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INTRODUCTION 

I, the Chairrnan of the  Public Accounts Committee as authoris- 
ed by the Committee, do present on their behalf this ~ w e n t y - E ~ g h t h  
Report on the  Audit Report (Civil) on Revenue Receipts, 1964. In  
this Report the Committee have dealt with (i) Income-Tax and (ii) 
Other Revenue Receipts (Chapters IV and V of the  Audit Repgrt). 

2. The Audit Report (Civll) on Revenue Receipts, 1964 was laid 
on the Table of the House on the 11th March, 1964. The Committee 
considered the Audit Report (Chapters IV and V)  a t  their slttings 
held on the 27th to 30th July,  1964. A brlef record of the  proceed- 
lngs of each sitting has been ma~ntained and forms part of the 
Rcport (Part  I I*) .  

3 Thc C lmn~l t t rc  consiciercd and finallsrd the Report a t  their 
s l t t~ng  held nn the 24th October, 1964. 

4 A statc3ment showing the summary of the main conclusmnsl 
rccomnlcnd:~tions of the C r ~ m m ~ t t e e  1s appended to  the Report (Ap- 
pendix V I I )  For facll~ty of reference these have been pnnted i n  
thick type in the body of the Report. 

5 The Comrnlttec also concldcred the yeplies of thth b l i r ~ l ~ t r ~ t - s  to 
thcir e,trller rcconlmenda:ior~s .ivh!ch arc  included In Par t  I I Ik  of 
this Report Their cornmenti on a feir. selected lterns are  conta ned 
111 Chapter 111 of the Report 

6 The Comrn~t t t c  plact on record their appseciatloil o f  the a w s -  
tancc rendered to them in thelr examination of these accounts by 
t h e  Comptroller and Auditor General of India. 

Thcy ~ v o u l d  also like to e x p r e s  thelr thanks  to the Officcc ot 
t h e  Ministries of F ~ n a n c e  (Department of Revenue and Company 
I d n u - ,  and Dtpar tmmt  of Economic .Mairs), Works and Housing. 
and Home Affair3 (including Delhl Ad.m~nistration). Central Birard 
of Esclsc and Customs. and Central Board of Direct Taxes for the  
rc+opcration extended by them In giving information to  the  Corn- 
rn l t tw d u r ~ n g  the course of cv~dcnrc  

R. R. MORARIC4, 
Cha:nnun. 

Pubbc Accounts Comntr t te~ 
NEW DELIII; 

October 30, 1W. - 
Ka&ka-8, 1886-q~aka) . 

- - 

*Not printed. (One ~Yclmlyled copy laid cm thc Tablc of t t c  H o w  and five 
i3laccd in Parliament Libmry). 



INCOME-TAX 

Trend of revenue from Corporation Tax and taxes oe income other 
than Corporation Tax-Para 42, page 34. 

Over the period of three years ending 1962-63, revenue from Cor- 
poration Tax and Taxes on income other than Corporation Tax, has 
shown a net increase of Rs. 121.12 crores as indicated below: 

(In crores of rupecjj 

Corporation Tax . . xog.70 160.81 220 06 110.36 
Taxes on Income other than 

Corporation Tax . 8 1 . 3 -  6'. 1 9  9 2  1 2  r :  -6 

Ttit~ figures of Income tax do not lnclude the  portion tax  cissign- 
ed to the State Governments. 

- - - - -  - - - -- 
The Comm~ttee enquired about the factors responsible i n r  the 

varying trend In the revenue from taxes on Income other than Cor- 
poration-tax namely,- 

The increase in 1960-61 was attributed to Irnprorcnlcnt 111 trade 
conditions and general improvement 111 collection. Thc fa11 111 the 
Year 1961-62 was explained as being due to the fact that ~ncome-tax 
from companies was classified as  Corporation-tax and. thtwfort., the 
earnings under-income-tax w m t  down and there W ~ S  a ri.w in Cor- 
Porntion Tax (Rs. 160.81 crores in 1961-62 as against k. 100.70 crnre~ 



in 1960-61). The increase in the year 1962-63 was ascribed to (i) 
larger collections of advance tax (ii) completion of a large number 
of provisional assessments (iii) better yield at  source on dividends, 
interest and salaries, and (iv) pec ia l  drive undertaken by the De- 
partment for collection of arrears. The Committee were informed 
that whereas in 1961-62 the number of provisional assessments was 
16.572, it increased to 29,134 in 1962-63. The collections on account 
of provisional assessments rose from Rs. 43:72 crores in 1961-62 to 
Rs. 74.99 crores in 1962-63. 

The Committee drew the attention of the witnesses to the fact 
that the gross collection of taxes on income other than Corporation 
Tax in 1960-61 was Rs. 168.73 crores whereas in 1961-62 it was 
Rs. 161.03 crores-a short-fall of Rs. 7.70 crores. Compared to this, 
so far  as the Centre's share of income-tax was concerned, it had 
come down from Rs. 81.37 crores to Rs. 67.19 crorc+-a short-fall of 
Rs. 14.18 crores. In a note* furnished to the Committee subse- 
quently. (Appendix I ) .  it has been explained inter alia. that from 
1960-61, income-tax on companies was booked under the major head 
"Corporation Tax". However, all collections of income-tax on com- 
panies relating to assessment years 1959-69 and earlier years 
continued to be booked under the minor head "Taxes on 
income other than Corporation Tax". Collections of incomc- 
tax on companies for the assessment years 1959-60 and 
earlier years completed in 1960-61 amounted to Rs. 31.87 
crores. Such collections in 1961-62 came tioivn to  Rs.  15.34 
crores because of lesser number of old company a:iscs~m!;r~ts corn- 
pleted in the second year. This accounted for a ?all of R3. 16.63 
crores under this minor head alone. Anotner note* furn~shcd at the 
instance of the Committee (Appendix 11). csplains how the States' 
share of Income-tax is worked out. 

Variations of the  actuals from t he  es t ;mat~s  ~ i n d ~ r  Corpornfion Tax 
and taxes on i w o m e  other than Corporn t~o~ Tux-Para 43, pnge 
34. 

2. The Budget Estimates for the year 1962-63 for Corporatmn Tax 
and Taxes on income other than Corporation Tax were Rs. 178 45 
crores and Rs. 68.65 crores respectively. The actuals under Corpora- 
tion Tax were Rs. 220.06 crores which were in excess of the Budgct 
Estimates by Rs. 41.61 crores. Under Income-tax the actuals were 
Rs. 92.13 crores which were in excess of the Budget Estimates by 
Rs. 23.48 crores. Thus, the actuals clxceecled the Budget Estimates 
by 23.32 per cent under Corporation Tax and by 34.2 per cent under 
Income Tax. 

*blot vetted by Audit 



The details of the variations are indicated below:- 

1961-62 196243 

Budget Aauals Increase(+) I'rrccntage Budget Actwilt Inoras$+) Percentage 
Iiar~matcs Shortfall:--) of Estimates S h o d  (-) of 

variation variation 

111. corpora ti or^ Tax- 

(it;) Business I'rofits T a x  . . 5 -12 -17 . . 5 3 -2 . . 

IV. 'I'axcs on income orhcr than Cor- 
poration l'ax- 

( w i )  Surcharge (Central) . 9950 5907 -4.43 -46.6 460 5,62 +I,IL 

( i x )  Business Profits '['ax . 5 I ,jo -i 1 ~ 3 5  . . 5 I -4 . . 

(xi) Kcce~pts in lingland . . 7 3 ! 73 . . . . 73 + 73 . . 



The Committee enquired about the  reasons for the differenm 
between the revised estimates and the  actuals being more than the 
difference between the budget estimates and the revised estimates 
ss shown below: 

r 962-63 : - - - - - -- -- - - - - -. - --- - - - -- - - - 
Budget Revised Actuals Difference Difference 
Estimates Estimates between between 

Budget revised 
estimates estimates 
and and 
Revised actuals 
Estimates 

The Secretary, Revenue. Expenditure and Company Law PX- 

plained that the  difference arose because of ( I )  more provisional as- 
sessments and (ii) larger advance collections. The actual collections 
depended upon a vanety  of factors and they were unable to decide 
fully what revenue would come in as a result of proimional nssess- 
ments. The witness admlttecl t h a t  t h e  actual reallsatlolls had bccn 
greater than the  rcv~sed cs t ! t nn t r s  f o ~  thrcc years In succcsslon hu t  
he stated that thls  fea ture  mJq1;: not bc n pc.rmnncnt nnc 

In respect c ) f  taxc.5 ( , : I  i11come other. than Corycxat~oli T r ~ x ,  t h t k  
Committee enquired about the reasons for thc vanation undw 
"ordinary cullect~ons" having drcrcasc~d f r o m  23.7 per cent in 1961-62 
to 12.6 per cent in 1962-63 \ v h ~ r e a s  t h e  Iota1 \.arlatltrn under the  
major head had increased from 28.7 per cent in 1961-63- t o  34.2 per 
cent in 1962-63. The main difference in the t o t a l  \.ariation undw the 
major head was attributed mainly to t h t ~  share of net proceeds 
assigned to the  States. Whereas in 1961-62 i t  wen: up from a Budgct 
estimate of Rs. 80.79 crores to 1Ls. 93.85 crorcs--a difference. nf 
Rs. 13.06 crores. in 1962-63 it only  w.cAnt up from a Budget e:itimatc8 o f  
Rs. 94.70 crores to Rs. 95.27 crores -a  di f fcwnw of Rs. 57 lakhs. A s  
regards the  decrease in the variation under "ordinary collcctiotw" 
from 23.7 per cent in 1961-62 to 12.6 per cent in 1962-63 i t  was cx- 
plained that in 1961-62, the advance collections were high, m that 
in 1962-83 there was a decrcaact in the actual asstrsment, as  advance 



collections in respect of 1961-62 got adjusted in 1962-63. While pre- 
paring the Budget estimate for 1962-63, they had taken into account 
the advance collections made in 1961-62. The percentage of variation 
was less in 1962-63 because while preparing the Budget Estimate 
they had stepped up the figure in the light of the experience of 
1961-62. 

According to a note furnished a t  the instance of the Committee 
(Appendix 111), the amount of advance tax collected during t h e  
years 1959-60 to 1962-63 was as follows:- 

Year Amount of 
collections 
of advance 
tax 

1962-63 . 184.34 
-- - -- 

In reply to a question, the  witness submitted tha: in constdermq 
the percentage of variatmn, (1 )  the share of the net proceeds asslgn- 
cd to the States should be kept out ,  and ( l i )  dutb ti) stverai account- 
Ing processes occurring betwiten Corporation Tax and Income-tax. 
they should be taken together and the romparlson should he rnadt~ 
between the budget and the actuals. Thr  percentage o! \ .an.~+it , :~ 
arrived at on that basis was stated to hc as fo1Io~t-r; 

1963-64 1y S ' .  
The witness agreed that this percentage rtlsu was on t h e  h!gh 

side and should not be regarded as a normal variation. 

The Committee enqulred about the reasms for the wldr v'iriat!o!? 
in respect of surcharges: Surcharge (Central)- (--) 466  * p r  cent 
In 1981-62 and 24.9 per cent in 1962-63; Surcharge (Sptwnl) 15 6 ;w 
cent jn 1961-62 and 38.3 per cent in 1962-6.3 The Comrn~ttw also 
enquired haw in respect of 1961-62 the ordinary collections rose fnm 
a Budget estimate of Rs 120.S c r ~ m  to Rs 14952  crows whereas 
the surcharge fell from n Budget rstimate o f  Rs 950  crorm to 



Rs. 5.07 crores. According to a note furnished at the instance of the / Committee, (Appendix 1111, while firing the Budget Estirnstes for 
Surcharge (Central) and Surcharge (Special) for 1962-63, they had 
taken the Departmental figures of actual collections for 1961-62, but 
the figures as later verified by the A.Gs. turned out to be more, and 
the under-estlmate at the mltial stage was due to this d~fference 
between the Departmental figures and the verified figures. Another 
reason for the difference has been stated to be an ~ncrease of 13.9 
i n  respec: ef the major head "IV-Taxes" (of which the 
surcharitc>s form a part) and the corresponding increase in the 
surcharges. 

The Committee are glad that during 1962-63 there were increased 
collections undcr Corporation Tax and Income Tax due, inter a h .  
to  ( i )  larger advance collections. (ii) conlpletion of a large num- 
ber of provisional a swwnenls  aad (tii) special drivt. undertaken by 
the Department for collection of ar rean.  The ( 'onmittce find, how- 
ever, that the difference het\veen the Re\iwd Estirnatec and the 
ArtuaIc was Rs. 32.56 crorc. u11dc.r Corporation Tax and Ks 11.9 
crorcs 1111der Inrol~le Tau. r f  lcrpaq the \ ariation bet\\ een the  Rudgc*t 
Estimnte5 and t h r  Rmkctl  E-timate, was Rq. 9'05 crow\ m d  1l.i 9.15 
crore4 respecti\ ely. The l a r p c r  variation Iwtweci~ the I:?\ i etl Ecti- 
mates and Actual4 points to the nwtl for more .rc.rurattb and carcful 
budgeting. The overall variation between the Budget Eltiinate, nnd 
the Actua'lg ir 23 per cent undcr Corporation Tax and 94 per rent. 
under lncnme Tau Taking the p o 5 s  collectionr under both the 
headi together, the variation come\ to 19.1 per cent during I!lC,'L-G:: 
T h e w  variation5 are  very rnurh on t l ~ e  high -id(.. avd :hv C o m r * i ~ t t r c  
hope that efforts would be made to improve the l~uri~:c*+i*l,: terh- 
nique and arrive a t  more arcurate e ~ t i m a t e s  of the rewipt* u t ~ d c r  
both the5e taxes. 

