out that in the assessment of a public limited 
company, the same deduction was allowed twice for gratuity fund, once in au-
essment year 1973-74 on provision basis and again in assessment year 1974-75 
on actual payment basis. The Commission enquired how the mistake mentioned 
in the audit para had occurred. Explaining the position, the Ministry of 
Finance (Department of Revenue) have stated: 

"Mere provision towards gratuity was not allowable as deduction and, 
therefore, the Income-tax Officer, while completing the ~ff n ..t 

for the assessment year 1973-74 on 18-2-1975, had ctisallowed a sum 
of Rs. 8,67,g84/-which represented the provision towards gratuity. 
However, this provision was allowed in the assessmcntyear 1974-75 
on actual payment basis in assessment under section 143(3) 
complstedon 22-2-1975, subsequently, theassessee company cOlllplied 
with the rovisions pofsection 4OA(7) of the I.T. Act, 1961 and theCIT 
granted approve! to the fund with effect from December, 1972 as a 
result of which the provisions disallowed in 1973-74 became allowable 
under section 155 (13) of the . ~ Act When the ITO paJSed orders 
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under section 155 (13) on 25-2-1977 for 1973-74 and also for 1974-75 
assessment years, he should have disallowed Rs, 8,67.9B4/-in assess-
ment year 1974-75 which had been allowed on actual payment basis 
as now the allowance was being given on provision basis. Since the 
ITO failed to do so, the same deduction was allowed twice; 
once in 1974-75 on actual payment basis and again in 1973-74 on 
provision basi&." 

5'4 Asked whether the mistake occurred on account of any lacuna/ambiguity 
in the relevant provisions of the law, the Ministry of Finance (Department of 
Revenue) stated that the mistake occurred on account of human failUle due 
to over-sight. 

5.5. In reply to question whether the assessment in this case was checked 
by the Internal Audit, the Ministry of Finance (Department of Revenue) 
have stated: 

"The internal Audit Party checked the original assessment on 10-12 
1975 and the revised assessment under section 155(13) on 15-9-1977. 
The above mistake was not pointed out by the Internal audit 
party at any stage." 

5.6 The Committee desired to know the date on which local audit was 
ronducted and the date on which the Report of local audit was received by the 
Department. The Ministry of Finance (Department of Revenue) have stated 
that local audit was conducted on 22-8-1977 and the local audit Report was 
received by the Department in January, 1978. 

5.7 Asked when the original assessments were completed and when 
they were revised. the Ministry have stated, that the assessments for years 
1973-74 and 1974-75 were completed on 18-2-1975 and 22-2-1975 respec-
tively. Revised assessments for both the assessment years were completed on 
:25-2-1977. 

5.8 The Committee enquired if the Commissioner of Income-Tax 
bad seen any ~  accepting the objection to the Accountant General con-
cerned. The Mmistry have stated that a reply was sent by the CoIIlIIlimlioner 
of Incom::-tax Coimbatore on 23-10-78 accepting the Audit objection. The 
~  !Ilittee ~ e. however. been informed by the Office of the C & AG that the 
crT's reply was not received by local audit. 

5.9 When asked ho w much time was taken by the Department in recti. 
fying the mistaIa:s, the Ministry of Finance (Department of Revenue) have 
stated : 

"The rectification order ujs 154 was passed on 22-11-1978, a little over 
one year after acknowledging the aUdit objection in 4-'0-77 

• and. the additional demand ofRs. 5,01,260/-also stands collected on 
13-12-1978." 

5.10 Asked what safeguards the Board propos ed to take to avoid recurrence 
0[' . ~ ~e  in computation of business income as had happended in the present 
c:ue, the Ministry of Finance (Department of Revenue) stated : 

,; Though the mistake pointed out above has occurred due to over-sights 
in an individual ca'Je, the Board are issuing suitable instructions. 
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for correlation of the assessment of one year with that of another 
year where there is an adjustment of figures which are connected 
with each other." 

5.1 I Instruction No. 1358 dated 20 September, Ig80 issued on the subject 
1S reproduced in Appendix. 

5.12 In reply to a further question whether any instructions had been 
is>u,;d that :l'.ldit objections should be attended to promptly and rectificatory 
action taken ill the interest of revenue, the Ministry of Finance (Department 
of Revenue) have stated in a note that the fo o~ instructions have been iss ued 
from time to time: 

Instruction ~o. 612 dt. 7-9-1973 

Instruction No. 828, dt. 24-2-1975 

Instruction ~o. 1046, dt. 15-3-1977 

Instruction ~o. 1176, dt. 16-5-1978 

).13 \ ;:",tt"n of ~e e:ti e con,trol in relation to audit objections Wal 
in:: . ~d ~ early as in February 1975 vide Instruction No. 828, dt. 24-2-1975. 
r.t'! ~ 11  C,)'Tl:nissioners are personally responsible for careful exa-
:n;:l'lti'ln .m:! isme oC instructions to Income-Tax Officers on the most 2fpro-
p-iate ~ di  action to be taken within a month of the receipt 0 the 
loeal audit Report in regard to audit objections involving revenue of Rs. 25,000/-
or more in Income Tax/Coorporation Tax cases and Rs. 5,000 or more in other 
Direct Taxes cases. Similarly, in regard to audit objections involving revenue 
between &S. 10,000/-and &S. 25,000/-in Income-tax I Corporation tax cases 
and between &s. 4,000/-and &s. 5,000/-in other Direct Taxes cases the Range 
Inspecting Assistant Commissioners have bren rrade ~f n i  for i~ in

similar instructions to the Income-Tax Officers within the said period of a 
month. Subsequendy, a study made by the Director of Inspection (IT 
and Audit) indicated that the instructions were not being followed strictly. 
It was also noticed that in a fairly large number of cases of objections involving 
considerable revenue, remedial action had been unduly delayed although the 
mistakes pointed out were obvious- The instructiom were, therefore, again 
reiterated in March 1977 (Instruction No. 1046) and made applicable to 
objections raised by internal audit also involving substantial revenue. 

