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INTRODUCTION 

I, the Ctwrman of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf this Hundredth Report 
on the Action Taken by Government on the recommendations of the 
Public Accounts Committee contained in their Seventy-third Report 
(Fourth Lok Sabha) relating to Direct Taxes. 

2. On the 7th June, 1969, an "Action Taken" Sub-Committee wu 
appointed to scrutinise the replies received from Government in pur-
suance of the recommendations made by the Committee in their 
earlier Reports. The. Sub-Committee was constituted with the fol-
lowing Members: 

1. 8hri N. R. M. 8wamy-Convener. f 
2. Shri H. N. Mukerjee 
3. 8hri K. M. Koushik 
4. 8hri Tayappa Hari Sonavane 
5. Prof. Shanti Kothari 

Members 

6. 8hrimati 8ushila Rohatgl J 

3. The draft Report was considered and adopted b the Sub-Com-
mittee at their sitting held on the 27th December, 1969 and finally 
adopted by the PubHc Accounts Committee on the 22nd January, 
1970. 

4. For facility of reference the main conclusionslrecommendations 
of the Committee have been printed in thick type in the body of the 
Report. A statement showing the summary of the main recommen-
dations/observations of the Committee is appended to the Report 
(Appendix) . 

(V) 



(vi) 

5. The Committee place on record their appreciation of the assist-
ance rendered to them in this matter by the Comptroller & Auditor 
General of India. 

NEW Dr.tdtt; 
January 24, 1970jMagha 4, 1891 (S). 

ATAL BIHARI VAJPAYEE, 
Chairman., 

Public Accounts Committee. 
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CHAPTER I 

al'he Report of ~  Committee deals witll action taken by Govern-
:ment on the recommendations of the Public Accounts Committee 
·contained in their Seventy-third Report (Fourth Lok Sabha) on 
:Direct Taxes, wpich was presented to Lok Sabha on the 30th April, 
:1969.' . 

,1.2. Action taken notes on all the 80 recommendations contained 
:in the Report have been received. These have been categorised 
'under the lollowing heads: 

.(i) Recommendati011s!Observations that have been accepted by 
Government: 

S. Nos. 1-2,.3, 4, 5-6, 7, 10, 11, 18, 20, 21-22, 25-26, 28-29, 31, 32, 34-35, 
:37, 3~  -42, 45-M), 47,  48, 50, 51, 52, ~3  54, 56, 57, 59, 62-63, 84-65, 67, 68, 
'69,70, 71-72, '73, 74, 76, 77 and 80 .. 
. . 

i(U) Recommendatip1tS!observations which the Committee do not 
desire to pursue in view of the 'replies of Government: 

:S. No. 78. 

~  Recommendlltionslobservations 'replies to which have not been 
.. accepted by the Committee and which require ~'t t  

·S. 'No.8, 33. 55, 58. .' 

;(1v) Recommendationslobservations in respect of which Government 
luwe furnis?ted interim replies: 

S. Nos. 9, 12-13, 14, 15-17, 19, 23,  24, 27, 30, 36,  38, 40-41, 43, 44, 
,49, 60, 61,  66, 75 and 79. . 

1.3. Whtle the Committee are happy that Government have fur. 
nished rePlies to' al1tbelr observiltionslreeom ........ tions In the Se-
venty-Third Report (yOUth Lok Sabba) fhey woUld' Uate to point out 
1hat most' of tbe ~  ~ sent''by GoverD'lOien't wtthin a short 
period after the prescribed limit of six monthS tor _milsion of rep-
lies had elapsed. 'The bunching of the' notes sent by Go,'crnment 
made it dlflicult for theCoinmittee to obtain the views of Audit in 
-regard t~' a number ~  points.rising out of the repllrs. The Com-
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mittee would like Government to eD8ure that replies to their obser-' 
vatioDS are sent well within six months, so that they could be vettect 
by Audit before bein, considered' by .tile Committee. 

1.4. The Committee will now deal with action-taken notes Oil:. 
some of the recommendations. 

Problem of pendingczssessments: Need fOT programming of work--
pcrcs 1.2.1 and 1.29 (S. Nos. 3 and 4). 

1.5. In para 1.19 of their Seventy-third Report (Fourth Lok, 
Sabha) the Public AccOunts Committee had, d{awn attention to the 
increase in the, number of assessees with the Income Tax Department. 
Pointing out the need to rationalise the procedures for assessI1;lent 
and fix priorities for' disposal of cases, the Committee made inter alia 
the following observations: 

"1.21 (i) There', would not be "much justification", as con-
ceded by the representative of the Ministry' of Finance,''' 
for continuing with the assessment of small incomes if one' 
finds that the taxation of this group results in minus re-
venue." Government should therefore arrange for relia-
ble data being collected about the cost of collection in res-, 
peet of various income brackets vis-a-vis revenue realised. 
This would help to determine which of the present 'cate-, 
gories of tax-payers should continue to be borne on the 
tax register and how assessment procedures should be 
simplified, if the taxation of these categories is not to be-
come a drag on Government revenues." 

"1.2p. The Committee note, that the number of pending Income-
tax assessments as at the end of 1967-68 was 23.30 lakhs,. 
or nearly double the number of pending assessments as at 
the end of 1963-64. Earlier in the Report, the· Committee 
have drawn attention to the need for the rationalisation 
of .procedures relating to assessments and for a proper 
scbemeof priorities for t~ disposal of cases, so that the 
time J»W devoted .to the assessment of small income cases, 
from which the Exchequer gets very little gain, could ~ 

profitably diverted to the, examination of ·business cases 
which are likely to yield substantial revenue. The data 
about pendency of assessments involving business income-
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of over Rs. 25,000 given in this Report would show that. 
the number of pending cases in this category has beenl 
going up. The Committee would like this tendency to be-· 
arrested through proper programming of the work of 
assessing oftlcers .... ". 

1.6. In their reply dated 6th November, 1969, the Ministry of Fin--
ance have stated as follows: 

"The cost of collection relating to the small income cases was" 
estimated by the Working Group of Administrative Re-
forms Commission on the basis of a dead average, assum-
ing that the time and resources devoted to each case would 
be just the same, irrespective of the complications which, 
may be involved in the higher income group cases. The 
Public Accounts Committee were not satisfied with its ap-
proach and directed the Government to arrange for reliable· 
data being collected about the cost of collection in respect 
of various income brackets vis-a-vis the revenue realised. 
Since most of the Income Tax Officers handle cases falling 
in different income. brackets, the Government has not 
found it possible to separate the cost of collection precisely 
for each income bracket. What they have done is to pro-, 
ceed on a weighted-average basis, taking one Cat. I case, 
to be equal to 20 Cat. V cases, a Cat. II case as 5 Cat. V' 
eases and so on. On this basis they have found the cost" 
of collection for the different income brackets to be as fol-, 
lows: 

Cost of collection for the different 
Categories 

CatelOry 

I 

n 
TIl 
IV 

V 

1966-67 

335 

83'80 

41'90 

22·35 

16·76 

19670068 1968-69, 

339·80 295·60 ' 

84'95 73'90 

42·48 36·95, 

22·65' 19·71 

16·99' 14·78' 

-----~.-.--------------------
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The revenue realised from eac,h income bracket cannot 

be deter,mined with any amount of accuracy, because the 
t t t ~ are not maintained on this basis. Even the Work-
ing Group of t}:le Administrative Reforms Commission had 
to resort to an estimate in this respect. However, it is 
clear that the cost of collection for lower income cases 
(those in Categories III. IV and V) would be only about 
half of the yield estimated from such cases by the WQrk-
ing Group. Hence it would perhaps not be necessary to 
eliminate any of the existing category of assessees simply 
on the score. of excessive cost of collection." 

1.7. Audit have made the following observation on the weighted-
:average adopted. by the Ministry of Finance for estimating the cost 
'of collection: 

"The Ministry have adopted a weighted-average for the dis-
posal of five categories of assessment cases. The basis for 
this weighted-average is also not clear to Audit. In Min-
istry's reply it is stated for example that one Category I 
case is equal to 20 category V cases. This basis also may 
not give an approximately accurate picture. As an ins-
tance an assessment involving computation of large in-
come of loss, though it would be categorised in Category 
V would . ~ t  take more time than an ordinary 
Category I case .in several cases. Conversely a simple 
company case with more than Rs. 25,000 total income 
which will take only a few minutes will appear as Cate-
gory I". 

1.B. Regarding the programming of assessment work, the Ministry 
'tIf Finance 'have stated inter-alia in a note dated 3rd November, 1969 
1lS follows: 

"Regarding the pendency of business cases with ~  of 
Rs. 25,000 and over, a comparative chart of disposal of 
Category I cases is annexed. It will show that the dispo-
sal of the cases coming unger this category during 1968-69 
was 28 per cent more than in 1967-68. Even so, the over-
'a11 pendency has risen due to the addition of new Category 
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I cases. Efforts are being made to accelerate the clearance 
,,! Of the pending cases involving substantial revenue." 

r' ,: Statement showing Category-wise Di.'Iposa/ 
and Pmdenry 

-_ .•. " ~~ .... -..•. -~----------_ ....... ----
Category Pendency Disposal during 
of cases as on 3 1-3-68 .1961-68 1698-69 

Pendency ~ 

on 31-3-69 
(adjusted up 
(to 31-7-1969) 

(1) (2) (3) (4) (5) 

;J 1,64,810 I,S2,679 1,95,268 1,94,4S4 

.1+28% in re-(+18% in re-

r; 
lation to ti-\aPOD to ft-. ' . 
gures gIven JUres gIVen 
in Column ·in Column 
(3) ] (2) ] 

II 1,62,367 '1,29,791 1,75,242 1,64,232 

III 3,96;989 3,02.403 4,33,313 3,27,979 

IV 12,38,003 13,65,258 18,29,841 7,94,085 

V 3,67,481 6,06,423. 7,87,618 2,65,589 

TOTAL 23,29,650 25;56,554 34,21,282 17,46,339 

,------, .... _-r--._. ._-------,. -.--~---

1.9. Ina f.urther note dated 22nd December, 1969, the MiItistry of 
..I'inance have stated: 

. 
"(i) At present, the Income-tax Department classifies assessees 
according to the following Categories, which broadlyiol-
low some income ranges:-

Category I  . Business cases with income above Rs. 25,000. 

Category II Business cases having income between 
Rs. 15,001 and Rs. 25,000. 

Category III Business cases with income between 
·Ra. 7,501 and Rs. 15,000. 
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Category IV Business cases with income below Rs. 7,500,., 
non-Government Salary cases above 
Rs. 18,000 and all cases of refunds under 
Section 237. 

Category V Government salary cases and non-Govern-
ment salary cases upto Rs. 18,000 and 
other assessees.· 

The yield from each Category can be ascertained accurate-
ly, but the cost of collection etc. relating to each such Cate-
gory will have to be a matter of estimate, because all the· 
expenses are mixed up. 

(if) The. category of cases was .fixed in 1946 by the then Dir-
ector of Inspection (Income-tax) on the basis of the ex-
perience of the Income-tax Department. Thereafter the 
then Member Income-tax Reorganisation also made a time 
and motion study, which did not suggest any change of 
the standards already adopted. 

(iii) A break-up of the number of assessees of each of the five 
categories, along with the average expenditure per case· 
falling in such categories, has already been furnisl.led by 
the Ministry in reply to para 1.21 of the P.A.C.'s 73rd Re-
port. 

It will be extremely difficult to isolate the. assessees of the in-
come ranges indicated by the P.A.C. So, the Ministry is 
giving below the number of Income-tax cases in the in-
come range of Rs. 5,000 to Rs. 10,000 assessed during the-
last three years and the approximate revenue realised 
therefrom, as furnished to the Rajya Sabha on 9th Decem- . 
ber, 1969 in reply to Un starred Question No. 1209: 

Year 

1963-64 

1964-65 • 

1966-67 • 

No. of In 
COJDA- tu 
,1ISt.'iI iSSeI-
sed 

4.'/S.S9l 

5,37,604 

7,34,786 

Demand rai-
sed 

-( In crores of 
Its.) 

9·54 . 

13·19 

20·23 . 
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'The average expenditure per Category IV case during the 
financial year 1966-67 was Rs. 22.35 and that on Category 
III case Rs. 41.90, On this basis, it will perhaps be very 
fair to estimate the average expenditure per case in the 
income group of Rs. 5,000 to Rs. 10,000 at Rs. 30. Accord-
ingly the cost of collection on 7,34,786 cases of this 
cate,gory assessed during 1966-67 would come to Rs. 2.20 
crores." 

1.10. The CoJllDllittee are not satisfied with the basis adopted by 
Government for detennination of the cost of collection of tax in the 
'various income brackets. A rough and ready assumption has been 
made about the time required for the completion of assessment of 
-cases falling under clifterent categories. As pointed out by Audit, 
this assumption may not be borne out by the realities of experience. 
'The Conlmittee desire that the Department should conduct pilot time 
and motion studies In selected ranges to arrive at the approximate 
time taken in disposal of each category of cases. The proposed study 
should also cover the revenue yield from the various slabs of incomes 
in each category. 

1.11. The matter is of something more than academic interest in 
view of the considerations pointed out by the Committee in their 
Seventy-Third Report (Fourth Lok Sabha). A reference to the data 
given in para 1.5 of that report would show that more than three 
fourths of the assessments in the Department relate to small income 
-eases. It is therefore imperative to determine whether the time and 
money spent on examination of these cases is worthwhile, having re-
gard to the revenue derived therefrom. A study of the kind suggest-
ed would also help Government to come to a considered conclusion 
on the question whether the present exemption limits are realistically 
fixed and whether both for reasons of economy and practical adminis-
trative convenience, a raising of the limit is called for. 

1.12. The data furnished to the Committee also shows that the 
-pendency in category I cases, which relate to the highel' income 
'brackets, had risen from. 1.14 lakhs as on 31st March, 1968 to 1.901 
-Iakhs as on 31st March, 1969. These are the cases with revenue 
potentiality which merit greater attention from the Department The 
-committee hope that Govemment will draw up a ~  pro-
'gramme of priorities to eDsure that iDeome tax oftleers devote ade-
.quate time to the examination of ca:oleS involving larger revenue. 
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Pendency of assessments and Arrears in collection of Tax ~ 

of Super Profits taxISur-Tax-Paras 1.34-1.35 (5. Nos. 5 and 6). 

1.13. The Committee dealt with the problems of arrears of assess-
ments and tax-demands of Super Profits Tax/Sur-Tax in paragraphs 
1.30-1.330£ the .Report and made. the following observations in 
paragraphs 1.34-1.35: 

"The Committee note that M6 Super Profits Tax and 3,438 Sur-
Tax ass(>ssments were pending as on 31st March, 1968. The 
disp()saJ. of these cases is obviously linked with the dis-
posal of the relevant income-tax assessments and the Com-
mdttee would like concerted steps to'be. taken for their 
clearance. The Committee note that the Board expects all 
the pending Super Profits Tax and Sur-tax assessments 
to be cleared within the next twelve months, except for 
those which h6le to be . ~ t pending lor eompelling 
reasons. They wou14 like to watch the position in this 
rP.gard." 

"From the information furnished byt'he DEipartmeI1t, the Com-
mittee note that of demands  aggregating Rs. 13.2 crores 
raised in 1,507 Super Profits Tax and Sur-tax cases fina-
lised .in 1967-68, a sum of Rs. 5.35 crores remains to be 
realised. The Committee would like to be informi!d of 
the progress made in the realisation of the balance due." 

1.14. In their reply dated 25th November, 1969, the Ministry of 
Finance have stated as follows: 

"During the period 1st April, 1968 to 30th June, 1969, the pen-
dency of Super Profits Tax assessments was reduced from 
516 to 284 cases, but there was actually a slight increase 
in the number of Sur-tax cases due to the addition of new 
cases. The position" regarding collection also is rather dis-
appointing. In this coptext, the Ministry feel that it will 
not be possible to complete Super Profits Tax and Sur-
tax assessments by the end of 1969. 

The Centt'll Board of Direct Taxes have chalked out the fol-
lowing  lines of action 'about the disposal of the pending 
SPI' and Sur-tax cases, as Also the collection against such 
. assessments: 

(i) In each Commissioner's charge. where substantial num-
ber of SPI' and Sur-tax assessments are pending. a Cell 
or .' Inspectors will have to be set up for drawing up 
draft computations in such cases, wh!cn are to be pro-
cessed urgently by the respective Income-tax Officers. 
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(ii) A short refresher course for the Income-tax Officers,. 
in charge of SPT and Sur-tax cases, as also the Inspec-
tors of the special cells wherever created, will be shortly 
organised by the Director of Inspection (Income-tax & 
Audit). 

(iii) The respective Range. Inspecting Assistant Commis-
sioners are to be made responsible for ensuring the 
phased disposal of assessments and collection in the' 
8PT and Sur-tax cases; and 

'iv) The I.T.Os. are to be asked not to extend freely the 
dates of payment of SPT and Sur-tax demands." 

1.15. The following figures given in the Board's letter dated 21st 
November, 1969, addressed to the Commissioners of Income-Tax, 
indicate the position regarding pendency of assessments and arrears 
In collection of tax demands of Super Profits Tax!Sur-Tax as on 
30th June, 1969 t'is-a-vis 31st March, 1968; 

_. ----_ .. _ ... _----... _.------... - -.. -----.. -.-.-....... - _ ... _ .. -
Pendency of Asses- Demand in arrears 
sments (Crores of Rs.) 

SPT Sur-tax SPT Sur-tal( 

31· 3 68 516 3,438 13·20 5·35 

30·6·69 284 3,555 12· 18 ) I· 22 

------.. ------. -._ .. ---.---.. --~.--- .,"._-.--_ .. .._--.---

1.16. The Committee observe thnt the Board had indicated to the 
C;ommittee in January, 1969 that all the pending Super-Profits TaxI 
~  tax assessment cases would be cleared within the next twelve 
months except those which might have to be kept pending. for com-
~  . reasons. The CoDJllllittee, however, find tbat the position is 
stU! far .from satisfactory. While the number of pending Super 
Profits Tax assessments came down from 51.6 on lst April, 1968 to 
!84 on 30th June. 1969, there was an increase in the pendency of 
Sur· tax 8S1'eSSments. As regards the arrears in collection of tax 
demands, even the Ministry have conceded that the position is 
"disapPointing". As against a decrease of 7 per cent. in the Super 
Proftts Tax arrears, the increase in Sur Tax arrears is nearly 110· 
per cent. The Committee feel that the Board will have to act with 
greater vigour for the expeditious clearance of arrears. 
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.Pendency of EXC'e8sProfits Tax and BusineSB Profits Tax AsseBI-
menu-Para 1.41 (S. No.7). 

1.17. The Committee dealt with the problem of pendency of 
:Excess Profits Tax and Business Profits Tax Assessments in paru 
1.36-1.40 of the Report and made the following observation in para 
.1.41: 

"While the Committee recognise that some progress has been 
made in the clearance of pending Excess Profits and Busi-
ness Profits Tax cases, they would like the Department to 
take. steps to ensure that the remaining 71 cases are speedi-
ly cleared. According to the target fixed, these cases were 
to have been cleared by 1st February, 1969. The Commit-
tee. would like to know whether this has been done." 

1.18. In their reply dated 15th November, 1969, the Ministry of 
-Finance have stated as follows: 

"The Ministry regrets that despite best efforts it has not been 
possible to clear the 71 EPT and BPT cases pending u 
on 31st July, 1968. The pendency as on 30th June, 1969 
was as below: 

E.P.T. 

42 . 

B.P.T. 

14 

Total 

.56 

A senior Member of the Central Board of Direct Taxes is 
personally in touch with the concerned Commissioners 
about the progress of the pending cases. 

'The reasons for the pendency of the above mentione.d assess-
. ments are summarised below: 

(i) In some cases the Income-tax assessments originally 
made were set aside by appellate authorities and re-
assessment proceedings are still pending. 

(11) The old records are not easily traceable. 

'(iii) The E.P.T. assessments originally made were set aside 
by the Income-tax Appellate Tribunal and appeals to 
;bigher ..courts ~ ~ pending. and 
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(iv) Some writs are pending against the Income-tax assess-
ments which would form the basis of the E.P.T. assess-
ments. 

The difficulties involved in the pending cases are not such as 
may be solved by e.ven 31st March, 1970. However, the 
Ministry is making all efforts to clear every case which 
can be possibly finalised." 

1.19. In a further note dated 22nd December, 1969, the Ministry of 
Finance have stated: 

"The position of pendency as on 30th September, 1969 is as 
under: 

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

£xcess Profits Tax 

Business Profits Tax 

---.------... -.. _._-------
No. of cases Rupees in 

laths 

S2 

J4 

13·34 

5·00 

... ---.--. _._----_._"' _._---------
Seven Excess Profits Tax cases were. added in the West Bengal 
'. charge in consequence of the re-opening of Income-tax 
cases." 

1.20. The Committee note that though according to targets oriri-
-nally set, all the 71 pending Excess Profits and Business Profits Tax 
cases were to be cleared by lst February, 1969, 56 of the 71 cases 
·continue to be pending. Goverrun.e.nt have now indicated that the 
pending cases are not likely to be cleared even by 31st March, 1970, 
i.e. 14 months after the original target date fixed by the Board. 
'The Committee would like Government to take steps for the clear· 
ance of these arrears by 31st December, 19'10, at the latest. 

Integrated Rf:turn for Income-Tax and Wealth Tax Asse8sments-

para 1.50 (5. ~ . . 8). 

1.21. Pointing out the need to take concerted measures for the 
clearance of !lrrears of Wealth Tax assessments, the Committee inter 
Glia, made the following observation in para 1.50 of the Report: 

"There is need to link Wealth Tax assessment cases with the 
corresponding income-tax assessments so that 'the quaUty 

:3143 (Ali) LS-2. 
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of administration of income-tax' could be improved and 
it could be ensured that tax evasion is curbed. The Com-
mittee. would, in this connection, like Government to exa-
mine the suggestion made by the Working Group of the 
Administrative Reforms Commission for an integrated re-
turn." 

1.22. In their reply dated 7th November, 1969, the Ministry of 
Finance. have stated: 

"As regards the linking of Income-tax and Wealth-tax assess-
ments, the Government Q,ave to state that even now the· 
Income-tax Officers making the Wealth-tax assessments of 
an assessee invariably refer to his Income-tax assessments 
for the corresponding period. Besides, it is the practice 
to put the same I.T.O. in-charge of both the Income-tax 
and Wealth-tax assessments of the same assessee. 

The suggestion of the Administrative Reforms Commission for-
evolving an intergrated return form for both the Income-
tax and Wealth-tax cases is not considered by the Ministry 
to be quite practicable. The number of Wealth-tax asses-
sees is only about 4 per cent. of the number of Income-
tax assessees. An integrated Income·tax-cum-Wealth·tax 
return form would place an unnecessary burden on about 
96 per cent of the assessees who are not liable' to pay 
Wealth-tax. Besides, Section 14(2) of the Wealth-tax Act 
authorises the Wealth-tax Officer to call for a return of 
net wealth only if the former is of the opinion that the-
assessee would be aSS8S$able to Wealth-tax. When an 
assessee will obviously not be taxable under the Wealtl 
tax Act, it would not· be legally possible for the We.alth 
Tax Officer to obtain a return of Wealth-tax from him. 
The Ministry feels that the present system of calling for 
separate Wealth-tax returns may be allowed to continue.'" 

1.23. In para 1.50 of their SeventJl"Third Report (Fourth Lok 
Sabha) the Committee had suggested the institution of an inte-
grated tax return covet'ing both Wealth Tax and Income Tax so' 
that the quality of tax administration could be improved. Govern-
ment have stated that Wealth Tax assessee5 constitute only· 4: per 
cent. of the number of income tax assessees and that an integrated 
return would place an unnecessary burden on the majority of the 
assessees. The Committee feel that the difficulty pointed out by 
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Govenunent couJd be met jf only those assessees who were liable 
to both Income-tax and Wealth Tax were required to submit an 
Integrated return. This would also meet the legal difficulty ariNinJ 
out of section 14.(2) of the Wealth Tax Act which authorises a 
Wealth Tax: Officer to call for a return of net wealth only if he is 
of the opinion that the party concerned would be assessable td 
Wealth Tax. The Committee would like Government to procesS 
their suggestion on these lines. 

Tax on Income trom property-paras 1.56 and 1.57 (S. No.9 and 10). 

1.24. In paras 1.54 and 1.55 of the Report, the Committee took 
note of the suggestions regarding determination of income. from pro-
perty made in the Final Report on Rationalisation and Simplification 
of Tax Structure and the Administrative Reforms Commission Work-
ing Group Report on Central Direct Taxes administration. They 
made the following observations in para 1.56 of their Report: 

"The Committee would like Government to examine how the 
existing system for determination of income from property 
can be streamlined and improved to ensure that properties 
are carefully and correctly assessed. In this connection, 
they would like to invite attention to the suggestion of 
the Administrative ~ Commission for the amend-
ment of the Income-tax Act to provide for determination 
of the annual value of house prope.rty on the basis of 
the annual rentals received or receivable or the munici-
pal valuation, whichever is greater." 

1.25. In their reply dated 11th November, 1969, the Ministry of 
Finance have stated as follows: 

"The Committee'. obIervations are nc:ilt. The t t ~ 

Reforms CClmmission's suggestion is under consideration 
of the Ministry." 

1.26. In their Seventy-Third Report (Fourth Lok Sabha) the 
Committee had asked Government to examine how the existing sys-
tem for determination of income from property could be streamlined 
and improved to ensure that properties are correctly valued. In 
this COlltext the Committee had drawn attention to the suggestion of 
the Working Group of the Administrative Reforms Commission for 
determination of annual values on the basis of rentals Or the muni-
cipal valuation, whichever is greater. The Committee desire that the 
es:amination should .speedily be carried out and appropriate action 
initiated. 
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Tax on Income from property in Metropolitan citieS-Para 1.57 (S. 
No. 103). 

1.27. According to a statement furnished by Government the 
amount of tax on income from property realised in Delhi increased 
from. Rs. 57.48 lakhs in 1962-63 to Rs. 60.62 lakhs in 1964-65. The 
Committee made the following observation on this in para 1.57 of 
the Report: 

"From the information furnished by Government, the Com.-
mittee observe that the number of assessments relating to 
property income in Delhi has not shown a very perceptible 
rise over the period 1962-63 to 1964-65. It is well known 
that there has been a substantial increase in real estate 
investment in Delhi and other metropolitan cities in the 
last few years. The Committee would therefore like Gov-
ernment to review the position in all major cities to en-
sure that the owners of these properties have not escaped 
tax either on income channelised into these investments 
or on income accruing from the properties." 

1.28. In their reply dated 15th November, 1969, the Ministry of 
Finance have stated as follows: 

"The P.A.C.'s recommendation, made in this paragraph, con· 
cerns house properties  constructed in metropolitan areas 
since 1962-63. The review desired by them would have 
to be undertaken in all the major cities of India for in-
vestigation into the following points: 

(1) Whether the owners have declared the existence of 
these properties in their Income-tax or Wealth-tax re-

turns? 

(2) Have the correct amounts of investment in these pro-

perties been declared? 

(3) Are the amounts invested in ~  properties fully ex-
plained by the. declared resources of the owners? If not. 
the investments in excess of the known 'resources would 

~ b be treated as the undeclared income of the con-

cerned assessees? 

(4) Have the owners declared the correct income from the 

properties? 
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The investigations desired by the P.A.C. would be time-cOD-
suming, but the Ministry is certain that they will also 
be rewarding. The first step in this direction ha. been 
taken ill the Delhi charge. where the clnmissioner 4 
Income-tax put 15 Inspectors for taking out extracts re-
garding newly Constructed urban properties from the 
municipal records. They took down the particulars of 
12,000 and odd houses. Thereafter, the owners of the pro-
perties were all written to, enquiring whether they are 
assessed to Income-tax andlor Wealth-tax and some 3,000 
of them have already sent replies; others are yet to res-
pond. Meanwhile, over 2,500 Wealth-tax returns from 
new assessees have been received. 

The Delhi Commissioner's efforts are proving fruitful. It is 
expected that when the concerned ITOs. start checking 
the valuation of the properties deducted, it would be pos-
sible to rope in for Income-tax assessments the undeclared 
investments in such properties. 

A Valuation Cell was set up in the Central Board of Direct 
Taxes in September, 1961s. It has new eight property valu-
ation units, two each at Bombay and Calcutta and one 
each at Delhi, Lucknow, Ahmedabad and Madras. Each 
unit is headed by an ~ t  Engineer and the overall 
control over the units is exercised by a Superintending 
Engineer taken on deputation from the C.P.W.D. The pur-
pORe of setting up of the Valuation Cell was to check up 
whether the valuation of properties made by assessees is 
adequate. Up to the end of September, 1969, 228 cases in 
all had been referred to the Valuation Units, out of which 
71 were disposed of. Taking the 71 cases together, the 
total market value of the. properties came to about 
Rs. 238 lakhs according to the returns filed by the con-
cerned assessees. The corresponding figure, as per the 
valuations worked out by the Valuation Units, comes to 
about Rs. 413 lakhs, which is 73 per cent. more than the 
valuation shown in the returns. The Ministry expects that 
with persistent probes, the Valuation Cell of the C.B.D.T. 
will help roping in undeclared investments. 

On the basis of the experience of the survey of new proper-
ties in the Delhi Commissioner's charge, similar surveys 
will be undertaken shortly in the other Commissioners' 

charges." 
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1.29. In a further note dated 22nd December, 1959, the Ministr} 
of Finance have stated: 

"No time-targeted programme has been drawn up for the 
Commissioners' charges other than Delhi; but they are 
being asked to undertake similar surveys immediately 
after the financial year ends." 

1.30. The Committee observe from the data given by Government 
that the total market value of the properties covered by 71 cases 
disposed of by the newly-created Valuation Cell of the Board upto 
the end of September, 196,9 came to about Rs. 238 lakhs accordinc 
to the returns filed by the concerned assessees. The corresponding 
figures as per the valuations worked out by the Valuation Units 
came to about Rs. 413 lakhs i.e. 73 per cent more than the valuation 
shown in the returns. 1'his illustrates the extent to which property 
values are depressed in tax returns. 

1.31. The Committee note that on the basis of the experienee of 
the survey of new properties in the Delhi Commissioner's Zone, simI-
lar surveys will be undertaken shortly in other Commissioners' 
charges. The Committee trust that Government win draw up a 
time-targeted programme for the completion of such reviews in all 
the major cities. They further trust that Government will maIn-
tain vigilance in this regard and make periodical investigations to 
ensure that neither undeclared .investments in property nor incomes 
accruing therefrom escape tax. 

Under assessments/over-assessments disclosed in Test audit-para-
graph3 2.5-2.7 (5. Nos. 15-17) 

1.32. In paras 2.5-2.7 of the Report, the Committee observed as 
follows: 

"The Committee note that a test audit disclosed under-assess-
ment of tax amounting to Rs. 1101.16 lakhs in 9,161 cases 

. during the period 1st September, 1966 to 31st August 
1967. Corrective action is still to be taken in 967 of these 
cases, involving Rs. 167.71 lakhs, while in respect of 84 
cases involving Rs. 4.99 lakhs action has become time-
barred. The Committee would like corrective action to 
be speedily finalised. In those cases where action is now 
precluded by time-bar, the Committee would like Gov-
ernment to examine whether there was any default on the 
part of the officials concerned, warranting action against 
them!' 



... ... 
"The Committee also note 48 cases involving Rs. 437.63 lakhs, 
where Audit are of the view that there has been under-
assessment the matter is still "under correspondence". 
The Committee would  like these cases to be examined 
expeditiously and corrective action to be initiated prompt-
ly in all cases where it is called for." 

"The Committee take a serious view of the over-assessments 
disclosed in test-audit. In 2,154 such cases involving 
Rs. 52.77 lakhs, corrective action has been completed, but 
action is still to be taken in 223 cases involving Rs. 5.57 
lakhs." ...,,""T) 

1.33. In their reply dated 17th November, 1969, the Ministry of 
"Finance have stated: 

"The figures of pendency regarding corrective action, as on 
15th January, 1969, were furnished to the P.A.C. by the C. & 
AG. The Ministry have since obtained from the Audit parti-
culars of the cases reported by them. 

2. Of the 967 cases of under-assessment of tax totalling 
Rs. 167.71 lakhs, as reported by the Audit, it is found that the 
number of cases involving under-charge of tax of Rs. 10,000 
and above was 228; these accounted for the bulk of the reported 
under-charge of tax. The Ministry have not accepted the ob-
jection relating to 42 such cases. A watch on the action taken 
in the remaining cases will be kept by the Director of Inspec· 
tion (Income-tax and Audit), whose post has been recently set 
up. 

3. The cases involving under-charge of tax below Rs. 10,000 
as reported by the C. & A.G.'s Revenue Audit Parties, are too 
numerous for the Ministry to watch. Along with these cases 
are also to be considered the cases of this category detected by 
the Internal Audit Parties of the Department. Till recently, the 
prime responsibility for rectificatory action in the cases of this 
type lay with the respective Income-tax Officers. Since, how-
ever, this work tended to be neglected, for ensuring proper fol-
low-up 'action, Audit Objection Cells were set up in all the 
functional Ranges, which, amongst themselves, cover cases yield-
ing a bout 6D per cent of the Direct Taxes budget. Detailed ~

tructions have been issued to these Cells about the procedure 
to be followed by them. 

4. In the non-functional Ranges of lACs. the WOt"K repr". 
ing the follow-up of Audit objections (raised by both Rt"venu@ 
Audit and Internal Audit) seems to need spedal attention. The 
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Director of Inspection (Income-tax and Audit) is being asked to 
keep 8 watch on these cases through 12 I.A.Cs (Audit) whose 
posts also have been newly created for ensuring a planned pro-
gramme of Internal Audit, as also timely action regarding both 
Internal Audit and Revenue Audit objections. i IiI 

5. There were 12 cases involving under-charge of tax 01 
as. 10,000 and over, in which action had become barred by time 
even before Audit raised objections. The amount of revenue 
involved in these cases is Rs. 3.48 lakbs. 74 of the cases in 
which no action for rectification was poSSible, related to cases 
involving under-charge of tax amounting to less than Rs. 10,000; 
the aggregate tax involved in these cases was Rs. 1.09 lakhs. In 
these cases also, action appears to have been time-barred before 
the Audit objections were raised. In this context, the P.A.C. 
will perhaps like to re-consider whether the officials responsi-
ble for tbe mistakes need be proceeded against. 

The details about the 48 cases are being obtained from the 
C. & A.G. and the matter under correspondence will be finalis-
ed as expeditiously as possible. 

Corrective action in respect of cases of over-assessments, 1s 
proposed to be taken immediately through the Director of ins-
pection (Income-tax and Audit)." 

1.34. In a further note dated 22nd December, 1969, the Ministry 
of Finance have stated: 

"The position regarding the rectification of cases of under-
assessment and over-assessment cannot be readily indicated. 
The Departmental figures are to be verified with the C. & A.G's 
and this will take time. It may, however, be mentioned that 
the Ministry is considering a proposal of sending one of its 
senior officers from charge to charge to settle long outstanding 
audit objections. If the Audit agree, one of their representatives 
also will be associated with this drive." 