Results c ; f  tes t  nudil  in general-Parc 43, pn<yr.s %-?7. ,Ct:li-pnrn ( ( 1 ) .  

The cgmments which follqw are  !13sed 01: ti's:-s;~:l:t carried out 
duri:lr; t he  pvrirjd from 1st  Scp t~mbt l r .  I ?  rl! * I :<Is' i jw lur '  s . . ,  1963. T l ~ e  
number rtf' cases rc\.ie\vcd \\.as 82.495 v:';ich i:; .:s pc'r r w l t  nf ttie 
total number of 13'81 1akh assessecs. As a !~.bul: (.f this review 
under-nssessmtnts of tax t o  the es?ont of Rs. 2 29 ctores were nutic- 
ed in 5.195 cases and over-xsczsrncn!s amount ing to Rs. 3.93 lakhs 
in 258 cases, besides several instances of lapcies in procedure. Of 
the total nurnSer of 5,195 cases of under-assc~sment 396 cases alone 
account for Rs. 1.72 crores. Out of the cases in which mistakes h a w  
been found, about 800 cases relate to nine Commissioners' charges 
which had already been examined by the internal audit of the Dc- 
partment. 



During evidence, the Chairman, Central Board of Direct Taxes 
stated that although only 6 per cent of the total number of assess- 
ments had been test-audited, in terms of the amount of actual col- 
lections the demands covered by the cases seen by Audit would be 
75 to 80 per cent. 

In reply to a question, the witness stated that the Internal Audit 
staff had hitherto been checking only the arithmetical calculation of 
tax and detecting mistakes in calculation. In February 1964 instruc- 
tions had been issued extending the scope of the internal audit to 
other points also, e.g. mistakes of law or rates. The number of audit 
parties had been increased to implement the latest instructions. 

The Committee are  surprised to find that the test-audit of 82,495 
cases (6 per cent of the total number of 13.81 lakhs asseswes) has 
revealed under-assessments to the extent of Rs. 2.29 crores (in 5,195 
cases) and over-assessments amounting to Rs. 3.93 lakhs (in 258 
cases), besides several lapses in procedure. The large num- 
ber of cases involving under assessment to the tune of Rs. 2-29 
crores clearly establish the necessity of streamlining administrative 
machinery a d  the Committee suggest that effective steps should 
bc taken in this direction, keeping in view the complexity of incomc 
tax law. It appears to the Committee that one reason for the magni- 
tude of the mistakes committed hy the Income-tax Officers is the 
heavy work-load. Considering that there are 13.81 lakhs of assw- 
sees to he asscsscd by about 1 3 0  officers, the work-load on each 
Income-tax Officer on an average comes to about 1.W) races a year 
which has been considcrcd high hy the Santhanam Committee in its 
report on prevention of corruption [item (ix)--page 2721. Any streanl- 
lining of the Administrative machinery mtast take into a c r n r i ~ ~ t  the 
need to rcduce this work-land with a view to obtaining the optimum 
efficiency. They note that the flrnctions of the Intern?l b\ridit h a \ c  
bern enlarged so as to inclrldc the checking of mistakes of l a w  or  
rates, hcsidm verifying the arithmetical calculntion of the tau. The 
Comn~ittce trust that with the cnlnrgcmct~t in the nntrire of tho 
duties performed hv Internal Audit, there will he sipiifirnnt improve- 
ment in pron~pt  detection of cases of over-ssscssmrntc ;.7d nnrllcr- 
nssessnients. They also suggest that in future individ~tnl cncw iv-  
\ d v i n g  nn t~nd-r-~sw' isment  hryond a certnin amount lsav Rs. lr).MO) 
should hc invertignted in dctnil nnd action taken n f ~ i q s t  nffirws 
cwccrncd,  if under-nssesment is farind to hc due to their n-pliycnce 
or non-ohlrervnnce of rules or maIa fines. In reepect of under-assess- 
menta of tax nnd loss of revenue of Rs. 10,OO and more in indivi- 



dual cases, pointed out by Audit, the Committee would like to be 
informed as to in how many cases:- 

(i) the same LT.0. was responsible for mistakes in more than 
owe case commented upon in the present Audit Report; 
and 

(3) the same I.T.O. who has committed the mistake tl& year 
also committed mistaka in the previous year which 
have been detected either in the internal aadlt or sta- 
tutory Audit. 

Sub-para (b) :  

4. The position regarding rectification of the under-assessments 
and over-assessments mentioned in the preceding paragraphs is as 
indicated below: - 

No. of 
case\ 

(a) (;ases since rectified or being reci ified by t hc 
Department of Revenue at  the instance c l !  

Audit. 3.2h-  

(b) Cases where proper acticln ha4 \ t i l l  { ( \ b e  
taken by the Department of Revenue I . \ -z -  

(c) Cases where no rectificatim 1s po\\ibic 
because of the operation of time-bar resulting 
in loss of revenue : I  I 

ji) Gases since rectified by Deprtment (IT J<r\ etluc 1 5 1  1 . 7 6  

(ii) Cases where action is still to he taken h\ rhc I)r- 
pnrtment of Revenuc 104 r .d(> 

(iii) Cases where no rectification 1 4  poss~hle kxyausc rrf  
the operation of time-bar 3 0.71  



The under-assesllment of Rs. 2' 29 crores has been the result of: - 
(a) errors and omissions attributable to carelessness or neg- 

ligence while computing the total income or the tax 
thereon ; 

(b) failure to follow correctly the provisions of the Finance 
Acts while working out the tax; and 

(c )  incorrect ap;>lication or failure to apply the provisions of 
the Income-tax Act and the rules framed thereunder in 
the assessment proceedings. 

Giving the latest position regarding rectification of under-assess- 
ments, the Secretary, Deptt. of Revenue, Expenditure and Company 
Law stated that, the cases rectified had increased to 3711 from 3267. 
Cases where action was pending had come down from 1,837 to 862. 
In 603 cases, they were unable tr, agree with Au&t and the matter 
was under correspondence with Audit. The number of cases in 
which rectification was not possible due to operation of time-bar 
had increased from 91 to 129. Out of an under-assessment of 
Rs. 2.29 crorcrs reported in this para, there was a diflerence of opi- 
nion regarding Rs. 60 lakhs. The rest i ad  been accepted, out of 
which notices of demand had been issued for Rs. 1.12 crores. A 
sum o f  Rs. 57 lakhs had been cnllrcted and the rest was in the prc- 
cess of cwllcctic-)n. 'fir nmcwnt involvrd in !ime-barred cases came 
t o  Rs. 8 . 5  Iakhs 

'The latcst pos,tion r t ~ g a r d ~ n g  rectlficatic~n of over-assessment.? 
was stnttxi 1 , )  bc as follows Cascs since rectified had increased 
from i51 1 1 1  183 'The numhthr of cnscs In whch  action was pending 
had conic. down from 104 t c t  66 The mistakes had not been accep 
trd In ti rases and the tn'ltter u . i ~ s  under c,~rrespondence with Audit. 
Thc n~11nLt.r of time-!):irrcyl c.:r\tXs was  !hc srimt.. I.:: 3 csses. 

111 caws  of tbvcr-assessment, the Comrnlttee e n q u ~ r d  whether in  
t htn 1ntc.rtx.t.; of j u s t ~ c c ~  1,) thtb aswsee.  t h e  Department was c o m p  
' icx~>t to grant ;r refund (without the assessee applying for i t )  
~ \ * h u n  t h e  Departmt~rrt ci:..*.ovcrcd suo ~ n o t u  that there had bccn over- 
t r~. .w~snwnt Thr rqrcw$ntntlvt. of thp Ct'ntrnl Board of Dlrect 
T n x w  ~ x p l a l ~ w d  th:~t  t h e  Dqmrtment c ~ u l d  do so. and in fact lt 
had donr st ) .  whert* ~t Wits withln the tirne-\lmlt of four years. 
Aftor th t s  pwlod. thta Dthpartnwnt had no  power to grant a refund 

The Conrrnltter regret to find, from the latest mrcs p l a d  
before them, that the number of cases in which rectification d 
under-asrc~~imcntr; w a s  not due to operation of timt-bar 
had increased from 91 to 129 utrd tho amount involved from h. 6-96 



lakhs to Rs. 8.5 lakhs. The Committee trust that the Income-tax 
officers would act with speed so that the number of time-barred 
cases would be reduced to  the  minimum. 

Errms and omissions ettributable to careless~iess or negligence 
while cotnputing the total income or the 1n.r thereon-Para 4 5 ,  

pages 37-38. 

5. The total amount of tax short-levied on account of errors and 
omissions which could have been avoided if greater care and atten- 
tion had been bestowed came to Rs. 9.74 lakhs. 

During evidence, the Chairman, Central Board o!' Direct Taxes, 
explaining the remedial measures adopted. informed the Committee 
that ( i )  where mistakes occurred as a result of thc  failure of th t '  
system, necessary (steps had been taken t o  correct defects in the 
system; a ~ ~ d  ( i i )  where they occurred due to  negligenw or c.nrelei+ 
ness on the part of individuals, Income-tax Conlmissioners had 
been inst!-ucted to take action against officers responsit,lc fo r  mis- 
takes, about which a progressively stricter view was b~hing taken 
The witness read out to the Committee the latest pi!-iutar o f  the 
Board dated 16th June,  1964 on this subjeci. tvhich stntcJ. TT;ter- 
a h ,  that if a n  officer was negligent or c.ar'i~is in h:s ivork or 
ignorant of the law, he should be made to  rer-i!ise h;s s11nrtc.c~rnlnC: 
and suitablt! action (such as warning, c n t ~  in the con!idc.ntlnl rcb- 
p x t ,  censure, stoppage of increment, reversion to lower yost c:c' ) 
should be tzken in ezch case depending upon thv gravity of the rnls- 
take. The (lircular made it clear that the Board consider4 th:i; t .1  
be the persmal responsibility oi  the Commissioncm 

The Committee are givcn to understand that undcr-n\st.\\nlc*~~t\ 
on account of mistakes in working out the total income or tax h a t e  
been frequently noticed in audit, and thew mi\tnkc< could h a w  hecn 
avoided if the officers were a little more carcful. The Conimittw 
hope that the Central Board of Direct Taxc\ uould take effectivv 
steps to elbninate such mistakes. 

Sub-para ( a )  : 
6. A private limited company r w x ~ v t r l  ;, grt,s\ i n w m c  of 

Rs. 2,25,006 during the  assessment year 1957-58 from Insurance 
agency commission. Out of this, a sum of Rs. 6,651 was pald as 
commisaim to its agents leaving a net taxable income of Rs. 2,18,355 
In the assesment  in  February, 19% the Income-tax Officer reckon- 
ed the conpany's net insurance income a t  Rs 6,651 insbad of 
Rs. 2,18,255 This resulted in a short recovery of tax tn the cxtent 
of Ra 1,09 028. The recovery of this amount had bccnnw timc- 
barred. 



During evidence, the mistake was stated to have been due to  a 
slip on the part of the  Income-tax Oficer who, instead of taking 
the figure in the outer column on the credit side of the  statement 
of accouiit, look the  figure in the inner column which was adja- 
cent. I t  admitted that had the officer been careful, he  would 
not have made such a mistake. The Cvmmittee were informed that  
the Comn~issioner of Income-tax had issued a warning to this ofl- 
cer. I n  reply to a question. thc Cornmittec. xc'crt informed that  
this case had not been checked by Internal Audlt. 

A s  regards recovt3ry of the h u r t  l c i .  i t  ivas s'atccl that al- 
though the recovery of the amount had become t.me-barred, they 
r c -op t ved  t IP n ~ s e s ~ m e n l  undcr Section 147 ( a )  becrruse the same 
officcr h a i  rnlswl sornc othcr item Those proceed:ngs were re- 
p r t ~ d  to  \)I' st)!] :n progreis, hu t  s n  far  3s this mistake was con- 
cerncd, t h e  3 s ~ 5 1 . c ~  had agreed t ) the recd.ific?t.qn and a demand 
amountinr ? o  Hs 61,193 had twen ralsed and realised 

This dikrloqs a certain amount of negligcnco on thc part 
of the Income-tas Oficer, for which he has been ihsued a warning. 
The Conunittee would likc the Roard of Direct Tasc'~, to cxarriine 
whcthcr tht. i \ \ u c h  of \i-arning was, an adquatt. punishment in this 
r a w  T ~ P  Committee were informed that this caw had not herb 
cheeked hy Internal Audit.  Even under t h e  old inktruction the  ln- 
tcrniil :\udit party had to condrlrt a ccnt per ccnt check of cases in 
which the nsse\sed tax exceeded Rs. 10,OW. The C~~rnmittee would 
like to know why this caw where the a s w w x l  demand exceeded 
Ks. I lakh wrw not audited by the Internal ;2udit. 