5-'4 The Committee Dote that the mcolDe--tax 0fIic:er, wlUle 
co mpleting the assess meat of a pDblic limited COIDJIIUlY for tile 
a991!!1Smeat year '973-'14 on 1a..1!J75, had ctiuDowed • a1IIIl of Ita. 
8,67tt84J- 011 the gronnd that this am.oant represeuted tile pro-
vision towards gratiuity. However the amount wa' aDowed in the 
assesslDeat year 1974-'15 on ac:taa1 paym,ent basis iD the aBseument 
completed 011 2!l+1975. Subsequently, the auessee COlD ... ,.. 

compHed with the provisions of Section 4OA(7) of tile lac:ome Tas 
Act, 1,&1 and the IncoJDe-tu: CoIDJIIis&ioaer granted .JlPinaJ to tile. 
faad retrospectively with the reaaIt that the proviIdoD for pataky 
wbiell was disallowed earlier became aDowab1e. 'I'hereIon tile 
asse.smeat8 for asseulDflllt years 19'13-'14 aad 197f-'15 wen recdfied 
aad neceu&ry orders iuaed ia February 1977. While puefng tJae.e 
orders, the lacoJDe-tu: 0tIic:er did DDt rectify die .... lIIIleat for 
the assessm.eat year 1974-'15 witbdrawiag tile cIedactJGIa of ... 
8,67,9fI4/-aOowed ia that year 011 aetaal pa)'IDeat"'. Due te 



tlais r"Ullr e OD the pari of the IaCOIDe-tas Officer, the &aIDe aIDoaD.t 
t~ :  daillctell twice, once in assesSIDeat year 1973-74 on provision 
basis aad apin in asses.IDent year 1974-75 on actual paym.ent basis. 
~ Mhllstry's ~ te tio  is that the m.istake occurred on accomd 
orlmm.an fa.Uare due to oversight. 

5-15 The Com.m.ittee find that the case was not detected by Ia-
terna1 Audit at any stage and that it took a little over one year to 
UIhIe the rectification order after accepting the audit objectiC:D. 

5-16 It U a m.atter or regret that audit objections are Dot being 
atte.llllell to especlitiously inspite or the fact that specific instructions 
have been issued by the Central Board of Direct Taxes &olD tUne to 
tUne whereby the Com.m.issioners of IncoDle Tax have been m.ade 
peraonally responsible for carefully examining and issuing necessary 
Instractions to ITOs in cases where substantial revenue is involved. 
On a large nUDlber of cases reDledia1 actions have be(.n unduly deJa}Ed 
althoagh the mistakes pointed out by audit were obvious. 'Ihe 
Com.m.ittee would like to eDlphasise that Audit objecticns d:c1l1d 
be given. proIDpt attention. 

5.1, The case IDeationed in the audit paragraph provides yet 
another instance of the failure of the assessing officers to correlate 
the aSSe8sm.ent of one year with that of another when there is an ad-
j...aneDt or figures which are connected with each other. That 
the m.atter escaped the notice of the internal audit also indicates the 
casual manner in which such audit is conducted. Had the m.istake 
not been detected by the Receipt Audit, the Exchequer would have 
heeD put to 1088 of revenue to the extent of over Rs. 5 Iakhs. The 
Com.mittee consider that there is need f.or internal audit of toe depart-
mODt to !be more vigilant in such cases. 

5.111 TJae C()IDlDittee consider that IDere issuing or instructions 
by tlae BlJaTd. would not be of IDuch avall in im.proving the situation 
UDie .. S the .,seuing officers as well as the supervisory officers are 
ID. i e to realise that IDistakes of this nature, if repeated, would be 
takea aerioas aote o£ The Com.m.ittee would like to be appriaed 
of the actiaa taken by the Goveram.ent in the light of the abOve 
observation&. 

~16  IgBl 

C1IaiIra.z6 1903 (Saka) 

CHANDRAJIT YADAV, 

Chaimum, 
Public Accounts Onnmittu 
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APPENDIX IV 

(flide paragraph 3.33) 

Cop:: of D.O. No. 2ol/ISI/8o-ITAII dated 8-10-1980 from the' 
Chairman, C.B.DT. to all CoIl'JIliss:oners of'Incorr.e Tax. 