1.35. In their 73rd Report (Fourth Lok Sabha), the Committee 
had desired Govemment speedily to finalise rectificatory action in 
967 outstanding cases of under-assessments, involving Ks. 167.71 
lakhs and 223 outstanding cases of over-assessment involving Rs. 5.57 
lakhs disclosed in Test Audit during the period lst September, l.966-
31st August, 1967. In their reply Government have stated that the 
posItioD. regarding rectification of cases of under-assessment and 



19 

o.er-anessment cannot be readily indicated and tbat Government 
were considering a proposal of sending one of its senior Ofticers from 
charge to charge to settle long outstanding Audit Objections. As 
It is now more than two yeaul since t ~ ~  of - ~ 

Dver-assessment were reported, the CoIllDi"" desire that neeessa4 
reetlflcatory action should be finalised without any further delay. 

1.36. Tbe Committee suggest tbat Government should maintain .. 
closer liaison witb Audit as a standing arrangement 80 tbat sueh 
cases migbt be promptly attended to. 

IfI£orrect Computation of depreciation and development rebate-
Para 3.64 (S. No. 33) 

1.37. In paras 3.50-3.59, the Committee considered a case in 
which the Income-tax Officer had wrongly allowed development re-
bate and depreciation on intangible assets. Two of the three rele. 
vant assessments had been checked by Internal Audit and one by 
~  supervisory officer. In para 3.64, the Committee observed as 
follows: 

"The Committee note that due to 'an erroz, of judgment' 
allowance was made for development rebate and depreciation 
on certain intangible assets of a ~  though such allowance 
was inadmissible in terms of the Act. This resulted in an under-

~ t to the tune of Rs. 2.06 lakhs. What is surprising 
is that this error escaped the notice of Internal Audit who 
checked two of the three relevant assessments as also of the 
supervisory officer who had approved one of the assessments." 

1.38. In their reply dated 1st December, 1969, the Ministry stated 
as follows: 

"At the time the assessment was checked by t ~  Audit 
Party, they were required to check only the arithmetical accu-
racy of the depreciation worked out in an assessment. It was, 
at that time beyond their province to question whether depre-
ciation should have at all been allowed on what the Income-tax 
Officer had treated as capital expenditure and whether deve-
lopment rebate should have been allowed by him. I.A.Ps have 
been instructed to check admissibility or order of depreciation 
and the rates thereof with effect from 1st August, 1963." 
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1.39. The Committee were Informed by Audit tllat as per t_ 
blstructions dated 1st August, 1963, the Internal Audit Parties are 
not required to check up the admissibility or order of depreciation 
·though the Internal Audit Parties could have detected the mistake 
while checkin'g whether the depreciation had been calculated at 
prescribed rates. Even in the enlarged functions prescribed in May, 
1969 Instructions for Internal PartieslChief Auditors, the particular 
aspect commented upon in the audit para-whether the depreciation 
allowed by the Income-tax Officer on intangible assets is in ord.er-
has not been mentioned. 

1.40. In a further note dated 22-12-1969, the Ministry of Finance 
.~  the position as follows:-

"There is no specific instruction for checking the admiSSibility 
of depreciation on intangible assets, but the Internal Audit 
Parties are required to check whether depreciation on a 
particular asset had been calculated with reference to the 
period of use and also whether the total depreciation 
allowed exceeded the original cost. In the course of 
applying these checks, if any mistake was found about 
the admissibility of the depreciation itself, the Internal 
Audit Parties would have to comment on it." 

1.41. The Committee feel that it is the basic function of Internal 
Audit Parties to check the admissibility of depreciation while verify-
ing whether depreciation on a· particular asset has been calculated 
with reference to the period of use, etc. Considering that a large 
number of mistakes in computation of depreciation  is reported by 
Audit year after year, the Committee would like Government to 
.consider whether the question of admissibility of depreciation and 
development rebate should not be speciftcally brought within the 
pUIl"view of functions of Internal Audit. 

Development Rebate in case of Assets sold to Government-para 
3.72 (S. No. 36) 

1.42. In paras 3.67-3.70, the Committee considered a case in which 
a new asset in respect of which development rebate had been 
allowed was subsequently sold by the assessee to a Government 
undertaking. The development rebate reserve waS, however, written 
back by the assessee in the accounts of the company and utilised for 
distribution of dividends. In para 3.72, the Committee made the 

following observation: 

"The Committee would like Government to dispel any 
~  in thA minds of the DubUc that a development 
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rebate allowed in respect of an asset sold to Governmelh 
will not be withdrawn even if the party credits to the 
Profit and Loss account the reserve which he had origina-
lly created in order to qualify for the grant of rebate. 
Another question that Government should consider is 
whether the party would forfeit the rebate when hioi 
entire assets are sold to Cklvernment and the reserve 
cannot stand as such in his books." 

1.43. In their reply dated 22-10-1969, the Ministry of Finance have 
:stated: 

"The Government is grateful to the suggestions made by the 
Committee. The points mentioned by the P.A.C. have 
been clarified by a public circular F. No. 10I59169-IT(AI), 
dated 6th August, 1969. 

1.44. In a further note dated 22-12-1969, the Ministry of Finance 
have stated that the point raised in the last sentence of the Com-
mittee's recommendation as to whether a party would forfeit the 
rebate when the entire assets were sold by the party to Government 
and the reserve cannot stand as such in his books is being 
examined. 

1.45. While the Committee are glad that Government have taken 
necessary action on the first part 0' the recommendation, they note 
that Government are yet to clarify to the public whether a party 
would forfeit the development rebate when the entire assets are sold 
to Government and the development rebate reserve cannot stand as 
"Such in his books. The Committee trust that Government wi1I take 
suitable action at an early date. 

Mistakes in computation of super-tax-Para 3.112 (S. No. 44). 

l.46. The Finance Act, 1956 provided for the levy of additional 
super-tax on companies distributing dividends on ordinary shares 
in excess of six per cent of their paid-up capital. The additional 
super-tax was levied by way of reduction of the rebate from super-
tax admissible to the companies. If, however, in any year the 
-mnount of rebate due was insufficient to absorb the reduction on 
account of excess distribution of dividends, the unabsorbed portion 
of rebate was to be carried forward for being set-off against the 
reliefs available for subsequent years. Cases where the reduction 
'of rebate from super-tax in the circumstances contemplated above 
-was not dedl1cted were pointe. d ou .. t in ~. t!  ~  47 and 44 of 

PAP I  ,  , q  -.. ~ I ' ~ A R Y 
(1" ,. .: vl0e) 

.~ . ~ .~ .  
(:' 

" ,., 
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Audit Reports (Civil) on Revenue Receipts, 1963, 1964 and 1_ 
respectively. Similar mistakes where noticed in three cases account-
ing for an under-assessment of super-tax of RB. 7,75,774-

1.47. Commentfn'g upon the . ~ttJ Committee made tIt... 
following observations in paragraph 3.112: 

"The Committee note that mistakes in computation of super-tax 
payable by companies have been occurring year after year. 
The tax effect of the mistakes pointed out in the present 
cases (viz. Rs. 7,75,744) has been higher than that reported 
in earlier years. The mistakes occurred in three different 
charges. All these suggest that assessing officers need to 
be specifically instructed about the provisions of the law on 
the subject. In para 11 of their 28th Report (Third Lok 
Sabha) the Committee had drawn attention to this situation. 
TIie Committee note that pursuant to these observations, 
a review of cases of all companies having an income or 
Rs. 1 lakh or more has been undertaken. Such a review 
should cover assessments from 1956-57 onwards as t ~ 

additional super-tax by way of reduction of the rebate from 
super-tax admissible to the companies was levied in the 
Finance Acts, 1956 to 1959. The Committee would like to 
be informed of the outcome of the review when finalised. 
They trust that effective action will be taken by Government 
to ensure that cases of this nature do not recur." 

1.48. In their reply dated 14-11-1969, the Ministry of Finance have 
stated as follows: 

"The observations of the P. A. C. in this paragraph pertain to 
cases in which super-tax rebate relating to the assessment 
years 1956-57 to 1959-60 could not be withdrawn in the 
assessments for those years, because either the rebate 
admissible was nil or lower than the amount of withdraw-
«ble rebate. This ~  have happened only in cases 
where the assessee companies had negative income in any 
of the assessment years 1956-57 to 1959-60. In this context. 
the Ministry feel that the intention of the P. A. C. was to 
have a review made of those cases of companies which had 
suffered losses fo'r' the assessment years 1956-57 to 1959-60 
and later on started having positive income. 

2. The earliest assessment year for which such a company 
may have become liable to the withdrawal of super-tax 



rebate on its earning a positive income, would be the assess-
ment year 1957-58. Similar liability would arise for any 
later assessment year in which the company may be 
assessed on a positive income for the first time after the 
assessment year -~ . This means theoretically that 
the assessment for all the assessment years after 1956-57 
would have to be reviewed for spotting the assessment 
year in which the liability for withdrawal of super-tax 
rebate arose. On practical considerations, however, a 
general review of such magnitude may better be avoided, 
because:-

(i) Any rectificatory action for the assessment years 
upto 1963-64 has become time-barred by 31-3-1969; and 

(ii) The time and labour involved in a general review 
on such a scale, would be disproportionately large in relation 
to the results expected. 

It is because of these practical considerations that tbu 
Ministry had thought of restricting the scope of the review to 
the cases of companies which had been assessed for the assess-
ment years 1964-65 to 1967-68 on a total income of Rs.l lakh or 
over. (Vide paragraph 3.110 of the P.A.C.'s 73rd Report) 
The work involved even in this restricted review has been quite 
substantial and the Ministry is yet to receive reports about the 
review from some of the Commissioners of Income-tax. 

'. 3. In view of t ~ difficulties stated in the preceding para-
graph, the P. A. C. may perhaps like to wait for the results of 
the review already under-taken in the different charges of 
Commissioners of ~ -t  before considering whether the 
scope of the review should be extended" 

1.49. Audit have made the following observations on the Minir.· 
try's re:ply: 

H(i) The omission to withdraw the rebate and to calcub\te 
the rebate correctly was pointed out in Audit Reports, 1963, 19fi4, 
1966 and 1968. The Ministry, in their reply. have stated t)18t 
the intention of the P A. C. was to have a review made of thu:'('; 
cases of companies w:'ich had suffered loss for the assessmel:t. 
years 1956-57 to 1959-60 and later on started having positive 
income. This presumption does not appear to be correct as thC' 
mistake pointed out in Audit not only related to non-withdra-
wal of super-tax rebate in cases where the assessed income was 
nil or resulted in a loss during the assessment years 1956-57 tr. 
1959-60 but also relate to omission to effect the reduction evell 
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in cases where there was positive income during the years Ifl56-
57 to 1959-60 and 'aho to mistakes in the calculation of the 
super-tax' rebate to be withdrawn. This would be evident if the 
cases reported in the following paragraphs are looked into. 

Audit Report 

1963. 

1964 

1966 

1968 

Para No. 

29(a) 

47(a) 
47(b) 

44(a) 

49(b) 

(ii) To arrive at the exact loss of revenue sustained by 
Government due to non-reduction of super-tax in assessments 
in accQrdance with t!:e provisions of thp. Finance Act, 1956 tl) 

1959 it would be '~  that all the Companies assessments 
from 1956 onwards are reviewed. 

(iii) It has been ~t t  that time and labour involved' ill 
general review on such a scale would be ~ t t  lal'lJC' 
in relation to the rest:lts expected. The Ministry would likp to 
reconsider this in view of the cases reported in the Audit 
Reports so far. Further as the mistakes would have occurred 
onl} l compar" ' ~ t  and "0' in tr'er cases, the pr'J!" 
sed re','jew may .,ot tlJrow such a heavy load of work as is mlJe 
out by the Ministry. 

(iv) The Ministry's instructions that the review would be 
restricted to company cases only with a total income of Rs, 1 
lakh or over for the assessment years 1964·65 to 1967-68 w1ui,! 
not yield the reqUJried results as, the reduction in rebate could 
be carried forward to subsequent years for effecting necessary 
reduction." 

1.50.0In their Seventy-Third Report (F('urtll Lok Sabha) tbe-
Committee had desired tbAt a review of alt ('ast's of incorreet asses-
.... ent of additional super.tax of all eompanil'S from 1956·57 ~ 



shoulel be made. Government have urged the followinlr considera--
I ions for restricting the scope of the review to companies With a 
total income of as. 1 lakh or over starting from the assessment yCDr 

19M-65: 

(1) The time and labour involved in a general r':flew on the 
seale suuested would be disproportionately large in relation to the 
results expected; and 

(2) Any reetificatory ndion for the ~ t years apto 1963-
64 have become time-barred by 31-3-1969 • 

. As regards the Brst consideration, the Committee see force in the 
Audit view that, as the mistakes would have occurred only in com-
pany assessments, the proposed review may not result in a very 
heavy burden. As regards the second consideration, the Committee 
would like Government to examine whether rectificatory action may 
still not be possible in case of assessments for the years 1960-61 to 
1963-64 under section 147 <a> of the Act. On this basis, the Committee 
would like Government to extend the scope of the review to cover 
assessments of all the companies from the year 1960-61 onwards. 

Over-assessment.'f-Para 4.2.6 (S. No. 55) 

1.51. In para 4.26, the Committee observed as follows: 

"In pursuance of the observations of the Public Accounts 
Committee in their 29th Report, Government had undertaken a 
review of the appellate orders to determine the extent to which 
assessments were over-pitched. The Committee note that this 
review had "not indicated any serious malady" in this regard. 
The scope of this study was, however, limited by Government 
to ~ paaed b) Appellate Aumtant ~ . T11 
Committee desire that Government should also review appel-
late orders passed by the Tribunals and the Courts. In all cases 
where appellate authorities have allowed substantial relief and 
harassment of the assessee is manifest, the Committee would 
like appropriate action to be take"! against erring officers." 

1.52. In their reply dated 12th November, 1969, the Ministry of 
Finance have stated: 

"In this paragraph the P.A.C. have asked the Ministry to· 
review the appel1ate orders passed by the Tribunals and the 
Courts, for determining the extent to which assessments made 
by the ITOs were over-pitched. They have further desired 
that where appellate authorities have allowed substantial relief 
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and harassment of the assessee is manifest, appropriate action 
be taken sjfsinst the erring officers. The Ministry notice that 

.a similar recommendation is contained in paragraph 1.23 of the 
PAC's 76th Report (1968-69), in which they considered the action 
taken on their 17th and 29th Reports. The said paragraph reads 
.as below; 

"The Committee would like Government to look criti-
cally into cases of over-pitched assessments in important 
revenue circles like Calcutta, Bombay, Madras and Delhi, 
where the Income-tax Tribunals, High Courts and the Sup-
reme Court have passed strictures against such assessments 
during the last three years or where assessments made by 
the Income-tax Officers have been reduced by either 
Rs. 50,OOO!- or 25 per cent of the originally assessed tax. 
Apart from taking deterrent action against officials held 
responsible for indulging in vexatious taxation, Government 
should analyse the cases and issue general guidelines for 
the information and use of Income-tax Officers." 

The PAC's recommendations seem to have been based on 
the follOwing generally prevailing impressions about the nature 
.of Income-tax assessments: 

(i) The difference between the assessed income and 
returned income is often due to vexatious additions made 
by the ITOs. 

(ii) The I.T. Appellate Tribunals, High Courts and the 
Supreme Court have passed strictures against some of these 
assessments during the last three years. 

'The Ministry would like to first clarify the position regarding 
these impressions, before coming to the recommendation made 
in pata 4.26 of the 73rd Report. 

At the outset, it may be stated that so far as the Ministry 
is aware, no strictures regarding over-pitching of assessments 
have been passed by the Tribunals, High Courts or the Sup-
reme Court during a period of four years upto September, 1968. 
The PAC's attention has already been invited to this fact under 
the Ministry's D.D. No. 3110I68-II: (Audit) dated 11th Novem-
beli; 1968 (Vide p. 48 of the PAC's 76th Report. On the ques-
tion of whether vexatious additions to the income returned by 
:assessees are generally prevalent, the Ministry have had nearly 
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8500 appellate orders test-checked by a committee comprising 
-three senior officers of the Income-tax Department which found 
that 35.5 per cent of the assessments had been confirmed and 
reliefs exceeding 50 per cent of what the appellants asked for 
had been allowed in about 33 per cent cases. The Committee 
found that though the interference by the appellate authorities 
often reflected an honest difference of opinion, maturer judge-
ment of the AACs and availability of appellate decisions or 
evidence which were not available to the ITOs, quite a consi-
derable percentage of interference was due to omissions and 
commissions on the part of the ITOs, which could well have 
been avoided. Instructions have already been issued by the 
CBDT cautioning the ITOs of such pitfalls [Vide copy of the 
Board's* F. No. 501322168-IT-J(II), dated 6th February, 1969, ell-
closed]. In this connection it would be pertinent to refer to a 
persistent difficulty in framing proper Income-tax assessments. 
It happens not infrequently that the assessees withhold at the 
assessment stage some evidence which they produce for the 
first time before the Tribunal or even the AAC, who are natu-
rally not seized of all the material facts for checking the proper 
worth of those pieces of evidence. With a wider background 
about a particular case the concerned ITO would have been 
in a position to assess the worth of the evidence but this is what 
many of the assessees wish to avoid. A decision is bound t~ 
suffer from internal weakness of the situation and that is what 
assessees under expert advices plan for. In these circumstances 
the Income-hx Officer often becomes helpless in so far as he 
cannot ignore the item. nor can he come to a correct decision. 

Now, coming to the question of the review of the appellate 
-orders passed by the Appellate Tribunals and the Courts, the 
Ministry would like to place the following facts for the consi-
-deration of the PAC: 

(i) The orders of the Appellate Assistant Commission-
ers are the first appellate orders on the assessments made 
by the ITOs. As such, the problem of· over-pitched 'assess-
ments can best be spot-lighted from a study of the AAC's 
-orders. 

(U) The Appellate Assistant Commissioners are sen:or 
officers of the Department, with fairly long assessment ex-
perience, who are free from executive interference. It is 

• 18-120. 

3143 (Aii) LS-3. 
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rather unlikely that any blatant and manifest over-assess-
ment will escape their notice and it will be noticed for the 
first tittle before the I.T. Appellate Tribunal. 

(iii) The High Courts and the Supreme Court are not 
at all concerned with questions of fact; they only give their 
ruling on questions of law. It is, therefore, most unlikely 
that any instance of manifest over-assessment would be de-
tected by them. 

In view of what has been stated above, the Ministry would 
wggest that the PAC may kindly wait and watch the results of 
the action taken by the CBDT on the basis of a study of the 
AAC's orders." 

1.53. The instructions dated 6th February, 1969 issued by the Cen-
tral Board of Direct Taxes read as follows: 

"The Action Taken Sub-Committee of the P.A.C. having 
adversely commented on the problem of over-assessments, the 
Board constituted recently a Committee consisting of Shri S. 
Narayan, OSD and SIShri W. A. Khan and P. N. Sewake, D.Ds.! 
for conducting from this angle a pilot study of the orders passed 
during 1967-68 by 2 AACs each from the Punjab, U.P. and Delhi 
CIT charges. The Committee's report has been received; al-
though the study was confined to only selected AACs' . ~  

from 3 Commissioners' charges, the results of the pilot study 
can generally be considered as applicable to all the charges. 

, 2. Out of nearly 8,500 appellate orders studied by the Com-
mittee, it was found that only about 3,000 assessment orders' 
(35.5 per cent) were confirmed, while about 5,000 orders (60 per 
cent) were subjected to relief (excluding assessments interfer-
ed with but not amounting to relief). A further analysis of the 
5,000 and odd assessments subjected to relief showed that in 
about 2,800 cases (56 per cent) more than 50 per cent of the 
relief sought for hl!d been allowed by the AACs. 

3. It is true that a percentage of interference reflected hon-
est difference of opinion, maturer judgment of the AACs or' 
availability of appellate decisions and evidence which were not 
before the ITOs but quite a considerable percentage of interfer-
ence was due to omissiom Ilnd commissions on the part of the 



28 

ITOs, which could well have been avoided. Some of these ty-
pical omissions and commissions listed by the Committee are in-
dicated below:-

(i) The ITOs seem to be in the habit of making compa-
ratively petty additions without any reason or with utterly 
inadequate reasons. 

(ii) In cases of retailers where it was obviously not 
possible to keep quantitative stock tally, additions had been 
made to the trading accounts without giving justification or 
quoting parallel cases and no care was taken to see whether 
the additions fitted in logically with a proper arithmetically 
correct reconstruction of the trading account. 

" 
(iii) The ITOs seem to be in the habit of making addi-

tions for supposedly inadequate drawings for household ex-
penses without giving any reasons or without trying to ana-
lyse the expected normal household expenses under differ-
end heads, correlating them with the size and the needs of 
the family. 

(iv) Cash credits are sometimes added with only super-
ficial enquiry and probe into their source and ownership 
without pursuing these enquiries to an extent which could 
ensure thpir being sustain'ed in appeal. 

(v) The ITOs are sometimes not realistic and practical in 
their approach in the matter of allowir!g bad debts written 
off in the books; mere absence of legal actIon against the 
debtors should not be over-emp.."t':lsized, particularly when 
the amounts involved are small making it not worthwhile 
for the assessee to incur legal expenditure, once he was 
satisfied that nothing further could be realized. 

(vi) The ITOs have sometimes a tendency to make 
additions in manufacturers' cases, on account of shortages, 
wastages, low yields, etc. without building up a reasonably 
strong case on these points and without giving adequate 
or"",\rtunity to the assessee for elucidating reasons and then 
meeting them. 

(vii) In the case of companies, the ITOs sometimes 
tinker unduly with the remuneration of the Directors even 
when they are apparently not large nor unreasonable. 
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(viii) The provisional share income from firms is some-

times taken by the ITOs not as returned by the assessee but 
on estimate which is not a correct course. 

4. The Commissioners are requested to bring the above not-
ed shortcomings to the notice of the fTOs so that these are 
avoided. The Commissioners and lACs should also constantly 
impress upon the ITOs the imperative need for making balanc-
ed, well-reasoned and realistic assessments. These aspects of 
assessment work should be particularly looked into during ins-
pection of ITOs' work and the defaulting officers be pulled up 
and adversely commented wherever called for. This matter 
could also be borne in mind and necessary corrective action by 
way of advice or admonition taken, when the adverse appellate 
orders are scrutinised in the Commissioner's Office." 

1.54. The Committee observe that out of nearly 8,560 appellate 
orders passed by Appellate Assistant Commissioners studied by a 
Departmental Study Team, nearly 5,000 orders (60 per cent) were 
found to have been subjected t.o rl!1ief (excluding assessments inter-
fered with but not amounting to relief). A further analysis of 5,000 
odd assessments subject"d to relief showed that in about 2,800 
cases (56 per cent of the assessments) more than 50 per cent of the 
relief sought for had been allowed by the Appellate Assistant Com-
missioners. According to the Study Team's findings, while a percen-
tage of interference reflected honest difference of opfbion, maturer 
judgment of the ApI)clJate authorities or availability of appellate 
decisions and evidence which were not before the Income-tax Offic-
ers, "quite a considerable percentage of interference was due to 
omissions and commissions on the part of the Income-tax Officers 
which could quite well have been avoided." In the light of these 
findings, the Committee feel that over-assessments r.ontinue to he a 
serious problem in the Department. 

1.55. In their Seventy-Third Report" (Fourth Lok Sabha), the 
Committee had also suggested a study of over-pitched assessments 
in important revenUe circles in the light of judgements of Tribunals 
and the Courts. The Committee note that Government have not 
initiated a study on these Jines on the ground that "any blatant and 
manifest over-assessments" are not likely to be "noticed for the 
tlrst time" by Tribunals and that the Courts are concerned only 
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with questions of law. The Committee are unable to accept this rea-
8Onm,. Questions of law cannot be considered in isolation from ques-
tiODS of fact. The Committee would therefore like to reiterate their 
suuestions in para 4.26 of their Seventy-Third Report (Fourth Lok 

Sahha). 

1.56. The Committee note that the Board of Direct Taxes have 
instructed the Commissioners to ensure that the tendency to make 
vexatious additions should be particularly looked into during inspec-
tion of Income-tax Officer's work and, wherever necessary, the de-
faulting officers pulled up. The Committee trust that these instruc-
tions would be strictly implemented. They also hope that the Minis-
try will keep the position under constant watch and, if necessary, 
take such further steps as may become necessary to curb the ten-
dency to over-pitch demands, which the Committee have deprecated 
in successive Reports on Direct Taxes. 

Searches and Seizures-Para 5.21 (S. No. 58) 

1.57. In para 5.21 the Committee observed as follows: 

"The Committee WOUld also like to point out that very wide 
powers are now available under the Act to make searches and 
seizures. It is, therefore, imperative that these are exercised 
very judiCiously, as a wrong search or seizure, besides causing 
harassment to assessees, could do incalculable harm to their 
prestige and standing. The Committee note that Government 
~t  contemplating the issue of suitable instructions on this point. 
They would like action in this respect to be speedily taken. The 
Committee would also like Government to examine whether 
the power to order searches and seizures should be more pre-
cisely defined. The authority of search and seizure may be in-
voked where it may reasonably be expected to lead to the dis-
covery of concealed income of, say, Rs. 1 lakh or more. Such 
a provision would  constitute an automatic safeguard against the 
utilisation of power of search and seizure, where the efficer con-
cerned is himself not sure of the necessity of such action but 
has to yield to the pressure of informers in the nature of black-
mail. The Committee would like Government to examine whe-
ther some suitable enactment on this line is possible and advis-
able." 

1.58. In their reply dated 24th July, 1969, the Ministry of Finance 
have stated as follows: 

"The question of ensuring that the wide powers now avan .. 
able under the Income-tax Act to make searches and seizures 
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are exerCised every judiciously has been carefully considered by 
the Ministry. It has been found that the number of searches 
undertaken by the Department has been declining year after 
year. Thus, in 1964, the nwnber was 397, in 1965-66 306, in 
1966-67 189, in 1967-68 198 and in 1968-69 (upto 28th February, 
1969) 60 only. It has also been noticed that t..'le searches made 
so far have been largely successful, the infructuous ones being 
very few viz., 4 in 1964-65; 13 in 1965-66, 3 each in 1966-67 and 
1987-68 and 2 in 1968-69. The successful searches have resulted 
iIi the detection of a large number of cases in which various 
tax evasion de-:ices had been employed e.g., introduction of un-
accouhted money as Hundi loans or borrowings from some so-
called firms which were non-existent, spurious book entries ill 
accounts in collusion with third parties etc. As such, the Minis-
try feel that the powers of searches and seizures are being exer-
cised quite judiciously. 

Instructions already exist that the Commissioners of 
Income-tax should use great care to avoid causing harassment 
to the public while exercising the powers of searches and seiz-
ures (vide copy of the Board's instructions contained  in their 
F. No. 15!142!64-IT(Inv), dated the 28th August, 19M-Circular 
No. 23D(XL-64) of 1964). 

The recommendations of the P.A.C. have been carefully con-
sidered by the Ministry upto the stage of the Deputy Prime 
Minister. Laying down of a monetary limit, such as Rs. 50,0001-, 
has not been considered feasible for various reasons. Thus a 
search is undertaken when the information regarding an asses-
see having some secreted assets or books of account or incrimi-
nating documents is considered fairly. reliable; at this stage the 
amount of concealment is largely a matter of opinion. An 
attempt at precise determination of the likely amount of con-
~ t would necessarily cause delay in taking the decision 
and detract from the effe'Ctf.veness of search which depends 
upon the secrecy and speed with which it is executed. Search-
es have, in fact, led to the discovery of secreted assets for the 
purpose of recovery of tax, as also evidence for prosecution. 
Besides, laying down monetary limits in the statute may also 
give rise to a lot of writs and litigation. Accordingly, it has 
been considered undesirable to issue any such administrative 
instructions or to Introduce any enactment in this respect." 

1.59. In para 5.21 of their Sennty.Third ~ t (F01lrth Lok 
S.blta), the Committee bad suuested that the power to order sear-
.. ~ and seizUfes .... uld he more pJ'e4!iselv defined. The Committee 
observe that Government have Dot accepted the suggedioDs made 
hv the Committee in this reprd. One of the arguments advanced by 
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Government for nut acceptin, the recomruendation of the Commit-
tee is that at the time a search is undertaken, the amount of con-
cealment is a matter of opinion and an attempt at precise determi-
nation of the likely amount of concealment would necessarily cause 
delay in takin, the decision and detract from the effectiveness of 
.the search. 'J'lhe Committee do not see much force in this argument 
:for the following reasons: 

(i) It is not the suggestion of the Committee that the exact 
amount of concoaIment should first be ascertained. What 
the Committee desired \Vb that tke power of search may 
be invoked where it may reasonably be expected to lead 
to a discovery of concealed income of say Rs. 1 lakh or 
more. 

(ii) When an information is lodged before the Income tax 
authorities about concealment of assets or books of 
account, the Commissioner has to form an opinion under 
section 132 of the Income tax Act that the person whose 
premises are to be seatched is in possession of money, 
bullion, etc., representing either wholly or partly income 

or property which has not been disclosed for the pur-
poses of the Income tax Act. If he has information re-
garding such money or bullion, he could certainly form 
an opinion about the valuation thereof viz. whether it 
is in excess of Rs. 50,000 or as. 1 lakh, as the case may be. 

(iii) In a note furnished by Government and reproduced in 
para 5.5 of the Seventy-Third Report (Fourth Lok 
Sabha), it has been stated that "normally searches are 
not authorised by the Commissioner of Income-tax unless 
the amount of concealment suspected was Rs. 50,000 or 
above or substantial tax evasion was reported." 

1.60. The Committee would sugge'!t that if it is not feasible to 
write any precise monetary limits into law for fear that it may pro-
voke unnecessary litigation, Government should at least issue exe-
cutive instructions to the Commissioners to follow a suitable norm, 
so that infntctuous searches are not resorted to. 
Prosecutions in cases of searches andseizures--Para 5.22 (S. No. 59) 

1.61. In para 5.22 of the Report, the Committee observed as 
follows: 

f4The Committee note that out of 926 cases in which searches 
and seizures were carried out, prosecutions have been launched 
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only in 8 cases, of which two have been compounded. The-
Committee would like Government to take prompt follow up-
action in all such cases with a view to their earlier finalisation."· 

1.62 In. their reply dated 27.10.1969, the Ministry of Finance have 
stated as follows: 

"The Committee's o'bservations have been noted for guidance. 

2. The reasons why in all search cases prosecu.tion is not 
launched are as follows: 

Prosecution is possible only if evidence available even 
after a search is such that a criminal charge can be brought 
home with reasonable certainty. Evidence good enough 
for assessment is not so for prosecution. Only on proper 
evaluation of material and evidence gathered as a result of 
searches that prosecutions are launched. Information collect-
ed during searches have motivated assessees to come clean 
with the department and have influenced them to a great. 
extent to come up with disclosures uls 271(4A). However, 
settlements uls 271 (4A) automatically preclude prosecution. 
This apart, Department has maintained its policy of proscC'u" 
tion in cases where nature of evidence ~  the action. 

3. The Government is anxious to see that the assessment's in 
which searches and seizures have been carried out are expediti-
ously disposed of and in cases where prosecutions have been 
launched the Government is keen to get these cases finalised 
as early as possible." 

1.63. One of the reasons given by Govemment for not launching· 
prosecutions in all search cases is that the information oolIected 
during searches has influenced the assessees to come with disclo-
sures under section 271(4A) of the Act, and that settlt::ments under 
this section preclude prosecution. The Committee do not consider 
this a valid ground as benefit under section 271(4A) is available only 
when tbe disclosures are "voluntary" and "in good faith". In ellses 
where searches Ihave been carried out and disclosures have subse-
quently been made, the disclosures cannot be said to be either 
"voluntary" or "in good faith". The Committee, therefore, feel that 
where • search bas brought to light incriminating evidence, th.,. 
Department should lose no time in launching a prosecution. 
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Pendency of Appeals-Para 5.32 (S. No. 60) 

1.64. In para 5.32 of the Report, the Committee mane the foUo-· 
wing observation regarding pendency of appeals: 

"The Committee are greatly concerned over the heavy: 
pendency of cases with Appellate Assistant Commissioners. The. 
number of such cases which at the end of June, 1964 was 84,736 
increased to 2,OO,9!s as at the end of June 1968. The Commi-• 
ttee note that certain additional posts were sanctioned' in the' 
Department to cope with increasing work in this respect, but· 
due to various reasons the posts could not be filled up till. 
recently. The COmmittee also note that steps are being taken 
by the Department to clear the backlog of pending appeals. 
They hope that as a result work will be "fairly current" by 
March, 1970 as expected by Government. The Committee expect 
that Government will keep the matter under constant and con-
tinuous watch." 

1.65. In their reply dated 14.11.1969, the Ministry' have stated 
as follows: 

"The Ministry shares the concern expressed by the P. A. C. 
about the heavy pendency of appeals with Appellate Assistant 
Commissioners. Even with the addition of 30 AACs to the 
strength of 148 obtaining till ~-  it has not been possible to 
arrest the rise in the number of pending appeals. The position 
of .t~  pendency of appeals before the AACs during the last three 
years 1966-67 to 1968-69 and the first five months of the current 
year, April to August, 1969 is indicated. below: 

Year Opening Institu- Disposal Closing No. Of 
balance tion du- during Balance A.A. 
of pen- ring the the per- Cs. 
ding ap- period iod 
peats 

1966-:67 1,58,884 1,96,288 1,94,080 1,61,092 148 

1967-68 . 1,61,092 2,09,336 1,84,217 1,86,211 148 

1968-69 1,86,211 2,16,691 1,94,424 2,08,478 178 

1-4-69 to 31· 8·69 . 2,08,478 91,750 87,559 2,12.669 178 

Corresponding figu-
res upto 
1968 • 

August, 
(87,004) (68,332) -, ... 
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'Though the above figures suggest ~ ~ lncrease in the 
number of appeals pending, the correct position is that in recent 
months the pendency has been going down at the rate of about 
9,000 appeals per month. The following figures would speak for 
themselves: ._-_._-_ ...•. _._-- --_._-

Month Pendency at the end of the month 

_ .•. _---_ .. __ ..•. __ ... _--_ ... _._ .. _----------
.June, 1969 

:31·7·69 

31·8·69 

2,30,789 

2,21.501 

2,12.669 .. 

The Ministry notice. however, that even with the added disposal 
of 9,000 cases per month, the arrears as on 31. 3. 69, can be wiped 
out in a minimum period of 27 months. It will, therefore, be 
necessary for the Ministry to revise its earlier estimate that 
the work will be fairly current by March, 1970. 

-
Alarmed at the apparent set-back in the pendency position 

regarding appeals the Ministry had the reasons investigated 
into. The following trends, some contributing to the reduction 
of appeals and the others to their addition, were detected: 

(1) The time-limit for completion of pending .assess-
ments has been reduced from 4 years to 2 years at'd other 
measures like the Small Income Scheme introduced to 
accelerate th_e pace of disposal of assessments. As a result, 
considerably larger number. of assessments than in the past 
are being made now. This is happening not only in small 
income cases which are disposed of in a summary manner 
and give rise to ~  appeals, but also in higher income cases 
hivolving contl'ntiolls points. 

(2) More ITOs have been posted for bringing the ~

ments uptodate. 200 ITOs (Class II) have been put on duty 
only in October, 1969. 

(3) The percentage of appeals filed in relation to the 
assessments completed has declined from 8 per cent in 1966-
67 and 1967-68 to 6 per cent in 1968-69. 

(4) For reducing the ~ t t  of appeals further, R 
pilot study was conducted by some senior ofticers of the 
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Department for spotlighting the avoidance omISSIons and 
.commissions on the part of 1TOs and on the basis of the study 
instructions have been issued for the avoidance of such pit-
falls. This step is also expected to eliminate appeals in many 
cases. 

(5) The rate of disposal by AACs has been stepped up 
from 104 in 1968-69 to 118 during the first five months of the 
current -year. 