7 Accllrclin~ to the provlslons of the Income-tax Act and the 
d o u b l ~  tnsation agrwment entered into between India and Pakis- 
tan, relief 1s admisstble on IncomcA wh:ch :s taxable both In India 
and Pak~s tnn  a t  lower of the two rates p r e v a ~ l ~ n g  in the two coun- 
tries Pend!ng .xttlcment of such rellcf, the ssessing officer m 
I n d ~ a  may keep the tax payable on that portlon of income which 1s 
derived from Paklstan, In abcyatlcc A wmpany  declared a world 
income of Its 46.18,S.M for the assessment y e w  1959-65. Of th~s, 
Rs 12,43,52ft was income from India and the  balance was derived 
from Pakistan. Pending settlement of tax rel:ef, tile Income-tax 
OfRccr decided to keep the tax payable on the  Paklstan income In 
abeyance and to  raise demand on the Indian Income at the effective 
rate of tax which was 51.5 per cent But while raising the  de- 
mad, the tax was emaneously cdculated on 51:s prr cent of the 
hdian income (1.4. R5 6,40,216) instead of at 51.5 per cent of the 



InQan income of Rs. 12,43,526. This resulted in a short demand of 
Rs. 3,10,602. The Ministry accepted this mistake and had stated 
tha t  appropriate action to  raise the  demand had since been takm. 

During evidence, it was stated that the mistake had been =ti- 
fied and Rs. 2,18,375 had been collected out of Rs. 3,10,602. The re- 
mainder was proposed to  be adjusted against some refund due to 
the company ea r l i e r~  I 

In a note furnished subsequently to the Committee it was statod 
that the mistake occurred due to rush at the end of the financial yoar 
and that the ofticer concerned had been warned. The explanation 
about rush of work etc. is not quite convincing. The Committee take 
a serious view of such mistakes and hope that necessary steps will 
be taken to avoid their recurrence. 

Su b-para (c) : 

8. In the case of a firm a totalling mistake of Rs. 20,000 was 
made in adding up depreciation allowances on sundry assets re- 
sulting in an  under-assessment of Rs. 16,874 leviable on the firm 
and on the  partners. The Ministry had informed audit that of this 
sum. a sum of Rs. 1,800 had been recovered from the arm. 

During evidence, i t  was stated that the mistake was due to a 
clerical error end that steps were being taken to recover the demand 
by adjustment against certain amounts due to the party. Accord- 
ing t o  a note furnished a t  the instance of the Committee. since the 
mistake was only a totalling mistake. the Commissioner of Income 
tax had not considered it necessary to obtain the explanat~nn of the 
Income-tax 'Officer. This is yet another case of carelessness resulting 
in under-assessment. The Committee would like to be informed of 
the progress of recovery of the demand in this case. 
F- 

Sub-para (d) : I 

9. An assessee In his return of lncome for the assespment year 
3950-51 had indicated, among other items, a sum of Rs 1,48,500 re- 
presenting his net income from dwdends  and another sum of 
Rs. 9,051 repreynting share of profits from an unregistered firm. 
The Income-tax Otficer while computmg the total income omitted 
to take into account these two items and determined a loss of 
Rs. 80,893 far  that year and this loss was carrled forward and 6et 
off against the incomes for the assessment years 1951-52 and 1932- 
53. The n e t  effect of the mistake committed by the Income-tax 
Officer resuIted in short recovery of tax of Rs. 14,227. 



During evidence, the C o w i t t e e  were informed that the I.T.O.'s 
explanation was that the anistake had occurred due to an oversight 
while giving effect to the appellate orders, and the Commissioner 
found it difficult to fix responsibility on any particular individual. 
The Board did not agree with the Commissioner. They had told 
him that a stricter view should be taken of the case, and accordingly, 
he had been asked to pursue the matter. 

The Committee were further informed that instructions had been 
issued to all ofacers that they should exercise proper care in carry 
ing out the revision of assessments consequent upon appellate 
orders. Commissioners of Income-tax had also been told that ins- 
pecting Assistant Commissioners should, in the course of their ins- 
pection, verify income-tax orders glving effect to  appellate deci- 
aions which involved a reduction in income of amounts exceeding 
Rs. 50,000. 

The Committee would like to be informed of the outcome of this 
case. They trust that as a result of the instructions said to have 
been issued, such mistakea would not recur. 

Failure to fotlou: correctly the provision of the Finance Acts white 
working out the tax: Rs. 39.85 Iakhs-Para 46, page 38. 

10. The types of mistakes which were found on account of the 
failure to applp the provisions of the Finance Acts while comput- 
ing the tax were as under: 

(i) Incorrect computation of super-tax payable by com- 
panies: Rs. 2834 lakhs. 

(ii) Wrong application of rate of tax in the case of a foreign 
company: Rs. 1-66 lakhs. 

( i i i )  Non-levv of surcharge on earned income included in the 
totnl income exceeding Rs. one lakh: Rs. 22.842. 

(iv) Non-lc\,y of special surcharge on unearned income: 
Rs. 9.43 lakhs. 

T ~ P  Cnmmittt.e enquired about the recovery made in respect of 
t h r  srnorrnts nwntioncd in a l l  the cases in sub-items ( i )  to (iv).  
The Chairman. Central Ronrd of Direct Taxes, stated that they had 
figures only in respect of individual cases dealt ivith in t3e Audit 
Report in para 47 to 50. For tht~ future, the witness prLXmised to 
cntcr into an arrangement with Audit and furnish the informoticm 
;.attypx-y-wise also. 

1354 (Aii) -2. 



In view of the magnitude of the tax effect (Rs. 40 lakhs), the 
Committee would suggest that special steps may be taken to make 
the assessing officers fully conversant with the provisions in the 
Finance Acts, year after year, by means of refresher course or such 
other suitable method. 

Incorrect computation of super-tax payable by compantes-Para 47, 
pages 39-40. 

Su b-para (a) : 1 

11. Under the provisions of the Finance Acts, 1956 to 1959 super- 
tax payable by a company on its total income is fixed at a percen- 
tage, but from this, a rebate is allowed at varying rate depending 
upon the class of the company and the source of Its income. This 
rebate, however, had to be reduced in the event of the company 
distributing dividends on its ordinary shares in excess of 6 per cent 
of its paid-up capital. Such a reduction in rebate would thus have 
the effect of increasing the super-tax liability of the assessec com- 
pany Where, however, the amount of rebate due was insuffic~ent 
to absorb the deduction on account of excess distribution of d~v i -  
dends. the unabsorbed portion was to be carried forward and set off 
against the rebate admissible in the subsequent years. This carry 
forward of unadjusted reduction was to be effected even in a case 
where the company concerned had no positive income in thc year 
in which the excess distribution of dividend took place. I t  was 
noticed that in 9 cases where the companies concerned had no 
positive income in the year in which the excess distr~bution of dlw- 
dend took place, the carry forward of unadjusted reduction in rebate 
of super-tax was not effected resulting in a total short recovery of 
tax amounting to Rs. 4.24 lakhs. 

The Committee were idormed during evidence that there wa.; 
reasonable cause for the o5cers to construe that the super-tax need 
not be given or should not be taken into account in a year in which 
there was no positive income. The correct position was clarified to 
all the officers on 13th November 1963, and the mistake had been 
rectified. I f 

The demand raised was Rs. 3.14 lakhs in two cases, and out of 
this Rs. 3.01 lakhs had been collected and Re. 13,000 were still 
pending realisation. In other Ave cases, the tax had been I&& 
but the collection was only Rs. 13,000 and the balance remained to 
be collected 



In view of the fact that lapses in computing super-tax payable 
by companies are on the increase, the Committee would suggest that 
a general review may be undertaken and suitable instructions issued 
to the assessing o5cers. 

Sub-para (b) : i  

12. As pointed out in sub-para (a) above, the net super-tax 
payable by a company depends upon the correct calculation of the 
rebate to be allowed from the maximum rate of super-tax. The cal- 
culation of this rebate in turn depends upon ( i )  the proper calcula- 
tion of the amount of dividend distributed during the previous 
year, and (ii) on a proper calculation of the paid-up capital as on 
the first day of the previous year. It was noticed in the k s t  audit 
that in 15 cases owing to incorrect calculation of the paid-up capi- 
tal as on the first day of the previous year and in some cases even 
due to failure to effect reduction in rebate at all wherever there 
had been a distribution of dividend in excess of 6 per cent of the 
paid-up capital, there was an under-assessment of super-tax to the 
extent of Rs. 3.40 lakhs. 

During evidence, the Committee were informed that out of 17, 
cases, the audit objection had been accepted in 10 cases. In nine 
cases, the assessment had been revised and in one case it was time- 
barred. The audit objection had not been accepted in four cases, 
and the fifth case was pendlng. The demand raised in 9 cases was 
Rs. 1.58 lakhs and the amount collected was Rs. 1.16 lakhs. In 
five cases, the amount to be collected was Rs. 41,000. 

The Committee would like to be informed af the final positioa 
regarding recovery in the above eases. The observations of the 
Committee regarding sub-para (a) above apply to tbe cases men- 
tioaed in this sub-para also. 

Wrong application of rate of tax in the case of a foreign company- 
Para 48, page 40. 

13. According to the provisions of the Finance Acts, the rate of 
super-tax payable by a foreign company which makes prescribed 
arrangements for declaration and payment of dividend in India and 
deduction of tax therefrom, is less than that payable by a company 
which does not make any such arrangement. A foreign company 
which has not made the prescribed arrangements and which conse- 
quently should have been assessed to super-tax at 43 per cent for the 
.saesement year 1960-61 was charged to super-tax at the lower rate 
of 25 per cent applicabk to companies which make the prescribed 



arrangements referred to. This had resulted in an under-assess- 
~ n e n t  of Corporation Tax payable by the company to the extent of 
ps. 1,65,731. The amount has since been collected. 

During evidence, the Committee were informed that by mistake, 
the rate applicable to the Indian company had been applied to the 
foreign company by the Income-tax officer and that he had been 
warned by the Commissioner. 

The Committee hope that such mistakes would, in future, bO 
avoided altogether. 

N o d e v y  of surcharge on e a m d  income included in the total income 
exceeding Rs. 1 Iakh-Para 49, page 40. 

14. The Finance Acts of 1961 and 1962 lay down that where the 
earned income included in the total income exceeds Rs 1 lakh, an 
additional surcharge equal to 10 per cent of the tax on the earned 
income in excess of Rs 1 lakh, included in the total income, is pay- 
able. In the course of test audit it was noticed that this provision 
was lost sight of in 11 cases in one Commissioner's charge while 
computing the assessments for the years 1961-62 and 1962-63 The 
consequent short levy amounted to Rs. 22,842. 

During evidence, the Committee were informed that the objec- 
tion had been accepted in all the cases. The demand raised war 
stated to be Rs 21.930 Out of this, Rs. 17,397 has been reallsed and 
the balance of Rs. 4.533 was under collection. It was expla~ned that 
the mistake had happened because the rate of additional surcharge 
which was 5 per cent trll 1960-61 had been increased to 10 per cent 
from 1961-62, but the old rate of 5 per cent was wrongly applied In 
these cases. In response to the suggestion by the C o m m i t t e ,  the 
Chairman, Central Board of Direct Taxes, promised to go ~ n t o  the 
matter to see why  11 such cases should have occurred in one Com- 
missioner's charge. 

The Committee would like to he informed of the o u t c m t  of the 
investigation. 

F'on-levy of special surcharge on uwarned tncome-Para 50, page 40 

15. Under the provisions of the Finance Acts, a special surcl~argc 
equal to 15 per cent of the tax on account of unearned income ~nclud- 
e i  in the total incomr? of the asscssee is leviable It was noliccd in 
test audit that in 694 cases, this spccial surcharge was omittcd to be 
levied, leading thereby to a total under-assessment of Rs. 9.43 lakhs. 



The Committee were informed, during evidence, that out of 694 
cases details had been given by audit regarding 214 cases. Out of 
these 214 cases, the  objections had been accepted in 170 caws; they 
had not been accepted in 13 cases; they had been partly accepted in 
3 cases; and in regard to the  remaining cases. the  matter was under 
cmespondtmce w ~ t h  audit. In the  accepted cases, dcmands had 
been raised and part of the  amount had been realised 

The Chairman, Central Board of Direct Taxes. ~nformed the  Com- 
niittee that  the Commissioners of Income Tax in Calcutta and 
B o m b q  had been asked t.o carry out a reif i tw abnu! t.he non-levy 
or s p c ~ i a l  surcharge on unearned income, and the results of the re- 
view were awaited. The review would cover assessments made 
during the last three years and would extend to  all  cases tvhere the 
a;sesscd income excwded Rs. 1 lakh. The Board was contemplating 
tht? issue of supplementary instructions in this regard that caws 
which were likely to be time-barred should be reviewed flrrt. 