Sub : Re-opened and set-aside assessments relating to assessment year 
1970-71 and earlier years -completion of-

The law does not lay donw any, time· limit COl' completion of assessments 
relating to Assessment Year 1970-71 ; and earlier' years which have been re-
opened under section 146 or set aside uader sections 251,254,263 and 264 and 
have to be remade. The Board have issued instructions, from time to time 
in order to ascertion the correct pendency of such e ~ ent  and in order 
to expedite the completion thereof. These instructions are : 

(i) Circular No. 19-P (V-68) dated 15-1O-1g68 ' 
(ii) Instruction No. 51 I dated 22-2-1973 
(iii) Instruction No. 696 dated 20-5-1974 
(iv) D.O. No. 2ol/lol/75-ITAII dated, I-l0-75 
(v) D.O. No. 201/IOI/75-ITAII dated 30-3-76 
(vi) F. No. 201/52-78-ITAII dated 23-8-78 
Briefly, in these instructions the, Commissioners were asked to 

look into the reasons for pendency, and to plan, control and watch 
the progress taking action against those who are not following these 
instructions. Administratively, a time limit of 2 years was laid 
down and observations of the PAC and the Court were referred to.. 
Attention was drawn to se:!tions· 144A and 144B introduced rrom 
1st January, 1976 whereunder the lACs could be associated with 
such assessments· Later on, the completion of such assess-. 
ments was given priority and formed a part of the Action PlaDs 
for the years 1978-79, 1979-80 and 1980-81. According to the Action 
Plan fOr the 1980-81, 75 per cent of'these assessments pending as 
on 1st April, 1980 have to be completed during the current year_ 
In order to monitor the progress thereof, the Monthly Telegraphie 
Report CAP-II has been modified as per D.O. letter F. No. 17111. 
OD-DOMS dated the 3rd October, 1980 issued from the DOMS aDd 
the following columns have been' added in the Telegraphic ~: 

,. 

"11. Total no Of assessments relating to 19'70-71 and earlier 
years reopened or set aside by virtue of orders under 
section 146, 251, 254, 263 and 264 Passed' before 1st April. 
1980 and pending as on 1st April, 1980. 

12. Total no of assessments relating to 1970-71 and earlier 
years reopened Or set aside by virtue of orders uts I. 
251, 254, 263 and 264 passed on or after 1st April, 1980,. 
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13. Disposal out of number of II upto end of month. 

14. Disposal out of number 12 upto end of month". 

2. The history regarding the progress of these assessments shows a most 
unsatisfactory state of affairs . The pendency has not been correctly recorded 
and many assessments are yet pending. Fi!,'lll"es of pendency of such assesscments 
whcih have been reported from year to year as seen from the Reports of the 
C&AG are as undcc :-_._---------------" 

---------------------------------------u/a 146 3115 IgSg 1880 2164 

u/s 263 Go 169 385 249 
u/s 251 4047 3344 3039 

u/s 254 82g 697 681 554-

TOTAL gg86 6go2 62go 6106 

------... --------------
The pendency shown uJs 146has gone up in the year ending 31-3-79 from 

1880 to 2164. Similarly, the pendency u/s 263 has gone up from 169 to 385 in the 
year ending 31-3-78. This is a clear indication that no care has been taken to 
report the figures correctly as, normally, the pendency should not go up. ?oS 
compared to these figures, pendency of such assessments as per the 
Review of Central Action  Plan Performance for the quarter ended. 
31st March, 1980, was 23426. This is totally out of tune with the other set of 
~ e  and needs a careful checking up. This possible that some ITOs. have 
mcl:uded the pendecy relating to assessment years subsequent to 1970-7J m the 
ActIon Plan report thus resulting in this large difference. A careful check has to 
be made. With a view to ensuring that the pendency is correctly recorded, steps 
should be taken to see that all such cases are brought on record and the correct 
pendency shown in the Telegraphic Report CAP-II for the month of November, 
1980, which is to be sent in the month of December, 1980. For verification of 
the e tne~  of entries various sources could be referred to, e.g. blue books, 
Registers of reopened and set-aside assessments transfer memo forms and appeal 
~511 ~ . S t.tc. A demarcation as at 1-4-80 has been made so as to prevent varia-
twn m the CAP-II and Action Plan reports. Any variation in the CAP-II 
reFolts afler November, 1980, must be explained in a letter from you to Member 
(IT). Further, care should be taken to see that correct figures as on 34-3-80 
ale JtFGIt(d to the C&AG for their I97g-80 Report. Thus, the figures ~ d be 
the fame at three places i.e. (i) Talagraphic Report CAP-II (ii) ActIon Plan 
for I SSO-SI. and (iii) Statistics for ~ -  furnished to C&AG. 

3. Since this is a velY important field of work wherein in spite of reapeatcd 
ir.stJllctiOns the pendency stilI continues, sit is desired that you should get per-
sor-ally involved, and have a constant watch over the matter. A review" should 
be made by you every month at the time of sending the .Telegrap!llc .~ - 1 
ReFoJt and the progrrss should be so arranged as to achieve well m tune the 
target of 75 per cent laid down in the ~  Action Plan. Copies of the re-
vit.ws made should be endoned to Member (IT) and Zona! Members. 

Receipt of this letter may please be acknowledged tc 8hri M.K. Pandey, 
:Secretary, CBDT. 



Al'PEN'rIXV 

(Vide Paragraph 3.337) 

Cop.y ofD.O.F. No. 201 {151/8o ITA-II. dated 22-1-81 from chairman 
C.B.D.T. to all COlIlJIlissioners of Income-tax 

During the recent meeting of the Public Accounts Committee the Depart-
ment had to face severe criticism from the members of the PAC regarding the 
large number of iIet-aside and m-opened ~e enn for the assessment year 
1970' 71 and earlier years which are still pen in~. The Board have been issuing 
instructions from time to time regarding the disposal of these ~ e ent  but 
the field formations have not complied witlt these imtructiom with the result 
that the number of such assessments which ~ pendin'! is quite ht'ge. Sht'i Avtar 
Siagh. in his D.O. letter dated 8th October 130 had ~::d the C) n ni,ioners to 
take stock of all pending e ~nt  of this type. It is seen that .~ a result 
more such assessments are shown as pending. As on 30th November, 1980, 8804 
U8eSSments ar-e pending. It is also seen that about half of these assessments are 
pending for more than 5 years. 