The Ministry feel that despite the fall in the rate of filing 
of appeals and a distinct improvement in the rate of disposal by 
AACs, it will not be easy to clear the tremendous load of appeals 
created by the reduction of the time-limit for completion of 
assessments from 4 years to 2 years. For coping with this extra 
load, a further increase in the number of AACs may be the only 
solution. This aspect of the problem is under their active 
consideration." 

1.66. The Committee cannot help ,-:pressing concern over the 
alarming position in regard to pendency of appeals. They observe 
that ill spite of increase in the number of Appellate Assistant Com-
missioners from 148 to 178, the number of appeals pending rose 
from 2,00,928 as on 30.6.1968 to 2,12,669 as on 31.8.196.9. The Gov-
ernment 'had earlier stated that the position would be "fairly cur-
rent" by March, 1969 but the indication now is that a period of 
at least 27 months would be required to clear the pending appea1s. 
A further increase in the number of Appellate Assistant Commissi-
oners is also under contemplation to cope with the extra load of 
appeals caused by the filing of new cases. 

1.67. The Committee would like to  suggest that Government 
should coliect further data about the pending appeals. An analysis 
of pending appeals categorywise should be carried out to determine 
in which income-bracket the appeals fan and the extent of reJief 
sought. This would help Government to· decide to what extent the 
creation of more posts would be justified. 

1.68. In the ultimate analysiS. any lasting improvement in the 
position can be brought about by eliminating perfundory assess-
ments through proper ~  of work of the assessing officers 
rather than increasing the posts. 
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Pendency of Revision Petitions-Para 5.33 (S. No. 61) 

1.69. In para 5.33, the Committee made the followilli observa-
tions: 

"The Committee would also like to point out that the num-
ber of revision petitions pending with Commissioners increased 
from 4,760 as at the end of June, 1965 to 7,234 as at the end of 
September, 1968. The Committee would like steps to be taken 
to bring down the number of outstanding revision petitions." 

1.70. In their reply dated 17th November, 19.69 the Ministry of 
F'inance have stated: ' 

"The Ministry themselves are concerned about the steady 
rise in the number of revision petitions, as indicated by the 
following figures: 

Dale 

30·9·68. 

31·3'69 

30·6·69 

30·9·69 

No. o/revision pr!lilions pending 

---------------
7,234 

7,947 

9,085 

9,601 

The reasons for the increase are the following:-

(i) Because of the accelerated pace of disposal of assessments, 
the rate of institution of revision petitions is going up. 
Thus, in each of the first five months of 1969-70, the insti-
tutions were more than in the corresponding months of 
the preceding year. The aggregate excess in these five 
months was 677 cases. 

(ii) Due to the addition of various new items of work at the 
Commissioner's level and the drives regarding accelerated-
disposal of assessments, collection and refund, pressure of 
work on the Commissioners is becoming heavier. 

(iii) FollOwing the Supreme Court decision in the case of 
Dwarka Nath VB. I.T.O. (57 ITR 349) the Commissioners 
of Income-tax are now required to give a hearing to the 
assessees filing revision petitions, before these can be re-
jected. . .  ; ~ ~' t! 
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The ! ~  is considering some administrative mt:!ttsures, suCh 
.as, the creation of a few posts of Additional Commissioners of in-
come-tax, who could take over some functions relieving the Com-
missionerc; of their extra burden." 

1.71. The Committee are concerned over the growing pendency 
.of revision petitions. The number of such petitions whiCh was 7,234 
at the end of September, 1968 rose to 9,601 by the end of September, 
196,9--8n increase of nearly 33 per cent in just one year. The Com. 
mittee would like the Ministry to take concrete measures to briDe 
down the number of pending revision petitions. 



CHAPTER D 

RECOMMENDATIONSIOBSERVATONS THAT HAVE BEEN 

ACCEPTED BY GOVERNMENT 

Recommendations 

The Committee observe that the number of assessees on record 
increased from 12,00,367 as on 31st March, 1962 to 27,01,733 on 31st 
March, 967. This sharp increase in the number of assessees with-
out a corresponding increase in the man-power resources of the 
Income-t.ax Department has resulted in substantial accmuletion 
of assessments, apart from "perfunctory assessments leading to 
endless litigations, Audit criticisms and irritation to assessees." 

As pointed out by the Working Group of the Administra-
tive Reforms Commission, it is "neither possible nor desirable" to 
tackle the problem of mounting assessments just by augmenting 
the strength of assessing officers and ministerial staff. A bp.tter 
course would ~ "to rationalise the procedures relating to comple-
tion of assessments and fix proper priorities in regard to the dispo-
sal of existing and arrears cases and the extent and the extent of 
scrutiny to be exercised before accepting the returns of income for 
the various categories of assessees." The Small Income Cases 
Assessment Scheme introduced by Government is from this point 
of view a step in the right direction. The Committee would like 
Government closely to watch the working of the Scheme, with a 
view to considering to wlult extent its scope could be extended, 
consistently with the need to stop tax evasion. 

The Committee would like to commend the following other 
suggestions to Government to tackle the problem of mounting 
assessments: 

(i) There would not be "much justification," as conceded by 
the representative of the Ministry of Finance, "for con-
tinuing with the assessment of small incomes if one finds 
that the taxation of this group results in minus revenue." 
Government should therefore arrange for reliable data 
being collected about the cost of collection in respect of 
various income brackets vis-a-vis revenue realised. This 
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would help to determine which of the present catef,todett 
of tax payers should continue to 'be borne on the tax 
register and how assessment procedures should be sim-
plified, if the taxation of these categories is not to become 
a drag on Government revenues. 

(U) To enable assessing officers to devote their time eJfec-
tively to assessment work Government may examine 
how far they can be divested of routine jobs, by alterna-
tive arrangements on the lines suggested by the Study 
Group of the Administrative Reforms Commission. 

(iii) All cases which have been closed N. A.' (non-assessment 
cases) for the past three years may be struck off the tax 
register "unless there is information on reccrd that they 
are likely to have taxable revenue or unless there are 
any proceedings pending in respect of these cases." 

[So Nos. 1, 2 and 3-Paragraphs 1.19, 1.20 and 1.21] 

Action 'raken 

It is true that the increase in the number of assessees has put 
in a great strain on the existing resources of the Income-tax 
Department, which cannot possibly be expanded proportionally 
with the increase in the workload. The Government have, how-
ever, tried to rationalise the work in the Department through two 
main schemes, Ollt! for the accelerated disposal of small income 
cases and the t ~  for the functional division of work ,to divest the 
assessing officers of their routine functions. That these steps have 
proved effective will be evident from the fact that while the num-
ber of cases penamg on 31st March, 1968 was 23,29,650, the pend-
ency as on 31st March, 1969 came down to 17,46,339, a fall by 
nearly 25 per cent. 

The GovemmehL have been closely watching the working of the 
Small Inceme Scheme and feel that it is being run properlY' without 
detriment to revellue, Through a provision in the Income-tax 
Amendment Bill, ~  the Government is trying to assume discre-, 
tionary powers fm the disposal of such assessments, so that the 
tempo ot disposal or such cases is further accelerated. 

1.21: (i) The cost of collection rnlating the  the small income 
cases was estimated by the Working Group of the Administrative 
Reforms C'ommissioll on the basis of a dead average, assuming that 
the time and resources devoted to each case would be just the 
lame, irrespective of the complications which may be involved in 
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'the higher income s .. oup cases. The Public Accounts Committee 
were not satisfied with its approach and directed the Government 
1:0 arrange for deliable data being collected about the cost of collec-
tion in respect of vanous income brackets vis-a-vis the revenue 
realised. Since most of the Income Tax Officers handle cases fall-
ing in different income brackets, the Government has not found it 
possible to separate the cost of collection precisely f('lr each income 
·bracket. What they have done is to proceed on a weighted-average 
basiS, taking one Cat. I case to be equal to 20 Cat. V cases, a C?t. II 
case at 5 Cat. V cases and so on. On this basis they have found the 
cost of collection for the different income brackets to be as follows: 

-------_ .. -.----------------
Cost of collection for the different 

I 

II 

'HI 

IV 
V 

Cat. s. 

I ) i 6-67 1967-68 

335 339·80 

83·80 84·95 

41·90  42·48 

22·35 22·65 

16·76 16·99 

1968·69 

295·60 

73·90 

36·95 

19 71 

14·78 
[Vide details in the annexed sheet] 

The revenue realised from each income bracket cannot be deter-
mined with any amount of accuracy because the statistics are 
not maintained on this basis. Even the Working Group of the 
Administrative Reforms Committee had resort to an estimate in 
this respect. However, it is clear that the cost of collection for 
lower income cases (those in Categories III, IV and V) would be 
only about half of the yield estimated from such cases by the 
Workini Group. Hence it would perhaps not be necessary to eli-
minate any of the existing category of assessees simply on the 
:score of excessive cost of collection. 

(ii) The Government have already introduced the Functional 
.Scheme under which the assessing officers have been divested of 
routine jobs ~ collection, administration and statistics. Under 
this Scheme, elC Inspecting Assistant Commissioner functions as a 
Group Supervisor exercising personal ~ t about the priority 
'4)f cases. That the Functional Scheme has succeeded in rationalis-
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fng work will be evident from the following figures regarding the 
disposal and collection in the functional and non-functional 
.charges: 

------

Type of cIIor- Disposal of assessments Collection 
ge ---

1967-68  1968-69 Incrca· 1961-68 1968-69 Increa-
se% se% 

Functional 8,65,356 11,98,497 38·5 [24,m 26,715 9·5 

Non-fuucti-
.onal 16,91,198 21,93,480 29·7 t17,171 17,770 3·5 

The Government have been watching the progress of the Func-
tional Scheme, which is now being tried in 98 units, covering about 
48 per cent of the existing strength of officers, who are responsible 
for collecting about 60 per cent of the budget. 

(iii) All '~  are being made to weed out the infructuoul 
i!ases. The following are the figures of the cases struck off the 
General Index Register during the years 1965-66 to 1968-69: 

Financial Year 

1965-66 

t966-67 

1967-68 

1968-69 

No. of cases struck of the C.l.R. 

45,449 

95,959 

1,33,416 

1,38,842 

{Ministry of Finance (Department of Revenue) O.M. Nt). F. N(I. 

17!3!69-IT(Audit) dated 6th Nov. 19691. 

JI43 (AU) Ls-4 



*4 
COST OF COLLECTION OF DIFFERENT CATEGORIES 

OF CASES 
1966-67 f.y. 

--_._------_. 
Category No. of cases Conversion No. of cases Average ex. .. 

disposed of factor converted to penditure pel' 
Cat. V. case failiog 

in different 
cats. s. 

----.~- ------
I 1,33,067 20 2lJ, ')1,341) 335/20 

II 1,19,654 5 5,98,270 83/80 

III 2,87,992 2·5 7,19,980 41/90) 

IV 11,96,757 1* 15,95,676 22/35 

V 6,80,596 1 6,80,596 16/76 

--------
TOTAL 24,18,066 2·587 62,55,862 

Expenditure during the year 1966-67.:-Rs. 10,48,41,475/- Expenses per Cat. 
V. case disposed of-Rs. 16/76 

I. 

II. 

Ill. 
IV. 

V. 

TOTAL 

1967-68 r.y. 

1,52,679 20 

1,29,791 5 

3,02,403 2 
13,65,258 it 
6,16,423 

25,56,554 2·693 

Expenditure in 1967·68 r.y. 
Expenses per Category *case 

disposed of 

30,53,380 339/80 

6,48,965 84/95 

7,56,008 42/48 
18,20,324 22/65 

6,06,423 16/99 

68,85,090 

Rs.11,69,70,149/· 

Rs.16/99 
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1968-69 r.y . 
... __ • ____ 0 _______ ._. ___ • __ •••• _ •••• ___ • _____ 0 ___ 

C:1tcgory No. of cases ConverSion No. of cases Agverage ex-
di'lposed of factors converted to penditure. per 

Category case falling 
V in different 

Categories. 

------

I. 1,95,268 20 39,05,360 295/60 

II. 1,75,242 S 8,76,210 3 ~ 

m. 4,33,313 2 10,83,282 36/95 

IV. 18,29,841 Ii 24,39,788 19/71 

V. 7,87.618 1 7,87,618 14/78 

TOTAL 34,21,282 2·657 90,92,258 

Expenditure in 1968-69 f.y. 

Rs. 13,43,49,5001-
[Final appropriation figures] 

Expenses per category V 'Case disposed of-Rs. 14.78. 

Further information sought by the Action Taken Sub-Committee 

(i) Please state whether the Board have any proposal to effect 
a change in the basis of statistics maintained in the Department so 
as to give a fairly accurate indication of the yield from, and cost 
of collection of, taxes on income in each income-bracket. 

(ii) Please state on what basis the above weighted average has 
been arrived at. Has any time and motion study been carried out 
to determine the approximate time taken for the digposal of cases 
specified in each Category. 

(iii) Please give a rough idea of the yield from, and cost of col-
lection of, taxes during the last three years on incomes-

(a) upto Rs. 7,500; 

(b) upto Rs:-I0,OOO; and 

(c) Upto Rs. 12,500. 
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(iv) Please state whether Government have drawn up any pro-
gramme for the gradual extention of the Functional Scheme. 

GovemmeDt's Reply 

(i) At present, the Income-tax Department classifies assessees 
~  to the following Categories, which broadly follow some 
mcome ranges:-

Category I Business cases with income above Rs. 25,000. 

Category B Business cases having income between Rs. 
15,001 and Rs. 25,000. 

Category III Business cases with income between Rs. 7,501 
and Rs. 15,000. 

Category IV Business cases with income below Rs. 7,500 
non-Government Salary cases above Rs. 
18,000 and all cases of refunds under Section 
237. 

Category V Government salary cases and non-Govt. salary 
cases upto Rs. 18,000 and other assessees. 

The yield from each Category can be ~ t  accurately, but 
the cost of collection etc. relating to each such Category will heve 
to be a matter of estimate, because all the expenses are mIxed up. 

(Ii) The category of cases was fixed in 1946 by the then Director 
of Inspection (Income-tax) on the basis of the experience of the 
Income-tax Department. Thereafter the then Member Income-tax 
Reorganisation also made a time and motion study, which did not 
suggest any change of the standards already adopted. 

(iii) It is regretted that the infonnation cannot be furnished in 
exactly the same fonn as asked for. A break-up of the number of 
asses sees of each of the five categories, along with the average ex-
penditure per case falling in such categories, has already been fur-
nished by the Ministry in reply to para 1.21 of the P. A. C . 's 73rd 
Report. ' 

It will be extremely difficult to isolate the assessees of the in-
come ranges indicated by the P. A. C. So, the Ministry is giving below 
the number of Income-tax cases in the income range of Rs. 5,000 



to Rs. 10,000 assessed during the last three years and the approximate 
revenue realised therefrom, as furnished to the Raja Sabha on 9.12.69 
In reply to Unstarred Question No. 1209: 

Year 

1963-64 

1964-6S 

1966-67 

No of Income-tax 
cases assessed 

4,S8,S92 

S,37,604 

7,34,786 

Demand raised 
(In crores of Rs.) 

9'S4 

13·19 

20·23 

The average expenditure per Category IV case during the financial 
year 1966-67 was Rs. 22.35 and that on Category ITI case Rs. 41.90. 
On this basis, it will perhaps be VP-ry fair to estimate the average ex-
penditure per case in the income group of Rs. 5,000 to Rs. 10,000 at 
Rs. 30. Accordingly the cost of collection on 7,34,786 cases of this 
category assessed during 1966-6'7 would come to Rs. 2.20 crores. 

(iv) The number of functional units is being gradually increased. 
Their present strength is 98. 

[Ministry of Finance (Department of· Revenue) D.O. F. No. 17!1169-
IT (Audit) dated 22-12 ... 69]. 

Recommendation 

The Committee note that the number of 
pending Income-Tax assessments as at the end of 1967-68 was 23.30 
lakhs. or nearly double the number of pending assessments as at the 
end of 1963-64. Earlier in the Report, the Committee have drawn 
attention to the need for the rationalisation of procedures relating 
to assessments and for a proper scheme of priorities for the. disposal 
of cases, so that the time now devoted to the assessment of small 
income cases, from which the Exchequer gets very little gain, could 
be profitably diverted to the examination of business cases which 
are likely to yield substantial revenue. The data about pendency 
of assessments involving business income of over Rs; 25,000 given 
in this Report would show that the number of pending cases in this 
category has been going up. The Committee would like this 
tendency to be arrested through proper programming of the work 
of assessing officers. The Committee note that the working Group 
of the Administrative Reforms Commission have made a number 
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of useful suggestions for bringing down the number of pendms 
assessments. The Committee would like particularly to draw atten-
tion to the following suggestions: 

(i) Fixing of timelimits for assessments which have heen 
reopened, for posting cases ior hearing and for the issue 
of assessment orders. 

(ii) Dispensing with provisional assessments. The Committee 
would like to be apprised of the Action taken by the 
Government pursuant to the foregoing suggestions. 

[So No. -{-Paragraph 1. 29] 

Action Taken 

The Ministry invites the attention of the Public Accounts Com-
mittee to the former's reply to paras 1.20 and 1.21 of the P.A.C.s 
73rd Report, in which the following matters have been discussed: 

(1) Rationalisation of the procedures of assessment; 

(if) Drawing up a proper scheme of priOrities for the disposal 
of cases; and 

(iii) Diversion of resources for examination of business cases, 
which are likely to yield substantial revenue. 

2. Regarding the pendency of business cases with income of 
Re. 25,000 and over, a comparative chart of disposal of Category I 
cases is annexed. It will show that the disposal of the cases com-
ing under this category during 1968-69 was 28 per cent more than 
in 1967-68. Even so, the overall pendency has risen due to the addi-
tion of new Category I cases. Efforts are being made to accelerate 
the ~  of the pending cases involving substantial revenue. 

3. Regarding the other matters covered 'by para 1.29 of the PAC's 
73rd Report, the Ministry have taken the following steps: 

(a) Fixing a t:me-limit for reopened assessments 

By the Income-Tax Amendment Bill, 1969 a time-limit of 2 years 
from the end of the financial year in which assessments were 
reopened under Sec. 146 or set aside by the appellate Or reviSionary 
authorities is being fixed for the completion of such assessments. 
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(lb) Time-limit fo'r postingcaBes fOf'. heorin.g aAd fw ilault! of a.. ..... 
ment orders 

Since aU assessments from the assessment year 1969-70 onwards 
will have to be completed within two years from the end-of the 
relevant assessment year, no separate time-limits are being fixed 
for the different stages of such assessment proceedings. 

(c) Dispensing with p-rovisional assessments 

The Income-tax Amendment Bill, 1969 seeks, to, delete the pro-
vision for making provisional assessment for railine an interim 
demand. 

{Ministry o/Finance (Department of Revenue) D.O. F. No. 17112169-
IT (Audit) dated 3-11-69]. 

ANNEXURE 

.statement Showing ~  dU1I011Il aIfIll'MdelfCY 

Category of cases Pendency as on 
31·3-68 

(1) (2) 

l 1,64,810 

II 1,62,367 

III 3,96,989 

IV 12,38,003 

V 3,67,481 

TOTAL 23,29,6SO 

-----

Disposal during Pendency as 
on 31·3·69 

1967-68  1968-69 (adjusted up 
to 31·7-1969) 

(3) (4) (5) 

------
1,52,679 195,268 194,4S4 

(t28% in ~ [tl8 a, in re-
lation t~ fig- Ia on to 
ures lIVen figures given 
in column (3)]. in clolumn 

(2)·1 

1,29,791 1,75,242 1,64,232 

3,02,403 4,33,313 3,27,979 

13,65,258 18,29,841 7,94,085 

6,06,423 7,87,648 2,65,589 

25,56,554 34,21,282 17,46,339 

Further information sought by the Action Taken Sub-CommJttee 

(i) Please state whether, as recommended by tbe Public k-
~ t  Committee, Government have fixed proper prioritjes in re-
gard to disposal of existing and arrear cases. 
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lil) Please indicate the precise steps taken or proposed to be 
tUm to accelerate the clearance of pending cases· involving sub-
stantial revenue (i.e., cases involving incomes of Rs. 25,000 and 

sbove). 

Has any programme been drawn up in this regard? 

Government's Reply 

(i) As has already been stated in the Ministry's reply to para 
1.21(ii) of the P.A.C.'s 73rd Report, the Inspecting Assistant 
Commi&Sioners in the "functional units" exercise personal judg-
ment about the priority of cases. In the Ranges which do not come 
under the Functional Scheme, it is the Inspecting Assistant Com-
missioner who, in consultation with his lTOs, fixes the orders of 
priority. The Board consider that it will not be advisable for them 
to fix any order of priorities, ignoring local conditions, about which 
the lACs have better knowledge. 

(ii) The steps which have been taken are as follows: 

(a) Increase in the number of ITOs in the Companies and 
Central charges, where the concentration of Category I 
cases is maximum. 

(b) For better supervision and quicker decision, the nu.mber 
of lACs in charge of the Central Circles has been in-
creased. 

(c) For prompt attention to Super Profit Tax and Sur Tax 
cases, which form a sizeable proportion of the higher 
category cases, some cells manned by specially trained 
Inspectors are being set up in the large revenue-yielding 
Circles. They will now be processing the cases and put .. 
ting them up for action by the concerned 1TOs. 

(d) The Commissioners of Income-tax, Bombay and Calcutta. 
who have a very large number of pending Category I 
cases, have been asked to keep a personal watch on the 
disposal of Category I cases. 

lMfnimy Of Finance (Deptt. of Revenue) D.O.F. No. 1711169-.Pl' 
(Audit) d4ted 22-12-69]. 
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Recommendation 

The Committee note that 516 Super Profits Tax and 3,438 Sur-
tnx assessments were pending as l1ll 31st March, 1968. The disposal' 
of these cases is obviously linked with the disposal of the relevant 
iJ1Come-tax assessments and the Committee would like concerted 
steps to be taken for their clearance. The Committee note that the 
Board expeots all the pending Super Profits Tax and Sur-tax assess-
ments to be cleared within the next twelve months, except for those 
which have to be kept pending for compelling reasons. They would 
'like to watch the position in this regard. 

From the information furnished by the Department, the Com-
mittee note that of demands aggregating Rs. 13.2 crores raised in 
1,507 Super Profits Tax and Sur-tax cases finalised in 1967-68, a sum 
of Rs. 5.35 crores remains to be realised. The Committee would 
like to be informed of the progress made in the realisation of the 
balance due. . 

[So Nos. 5 and 6-Paragraphs 1-34 and 1.35] 

Adion taken 

During the period 1. 4. 1968 to 30. 6. 1969, the pendency of Super 
Profits Tax assessments was reduced from 516 to 284 cases, but there' 
was actually a slight increase in the number of Sur-tax cases due 
to the addition of new cases. The . position regaz:ding collection 
also is rather disappointing. In this context, the Ministry feel that 
it will not be possible to complete Super Profits Tax and Sur-tax 
assessments by the end of 1969. 

2. The Central Board of Direct Taxes have chalked out the 
following lines of action about disposal of the pending SPT and 
Sur-tax cases, as also the collection against such assessments: 

(i) In each Commissioner's charge, where substantial number 
of SPT and Sur-tax assessments are pending, a Cell of 
Inspectors will have to be set up for drawing up draft 
computations in such cases, which are to be processed 
urgently by the respective Income-tax Officers. 

(ii) A short refreshers course for the Income-tax Ofllcers in 
charge of SPT and Sur-tax cases, as also the Inspectors 
of the special cells wherever crpated. will be Shortly 
organised by the Director of Inspection (Income-tax " 
Audit). 
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(iii) The respective Range Inspecting Assistant Commissioners 
are to be made responsible for ensuring· the phased dis-
posal of assessments and collection in the 8PT edSur-
tax cases; and 

(iv) The I.T.O.s are to be asked not to extend freely the dates 
of payment of SPT and Sur·tax demands. 

A copy of the Board's Instruction No. 131 dated 21-11-1969 on 
matter is enclosed herewith. 

[Ministry Of Finance (Department of Revenu.e) D.O. F. No. 17!13/69-
IT (Au.dit) dated 25-11·69]. 

F. No. 17jI3/69-IT (Audit) 

GovERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 21st Nov. 1969 •. 

From 

Shri S. Bhattacharyya, 

Secretary, Central Board of Direct Taxes. 

To 

All Commissioners of Income-tax. 

Sub: .Super Pdofits Tax and Sur-tax cases-Disposal of assess-
ments and collection of taxes in-

Sir, '." ,  ,  I II"'" 
I '. ~ ~ ~~. 

Your attention is invited to the Board's Instruction No. 116 (letter 
of even number dated 8. 10. 69) on the subject. 

2..In January, 1969, the Board had held out hopes to the Public 
Accounts Committee that pending S.P.T. and Sur-tax assessments, 
except those whicb would have to be kept pending for· compelling 
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.reasons, would be cleared by December, 1969. The following sta-
tistics recently collected from the different CommiSSioner's charges 
however indicate that it will be impossible to reaeh the target at 
the present rate of disposal: 

31·3·68 

30·6·69 

Pendency of assess-Demand in arrears 
ments (Crores of Rs.) 

-_._ .. -------_.-... -------.---. 

SPT 

516 

284 

Sur-tax 

3,438 

3,455 

SPT 

13·20 

12·18 

Sur-tax 

5·35 

11·22 

The figures relating to the clliferent charges are given in an 
annexure. 

3. The Board desire that the following steps should be urgently 
taken for liquidating the pendency of the S.P.T. and Sur-tax cases, 
as also the collection against such assessments: 

(i) In each Commissioner's charge, where a substantial 
number of S.P.T. and Sur-tax assessments are pending, 
a Cell of Inspectors should be set up for drawing up 
draft computations in such cases which would have to 
be processed urgently by the respeCtive Income-tax 
Officers. 

(U) A short refreshers course fo'r the Income-tax Officers in 
charge of the S.P.T. and Sur-tax cases, as also the In-
spectors of the special Cells wherever created, should be 
organised in each Commissioner's charge. The Director 
of Inspection (Income-tax and Audit) will ~ t  be 
issuing instructions as how to organise the course and he 
will also provide the necessary literature to the Commi-
ssioners. 

(iii) The respective Range lACs should be made responsible 
for ensuring a phased disposal of assessments and collec-
tion in the S.P.T. and Sur-tax cases, 

(Iv) The concerned Income-tax Officers are to be asked not to 
extend freely the dates for payment of S.P.T. and Sur-tax 
demands made on assessees. In every case involving 
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a request for atay of demand by more than Rs. 10,000, 
prior permission of the concerned I. A. C. should be taken 
before allowing an extension. 

4. The Board desire to be intimated by 29-12-69 about the action 
taken by you. 

Sl. 
No. 

Yours faithfully, 

(S. Bhattacharyya) 

Secretary, Central Board of Direct Taxn 

ANNEXURE 

Statement show/III the ~'  S.P.T. and Sur-tax as on 30-6-1969 

C.I.T.'s charge 
Super Profit'! Tax 

No. of Amount 
cases (Rs. in 

thousands) 

Sur-tax 

No. of Amount 
C88C1 (RI. in 

thousand 
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-------
18. Madras-II 

19. Madras (C) 

20. Madhya Pradesh 

21. Orissa . 
22. Patna 

23. Pot'oa 

~. Punjab 

2S. Rajasthan 

26. West Beogal I 1 
27. WcstBeogal-I1 . 
28. ~ Bengal-III J 

TOTAL 

------

55 

3 4 

4 3,60 

2,95 

3.13 

2,03 

1,87 

27 

126 4S,I4 

284 121,32 

Recommendation 

5 

271 

61 

49 

2 

2 

48 

10 

IS 

1,089 

6 

26,7S 

1,35 

94 

21 SS 

20 

1.93 

3S,26 

3,SSS 1,12,25 

While the Committee recognise that some progress has been made 
in the clearance of pc:mding Excess Profits and BUsiness Profits Tall 
cases; they would like the Department to take steps to ensure that 
the remaining 71 cases are speedily cleared. According to the target 
fixed, these cases were to have been cleared by 1st February, 1969. 
"The Committee would like to know whether this has been done. 

(Sr. No. 7-Paragraph 1.41) 

Action taken 

The Ministry regrets that despite best efforts it has not been pos· 
sible to clear the 71 EFT and EPT cases pending as on 31st July, 
1968. The pendency as on 30th June, 1969 was as below: 

E. p. T. B. P. T. Total 

42 14 S6 

A senior Mem:ber of the Central Board of Direct Taxes is personally 
in touch with the concerned Commissioners about the progress of 

the pending cases. 
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2. The reasons for the pendency of the above mentioned assess-' 
ments are summarised below: 

(i) In some cases the Income-tax assessments originally made 
were set aside by appellate authorities .and re-assessment 
proceedings are still pending. 

(ii) The old records are not easily traceable, 

(iii) The E.P.'l'. assessments Originally made were set aside by 
the Income-tax Appellate Tribunal and appeals to higher 
courts are pending, and 

(iv) Some writs are pending against the Income-tax assess-
ments which would form the basis of the E. P. T. assess-
ments. 

The. difficulties involved in the pending cases are not such as may 
be solved by even 31st March, 1970. However, the Ministry is mak-
ing all efforts to clear every case which can be possibly ftnaUSf'd. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17!15169-
IT (Audit) dated 15-11-69]. 

Further information sought by the Action Taken Sub-Committee 

Please indicate the latest position regarding clearance of pending 
Excess Profits Tax and Business Profits Tax cases. 

Government's reply 

The position of pendency as on 30th september, 1969 is as under: 

E. P. T. 
B. PI T. 

No. of cases 

52 
14 

Rupees in lakhs 

13· 34 
5·00 

Seven EPT cases were aded in the West Bengal charge in conse-
quence of the re.opening of Income-tax cases. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 171l1f;9-
IT (Audit) dated 22-12-1969]. 

Recommendation 

Farm the information furnished by Government, the Committee 
observe that the number of assessm·ents relating to property income 
in Delhi has not shown a very perceptible rise over the period 1962-83 
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to 1964-65. It is well-known that there has been a substantial increaae 
in real estate investment in Delhi and other metropOlitan cities in 
the last few years. The Committee would therefore like Govern-
·ment to review the position in all major cities to ensure that the 
owners of these properties have not escaped tax either on income 
channelised into these investments or on income accruing from the 
properties. 

[So No. 10-Paragraph 1.57] 

Action taken 

The P.A .C.'s recommendation, made in this paragraph, concerns 
house properties constructed in metrC1politan areas since 1962-63. 
The review desired by them would have to be undertaken in all the 
major citieu of India for investigation into the following points: 

(1) Whether the owners have declared the existence of these 
properties in their Income-tax or Wealth-tax returns? 

(2) Have the correct amounts of investment in these proper-

ties been declared? 

(3) Are the amounts invested in the properties fully explain-
ed by the declared resources of the owners? If not, the 
investments in excess of the known resources would have 
b) be treated as the undeclared income of the. concerned 

assessees. 

(4) Have the owners declared the correct income from the 

properties? 

2. The investigations desired by the P.A.C. would be time-con-
surning, but the Ministry is certain that they will also be rewarding. 
The first step in this direction has been taken in the Delhi charge 
where the Commissioner of Income-tax put 15 Inspectors ~ taking 
out extracts regarding new.ly constructed urban properties from the 
municipal records. They took down the particulars of 12,000 and 
odd houses. Thereafter, the owners of the properties were all writ-
ten to, enquiring whether they are assessed to Income-tax and/or 
Wealth-tax and some 3,000 of them have already sent replies; others 
are yet to respond. Meanwhile, over 2,500 Wealth-tax returns frem 

new assessees have been received. 

3. The Delhi Commissioner's efforts are proving fruitful. It is 
expected that when the concerned ITOs start checking the valuation 
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t()f the properties deducted, it would be posstble to rope in for In. 
,-come.-tax assessments the undeclared investments in such properties. 

4. A Valuation Cell was set up in the Central Board of Direct 
'Taxes in September, 1968. It has now eight property valuation units, 
:2 each at Bombay and Calcutta and one each at Delhi, Lucknow, 
.Ahmedabad and Madras. Each unit is headed by an Executive En-
:gineer and the overall control over the units is exercised by a Sup-
ferintending Engineer taken on deputation from the c.P.W.n. The 
purpose of setting up of the Valuation Cell was to check up whether 
:the valuation of properties made by assessees is adequate. Up to 
'the end of September, 1969, 228 cases in all had been referred to the 
"Valuation Units, out of which 71 were. disposed of. Taking the 71 
·cases together, the total market value of the properties came to about 
'B.s. 238 lakhs according to the returns filed by the concerned assess-
ees. The correspending figure, as per the valuations worked out by the 
"Valuation Units, comes to about Rs. 413 lakhs, which is 73 per cent 
more than the valuation shown in the returns. The Ministry expects 
that with persistent probes, the Valuation Cell of the C.B.D.T. will 
.help roping in undeclared investments. 

5. On the basis of the experience of the survey of new properties 
in the Delhi Commissioner's charge, similar surveys will be under-
-taken shortly in the other Commissioners' charges. 

:[Ministry of Finance (Department of Revenue) D.O. F. No. 171581f,9-
IT (Audit) dated 15-11-1969.] 

Further information sought by the Action Sub-Committee 

Please state whether any time-targetted programme for complet· 
ing the review of house properties has been drawn up for chargell 
other than Delhi. 

Government's Reply 

No time-targetted programme has been drawn up for the Com-
missioners' charges other than Delhi; but they are being asked tll 
undertake similar surveys immediately aUer t!1e financial year end!. 

LMinistry of Finance (Department of Revenup) D.O. F. No. 1711169-
IT (Audit) dated 22-12-1969.] 

Reeommendations 

The Cornmittee cannot help expressing their concern over the in .. 
crease in "effective arrears" of income-tax from RR. 244.67 crores as 
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<In 31st March, 1966 to Rs. 320.87 crores as on 31st March, 1967. The 
provisions of the Act contain built-in safeguards against accumulation 
of arrears which the Committee feel should be purposefully enforced, 
so that the problem of arrears could be effectively tackled. In this 
connection the Committee would like Government to consider the 
adoption of the following pre,ventive steps to avoid accumulation of 
arrears: 

(i) Tax on dividends and salaries statutorily deductible at 
source constitute a major portion of the total tax realisa-
tion. Elsewhere in this Report, the Committee have drawn 
attention to instances of failure to remdt taxes deducted 
at source. The departmental machinery should be geared 
to check compliance with the provisions of law in this 
regard. 

(ii) 

(iii) 

(iv) 

Advance tax which is collected also accounts for a major 
portion of the  tax realisations. The Department should 
work out an arrangement to ensure that advance tax 
notices are duly issued and collections watched. 

"The real and serious reason for heavy arrears", as point-
ed out by the Working Group of Administrative Reforms 
Commission, "is the tendel1lcy on the part of many Income-
tax Officers to delay assessments till the end of the finan-
cial year and make cumulative assessments for more than 
one year, particularly in big assessment cases, resulting in 
piling up huge demands which naturally the assessee is 
unable to discharge". This tendency should be firmly 
checked and the assessment work spaced out evenly over 
the year. 