The Committee would like to he informed of the complete pmb 
tion regarding the 634 rases and the progress of recovery. They 
would also like to he informed of the results of the review about 
non-levy of special surcharge on unearned income said to have been 
ordered in the Inconle Tax Commissioners' charges in Bombay and 
(';~lcutta. The Committee learn from a note furnished at their ins- 
tance that instructions havq been given by the Ministry that the 
Income Tax Officers should check up the assessments of previom 
years when they take the next pending assessments and take neces- 
sary corrective steps to rectify the mistakes. As the procedure laid 
clown by the Minist- may result in assessments becoming time-har- 
red, special st* should be taken to prevent loss of revenue on this 
account. Theg trust that instructions for the prior review of cases 
likely to be time-barred would have been issued by now. 

Iscorrect applicxtto~i , . jal lure to apply the orotwiotw of  the Income- 
t a r  Act a n d  the rules f ranled tlavrtwnder in  assessment proce~d- 
ing.s-para 5 1 ,  pages 40-41. 

16. The bulk of the under-assessments notictxd in audit had arisen 
on account of failure to  apply the  provisions of the Incon~e-tn\- .4ct 
and tllc rules framed thereunder or mistakes committed in applyin# 
the said pmvfsions. The  total amount of mder-assessment resulting 
i hcrefrom is Rs. 121.66 l a k b  



The types of mistakes committed can be broadly classifled EU 
follows: 

(In lams of rupees) 
(a] Irregular computation of salary income . 1'57 

(ii) Mistakes committed in determination of income from pro- 
perty 4 - 1 8  

( i i i )  hiistakes committed while allowing deductions permissible 
under the head "Profits of business or profession" 41 -47 

( iv)  Mistakes committed in the computation of income from 
other sources . I -90 

(o) Mistakes comrnitted incomputing income from "capital 
gains" 3.13 

(a') Excessive reliefs or rebates . 18.52 

(oii) Omission to take action to levy additional super-tax on com- 
panies in which the public are not substantially interested 30.67 

zit i )  Non-levy of statutory penal interest . 2 . 2 9  

( rx )  Non-rectification of provisional share income of partners on 
the completion of the assessment of the firms . 16.45 

(x) Omission to apply properly the provisions of the Income-tax 
Act, regarding adding of income of other persons in tax 
payer's assessment . I .48 

During evidence, the Committee were informed that there was a 
decrease in the percentage of cases in which under-assessment was 
noticed, but there was an increase in ihe amount involved. The re- 
presentative of the Central Board of Direct Taxes pointed out that 
in 1962 the total number of cases checked was 13.357 and the mis- 
takes detected were 12 per cent; in 1963, the total n u m k r  of cases 
checked was 38,023 and the mistakes detected were 12.7 per cent; 
and during the period under review the total number of cases check- 
ed was 82,495 and the mistakes detected were only 6 . 3  per cent.' In 
view of the large number of mistakes that continued to  occur i t  was 
stated that a general review had bcen ordered. to start with, in 
Bombay and Calcutta. The instructions were that the Inspecting 
Assistant Commissioners should look into pending cases particularly 
t h m  that were likely to get timr-barred. It  was stated that it 
would be some time before the results of the review werc known 
and  that in the light of experience. the review would be extended 
to other important places. 

----- - -  - -  . - --- .--- - 
*.4cw rding to Audit, this pcrccntacr is 16, i f  the mistakes in pro- 

&- re also included 



The dimension of under-assessment due to mistakes in calculrc 
.tion of development rebate and depreciation has been showing an 
kcrease during the past two or three years. The Committee learr 
from a note furnished at their instance that instructions have been 
.given to the Income Tax Oficers that while completing the pending 
assessments, the past assessments should be cheeked up and cor- 
rective action taken wherever necessary. The Committee are glad 
that a review had been ordered, to begin with, in Bombay and Cal- 
cutta of such cases. The Committee trust that the general r e v i m  
would prove to be highly fruitful. They would like to be inform- 
ed of the results thereof. The feasibility of extending this review 
to other important charges may also be examined in the light of 
*he experience gained in Bombay and Calcutta. 

1rreguta.r computation of salaty income-para 52 pages 4142. 

1 7  According to the Income-tax Act, provision of rent-free quar- 
ters or of quarters at  concessional rent is to be regarded as a taxable 
perquisite assessable under 'salary'. The Income-tax Rules prescribe 
that in the case of rent-free accommodation the perquisite should be 
evaluated at 10 per cent (if the quarters are unfurnished) and at 
124 per cent (if the quarters are furnished) of the salary of the 
employee. It  sometimes happens that in the case of private emplo- 
yers the rental value of accommodation provided for the employee 
~ent - f ree  is far in excess of the 10 per cent/l2f per cent standard. It 
has, therefore. been prescribed in the Income-tax Rules that where 
the rental value exceeds 20 per cent if unfurnished or 25 per cent if 
furnished, of the sdaries of the employee. the excess of fair wntal 
value of the accommodation over and above 20 per cent 125 per cent 
of salaries of the employee should also be included in the value d 
the perquisite. It was noticed that these provisions were not taken 
into considcration in respect of the assessments of an assessee for the 
wars  1959-60 to 1961-62. The under-assessment of tax involved in 
;his case was Rs. 16,000. 

Dtlring ev~denc-, the Cnmmittee were infmmxi that the audf8 
c~hiertion had bccn accepted and from 1963-63 the assessment w a s  
hr inq  m n d ~  cnrrectly Tn regard to the assessment for the y a r s  
1959-60 to 1961-62. i t  ur?s stated that  action had k n  taken to r w t ~  ty 
t h ~  nssessmrnt but  t h e  mntter w;ls in dicputc 3714 t he  tqu h~:! n \ +  yct 
b w n  r w o v ~ r d  It was reported to be a cnsc nf ; n ~ l v i d w i  f,?.l~rre, 
thr  same offleer having adnptcd 10 per cent undnr a wrmq impres- 
sion for all the three years, whereas the nllcs prescribed mow 

The Committee were also informed that thk. accon1niscia:i;m xi-as 
US& partly for office purposes and . -tl j. fcr rtxidential purposeq 



and the Income-tax Officer took the proportion as one-third and two- 
thirds. This point was in dispute and until i t  was decided, it wns 
not known whether there would be loss of revenue or not. So fa r  
as the application of the law was concerned, the officer was definitely 
wrong, howeven if ultimately there was no loss of revenue a lenient 
view would be taken of the officer's mistake: and therefore, the De- 
partment was awaiting the outcome of the appeal before calling for 
the explanation of the Income-tax Officer. 

The Conlmittee would like to be apprised of the result of the 
appeal and the action taken thereon. 

The Committee are given to understand that wrong ralc~~lation of 
value of perquisite is frequently noticed in audit. The Committee 
therefore suggest that in3tructions may tw issued that calculations 
af perquisite should be specially checked by the Inspecting Officers. 

Mistakes committed in the determination of incorne froin propc7rt?/- 
-Para 53, page 42. 

18. The owner of a house property is liable to pay tax under the 
Income Tax Act on the bona fide annual value of such property. 
Where the property is in the occupation of the o\vner for h ~ s  resi- 
dence, the annual value thereof shall first be determined in the same 
manner as if the property had been let to a tenant and the amount 
so determined shall be reduced by one half of i t  or Rs. 1,800 wh~ch. 
ever is less. Where the property is owned by two or more persons 
whose shares are definite and ascertainable, the income from the pro 
pertp as a whole is Arst ascertained and then allocated according to 
the share of each person. Thus in such a case, the deductmn of 
Rs. 1,800 for own occupation is to be allowed with reference to the 
property and not to each of the co-owners. In a case of joint owner. 
ship it was noticed that this deduction was allowed to each of the 
four joint owners of the property for a number of years. The con- 
sequential short levy of tax for the assessment years 1954-55 to 1960- 
61 amounted to Rs. 24,800. 

During evidence, the Committee were informed that on the basis 
of the audit objection action had been taken to rectify the short- 
assessment. According to a note furnished at the instanct of the 
Committee the Department explained that the legal p i t i n n  in re+ 
pect of the matter was not free from doubt and that the Tnmmc-tax 
OllIeer had relied on a decision given in  a similar case in revision, 
wherein allowance for self-occupation was separately given in rcs- 
pert of each of the co-owner. The l . T . 0 ' ~  explanation had been 
acwpted by the higher authority. Thr Committee were i n f o d ,  



during evidence, that as the matter was not free from doubt, it had' 
been referred to the  Ministry of Law for their opinion. Thereafter, 
i t  was proposed to issue general i<structions for the guidance of all 
Income-tax Officers. 

The Conin~ittce would like to hc informed of the opinion of the 
Law Ministry and the instructions iss11c.d in the light thereof. 

19 The most common rnlstakes In the matter of deduction pcrrnit- 
ted whilv computing the Income under "business" were.- 

( a )  incorrect allowance o f  dcvt.10pment rebate; 

( h )  i~xccss or ~ n c c ~ r r w t  allowance of dcprec~ation: 
(c)  excess allowance of  entertainment expenses in the case 

of companies; 

( d )  deductions allowed in respect o f  donations paid to  political 
parties; 

(e)  deductions given for inadmissible expenses; and 
( f )  irregular allowance o f  bonus. and incorrect allowance of 

commission paid to a partner by a firm. 

Some of the cases arc dealt with in the  fotlowing paragraphs. 

Incorrect allowance of development rebate-Para 55, pages 43-44 

20. In paragraph 21 o f  the Audit Report (Civil) on Revenue 
Receipts, 1963, it was reported that in 102 cases. Audit noticed incor. 
rect working of development rebate involving and under-assessment 
of tax of Rs. 5.11 lakhs. Similar mistakes were found in the course 
of audit for the period under rcpwt also, and the tctal number of 
cases in which development rebate was wrongly allowed was 165 
involving an under-assessmen t of Rs. 15.54 lakhs. Development re- 
bate a t  25 p e ~  cent of the  cost of the new plant anL! .::.;chinery is 
permissible if the folloiving conditions a re  satisfied:- 

(i) I t  is admissible only on new plant and machinery and not 
on accessories thereto. 

( i i )  An amount equal t o  75 per cent of  the development rebate 
claimed shall be debited to the Profit and Loss Account of 
the year in which the claim is made and c r e d i t d  to a 
reserve acwunt which must not be utilised for distribu- 
tion of profits or  dividends or  remittance out of India 
within a period of ten years 



(iii) The assets on which the development rebate had been 
obtained should not be sold within a period of k n  years; to 
any party other than the Government. 

(iv) The amount allowable as development rebate will be res- 
tricted to the total income of the p a r  if the total income 
is less than the development rebate allowable and where 
the total income is nil or there is a loss, the development 
rebate not allowed in that year shall be carried forward 
and allowed in subsequent years. 

Some instances where, even though the condition* referred to 
above were not fulfilled, the development rebate was allowed are 
mentioned below. 

Sub-para (a) : I 

21. In the case of a company, condition Nos. (ii) and (iv) referred 
to above were not fu.lf3led for the years 1959-60 to 1961-62 but still 
development rebate amounting to Rs. 10.40 lakhs leading to an under- 
assessment of tax of Rs. 5.02 lakhs was allowed. The Mmistry had 
accepted the mistakes and had stated that notices for re-assessment 
had been served on the assessee for all the years involved. Report 
regarding the completion of these proceedings and recovery of tax 
was awaited. 

During evidence, it was admitted that in this particular case, there 
was a bona firle mistake by the I.T.O. According to a note furnished 
at the instance of the Committee, the point whether creation of a 
development rebate reserve by transfer from an existing resenre 
satisfied the requirement of law was not clear to the officers, and the 
Commissioner of Income Tax had since issued instructions to all 
officers explaining the correct position. The Committee were in- 
formed, during evidence, that the assessment had since been correct- 
ed and demands had been raised, but recovery had not yet been 
effected. 

Outlining the measures taken to avoid a recurrence o f  such mls- 
takm, the Chairman, Central Board of D~rcct T a x w  statcd that 
general instructions had been issued tn Incc,me-tax Officers t o  pres- 
cribe a comprehensive Deve!opmmt Rcbatc R~glster. containing 
c~~lumns p v l n g  all detalls necetsarv for the pvrpnsp of d ~ t e r m ~ n i n q  
such allowance. It  was expected that with the proper maintenance 
of this regis.ter, such mistakes wo111d not occur in future. Commia- 
sioners of Incnme-tau had also been pnc*ructrd to give the staff ad+ 
q m t e  trainiqg in the cz!culat~on of development rebate and deprccis- 
tion allowance. As already stated (vide para 16) a general rtvicw 
af these cases had also been ordered in Bombay and Calcutb. 