2. The pendency of so many ~ ent is indefemible. The PAC has 
been promised that all these assessments will be liquidated by 31St March, 
1982. I have, therefore, decided that I should personally keep a watch over tht" 
progress ·ofthiB work. A time-bound programme for the disposal of 
these assell5IIlents by 31-12-81 should be drawn up by each Commissioner an.d 
sent to me. Each LAC. and Commissioner of Income-tax should have in thelr 
per.iOnal custody a list of such cases pending in their respective cha.t:ges. They 
should review the disposal of these UIetISIDCDtS every month. The CommissioDen 
should forward to me (by name) thek monthly review so as to reach. me by the 
20th of the month following the moDth reviewed. A Copy of the Teview shoulli 
be sent b;) member ~ as woK as the ZoDal M-ember. If t.Ae programmecal1Dot 
be adhered to any month, detailed reasons therefore should be brought to my 
_ciee. 

g. I have suggested that the programme should be so drawn up that all 
these 8.BSeIBDlents al'edisposed of by 31-lZ-lgS1 so that iffM a1\y unforeseen rea-
_lIOIIle allIeIIIIlents could not be completed by this date they can be disposed 
of -bei>re 31-g-8lZ which is the date which has Geen promised to the P.A.C. 

4. In drawing up the time-bound programme, care should be taken to see 
that as many assessments as possible are disposed of during the current financial 
year. 

5. If after a physical verification of the files, it is seen that some of' t ~ P ~n
~ a""""lJ:Dent are nOt accounted for in the statistics such cases should also 
ge accounted for and the statistics revised accordin«ly. 

6. It is iml-'ctioe th4t suck csscsmmts." dislJosdof by 31- - 9~ . Commi 
ssionen are therefore. requested to devote their personal attentiolU to this work 
IIObt the ~e ~ dDposal can be adAered to. 
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APPENDIX VI 

(Vide para 5.11 of the report) 

copy of Ins ruction No. 1358, dt. 20.9.80 from C.B.D.T. '0 all 
Commissioners of Income-Tax 

SUbject :-Correlation of assessment of one assessment year with that of 
another assessment year-Application ofprovisioAS of law in two years 

connected with each other-Instructions regarding 

Recently in the case of company which has come to the notice of the 
Board, as pointed out by the Revenue Audit, the Income-tax officer disallowed 
the provision for gratuity to a fund which had not so far been approved in the 
assessment year, 1973-74 but allowed 'be payment to lhe fund in lhe 
immediately succeeding year, i.e .. , assessment for 1974-75 on actual 
payment basis. Subsequently, the assessee company complied with the pro-
visions of section 40A (7) of the Income tax act and gratuity fund 
was approved by the Commissioner of Income-tax retrospectively) 
with the result the provision for gratuity become allowable in 1973-74. The 
assessment for assessment year 1973-74 was, therefore, rectified u. .. ·1der 
section 155(13) of the Income-tax Act, 1961 and the claim was allowed ill 
that vear.The Income tax Officer, however. failed to withdraw the deductions 
allowed in 1974-75 on actual payment basis: This resulted in the mistake oftb.e 
same amount being allowed twice, once in Assessment year 1973-74 on prO!-
vision basis and again in Assessment year 1974-75 on actual payment basi&. 
The mistake was also not detected by the Internal Audit Party although tie 
orders had been audited by the party. 

2. The Board would emphasise the need for a very careful examination of the 
effect of an adjustment of this nature which involves more than one asseameJlt 
year. There should be a proper correlation of the assessment of one year witlr that 
of another year when there is an adjustment offigures which are c:onncded 
with each other. Internal Audit Parties should keep this aspect in view spe-
cifically when auditing assessment and/or rectificatory orders. 

3. These instructions may please be brought to the notice of all the 
Income tax Officers working in your charge. 
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t
he
 
ne
ce
ss
it
y 
fo
r 
c
o
m
pl
et
i
n
g 
al
l 
pe
n
di
n
g 
se
t 

as
id
e 
as
se
ss
me
nt
s 
wi
t
h 
ut
mo
st
 
e
x
pe
di
ti
o
n.
 
T
he
 
Cs
 
II
 w
er
e 
a
b
o 
as
ke
d 
to
 

fi
nd
 o
ut
 
w
he
t
he
r 
(a
) 
t
he
re
 w
as
 
a
n
y 
st
at
is
ti
ca
l 
re
c
or
d 
of
 a
ss
es
s
me
nt
s 
pr
i
or
 
t
o 

as
se
ss
me
nt 
ye
ar
 
19
71
-7
2 
se
t 
as
id
e 
pe
n
di
n
g 
di
sp
os
al,
 
(b
) 
if
 s
o, 
t
he
 t
y
p
e 

of
 n
:c
or
d 
t
ha
t 
wa
s 
be
in
g 
ma
i
nt
ai
ne
d 
a
n
d 
t
he
 
c
o
nt
r
ol
 t
ha
t w
as
 
be
i
n
g 
ex
er
ci
se
d 

(c
) 
t
he
 d
et
ai
ls
 
of
 a
n
d 
re
as
on
s 
fo
r 
t
he
 p
e
n
de
nc
y 
of
 
th
es
e 
as
se
ss
me
nt
s 
as
 
o
n 

da
te
 
a
n
d 
(d
) 
w
ha
t 
f
ur
t
he
r 
ti
me
 t
he
y 
e
x
pe
ct
e
d 
t
o 
ta
ke
 i
n 
ge
tt
i
n
g 
t
he
 a
ss
es
s-

me
nt
s 
co
mp
le
te
d. 