The Department should also firmly curb any tendency on 
the part of assessing officers to over-pitch' assessments, as 
these result in needless tnflation of demands IlIid arrears. 
The Committee had already drawn attention to this prob-
lem in para 1.27 of their ,17th Report (Fourth ~  Sabha) 
and they hope that the matter will be kept under t ~ 

study. r 
. t', 

~... :,' "', " [Senal'No. ~ t  1.801 
. 'I" ~ •• ' 
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Action Taken 

(i) and (ii) The Government is grateful for the valuable sugges-
tions made by the P .A.C. and is keen that proper steps al3 per the-
provisions of t~  law, for strictly enforcing the recovery of the taxes, 
are taken. Instructions already exist for launching prosecutions in 
cases of failure to deduct tax at source and remit the same to the 
Government (copy enclosed). Copies of instructions dated 26th 
March, 1968 and 15th November, 1962 regarding issue of notices for 
payment of advance tax are also enclosed. 

(iii) The assessing officers' work is closely watched by the Ins-
pecting Assistant Commissioners and the Commissioners of Income-
tax and necessary directions are issued where it is noticed that the' 
disposal of cases per month is not uniform, which may lead to heavy 
disposal of cases in the. last months of February and March. Instruc-
tions have already been issued to Income-tax Officers to avoid accu-
mulation of arrears of assessments by proper phasing of their pro-
gramme. A copy of the instructions is enclosed. 

(iv) Regarding assessments which are on the higher side, with-
out proper justification a watch is kept by the Commissioners of 
Income-tax. While evaluating the work of an ~  if such ten-
dency is noticed, this is taken note of by the reporting ~. A 
copy of the instructions issued in this regard is enclosed. (Annexure). 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17159169-
IT (In".) dated 28-10-1969]. 

From 

To 

Sir, 

F. No. 3/3/68-IT(Audit) 

GOVERNMENT OF INDIA 

Central Board of Direct Taxes 

New Delhi, the 8th October, 1968. 

Shri M. N. Rahman, 

Under Secretary, Central Board of ~t Taxes. 

All Commissioners of Income-tax. 

-~ ... '-, 

SUB: Recommendatio1l.B of the Public Accounts Committee in: 
their 17* Repo'l't (1967·68) in Para. 1.9-

I am directed to append below the re.commendation of the Publio 
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Accounts Committee in their 17th Report (1967-68) in Para 1.9 and 
to request that it may please be ensured that the Income Tax Offi-
cers plan their programme in such a way that assessment of cases 
involving large income is not crowded into the last month and tha 
last week of the financial year. 

Para 1.9: 

From 

To 

Sir, 

"The Commlittee would like to draw special attention to the 
fact that the total value of assessments completed in the 
last month (March) of the finanCial year 1965-66 repre-
sented approximately 29 per cent of the total value of 
assessments completed. Further, nearly 40 per cent of the 
value of assessments in the last month were completed in 
the last seven days of March each year. This is clearly 
Indicative of the fact that the Department is not planning 
Its work properly and that a large number of cases are 
rushed through in the last month and indeed in the very 
last week of financial year. The Committee would like 
Government to taIqe effective measures to ensure that 
:tncome Tax Officers plan their programme in such a way 
that assessment of cases involving large incomes is not 
crowded into the last month and the last week of the year." 

II Yours faithfully, 

Sd/- M. N. Rahman, 

Under Secretary, Central Board of Direct TaxeB. 

F. No. 4/7 j6B-IT (Inv.) 
GOVERNMENT OF INDIA 

Central Board of Direct Taxes, 
New Delhi, the 29th January, 1969. 

The Secretary, 
Cenil'al Board of Direct Taxes. 

All Commissioners of Income-tax. 

, .• t' , 

SUB: Prosecution for non-dedllction oj tax at source and for 
not CTediting the tax to GOl.'emment-ProvisiOnB 01 
Part B-Dedllction at '01l7'Ce in Chapter XVIl-
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Reference is invited to Board's circular letter F. No. S8/3S/67-IT 
(Inv.) datoo 23-3-1967 regarding the above, wherein it has been em .. 
phasised that prosecution should be resorted to Wlder section 276(b) 
and 276 (d) of the Income-tax Act, 1961 for offences mentioned 
therein. Since cases of this type do not normally present any diftl .. 
culty in the matter of launching prosecutions, instructions were 
issued to the Commissioners to go ahead with prosecutions in such 
cases without the Board's prior administrative approval. 

[Vide Board's circular letter F. No. 4/3/68·IT(Inv.) dated 3-2-1968]. 

2. The reports so far received indicate that the progress achieved 
in this regard is not up to the expectations of the Board. The pro-
visions of section 276B, inserted by the Finance Act, 1968 should 
also be availed of to the maximum possible extent. Under these 
provisions the punishment for default in deducting the tax or for 
failure to pay the tax deducted has been extended to rigorous im-
prisonment which may extend to six months. All cases of continu-
ing defaults or new defaults after 1-4-1968 should be carefully exa-
mined and action to prosecute the defaulters under section 276B 
should be taken wherever necessary. 

3. In this connection it may also be brought to your notice that 
recently in a case of prosecution under section 276 (b) and 276 (d) 
of the Income-tax Act, 1961, cGnviction has been secured not only 
against the Principal Officer but also the Managing DirectoT of com-
pany. As the prosecution of the Directors is likely to have a much 
better effect, action for the prosecution of the Directors should also 
be taken wherever the circumstances justify such action. 

4. In some of the cases decided by CO'Urts recently, a part of the 
fines imposed has been directed to be made over to the Department 
to cover the legal expenses. We must invariably request the court to 
order the payment of at least a part of the fine to the department 
to cover the expenses incurred by it in prosecuting the defaulters. 

5. In this connection it may be noted that successful prosecutioIUJ 
launched in Bombay and Madras charges during the recent past 
have greatly stopped up the receipts from deductions pt source. I 
am, therefore, directed to request you that there should be no hesl-
tency in taking resort to prosecutions, wherever necessary, in the 
light of the above ~t t . Reference is al9C1 invited to Board's 
letter F. No. - ~  t ~ 12-12-1968, wherein a monthly 
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report in. this regard is . required to be' furnished to Director of 
Inspection (Investigation) J who in turn will consolidate ana furnish 
It to Board. 

6. The above instructions may please be brought to the notice 
of all the officers in your charge. 

Yours faithfully, 

Sdl-E. K. LYALL. 

Secretary, Central Board of Direct Taxe •• 

Copy forwarded to:-

1. Director of Inspection (Investigation), New Delhi. 

2. Director of Inspection (Intelligence). New Delhi(BombayICal-
cutta &: Madras. 

From 

l'o 

Sir, 

Sdl-E. K.. LYALL. 
Secreta:fY, Central Board of Direct Taxe,. 

F. No. 50 1322 I 68-lTJ (2). 

GOVERNMENT OF INDIA 

Central Board of Direct Taxes, 

New Delhi, the 6th ~. 19691 

17th Magha. 1890 (Saka) 

Shri S. K. Lall. 
Secretary, Central Board of Direct Taxes. 

•• 

All Commissioners of Income-tax. 

SUB: P .A.C', observations on. over-asseumenu-Pilot 8ttid1l 
Of the problem-Defects noticet£-lnstroctions rega.rding-

The Actian Taken Sub-Committee of ilie P.A.C. having adversely 
commented on the problem of over-assessments, the Board consti-
tuted recently a Committee consisting of Shri S. Narayan. OSD and 
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SIShri w. A. Khan and P. N. Sewake, D. Ds: L for conductinr 
from this angle a pilot study of the orders passed during 1967·68 by 
2 AACs each from the Punjab, U.P. and Delhi CIT charges. The 
Committee's report has been received; although the study was con-
fined to only selected AACs' ranges from 3 Commissioners' charges, 
the results of the pilot study can generally be considered as ~ 

cable to all the charges. 

2. Out of nearly 8,500 appellate orders studied by the Committee, 
it was found that only about 3,000 assessment orders (35.5 per cent) 
were confirmed, while about 5,000 orders (60 per cent) were sub-
jected to relief (excluding assessments interfered with but 
not amounting to relief). A further analysis of the 5,000 and odd 
assessments subjected to relief showed that in about 2,800 cases 
(56 per cent) more than 50 per cent of the relief sought for had 
been allowed by the AACs. 

'3. It is true that a percentage of interference reft.ected honest 
difference of opinion, maturer judgment qf the AACs or availability 
of appellate decisions and evidence which were not before the ITOs ' 
but quite a considerable percentage of interference was due to omis-
'Sions and commissions on the part of the ITOs, which could well 
have been avoided. Some of ~  typical omissions and commis-' 
sioDS listed by the Committee are indicated below:-

-
(i) The ITOs seem to be in the habit of making compara-
tively petty additions Without any reason or with utterly 
inadequate reasons. 

,(Ii) In cases of retailers where it was obviously not possible 
to keep quantitative stock 'tally. additions had been made 
. to the trading accounts withaut giving justification or 
quoting parallel cases and no care was taken to see whe.-
ther the additions fitted in logically with a proper arith-
metically correct 'reconstruction of the trading account. 

(iii) The ITOs seem to be in the habit of making additions for 
supposedly inadequate drawings for household expenses 
without giving any reasons or without trying to analyse the 
expected normal household expenses under difterent 
heads, correlating them with the size and the needs of 

.r the family. 
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,(Iv) Cash credits are sometimes added with only superficial 
enquiry and probe into their source and ownership with. 
out pursuing these enquiries to an extent which could 
ensure their being sustained in appeal. 

.(v) The lTOs are sometimes not realistic and practical ill 
their approach in the matter of allowing bad debts writ-
ten off in the books; mere absence of legal action against 
the debtors should not be over-emphuJzed, particularly 
when the amounts involved are small making it not 
worthwhile for the assessee to incur legal expenditure, 
once he was satisfted that nothing further could be rea-
lized. 

\(vi) The !TOs have sometimes a tendency to make addition. 
in manufacturers' cues, on account of shortages, was-
tages, low yields, etc. without lbuUding up a reasonably 
strong case on these points and without giving adequate 
opportunity to the a88essee for elucidating reasons and 
then meeting them. 

'(vii) In the case of companies, the ITOs sometimes tinker 
unduly with the remuneration of the Directors even 
when they are apparently not large nor unreasonable. 

(viii) The provisional share income from finns is sometimes 
taken by the ITOs not aS'retumed by the assessee but on 
estimate which is not a correct course. 

4. The Commissioners are requested to bring the above J1<7ted 
shortcomings to the notice of the ITOs so that these are avoided. 
'The Commissioners and lACs should also constantly impress upon 
the ITOs the imperative need for making balanced, well-reasoned 
and realistic assessments. These aspects of assessment work should 
be particularly looked into during inspection of ITOs' work and ~  

defaulting officers be pulled up and adversely commented wherever 
called for. This matter could also be borne in mind and' necessary 
-collective action by way of advice or admonition taken, when the 
adverse appellate orders are scrutinised in the Commissioner's 

tOfBce. '~ 

Yours faithfully, 

Scil-S. K. LALL, 
:Secretary, CentTal Board Of Direct Taze,. 
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Copy to:-
1. All Directors of Inspecti<tn . 
2. O.S.D. (Shri S. Narayan). 

3. Bulletin Section (3 copies). 
4. AIl OlfJcers and Sectio1$ in tile Direct Taxes Wing. 

Timely issue of notices for payment of advance-tax. 
At the meeting of the Direct Taxes Advisory Committee held in, 

October, 1962, it was brought to notice that demand for payment 
of advance tax under the provisions of section 207 of the Income-tax 
Act, 1961, is not made by the Income-tax Officers well in advance of 
the due date for payment thus causing iriconvenience to the 
assessees in making the payment by the due date. The Board desire 
that the importance of issuing timely notices for payment of 
advance tax should once again be impressed upon the Income-tax 
Officers. The Commissioners of Income-tax should ensure that the 
notices af demand for payment of advance tax are issued and serv-
ed on the assessees in time, preferably a fortnight before the due 
date for payment, so that the assessees get adequate time to 
arrange the payment. 

2. Care should also be taken to see that the demand notice la 
acoompanied by the estimate f9rm and as many challans as the . 
number of instalments in which the advance tax is required to be 
paid so that the assessees may not have to spend time in obtaining 
these forms. 

S. The Board desire that· the above instructions should be-
brought to the notice of all the officers. 

[Circular No. 35 (115) 011962 dated 15-11-1962] 
(Page 519 of CBDT Bunetin), 

Section 18(A) (I)-Delay in issuing notices under-Avoidance of-
lt has been observed that the instructions for the prompt issue 

of notices under section 18A (1) given on pp. 263-265 of the Office 
Manual, Vol. II Section II, are not being followed strictly in many 
Income-tax Oftlces. In view of the m<1llnting arrears of tax, the 
Board desire that Commissioners of Income·tax should make sure 
that notices in all cases, including cases in which the first instal· 
ment Is due on 15th September, are actually served before the end 
of May. In preparing notices for advanee tax, cases involving a 
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demand of one thousand rupees or' more should be given priority. 
No notice should be issued in cases where the net demand of ad .. 
'vance tax is less than rupees two hundred. 

CLetter F. ~ . 12(B)-IT/57, elated 26-3-19681 

(Page 573 Of CBDT Bulletin) 

Recommendation 

The Committee trust that action will be finalised quilkly. The 
Committee have in the past and elsewhere  in this report stressed 
the need to curb the tendency of assssing officers to over-pitch 
assessments. The Committee trust that this question will receive· 
·the continuous attention of the Board. 

[Serial No. IS-Paragraph 2.8] 

Action taken 

The PAC's attention is invited to the Ministry's reply to para 4.26. 
(S. No. 55). 

[Ministry Of Finance (Department of Revenue) D.O. F. No. 17/62/ 
69-IT (Audit) dated 17-11-69.] 

Recommendation 

The Committee observe that the' Income-tax Officer, instead qf 
disallowing the inadmissible deduction of £ 12,123 on account of 
interesf on tax dues and adding it back to the book profits, deduct-
ed it from the book profits, thereby reducing the assessable income 
by £24,246. Another mistake made by the Income-tax Officer was 
to assess the amount of £ 12,123 which was actually an expenditure 
item as income under ·other sources of income'. The cumulative 
result of the two mistakes was under-assessment of tax to the tune 
of Rs. 1,05,066 and excess payment of interest to the tune of Rs. 5,078. 
While the Committee note that the short levy of Rs. 1.05 lakhs has 
since been recovered, they cannot help observing that the short 
levy was caused by negligence on the part of the officials concerned. 
It is regrettable that the mistake should have occurred in a Central 
Circle where the number of assessments expected to be completed 
is comparatively less than in other Circles. The Committee would 
like the Board to take these matters and the enquiries more serious-
ly. The Board should issue detailed instructions as to the checks 
it wants its officers to exercise to avoid such mistakes in assessment. 

[Serial No. 2O-Paragraph S.7J' 
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Action Taken 

Observations made by the Public Accounts Committee are noted . 
. In this case, the Income-tax Officer erred in treating a debit item 
. as an item of credit in the P&L Account and instead of disallowing 
. an inadmissible deduction, deducted this from the assessable income. 
This error was not due to ignorance but apparently due to lack of 
sufficient care in making the arithmetical computations. The Board 
have therefore issued general instructions to the officers for exer-

. cising more care in securing arithmetical accuracy of the computa-
tion of izfcome and taxes. A copy of these instructions dated 24th 
October, 1989 Is enclosed. In view of the instructions issued by the 

. Board, 1t is hoped such mistakes may not occur in future. 
:{Ministry of Finance (Department of Revenue), F. No. 17/5/69-IT 

(Audit), dated 3rd November, 1969]. 

'From 

To 

. Sir, 

F. No. 1715 I 69-I.T. (Audit) 
GOVERNMENT OF INDIA 

Central Board of Direct Taxes 
New Delhi, the 24th October, lY69. 

Shri Balbir Singh, 
Secretary, 
Central Board of Direct Taxes. 

All Commissioners of Income-tax • 

".'I: 
I 

. SUBJECT.-Public Accounts Commiittee-Irrregularities noticed by the 
Audit Parties of the C. & A. G.--Observation made by the 

. Committee in their 73rd Report, 1968-69. 

I, am directed to say that it has been brought to the notice of the 
. Board, by the Audit, that an Income Tax Officer erred in treating 
a debit item which, was inadmissible for I.T. purposes, as an item 
·of credit in the Profit and Los, Account. This resulted in underas-
'sessment of tax. The Board are of the view that the nature of the 
error is such that it cannot but be due to gross negligence on the 
part of the Income Tax Officer. There can be absolutely no justi-
fication for such lapses and the Public Accounts Committee have 
:rightly commented upon adversely in their 73rd Report for 1968-69. 
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"The Board would like to emphasize that mistakes such as disallow-
.ances discussed in the body of the order but omitted from determi-
;nation of total income, mistakes in transporting figures or in totals 
-or omissions to disallow obvious items such as Reserves, etc. can not 
,be allowed to recur. They would therefore once again like to im-
press upon the Officers that they should exercise the utmost care 
in regard to arithmetical accuracy of the computation of income 
and taxes. NegUgence has no justifiable defence. 

.copy to:-

Yours faithfully, 

BALBIR SINGH, 

Secretary, 

Central Board of Direct Taxes. 

(1) All OtRcers and Sections in the C.B.D.T. 

(2) Directorate of Inspection (I.T.) I (lnv.) jR.S. & P. 
(3) Bulletin Section, D.I.(R.S. & P.) (3 copies). 

(4) A.D.I. (Shri M. P. Vasistha)IS.O. (Coord. Cell). 

-(5) Shri P. B. Venkatasubramaniam, Joint Secretary and 
Legal Adviser, Ministry of Law, New Delhi . 

. (6) The Comptroller & Auditor General, New Delhi (25 
copies). 

Recommendation 

(1) The Committee note that though the amount of Super-tax 
'payable by the assessee was correctly computed at Rs. 1,99,2671-, the 
figure was erroneously taken at Rs. 1,19,2671-at the time of calcula-
-tion of the total tax demand in the assessment form. Thb shows 
that before issuing the demand notice, the Income-tax authorities had 
not subjected the tax calculation in the assessment order to.a proper 
-check. ; 1/;;/1-" 

(ii) The Committee regret that though the mistake was pointed 
out by the Internal Audit in October, 1966, notice for its rectifica-
tion was issued only in April, 1967-i.e. after a lapse of nearly six 
months. With a view to avoiding unnecessary delay in the recovery 
of tax dues, the Committee desire that corrective action should be 
initiated by the t ~ t BOon after the errors in assessment 
,come to notiee. 

--- (S. Nos. 21 to 22, Paragraphs 3.13-3.14). 
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Action I'aken 

-- . 3' _. 

(i) The observations of the P.A.C. have been noted The Minis-
try regrets the failure to check the tax calculation in thJs case. 

(ii) The Board has already issued instructions that there should 
be no delay in taking corrective action in respect of mistakes point-
ed out by the Revenue Audit or by the Internal Audit. A copy of 
the instructions is enclosed. 

[Ministry of Finance (Department of Revenue) D.O. File No. 171141 
69-IT (Audit), dated 14-11-1969]. 

From 

To 

Sir, 

F. No. 5i3i68-IT(Audit) 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

Shri S. Bhattacharyya, 
Secretary, 

New Delhi, the 31st August, 1968. 

Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

SUBJECT.-InternaZ Audit Parties-DeZayed Audit-cases where no 
rectification is possfJble. 

It has come to the Board's notice that delay in taking up Audit 
sometimes makes it impossible to rectify the mistakes that are de-
tected, due to the expiry of the limitation period. Instances where. 
the mistakes were detected within time but timely action for recti-
fication was not taken have also been reported. Such delays defeat 
the very purpose of setting up the Internal Audit Parties. 

2. The Board, therefore, desire that the Internal Audit Partit!S 
should take up the checking of assessments, particularly those In-
volving large revenue, soon after the assessments have been camw 
pleted For ensuring timely action regarding the mistakes pointed 
out by the Revenue Audit Parties, the Board have already pres-



71 

~  a Register under their F. No. 83171165-IT(B) dated the 19th 
February, 1966. A similar register should· be used by the Chief Au-
-ditors for a follow:-up action of the Internal Audit cases as well. 

Yours faithfully, 

SdIS. BHATTACHARYYA, 

Secretary, 

Central Board of Direct TaxeL 

Beeommendation 

The Committee note that allowance for entertainment ~ 

ture in certain assessments was made in three different Commission. 
erst charges without regard to the relevant limits stipulated in the 
Act. This indicates that the implications of the relevant provisions 
were not clear to the assessing officers. 

The Committee note that Internal Audit have been asked in the 
course of their work to check deductions on account of entertain-
ment expenditure. Government also propose to strengthen Internal 
Audit and introduce a Mnnual of Internal Audit. The Committee 
trust that these arr.angements woulc;l guard against such mistakes 
going undetected. 

(S. Nos. 25 and 26, Paragraphs 3.26 and 3.27) 

Action taken 

The observations of the Committee have been noted. In view ot 
the scope of the Internal Audit Parties having been extended, it is 
hoped that such mistakes will not go undetected in future .. 

2. Instructions w.ere issued drawing 'attention of the Officers to 
Board's CirclJlar No. 4-D (XLVII-23) of 1968 dated the 6th Febru-
ary, 1968 clarifying the provisions of Section 37(2) of the Income-
tax Act, 1961. Copies of these instructions are enclosed. 

iMin.istry of Findnee (Department ~  D.O. F. No. 1711} 
68-IT (A udit), dated 1-12-69].· 

,. I 
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F. No. 17/7/69-IT(Aumt) 

GOVERNMENT OF INDIA 
CENTRAL BOARD OF DIRECT TAXES: 

Shri M. N. Rahman, 
Under Secretary, 

New Delbi, the 3rd October, 1969._ 

Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

SUBJECT.-EnteTtainment allowance-Deduction to be allowed in the-
case of companies '1£18 37 (2)-Instructions regardi1llg. 

In Para 3.26 of their 73rd Report, the Public Accounts Commit-
tee have observed as under:-

"The Committee note that allowance for entertainment expen-
diture in certain assessments was made in three different 
Commissioners' charges without regard to the relevant 
limits stipulated in the Act. This indicates that the im-
plications of the relevant provisions were not clear "to the-
assessing officers". 

2. In this connection, the attention of the Income-tax Officers 
may please be drawn to Board's Circular No. D. 4(XLVII-23) of 
1968 dated 6th February, 1968 clarifying the proviSions of section 
37(2) of the Income-tax Act, 1961. The Board desire that deductions 
on account of entertainment expenditure should be allowed in the-
case of companies in strict accordance with the provisions of the 
law. 

No. Cir. Jud. (Cent) 167-681137 

Yours faithfully, 

Sd.l- M. N. RAHMAN, 
Under" secretary, 

Central Board of Direct Taxes. 

OFFICE OF THE COMMISSIONER OF INCOME:.TAX DELHI 
(CENTRAL) 

New Delhi, the 28th March, 1968. 
A copy of Board's Circular F. No. 10151 1 67-I.T. (AI) dated 6th-
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February, 1968 is forwarded to all ITOsJIACs in this charge for in-. 
formation and necessary action. 

All ITOsIIACs. 

M. R. JHATTA, 
Income Tax Officer (Hqrs.), 

for Commissioner of Income Tax. 

CIRCULAR NO. 4-D (XL VII-23) OF 1968 

~~J .- t t t allowance paid by companies to their em-
ployees-Whether to be treated as entertainment expen-
diture incurred by the company for the purpose Of Sec-
tion 37 (2)-InstTuctions regarding. 

A reference is invited to the Board's circular No. 12-D(LVIII-35) 
of 1967 dated the 19th July, 1967, in which instructions were issued' 
that,  where a company pays an amount, to its employees, as enter-
tainment allowance, it should be aggregated with the other enter-
tainment expenditure incurred directly by the company, for apply-
ing the limits prescribed in Section 37 (2) of the Income Tax Act, 
1961. 

2. The matter has been reconsidered, and the Board are advised 
that it would not be correct in law to treat entertainment allowance 
granted by the company to its employees as entertainment expendi .. 
ture, for purposes of Section 37(2), in all cases. A distinction hal 
to be made between an entertainment allowance paid by a company' 
to its employee as forming part of his remuneration and an expen-
diture on entertainment incurred by the company itself through its 
employee. If the allowance does not form part of the employee's 
remuneration but is spent by the employee on entertainment on 
behalf of the company, such amount has to be aggregated with the' 
entertainment expenditure incurred by the company direct, for the 
purpose of the ceiling referred to' in Section 37(2). Similarly, where' 
an employee is allowed to operate an expense account for the pur-
pose of entertainment of the customers of the company, the expens-
es through such an account should be included in the entertainment 
expenses of the company for purpose of applying the limits pres-
cribed in Section 37 (2). On the other hand, where any entertain-
ment allowance, as sueh, is paid to an employee of the company, as' 
a part of his remuneration. the amount of such allowance should 
not be included in the entertainment expenses of the company for' 
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the PlJrpose of Section 37(2). To this extent, instructions aD this 
. subject contained in para 36 of Board's circular No. I5-Dot 1961 
dated the 30th May, 1961, are modified. 

3. The instructions contained in Board's circular No. 12-D of 1967 
dated the 19th July, 1967, are withdrawn . 

. , 

Recommendation 

The Committee are surprised to learn that an assessment should 
have been made by the Income-tax Officer on the basis of a provi-
sional return which, as the Chairman of the Central  Board of 
Direct Taxes conceded, was "no return at all". The provisional 
retum showed a loss of Rs. 1.44 lakhs for 1960-61 which turned 
out to be inflated. It is a matter for regret that this mistake could 
not be detected during the assessment for the subsequent year 
when the Income-tax Officer was expected to verify and tally the 
opening balances shown in the accounts accompanying the return 
with the closing balances shown in the previous year's accounts. 
Nor did the Department notice the mistake when the assessment 
was revised by another Income-tax Officer who was investigating 
some escaped income of the assessee. The assessee himself ftled a 
final return for the assessment year 1960-61 on 19th November, 
1965 and 8th March, 1966, showing a loss of Rs. 47,384, but \;e 
Income-tax Officer failed to take notice of the mistake even at this 
stage. ' ~! . J 

The Committee cannot but conclude that this is a case of gross 
carelessness at every stage. The Committee would like Govern-
ment to impress on the Officers concerned the fact that they have 
been grossly negligent and should be warned to be careful while 
the Government itself should ensure proper vigilance. 

[Serial Nos. 28 and 29-Paragraph 3.34 and 3.35) 
. . 

Adion raken 

The explanations of the Officers responsible for the lapse have 
been obtained lhdthey ,have been warned to be more careful m 
future. ' :'1f!1\ 

'[Ministry of FiMnce(Depcrrtment of Revenue) D;O. F. No. 171116'9-
IT (Audit), 'dated 29-11-1969J; .  . 
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Recommendation 

The Committee observe that, due to what the Department had 
admitted to be carelessness, there was in this case short levy of 
Rs. 12,442 which has not so far been recovered. The Committee 
trust that efforts will be made by the Department to recover this 
amount. 

(S. No. 31, Paragraph 3.43). 

Action taken 

The extra tax of Rs. 12,4421- was collected in July, 1969. 

[Ministry of Fin.ance (Department of Revenue) D.O. F. No. 171221 
69-IT (Audit), dated 3-11-69J. 

Recommendation -The Committee regret that despite instructions given by the 
Board in 1963 as to what should be reckoned as capital for pur-
poses of the levy of Super Profits Tax 'provision' made by certain 
companies for taxation, dividend etc.' was reckoned as part of capI-
tal. This resulted in depressing the amount of profits in these cases 
and a consequential under-assessment of tax, which has since been 
recovered. The Committee trust that the Board will take 'adequ-
ate steps to safeguard against the recurrence of such under-assess-
ments, by ensuring that instructions issued by them are strictly 
complied with by assessing officers. 

(S. No. 32, Paragraph 3.49). 

Action taken 

The attention of the Commissioners of Income-tax has been 
drawn to the dissatisfaction expressed by the PAC in this respect 
and they have been asked to see that the existing instructions of 
the Board are followed strictly by the omcers in their respective 
charges. A copy of the Board's letter F. No. 17117169-IT(Audit) 
dated 15th November, 1969 is enclosed. 
[Ministry of Fin/ltnCe (Department of Revenue) D.O. F. No. 17117l 

69-IT(Audit), dated 17th November, 1969.] 

3143 (Aii)-6. 
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F. No. 1717169.lT,(Audit) 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

Shri R.  R. Khosla, 

Secretary, 

Ne,.,. Delhi, the 15th November, 1969. 

Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

Subject.-Super Profits Tax Act, 1963-Computation of capital ...... 
Instructions regardin'g. 

I am directed to invite a reference to the Board's Circular No. 
l-D(SPT) of 1963 dated the 28th October, 1963 wherein detailed 
instructions regarding  certain administrative and technical matters 
relating to super profits tax were issued and to say that a large 
number of audit objections involving substantial revenue have 
come  to t~  notice of the Board for failure on the part of the offic-
ers to follow the above instructions, especially in the tt~  of 
computation of capital. This aspect has also been the subject mat-
ter of adverse comment by the Public Accounts Committee. The 
Board desire that you should ensure that the instructions contain-
ed. in the Board's Circular referred to above are strictly followed 
by the officers in your charge with 1l view to avoiding recurrence 
of such mistakes in future. 

Yours faithfully, 

R. R. KHOSLA, 

Secretary, 

Central Board of Direct Taxes. 

Recommendations 

Over the years Audit have been repeatedly bringing to notice 
mistakes in computation of depreciation and development rebate. 
The Committee would in this connection like to invite attention to 
the date at page 162 of this Report. The tt ~ had also drawn 
attention to this matter in para 1.68 of their 46th Report (Third Lok 
Sabha) and in pursuance of the observations in that Report, a spe-
ct{l,l review of the assessments was also made. It is, however, appa-
rent that the position has not been substantially remedied. Basi-
cally it would appear that the provisions in the Act in regard to 
depreciation and development rebate need to be rationalised. The 



i7 

Committee note that in regard to ~ t  the Working Group 
of the Administrative Reforms Commission had, in the interests of 
rationalisation, suggested replacement 'of' existing rates by conso-
lidated rates on ,an industry-wise basis, in consultation with trade, 
professional bodies etc. The report on 'Rationalisation and Simpli-
fication of Tax Structure' also draws attention to the fact that cer-
tain items of capital expenditure though "necessary and legitimate" 
are not being reckoned while determining profits, resulting in the 
incidence of taxation becoming "\Uleven in unintended ways" and 
in the process discouraging "enterprise and growth". 

The Committee would like Government to consider expeditious-
ly these and other suggestions made for the rationalisation of the 
proviSions ot the Act bearing on depreciation and development re-
bate so that a relatively simple and equitaL:e dispensation could 
be worked out. 

(Serial Nos. 34 and 35 and Paras 3.64, 3.65 and 3.66 of Appendix 
II to the 73rd Report, 1968-69). 

Action tltken 

The Income-tax (Fourth Amendment) Rules, 1969 have since 
been published in the Gazette containing draft rules replacing the 
existing rates of depreciation by consolidated rates on an industry-
wise basis. The rules have been published at draft sta-ge, for elici-
ting public opinion. These rules will be brought into force in due 
course after taking into account the suggestions received. A pro-
vision i5also proposed to be introduced in the Income-tax Act for 
amortisation of certain intangible capital expenses, vide clause 8 
of the Taxation Laws (Amendment) BLll" 1969. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 171161 
69-IT (Audit), dated 1st December, 1969]. 

Recommendation 

The Committee note from the information furnished by Audit 
that the failure to withdraw the demand has resulted in an under-
assessment of Rs. 25,000 in 1965-66. 

(S. No. 37, Paragraph 3.73). 
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Action takeD 

As a result ot the revision ot assessment in this case, there 
was no tax effect, as the business loss originally computed was 
reduced. 

[Ministry Of Finance (Department of Revenue) D.O. F. No. 17/6/69-
IT(Audit), dated 22nd Octoberl 1969]. 

Reeommendation .. 

The Committee observe that there was an omission on the part 
of an assessing officer to take cognizance of intimation received 
from another officer who assessed the company's income, as a re-
fiult of which relief originally allowed to an assessee shareholder 
on dividend income derived from that company turned out to be 
excessive. The Committee note that the amount has since been 
recovered. In the CommJittee's opinion, the case underlines the 
need for P. coordinated approach to assessments. The Committee 
would like to be informed whether action has been taken to rectify 
the excess relief given to other shareholders of the company. 

(S. No. 39, Paragraph 3.83). 

Action taken 

The Committee's observations have bel!n noted. 

Action has been taken to· rectify excess relief given to other 
shareholders of the company. 

[Ministry of Finance (Departmen.t of Revenue) D.O. F. No. 17!211 
69-IT (Audit), dated 14th November, 1969.] 

Recommendation 

The Committee note that under the Income-tax Act, 1961 as it 
stood prior to its amendment in 1965, a company in which 50 per 
cent or more of the equity capital ,was held by another company 
in which the public were substantially interested was not itself 
to be treated as a company in which the public were substantially 
interested. I.n two cases, however, this prinCiple was not applied 
with the result that there was .an under-assessment of tax of 
Rs. 2.37 lakhs. It is regrettable that this mistake should have oc· 
curred in both the cases after Government had clearly explained 
the implications of the old provisions while amending the Act in 
1965, and in one case the mistake had occurred even after the Board 
had issued instructions for the review of assessments in the light 
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of para 45(a) of Audit Report on Revenue receipts, 1966. This Is 
yet another instance where the Committee find the assessing offic-
ers had not familiarised themselves with the provisions of the law 
that they had to apply in the course of their work. 

....,.. ; 
-" I 

(S. No. 42-Paragraph 3.100) . 

Aetlon taken 

Observations of the Committee have been noted. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 171 
~ t  dated 6th November, 1969]. 

Recommendations 

While the Committee note t~' t the entire amount of t~ 

levy in this case has been recovered they cannot help observing 
that the short levy was caused by negligence on the part of the 
assessing officer. There are standing instructions from the Board 
that the list of shareholdings of a company should be verified 
before deciding the status of a company for purposes of assessment. 
These instructions were not followed by the assessing officer who 
relied on the fact that the shares of the assessee comnany were 
quoted on the Stock Exchange. As admitted by the Chairman of 
the Central Board of Direct Taxes,. this was no basis for holding 
the company as one in ,\,hich the public were su?star,tiallv inter-
ested. . It is regrettable that the Inspecting Assistant Commission-
er who checked the assessment order also failed to notice the omis-
sion. The Committee note that, to obviate the recurrence of mis-
takes of this nature, necessary instruction,; haw' been issued by the 
Board. The Committpe trust that these will be strictly followed. 

Elsewhere in the Report, the Committee have drawn attention 
to other mistakes that occurred in Company Circles This suggests 
that the Board would have specially to examine Ute position in re-
'gard to these Circles in order tn o!'lcertain whether staff posted in 
these Circles neer{ 'in selvlce' trainin'J to ' ~ them to discharge 
their duties effectively. 

[So Nos. 45 and 46-Paragrapha 3.123 and 3.124]. 

Action taken 

The recommendations made by the Committee have been noted. 

In the light of the recommendations m'ade by the Committee, 
'8 scheme has been evolved to give 'in service' training to staff 
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posted in Company Circles to enable them to discharge their du-
ties effectively and efffciently. Accordingly, a short course of train-
ing has been drawn up. This year the training is being held fn 
the month of October, 1969. The training course will be arranged 
by the Commissioners of Income-tax in their respective charges. 

[Ministry of Finance J t ~ oj. Revenue) D.O. F. No. 17191 
69-IT (Audit), 29-11-69.] 

Recommendation 

(i) The Committee note that there was an under-assessment of 
Rs. 7.75 lakhs in this case for the years 1961-62, 1962-63 and 1963-64. 
They observe that while the bulk of the under-assessment was due 
to the failure to make the additions on account of the undisclosed 
stock of the company, under-assessment to the extent <1f. Rs. 2,73,755 
was due to the incorrect allowance of development rebate. It is not 
clear how the development rebate could be allowed when the com-
pany had created the necessary reserve of 75 per cent that was re-
quired to qualify fctr rebate. 