The Committee appreciate the complicated nature of the law on 
this subject and hope that as a result of the steps taken, there will 
be a marked improvement b the position regarding the cases in- 
volving calculation of development rebate. The Committee may be 
apprised of the progress of reeovery of tax in this ease. 

Sub-para ( b )  : 

22. In the case of a manufacturing company even though condi- 
tion No. ( i )  referred to above was not fulfilled in respect of certsin 
items, development rebate was given on accessories to machine- 
resulting in an under-assessment of tax of Rs. 1.08 l a b s  for asses* 
ment years 195&59 to 1960-61. The Department had stated that pro- 
ceedings to reassess the escaped income had been started. 

During evidence, it was explained that development rebate had 
been allowed on items like tunnel pipe, furnace tiles etc. and the 
Department had accepted the audit view that these could not be 
considered as plant and machinery. They had revised the assess- 
ment and raised a demand of Rs. 1,96,000 but the amount had not 
yet been recovered. 

The Committee were informed that the matter was not entirely 
free from doubt. It  was difRcult to enunciate what constituted acces- 
s o r m  as distinct from parts of machinery. What was to be treated 
as accessories depended on the type of business or industr?;. There 
were also conflicting judicial decisions on thls p m t .  The Board had 
given a broad direction that a unit should be a self-contained one to 
be classified as 'plant and machinery'. Obviously. individual I T.Os. 
had to decide the matter on the facts of the case. 

Accordmg to a note furnished at the instance of the Committee, 
the explanation of the I.TO. was that the assets an quest~on were, 
in his opinion, "plants" and the fact that dcprecint~on had been allow- 
ed on these items as plants went to show that development rehate 
had also to be allowed on such plants. Flc had further pointed nut  
that two benches of the Appellate Tnhunnl had also t a b n  t5e v v e  
wcDw. Thr cuplanation of the 1 T O  had benn accepted 57. t b  C?m- 
mlssionclr of Incnmc-tau. Bombay Hi& Conrt In 87 ITR 142 -.qd 
Mysorr Iligh Court in 52 ITR 615 had held different v-ews r c p ~ d ~ n q  
what constitutes "machinery or plnnt". In v t ~ w  of thc. pn?q;-+lnq 
vlews, rectifications wew carried out pursuant to tho audit ohjwt:fi- 
Ilowevm, the Supreme Court is stated to h a w  sincc hrld in 53 173 
I65 that if a machine is machinery for the puqmc c.rf allowing normal 
depreciation, it is  machine^ also for allowing extra dcprecintion and 
the same principle, it has been stated, will apply to the present casp 
dlso. 



Thq Committee would like to be i~rformed of the action taken 
after the Supreme Court's judgment re: (i) the present case and ( i i )  
such cases generally in future. The Conunittee would also suggest 
that suitable instructions should be issued to all Income Tnx Ofll- 
cers in the light of the judgment of the Supreme Court. 

Sub-prrrn (c) :  

23 In the case of 12 companies, condit~on No. ( i i )  referred to  
above was not satisfied in that the amount carried to the reserve was 
utiliscd for paying out dividends and hence the  development rebate 
should have been withdrawn. This was not done, as a result of 
which there was an under-assessment of tax of Rs. 71.539. The 
Ministry had stated that of t h ~ s  sum, Rs. 28.036 had since btcn re- 
covered from the companies. A report r ~ g a r d i n g  the recovery of 
the balance was awaited. 

Dur~rlg ewdence the  Committee were informed that the audit 
objection had been accepted in 11 cases out of 12 and a demand of 
Rs. 49.000 had been raised and realised. In one case the objection 
had not been accepted and the matter was under correspondence w t h  
-4ud1t. The Committee were also informed that. with a vie~v to 
avoiding a recurrence of such mistakes, necessar?; instructions had 
been issued on 3-7-1964. 

The Committee would like to be informed of the find position 
regarding the case which was under correspondence with Audit. 

Su b.para ( d )  : 

24. The condition at (iii) above was not obw-ved in eight caws 
with the result that the development rebate given 11 :  all th-. PCP - c a s e  
should have been withheld. This was omitted to be done resultinp 
in an under-assessment of tax of Rv. 1.1 1 lakhs. Thc Ministry had 
styted that :be mistake had since been rectified in onp case and  
action for rectification had been taken in another 

During evidence, the Committee were in formd that the audit 
objection l a d  been accepted in all the cases Thv den~anl  raised 
was Rs. 1.18.231. out of which Rs 82,928 in respect of 6 ca.* had 
been realised and the balance pertainmg t o  twc-, eases was under 
remvrry. 

The position regarding: recovery of the amount in the two out- 
standing cases may be intimated to the Committtv. 



. . 24A. The Cosq&tze we alarmed at the large number ef cases 
p.f under-assessment of income tax due to incorrect determination 9f 
Devebgqrent rebate. The rebate was incorrectly allowed in 165 
c a m  and that nsuited in an under-assessment of &. 15.54 lakb.  
'The Committee suggest that comprehm4ve and clear instructions 
p a y  be issued to all h o m e  tax Officers regarding determination of 
development rebate for calculation of income tax so that large scale 
under-assessments gre avoided. Suitable action should also be takea 
in cases of under asse4sments resulting from negligence or obvious 
wrong applkations of the provisions of the Income Tax Act. 

Excess or incorrect allowance of depreciation-para 56, p f l y ~ s  44-45. 
25. It was stated in paragraph 25 of the Audit Report (Civil) on 

Eevenue Receipts, 1963 that mistakes in the calculation of deprecia- 
tion allowance resulting in under-assessment to tax were numerous. 
The position continued to be so in the period under report also. The 
total number of cases in which such mistakes had been found wen 
513 and the amount of under-assessment of tax involved was Rs. 18.29 
lakhs. The grant of depreciation allowance is subject, inter aka, 
$a the folluwing conditions under the Income-tax Act, 1922 -- 

( i )  The assessee should furnish particulars relating to the 
description of the asset, its written down vniue. the 
number of days for which it worked during the year 
ctc., which are prescribed in the rules. 

(ii) If the asset was used only for a part of the period during 
the previous year, only proportionate depreciation cal- 
culated according to the number of conlpiet? months 
of the user during the year should be allowcri. 

(iii) Depreciation should be allowed only at the rates pres- 
cribed in the rules. 

(iv) In the case of initial depreciation it is admi-ihle only 
on new building, plant and machinery insfallcd before 
March 31, 1956. 

'Some instances where dcprecriation allowance was calculated in dis- 
rrRard of the above conditions and allowed as deduction. are indi- 
.cat ed below : - 
Str h-para ( a )  : 

26. In the case of a company the condition rcler7xA tn in (i) 
R ~ O V C  was not fulfilled. Still the Income-tax Officer allowe4 d c p m  
ciation to the extent of Rs. 2:75 lakhs resulting in an undcr-assess- 
ment of tax of Ro. 90,631. Proceedings to re-assess the amount were 
rtated to hnve Jieen taken. 



During evidence, the Committee were informed that the audit 
objection had been accepted and action was taken, but the matter 
had gone to the court and the proceedings had been stayed by the 
court. .IC. 

The Chairman. Central Board of Direct Taxes, outlinhg the re- 
medial measures taken, informed the Committee that thc old form 
in respect of depreciation allowance was not found adequate and did 
not show the various additions to the plant and machinery from time 
to time. A revised comprehensive form had since been prescribed 
for maintaining a record of depreciation allowance. This revised 
form was stated to contain all the particulars necessary for the pro- 
per calculation of depreciation allowance, and it was hoped that its 
introduction would go a long way to reduce the mistakes. It was 
stated that instructions had also b e n  issued to the Commissioners 
of Income Tax to impart suitable training to the staff employed on 
the calculation of depreciation allowance, especially in company cir- 
cles. 

The Committee note that the matter is before the court in this 
particular case. They would await the outcome of the court procecd- 
ings. 

Suh-para ( h )  : 

27. Condition No. (ii) was not satisfied in the case of another 
company where full depreciation was allowed for 19%'-58 rven 
where the assets were used for six months only. This resultt*tl in an 
under-assessment of tax of Rs. 61,017. 

During evidence, the Committee were informed that the mls- 
take was admitted. It was stated that the amount had been re- 
assessed and recovered in full. According to a note furnished a t  the 
instance of the Committee, the I.T.O. had explained that the mi.+ 
take was committed inadevertently. The Committee have been 
informed that enquiry hss been made from the Commissioner a3 to 
what action has been taken on the I.T.O.'s explanation and his reply 
k awaited. The Committee may be ioformed of tbe rctiion taken 
.rclinst the 0rnd.l cm-td. 

Sub-para (c): 

28. In two cases, the third condition referred to above was not 
observed and depredation was aIlowed a t  rates different from the 
rates prescribed, thus resulting in an undcr-assessment of Rs. 64,824 



in the first case for the years 1956-57 to 1960-61 and Rs. 35,062 for 
195738 to 1961-62 in the second case. 

During evidence, it was explained that in regard to the first 
case which related to an electricity supply undertaking, the g e n d  
rates applicable to electricity supply undertakings was 5 per cent 
but the I.T.O. had by mistake allowed it at 10 per cent. 

In the second case, which related t o  Litho machinery, it was stat- 
ed that there was no fixed rate for printing machines. However for 
air photographic apparatus, 25 per cent had been fixed and the 
Income-tax Officer thought that photo offset machinery was analo- 
gous to it and applied the same rate, whereas actually, he should 
have applied only 7 per cent which was the rate applicable to cases 
where no rate of depreciation had been fixed. It was stated that 
there were two officers involved and the mistake committed by the 
first officer was continued by his successor, with the result that the 
same mistake was committed continuously f o r  four years. 

The Committee would like to be informed of the propess made 
regarding recovery of the additional demand raised in these two 
cases and the action taken aaginst the officers responsible for in- 
correct assessments. 

Sub-para (d) : I 

29. The fourth condition was not fulfilled in five cases where 
initial depreciation was allowed on building erected and on machi- 
nery and plant installed after 31st March, 1956 involving an under- 
assessment of tax of Rs. 1.39,r)26. The Ministry had replied that in 
three cases involving an under-assessment of tax of Rs. 16,ti58 the 
mistakes had been rectified and of t h s  Rs. 12,931 had since been 
recovered. 

During evidence, the Commi ttce were informed that in regard 
to the five cases a demand had been raised for Rs. 1.88,761, out of 
which Rs. 1,10,000 had been recovered and the balance was under 
recovery. 

The progrew of recovery of the outstanding amounts in respect 
af a11 the cases may ba communicated to the Committee. 

In view of the fact that as many as 513 cases of under-wstssment 
due to incorrect dlowuree of depreciation were detected involvinq 
r rum of IL.. 18.29 labs, tbe Committee suggest that adequate train- 
Ang o W d  be given to the staff wpaci.lly in c a m p m y  circles. Tho 



'large nwnber of wrong assessments as a result of incorrect calcu- 
lation of depreciation allowance w e s  it imperative that speedy 
action is taken to train the staff properly in this respect. 

Excessive allowance of entertainment expenses in the case of corn- 
panies-para 57, page 46. 

30. Under the Income-tax Act, 1922, as amended by the Finance 
Act of 1961, in determining the assesable profits of a campany, any 
expenditure in the nature of entertainment expenses was to be 
allowed only up to certain prescribed limits as laid in the Act irres- 
pective of the actual expenditure incurred on entertainment. 

In the course of test audit, it was noticed that in several cases of 
companies relating to the assessment year 1961-62, the limits laid 
down by the Income-tax Act were ignored and consequently excess 
amounts on account of entertainment expenditure were allowed. In 
seven such cases, the short levy of tax on account of such excess 
allowance came to Rs. 0.45 lakhs. 

In two cases. the assessment had since been rectified and the 
Ministry had reported that re-assessment proceedings had been taken 
in another two cases. 

During evidence, the  Committee were informed that all these 
cases had been admitted and rect~fied. Demands fur  Rs. 40.596 had 
been issued and Rs. 33,567 had been collected. and the remainder 
was stated to be under recovery. 

The Committee would like the Board of Direct Taxes to take 
suitable steps to ensure that Income Tax OIficer keep themselves 
abreast of the changes in the provisions of the Income Tax Act. as 
amended by the Finance Acts, from time to time. 

Deductions allowed 111 rrspcct of donutlomi paid to  political parties- 
para 58, page 46. 

31 Donat'on paid to a polltical partj  IS not admissrble as a de- 
ductian in computing the income under the head "Profits and guns 
of business" In  on(. caw.  I! \$.as not~ccd that a sum nf Rs 50,000 
given as a donation by a private lim~trzd company to a pdlt8cal party 
was allowed as a deductron while determining its tatol incame for 
the as.wwnent year 1962-63 The under-asseument of tax on ac- 
count of this inconrect deduction is Rs. 2 7 , m  



During evidence, it was explained that the Income-tax OfRcer 
w;ongly thought that  it was an allowable expenditure. The audit 
objection had been accept* and the mistake had been rectified. 
The Committeq were also informed that the Department had not 
come across any other similar case. 