T
he
 
C
o
m
mi
tt
ee
 
fi
nd
 t
ha
t 
t
he
 
po
si
ti
on
 
ov
er
 
t
he
 l
as
t 
si
x 
ye
ar
s 
si
nc
e 
th
es
e 
i
ns
tr
uc
-

ti
on
s 
we
re
 
is
su
ed
, 
ha
s 
if
 a
n
yt
hi
n
g,
 
on
ly
 
de
te
ri
or
at
e
d.
 
A
pa
rt
 
fr
o
m 
t
he
 f
ac
t 

t
ha
t 
t
he
 p
en
de
nc
y 
of
 s
uc
h 
as
se
ss
me
nt
s 
ha
s 
be
e
n 
go
in
g 
u
p 
as
 
sh
o
wn
 
a
b
o
ve
, 

ev
en
 
t
he
 
co
rr
ec
tn
es
s 
of
 t
he
 
n
u
m
be
r 
of
 
su
ch
 
pe
n
di
n
g 
ca
se
s 
is
 a
 
ma
tt
er
 
of
 

do
ub
L 
T
h
e 
Mi
ni
st
ry
 
ha
ve
 
i
n 
t
he
ir
 
ci
rc
ul
ar
 
le
tt
er
 t
o 
Cs
 
II
 d
at
e
d 
8 
Oc
t
o
be
r,
 

19
80
 p
oi
nt
ed
 
o
ut
 
t
ha
t 
"t
h
e 
pe
n
de
nc
y 
ha
s 
n
ot
 
be
e
n 
c
or
re
ct
l
y 
re
c
or
de
d.
 
T
h
e 

5:
. s

ho
wn
 U
Qd
er 
~
t
i
o
n
 1
46
 h
al
 c
o
me
 u
p 
in
 t
he
 y
ea
r 
e
n
di
n
g 

31
~3

-~
97

9 
J8
00
 
t
o 
21
64
. 
Si
mi
1a
rl
y, 
th
e 
pe
n
de
nc
y 
u
n
de
r 
Se
ct
i
o
n 
26
3 
ha
S 

~
e
 

u
p 

.
6
9 t
o 
38
5 
in
 t
he
 y
ea
r 
el
\r
li
ng
 3
1-
3-
19
78
. 
Th
is
 
is
 a 
cl
ea
r 
i
n
di
ca
ti
o
n 

t
n.
t 
no
 
c
a
n 
ba
s 
be
e
n 
~
e
n
 t
o 
re
p
or
t 
t.
 he
 
fi.
su
r . e
s 
ca
rr
ec
.t
ly
, 
as
 
n
o
n
na
ll
y,
 

t
he
 ~
 3
ho
ul
d 
D
Qt 
~
o
 ,-
po
 
As
 

:
o

~
 
t
o 
th
es
e 
fi
gu
re
$, 
t
he
 p
e
n
de
nc
y 

qf
 ~
t

 a
ss
MS
me
nt
s 
as
 
pe
r 
t
he
 

e
i
~
 o
f 
Ce
nt
ra
l 

~
o

 P
la
n 

~
n
n
~
n

f
 

~
 



20
 
3.
+
7 

Do
 

2
1 
3.
4
8 

D
o 

2
2 

3
g
4
9 

D
o.
 

t
or
 t
he
 
q
u
at
t
er
 
e1
'\
dt
d 
31
 
Ma
rc
h,
 

19
&o. 
wa
s 
23
.-
42
b. 
nu
s 
is
 t
Ot
a1
lx
 o
~t
ot

 
t
u
ne
 Wi
t
h 

t
~
 
ot
he
r 
se
t 
of
 
fu
ru
re
s 
a
n
d.
 n
ee
ds
 
a 
ca
re
f
ul
 
c
he
c
ki
n
g 
ti
p.
' 
1'
hc
 

Cl
Wr
n\
a
n,
 
Ce
nt
ra
l 
Bo
at
d 
of
 D
ir
ec
t 
 T
a
xe
s 
a
d
mi
tt
e
d 
i
n 
e
vi
de
nc
e 
t
h
at
 n
al
l 

th
es
e 

t
ti

ti
~ 
ar
e 
wr
o
n
g.
" 

T
h
e 
C
or
nt
ni
tt
ee
 
de
si
re
 
t
ha
t 
t
he
 
Co
m
ms
si
on
cr
s 
of
 I
nc
o
me
 T
a
x 
s
h
o
ul
d 
be
 
as
ke
d 

n
ot
 
on
ly
 
t
o 
e
ns
ur
e 
t
h
a 
t
he
 
re
le
va
nt
 
re
gi
st
er
s 
ar
e 
c
o
m
pl
et
e
d 
i
n 
al
l 
re
s
pe
ct
s 

hy
 a
 
ta
r
ge
t 
da
tt
", 
b
ut
 t
he
y 
s
h
o
ul
d 
al
so
 g
et
 
t
he
m 
c
he
c
ke
d 
a
n
d 
u
p 
da
te
d 
pe
ri
o
di
-

ca
ll
y 
sa
y, 
at
 l
ea
st
 o
nc
e 
i
n 
t
hr
ee
 
tn
ot
it
hs
 s
o 
t
ha
t 
t
he
 d
is
po
sa
l 
of
 s
uc
h 
as
se
ss
-

me
nt
s 
c
o
ul
d 
be
 
ca
re
fu
ll
y 
m
o
ni
t
or
e
d.
 