(ii) Another aspect of the case is that even though the assessee 
was a company, the assessments were not checked by Internal Audi-:-
as required. It has been stated that as Internal Audit Parties do 
not check bank statements, the omission that occurred in the 
course of assessment might not have come to notice even if the 
Internal Audit had carried out a check. The Committee would like 
Government to consider the feasibility of suitably extending the 
scope of functions of Internal Audit 9Ci as to make it an effective 
instrument for checking the accuracy of assessments. 

[So Nos. 47 and 48-Paragraphs 3.134 & 3.135] 

Action taken 

(i) For the assessment year 1963-64, no development rebate was 
actually allowed; what was done is to carry foTward the develop-
ment rebate computed for the year. For this purpose it was not 
necessary to create a development rebate reserve under the Board's 
circular No. a-D/1968 dated 14-7-1968. The fact that this circular 
had since 'been superseded by later instructions escaped the Income-
tax Officer's notice. 

(ii) The scope of the scrutiny <1f. the Internal Audit Parties has 
been very substantially enlarged ~  the Board's Instructions 
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issued in May 1969 [vide F. No. 5/4169-IT-(Audit), a copy of which. 
has been annexed to the Ministry's reply to paragraph 2.9 of the 
P.A.C. 73rd Report]. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17/28:69-
IT (Audit), dated 13-10-69] . 

. RecolDJllendation 

The ~t  regret that due to omission to follow the provi-
sions of the law in regard to rebate on donations made to the Na-
tional Defence Fund, there was an over-assessment in two succes-
sive years to the extent of Rs. 89,187. The over-assessment also 
escaped the notice of Internal Audit which had checked the case. 
The Committee note that the amount has since been refunded. The 
Committee trust that the Board will ensure that greater care is 
£hown by the assessing officers in future. 

[So No. 50-Paragraph 4.5] 

Action taken 

The observations of the Committee are noted. It is regretted that 
the assesSing ofticer was not careful enough to indicate in the assess-
ment order that the limit of exemption, as per provisions of law, 
did Dot apply to the contributions' made to the National Defence 
Fund. 

There was a failure also on the part of the Internal Audit Party 
in not having checked up this point. The officer responsible for this 
mistake has retired. The official working in the Internal Audit 
Party, who failed to" detect this mistake has been warned to be more 

! 
careful in future. 

As desired by the P.AC., in order to ensure greater care'in allow-
ing proper rebate in respect of such contributions, the Board has 
issued instructions to the assessing officers vide Instruction No. 77. 
F. NO'. 36/33/67-IT(AI) dated 10-7-69 (copy enclosed), 

From the assessment year 1968-69 straight deduction is allowed 
in respect of such contributions and it i$ hoped that such mistakes 

may not occur ill future, 

[Mini8't'l1l of Finance (Depa-rtmelllt of Revenue) D.O. F. No. 17/1/ 
S9-IT (,Audi&)' dateci 2941-691 



From 

To 

Sir, 

82 

F. No. 36/33/67-IT(AI) 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 10th July, 1669. 

Shri J. C. Kalra, 

Secretary, Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

SUBJECT:-Rebate/deduction on donations made to the No,. 
tional Defence Fund. 

Section 80-G (2) enumerates the various Funds to which the con. 
tributions made are eligible for relief in the hands of the dcners. 
Sub-section (4) of section 80-0 prescribes the monetary limits up 
to which the do-nations qualify for  relief. The.se limits are, however. 
_ not applicable in the case of the following:-

(i) The National Defence Fund set up by the Central Gov-
ernment; 

(ii) The Jawaharlal Nehru Memorial Fund referred to in the 
Deed of Declaration of Trust adopted by the National 
Committee at its meeting held on the 17th day of August 
1964; and 

~  The Prime Minister's Drought Relief Fund. 

2. It has been brought to the notice of the Board that in some 
cases the normal ceUing provided in section 80-G(4) [old section 
88 (3) ]has been appUed by the Income-tax Officers even in the case 
of donations given to the National Defence Fund even thO'Ugh under 
law, no such ceiling is applicable in the case of these donations. 
This resulted in considera'ble over-assessment and was adversely 
commented upon even by the P.A.C. in their 73rd Report, 1968-69. 
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3. The Board desire that instructions should be issued 1'0' the 
asaessing officers to be careful so that mistakes of the type referred 
to in the preceding para are not repeated. 

Yours faithfully. 

Sdl- J. C. KALRA, 
Secretary, Central Board of Direct Taxes 

Recommendation 

The data given in this section of the Report shows that over· 
assessments have Wer the years substantially increased. The Com' 
mittee would in this connection like to invite attention to their 
observations in paragraphs 2.39 and 2.40 of their 29th Report (Fourth 
Lok Sabha). As these over·assessments result in penalising asses-
sees for no fault of theirs, the Committee would like effective steps 
to be taken by· the Board for their elimination. 

[So No. 51-Paragraph 4.6] 

Action taken 

Necessary instructions have been issued in our letters Nos. 50/ 
322/68-IT (J) dated 6-2-69 and 11>/9/68-IT (Audit) dated 6-11-68 to 
the Commissioners of Income Tax fOJ; ensuring that over·assessment 
do not occur. A copy of these instructions is enclosed. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17/27/ 
69-IT (Audit) dated 6-11-69] 

CENTRAL BOARD OF DIRECT TAXES 

F. No. 1519168-IT Audit) 

From 

New Delhi, the 6th November, 1968. 

tn 

Sir, 

The Secretary. Central Board of Direct Taxes. 

All Commissioners of Income Tax. 

SUB: Public Accounts Committee-Implementation of the 
recommendations-Paras 2.52 and 2.53-0ver·assessment. 

I have to inVite your attention to the following observatIons I 
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recommendations made by the Public Accounts Committee in paras 
2.52 and 2.53 of their 29th Report, ~ . 

"2.52. The Committee find that for the period 1962-63 to 
1965-66, there were as many as 4522 cases involving over-
assessment of tax by Rs. 15.56 lakhs detected by the Inter-
nal Audit where no action has been taken so' far by the 
Department. The Committee consider that it is equally, 
if not more, important in excess of taxes due is refunded 
without delay to the t ~  concerned. 

2.53. The Committee find that the' number of cases of over-
assessment brought to notice by Internal Audit has risen 
from 7401 involving Rs. 16.43 lakhs in 1963-64 to 14.457 
involving Rs. 83.75 lakhs in 1966-67". 

2. The figures quoted by the Public Accounts Committee are 
based on the reports furnished by you to the Director of Inspection 
(Income-tax) . The &rard feel concerned at the slow pace of recti-
fications of mistakes pointed out by the Internal Audit parties and 
desire that immediate steps may be taken to rectify the mistakes 
of over-assessments pointed out by Internal Audit Parties. In every 
Commissioner's charge, the Chief Auditor, or the I.A.C. (Audit), E" 
the case may be, should ensure that mistakes pointed out by the 
I.A.Ps. are rectified within a .period 6f three months of the com-
munication of such mistakes. 

Copy forwarded to:-

Yours faithfully, 

Sdl-S. BHATTACHARYY At 
7-11-68 

Secretary, Central Board of Direct Taxe,. 

DI (IT) IDI (RS&P) !DI (Investigation). 

RecoDJlDlendation 

The Committee note that due to a failure on the part of the 
assessing officer to follow the procedure for determining tax liability 
in respect of profits and gain from past life insurance business, a 
non-resident company was over-assessed for eight consecutive assess-
ment years. It is r.egrettable that this should ~ ~ . ~  though 
the proviSions of the Finance Act. 1960 were qUite explICIt on the 
procedure to be followed in this· regard. It is also a matter fDr con-
cern that the Intemal Audit Party which had checked two of the 
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nature, apart from inconveniencing 8ssessees, will detract from the 
Department's standing in the pubJic eye. The Committee hope that 
effective action will be taken to put a stop to such over-assessments. 

[So No. 52-Parag1'aph 4.12] 

Action taken 

The Public Accounts Committee's recommendations have been-
noted and instructions have been issued to the Commissioners of 
Income Tax on 25-7-69 (copy enclosed). 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17133{ 
69-IT (Audit) dated 29-11-69] 

From 

To 

No. 17 f33/69-IT (Audit) 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the July 25, 1969 •. 

Shri S. Bhattacharyya, 

Deputy ~ t  Central Board of Direct Taxes_ 

All Commissioners of Income Tax. 

SUBJECT: -Assessment of non-resident companies on their 
income from life insurance business-Failure to 
apply concessionaZ rates of Super-tax for the asBeu-
ment yeaTS 1958-59 to 1964-65 (Income-tax for the 
assessment year 1965-66 onwards). . 

In para 4.12 of their 73rd Report, 1968-69, the P.A.C. have ~ 
men ted on the over-assessment made in the caSe of several DOll-
resident insurance companies carrying on business of life ~ 

in India. Super-tax at the concessional rates applicable to the Life 
Insurance Corporation o'f India was to be levied on these conceftlS 
for the assessment years 1958-59 to 1964-85 and thereafter coneett-
sional rates of Income-tax as applicable to the Life Insurance Cor. 
poration. Since, however, the non-resident companies in questloa 
had been carrying on life insurance bUSiness in India on a ~ 
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limite(i scale and their business consisted of only servicing old 
policies, there being no new ones after the setting up of the Life 
Insurance CorpoTation, the Income-tax Officers assessing them were 
in doubt whether life insurance business was at all being carried 
.on by them. This doubt should have been dispelled after the issue 
.of the Board's letter F. No. 4(23)-62/TPL dated 28-9-62, a copy of 
which is enclosed. 

2. The Board desire that copies of their instructions dated 28-9-62, 
referred to in the preceding paragraph, may please be circulated 
to all the ITOs in your jUrisdiction, who might be assessing insur-
ance companies and the ITOs concerned should be asked to be care-
ful to avoid the mistakes of the nature commented on by the P.A.C. 

Copy to:-

Yours faithfully, 

Sdl-S. BHATTACHARYYA, 

25-7-69. 

Deputy Secretary, Central Board of Direct Taxes. 

(1) All Officers and Sections in the Central Board of Direct Taxes. 

(2) Directo'rate of Inspection (I.T.) I (Inv.) / (R.S.&P.). 

(3) Bulletin Section D,I. (R.S.&P.) (3 copies). 

(4) A.D.I. (Shri M. P. Vasistha) IS.O. (Coord. Cell). 

(5) Shri P. B. Venkatasubramaniam, Jt. Secretary and Legal Ad-
visor, Ministry of Law, New Delhi. 

(6) The Comptroller & Auditor General, New Delhi (20 copies). 

Sdl-S. BHATTACHARYYA, 

Secretary, Central Board of Direct Taxes. 

Copy of letter No. 4(23)-62/TPL dated 28-9-62 from Shri S. K. 
Ghatak, Under Secretary, Central Board of Revenue, to Commis-
. :sioner of Income-tax, Bombay-I. 

SUB.JECT:-Finance Act, 1960-Section 2(3) L.I.C. Rates-SupeT-tax-
Life Insu.Tance Companies otheT than L.I.C.-Applicabilitll 
of-Boord's Circular No. 12 (LXXVI-37) D of 1960. 

r am directed to invite a ~ to your letter No. J-40-260/61 
dated the 19th January, 1962 on the iubject mentioned above. 



87 
2. The matter has been considered in consultation with the Minil-

try of Law. An extract of the Law Ministry's note in the matter 
is enclosed. In view of the position under the law as explained by 
that Ministry, Life Insurance companies running as closed portfolios. 
as referred to by you would be considered to be carrying on life 
insurance business as contemplated in section 2 (3) of the Finance 
Act, 1960. 

3. In the circumstances, if the appeal filed before the Tribunal 
in the case of Mis. Manufacturers' Life Insurance Co. of Canada 
relates only to the question of applicability of section 2 (3) of the 
Finance Act, 1960, it may be withdrawn. 

Recommendation 

The Committee note that the interest amounting to Rs. 2,39,833/-
has. since been refunded to the assessee company on the advance tax 
of Rs. 15 lakhs deposited by it. The Committee would have felt 
happier if the amount due as interest had been ordered to be paid 
when the original orders f<1r refunding the advance were passed on 
finalisation of the assessment. The Committee would like Govern-. 
ment to impress upon the Income-tax authorities that interest due 
should be paid to assessees promptly. 

[So No. 53-Paragraph 4.161 

Action taken 

Necessary instructions on the subject have since been issued in 
OUr letter F. No. 5/65/69-IT(AII) dated 4-7-69 to the Commissioner 
of Income-tax, Bangalore, with copies endorsed to all Commissioners 
of Income-tax. A copy of the letter is enclosed for information. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17/34/69-
IT (Audit) dated. 18-11-69] 

From 

To 

F. No. 5/65/69-ITA2 
CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 4th July, 1968. 

The Secretary, Central Board of Direct Taxes. 

All Commissioners of Income Tax, 
Bangalore. 
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SUBJECT:-Payment oj interest on advance tG»-Recommenda-
tion of the PAC in 73rd Report, 1968-69. 

In para 4.16 of their Report, 1968-69, the Public Accounts Com-
mittee in the case of Mis. Mysore State Road Transport CO'rporation 
have observed as under: 

"The Committee note that the interest amounting to Rs. 2,39,833 
has since been refunded to the assessee company on the 
advance-tax of °Rs. 15 lakhs deposited by it. The Com-
mittee would have felt happier if the amount due as 
interest had been OTdered to be paid when the original 
orders for refunding the advance were passed on finalisa-
tion of the assessment. The Committee would like Gov-
ernment to impress upon the Income-tax authorities that 
interest due should be paid to assessees promptly." 

The Board desire that the Income-tax Officers shQUld pay the 
amount of interest due on advance tax, along with the refund of the 
excess advance tax, to the assessees and Inspecting Assistant Com-
Glissioners should check this point occasionally. 

Yours faithfully, 
Sd\- J. C. KALRA, 

Secretary, Central Board of Direct Taxes. 

Recom.mendation 

The Committee disapprove of the tendency to over-pitch demands 
as a safe line, leaving the assessee to get redress by way of appeal. 
They need hardly stress that this tendency, apart from not bringing 
any gain to revenue, adversely affects public relations, leads to un-
necessary litigation, adds to the work of the Department and causes 
delay in collection. The Committee note in this connectiO'l1 that some 
of the witnesses appearing before the Administrative Reforms Com-
mission Working Group have considered over-assessments as a major 
reason for Income-tax arrears. The Committee also take note of the 
impression in the mind of these witnesses that the tendency to over-
assess has been encouraged by the Department's failure to take cog .. 
nisance of over-assessments even after the fact of such over-assess-
ment had become evident by huge reductions on appeal. While the 
ComIrJittee grant that, in view o'f the complicated nature of the law, 
genuine mistakes may sometimes occur, they strongly deprecate the 
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tendency of making "thoughtless additions" without proper scrutiny 
of the accounts. Tbv Committee desire that this tendency should be 
firmly curbed. They trust that effective steps will be taken by the 
Board in this behalf. 

[So No. 54-Paragraph 4.251 

Action taken 

The P.A.C. had commented on the same matter in para 2.54 aI. 
their 29th Report (1967-68). The Ministry's reply thereto may kindly 
be referred to. 

2. Attention is also invited to the Ministry's reply to para 1.80 (iv) 
of the PAC's 73rd Report (1968-69) in which the Committee has been 
intimated about the steps taken to secure "balanced, well-reasoned 
and realistic assessments". 

3. In view of these steps, it is hoped that the number af mistakes 
leading to over-assessments will get considerably reduced. 

fMinistry oj Finance (Department of Revenue) D.O. F. No. 17/43/ 
69-IT (Audit) dated 3-11-69] 

RecolQllllendation 

In para 2.55 of their 29th Report (Fourth Lok Sabha), the Com-
mittee ~  observed that it is the moral duty of Government to ree 
fund the excess tax collected erroneously or illegally without plead-
ing limitation. They have been informed by the Ministry that, under 
the existing instructions, the Commissioners of Income-tax refer 
time-barred cases of over-assessment to Government who advise them 
to waive limitation and allow refunds in all suitable cases. The 
Committee are glad to note Government's instructions and hope 
that these would be followed itli the letter and spirit. 

[So No. 56-Paragraph 4.27] 

Action taken 

The Committee's observations have been noted. A copy of the 
Board's instructions dated 16-10-1965 is enclosed. 

[MinistrY' of Finance (Department of Revenue) D.O. F. No. 17/1/69. 
IT (Audit) dated 29-11-69] 
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F. No. 29/95/65-IT (A·II) 
CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 16th October, 1965 

Shri G. R. Hegde, 
Secretary, Central Board of Direct Taxes 

All Commissioners of Income Tax. 

SUBJECT:-Grant of relief to assessees-Cases where rectijica.. 
tio1t is barred by time. 

Representations are often received from assessees seeking reliet 
which would have been granted to them had the claim not become 
time-barred. It has been decided that as a measure of improving 
public relations G<lvernment should authorise waiving of the time-
limit for the purpose of rectification of assessments where relief is 
due to assessees. Since the relief will necessarily be of an extra-
statutory nature it will be confined to cases where there has been a 
clear case of over·assessment on account of mistakes in tax calcula-
tion or mistakes in computation of total income. Cases which would 
involve exercise of discretion as well as cases where it may be possi-
ble to have more than one opinion regarding the admissibility of the 
claim on merits, will be excluded. Rectification of only those mis-
takes which could have been rectified under section 35 of the old 
Act or under sections 154 or 155 of the Income-tax Act, 1961 had the 
claim been made in time, will be considered. Since relief in such 
cases will be extra statut<1ry it can only be granted by the Govern-
ment. 

2. While forwarding representations from assessees, Commis-
sioners should therefore specifically state whether they come within 
the scope of the concessions stated above and whether time-limit may 
be authorised to be waived by Government. In order to enable the 
Board to obtain sanction of the Government, full particulars of the 
case, indicating the amount of tax involved, should be furnished. 

Yours faithfullY, 
Sdl- G. R. HEGDE, 

Secretary, Central Board of Direct Taze,. 



.copy to: 

1. All Directors of Inspection. 

2. Officers and sections in the Direct Taxes Wing. 

3. The Comptroller & Auditor General of India (with 20 copies) 
with reference to his 'Ll".O. No. 2868-Rev. Audit/28964 dated the 28tb 
Septe'llber, 1965. 

Rec9lD1DJendatiQn 

The Committee are concerned over the inordinate delay in finalis-
ing assessment/reassessment in .cases in which searches or seizures 
have been carried Qut. As on 31st August, 1968; 365 out of 926 cases 
in which searches and seizures had beemcarried out between April 
1964 and August 1967 were awaiting finaliSing. The Committee have 
.already drawn attention to the need to have the assessment expedi-
tiously finalised in .cases of this type in paTa 1.168 of their Seventeenth 
Report (Fourth Lok Sabha). The Commi-ttee would like Govern-
ment to impress upon the assessing officers the need to be prompt 
in dealing with these cases. Lack of promptitude might possibly also 
entain avoidable interest liability to Government under Section 
132 (A) of the Act. 

[So No. 57-Paragraph 5.20] 

Action taken 

The Board receives quarterly reports from the Commissioners of 
Income Tax in all such cases. After reviewing the progress made, 
instructions are issued in individual cases to achieve their expeditious 

'disposal. . 

The recommendationB of tbe Committee have been noted for com-
pliance. 

{Ministry of Finance (Depaftment of Revenue) D.O. F. No. 17/31/ 
69·IT (Audit) dated '29·1'0-69] 

Reconunendatio.n 

The Committee note that out of 926 cases in which searches and 
seizures were carried out, prosecutions have been launched only in 
8 cases, of which two nave been compounded. The tt ~ would 
like Government to take prompt follow up action in all such cases 
with a view to their earlier ftnalisation. 

[So No. 59-Paragraph 5.22) 

14,3 (J\) LS-.7 
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Aetioa takeB 

The Committee's observations have been noted fOr gu.idance. 

2. The reasons why in all search cases prosecution is not launch ... 
ed are as follows:-

Prosecution is possible only if evidence available even after 
a search is such that a criminal charge can be brought 
home with reasonable certainity. Evidence good enough 
for assessment is not so for prosecution. Only on proper 
evaluation of material and evidence gathered as a result 
of searches that prosecutions are launched. Information· 
collected during searches have motivated assessees to come' 
clean with the ~ t and have influenced them to a 
great extent to come up with disclosures u/s 271 (4A). 
However, settlements u/s 271 (4A) automatically precludes' 
prosecution.  This apart, Department has maintained its 
policy of prosecution in cases where nature of evidence-
justified the action. 

3. The Government is anxi'O'Us to see that the assessments in 
which searches and seizures have been carried out are expeditiously 
disposed of and in cases where prosecution have been launched the-
Government is keen to get these cases finalised as early as possible. 

[Ministry of Finance (Department of Revenue) D.O: F: No. 17/31/ 
69-IT (Audit) dated 27-10-69.] 

R<.!commendations 

The Committee are concerned over the inordinate delay in the' 
disposal of cases of penalty proceedings pending under the Income-
tax Act, .1922. As on 31-3-1967, 7,316 cases relating to 1961-62 or even 
earlier years were pending, the penalty involved being Rs. 3.66 crores; 
975 of these cases related to the ~ t ye'9r 1951-52 or earlier 
years. 

The Committee note that the number of pending penalty proceed-
ings as on 31-3-68 is 12,410. These cases involved a penalty of Rs. 1.24 
crores. The Committee, oo'Wever, consider the position to be still 
unsatisfactory.  Apparently, the absence of any time-limit fOT ftnali· 
sation of penalty proceedings has created a feeling of complacency 
in the Department in this regard. The Committee would like to 
point out that. not.withstanding the absence Gf a time-limit, the CourtS' 
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have been of the view that there should be no delay in the ftnalisa-
tion of the proceedings. The ruling given by the Allahabad High 
Court in Ramkrishan Vs. Commissioner of Income-tax, U.P., is an 
instance in point. The Committee nate that Government have re-
cently taken steps to fix time-limits for the disposal of pending cases 
and asked for reports of progress made in disposal. The Committee 
hope that as a result the situation will improve and that, in the pro-
cess of disposal, the older cases will get priority. 

[So No. 62 and 63-Paragraphs 5.43 & 5.44] 

Action taba 

The observations of the Committee have been noted. 

2. Instructions have been issued for the expeditious dispop.l of 
the penalty proceedings pending under 1922 Act (copy enclosed). 

3. From the reports received it is seen that the pending penalty 
proceedings under the old Act have been considerably reduced from 
7316 as on 31-3-67 to 3267 as on 1-4-69. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17/361 
69-IT (Audit) dated 29-11·69] 

From 

To 

Sir, 

F. NO.7 I 12/68-IT (Audit) 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 
New Delhi, the 16th January, 1969 

The Secretary, Central Doard of Direct Taxes. 

All Commissioners of Income-tax. 

SUBJECT: -Penalty proceedings pending under the 1922 Act-
Expeditious disposal of-I1I.8tructions regarding-. 

Please refer to the Board's Circular 'D.O. letter No. 58/99/67-IT 
(Inv) dated 6-2-1968 requesting you to personally look into the pen-
dency of these cases. 

2. From the reports received in connection with para 61 <1f the 
Audit Report, 1968, it has been",bserved by the Board that there hal 
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been no appreciable progress in the disposal of these pending cases. 
As against*--cases reported as pending as on 3 ~-  only·-
cases are reported to have been disposed (Jf by 31-3·1968, leaving a 
balance 0[*--. Since this aspect has attracted the attention of the 
Audit also the Government will come in for severe criticism if this 
huge pendency is allowed to continue for long. 

3. I am, therefore, directed to request that you should prescribe 
a time limit for the disposal of all these pending cases and watch 
their progress through a monthly statement which you may prescribe 
for this purpose. This should be one of the items to be covered by 
your inspection of the Inspecting Assistant Commissioner's offices. 
The Beard shouid be kept informed about the progress achieved tn 
this respect half-yearly. The first report should be sent by 15·4-1969 
covering the peTiod upto 31-3-1969. 

4. The receipt of this letter may please be acknowledged. 

Yours faithfully, 

Sdl· E. K. LYALL, 

Secretary, 

Central Board of Direct Tares. 
__ •  " ________ •• H __ • ______ • ____ • ______________ • ________ _ 

·as per statement enclosed. 

F. No. 7/12ftiR-IT (AUDIT) dated 16·1·1969. 

--------------------------------------
Commissioner's charge Pending as on Disposal 

31-3-1967 31·3·1968 

_._. __ ._---_ .. _--._------.. --
Andhra Pradesh 448 362 

Assam . 15S @ 

Bihar & Orissa 26 0) 

Bombay City-I 303 218 

Bombay CitY-II 313 300 

Bombay City-If[ S86 493 

Bombay (Central) 137 92 

Calcutta (Central: 139 118 

Delhi 391 292 

Delh: (Central) IH 96 

86 

1\4 

13 

93 

4S 

21 

45 
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._-----. ----_._------
2 3 

.~-- .--------.--._.-_ ... _---.. 

Gujarat I '" II 264 165 99 

Kerala 120 81 J9 

Madhya Pradesh 1,402 903 499 

Madras I'" II 32 20 12 

Mysore . 42 29 13 

Madras (Contral) 31 24 7 

Poona 279 66 213 

Punjab 542 3J2 230 

Rajasthan 353 @ 

Utter Pradesh 325 309 16 

Utter Pradesh-II 193 133 60 

West Bengal-I, II '" III 891 547 344 
--.~---- -------- ----------

@Details not yet received. 

Recommendations 

The Committee note that during the year under review, 254 com-
panies had neither deducted. tax at sources nor furnished the state-
ment under Section 37 (2). The number of companies which deduct-
ed the tax at source but did not remlt the tax deducted was 254. 
1815 companies did not file the prescribed statement under Sec. 
38 (2) . All this indicates that the position regarding deduection of 
tax frem dividends, their remittance into treasury and filing of 
prescribed returns need to be kept under continuous watch. The 
Committee have been informed that the Board had issued necessary 
instructions to Commissioners' after the introduction of Section 
276B was effect from 1-4-1968. The Committee trust that the De-
partment will keep a constant watch and make use of their powers 
under Section 276B to enforce prompt remittance of the tax tieduct-
ed by companies and to secure timely submission of the prescribed 

-returns. 

The Gommittee also observe that tax amounting to Rs. 141 lakhs 
deducted at source was not remitted. The Committee would like 
to be informed of the position regarding recovery of the tax and 
penalties levied. 

rSl. Nos. 64 & ~  5.53 & 5.54}. 
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Action taken 

The observations made by the Conunittee have been notEd. 

2. The number of companies that had neither deducted tax at 
source nor furnished any statement under Section 37 (2) reported 
at 254, as on 31-3-67, were reduced to only 13 by 31-3-68. 

3. The amount of tax deducted but not remitted was Rs. 141 
lakhs as on 31-3-1967. This figure as on 31-3-68 was Rs. 48 lakhs. 

4. The Government is keen that prosecutions are launched in 
the cases of defaulting companies and a statement furnished in this 
respect already figures at paragraph 5.50 of the PAC's 73rd Re-
port. The statistics regarding the penal action u/s 276 and 276A, 
as on 1-3-69, are furnished below: 

1. No. of com-
plaints filed 

2. Convictions 

3. Acquittals 

4. Withdrawals 

5. Compositions 

6. Pending before 
G1'-!rts 

1965-66 

8 

8 

1966-67 1967-68 1968-69 

26 

]9 

7 

268 

]35 

]2 

4 

116 

Total 

302* 

162 

]2 

4 

123 _. --- ~ .. --... ---. ---
*The number of cases involved is only 64. 

[Ministry of Finance (Depa.rtment of Revenue) D.O. F. Nos. 
17160169 & 17\61169-IT (Audit) dated 12-11-69]. 

Recommendation 

The Committee observe that the category of companies known 
as 'companies in which the public are not substantially interested' 
was introduced in the tax statute in 1930 to prevent avoidance of 
super-tax payable by an individual by forming 'controlled compa-
nies'. At that time there was a marked difference between the tax 
payable by an individual and that payable by a company and the 
statute sought to cover cases of individuals attempting to avoid 
super-tax through the constitution of controlled companies by 
bringing in the eoncept of 'companies in which public are not 
substantially interested'. The disparity between the  tax ~ 
by an individual and that payable -by a company does not now exi3t 
in that measure, with private companies having been progressively 
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lIubjected to higher rates of taxation.!lesides. the numbc:, of 'com-
iP8llies in which the public are no.t substantially interested' is rather 
:Slllall. Moreover, it would appear ,that the criteria laid down ill 
the Act for determination of this category of companies "are com-
plicated and incapa1lle .of aomect 1I,pI)lication." It, therefore re-
quires ~ t  ~ t  in the changed context, this category 
.of companIes can be dIspensed with under the Act. If revenue con-
-siderations require its retention, the Committee would like Gov-
-ernment to consider whether the statute could be simplified to re-
tain the essence I)f control :on the lines suggested by the Working 
,Group of the Administrative Reforms Commission. 

[So No. 67-Paragraph 5.63]. 

A.ctiOll taken 

The Government are grateful to the Public Acccunts Committee 
for the recommendations. Section 2 (18) of the Income-tax Act. 
"1961. defining "a company in -which the public are not substantL':':' 
-interested" has already been amended vide clause 3 of the Finance 
.Act, 1969. The amendment is intended to simplify the criteria for 
identifying the companies in which the public are substantially in-

Iterested. 

2. Prior to the amendment cf Section 2 (18) of the Income-tax 
Act, as stated at (1), one of the tests laid down for determining 
whether a company was one in which the public are SUbstantially 
'interested was whether not less than 50 per cent of its equity capf-
-tal had been benefiCially held throughout the relevant accountinji( 
V"'?r hy Government. a statutory corporation. any other company 
'in which the public are substantially interested (or 8 wholly owned 
sub3idiary cf such a company) or by members of the public (ex-
.eluding any director of the company or a closely-held company) . 
Another test was that the equity shares of the company were dealt 
with in any recognised -stock exchange in India at any time durinji( 
the relevant accounting year or were freely transferable. by the 
shareholdl!'rs to other members of the public. A further test to be 
~ t  was that affairs of the company or shares carrying more 
. than 50 per cent of its total voting DOwer were at no time durit'la 
thE' relevant accounting year, controlled or held by 5 or fewer '~  
sons. In applying this last test, a person. his relatives and noml-
nees were all treated as single' person. Under the definition as 
amended all these tests, which were difficult to apply, have been 
eliminated in the case of a public company whose equity shares are 
listed in a recognised stock exchange in India. Such a comnany 
will be treated as "a company in which the public are substantially 



interested." The old tests (ather than the ane r.elating to the-
shares of the company being the subject matter of dealings inBt 
recognised stock exchange in India) will now have to be appliedl 
only in the case of a public company whose equity shares are not 
listed in a recognised stock exchange in India. The. new' provisions. 
have been made effective from 1-4-1970. 

3. The number of closely·held companies is much larger tharn 
that of widely-held companies and closely held companies are sub-
jected to tax at higher rates than widely-held companies. (This is. 
apart from the levy of additional tax under Section 1(4) .. From this. 
it will be appreciated that the category of companies in which the' 
public are not substantially interested has to continue. 

[Ministry Of Fi1Ulncc (Department of Revenue) D.O: F: No. 

17i41i.69-IT (Audit), ~  6-11-69J 

Recommendations 

The para 1.120 of their 17th Report (Foucth Lok Sabha), the· 
Committee had stressed the need for ensuring that refunds are· 
made by the Income-tax Department expeditiously in all pending· 
cases. The Committee note that the number of refund claims out-
standing between one and two years bas come-clown f!'om 429 on: 
31.3.67 to 103 as on 31.3.68. The Committee trust that efforts will 
continue to be made by Government not only to liqUidate old 
pending claims but to ensure the settlement of new claims within 
thevtime-limits pescribed in the Act. 

The Committee are not happy over the delay in refunding 
moneys due to assessees as a result of appellate decisions. As on· 
31.3.1967, there were 5,050 such cases, 1,220 of them pending for 
more than one year. As a result of the delay in making the re-
funds, Government had to pay interest amounting to Rs. 15,000 in 
five cases.-The Committee would urge Government to take effec-
tive measures to ensure settlement of refund claims under Section· 

244 within the prescribed time-limit 

[So Nos. 68 and 70-Paragraphs 5.73 & . J~ 

Adion taken 

The following steps have been taken by the Ministry for en-
suring the expeditious disposal of refund cases and the payment 

of interest in cases of delayed refund: 
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(i) Instructions haVe been issued to the Commissioners of: 
Income-tax drawing their attention to the P.A.C.'s recommends--
tions contained in paras 5.73, 5.74 and 5.79 of their 73rd Report. 
They have been asked to assure that refunds are granted within 
the time-limit prescribed under Section 243 (a) and, in case the 
said limit is exceeded, interest is allowed whether or not assessees 
asked for it. [A copy of the Board's Instruction No. 108, dated 
8-9-fi9 is enclosed]. 

(ii) Inspecting Assistant Commissioners have been asked to spe-
Cifically comment on whether an ITO has delayed the issue cf re-
funds and whether interest on the delayed refunds has been paid. 
For this purpose, the ''profonna'' Inspection Rep'J-t has been amend-
ed. 

(iii) A brochure on the interest liability of the Government and 
how to calculate such interest has been issued by the Directorate cf 
Inspection (RS.&P.). A copy of the same is enclosed. 

[Ministry of Finance (Department of Revenue) D.O.F. No. 
17144167-17'-(Audit), dated 4-11-69J. 

No. 519916P-ITA2 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 8th September, 1969. 

From 

Shri J. C. Kalra, 
Secretary, Central Board of Direct Taxes. 

To 

All the . Commissioners  of Income-tax. 

SUBJECT: Refunds-Expeditious dilspoBal 
Of the P.A.C. made in their 73rd 
p1ementation of-

of-Recommend.a.tiDns 
Report 19M-69-1m-

Sir, 

I am directed to refer to Board's Circular t~  F. No. 3 -~ 
(A. II), dated 24-9-68 wherein you have been adVIsed that . ~ t . 
efforts should be made to have the refunds issued expeditIously. 
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2. In paras 5.73, 5.74 and 5.79 of their 73rd Report, 1968-69 
.which relate to refunds, the Public Accounts Committee have made 
the following recommendations: 

(1) Old refund claims should be liquidated. 

(ii) The time--limit prescribed in the Income Tax Act for set-
tlement ui refund claims should be adhered to. 

(iii) It shculd be ensured th'at interest is paid on delayed re-
funds \vhether the assessee claims it or not. 

(iv) It should be ensured that refund claims under Section 
244 are settled within the prescribed time-limit. 

3. The above recommendations may please be impressed upon 
·the Income-tax Officers working in your charge. As recommended 
"by the Public Accounts Committee, refunds. should invariably be 
gTanted within the time-limit prescribed uls 243 (a) and efforts 
shculd be made to issue the refunds expeditiously in all cases. Com-
missioners should also ensure payment of interest on refunds tn 
assessees in all cases where it is payable whether the assessees haVE" 
claimed it or not, and also to take effective steps to ensure settle-
ment of refund claims under Section 244 within the prescribed 
time-limit. n 

Effective machinery for implementation of the above Inatruc-
tions .should be devised as this. ~t is not getting full attention 
of Commissioners of Incometax and Inspecting Assistant Com-
missioners at present. The Inspecting Assistant ~  

!""Iav keep this aspect in view while inspecting the Income Tax Offi-
"ci!rs' work. 