The Committee were given to understand that in another case 
where a similar question arose, a reference was made to the 3oard 
and the Board had given a ruling that that amount should not be 
allowed as a deduction. The Committee suggest that when such 
references are received and the Board gives a ruling, all other Com- 
missioners may also be informed simultaneously that such mistakes 
may not occur and uniform application of law is ensured. 

Deductions given for inadmissible expenditure-para 59, pages 46- 
47. 
Sub-para (a)  : 

32. In thp case of a foreign company e n g a q d  in contract work 
with an Indian company, the Income-tax Ofiicer allowed a deduction 
of Rs. 72,637 in the  assessment year 1961-62 on account of expendi- 
ture  on staff mainta ind beyond the stipulated date of the  contract. 
The Incomt?-tax Officer had, however mentioned in the assessment 
order that the assessment would be rectified if the  Indian company 
reimbursed the amount. 

The entire amount  was su5scqunntly reimbursed by t h e  Indian 
companv, but a sum of Rs. 43.880 only was added by the Income-tax 
OfRcer treating that only 60 per ccnt of the sum of Rs 72.637 was 
taxable in India. A<, however. the amount represented reimburse- 
ment of expenditure incurred in India and not an income from the 
contract work. the entire amount should have beon assessed and 
the action in limiting it to 60 per cent was incorrect. The vnder- 
kssessment of tax involved in this case was Rs 17.060 approximately 

During evidence, the Committee were informed that a demand 
for Rs. 18,722 had been r a i d  but the  amount had not yet been re- 
covered. I t  was stated that the foreign compenv had to get some 
money from the Indian company and this had bem attached. 

accord in^ to  a note furni4hed at the instanco of the Committee. 
the explanation of the I.T.O. was being obtained. 

A final report regarding the recovery of the demand may br suh- 
mitted to the Committee. Action taken aeainst the officer re5pon- 
sible for this omission m a y  also be iatimated. 
ISM(Aii)LS-9. 



Sub-paw ( h ) :  

33. A ccunpany, in its return of income furnished for the year 
1961-62, deducted from its total income a sum of R s  13,639 b e f i g  
expenditure incurred in earning agricultural income. This ex-- 
diture is inadmissible since agricultural income is exempt from tax. 
The Income-tax Officer, instead of adding it back to the income re- 
turned allcwed the deduction which resulted in an under-assess- 
ment to the extent of Rs. 27,278. Further, a sum of Rs. 3,83,980 
debited to a meme account for payment of bonus to the employees 
was dlowed instead of the actual amount disbursed as bonus in that 
year which was Rs. 2,08,980. Consequently, the short levy of tax 
on account of these mistakes was Rs. 91,024 which had bee re- 
covered. 

D h g  evidence, the Committee were informed that, so far as 
deduction allowed on account of expenditure incurred in earning 
agricultural income was concerned it was a simple clerical error. So 
far as bonus was concerned, it was admitted that it was wrong on 
the part of the Income-tax Officer to have proceeded in the way he 
had done. Accardjng to  a note furnished at the instance of the Com- 
mittee, the explanation of the I.T.O. was that the mistake was due 
to oversight. The Committee have been informed that a warning 
has been issued by the Commissioner to the I.T.O. 

Sub-para (c): 

34. Wealth Tax payable by companies is not allowable as deduc- 
tion for income-tax purposes. In two cases, wealth tax of 
Rs. 1,33,583 was, however, allowed as admissible expend ture in 
arriving at the income from business leading to an under-assessment 
of tax by Hs, 58,534. The Ministry had stated that rectification 
order had since been passed and the additional demand also 
realised . 

According to a note furnished at t h e  instance of the Cornmitt*. 
in both the cases the I. T.Os. had explained that the mistake occur- 
red through oversight. The Committee h a w  been informed that 
the I. T. 0s. have been warned to be careful in future. 

The Committee would like to point out that the cases mentioned 
above do not involve any complicated principle of income determi- 
nation lad the mistakes could have been avoided if the officers had 
exercised due c u e .  Tbey trust that mistakes due to Moversight" will 
not r a m .  





capital a& became the property of the aaoessee before the first day 
of January, 1954, an option was allowed to deduct from the sate price 
not the actual cost of purchase, but the market value of the asset as 
on 1st January, 1954. 

A company was holding 400 shares of the face value of Rs. 250 
in another company prior to the 1st January, 1954. These shares 
were purchased somowhere in 1934 for Rs 1,05,400. Sometime after 
1st January 1954, the company was allowed 5000 bonus shares. These 
5400 shares were converted into 27000 shares of different denomina- 
tion (Rs 50 each) in 1958. Thus. the company became the ownnr of 
the new set of shares after 1st January, 1954. In 1960. 5000 shares of 
the new denomination were soId bv the assessee cpmpnnv for 
Rs. 11,93,620. While computing capital gains for the assessment vear 
196l-62 from the sale of the new shares, the Tncome-tax Offirer 
allowed the arrsessee to substitute what the assessee stated as the 
market value of the shares as on 1st January. 1954 for the actual cost 
with the result that the computation resulted in a capital loss of 
Rs. 7,16,952. This mmputatfon was irregular because the c-mwnv 
became the owner of the/shares sold in 1960 only after 1st January, 
1954 and under the law it could not exerc;se the option to subst.tute 
a fictitious fair market value of shares as on 1st J~nuarv  1M4. i n a s  
much as these particular shares wen not in exi~tence m that date 
The irregular computation of capital p i n s  in thk  caw re~ultnd in 
an  under-assessment of tax of not less than Rs. 2.78 lakhs. 

During evidence. the Committee were informed th-it the omcer 
fsiled to distinguish between the oripinal and t h ~  rnnv~rtcd ~harcs .  
He lo& sight of the fact that the converted shares did not exist at 
the material time and the market value was for t h ~  orirrin~l sharrs 
and not for the eanverted tmes. The mistake had been accepted. and 
action to  rectffy the u n d e r - 8 ~ ~ ~ 1 ~ n n e n t  was under way. 

In a note submftted at the Committee's Instance. ft has been stat- 
ed that originally the obiwtion was nst acceptd hilt the mntter hnd 
been reomsidered and the Commissioner of Income-tax had heen 
directed by the b r d  to get the a smsmmt  r e v i ~ d .  Tht mint  
whether on sale of shams received on conversion af'ter 1-1-1W t h ~  
fair market value as 1?1-1954 should b. substituted for the a r i u i n ~ l  
coot or not in cumputing the caoital c~ainc nn sale, was not f r w  frnm 
difEculty. It has been stated that t h ~  T T O  rtwrtinelv considcrd 
that the fair market value m I d  be substituted for th- m t  in wch 
a case, and in the circumstances, no action is considered n m e w v  
against the I.T.0 



Excessive relief and reb-Para 63, pugez 49-50 
Sub-para (a )  : (1) and (2): 

37. 'lh income of new industrial is exempt from 
taxation to the extent of 6 per cent of the capital employed. While 
checking up some of the asesments in test audit where this relief 
has been given by the Lncame-tax Department, it was found that 
excessive reliefs had been allowed: 

(i) by giving a rebate even where there was no profit but a 
loes; 

(ii) by incorrect computation of the capital employed for  pur- 
poses of application of the 6 per cent exemption; and 

(iii) by giving the rebate to industrial undertakmgs which had 
employed old asseta 

The total excessive relief on t b  account came to Rs. 10.29 lafrhs 
spread over 25 cases A few instames where this mistake m e  to 
the notice of Audit are mentioned below. 

38. (1) One of the con&trons fur admissibility af the above-men- 
bond tax relief is that the mdustrial undertaking should not be 
formed by splitting up or by reconstnrtlng a bus;iness already in 
existence or by transfer to it of budding, machinery and p n 
prevloudy used in any other business. In two cases, i t  was naticed 
that the Department allowed the tax relief to industrial undertalungs 
which had employed assets p r w f m l y  used in other business. T)lls 
had resulted in an under-asessrneat of tax of FIX 88,763,. The Minis- 
try had stated that the mistakes had been rectified. 

The Committee were informed, during evidence, that probably 
the mistake in these two cases was attributable to faulty understand- 
ing of the provisions by the Incomc-tax Officer. According to the 
Board's instructions, rebate was to be aEIowed on the use of imported 
second-hand machinery a h  from the assessment year 19g2-63 under 
certain circumstances. The likely rcason for the mistake was that 
the Income-tax OPAcer (i) acted under a wrong impression that the 
rebate was allowable on all second-hand machinery and (ii) applied 
the rebate wrongly to 1961-62 a I s  

According to a note furnished subsequentfy at the instance of the 
Cornittee, the I.T.O.3 explanation in one case is awaited, and in 
another case the I.T.O. has stated that he was misled by a wrong ae 
sertion made by the assessee's auditor that all the conditions fw 



grant of relief were satisfied, It hae been stated that the Commis- 
sioner of Inccrme-tax had not oonsidered any action newsary against 
the I.T.O. as he had given relief on the statement orf the auditors. 

The Committee find it difficult to understand how in this case 
the Commissioner had not considered any action against the I.T.O. 
to be necessary. The Committee consider it unfortunate that an 
LT.0. should allow himsell to be misled by a wrong assertion made 
by an assassee's auditor and give relief wrongly. They would like 
the Board to re-examine the case and take suitable action if neces- 
sary. They would a h  like to be informed of the action taken 
against the Officer responsible in the other case. 

39. (2) As stated earlier, so much of the profits derived from an 
industrial undertakmg as does not exceed 6 per cent per annum of 
the capital employed in the undertaking is exempt from tax. Under 
the rules framed by the Central Board of Revenue for the computa- 
tion of the capital employed, the amount is to be worked out either 
on the basis of the average value of the assets and liabilities exhibit- 
ed in the balance sheet of the assessee or on the bass of its capital 
at the commencement of the year by adding thereto or deducting 
therefrom moneys brought into or taken out of the business. Where 
the former method is employed, ie. taking the average value of the 
assets and liabilities as per balance-sheet, the profits earned by the 
assessee during the previous year should be ignored, as such profits 
would already stand inoluded in the total assets and liabilities of the 
assessee as shown in the balancesheet. 

In two cases it was found that the Lncome-tax Officer employing 
the average value of assets and liabilities method added thereto the 
profits for that year and thereby over-stated the capital employed. 
This had resulted in an under-assessment of tax in these two cases 
to the extent of Rs 4.59 lakhs. The Ministry had stated that action 
had been taken to rectify these mistakes. 

During evidence, the Committee were informed that one of the 
cases was of provisional assessment, where the Income-tax Oftleer 
had accepted the figures given by the assessee without scrutiny. I n  
extenuation, it was stated by the representative of the Central Board 
of Direct Taxes that usually details were not gone into at that stage. 
The Board had issued instructions that, wherc the average capitol 
method was employed, there was no need to add the profit. 

The Committee were informed, during evidence, that all the mis- 
takes, including the one in the case of provisional assessment, had 
been rectifted. Demands for Rs. 6,80,000 had been raised and 
Rs. 6,12,000 had been recovered. The balance was stated tu he under 
recovery. 



In reply to a question as to how these mistakes eecaped the ndice 
of the picked senior officers who were workmg in company circles, 
whereas they had been detected by c l e r b  during test audit, the 
Chairman, Central Board of Direct Taxes, informed the Committee 
that these were individual lapses and there was no fault in the sys- 
tem. By way of remedial measures, the witness stated, they were 
instituting a comprehensive refresher course, in which company 
assessments was one of the items. The Board had also agreed to 
the creation of 36 more compmy circles, to reduce the pressure of 
work. 

The Committee are not unaware of the complicated nature of in- 
come-tax law, and company assessments in particular. They are glad 
to learn that a comprehensive refresher course is being instituted, 
and 36 more company circles were being created. They tnut t h ~ t  
this would result in making the assessing officers N l y  conversant 
with the provisions of the Income-tax Act and the other intricacies 
of assessment in regard to companies, so that such mistakes are not 
committed. 

Sub-para ( b )  : 

40. Where an assessee derives income from a tea business in 
Pakistan, 40 per cent of the income is subjected to Pakistan income- 
tax and the balance of 60 per cent representing agricultural income 
is assessed under the Pakistan Agrkultural Income-tax Act. In 
India, the entire income is subjected to income-tax. However, relief 
against double taxation is provided in respect of non-agricultural 
income under the double taxation avoidance agreement entered into 
by Pakistan with India and in respect of agricultural income under 
section 49-D(3) of the Income-tax Act. 1922. 

I t  was noticed that in the case of a tea company for the assego 
ment years 1956-57 to 1959-60, 60 per cent of the income from the 
tea business carried on in Pakistan was excluded from the Indian 
assessment while calculating the gross tax payable in India. How- 
ever, relief was allowed from this gross tax on the whole of the 
income derived from Pakistan thereby allowing relief even in respect 
of the 60 per cent of the income which was excluded from Indfan 
taxation. 