G
o
ve
r
n
me
nt
 
ha
d 
st
at
e
d 
i
n 
a
n 
ea
rl
ie
r 
re
pl
y 
t
ha
t 
as
 
o
n 
30
 
N
o
ve
m
be
r,
 
19
80
 
o
ut
 

of
 a
 t
ot
al
 
n
ur
t\
be
r 
of
 6
8
0
4 
pe
n
di
n
g 
re
o
pe
ne
d 
a
n
d 
se
t 
as
i
de
 
I1
8S
eS
Sn
'1
mts
 r
el
at
i
n
g 

to
 

~
t
 y
ea
r 
19
70
07
1 
a
n
d 
ea
rl
ie
r 
ye
ar
s, 
26
32
 
we
re
 
pe
n
di
h
g 
fo
r 
le
ss
 

"::
! 

t
ha
n 
t
w
o 
ye
ar
s, 
2
0
3t
 
e
~
 p
e
n
di
n
g 
fo
r 
be
t
we
e
n 
t
wo
 t
o 
fi
ve
 
ye
ar
s 
a
n
d 
4
15
0 

we
re
 
pe
n
di
n
g 
fo
r 
o
ve
r 
fi
ve
 
ye
ar
s.
 

T
h
e 
C
o
m
mi
tt
ee
 
t
h
us
 f
in
d 
t
ha
t 
u
ve
r 
4
7
% 
of
 
t
he
 
pe
n
di
n
g 
se
t 
as
i
de
/c
a
nc
el
le
d 

as
se
ss
me
nt
s 
of
 
19
71
-7
2 
a
n
d 
ea
rl
ie
r 
ye
ar
s 
we
re
 
m
or
e 
t
h
a
n 
fi
ve
 
ye
ar
s 
ol
d 

a
n
d 
2
3
% 
we
re
 
be
t
We
en
 
t
wo
 
t
o 
fi
ve
 
ye
ar
s 
ol
d 
w
hi
c
h 
cl
ea
rl
y 
es
ta
bl
is
he
s 
t
h
a t
 

t
he
 a
d
mi
ni
i.
tr
at
i
ve
 
ti
me
 l
i
mi
t 
of
 
t
wo
 
e
~
 
ha
s 

~
~
n
e
d
.

e
 o
n 
pa
pe
r.
 

T
h
e 
C
o
mi
mt
te
e 
ha
ve
 
b
e
e
n 
as
su
re
d 
t
ha
t 
hi
g
he
st
 
p
n
o
nt
y 
WIl
l 
n
o
w 
be
 
ae
c
or
de
 

to
 t
he
se
 a
s
s
ei
I
ml
e
nt
li
 
a
n
d 
t
ha
t 
mo
st
 
of
 t
he
se
 c
as
es
 w
o
ul
d 
b
e 
c
o
m
pl
et
e
d 
b
y 
19
81
-8
2. 

't
h
e 
C
o
m
mi
tt
ee
 
w
o
ul
d 
e
x
pe
ct
 
t
he
 B
oa
r
d 
t
o 
ke
e
p 
cl
os
e 
wa
tc
h 
o
n 
t
he
 
di
s
p
os
al
 

of
 t
he
se
 
as
se
ss
me
nt
s 
t
hr
o
u
g
h 
pe
ri
o
di
ca
l 
re
p
or
ts
, 
o
n 
t
h
e 
s
p
ot
 
i
ns
pe
ct
i
o
ns
 e
tc
. 

wi
t
h 
a 
vi
e
w 
t
o·
 e
ns
ur
i
n
g 
t
h
at
 t
he
 
ba
c
kl
o
g 
is
 c
le
ar
e
d 
b
y 
t
he
 r
ev
is
ed
 
ta
r
ge
t 

da
te
. 
Pe
ri
od
ic
al
 
re
vi
e
w 
me
et
i
n
gs
 
s
h
o
ul
d 
b
e 
he
l
d 
t
o 
as
se
ss
 t
he
 p
ro
gr
es
s 
ma
de
. 
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3.
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3.
5
2 

!l
 

3 

Mi
ni
st
r
y 
of
 
Fi
na
nc
e 
(
De
pt
t.
 

of
 R
e
ve
n
ue
) Do
. D
o.
 

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

4 

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

I
n 
th
is
 c
o
n
ne
ct
i
o
n,
 
t
he
 
C
o
m
mi
tt
ee
 
w
o
ul
d 
al
s
o 
li
ke
 t
o 
p
oi
nt
 o
ut
 t
h
at
 t
h
e 
B
oa
r
d 

ar
e 
su
rp
ri
si
ng
ly
 
e
n
o
u
g
h 
n
ot
 
a 
i
n 
p
os
it
i
o
n 
t
o 
i
n
di
ca
te
 
h
o
w 
ma
n
y 
re
o
pe
ne
d 

a
n
d 
se
t 
as
id
e 
as
se
ss
me
nt
s 
ha
ve
 
be
c
o
me
 
ti
me
-
ba
rr
e
d.
 