Yours faithfully. 

Sdl-Secretary, Central Board of Direct Taxes. 

Further t ~ ' ~~t by the Action Taken Sub-Committee 

Please indicate the latest position regarding:-

(i) cases of refunds outstanding between 1 Bnd 2 years; 

(ii) cases of refunds outstanding for two or more years. 

Government's Reply 

Only 16 refund applications were pending as on 1-7-69; 12 of 
these were outstanding hetween 1-2·years and 4 ror mO're than 2 
years .• 

{Ministry 01 Finance (Department of Revenue) D.O.F. No. 
1711169-IT(Audit), dated 22-12-69]. 
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Beeommeadation 

The Committee note that, though refunds cases amountinl to 
Rs. 2.99 crores were made in 88,836 cases during the period 1st April, 
1966 to 31st March, 1967, no interest was paid to the assessees in any 
.of these cases. The Committee would like Government to examine 
whether interest due in terms of the Act was denied in any of these 
cases where refunds were made after expiry of the time-limits laid 
.down in the Act. During evidence, the Government representath'os 
promised to conduct a re.view in this regard and furnish a report to 
the Committee by May, 1969. The Committee would like to await 
this report. The Committee would, in this connection, like to reite-
rate their re.commendation in para 1.121 of their 17th Report (Fourth 
Lok Sabha) that Government should ensure payment of interest on 
refunds to assessees in all cases where it is payable whether the 
assessees have claimed interest or not. 

{So No. 69-PArAgraph 5.74]. 

Action taken 

As desired by the P.A.C., the Directorate of Inspection (R.S. & P.) 
Income-tax made a test check of refund cases in four Commissioners' 
charges. They picked up 306 cases in the. districts which had a com-
paratively heavy pendency of old refund cases at the commence-
ment of 1966-67 and which came to be disposed of that year or later. 
The test check revealed that refunds ·had been, by and large, settled 
within time and in most of the. cases where refund had been delayed 
beyond' the normal time-limit, the liability to pay interest did not 
arise because the assessees had some income other than dividend 
and interest on securities. In such cases the liability would have 
arisen only if the refunds were issued beyond the period of three 
months from the date of determination of the total income. Only in 
nine cases no interest have been paid, of these 8 cases involved in-
terest of less than Rs. ~  and only in one case the interest payable 
amounted to Rs. 269. The cases have been brought to the Dotice of 

the concerned authorities. 

Instructions have ben issued to the Commissioners of Income-tax. 
'reiterating the Ministry's direction that refund should be allowed ir-
respective of whether or not the assessees have claimed it vide 1:1-
struction No. 108 issued under the Board's F. No. 5/99/69-IT(A. In. 
dated 8th September, 1969, a copy of which bas been enclosed with 
the Ministry's re.ply to paragraphs 5.73 and 5.79. 

TMinistry of Fi1l4ftce (Department of Revenue) D.O. F. No. 1711169-

IT (Audit), dated 22-12-19691· 
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Further information sought by the Action Taken Sub.Committee 

What precise action has been taken on the suggestion of P.A.C. 
that interest should be paid on belated refunds. 

Government's Reply 

A copy of the Board's Instruction No. 108 dated 8th September,. 
1969 has already been enclosed with the Ministry's reply to Paras 
5.73 and 5.79 (S. N03.68 and 70) of the P.A.Co's 73rd Report. 

[Minu.try of Finance (Department of Revenue) D. O. F. No. 1711169-
IT (Audit), dated 22-12-1969]. 

Recommendations 

The Committee are concerned over the heavy increase in the 
number of cases of non-levy /incorrect levy of penal interest. As 
against 327 cases of non-levy/incorrect levy reported in the Audit 
Report, 1963, the number of cases of non-levY/incorrect levy reported 
in the Audit Report, 1968 was 2064. The amounts involved in the 
two years were Rs. 5 lakhs and Rs. 40.48 lakhs respectively. The 
Committee had drawn attention to this position in paragraph 2.129 
of their 29th Report (Fourth Lok Sabha). The recurrence of such 
cases suggests the need to streamline the existing procedures. The 
Committee would in this connection like the Ministry to examine 
the suggestion made by the Working Group of the Administrative 
Reforms Commission in their Report on the Central Direct Taxes 
Administration for interest calculations to be made with reference 
to complete months rather than days a:1d for rounding off calcula-
tions. This would help considerably to simplify the work. 

Work would also be simplified if the varying rates of interest now 
in t ~  for different kinds of default could be rationalised and< 
tabulators used for purposes of calculation. 

[So Nos. 71 & 72-Paragraphs 5.85 & 5.86]. 

Action taken 

The Ministry have decided to accept the suggestion of the Work-
ing Group, referred to in paragraph 5.85 Clauses 66 (b), 78, 84 and 8S" 
of the Income-tax Amendment Bill seek to empower the Central 
Board of Direct Taxes to make rules of procedure for calculating 
interest chargeable from and paya ..... '-+0 assessees under the ~ 
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direct taxes Acts. This rule will include a provision fot tile round-
mg off to whole months the period for which the interest is to be 

~ t  nnd also specify the circumstances in which and the ex-
tent to whic!1 petty ~ J"..l Its of interest chargeable from assesse,es 
may be ignored. 

The rates of interest now in force for different kinds of defaults 
and also on interest payable on excess demand etc. have been gene-
rally fixed @ 9 per annum, under the different direct taxes Acts. All 
types of interest under the Income-tax Act afe being sought to be 
fixed at 9 per cent under clause 67 of the Income-tax Amendment 
Bill, 1969. 

The Commissioners of Income-tax have been delegated powers for 
purchasing tabulators according to the requirements of the respec-
tive charges. 

[Ministry of Finance (Depa1·tment of Revenue) D.O. F. No. 17142!69-
IT (Audit), dated 12-11-1969]. 

Recommendation 

(i) The Committee note that the Board have instructed Income-
tax Officers to ensure that interest f.or delayed submission of return, 
chargeable, under section 139 of the Income-tax Act, 1961, is invari-
ably oharged at the time of original assessment. They also note that 
some further instructions are proposed to be issued by the Board. 
The Committee trust that these will be issued at an early date. To 
ensure that levy of interest in such cases does not escape notice, the 
Committee would suggest that a prominent indication should be 
given by means of a label or rubber stamp to the effect that the 
return had been received after the prescribed date and that penal 
interest is chargeable. 

(it) The Committee note that penal interest amounting to over 
Rs. 31,000 in two of the four cases has not yet been recovered. They 
would like efforts to be made by the Department to recover this 

amount at an early date. 

IS. No. 73-Paragraph 5.90]. 
Action taken 

(i\ Ac; ~ t  by the P.A.C. necessary instructions have been 

issued. a copy of which is enclosed. 
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(li) The recovery position in the 2 cases is shown in the annexure 

enclosed. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17[46!69-
IT (Audit), dated 3-11-1969]. 

F. No. 17/46/69-IT(Audit) 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

Dated the 17th September, 1969'. 

From: 

Shri S. Bhattacharyya, 

Secretary, Central Board of Direct Taxes. 

To 

All Commissioners of Income-tax. 

Sir, 

SUBJECT: -Income-tax returns received after the dates pres-
cribed under section 139(1)-Charging of interest--
Rubber stamping of returns. 

In paragraph 5.90 of their 73rd Report, the Public Accounts Com-
mittee have recommended that the returns submitted by assessees 
after the date prescribed under section 139(1) should be promptly 
marked to indicate that the return is a delayed one and that penal 
interest is chargeable. 

2. The Board consider the recommendation to be very useful and 
desire that henceforth all income-tax returns. which have been re-
ceived after the last permissible date till which these can be accept-
ed without charging interest (viz., 30th September in some cases and 
31st December, in others) should be rubber-stamped to ind\cate the 
following particulars:-

(i) Due date for filing return. 

(ii) Date as extended by Income Tax Officer. 

(iii) Interest chargeable from .  .  . 

3. When the return is ~  in the file of the relevant assess-
ment year, the order sheet should also be rubber-stamped and iden-
t.raJ entries made as in the return. 
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4. It is expected that the procedure indicated above would elimi--
nate the possibility of the Department not charging interest on de-
layed returns. The Board desire that immediate steps be taken for' 
implementing the decision. 

5. The receipt of this letter may kindly be acknowledged. 

Name of the Assess-
assessee ment 

year 

(a) MIS Dhun 1962-63 
In-vestors (P) 
Ltd. 

(b) Shri R. M. 1962-63 
Mehta. 

Yours faithfully. 

(S. BHATTACHARYYA), 

Secretary, Central Board oj Direct TClxP-s. 

ANNEXURE 

Interest to 
be realised 

Rs. 
17, 195. 

15,097 

Remarks 

Additional demand raised has 
\1ot been recovered so far as 
origional demands are out-
standing in this case and 
recovfly t t ~ ha\e' 
hen iHHd fer th felTe. As 
regards the 2c1diticral derral1d 
recovel y (fltifcst(s \\iJ1 te 

~  in l;rre <,r.d internt 
under ~  ?~  (2) \\ill 
also te levied. 

Additional demand of Rs. 
15,097 raised was subse-
quently reduced to Rs. 6,866 
as a result of order under 
section 251. This was re-
covered on ]0-7-1969.' 

Recommendations 

The Committee note that the omission to levy interest ~ 

ing to the provisions of the Law had led to an under-charge of over 
Rs. one lakh in the present case. It was urged in extenuation that 
the ~t  Officer had to complete 33 assessments in the month 
of March. This is indicative of the fact that sDacing of work in the 
Department needs to be improved. 

[So No. 74-Paragraph 5.95]. 
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Action taken 

The Committee's observations have been noted. A copy of the 
jnstructions issued to the Commissioners to instruct the Income-tax 
Officers to plan their programme in such a way that assessment of 
cases involving large. income is not crowded into the last month and 
last week of the financial year is enclosed. 

IMinistry of Finance (Department of Revenue) D.O. F. No. 17/4/69-
IT (Audit), dated 6-11-19'69]. 

From 

'To 

'Sir, 

F. No. 3/3/68-IT(Audit) 

GOVERNMENT OF INI)IA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 8th October, 1968. 

Shri M. N. Rahman. 
Under Secretary, Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

Sus: -Recommendations of the Public Accounts Committee in 
their 17th Report (1967-68) in Para 1.9-

I am directed to append below the recommendation of the Public 
Accounts Committee in their 17th Report (1967-GS) in Para 1.9 and 
to request that it may please be ensured that the Income Tax Officers 
plan their programme in such a way that assessment of cases in· 
volving'large income is not crowded into the last month and the last 
week of the financial year. 

Para: 1.9: 

"The Committee would like to draw special attention to the 
fact that the total value of assessments completed in the 
last month (March) of the financial year 1965-66 repre-
sented Rpproximately 29 per cent of the total value ot 
ass:!ssments completed. Further, nearly 40 per cent of the 

~ of assessments in the last month were completed in 
the last seven days of March each yl!ar. This is clearly 
indicative of the fact that the Department is not planning 
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its work properly and that a large number of cases are 
rushed through in the last month and indeed in the very 
last week of financial year. The Committee would like 
Government to takp. effective measures to ensure that 
Inco:me Tax Officers plan their programme in such a way 
that assessment of cases involving large incomes is not 
crowded into the last month and the last week of the 
year." 

Yours faithfully, 
Set/- M. N. RAHMAN. 

Under Secretary, Central Board of Direct Taxes 

Recommendations 

(i) The Committee note that, due to a mistake on the part ot 
the Income-tax Officer in giving effect to the High Court's order, 
there was an under-charge of tax to the tune of Rs. 2,40,291. It was 
obviously not correct to have made the rectification order without 
having gone through the relevant records. 

(ii) The Committee also observe that, though in terms of instruc-
tions issued by the Board, pursuant to the recommendation of the 
Public Accounts Committee (1963-64), the Income-tax Officer should 
have taken the prior approval of the 'Inspecting Assistanct Commis-
sioner in this case before giving effect to the Appellate order. the 
revised . assessment was made without such approval. The Com-
mittee take a serious view of this. They desire that the Board should 
ensure that the instructions issued by them pursuant to the Com-
mittee's recommendations are strictly complied with. 

[Serial Nos. 76-77 and Para 5.105-5.106]. 

Action taken 

(i) The Ministry regrets the mistake. 

(ii) The Commissioner of Income-tax has informed the Central 
Board of Direct Taxes that their instructions requiring the I.A.C.'s 
prior approval for giving effect to the appellate order were lost sight 
of in the heavy pressure of work in March, 1965, when the assess-
ment order was revised on the basis of the Tribunal's order uts 66 
(5), dated 24th December, 1964. 

[Ministry of Finance (Department 01 Revenue) D.O. F. No. 1712169-
IT (Audit), dated 6-11-1969]. 
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,. BecoDUBendation 

"-
Tbe Committee have not made recommendatiorusiobservations in 

respect of some of the paragraphs of the Audit Report (Civil) on 
Revenue Receipts, 1968. They expect that the Department will non-
the-less take note of the discussion in the Committee and take such 
action as is found necessary. 

(S. No. 80 -- Paragmph 16). 

Action taken 

The observations made by the Committee have been noted fa 
compliance. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17[20189-
I.T. (Audit). dated 13-10-1969]. 



CHAPTER HI 

RECOMMENDATIONS/OBSERVATIONS WHICH THE COMMIt. 
TEE DO NOT DESIRE TO PURSUE IN VIEW OF THE REPLIES 

OF GOVERNMENT 

Recommendation 

Another feature of the case is that though the High Court had 
passed the order on the case on 26th March, 1964, the Income-tax 
'Officer got a copy of the Judgment after a lapse of about 19 to 20 
months. It is not clear to the Committee why a copy of the Judg-
ment was not made available" to the Income-tax Officer earlier. 'tae 
Committee desire that copies of decisions of the relevant appenate 
authorities should be procured by the assessing officers without delay 
1n order to finalise assessments correctly. 

(Serial No. 78 Paragraph 5!.107). 

Action taken 

It has since been brought to the notice of the Ministry that a 
copy of the High Court's order dated 26th March, 1964 was made 
available to the Department on 15th June, 1964, but the Triblmal 
passed a separate order u I s '66 (5), incorporating the High Court's 
ruling" only on 12th November, 196( Under the rules, the Income-tax 
Officers cannot take action outright on the basis o! the High Court's 
rulings. They have to await the Tribunal's orders u/s 66(5) com-
municating the High Court's ruling on the question of law referred 
to It. 

[Ministry of Finance (Department of Revenue) DO. F. ~. 1712169-
IT (Audit), dated 6-11-1969]. 



CHAPTER IV 

~  REPLIES TO WHICH 
HA VE NOT BEEN ACCEPTED BY THE COMMITTEE AND WHICH 

REQUIRE  REITERATION 

Recommendation 

The Committee find the position in regard to pending Wealth-
tax assessments rather unsatisfactory as at the end of March, 1967, 
74,232 cases involving Rs. 5.26 crores were pending, over a fifty of 
these for more. than two years. The Committee feel that concerted 
2jtion for the clearance of these cases is called for. There is also 
need to link these cases with the corre.sponding Income-tax assess-
ments so that "the quality of administration of Income-tax" could 
be improved and it could be ensured that tax evasion is curbed. The 
Committe.e would, in this connection, like Government to examine 
the suggestion made by the Working Group of the Administrative· 
Reforms Commission for ariintegrated return. 

(51. No.8 - Paragraph 1.50). 

Action taken 

The Ministry have noted the concern expressed by the Public:' 
Accounts Committee about the large pendency of Wealth-tax ~ 

ments. They too are keen that the pending Wealth-tax assessments 
are liquidated as early as possible. AccOTdingly, the Central Board' 
of Direct Taxes have instructed the Commissioners of Income-tax 
that no Wealth-tax assessments for the. assessment year 1967-68 and 
earlier years should be allowed to be carried forward beyond 31st 
March, 1970, unless it is witn the prior concurrence of the concerned 
Inspecting Assistant Commissioner. Instructions have also been 
issued, urging the reduction of total tax demand by the end of 1969-70' 
to at least 50 per cent of the arrears as on 1st April. 1969. [Vide the 
Board's F. No. 17/19/69-WT. dated 17th June, 1969 and F. No. 15( 
61!68-IT(Audit) dated 26th August, 1969, copies of ""hich are enclos-
ed.] 

As regards the linking of Income ... tax and Wealth-tax assessments, 
the Government have to state that even now the Income-tax Officers-
making the Wealth-tax assessments of an assessee invariably refer 

110 
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~  hi& Income-tax assessments for the corresponding period. Besides, 
it is the practiee to put the same I.T.O. in-charge of both the Income-
tax and Wealth-tax assessments of the same assessee. 

The suggestion of the Administrative Reforms Commission for 
evolving an integrated return form for both the Income-tax and 
Wealth-tax cases is not considered by the Ministry to be quite prac-
ticable. The number of Wealth-tax assessees is only about 4 per 
cent of the number of Income-tax assessees. An integrated Income-
tax-cum-Wealth-tax return form would place an unnecessary burden 
1>n about 96 per cent of the assessees who are not liable to pay 
Wealth-tax. Besides, Section 14(2) of the Wealth-tax Act authorities 
the Wealth-tax Officer to call for a return of net wealth only if the 
former is of the opinion that the assessee would be assessable to 
Wealth-tax. When an assessee will obviously not be taxable under 
the Wealth-tax Act, it would not be legally possible for the W.T.O. 
to obtain a return of Wealth-tax fromhiml. The Ministry feels that 
the present system of calling for separate Wealth-tax returns may be 
allowed to continue. 

!Ministry C1/ Finance )DepaTtment of Revenue) D.O. F. No. 17111-AI 
69-IT (Audit), dated 3-11-69]. 

F. No. 17/19{69-W.T. 

GOVERNMENT OF INDIA 

Central Board of Direct Taxes 

New Delhi, the 17th June, 1969. 

From the Secretary, Central Board of Direct Taxes to all Commis-
.. ioners of Income-tax and Controllers of Estate Duty. 

Subject:-Delay in completion of Wealth-tax, Gift-tax and Estate 
Duty assessments. 

The Board have received representations that the assessments 
under Wealth Tax Act, Gift Tax Act and Estate Duty Act are 
usually delayed .by the assessing offtcers. for, there is no statutory 
time-limit for completing such assessments. It has been pointed out 
us an example that some Wealth-tax assessmellts relatinl! to the 
&qses&r.lent year ~ -  are stm pending. 
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2. The. Bpard are much concerned about the p.enc:i«mc,Y of the 
Wealth-tax, Gift-tax and istate Duty assess!p.8Jlts a¢ ~ t'  that 
immediate action be ~  on the. lines indicated ~ -

(i) All the Wealth-tax and Gift-tax assessments which are 
pending for the assessment years 1964-65 and earlier,. 
should be completed before 30th September, 1969. Simi-
~  the pending Wealth-tax and Gift·,tax assessments 
uptp assessment year 1966-67 should be completed before 
31st December, 1969. For watching the progress of such 
cases, the Inspecting Assistant Commissioners should ob-
tain a monthly report regarding them. 

(ii) No Wealth-tax and Gift-tax assessments for the assess-
ment year 1967-68 and earlier years should be allowed to 
be carried forward to the next finl!lldal year i.e, 1970-71. 
without the prior concurrence of the Illspectin,g ~t t 

Commissioner in the mdividual cases. 

(iii) The Deputy Controllers of Estate. Duty should carefully 
watch the disposal of old estate duty assessments and en-
sure that no assessment is k-ept pending for more than 
three years from the. date of death of the concerned per-
sons. If, for any special reasons, an assessment cannot be 
finalised within three years, the Deputy Controller should 
personally review the. progress made in the case every 
month. 

3. The Commissioners of Income-tax and the Controllers of t t~ 
"'.\!. . 

Vuty should take immediate steps to ensure that the above instruc-
UoZW are scx:upwously followe.q by: the assessing officers. 

From 

Yours faithfully, 

Sd/-S. BHATTACHARYYA, 

Secretary, Central Board of Direct Taxa 

F. No. 15/61/68-I.Tr;{Audit) 

GOVERNMENT OF INDIA 

.~  Board of Direct Taxes, 

New .Delhl, the 26th ~ . 

Shri Balbir SIngh, 

Secretary, Central Board of Direct Tax •. 
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Sir, 
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All Commissioners of Income-tax. 

SUBJECT:-E.rpeditious collection of aNear demands-Wealth-
tax, Estate Duty and Gift-tax. 

The Board have noticed with great concern that the Commission-
ers of Income-tax do not give adequate. attention to the liquidation 
of arrear Estate Duty, Wealth-tax and Gift-tax demands. The Pub-
lice Accounts Committee have also commented adversely 011 the 
mounting arrears of such demands. The arrear demands as on 30th 
June, 1969 were as under:-
.. _---------_._-_._---------
Estate Duty 

Wealth-tax 

Gift-tax 

Rs. &.38 crores 

Re. 7.96 

Rs. 1.81 

" 
" 

.. --_."-.-...... ------.----
While the Board appredate that the concentration of the Commis-

sioners is mainly bestowed on liquidation of Income-tax arrear de-
mands, it is not possible to justify such a large accumulation of ar-
rears of Estate Duty, Wealth-tax and t~t  demands. The Board 
therefore. desire that the Commissioners should undertake a concert-
ed. effort to reduce such arrears by the end of the current financiAlI 
year to at least 50 per cent of the arrears as on 1st April, 1969. AIJ-
tion taken in this direction May kindly be intimated to the Board 
by 31st October, 1969. 

Yours faithfully, . . 

Sd/ -BALBtR SINGH, 

~ t  t ~  Boud of Direct Taxes. 

Further . ~ t ~  sought by the Action Taken - ~tt  

Please indicate the latest position regarding clearance of pending 
Wealth Tax assessment eases. 

GoverDJlleDt's Reply 

The Ministry's reply to para 1.50 of the P.A.C.'s 73rd Report was 
sent only on 3rd November, 1969 in whieh the latest position bas 
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been indicated. The only additional information which can be fur-
nished now is that upto 30th November, 1969, the Wealb-tax collect-
ed works out to 9t crores against 14 crores budgeted for the whole 
year. 

[Mi.nistry of Finance (Department of Revenue) D.O. F. No. 17/1/69-
IT (Audit), dated 22-12-69]. . 

Recommendation 

The Committee note that due. to "an error of judgment "allow-
ance" was made for development rebate and depreciation on certain 
intangible assets of a company, though such allowance was inadmis-
sible in terms of the Act. This resulted in an under-assessment to 
the tune of Rs. 2.06 lakhs. What is surprising is that this error es-
caped the notice of Internal Audit who checked two of the three 
relevant assessments as also of the. supervisory office who had ap-
prived one of the assessments. 

[81. Nos. 33 and Para 3.64 of ApPendix II to the 73rd Report, 1968-69]. 

Action taken 

At the time the assessment 'was checked by the LA,P., they were 
required to check only the arithmetical accuracy of the depreciation 
worked out in an assessment. It was, at that time beyond their 
province to question whether depreciation should have at all been 
allowed on what the Income-tax Ofticer had treated as capital ex-
penditure and whether development rebate should have been allow-
ed by him. I.A.P.s have been instructed to check admissibility or 
order of depreciation and the rates thereof with effect from 1st 
August, 1963. !: 
[Ministry of Finance (Depanment of ~  D.O. F. No. 17116-cJ9-
IT (Audit), dated 1-12-69]. 

Further information sought by the Action Taken Sub-Committee 

Please state whether, under the instructions referred to in the 
last sentence of Government's reply, the I.A.P.s (Internal AUdit 
Parties) are competent to comment upon the admissibility of depre .• 
elation allowed by an I.T.O. on intangible assets. A f:(IPY of tnt. 
Ulstructions may also be furnished. 
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Government's Reply 

Th:re. is no specific instruction for checking the admissibility of 
deprecIatIon on intangible assts, but the Internal Audit Parties are 
required to check wbetber depreciation on a particular asset had 
been calculated with reference to the period of user and also whe-
ther the total depreCiation allowed exceeded the original cost. In 
the course of applying these checks, 'f any mistake was found about 
the admissibility of the depreciation itself, the Internal Audit Par-
ties would have to comment on it. Extracts from the relevant cir-
cular are enclosed. 

{Ministry of Finance (Department of Revenue) D.O. F. No. 171 1169-
IT (Audit) dated 22-12-69]. 

Recommendation 

In pursuance of the observations of the Public Accounts Commit-
tee in their 29th Report, Government had undertaken a review of 
the appellate orders to determine the extent to which assessments 
were over-pitched. The Committee note that this review had "not 
indicated any serious malady" in this regard. The scope of this study 
was, however, limited by Government to orders passed by Appellate 
Assistant Commissioners. The Committee desire that Government 
should also review appellate orders passed by the Tribunals and 
the Courts. In all cases where. appellate authorities have allowed 
substantial relief and harassment of the assessee is manifest, the 
Committee would like appropriate action to be taken against erring 
officers. 
{Sf. No. 55 - Paragraph 4.26]. 

Action taken 

In this paragraph the P.A.C. have asked the Minister to review 
the appellate orders passed by the Tribunals and the Courts, for de-
termining the extent to which assessments made by the ITOs were 
over-pitched. They have further desired that where appellate autho-
rities have allowed substantial relief and harassment of the asSe8lree 
. is manifest, appropriate action be taken against the erring omeers 
The Ministry notice that a similar recommendation is contained in 
paragraph 1,23 of the PAC's 76th Re.port (1968-69), in which they 
considered the action taken on their 17th and 29th Reports. The 
flAf.d paragraph reads as below: 

"'The Committee would like Government to look critically hlto 
cases of over-pitche.d. assessments in important revenue 
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circles like Calcutta, Bombay, Madras and Delhi, where 
the Income-tax Tribunals, High Courts and the Supreme 
Court have passed strictures against such assessments 
during the last thre.e years or where as:;essments made by 
the Income-tax Officers have been reduced by either 
Rs. 50,000 or 25 per cent of the originally assessed tax. 
Apart from taking deterrent action against officials held 
responsible for indulging in vexatious taxation, Govern-
ment should analyse the cases and issue general guidelines 
for the information and use of ~ -t  Officers." 

2. The PAC's recommendations seem to have been based on the 
following generally prevailing impressions about the nature.· ot 
Income-tax assessments: 

(i) The difference between the assessed income and returned 
income is often due to vexatious additions made by the· 
ITO<;, 

(ii) The LT. Appellate. Tribunals, High Cou:-ts and tbe Supreme 
Court have passed strictures against some of these assess-
ments during the last three years. 

The Ministry would like to first clarify the position regarding these 
impressions, before coming to the recommendation made in para 4.26· 
of the 73rd Report. -

3. At the outset, it may be stated that so far as the Ministry is 
aware., no strictures regarding over-pitching of assessments have been 
passed by the Tribunals, High Courts or the Supr.eme Court during 
a period of four years upto September; 1968. The PAC's attention 
bas already been invited to this· fact under the Ministry's D.O. No. 
3/10/68-IT (Audit), dated 11th ~  1968 [vide p. 48, of the 
PAC's 76thR!!.port]. On the question of wbether vexatious additions 
to the inaome returned by assessees are generally prevalent, the 
Ministry have had nearly 8500 appe14te. orders teat·checked by a 
committee comprising three senior offte.ers of the Income·tax De-
partment which found that 35.5 per cent of the ~'t t  had· been 
confil'llned and reli.efs exceeding 50 per cent of what the appellants 
asked for had been allowed in about 33 per cent cases .. The Com-
mitee found that though the interference by the appellate autho-
rities often reftected an honest difference of opinion, maturer judg-
ment of the AACs and availability of appellate decisions or evidence 
which were not available t.., the ITOs, quite a considerable percent-
age of interference ~ due to thE' omlssionc; and commissions on the 



IJ7 

part of t.b:e 11'0s, which could wei! have been avoided. Instructions 
have ~  been issued by the CBDT cautioning the lTOs of such 
pitfalls ~  copy of the Board's F. No. 5O/322/68-IT-J (II) , dated 
6th February, 1969, enclosed]. In this connection it ~  ~ pertin-
ent to refer to a persistent difficulty in framing proper Inconl,e-tax 
assC5sments. It happens not infrequently that the assessees with-
hold at the assessment stage some evidence which they produce for 
the first time before the Tribunal or even the AAC, who are natural-
ly not seized of all the material facts for checking the proper worth 
of those pieces of evidence. With a wider background about a par-
ticular case the concerned ITO would have been in a position to 
assess the worth of the evidence but this is what many of the assess-
ees wish to avoid. A decision·arriYed at on the basis of incomplete 
data/evidence is bound to suffer from internal weakness of thi! situa-
tion and that is what assessees under expert advices plan ~~. In 
these circumstances the Income-tax Officer often becomes helpless 
in so far as he cannot ignore t ~ item, nor can he come to a correet 
decision. 

4. Now, coming to the question of the review of the appellate 
orders passed by the Appellate Tribunals and the Courts, the Minis-
try would like to place the following facts for the consideration of 

the PAC: :: 

m The orders of the Appellate Assistant Commissioners are 
the first appellate orders on the assessments made by the 
ITO!. Assu.c,h, the problem of over-pitched assessments-
can best.be sPQt-lighted£rQm a stucJ.y of the AAC's orders. 

(ti) 

(Ui) 

The Appellate Asstt. Commissioners are senior officers of 
the Department, with fairly long assessment experience, 
who are free from executive interference. It is rather un-
likely that any blatant and manifest over-assessment will 
escape their notice and it will be noticed for the first time 

befQre the I.T. Appellate Tribunal. 

~ High Courts and the Supreme Court are not at all con-
cerned .with questions .of fact; they only give their ruling 
~ qllestions of law. It is, there.fore, most unlikely that 
~  t'!.~t  of manifest over-assessment would be detect-

ed by them. 
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5. In view of what has been stated above, the Ministry would sug-
gest that the PAC may kindly wait and watch the results of the 
action taken by the CBDT on the basis of a study of the AAC's orders. 

{Ministry of FiMnce (Department of Revenue) F. No. 17/35/69-IT 
(Audit), dated 12-11-69]. 

I 

F. No. 50/322/68-ITJ(2) 
GOVERNMENT OF INDIA 

Central Board of Direct Taxes, 
New Delhi, the 6th Fe.bruary, 1969. 

17th Magha 1890 Saka. 
From 

'To 

Sir, 

Shri S. K. Lall, 
Secretary, Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

SUBJI!lCT: -p .A.C.'s observations on over-assessments-Pilot 
study of the problem-Defects noticed-Instructions re-
garding- . 

The Action Taken Sub-Committee of the P.A.C. having adversely 
'Commented on the problem of over-assessments, the Board constitut-
ed recently a Committee consisting of 8hrl S. Narayan, OSD and 
'S/Shri W. A. Khan and P. N. Sewake, D. Ds. r for conducting from 
this angle a pilot study of the orders passed during 1967-68 by 2 
AACa each from the Punjab, U.P. and Delhi CIT charges. The Com-
mittee's report has been received; although the study was confined 
to only selected AAC's ranges from 3 Commissioners' charges, the 
'results of the pilot study can generally be considered as applicable 
to all the charges. 

2. Out of nearly 8,500 appellate orders studied by the Committee, 
it was found that only about 3000 assessment orders (35.5 per cent) 
were confirmed, while about 5,000 orders (60 per cent) were BUb-
jected to relief (excluding assessments interfered with but not am-
ounting to relief). A further analysis of the 5,000 and odd assess-
ments subjected to relief showed that in about 2,800 cases (56 per 
cent) more than 50 per cent of the relief sought for had been allowed 
by the AACs. 
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3. It is true that a percentage of interference reflected honest 
difference of opinion, maturer judgment of the AACs or availability 
of appellate decisions and evidence which were not before the ITOs 
but quite a conside.rable percentage of interference was due to omis-
sions and commissions on the part of the ITOs, which could well 
have been avoided. Some of these typical omissions and commis-
sions listed by the Committee are indicated below:-

(i) The ITOs seem to be in the habit of making comparatively 
petty additions without any reason or with utterly inade-
quate reasons. 

(ii) 

(iii) 

(iv) 

(v) 

(vi) 

In cases of retailers where it was obviously not possible 
to keep quantitative stock tally, additions had been made 
to the trading accounts without giving justification or quot-
ing parallel cases and no care was taken to see whether 
the additions fitted in logically with a proper arithmeti-
cally correct reconstruction of the trading account. 

The ITOs seem to be in the habit of making additions for 
supposedly inadequate. drawings for household expenses 
without giving any reasons or without trying to analyse 
the expected normal household expenses under dift'erent 
heads, correlating them with the size and the needs of the-
family. 

Cash credits are sometimes added with only superficial 
enquiry and probe into their source and ownership with-
out pursuing these enquiries to an e.xtent which could en-
sure their being sustained in appea1. 

The ITOs are sometimes not realistic and practical in their 
approach in the matter of allowing bad debts written of! 
tn the books; mere absence of legal action against the 
debtors should not be over-emphasized, particularly when 
the amounts involved are small making it not worthwhile 
for the assessee to incur legal expenditure, once he was 
satisfied that nothing further could be realized. 

The ITOs have sometimes a tendency to make additions in 
manufacturers' cases, on account of shortages, wastages, 
low yields, etc. without building uo a reasonably strong 
case on these points and without giving adequate oppor-
tunity to thp. asse"see for elucidating reasons and then-
meeting them. 
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(vii) In the case of companies, the ITOs sometimes tinker un-
duly with the remuneration of the Directors even when 
they are apparently not large nor unreasonable. 

(viii) The provisional share income from firms is sometimes 
taken by the ITOs not as returned by the assessee but on 
estimate which is not a correct course. 

4. The Commissioners are requested to bring the above noted 
shortcomings to the notice of the !T0s so that these are avoided. 
The Commissioners and lACs should also constantly impress upon 
the ITOs the imperative need for making balanced, well-reasoned 
and realistic assessments. These aspects of assessment work should 
be particularly looked into during inspection of ITOs' work and the 
defaulting officers be pulled up and adversely commented wherever 
called for. This matter could also be borne in mind and ne.cessary 
~ t  action by way of advice or admonition taken, when the 
adverse appellate orders are scrutinised in the Commissioner's Office. 

Yours faithfully, 

Sd/-S. K. LALL, 
Secretary, Central Board of Direct Taxes. 

Recommendation 

The Committee would also like. to point out that very wide powers 
are now available under the Act to make searches and seizures. It 
is, therefore, imperative that these. are exercised very judiciously, as 
a wrong search or seizure, besides causing harassment to assessees, . 
could do incalculable harm to their prestige and standing. The Com-
mittee note that Government are contemplating the issue of suitable 
instructions on this point. TheY( would like action in this respect to 
be speedily taken. The Committee would also like Government to 
examine whether the power to order searches and seizures should be 
more precisely defined. The authority of search and seizure may be 
invoked where it may reasonably be expected to lead to the discovery 
of concealed income. of, say, Rs. 1 lakh or more. Such a provision 
would constitute an automatic safeguard against the utilisation of 
power of search and seizure, where the officer concerned is himSelf 
not sure of the ne.cessity of such action but has to yield to the pres-
sure of informers in the nature of blackmail. The Committee would 
'like Government to examine whether some suitable enactment OD 
·this line lS possible and ~t . 