In addition to this mistake, there were sweral  other calculation 
mistakes in the matter of application of the tax rates and conversion 
of the Pakistan currency into Indian currency, allowance of depre- 
ciation etc. As a result of giving this excess relief there wm an 
under-assessment of tax to the extent of Rs. 2.03 lakhs. 



The Committee were informed during evidence that the m,stake 
in regard to double taxation relief was due to carelessness on the 
part of the Income-tax O1Xicer. Instead of taxing the whole income, 
he taxed only 401 per cent and instead of gwing a rebate on only 
40 per cent, he gave it on the whole income. It was explamed that 
two Income-tax Ofllcers had dealt with the case and the mistake 
continued for four years because the second I.T.O. followed what 
his predecessor had done without giving any thought to it. The 
other mistakes pointed out in the audlt para were stated to have 
been comm,tted by the first I.T.O. 

The Committee were informed that the under-assessment had 
been rectified. 

According to a note furnished at the Committee's instance, thc 
mistakes pointed out by Audit occurred in the same case involving 
six assessments, dealt with by two officers, one succeedmg the oL!er. 
The officer who was responsible for most of the mistakes, it has becn 
stated, has regretted the lapses on his part. and he has been warned 
to be careful in future. The other officer was responsible mainly 
for the incorrect computation of the "Indian rate of tax" while 
allowing relief in respect of agricultural income arising in Pakistan 
but taxed both in India and in Pakistan. This, according to the 
note, was a bow fide mistake of interpretation od the relevant 
provisions in the Income-tax Act and no action has been considered 
necessary against the officer. However, it has been stated that ins- 
Wctions regarding correct computation of the 'Indian rate of tax' 
have been issued by the Board to the officers of the Department. 
It  has been stated that officers have also been asked to review all 
cases of this type and rectify the assessments wherever "Ind.an rate 
of tax" has not been computed in accordance with these instructions. 

The Committee are glad to learn that, with a view to avoiding this 
type of mistake in t k  future, instruct'ons have been issued by the 
Baard on the basis of a correct interpretation of the relevant provi- 
siom in this regard. The Committee note that officers have been dm 
asked to review dl cams of this type and m t i f y  the assessments 
wherever "lediaa rate of tax" bas not been computed in sccordrnce 
with the correct bterpntatiom. The Committee would like to be 
apprised of the r d t s  of the said review. 

Under-assessment due to non-impsition of additional super-tax on 
the undist~ibuted income of a company in which public a7e not 

substantially interested-Para 64, page 51. 

41. Additional super-tax is payable by companies in which the 
public are not substantially interested, if they fail to distr.bute a 



certa!n prescribed percentage of their profits by way of dividends 
within 12 months of the close of their accounting year. I t  was 
noticed that in 101 cases, the provisions relating to the levy of addi- 
tional super-tax were ignored as a result of which there was an omis- 
sion to levy tax amounting to Rs. 30.67 lakhg. 

During evidence, the Committee were informed that, out of 101 
cases, the under-assessment involved was more than Rs. 10,000 in 
70 cases and the position regard'ng them was as follows: 

Position of the case No. of cases Unda-  
asscssm~nc 
a per Audit 

Rs. 
Cases where the audit objections had been accepted 

either wholly or in part . 30 14,899585 

Cases where the audit objections bad not been acceg 
ted . 17 3~83&2 

Cases which were Sti l l  under consideration 23 10,87,275 

In reply to a question, the Committee were informed that there were 
7460 private companies and 3530 public companies, out of w b c h  some 
were Section 23-A* companies. The Board did not have statist-cs 
separately under the head "Section 23-A companies". It was stated 
that this was not considered necessary, because of the internal checks 
that were in existence. At the end of each month, i t  was stated that 
the I.T.O. of the company circle submitted a statement of all cases 
of Section 23-A companies. That statement was reviewed by the 
Inspecting Assistant Commissioners and forwarded to the Comis- 
sioner, who was then in a position to see why the assessment in res- 
pect of these Section 23-A companies had not been completed or 
the necessary orders had not been passed. 

Nan-bvy of .Wtioarrl super-tax mdar Seetiam 23-A of tbe 
Income-tax Act, 1962 had been d v e m l y  commcmted upon by the 
PaMic Acearmta Camdttee last year (ride para 53 of their 2lst 
Bopnt 3rd Ldc Snbha). kilurc ts apply tbo provisions of Section 
W-A appears to be d c  as drvtnq test-adit conducted Err 1- the 

.8ectkm 33-A refers to thc Inrow -tax An*, 1922. Tht mrespoactins 
provirionr in the Inroanrt-tax Act, 1961 are m Scctioqp 101 to 10% 



number of cases has increased to 101 and the amount of under- 
assessment involved has risen to Rs. 30.67 lakhs. The Committee 
regret to note the deterioration in the position Apparently, the 
internal checks which are stated to be present are inadequate. The 
C d t t e e  would reiterate that the procedue should be tightened 
up and the Board should keep a close watch on the position. A report 
about the rectification camed out in the 101 cases in question may 
be submitted to the Committee. 

One instance of non-levy of additional super-tax under Section 
23-A is mentioned below: 

Sub-pra  (a) : 
42. Under the Income-tax Act of 1922, the distributable income 

for purposes of application of section 23-A was to be arrived at by 
deducting from the total income the net amount of income-tax and 
super-tax payable and also the amount of any other tax levied by 
the Government or a local authority. It  was found that in the case 
of a company, the net income-tax deducted was over-stated by not 
taking into account the double income-tax relief which the company 
had obtained, and wealth-tax paid by the Company. This had re- 
sulted in an under-assessment of additional super-tax of Rs. 66,305 
for the years 1957-58 and 1958-59. The Ministry had stated that recti- 
fications had since been carried out and the additional demand of 
Rs. 66,305 had been raised. 

During evidence, the Committee were informed that there were 
in all three such cases. In one case, the under-assessment had been 
rectified and the additional demand had been collected. In the other 
two cases, it was stated that on further scrutiny, Section 23-A was 
not found to be applicable. The Committee would like to be inforrn- 
ed of the circumstances in which the lapse occurred and the action 
taken to avoid recurrence. 

Non-leuy of statutory in teres tpara  65, pages 51-52, Sub-para ( a )  

43. Under the Income-tax Act, 1961, an assessee is required to file 
his return of income on or before a prescribed date. This date rn:, 
on an application made by the assessee in the prescribed manner, be 
extended without charging interest at the discretion of the Income- 
tax Ofacer up to a period not extending beyond the 30th September 
or 31st December of the assessment year depending upon the date 
on which the previous year of the assessee ended. For any furthcr 
delay in the submission of the return of income, the assessee is liable 
to pay interest at 6 per cent per annum on the net amount of tax 



payable on &a1 assessment. In the course of a test-check, it was 
noticed that in 73 cases (relating to 3 Commissioners' charges) where 
the returns were filed after the dates aforesaid, the statutory interest 
of 6 per cent was either not levied or short-levied, thus resulting in 
short realisation of interest amounting in all to Rs. 14,718. 

The Committee were informed, during evidence, that out of 73 
cases the mistake had been accepted in 67 cases and the assessments 
had either been revised or were under revision. In 6 cases, the audit 
objection had not been accepted by the Department. 

It  was explained that this was a new provision in the Income-tax 
Act and mistakes occurred occasionally. The Committee were in- 
formed that these cases were checked by Internal Audit, as they 
involved calculations. The witnesses assured the Committee that 
this type of mistake was not widely prevalent. 

The Committee would like to be informed of the progress of re- 
covery of the interest in these cases. 

Sub-para ( b )  : 

44. In the case of assessees who are required to pay advance tax, 
the Income-tax Act provides that if the amount demanded as advance 
tax by the Income-tax Officer is higher than the advance tax which 
the assessees estimate as payable by them, they may file an estimate 
of such advance tax and pay the amount according to the estimate. 
In order to prevent attempts to evade payment of advance tax by fil- 
ing under-estimates, the Act of 1922 provided that where such esti- 
mates fell short of 80 per cent of the tax determined on final assess- 
ment, penal interest had to be charged under Section 18A(6) (cor- 
responding provisions in Income-tax Act, 1961 are in Section 215). 
Similar penal interest was also leviable under Section 18A(8) of the 
Income-tax Act, 1922 [corresponding provisions in Income-tax Act, 
1961 are in Section 217(1)] by new assessees for failure to pay p,d- 
vance tax voluntarily on the basis of their own estimates. This levy 
of penal interest was obligatory under the Act. But the Interest 
levied might be reduced or waived by an order passed under Rule 48 
of the Income-tax Rules, 1922, subject to the conditions laid down in 
that rule. 

A test check of a few Income-tax wards revealed that in 126 
cases a total amount of interest of Rs. 1.30 lakhs leviable under the 
above sub-sections of Section 18A was neither levied nor waived 
under orders of the competent authority. 



During evidence, the Committee were informed by the Comptrol- 
ler and Auditor General that the latest position was as follows: 

Total No. of c a s e 4 2 .  

Amount involved-Rs. 6.64 lakhs. 

The Chairman, Central Board of Direct Taxes informed the Cam- 
mittee that it had now been made the speciiied responsibility of In- 
ternal Audit to check this point, and that the number of mistakes 
was on the dgline. 

In view of the fact that the number ~f cases in which omission to 
levy penal interest appears to be on the increase, the Committee 
desire that a general all-India relfiew may be undertaken and neces- 
sary instructions issued to the assessing officers for the prompt levy 
of interest wherever it is due. The Committee regret to find that 
this type of lapse has occurred in 632 cases (involving an amount of 
Rs. 6.64 lakhs). A report may be submitted to the Cmmittee re- 
garding rectification of the assessments in these cases and the pro- 
gress of recovery of the interest due. 

Failure to  ascertaitz and adopt the cmec t  share of income of part- 
ners on completion of the firm's assessments-Para 66. page 52. 

6. In paragraph 35 of the Audit Report (Civil) on Revenue Re- 
ceipts, 1963, it was mentioned that several cases came to the notice 
of Audit where partners' assessments which were completed pro- 
visionally before the assessment of the firms was completed, were 
not respened for taxing the correct share incomes on receipt of 
information relating to such income from the Income-tax OfRcer 
who completed the firms' assessments. Similar lapses were noticed 
in test aud,t conducted during the period under review in this re- 
port. The number of cases in which the rectification was not done 
was 287 involving an under-assessment of tax of Rs. 16.45 lakhs. 

The Committee were informed, during evidence, that the Board 
had taken a serious view of the continu.ng lapses on the part of 
oiacers in this regard. Instructions had been issued that the Com- 
missioners should ensure that a Register prescribed by the Board 
in 19s for keeping a watch over these cases was properly mainta:n- 
ed and was also brought up-to-date. The Inspecting Assistant Com- 
missioners and Internal Audit Parties had been instructed to make a 
special check in this regard. The Commissioners had also been 
directed to take departmental action in all cases where loss of re- 
venue occurred as a result of neglqence or carelessness on the part 



of officers. Explaining the utility of the register, the Chairman, 
Central Board of D'rect Taxes, stated that wherever the provisional 
share was taken, it was noted in the register and it had to be follow- 
ed up till the assessment of the h was completed and the correct 
share was known. 

The Committee enquired whether it was not 7ossible to treat the 
assessment of the partner as provisional till the final figures were 
received, if necessary by amend'ng the law in this respect, so that 
automatically the assessing officer would come to knmv that some- 
thing still remained to be done and he would try to complete it in 
time. The Secretary, Revenue, Expenditure and Company Law 
explained that the register provided an adequa'e safeguard aga'nst 
rectifications not being made. An amendment of the law was pot 
favoured as it was likely to give rise to a variety of objections from 
the public. 

The Committee had desired to be furnished with a note indicating 
how many out of 287 cases meationed in the Audit para had become 
time-barred, and the amount involved. This information i s  ?iti!l 
awaited. 

The Committee note that the Board have taken a wrious view of 
the continuing lapses on the part of offic~r.: in this reqqrd rrnd have 
issued necessary instructions in the matter. The Commit tee had 
expressed their concern last year (vide Dara 65. Twenty-first Repwt, 
Third Lok Sabha) at the delay in thr  reviqion of provisional assess- 
ments of the partners' share incomes after the completion of the 
firms' assessments and had also taken a ser inu~ view of the failure 
to keep a proper watch over such cases throueh the register pre- 
scribed for the purpose. The Cnmmittee desire that the procedure 
should be tightened up and the instn~ctions should be strictly en- 
forced. The position regarding rectification of the non-time-bsrred 
cases and the quantum of tax recovered mny be intimated to the 
C o m d  t tee. 

Zinvinq r c g ~ r d  to the ertcnsivc nature of the under-assessment 
due to lnnst of this type, the  Committee feel that it may be worth 
whi'? for Government to order a general review of such cases in 
all Commissioners' charges. 