T
h
e 
C
o
m
mi
tt
ee
 

re
q
ui
re
 t
ha
t 
th
is
 i
nf
o
n
na
ti
o
n 
sh
ou
ld
 b
e 
ga
t
he
re
d 
wi
t
h
o
ut
 
de
la
y 
a
n
d 
f
ur
ni
s
he
d 

to
 t
he
m.
 
It
 s
ho
ul
d 
al
so
 
b
e 
e
ns
ur
e
d 
t
ha
t 
pr
i
or
it
ie
s 
ar
e 
dr
a
w
n 
u
p 
i
n 
s
uc
h 
a 

ma
n
ne
r 
t
ha
t 
ca
se
s 
a
b
o
ut
 
t
o 
ge
t 
ti
me
 b
ar
re
d 
ar
e 
di
sp
os
ed
 
of
 
we
ll
 
i
n 
ti
me
 s
o 

t
ha
t 
t
he
 
in
te
re
st
s 
of
 
re
ve
n
ue
 
d
o 
n
ot
 
su
ff
er
. 

As
 
ea
rl
y 
as
 
i
n 
A
pr
il
 
19
75
, 
t
he
 
B
oa
r
d 
ha
d 
i
n 
a 
ci
rc
ul
ar
 
le
tt
er
 
de
pr
ec
at
e
d 
t
he
 

i
nc
re
as
i
n
g 
te
n
de
nc
y 
o
n 
t
he
 p
ar
t 
of
 t
he
 A
A
Cs
 
t
o 
ta
ke
 r
ec
o
ur
se
 t
o 
se
tt
i
n
g 
as
i
de
 

as
se
ss
me
nt
s. 
es
pe
ci
al
ly
 
c
m
pl
ic
at
e
d 
on
es
, 
at
 t
he
 fi
rs
t 
a
va
il
a
bl
e 
o
p
p
or
t
u
ni
t
y.
 

T
h
e 
ci
rc
ul
ar
 h
a
d 
p
oi
nt
e
d 
o
ut
 
t
ha
t 
"s
uc
h 
ac
ti
o
n 
is
 a
pt
 t
o 
b
e 
mi
s
u
n
de
rs
t
o
o
d 
as
 

ei
t
he
r 
un
wi
ll
in
gn
es
s 
o
n 
t
he
 
pa
rt
 
of
 t
he
 A
A
Cs
 
t
o 
ta
ke
 d
ec
is
io
ns
 
or
 
e
ve
n 
m
or
e 

se
io
us
ly
 a
s 
i
na
bi
li
t
y 
t
o 
ta
c
kl
e 
is
su
es
 p
os
ed
 
i
n 
a
p
pe
aI
."
 
It
 w
as
 
f
ur
t
he
r 
p
oi
nt
e
d 

o
ut
 
t
ha
t 
"
a 
se
t 
as
i
de
 
as
se
ss
me
nt
 
w
o
ul
d 
ca
us
e 
it
s 
o
w
n 
c
ha
i
n 
re
ac
ti
o
n 
i
n 
pr
o-

tr
ac
ti
n
g 
as
se
ss
me
nt 
pr
oc
ee
di
n
gs
 
a
n
d 
t
hr
o
w 
t
he
 a
d
mi
ni
st
ra
ti
o
n 
o
ut
 
of
 g
e
ar
 

i
n 
so
 
fa
r 
as
 
t
he
 p
la
n
ne
d 
pr
o
gr
a
m
me
 
fo
r 
ma
xi
mi
si
n
g 
di
s
p
os
al
 
of
 a
ss
es
s
me
nt
 

a
n
d 
c
ul
le
ct
i
u
ns
 
ar
e 
c
o
nc
er
ne
d'.
 
T
h
e 
Fi
na
nc
e 
Se
cr
et
ar
y 
st
at
e
d 
i
ne
vi
de
nc
e 

t
ha
t 
as
 
qu
as
i-
ju
di
ci
al
 
a
ut
h
or
it
ie
s,
 
t
he
 
A
A
Cs
 
c
o
ul
d 
we
ll
 
be
 
e
x
pe
ct
e
d 
t
o 
h
ol
d 

t
he
 s
ca
le
s 
ev
en
 
he
t
we
e
n 
t
he
 R
e
ve
n
ue
/a
n
d 
t
he
 
as
se
ss
ee
. 
S
ha
ri
n
g 
t
he
 
c
o
nc
er
n 

of
 
t
he
 C
o
m
mi
tt
ee
, 
he
 
st
at
e
d 
t
ha
t 
t
he
 
q
ue
st
i
o
n 
w
he
t
he
r 
t
hi
s 
c
o
ul
d 
~

t
 
b
e 

d
o
ne
 
t
hr
o
u
g
h 
a
d
mi
ni
st
ra
ti
ve
 
or
 
e
xe
c
ut
i
ve
 
ac
ti
o
n 
or
 
t
hr
o
u
g
h 
a
me
n
d
me
nt
 
of
 

t
he
 l
a
w, 
w
o
ul
d 
be
 
g
o
ne
 
i
nt
o.
 