(S.No. 58 Pttrag1'4ph 5.21) 
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Action taken 

The question of ensuring that the wide powers now available 
IUIlder the Income-tax Act to make searches and seizures are exercis-
oed very judiciously has been carefully considered by the Ministry. 
It has been found that the number of searches undertaken by the 
Department has been declining year after year. Thus, in 1964, the 
aumber was 397, in 1965-66 306, in 1966-67 189, in 1967-68 198 and 
in 1968-69 (upto 28th February, 1969) 60 only. It has also ·been notic-
ed that the searches made so far have been largely successful, the 
infructuous ones being very few viz., 4 in 1964-65, 13 in 1965-66,3 each 
in 1966-67 and 1967-68 and 2 in 1968-69. The suecessful searches have 
resulted in the detection of a large number of cases in which vari-
ous tax evasion devices had been employed e.g., introduction of un-
accounted money as Hundi loans Or borrowings from some so-called 
firms which were non-existent, spurious book entries in accounts 
in  collusion with third parties etc. As such, the Ministry feel that 
the powers of searches and seizures are being e.xercised quite judi-
ciously. 

2. I.nstructions already exist that the Commissioners of Income-
tax should use great care to avoid causing harassment to the public 
while exercising the powers of ~  and seizures [vide copy of 
the Board's instructions contained in their F. No. 15/142/64-IT(Inv.), 
dated the 28th August, 1964-Circular No. 23D (XL-64) of 1964]. 

3. The recommendations of the P.A.C. have been carefully con-
sidered by the Ministry up to the stage of the Deputy Prime Min-
ister. Laying down of a monetary limit, such as Rs. 50,000,. has not 
been ~  feasible for various reasons. Thus a search is under-
taken when the information regarding an assessee having some sec-
reted assets or books of account or incriminating documents is con-
sidered fairly reliable; at this stage the amount of concealment is 
largely a matter of opinion. An attempt at precise determination 
of the likely amount of concealment would necessarily cause delaY in 
taking the ~  and detract from the effectiveness of the search 
which depends upon the secrecy and speed with which it is executed. 
Searche3 have, in fact, led to the discovery of secreted assets for the 
purpose of recovery of tax, as also evidence for prosecuti?n. Besides. 
J ~ down monetary limits in the statute may also glve rise to a 
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lot of ,writs and litigation. Accordingly, it has been considered un-
desirable to issue any such administrative instructions or to intro-
duce any enactment in this respect. 

(Ministry of Finance (Department of Revenue) D. O. F. No. 17j181 
69-IT (Audit), dated 24-7-1969). 

F. No. 15/142/64-IT(Inv) 

Government of India 

Central Board of Direct Taxes 

New Delhi, the 28th August, 1964. 

Circular No. 23 D(XL-64) of 1964 

Subject:-Searches and seizures uls 132 of the Income-tax Act, 1961. 

Attention is invited to the Board's circular No. 26-D of 1961 dated 
the 29th August, 1961, wherein the Commissioners were asked to 
furnish details of searches and seizures conducted by the Income-tax 
Oftkers in their charges to the Directorate of Inspe.ction (lnvestUra-
tion) .  A review of the report receiveg from the Commissioners dur-
ing the last three years has revealed that the imlportant powers con-
ferred by section 132 of the Income-tax Act, 1961 which are meant 
for detecting tax evasion, are not being utilised effectively· by the 
officers of the Department. The total number of searches conducted 
from March, 1962 to 30th June, 1964 is only'24 and in some of the 
important charges, no search has been conducted s') far. 

2. The provisions of section 132 as substituted by the Finance Act. 
1964, are a little wider in scope than the earlier provisions. The. 
main fe·atures of the new provisions have been explained in the 
Board's Circular No. 20D of 1964. While it shOUld be, ensured that 
the powers of search and seizure are used with great care in order 
that it does not become an instrument of ~ t  ~ is also neces.-
sary to make, full use of these provisions in a larger number of im-
portant cases of evasion. It should be remembered that the justi-
fication for the conferment of these new powers will be judged by 
the manner in which they are utilised. 

3. The Board also desire that the powers of entry and inspection 
of books and documents conferred by the new section 133A of the 
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Income-tax Act should be more freely used by Income-tax OtBcers in 
suitable cases. 

'ro 

Sdl-J agdish Chand. 
Secretary, Central Board of Direct Taxes. 

Tel. No. 32939. 

•• 0 

All Commissioners of Income-tax. 

Directors of Inspection, (Income:'tax) / (Investigation) / (Re-

search, Statistics & Publication), New Delhi. 

D.I. (RS&P) Bulletin Section (2 copies). 

All Officers and Sections of the Direct Taxes Wing. 

~ r 13 (ail) -~ 



CHAPTER V 

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

Recommendation 

The Committee would like Government to examine how the ex-
isting system for determination of income from property can be 
streamlined and. improved to ensure. that properties are carefully and 
correctly assessed. In this connection, they would like to invite 
attention to the suggestion of the Admlinistrative Reforms Commis-
sion for the amendment of the Income-tax Act to provide for deter-
minstion of the annual value of house property on the basis of the 
annual rentals received or receivable or the municipal valuation, 
whichever is greater. 

(S. No.9-Paragraph 1.56) 

Action taken 

The Committee's observations are noted. 

2. The Administrative Reform Commission's suggestion is under 
consideration of the Ministry. . 

(Ministry of Finance (Department of Revenue) D.O. F. No. 17111169-
IT (Audit), dated 11-11-1969). 

Further information sought by the Action Taken Sub-Committee. 

Please state: 

(i) whether Government have examined how the existing sys-
tem for determination of income from property can be 
streamlined and improved to ensure. that properties are 
carefully and correctly assessed; 

(ii) whether Government have taken decision on the Admin-
istrative Reforms Commli.ssion's suggestion for the amend-
ment of the Income-tax Act to provide for determination 
of the annual value of house property on the basis of the 
annual rentals received or re.ceivable or the municipal 
valuation, whichever is greater. 

124 



125 

Government's Reply 

The question is still being, eOllBidere4 by the Ministry. 

{Ministry Q/. FiMUe. (Illepdt. of ~  D.O. F. No. ~  
(Audit), dated 22-12-1969). 

ItecOlDjIDendatioll 

(ill Tl1e Committee note that some' part of the 8l!'De1ll'S. is due to 
pellding court cases. 'mle Committee are glad that Government have, 
in consultation with the judiciary, taken steps fD expedite disposal 
,of these cases. They hope this would bring about some improvement 
in the arrears positiOn. The Committee would in this connection like 
Government to ccmsider the suggestion made. by the Working Group 
of the Administrat'ive Reforms Commission to the effect that the Act 
should be amended to "prOvide that where an appeal is preferred 
against an assessmeht, such an appeal will not he admitted unless 
tax is paid on. the undisputed amount involved in the assessment". 
An allied suggestion made by the Working Group to reduce arrears 
is to fix a "time nmit for giving effect to appellate orders", so that 
tax demands disallowed are promptly reiunded to assessees. This, 
apart from creating a better public image of the. Department, would 
also tend to make the picture of arrears more realistic. 

(ii) }imongst other suggestions for amending the law to tackle 
the problem of arrears is the one relating to demands against assessees 
who have become untraceable. The Working Group ot the Adminis" 
tratiYe RJefomIl8'Conuniision have pointed out. that. th.ere is a tendency 
for assessees to go "underground, till the period· of, ~t  of 8 
years is over" to evade demands made against them. The Committee 
would like it to be considered whether amendment of the law to 
make it permissible to reopen assessments in such cases without any 
time-limit would help to meet this situation. 

(S. Nos. 12 & 13"-P4'1'tlgMphs 1.81 It 1.82) 

Adioa taken' 

(i). In this paragraph,. the following two suggestions made by the 
\Vorking GroUp of the Administrative Reforms Commission have 
been commended for Government's consideration by the Public Ac-

counts Committee: 

en The tax on ' t ~ income should be paid, b.efore an 
appeal is admitted by the appellate authorities; and 
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(ij) A time-limit should be fixed for giving effect to appellate 
orders. , 

Tbe Ministry have carefully considered the first suggestion and 
have found it unacceptable ~ of the following reasons: 

(i) A provision like this would result in multiplication of dis-
putes and delay in the disposal of appeals, since non-admis-
sion of appeals by Appellate Assistant Commissioners on 
the ground that tax on undiE\puted income has not been 
paid, will itself have. to be made appealable to the Appel-
late Tribunal. 

(ii) It would be extremely difficult to determine the amount 
of undisputed income in cases where assessments have 
been made ex-parte and no returns have been merl .. 

(iii) Income-tax Officers have, even now, adequate powers 
under the Income-tax Act to enforce the collection of tax 
even where assessments are under appeal. They are, 
however, required to hold in abeyance collection of tax on 
amounts which they consider to be genuinely disputed. 

The second suggestion of the Working Group is under considera-
tion of the Ministry. 

(ii) The suggestion of the Working Group of the Administrative 
Reforms Commission, referred to in this paragraph, is under consi-
deration of the Ministry. 

(Ministry of Finance (Department of Revenue) D.O. F. No. 17139f 
69-IT (Audit). dated 14-11-1969). 

Reeommendation 

Finally, the Committee would also like Government to gear up 
their recovery mechanism. The Committee note in this respect that 
the Commissioners are progressively taking over the work hitherto 
done by the State Governments. The Committee hope that the re-
covery squads would function effectively and energetically to realise 
all recoverable tax dues. 

(S. No. 14-Para{If'Qph 1.83): 

Action taken 

Re.covery work is being taken over from the State Governments 
pl'ogressively and training in recovery work is also given by the 



127 
Rveral Commissioners to the stat! employed on this work. Out of 
28 charges of Commissioners of Income-tax, the recovery work has 
been fully taken over by the Department in 7 charges and partly 
in 15 charges. The question of taking it over in other charges also 
is under active consideration of the Government. 

2. The Law Ministry's advice based on the decision of the Sup-
leme Court in the case of N. Damodar Bhat (1969) 71 I.T.R. (S.C.) 
806, that the proceedings as initiated under section 46(2) of the In-
come-tax Act, 1922 can be continued by a Tax: Recovery Officer ap-
pointed uls 2(44) (ill) of the Income-tax: Act, 1961, provided the Tax 
l1ecovery Oftlcer purports to act under the 1961 Act and not under 
any Public Demands Recovery Act, would help in the effective func-
tioning of the recovery officers. 

(Ministry of Finance (Department of Revenue) D.O .F. No. 171391 
69-IT (Audit), dated 3-11-1969). 

Recommendation 

(i) The Committee note that a test audit disclosed under assess-
ment of tax amounting to Rs. 1101.16 lakhs in 9,161 cases during the 
period 1st September, 1966 to 31st August, 1967. Corrective action is 
still to be taken in 967 of these cases, mvolving Rs. 167.71 lakhs, while 
in respect of 84 cases involving Rs. 4.99 lakhs action has become time-
barred.' The Committee would like corrective action to be speadily 
finalised. In those cases where action is now precluded by time-bar, 
the Committee would like Government to examine whether there was 
Ilny default on the part of the officials concerned, warranting action 
against them. 

The Committee also note that in 48 cases involving ~. 437.63 
lakhs, where Audit are. of the view that there has been under-assess-
ment, the matter is still "under correspondence." The Committee 
would like these cases to be examJi.ned expeditiously and corrective 
action to be initiated promptly in all cases where it is called for. 

The Committee take a serious view of the over-assessments dis-
c:losed in test-audit. In 2,154 such cases involving Rs. 52.77 lakhs, 
corrective action has been completed, but action is still to be taken 
in 223 cases involving Rs. 5.57 lakhs. 

(S. Nos. 15 to 17 and Paras 2.5 to 2.7). 
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Action tabD 

(-1) The 'figues -of pertdency 'regarding eorrective action, as on 
15ti1 January, U#69, were flll'ftishedto the P.A.C. -by the C&AG. TIle 
JWnistlY ltavesillce obtelnedfrom the Audit partfculars of the -cases 
ntportecl by them. 

2. Of the 967 cases of under-assessment of tax totalling Rs. 167.71 
lakhs,as ' ~ by 'the AuGit,it is 'fOWtd that tbeawnber of cases 
involving ~~ ~ of tu of Rs. 10,000 -and above W'88 228;tbese 
accounted iOl' ij)e bulk of the reported under-charge af'tax. The 
14i1ai&my have aot aceeptedtbe objection relating 'to 42 lUCheases. 
4 watch OIl the IiCtiontakefl m the remaiDing cases will :be bptby 
-~ Director of -Inspection -(Inoome-tax and Audit). lWhosepost has 
'~  NceDtly set up. 

3. The cases involving under-charge of tax below Rs. 10,000, as 
r.eported by tlle C. -& A.G:s Revenue Audit Puties, 8ft too lIlumer-
(Jous for the Ministry to watch. Along with these cases;aretilo to be 
considered the cases of this category detected by the Internal Audit 
Parties of the Department. Till recently, the prime responsibility 
for rectificatory action in the eases of this type lay with the ~ 

'live, Income-tax Oftlcers. Since, however, this work tended to be 
neglected, for ensuring proper follow-up action, Audit Objection 
Calls were set up in all the functional Ranges, which, amongst them-
selves, eover cases yielding about 60 per cent of the Direct Taxes 
budget. Detailed t t ~ have been issued to these Cells about 
the procedure to be followed by them (vide annexure). 

4. In the non-functional Ranges of lACs, the work regarding the 
follow-up of audit objections (raised by both Revenue Audit and 
Internal Audit) seem to need special attention. The Director of In-
spection (Income-tax and Audit) is being asked to keep a watch on 
these cases through 12 1.A.es. (Audit) whose posts also have been 
.newly created for ensuri1'lg a planned programme of Internal Audit, 
as alSo timely adion regarding both Internal Audit and Revenue 
Audit objections. I' I I' ',.." 
6. There were 12 -cases involving under-charge of tax of Rs. 10,000 

and over, in which action had become barred by time even before 
Audit raised objections. The amount of revenue involved in these 
eases is Rs. 3.48 lakhs. 74 of the cases in whieh no action iior reet!-
&cation was possible1 related to cases involving under-charge of tax 
-llllounting to less than Rs. 10,000; the aggregate tax involved in these 
cases was Rs. 1.09 lakhs. In these cases also, action a'Ppears to have 
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been time-barred before. the Audit objections were raised. In . thi. 
context, the P.A.C. will perhaps h'ke to re-consider whethr the offi-
cials responsible for the mistakes need be proceeded against. 

(ii) The deWls about the 48 eases are being obtained from the 
C & AG and the matter under correspondence. will be finalised as 
expeditiously as possible. 

. (Ui) Corrective action is proposed to be taken immediately through 
the Director of Inspection (Income.-tax and Audit). 

(Ministry of Finance (Department of Revenue) D.O. F. No. ~ -

IT (Audit) , dated 17-11-1969). 

ANNEXURE 

PROCEDURE FOR AUDIT OBJECTION CELLS 

a. Collect revenue audit reports and Internal Audit reports IDd 
place each report in a separate folder. All relevant correspoD-
dence will issue from this folder. 

b. Serially number all items of objection which require reply or 
action; 

c. Divide the objections into the following three cate.gorles: 

i. Objections involving tax effect exceeding Rs. 10,000. 

ii. Objections involving tax effect between Rs. 1,000 and 
Rs. 10,000. 

iii. Obje.ctions involving tax effect below Rs. 1,000. 

d. Mark the period of limitation for action, if any, against each 
item; 

e. The objections will be disposed of on the basis of the. follOWing 
priorities: 

i. Items getting time barred by the end of the. financial year; 

ii. Other items in c.i 

iii. Other items in eli. 

iv. Other items in c.lli. 

f. Put up notes to the ITOs (Assessment) concerned. 

g. Initiate steps for revision of assessment under section 147 
wherever necessary. 
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h. Initiate steps for re.ctification of mistakes. 

i. The computation work in aU cases should be done by the Tax: 
Computation group of the Assessment Cell. The cases should 
be entered in a batch control shee.t. Each control sheet should 
bear consecutive serial numbers and should be sent to Assess-
ment Cell in duplicate with the files. The acknowledgment 
from Assessment Cell should be taken on the copy and kept in 
this Cell. Thereafter, the records will move as indicated in 
the batch control sheet; 

j. Compile the final report; 

k. This Cell will maintain two registers-one for internal audit 
reports and the, other for revenue audit reports. Each register 
will be divided into 3 parts for entering the 3 types of cases 
mentioned in para c above. The Register of tax effect prescrib-
ed earlier by the Board may be discontinued as all the required 
information is available in the register now prescribed. 

Further information sought by the Action Taken Sub-CoJDJQittee 

Please indicate the latest position regarding rectification in cases 
of under-assessments/over-assessments mentioned in the Report. 

Government's Reply 

The position regarding the rectification of cases of under-assess-
ment and over-assessment cannot be readily indicated. The Depart-
mental figures are to be verified with the C. & AG.'s and this will 
take time. It may, however, be mentioned that the Ministry 'is con-
sidering a proposal of sending one of its senior officers fromi charge 
to charge to settle long outstanding audit objections. If the Audit 
agree, one of their representatives also will be associated with this 
drive. 

[Ministry of Finance (Department of Revenue) D.O.F. No. 1711169-
IT ~ t  dated 22-12-1969]. 

Recommendation 

The Committee observe that a large number of these cases of 
under-assessments and over-assessments excaped the notice of 
Internal Audit parties in the Department. This suggects the need for 
toning up their performance. The Committee note that a number of 
ste.ps have been taken in this regard. They hope that as a result, the 
work of these parties will show qualitative improvement. 

[So No. 19-Paragraph 2.9]. 
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AetiOll taken 

The following steps have been taken by the Government to tone 
up the performance and efticiency of Internal Audit Parties: 

(1) The number of Internal Audit Parties has been increased 
from 71 to 91. 

(2) An I.A.P. previously consisted of one Supervisor or 
Inspector and 3 UDCs. One LDC has now been sanctioned 
for each lAP for doing the typing and other routine work. 

(3) There were 7 Chief Auditors in big city charges at Bombay, 
Calcutta, Delhi, Madras and Ahemdabad. The posts of 12 
more Chief Auditors (7 Class I ITOs and 5 Class II lTOs) 
have been sanctioned. Thus, there are now 19 Chief Audi-
tors covering all CITs charges. They will be in overall 
charge of Internal Audit and Revenue. Audit. 

(4) Twelve posts of lACs (Audit) have been created for ensur-
ing a regular and effective supervision over the functioning 
of lAPs. They have been charged with the duty of plann-
ing and organising the work of lAPs, training the staff and 
fulfilment of targets. They. have also to exercise audit 
functions in cases of refunds exceeding Rs. 50,000 tax Habl-
lities of foreign collaborators etc. They will also deal with 
revenue audit objections and ensure that they are followed 
up promptly. 

(5) The post of Director of Inspection (Income-tax) has been 
revived and redesignated as Director of Inspection 
(Income-tax and Audit). He will deal with both internal 
audit and revenue audit and exercise overall supervision 
over the lACs (Audit). 

(6) The scope of Internal Audit has been enlarged so as to 
make it coterminous with that of Revenue Audit. 

(7) An Internal Audit Manual has been prepared, giving 
detailed instructions to IAPs for checking different items. 
Printed copies are expected shortly. 

(8) The lAPs are being relieved of the work of checking of 
Demand and Collection Registers. Under the new orders, 
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the checking of D ... C &litters of one lAC's Range will 
be done by the staff of another lAC's Range. 

{MtniBWy "'1 Finimee (Department of Revenue) 1).O.F. No. 11f 
381 69-IT (.A",dit) , dated 6-11-1J9]. 

F .No. 5j4169-IT(Audit) 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

Shri S. Bhattacharyya, 

New Delhi, the 26th May, 1969 
the 5th Jyaistha, 1891 

Secretary, Central Board of Direct Taxes. 

All Commissioners of Income-tax . 

.sUB: Scope of 'Work of InteMtfll Audit Parties-Enlargement of-
Strengthenin.g of IAP.-

Sir, 

There has been unanimity -of opinion between the Public Accounts 
Committee and the Department about enlarging the scope of work of 
the Internal Audit Parties. A decision to this effect was taken at the 
Commissioners' Conference held in July, 1968jvide para 4 of item 
IX(l) of the Board's F.No. 4127168-ED dated 7-8-68. In para 2.9 of 
their 73rd Report (1968-69) the P.A.C. have reiterated their earlier 
observations regarding the need for toning up the performance of the 
lAPs. 