T
h
e 
C
o
m
mi
tt
ee
 
ar
e 
n
ot
 h
a
p
p
y 
o
ve
r 
t
he
 
te
n
de
nc
y 
o
n 
t
he
 p
ar
t 
c;
>f
th
e 
Cs
. 
I.
 T
. 

a
n
d 
A
A
Cs
 
to
 s
et
 -
as
i
de
/c
a
nc
el
 
as
se
ss
me
nt
s 
as
 
a
n 
ea
s
y 
e
x
pe
di
e
nt
. 
Se
ct
i
o
n 

25
1 
e
mp
o
we
rs
 
t
he
 A
A
C 
t
o.
c
o
nf
i
n
n,
 r
e
d
uc
e,
 e
n
ha
nc
e,
 
or
 
~
n
n

 t
he
 
as
se
ss
-

ll
lt
'l
1t
. 

~ 
,,"
!"
1I 
as
 
to
 s
("
t 
it
 a
si
de
 
an
rl
 
rc
ma
n
n 
th
!"
 

~ 
to
 t
he
 I
T
O 
fo
r 
ma
ki
n
g 

~
 

10
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2
.
5
~
 

a 
'f
r
es
h a
ss
es
s
me
nt
 i
n 
ac
c
or
da
nc
e 
wi
t
h 
t
he
 d
ir
ec
ti
o
n 
gi
ve
n 
b
y 
t
h
e 
A
Ae
. 
T
h
e 

M
e 
m
a
y 
ma
ke
 
s
uc
h 
f
ur
t
he
r 
i
n
q
ui
r
y a
s 
h
e 
t
hi
n
ks
 f
it
 m
i
g
ht
 
di
re
ct
 
t
he
 
I
T
O 
t
o 

f
ur
t
he
r 
i
n 
q
ui
r
y,
 
a
n
d 
re
p
or
t 
t
he
 
re
s
ul
t 
t
o 
hi
m.
 
It
 
ha
s 
be
e
n 
j
u
di
ci
al
l
y 

el
ds
t
ha
t 
t
hi
s 
'
p
o
we
r i
nc
l
u
de
s t
he
 p
o
we
rs
t
o 
a
d
mi
t 
fr
es
h 
a
n
d 
a
d
di
ti
o
na
l 
e
vi
de
nc
e.
 

I
n 
fa
ct
, 
it
 
ha
s 
be
e
n 
he
l
d 
b
y 
t
he
 
S
u
pr
e
me
 
C
o
ur
t 
t
h
at
 
t
he
 A
Ae
 
h
as
 

pl
e
na
r
y 
p
o
we
rs
 i
n d
is
p
os
i
n
g 
of
 a
n 
a
p
pe
al
, 
t
he
 s
c
o
pe
 o
f
hi
s 
p
o
we
rs
 
is
 c
o-
te
r
mi
n
us
 

wi
t
h 
t
h
at
 o
f 
t
he
 I
  
; 
he
 c
a
n 
d
o 
w
h
at
 
t
h
at
 I
T
O 
c
a
n 
d
o 
a
n
d 
al
s
o 
di
re
ct
 h
i
m 
t
o 

d
o 
w
h
at
 
he
 
ha
s 
fa
il
e
d 
t
o 
d
o.
 
T
h
e 
i
m
pr
es
si
o
n 
wa
s 
ga
t
he
re
d 
d
ur
i
n
g 
e
vi
de
nc
e 

t
h
at
 i
n t
o
o 
m
a
n
y 
ca
se
s 
of
 a
p
pe
al
 t
he
 a
ss
es
s
me
nt
s 
ar
e 
me
re
l
y 
se
t 
as
i
de
 i
n
v
ol
vi
n
g 

i
n
de
fi
ni
te
 d
el
a
ys
 i
n 
t
he
 
fi
na
l 
di
s
p
os
al
 o
f 

~e
 
Ge
ne
ra
ll
y,
 
th
e 
as
se
ss
me
nt
s 

h
a
d 
me
re
l
y 
be
e
n 
s
@t
as
i
de
f
or
re
as
o
ns
s
uc
h 
as
 t
h
os
e 
gi
ve
n 
be
l
o
w,
 t
h
o
u
g
h 
u
n
d
er
 

t
he
 p
o
we
rs
 
ve
st
e
d 
i
n 
t
he
 A
A
Cs
',
 
fi
na
l 
or
de
rs
 c
o
ul
d 
ha
ve
'
be
e
n 
pa
as
e
d 
by
 t
h
e
m;
 

(i
) 
T
h
e 
I
T
O 
h
a
d 
ta
il
e
d 
t
o 
de
te
ml
i
ne
 
t
he
 a
ll
o
wa
bl
e 
e
x
pe
ns
es
 o
n 
t
he
 
ba
si
s 

of
 
ma
te
ri
al
 
a
va
il
a
bl
e 
o
n 
re
c
or
d.
 

(i 
i)
 
T
h
e 
as
se
ss
ee
's
 
cl
ai
m 
fo
r 
st
at
us
 o
f 
re
gi
st
er
e
d 
fi
r
m, 
w
hi
c
h 
wa
s 
ne
ga
ti
ve
d 

b
y 
t
he
 I
T
O,
 w
as
 
j
us
ti
fi
e
d.
 

(i
ii
) 
De
d
uc
ti
o
ns
/l
ia
bi
li
ti
es
 
cl
ai
me
d 
b
y 
t
he
 
as
se
ss
ee
 
we
re
 
o
mi
tt
e
d 
t
o 
b
e 

al
l
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