2. Admittedly, the performance of the lAPs has been found inade-
quate, mainly because of the existing restriction of their scope, of 
work. The items of work which are to be checked by them were 
listed in the Board Circular No. 19-D(LXXIX) 163 dated 1-8-63 and 
these were modified and supplemented by Circular No. ll-D(XXIX-5) 
of 1966 (vide F. No. 83150165-ITB dated 17-3-66.). It has now been 
decided by the Board that a large number of additional items, as 
listed in Annexure I to the Circular, should also be checked by the 
lAPs in future.-Detailed instructions as to how the lAPs should 
check the different items are being incorporatedln an Intemal Audit 
Manual prepared by the Directorate of Inspection (Income-tax). It 
is expected to be published shortly. 
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3. The failure of the lAPs has also been ascribed to the followiq 
~~~  -oI:f.tb..e systbl: .. 

.(i) The total number of lAPs sanctioned for all Commiuioaers' 
charges is only 71, which is quite inadequate . 

.(ii) '.l'hougb. eaeh· lAP is 'l!Xpeated to have ti!!'ee UDCs, in a 
awnber ~ cmly ! UDCsere availsble,t'he third 
haNing been withdnWD for .ot!Rer }9Ul'pogeS. 

(iii) The lAPs have been feeling handicapped about the dis--
pow of their trying and other routine type ofwGrk, 
becausenoLDChas so far been sanctioned for the lAPs; 
and 

(iv) The !Supervision of the lAP has neither been adequate nor 
effective. 

'.The Board are taking the following steps for removing the 
drawbacks referred to in the preceding paragraph: 

Re:(I)-'1'o the present strength of 71 lAPs, another 20 are being 
:added with immediate effect. Thereafter, a study will be 
conducted by the Staff Inspection Unit of the Department 
of Expenditure to assess whether the number of lAPs 
should be increased to 120. 

Be: (iii)-Each of the 91 lAPs is being provided with one LDC 
for typing and routine work. 

Re: (iv)-At present there are only 7 Chief Auditors who are 
supervising the work of 39 lAPs, based at Bombay, Calcutta, 
Delhi, Madras and Ahmedabad. The posts of 12 more. Chief 
Auditors (7 in Class I and 5 in Class n), are being sanc-
tioned with immediate effect Besides, 12 posts of lACs 
(Audit) have been newly created: these ofticers will be in 
overall charge of Internal Audit and Revenue Audit. 

The distribution of the newly created posts is given in Annexure IV. 

5. As regards item (ii) of paragraph 3 above, the Board desire that 
the Commissoners of Income-tax should put back to their respective 
positions all the UDCs who had been withdrawn and put to other 
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. duties. In facl., no member of an IAP or Chief Auditors should be 
.required to take up any additional work over their specified duties 
with theIAPs. 

6. The Board feel that the functions of the IAPs as well as those 
. of the supervising officers should be well-defined, so that there is no 
.. con1lict of jurisdiction and there is no avoidance of responsibility. The 
Duty Lists of lACs (Audit) and Chief Auditors have been drawn up 
(vide Annexures II and III). 

7. The Duty Lists now drawn up may require some modification 
.on the basis of the actual experience on their working. The Board, 
accord!..ngly, desire that in case any difficulty is felt in working the 
scheme, the same may be brought to their notice. 

8. According to the existing Duty List of lAPs, all the Income-tax 
assessments with a total income of Rs. 50,0001- and over have to be 
scrutinised by the lAPs on a priority basis. Since, however, these 
parties have hitherto confined their attention to only the detection of 
arithmetical errors, as distinguished from the errors in the computa· 
tion of income or loss, quite serious mistakes have been detected by 
the Revenue Audit parties in the cases already looked into by our 
lAPs. The Board desire that on the lines of the revised Duty List, 
the existing lAPs should undertake a review of all Income-tax assess· 
ments with a total income of Rs. 1 lakh and over, which have not so 
far been looked into by Revenue Audit parties and in which cor-
rective action has not already become time-barred. A review of all 
such assessments completed during the period 1-6-65 to 30-9-65 should 
be undertaken forthwith and necessary rectifications made without 
delay. Thereafter the assessments made during the period 1-10.65 to 
31-3.67 also may be taken up for similar action. 

9. For improving the quality of the personnel engaged in Audit 
work in the different Commissioners' charges, the following steps may 
./ . :oe taken urgently: 

(i) Select suitable hands for appointment as Chief Auditors.-
In this connection, they may consider some newly re.cruited 
ITOs class TI, who were formerly working in the AG's set 
up and have passed the S.A.S. examination. 

(if) Make a judicious change in personnel now manning the 
lAPs, replacing the present hands on a staggered basis.-
The work in the lAPs being rather exacting, the incum-
bents should be rotated from their positions at the end of 
two to three years. 
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(iii) Arrange locally for refreshers' courses for the lAP statf.-

The courses should be organised by Chief Auditors or by' 
lACs (Audit), where available. 

Secretary, Central Board of Direct Taxes, 

ANNEXURE-I 

New items to be checked by lAPs 

[These items supplement the list as per the Board's Circular-
No. 10-D(XXXIX) dated 1-8-63, together with the items added under' 
the Board's instructions dated 17-3-66] 

II. Rebates and exemptions 

(g) whether the rebate uls 85 in respect of dividends attributable' 
to profits from new industrial undertakings or ships or hotel business, 
have been correctly allowed up to the assessment year 1967-68? 

(h) For the assessment years 1966-67 and 1967-68, Indian com-
panies were entitled to a rebate uls 85 in respect of royalty, commis-
sion or fees etc. received from: certain foreign companies. To check 
in such cases whether (i) the rebates and allowances have been made' 
in accordance with the limits and conditions prescribed (li) the proof 
of the payment is on record, and (iii) the agreement to supply the 
"know-how" had been approved by the Central Government before· 
the 1st October of the relevant assessment year. 

II-A. Deductions in computing Total Income (Deductions Which" 
are being generally allowed from the assessment year 1965-66 the' 
deductions being in substitution of the system of rebates prevail-
ing earlier). 

(a) Regarding Life Insurance Premia, Annuities and contributions 
to Provident Fund etc., whether, the limits prescribed uls 87(3) and" 
87(4) for the assessment years upto 1967-68 and uls 8OC(4) for the 
assessment year 1968-69 onwards have been exceeded? 

(b) Whether the deductions admissible in respect of profits from 
priority industries uls 80E for the assessment years 1966-67 and 1967-
68 and uls with effect from the assessment year 1968-69 have- been 
correctly allowed? The conditions prescribed are rigid and will 
have to be strictly adhered to. 
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(c) Whether regapding deductious in respect of proftta and gains 
from an industrial undertaking admiasible under Section 80-H with 
-effect from the assessment year 1968-69 the conditions prescribed uls 
80-H (2) have been fulfilled? 

(d) In the case of a company entitled to deductions both uls 80-H 
and uls 80-1 whether the profits in respect of which the deduction uls 
80-1 is available, have been ftrst reduced by the allowance made uls 
80-H? 

(e) Whether the deduction under Section 80-H admissible from 
the assessment year 1968-69 onwards in respect of dividend attri-
butable to' profits from new industrial undertakings or ships or hotel 
business has been correctly allowed? 

(f) Regarding the deduction unde.r Section 80-H adinissible to 
Indian companies in respect of royalty, commission or fees received 
by them from certain foreign companies, whether the conditions 
enumerated against item II(h) have been fulfilled? 

V. Depreciation Chart 

1. (In substitution of the present item) Has a ~ t  Chart 
been properly maintained year by year? If so, have the written down 
~  been copied out correctly? (Vide para 2.101 and 2.108 of the 
PAC's 29th Report) 

2. (In substitution of the present item) whether cOl'l'ect rates of 
depreciation have been adopted in the assessment and calculations 
correctly made?-Sometimes it is overlooked that on particular items 
of· asset no extra-shift allowance is admissible. (Vide paras 1.72· and 
1.73 of the PAC's 46th Report). 

3. Whe.ther the aggregate of the depreciations allowed on a parti-
cular asset has exceeded the original cost? 

vn. Computation of income 
SALARY 

1. Have 'a11 "perquisites" and "profits" in lieu of salary been 
~ in the a9R8See's income under the·hebd Salaries? 

The valuation of the perquisites should be, in accordaMe 
with Rule ·3. 

2. Has the claim for entertainment aHow.ance been allowance 
in accordance with Sec. 16 (ii) ? If an assessee receives 
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~t t allowance from an employer in excess of 
1/5th of bis salary received from the same employer, the 
excess would become assessa'ble as his income. 

3. Whether the Provident Fund or Superannuation Fund to 
which the assessee has con.tributed is a recognised or a 
approved one. 

4. Where tax has been bome by the employer, whether it haa 
been grossed up? 

PROPERTY INCOME 

5. Whether municipal value has been increased by 119th? 

6. Whether the annual letting value has been estimated on the 
basis of the rent which the property is reasonably ex-
pected to fetch? 

7. In cases where a consolidated loan has been raised, both 
for property and other sources of income, whether a pro-
per allocation of interest has been made? 

BUSINESS 

8. Whether all obviously ~  items of expense have 
been added back to profits or deducted from the loss as 
per books. (Often, the inadmissibles are added to the 
returned loss instead of being deducted there from. This 
has to be guarded against.) 

9. Has a cross-verification of the opening stock of the current 
year with the clQ'Sing stock of the year immediately pre-
ceding been made? (Vide para 1.81 of the PAC's Third 
Report) (1967-68). 

10. Whether losses from !tpeCUlatkln business have been mis-' 
takenly set off against the profit from other business 
activities? The Joss from speculation can be adjusted only 
against profit under the same head. 

11. Whether any capital expenditure ha9'been cbarged t& re. 

venue? 

12. Where any amount has been paid to an employee as bonus 
or commlmon, whether it has been cheeked if the sarna 
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sums would have been payable to him as profit or divi. 
dend had it not been paid as bonus or commission? 

13. Whether entertainment allowance, advertisement expenses, 
guest house charges and the travelling expenses claimed 
by an assessee are within the prescribed limits? 

14. In case an item of bad debt has been written off, were the 
conditions laid down in Sec. 36 (2) complied with? 

15. Amongst the expenses allowed, is there any item for which 
liability had not accrued during the relevant accounting 
year? 

16. If any bonus shares have been sold, was the profit from 
the same worked out after a proper valuation of the 
bonus shares and other shares? 

17. When some secured loans are shown either from banks or 
from other creditors, whether the securities in question 
can be correlated to the assessee's known assets? If not. 
the excess will have to be assessed uls 69. 

18. Has appropriate action been taken for assessing, unexplain· 
ed credits including bogus Hundi loans? 

19. Whether development rebate claimed for the profit and 
loss account was first added back in the cOmputation of 
total income and thereafter allowed according to the Act 
and Rules? If the development rebate reserve has not 
been maintained intact or there has been some unautho-
rised distribution of dividend therefrom, whether any 
action uls 155 (5) and (5A) has been taken for. withdra-
wal of the rebate in the relevant past years? If the asset 
in question has been sold, then also the development rebate 
will have to be withdrawn. 

20. Whether copies of the reserve accounts have been obtained 
and credits in these account duly considered. 

VIn. Carry forward of losl, UIUlbsorbed depreciation and _mop-
ment rebate. 

(a). Whether the businesl from which the carried forward 
loss arose is in existence in the year in which a set oft. 
is claimed? 
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(b) Whether in determining the profits uls 41(5) on the sale of 
bUsiness assets after the discontinuance of the business only loss 
arising in the last year of business has been allowed? (Vide para 
44(a) of the Audit Report, 1968). 

(c) Whether in'the case of an unregistered firm the unabsorbed 
depreciation has been wrongly 'allowed amongest its partners instead 
of being set off or carried forward in its own hands? 

(d) Whether carried forward loss or unah!';orbed depreciation ad-
justed in an assessment had not been alreadv adjusted in the assess-
ment of an earlier year? (Vide para 2.117 of the PAC's 29th Report). 

(e) In the case of companies In which the public are not subs-
tantially interested (Section 23A Companies). whether a carry 
forward of loss from one year to another has been permitted des-
pite a substantial chanlle in the share holdings as between the year 
in which the loss was first incurred and the year in which the loss 
is ~ t to be carried forward? If shares t' ~ less then 51 
per cent of the t ~ power only remain with the old shareholders 
a set off should not he allowed unless the ITO j.s satisfied that the 

~  of ownership was not made with a view t ~ or re-
t ~ tax. The Audit Pnrtv should check whether the ITO has 

recorded a finding in this respect. 

IX. Registration of ftnns 

(a) Whether an instrument of partnership va1id for t ~ rele-
vant assessment year was In exlstencp. and whether the firm itself 
was functioning? (Vide para 2.118 of the P.A.C.'s 29th Repori). 

(b) Whether interest paid t~ partners was added bl'\ck for arriv-
~ at the firm's tot'll income and the interc!':t properly alll)cated 
as the income of the partner!'; who earned these amounts? (Vide 
Para 1.91 of the PAC's 46th Report). 

X. Assessments of companies. (Special points to be looked Into). 

1. Whether copies of the memorandum of association and arii-
cles of association of the company are on record? 

2. Whethel" a list of shareholders at the end of the relevant pre-
vious year and the immediately preceding year are on record? 

3. Whether the companv is one in which the public are subs-
tantially interested? It will be necessary for thi!l purpose to check 
the list of Directors and controlling shareholders. includinJt their 

relatives and nominees? 

3143 (aii) LS 
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4. Whether there is any evidence regarding the original cost of .. 
the assets on which depreciation is claimed? If a running business 
has been taken over, the agreement resulting in the transler will 
have to be scrutinIsed. . 

5. Has the pte-incorporation profit and loss been ignored in the 
assessment of the company? 

6. Whether the company is a widely held domestic company? 
If 80: 

(i) Is the T.I. Rs. 25,0001- or less for the assessment years 
1966-67 and 1967-68 and Rs. 50,0001- or less for the assess- "'I 
ment years 1968-69 and 1969-70.-

The effective rate of tax would be 45 per cent in all such 
cases. 

(U) If the T.I. exceeds the limits specified in' (i), the effective 
rate of tax would be 55 per cent-But for cases slightly 
exceeding the limit, marginal relief will' have to be al-
lowed. 

(iii) Whether it is a closely held (Sec. 104) company, wholly 
or mainly engaged in, priority industries. In such cases, 
the effective rates of tax (Income-tax and Super-tax) 
would range between 45 per cent and 60 per cent· for the 

. assessment year 1964-65, depending on the total income 
and the types of priority industries. For the next ye:ar 
also, .the, range of variation of tax rates is the same but ~ 
Super-tax and Income-tax get merged. 

(iv) Whethf'r it is a closely held industrial company? In such. 
cases, the effective rate of tax for an industrial company 
on the first 10 laIms of the total ineome would be 55 per 
cent for each of the assessment years 1966-67 to 1969-70 
and "60 per cent on the balance of the total 'income. In 
the case' of a closely held non-industrial 'company, the 
rate of tax would be 65 per cent for the assessment years 
1966-67 to 1969-70. 

7. Whether it is a non-domestic company which has not made 
prescribed arrangements for declaration and payment of dividends 
in India? If so- ' 

(i) Whether it has income from royalties from an Indian ;, 
concern in pursuance of an agreement made on or after 
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1-4-61 and approved by the Central Government'! En 
such cases, the rate of, tax will be 50 per cent for each 
of the assessment years 1964-65 to 1969-70. 

(if) Whether it has income in the form of technical service 
fees from an Indian concern under a'n agreement made 
on or ;after 20-2-1964 and approved by the Central Go¥-
ernment? In such cases also, the effective rate of tax 
w1I1 be 50 per cent for each of the assessment years 
1964-65 to 1969-70. 

(ill) Whether the income is from sources other than royalty 
or technical fees? The rate of tax on such income will 
be 65 per cent for the assessment years 1964-65 and 1965-
66 and 70 per cent for the assessment years 1966-67 to 
1969-70. 

8. Whether it was necessary to declare an assessee which is not 
an Indian company, to be a company uls 2 (17) (ii) and whether luch 
a declaration was timely made? 

9. Whether a non-domestic company has made prescribed ar. 
rangements for declaration and payment 'C1f dividends In India arid 
for the deduction of tax at source. In such caseli,the rates of tax 
would be lower than what has been indicated for non-domestic 
companies at 7(iii) above. 

10. Whether in the case of a closely held company. entries have 
been made in the 'register 1llIaintained'for Section 104 companlel 
and timely action has been talten u!s 104. In case of an inordinate 
delay in taking action the matter should be brought to the notice 
of the concerned I.A.C. or I.T.O. 

11. Is there any loan or ndvance to substantial shareholders 
within the meaning of Sec. 2(32) to be treated as dividends uls 
2(22)(e) ?-In such cases, the loans are to be treated as deemed 
dividend to the extent of accumulated profits at tbe time of advanc-
Ing the loans. This should be so even if the 'amounts have been 
paid within the accounting year itself. It should be checked up 
whether dividend subsequently declared is set of! against such 
lo.ans. 

12. Whether the companv has any collaboration agreement with 
some non-resident concerns and, if· so, if it has agreed to bear the 
tax payable by the latter? Tn such cases, th.e non-resident com-
pany will be liable to be taxed on the gross amount arrived at on 
the "tax on tax" basis. [Vide Para 55(a) ot the Audit Report, 
1968). .. 



XI. Cellection of tate 

(a) Where tax has been paid after the time allowed, has inter-
est been charged uls 220(1)? 

(b) Has the rate of interest been correctly charged viz. @ 4 per 
cent for the assessment years 1962·63 to 1964-65, @ 6 per cent for 
1985-66 and 1966-67 upto 1-10-67 and @ 9 per cent thereafter? 

(c) Where the assessee is in default in regard to any payment 
of tax has the mandatory penalty uls 220(1) been levised? (The 
total amount of such penalty cannot exceed the amount in arrears.) 

(d) In case the demand made is reduced, either by rectification 
or as a result of appeal whether corresponding reduction of inter-
est has been made? (The interest payable cannot be enhanced in 
any case.) 

(e) Whether registers are being maintained for tax deductible 
at source from salary and dividend etc. and whether the cases of 
defaulters are being promptly pursued? Any case of continued 
. default should be brought to the notice of the I.A.C. concerned, for 
polllible proaeeution. 

XII. Refund 

1. Whether the assessee. claiming refund has produced satisfac-
tory evidence of having paid th\::ount which he wants to be 
refunded? Where refunds have . allowed in one charge on 
the basis of payments reported to have been made in arwther' charge, 
whether the entries in the transfer memo had been cross-verified 
.before accepting them as correct? (Vide para 1.211 of the P.A.C.'s 
48th Report). 

2. Whether dividend certificates issued hy companies have been 
'verified by referring to their own assessments by the ITO assessing 
the companies. 

3. In cases of delayed refunds, whether interest uls 243 and 244 
has been invariably paid to the assessee? 

ANNEXURE II 

Duties of the I.A.C. (Audit) 

Basically, the job of the I.A.C. (Audit) will be the administra-
tion. of the Internal Audit Organization In the ClT's cbarge and 



directing the activities of this group within the framework of the 
policies and directives of the CBDTIDI(IT)jCIT. However, he hu 
to achieve this end in a variety of ways and the following outline 
classifies some of them: 

A. ADMINISTRATIVE FUNCTIONS 

(1) Planning: 

(i) taking stock of the work-load. 

(ii) determining overall performance targets. 

(2) Organising: 

(i) allocating work amongst the lAPs and assigning similar 
typl!s of work with the same lAP or an individual mem-
ber of an lAP i.e. creating specialist groups to deal 
with specific problems e.g. development rebate, section 
104 cases rebate admissible to newly E'stabUshed induI-
trial undertakings etc. 

(Ii) establishing proper authority relationship .mon,.t mem-
bers of the lAP. 

(3) Directing: Explaining, suggesting and giving orders; in 
other words, telling his subordinates what to do and Heing that 

they do it. 

(4) Evaluation of audit programmes: Checking on how well pre-
vious audit programmes have been carried out and the progre.. of 
the present audit programmes, including scrutiny of monthly pro-

gress reports. 

(5) Evaluation of work of the Chief Auditors and countersiJn-
ing the reports of the ~ members of the lAPs. 

(6) All other administrative matters: 

(i) oo-ordinating the work of all the Internal Audit Parti. 
in the Commissioner's charge. 

(ii) excercising administrative control OYW the lAPs 8Ii 
regards transfer, posting, leave etc. 

(7) Training: 

(i) responsibility of training; 
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(ii) drawing up training programmes and details thereof, in-
cluding methods of training and steps to be taken for 
on-the-job training. 

B. AUDIT FUNCTIONS 

(1) checking of all refund cases involving a refund of more 
than Rs. 50,0001-. 

(2) checking all cases involving tax liability of foreign collabo-
rators. This would require scrutiny of the terms of collaboration 
agreements. 

(3) instructing Chief Auditors on important questions of law 
~  accounts involved in Internal Audit. Normally he will decide 
such cases in keeping with the poliCies and directives of the CBDTI 
DI(IT)ICIT. However, in important cases and wherever he consi-
ders-necessary he will consult the CIT. 

(4) conferring with the Standing Counsels. Solicitors and 
officers of the DI (IT) and CBDT on important questions of law 
and accounts in respect of Internal Audit and Revenue Audit. 

(5) conferring with Audit Officers of the rank of Senior DAGI 
DAG regarding major disputes relating to objections raised by the 
Revenue Audit. 

C. ASSISTANCE FUNCTIONS 

(1) assisting CIT in matters relating to Internal Audit and 
Revenue Audit. 

(2) examining cases of mistakes of serious nature from vigi-
.lance angle, maintaining records of such cases and putting up such 
cases to the CIT for review and action. 

(3) actin·g as the CIT's liaison with the Accountant General. 

(4) acting as the CIT's deputy in taking up matters directly 
with the lACs for arranging prompt follow up action and speedy 
replies to Revenue Audit objections and quaries by CaDT regard-
Ing such objection. ' 

D. MISCELLANEOUS FUNCTIONS 

(1) on detection of mistakes of general andlor repetitive nature, 
taking immediate action for rectification of such cmd similar mts· 
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takes in all cases and ensuring by issue of circulars etc. that such 
mistakes are not repeated. 

(2) overall supervision of collation and maintenance of statisti-
cal data for: 

(i) submission to the P.A.C. and the C&A.G. 

(ii) planning performance targets. 

(iii) control and evaluation of the audit programme. 

(iv) submission of statements and monthly reports t(l DI(IT). 

ANNEXURE III 

Duties of the Chief Auditor 

The Chief Auditor will personally audit certain important types 
of cases which are enumerated at item 2(e) beloN. He will also 
test check 2 to 3 pe1'1 cent of the audit work done by the various 
lAPs. In additd.on to these duties he will generally render techni-
cal assistance to the lAC (Audit). 

2. The following outline details his duties: 

(a) Weekly programming of worK to be done by lAPs, in-
cluding matters relating to follow up action. 

(b) Test check of 2 per cent to 3 per cent of the work done 
by IAPs. 

(c) Instruct lAPs on legal interpretation£. and accountJanC1 
problems. In case, he himself in doubt. he should seek 
the instructions of the lAC (Audit). 

(d) Settling with Revenue Audit staff disputes relating to 
objections raised by Revenue Audit. 

(e) Personal checking of the following types of work: 

(i) All cases resulting in refund below Rs. 50,000 but above 

Rs. . ~ -. 

(ii) Capital computation for the purpose of determining Sur-
tax or Super Profits Tax liability. 

(iii) Scrutiny of the claims for tax concession made by-
(a) companies stated to be engaged in priority indus-
tries, and (b) companies entitled to tax holiday. 
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(iv) Liability to additional tax by companies in which the 
public are not substantially interested. 

(v) Tax calculati<m in the case of companies with an assess-
ed or returned total income of Rs. 10 lakbs and above. 

(f) Rendering technical assistance to the IAe (Audit). 

(g) Assisting lAC in running training classes for the Inter-
nal Audit staft. 

(h) Supervising collation and maintennnce of statistical .iate 
and preparation of statements and monthly reports to 
DI(IT) in respect of Internal Audit nnd Revenue Audit. 

(i) Evaluation of the performance of the Class III 5tal! 
attached to the lAPs. 
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Recommendations 

The Committee note that out of the short levy of Rs. 8O,OOOj-, a 
sum of B.s. 5,4OOj-has so far been recovered, the recovery of the 
balance (Rs. 74,600) having been stayed pending disposal of an 
appeal before the Income-tax Appellate Tribunal. The Committee 
would like to be infonned of the position regarding recovery after 
the disposal of the appeal by the TribunaL 

[So No. 23-Paragraph 3.15] 

Action taken 

The assessment in this case was originally completed under 
Sec. 23 (4), [144] ex parte. This has now been reopened under Sec-
tion 146 of the Income-tax Act and, therefore, the original demand 
stands vacated. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17114169-
IT (Audit) dated 14-11-69.] 

Recommendation 

In the Committee's opinion, this case raises an important ques-
tion of law, i.e., whether, in terms oj! the Act, an assessee who de-
rives taxable ~ in a year subsequent to the year in which his 
business ceased to exist can adjust against the profits, for purposes 
of tax, the carried-forward unabsorbed depreciation of earlier 
years. As the Law Ministry have held the audit objection to be 
correct, the Committee would await report regarding rectification 
and recovery of the tax involved. 

[So No. 24-Paragraph 3.19] 

Action taken 

Committee's recommendations have been noted. 

Assessment in this case has been rectifted on 7-8-69. An addi-
tional demand of Rs. 1,40,1831-has been raised, which 'is yet to be 
recovered. As and when the recovery is made, a further reply will 
be sent to the Public Accounts Committee. 

[Mimstry of Finance (Department of Ret>enue) D.O. F. No. 1718169. 
IT (Audit) dated 17-11-69]. Y 

Beeommendatioo 

. Vte Committee note that the bulk of the tax dues is still to be 
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recovered from the assessees and that their assets have been attach-
ed. The Committee would like to have a further report regarding 
recovery. 

[So No. 27-Paragraph 3.28] 

Action taken 
, 

No further recovery has been made in the case of Mis United 
Provinces Commercial (P) Ltd. The Company had gone into liqui-
dation and no collection is possible so long as the liquidation pro-
ceedings are pending with the liquidator. 

2. A further report regarding the recovery position will be sent 
to the P .A.C. 

3. The company Mis Filmistan Distributors (India) Pvt. Ltd. 
belongs to the Jalan Group. Substantial additions have been made 
in the various cases of the group which are disputed and appeals 
are pending before the A.A.C. andlor I. T. Appellate Tribunal. Re-
covery certificates have nevertheless been issued and the proper-
ties have been attached by the Additional Collector. The group is 
carrying on negotiations regarding payment of taxes in instalment. 
The real position is being crystalised after examining the asses-
sees' contention and the fixation. of quantum of monthly instalment 
for payment of tax is presently under study. The extra demand 
raised as a result of the Audit objection, amounting to Rs. 51,5161-, 
is included in the outstanding demand and will be covered by the 
overall arrangement of instalment scheme. The Committee will be 
informed as to the arrangement arrived at with the assessee for 
paying the tax in monthly instalment. 

[Ministry Of Finance (Department of Revenu.e) D.O. No. 17169-

IT (A¥dit) dated 1-12-69.] 

Recommendation 

The Committee note that the Department tried to revise the 
assessment order but the assessee went to the High Court to obtain 
I:tn interim stay ~  the ~. The Committee would like to 
have a further report regarding rectiftcation!recovery. 

[So No. 30-Paragraph 3.36.] 

Action taken 

.Ar\;,r'n to revise the assessment uls. 147 was initiated. Against 
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the proposed revision of 'assessment, the assessee has obtained in-
terim stay in a writ from the Calcutta High Court. The case is 
still pending with the High Court. 

[Ministry of Finance (Department of Revenue) D.O. F. ~ . i7!24169-
IT (Audit), dated 29-11-69]. (' .. 

~ t  

The Committee would like Government to dispel ~  impression 
in the minds of the public that a development rebate allowed in res-
pect of an asset sold to Government will not be withdrawn ever. 
if the party credits to the Profit and Loss account the reserve which 
he had originally created in order to qualify for the grant of rebate. 
Another question that Government should consider is whether the 
party would forfeit the rebate when his entire assets are sold to 
Government and the reserve cannot stand as such in his books. 

[So No. 36-Paragraph 3.72.] 

Action. taken 

The Government is grateful for the suggestions made by the 
Committee. The points mentioned by the P.A.C. have been clari-
fied by a public circular F. No. 101 591 69-IT (AI), dated 6-8-69. A 
copy of the said instructions is enclosed. 

[Minist1'!J of Finance (Department of Revenue) D.O. F. No. 1716169-
IT (Audit) dated 22-10-69]. 

Circular No. 26 

F. No. 10159169-ITAII 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 6th August, 1969 

15 Sravana, 1891 SE 

SUBJECT: D.welopment rebate allowed in respect of asset sold to 
Government-

There is an impression that the development rebate allowed in 
respect of an asset sold to the Government will not be withdrawn 
even if the vendor credits to the Profit & Loss acCO'Unt the reserve 
which he had originally created to qualify for the grant of the re-
"ate. This is wrong as clarified below: 
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2. Section 34(3) (a) of the Income-tax Act, 1961, provides, inter 
alia, that development rebate shall be allowed only if in addition 
to certain other requirements, the following two conditions are also 
satisfied: -

(1)" An amount equal to 75 per cent of the development re-
bate to be actually allowed is debited to the Profit & 
Lo!B Account and credited to a reserve account. The re-
serve so created is not to be utilised for a period of 3 
years either for distribution by way of dividends or pro-
fits, or for remittance outside India as profits or for crea-
tion of any asset outside India, and 

(ii) The machinery or plant in respect of which development 
rebate has been allowed Is not to be sold or otherwise 
transferred for a period of 8 years. 

3. ~  proviso to Section 34 (3) (b), the transfer or sale of the 
asset will not be penalised in certain circumstances. However, 
while claiming protection under this proviso in respect of the de-
velopment rebate already allowed on the ground that the second 
condition should not be enforced, the assessee cannot claim that 
the first condition, too, namely, that the amount of the develop 
ment rebate reserve should not be utilised for the distribution of 
dividends or profits, should also not be enforced. Even if the 
asset is not sold or transferred at all but continues to remain with 
the original owner, he, too, would forfeJtthe development rebate 
allowance in the event of a violation of 1he first condition. Merely 
because the violation of the second condition is condoned in cc:-r-
tain circumstances by virtue of the proviso to section 34 (3) (b). it 
does not follow that, in those cases, the violation of the first con-
ditionalso stands condoned. Thus, if this condition is violated, the 
development rebate already allowed to the assessee, will have to be 

withdrawn. 

To 

Sdl-J. C. KALRA, 

Secretary. Central Board of Direct Taxes. 

1. All Commissioners of Income-tax. 

2. Director of Inspection (Income-tax), (Investigation), (RS&P). 

3. Bulletin Branch (with 2 spare copies). .... 
4. The Comptroller & Ad'dltm-~ t t  (with 25 sparE 
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copies). These instructions are issued on the recommendation of 
the Public Accounts Committee in their 73rd report (paras 3.72 and 
3.73). 

5. All Officers and Branches in the Direct Taxes Wing of the 
Board. 

6. All Chambers of Commerce. 

Further information sought by the Acti.,. Taken Sub.Commlttee 

Please indicate the action taken on the point raised in tlie last 
sentence of the P.A.C.'s recommendation as to what the position 
would be if the entire assets of a party are sold to Government and 
the reserve cannot stand as such in his books. 

Govemment's Reply 

The point is being examined. 

[Ministry of Fina'I'IICe (Department of Revenue) D.O. F. No. 1711168-
IT (Audit) dated - ~ .  

Recommendation 

One of the conditions laid down in the Income-tax Act is that a 
development rebate allowed to an assesaee in respect of his assets 
will 'be withdrawn if there is a transfer of assets to parties other 
than Government. The Committee note that in this case the old 
firm was dissolved on 31-12-59 and a hew firm with some new part-
ners was formed on 2-1-1960. The view held by the Department 
is that there Is no transfer but only a distribution 'of assets on the 
dissOlution of the partnership and that, therefore, the provisions of 
the law relating to withdrawal' of development rebate on transfer, 
of assets WOuld not be attracted. The Committee, however, see 
force in the points raised by Audit in this case a9 reproduced at 
page' 164 of this Report. They would, therefore, like Government 
to obtain specific legal opinion on this case with reference to all the 
relevant facts so as to decide whether there was a transfer of assets 
calling for the withdrawal of the development rebate. 

[So No. 38-Paragraph 3.78] 

AetiOll :tabn 

The maitet'nas"been' referred"to ;the ·Mlnistry of Law. i : I 
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2. As soon as their opinion is available, the Public Accounts Com-
mittee will be informed by a further report. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 1711169-
I.T. (Audit) dated 29-11-69.] 

Further information sought by the Action Taken Sub-Committee 

Please furnish the opinion of the Ministry of Law in this case, 
when ~ 

Government's Reply 

The opinion of the Law Ministry has not yet been received. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17!1169-
IT (Audit) dated 22-12-69.] 

Recommendations 

(i) The Committee note that a managing agent in this case was 
sharing his income arising in Pakistan with two other parties. Under 
the double taxation relief formula, he was allowed relief in res-
pect of 50 per cent of the gross commission without deducting the 
sums payable to the other parties. The Committee note that the 
Ministry of Law have opined this to be correct, but that at the ins-
tance of Audit the matter is being re-examined in the light of cer-
tain facts which were not taken into account when the Ministry 
of Law first gave their opinion. The Committee would like to 
await the revised opinion of the Ministry of Law. 

.--~ : '"NPW?! ._-.....,... 

(ii) The Committee would like to observe that "the Double Tax" 
A voidance Agreement as also the Two-Man Committee formula, un-
der which India is entitled to tax 50 per cent of the income of Indian 
residents arising in Pakistan are in the nature of bilateral inter-
national' agreements, which are binding on both the countrie6. The 
Committee note that the Pakistan Govemmenthave since decided 
to tax the whole of the income derived from managing agency 
commission. The Committee would like the Governiment of India 
to take up the matter with the Government of Pakistan. 

[So NOB. 40 & '41-Paragraphs 3.'93 and 3.94.] -... 
; 

Action· taken 

(I) The matter 15 under consideration of the Ministr)'. 
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(ii) The P .A.C. 's observations have been noted by the Ministry, 
who propose to take up the matter with the Government· of ~ 
tan. 

IMinistry of Finance (Departrnent of Revenue) D.O. F. No. 17/19/69 
IT (Audit) dated 15-11-69.] 

Farther information sought by the Action Taken Sub-ColIIDIittee 

Please state whether the Ministry of Law have since given their 
revised opinion. 

Government's Reply 

The Law Ministry's revised opinion has been received. They have 
agreed with Audit. 

(Ministry of Finance (Deptt. of Revenue) D.O. F. No. 1711169-IT 
(Audit) dated 22nd December, 1969.] 

Recommendation 

The Committee observe that against Rs. 2.37 lakhs due for recovery 
in these two cases, only a swn of Rs. 22,105 has been adjusted so far. 
They would like to be apprised of the progress in realisation of the 
balance amount due. 

[Serial No. 43 and Para 3.101 Of Appendix II to the 73rd Report, 
1968-69.) 

AetioDtakea 

In one case the demand of Rs. 1,84,870.88 has been reduced to 
RI. 1,62,027.08. The 8uesseehas preferred an appeal against the 
order uls 1M. The entire demand being disputed, has been stayed 
by the Commissioner of Income-tax, till the dedsion of the first 
appeal. In the second case the Appellate Assistant Comniissioner 
has held t.'1at the concern is a puhlic limited company entitled to a 
rebate of 30 per cent. against Surtax, as originally allowed in the 
assessment. The order revising the assessment has been cancelled 
and therefore the whole demand stands vacated. 

{Ministry of Finance (Department Of Revenue) D.O. F. No. 17126169-
IT (Awiit) daSed 6th November, 1969.] 

Rec:ommendation 

The Committee note that mistakes In computation of lUper-tax 
--payable by companies have been occurring year after year. The 
3143 (Aii) LS-ll. 
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tax effect of the mlstak.es pointed out in the present cases (viz. 

Rs. 7,75,744) has been higher than that reported in earlier years. The 
mistakes occurred in three different cases assessed in three different 
charges. All these suggest that assessing officers need to be specili· 
cally ins,tructed about the provisions of the law on the subject. In' 
para 11 of their 28th Report (Fourth Lok Sabha) the t~ 

had drawn attention to this situation. The Committee note ,that 
pursuant to these observations, a review of cases of all companies 
having an income of Rs. 1 lakh or more has been undertaken. Such 
a review should cover assessments from 1956-57 onwards as the addl. 
tional super-tax by way of reduction of the rebate from super-tax 
admissible to the companies was levied ill': the Finance Acts. 1956 
to 1959. The Committee would like to be informed .of the outcome-
of the review when finalised. They trust that effective action WJll 
be taken by Government to ensure that cases of this nature do not 
recur. 

[So No. 44-Paragraph 3.112..) 

ActioD taken 

The observations of the P.A.C. in this paragraph pertain to cases 
in which super-tax rebate relating to the assessment years 1956-57 to 
1959-60 could not be withdrawn in the assessments for those years,. 
because either the rebate admissible was nil or lower than t ~ 

amount of withdrawable rebate. This could have happened only in 
cases where the 881l!S8ee companies had. - ~ inc.,m.e • any of 
the assessment years 1956-57 to 1959-80. In thit context,tbe Mtnistq' 
teel that the intention ,Pi the P .A.C. was to ,have a ~ made of 
those cases of ~  whicb. had lilufteNd louesfor the ~ ...... 
JIlent years ~  to· 195910aad ~  on started having poaitlYt 
income. 

2. The earliest assessment year for which such a comoany may 
have become liable to the withdrawal of super-tax rebate on its 
'eammg a positive income, wOuld be the assessment rear 195'7-56. 
Similar liability would arise for any later assessment year in which 
the company may be assessed on a positive income for the first time 
after the assessment year 1956-57. This means theoretically that the 
... ~ t  for aU the assessment' years after ~ would have 
to "'" TPV:t .. . ~ for 811(\tt1nQ' the Assessment. vear in whieh the liabHftY' 
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for witbdrawal of super-tax rebate arose. On practical considera-
tions, however, a general review of such magnitude may better be 
avoided, because: - . 

(i) Any rectiftcatory action for the assessment year, upto 
1963-64 have become time-barred by 31st March, 1909; and 

(ii) The time and labour involved in a general review on such 
a scale, would be disproPQrtionately large in rf!lation to 
the ~~  t8 expected. 

It is. because of these practical considerations that the Ministry had 
thougbiof restricting the scope of the review to the cases of com-
panies which had been assessed for the assessment vears 1964-65 
to 1967-68 on a total income of Rs. 1 lakh or over. [Vidp. paragraph-
3.110 of the P.A.C.'s 73rd Report]. The work involved eVE'n -in this 
restricted review has been quite substantial and the Ministry is yet 
to receive reports about the review from some of the Commissioners 
of Income-tax. 

3. In view of the difficulties stated in the preceding paragraph, 
the P.A.C. may perhaps like to wait for the results of the review al-
ready undertaken in the di1ferent charges of Commissioners of 
Jncome-tax, before considering whether the scope <1f the review 
should be extended. 

[Ministry of Finance (Department uf Revenue) D.O. F. No. 17123169: 
IT (Audit) dClted 14th November, 1969.] 

Recommendation 

This case raises all important joint bearing on the method of Cl)m-
putation of income, profits or gains accruing to Brtish Shipping Com-
panies. The Committee would like the Board to have the matter 
examined, in consultation with Audit and ?4inistry of Law, if neces-
sary. The Committee would· also like to be apprised of tht: decision 

taken. 
[So No. ~ .  3.142] 

Adion taken 

The Law Ministry is considering the matter and it is expected 
that they would soon convene a meeting with representatives of the 

Ministry and the Audit. 

[Ministry 01 Finance (Department of Re1'mv.e) D.O.F. No. 17!10169-IT 

dated 15th November, 1969.] 
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Becommeadation 

The Committee are greatly concerned over the heavy pendency of 
cases with Appellate Assistant Commissioners. The number of such 
cases which at the end of June, 1964 was 84,736 increased to 2,00,928 
as at the end of June, 1968. The Committee note that certain addi-
tional posts were sanctioned in the De.partment to cope with increas-
ing work in this respect, but due to various reasons the posts could 
not be filled up till recently. The Committee also note that steps are 
being taken by the Department to clear the backlog of pending 
appeals. They hope that as a result work will be "fairly current" by 
March, 1970 as expected by Government. The Committee expect that 
Government will keep the matter under constant and eontinuous 
watch. 'j .~ 'l'Yl, 

[So No. 6O-Paragraph 5.32] 

Actioa taken 

The Ministry shares the concern expressed by the P.A.C. about the 
heavy pendency of appeals with Appellate Assistant Commissioners. 
Even with the addition of 30 AACs to the strength of 148 obbining 
till 1967-68, it has not been possible to arrest the rise in the number 
of pending appeals. The position of the pendency of appeals before 
the AACs during the last three years 1966-67 to 1968-69 and the first 
five months of the current year, April to August, 1969 is indicated 
below: 
----_ .. __ . 
Year Opening Institution 

balance of during the 
pendinl period 
appeals. 

-----~ 

1966-67. I,S8,884 1,96,288 

1967-68 1,61,092 2,09,336 

1968-69 1,86,211 2,16.691 

1-4-69 to 
31-8-69 2,08,478 91,750 

Corresponding 
fiJUres 

upto t:lsust, (87,004) 

Disposal 
durina the 
period 

1,94,080 

1,84,217 

1,94,424 

87,SS9 

(68,332) 

Closing 
Balance 

.._--_ .. 
1.61,092 
1,86,211 

2,08,478 

2.12.669 

No of 
A.A.Cs. 

148 

148 

178 

178 
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'!bough the above figures suggest a progressive increase in the n1lJDa 
ber of appeals pending, the correct position is that in recent months 
the pendency has been going down at the rate of about 9,000 appeals 
per month. The following figures would speak for themselves: 

Month Pendency at the end of the month 

June, 1969 2,30,789 

31-7-69 

31-8-69 

2,21 ,SOl 

2,12,669 

The Ministry notice, however, that even with the added disposal of 
9,000 cases per month, the arrears as on 31-3-69, can be wiped out in 
a minimum period of 27 months. It ~ therefore, be necessary for 
the Ministry to revise its earlier estimate that the work will be 
fairly current by March, 1970. 

Alarmed at the apparent set-back in the pendency position regard-
ing appeals, the Ministry had the reasons investigated into. The 
following trends, Bome contributing ~  the reduction of appeals aDd 
the others to their addition, were detected: 

(1) The time-limit for completion of pending assessments haa 
been reduced from 4 years to 2 years and other measures 
like the . Small Income. Scheme introduced to accelerate the 
pace of disposal of assessments. As a result, considerably 
larger number of assessments than in the past are being 
made now. This is happening not only in small income 
cases which are disposed of in a summary manner and give 
rise to few appeals, but also in higher income cases involv-
ing contentious points. 

(2) More ITOs have been posted kJr bringing the assessments 
uptodate. 200 ITOs (Class TI) have been put on duty only 

in October, 1969. 

(3) The percentage of appeals filed in relation to the assess-
ments completed has declined from 8 per cent in 1966-67 
and 1967-68 to 6 per cent in 1968-81. 
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(4) For reducing the institution of appeals further, a pilot 
study was conducted by some senior offieers of the Depart-
ment for spotlighting the avoidable omissions and com-
missions on the part of ITOs and on the basis of the stub 
instructions have been issued for the avoidance of such 
pitfalls. This step is also expected to eliminate appeals in 
many cases. 

(5) The rate of disposal by AACs has been stepped up from 104 
in 1968-69 to 118 during the first five months of the current 
year. 

The Ministry feel that despite the fall in the rate of filing of 
appeals and a distinct improvement in the rate of disposal by AACs, 
it will not be easy to clear the tremendous load of appeals created by 
the reduction of the time ... 1imit for completion of assessments from 4 
years to 2 years. For copying with this extra load, a further increase 
in 'the number of AAes may be the only solution. This aspect of the 
problem is under their active consideration. 

[MiniBtry of Finance (Department of Revenue) D.O. F. No. 17132169-
IT (Audit) dated 14-11-69.] 

8eeommeIulatioa 

The Committee would also . like to point out that the number of 
revision petitions pending with Commissioners increased from 4,760 
8S at the end of June, 1965 to 7,234 as at the end of September, 1968. 
The Committee would like steps to be taken to bring down the num-
ber of outstanding revision petitions. 

[So No. 61-Paragraph 5.33.] 

AdioD takea 

The 'Ministry themBelves are concerned about the steady rise in 
the number of revision petitions, as indicated by the following 
Bgures: 

Date No. of revision petitions 
peodiD. 

7,234 
7,947 

~ 
9.601 
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~. Th. reasons for the increue are the followh&e' 

(i) BecaWie of the accelerated pace of disposal  of assessments, 
the rate of institution of revision pe.titions is going up. 
~  in each cd the first five months of 1969-70, the insti-

tutIons were ~  than in the corresponding months of 
the preceding year. The aggregate, excess in these five 
months was 677 cases. 

(ii) Due to the addition of various new items of work at the 
Commissioner's level and the drives regarding accelerated 
disposal of assessments, collection and refund, the pressure 
of work on the Commissioners is becoming heavier. 

(iii) Following the Supreme Court decision in the cases of 
Dwarka Nath vs. I.T.O. (57 1TR 349) the Commissioners of 
Income-tax are now required to give a hearing to the 
assessees fiUng revision petitions, before these can be re-
jected. 

3. The Ministry is considering some administrattve measures, such 
8S, the creation of a fe.w posts of Additional Commissioner of Income-
tax, who could take over some functions relieving the Commissioners 
.()f their extra burden. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 17129!69-
IT (Audit), dated 17-11-1969.] 

RecoDlUleodatioD 

The Committee are concerned to observe that the number of out-
standing cases in which penal Super-tax/Income-Tax under Section 
ISA/I04of the Income Tax Act, 1922/1961 is leviable has risen from 
1086 as on 31st March, 1967 to 2477 as on 31st March, 1968, the latter 
figure including 295 cases pending under the old Act. The amount of 
tax involved in the cases pending as at the end of March, 1968 was 
RI. 3.02 erores. The Committee note. that instructions are proposed 
to be issued impressing upon the Commissioners of Income-tax the 
need to complete all these cases, pending under the old Act by 30th 
September, 1969 at the latest. The Committee hope that the cases 
pending under the old Act will be finalised by this target date and 
-substantial progress also made with the clearance of other pending 
cases eom1ng under the 1961 Act. As the 1961 Act stipulates a deft-
nite time-llmtt for the completion of these. cases, it is essential that 

they should also be expeditiously finalised. 

(Serial No. ~ ...  5.58.] 



J6a 

Action taken 

Instructions have been issued to all Commissioners of Income Tax 
to give the. top-most priority to the 295 cases pending under the o1d 
Act and to ensure that they are finalised by end of September, 1969 
at the latest. Instructions have also been issued for the expeditious 
finalising of other cases arising under section 104 of the Income Tax 
Act, 1961. A copy of these instructions is enclosed for ready refer-

~ . ~ 

2. The Committee will be informed of the progress made in this 
direction by a further report. 

[Ministry Of Finance (Department Of Revenue), D.O. F. No. 1711169-
IT (Audit), dated 29-11-1969.] 

From 

To 

Sir, 

F. No. 17/45/69-I.T.(Audit) 

GOVERNMENT OF INDIA 

Central Board of Direct Taxes 

New Delhi, the 6th September, 196t 

Shri S. Bhattacharyya, 

Secretary, Central Board of Direct Taxes. 

All Commissioners of Income-tax. 

SUBJECT:-Proceedingl under Section 104 of the I.T. Act, 1961, 
Need tor expeditious jinalisaticm of-

Please refer to the Board's letter No. 7/10/68-I.T. (Audit) dated 
14th March, 1969 relating to the finalisation of all cases pending under 
Section '23-A of the r.T, Act, 1922. ' 

2. The large number of pending proceedings under Section 104 of 
the Income-tax Act, 1961 (which correspond to Section 23-A of the 
Old Act) has been commented on by the Public Accounts Committee 
in para 5.58 of their 73rd Report. The Public Accounts Committee 
have emphasized the need for the early ftnalisation of these cases. 

3. The Board desire to have the following data for watching the 
progress in this regard:-

: (t)The number of such cases pending as on 31st March, 1969; 
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(ii) Cases finalised during' the half-year 1st April, 1969 to 30tIl 

.' September, 1969; and 

(iii) The cases pending as on 30th September, 1969. 

The report may please be sent by 31st October, 1969 at the latest. 

4. A further report regarding the cases finalised during the half-
year ended 31st March, 1970 shall be sent by 30th April, 1970. 

Yours faithfully, 

Sd/- S. BHATTACHARYYA, 
6-9-69. 

Secretary, Central Board of Direct TUelp 

BecomrwmdatlOD 

The Committee note that a disclosure petition of the assessee in 
this case for Rs. 1.40 crores is pending before the Board They 
would like to be infomed of the Board's decision on the petition .. 
also the position regarding recovery of short-levy of interest of 
Rs. 1,11,595. I i 

,. I, 

. [So No. 75-Paragraph 5.96.] 

Aetion taken 

The disclosure petition filed by the assessee under section 271(4A) 
of the Act has since been rejected by the Board. The position re-
garding recovery of the demand raised in the. case of MIs. Chamanlal 
& Bros. is as under:-

The properties of the assessee at Bombay & Delhi had been at-
tached by the Tax Recovery Officer but he was instructed not to 
proceed with the sale of the properties on the directions of the Board 
pending the flnalisation by the Board of the settlement petition flIed 
by the assessee under section 271 (4A) of the Income-tax Act, 1961. 
The Board has rejected the. settlement petition and the Tax Recovery 
Officers have been asked to go ahead with the sale of the properties. 
No recovery has so far been made. 

[Ministry of Finance (Department of Revenue) D.O. F. No. 1714169-
IT (Audit), dated 6-11-1969.] 
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ReeoDlllUlllchtioa 

The Committee note that the additional demand of as. 2,40,290 
raised on rectification of the mistake in this case has not yet been 
recovered as the assessee expired in June, 1967. The Committee 
would like to be informed of lbe progress with recovery. 

[S No. 79-Para.graph 5.108.] 

Action taken 

The assessee has left assets the declared value of which is only 
Ra. 6.57 lakhs. Against this, the total tax recoverable against the 
estate is Rs. 37 lakhs. Recovery of tax to the extent of the assets 
left is being hampered due to litigation between the executors of the 
deceased assessee's will and his widowed second wife who has chal-
lenged the genuineness of the will. " 

[Minis"i;ry of Finance ~  R'1Jenue) D.O. F. No. 1712169-
IT (Audit), dated 6-11-1969.] 

NEW DELHI; 

Magha 4, 1891 (S). 

January 24, unO. 

ATAL BIHAR! V AJPA YEE, 

Chaimum, 

Public Accounts Committee. 
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