Otn*rn-o~~ to clpply properlp the prot.,ston.s 0 1  t h e  I~?couiv-rc.r Art re- 
gardmg addz:ng of Incomes of othet pprsnas ui tn.r-pnyer's a c s a v -  
??lent-Para 67. page 53. 

46. The i n c m c  of n minor child from a partnership in whlch his/ 
her father or mother is also a partner, is t o  be added to the total 



income of the father or the mother for purposes of taxation. Sirni- 
larly, where both the husband and the wife are partners in a Arm 
carrying on a business, the income of both of them from the A r m  
has to be taxed in the hands of either the husband or the wife whose- 
soever total income is higher, In 24 cases involving a total under- 
assessment of Rs. 1.48 lakhs it was found that these provisions were 
ignored. Two such instances are mentioned below. 

Sub-para ( a )  : 

47. A Hindu undivided family carrying on a business made a par- 
tition and thereafter the family business was carried on by a part- 
nership consisting of the father. his major son and two minor sons. 
According to the partnership deed drawn for the firm, each of the 
partners was entitled to interest at the rate of 6 per cent per annum 
on the capital invested in the firm. The Income-tax m c e r  added 
the share income of the minor sons to the total income of the fath- 
but omitted to add the interest credited to the capital account. This 
had resulted in an under-assessment of Rs. 23,218 for the years 
1956-57 to 1960-61. The Ministry had replied that action had since 
been taken to recover the short demand and that out of Rs. 23,218, 
a sum of Rs. 7,937 had been recovered so far. 

The Committee were informed, during evidence. that the law 
was very clear on the point. and the I.T.O. had missed it. It was 
stated to be a case of individual failure. The entire demand, the 
Committee were informed. had since been recovered. 

According to a note furnished at the instance of the Committee, 
the explanation of tbe I.T.O. concerned was still awaited. The 
Committee regret this delay. They would like to be informed of the 
action taken against the defaulting ofRcial. 

Sub-para ( b )  : 

48. In another case pertaining to the assessment year 1962-63, a 
husband and his wife were partners in two firms. While making 
the assessment, the Income-tax OfRcer added the wife's share income 
from these two firms to the total income of the husband, though the 
total income of the wife was higher than that of her husband. 
According to the provisions of the income-tax law in force for the 
assessment year 1962-63, the share income of the husband hnve been 
added to the wife's total Income. As a result of the Tncomc-tax 
OfRcer's omission to do so, there was an under-assessment of tax of 
Rs. 13,944. It was stated by the Department that action had since 
been initiated to recover the amount. 



During ev'dence, the Committee were informed that here again 
the law was very clear and it was a case of individual failure on the 
part of the Income-tax Ofllcer. The demand was stated to have been 
recovered in full. 

According to a note furnished at the Committee's instance, the 
I.T.O. had explained that the mistake was a hona-fide one and he 
attributed it to heavy pressure of work. The Committee flnd it didi- 
cult to accept heavy pressure of work as a valid reawn for commit- 
ting such obvious mistakes. The Committee would like the Central 
Board of Direct Taxes to take suitable steps to ensure that such 
mistakes are avoided in future. 

Irregular determination of income of cmpanies-Para (38. page 54. 
Sub-para ( i )  : 

49. In the case of income derived from tea gardens, 40 per cent 
only of that income is treated as taxable, the balance 60 per cent 
being regarded as income from agriculture. A company had income 
from a number of tea gardens and also other items of income which 
are whollv chargeable to income-tax. The companv maktained a 
smarate account called the "Head Ofice" account in which expen- 
diture incurred for earning income wholly chargeable to income-tax 
as well as a portion of expenditure incurred on behalf of the gardens 
were booked. While making the return for income-tax. the companv 
deducted from the income relating to the "head office" account the 
entire expenditure incurred on the tea gardens instead of 40 per 
cent of this expenditure which alone is admissible. Bv this adjust- 
ment there had been an under-assessment of Rs 1.93 lakhs for three 
cansecut;ve assessment years 1959-60 to 19Fil-62. 

During evidence. i t  was stated that the mistake had been acce~ted  
and act'on had been taken to revise the assessment and recover the 
amount In a note furnished at the instance of the Committee it 
has been stated that the T.T.0, had admitted the mistake and ex- 
pressed regret for the same. The Commissioner concidered the 
mistake to be a born-fide one and had accepted the T.TO.'s regrets. 

This case indicates negligence on the part of the asrewing offim 
in scrutinising the assese~sce's accounts and in computing the taxable 
income The Committee regret that the mistake should have been 
committed for three consecutive years. They horn that in as-- 
mcnts involving such large amounts I.T.Os would e~ercise proper 
care and caution, so that there is no under-assessment. 

SO. Tea growers were allotted quotas for export of tea out of 
India. They were also permitted to transfer any export quota 



which was surplus to other tea sellers for monetary consideration. 
A company which had such export rights transferred the quota 
rights and made a profit of Rs. 10.42 lakhs out of such-transfers for 
the assessment years 1955-56 to 1961-62. The Income-tax OfHcer 
taxed only 40 per cent of the income from sale of export quota 
treating it as income from sale of tea. As profit from the sale of 
export quota is not the profit from the sale of tea grown and manu- 
factured as mentioned in the Income-tax Rules and is clearly not 
agricultural income, the assessment of only 40 per cent of the income 
was contrary to the provisions of the Income-tax Act and the Rules 
made thereunder. The entire profit should have been assessed to 
tax. As a consequence of taxing 40 per cent onlv instead of 100 
per cent. there was an under-assessment of tax in th's particular 
case to the extent of Rs. 3.06 lakhs. 

During evidence. i t  was explained that Income-tax Officers were 
all the time following a circular issued bv the Board ;n 1935, accord- 
ing to which the price realised from the transfer of quotas was to 
be treated as i f  it were income derived from the sale of tea grown 
and manufactured bv the seller and only 40 per cent of the income 
derived from the .;ale was to be taxed. since the al1ocat;on of the 
quota had resulted from the growth and sale of tea bv the seller in  
previous veam After Audit raised the ohiectbn. the Board reviewed 
the posit'on. The Law Ministry was consulted. and the circular of 
1935 was withdrawn on 30th June. 1964. The Committee were in- 
formed that it had been decided. in consultation with the Comptroller 
and Auditor-General, not to re-open earlier assessments az the cx- 
e m ~ t i o n  had been given in accordance with the Board's circular 
publicly known to everybody. 

This i s  the second* instance noticed by the Committee this year 
where rertain old orders of the Board which had no avolication to 
prmentdag canditions continued to he ano%d hv field o m c m  until 
Audit brought the matter to notice and the Roard withdrew tbem. 
The Committee trwt that a suitable machinew would be evolved in 
tbe Roard to scrutinise and review all old orders a d  suggest revi- 
sions or ammdmenb in the light of the charm4 canditioar or 
amendments in the light of the changed condition* of tdav .  The 
Committee would like to be informed of tbe results of this review. 

*Thp first Instance noticed by the Committee has been dealt with in 
pemgmph 56 al thdr Twenty-seventh Report (Third Luk Setha) 



In#me escaping aasersmentPma 69, page8 54-56 
51. In addition to the under-assessments pointed out in yrus- 

graphs 45 to 68 of the Audit Report, cases were also n3ticed by 
Audit where though the assessees did not disclose their incomer 
truly and correctly, and information regarding the income sup 
pressed was available in the records. the assessing ofIicers failed to 
take r l  +e of the undisclosed income while making the assessment 

The Committee were informed during evidence that this was a 
complicated type of work and one of the reasons for the mistakes 
was that the ofacers were not able to draw correct inference from 
h e  information contained in the records and make proper use of 
them. In order to assist them, a book had been published incor- 
porating more than 38 years' experience regarding the method ot 
Znvcstigation in such cases. 

The Committee are happy to learn that, in order to assist assess- 
ing oeGctrs in investigating and assessing cases properly where tht 
assessee has deliberately concealed his income but Intormation re- 
garding suppressed income is available in income-tax rccords, 8 
book incorporating a large number of years of experience in this 
type of work has k n  brought out by the Board. The Committee 
trust thnt this guide hook would be in the hands of every assessing 
ofacer and that it would help to eliminate casw where income e 
tapes assessment. 

Sub-para ( i )  : 
52. A private limited company hypothecated cotton at a cost of 

Rs. 10.15 lakhs with a bank as s x u r  ty for an overdraft. On 
account of a default committed by the company in pay~ng back the 
tutalments of the loan; the bank sold a portim of the cotton pledged 
m t h  it during the year 195354 for a sum of Rs. 2,74,406 and crc- 
dited the aale proceeds to the assessee's loan account. The assess- 
company omitted to disclose the sale proceeds thus credited t3 itr 
account while submitting its return of income to the Income-tax 
Department. Even though the particulars relating to thh  s a k  
transaction were available in the income-tax records, the omission 
of the rssessec to disclose the sale was not noticed by the Income- 
tax OB(lcer. On this being pointed ouf the Department had 
brought the sum of Fb. 2,74,408 for resssessrnent, resulting in r 
tax of Fb. 1.42 lakbs. The tax ha8 not yet been paid (Januar]r 
W) Penalty proceedings were stated to have been initiated but 
& f i f b a l k d .  

During evidence. the Chairman, Central Board of Direct Taxer, 
stabed that the I.T.O.'s cxphnatiim was tbat the mistake had tmb 
awamittect by the prtvioua oC8cer, and the PFhQCOUI ofBctr, in hL 

11IW(Ali) II. t' 



explanation, had stated that there had been no mistake; the amount 
had not been included in the sales but had been included in the ' 

closing stock and this had been taken into account in the assess . 
ment for the next year, and therefore, according to him, them had 
been no loss of revenue. I t  was stated that the Department initially 
accepted the audit view and made a re-assessment, but in the light 
of the original 1.T.0.'~ explanation they were surprised that the 
party accepted it and did not raise this plea in appeaL 

H~wever ,  in a note subsequently furnish~d to  the Committee, 
the Ministry have accepted that there was a suppression of income 
of Rs. 2.74.406 as pointed out by Audit, but havlng regard to the 
method of accounting adopted by the company for this particulw 
consignmmt of n t ton ,  the amount was asscssahle for the assess- 
ment year 1958-59 and a protective assessment has also been made 
i n  March, 1964 for this year, bringing to tax th-  suppreswd income 
of Rs. 2,74,406. The additional tax so raisctl for the  ycar 1958-59 
is stated tn be Rs. 1,41,319 Penalty proceedings are also stated t? 
have been afoot. 

The Committee would like to know whether any explanatJon 
was obtained from thrr Income-tax Olficrr who omitted to brinrl to 
tax the wppressed income in the original assecsnwnt for 1959-59 
made in October, 1963 when the records thcnisclves showed that 
there had been deliherate concealment. The Cornmittre dcsirc that 
proper investigation should be made to ascertain \ ! h ~ ' h c ~  rn7lnfides 
were itlvo!ved. They would also like to bc iuiorntrd about the 
recoverv of the additional tax and the final outromc of the pcnalty 
proceedings. 

Sub-para (ii) : 

53. Under the Income-tax Act. assessees who pay advance tax get 
interest from the Gov~rnrnent  whrrc t!w n r n r > ~ l n t  r ~ i l d  by: th m bv 
way of advance tax is in exceqs of the artual t a u  finallv dctcrmincd 
es oayab!e by them on completion of thc.:r asscscmcnts in- 
terest is an ]tern of j n c ~ m e  ( +:irgcaL)lc urdrar tko hwd  "O?hrr 
sources". It  was found In t \ t .  CWT.P of audqt t!lat ln 7 c a m  in- 
terest paid by the Government to the  asinSct>fg on  cxceqs paymmt 
of advance tax was not disclose-d by the asst?ssc.cs in their *turns 
The total interest involved in a!l thrse scven cater, was Rs. 711.542 
The information relating to the p a y m ~ n t  of Interest was alrertdy 
available in the records of the Department but the Incame-tar Om- 
cers concerned did not detwt tbls omission and consequently them 
arm an undergssesment of tax in thew cases to the extent of fL. 
a=. 



;: The Committee were informed that in 2 cases the au& ob* 
qon had been accepted. Out of the remaining 5 cases, in 4 instruc-* 
tions had been given that the tax should be included in the year 
in which the amount was received by the asscssee. There waa 
difference of opinion between Audit and the Department in one 
CPBe. 

The Committee would We to be apprised of the final podtion 
regarding the cases reported in this Audit para including the p r a  
grexs of recovery. They trust that assessing officers would scrutinbe 
the facts available in the assessment records with proper care in 
future. 

boss of revenue-Para 70, pages 55-56. 

54. In the course of audit, loss of revenue to the extent of Rs. 
6.60 lakhs was noticed. Two instances are given below: 

Su'b-para ( i )  

55. In para 87(a) of the  Audit Report (Civil) 1962 and in para 
30(a)  of tho Audit R e p x t  (Clvll) on Revenue Receipts. 1963, it was 
po~nted o u t  that in seven cases where ttlc assrS%w dorived agrlcul- 
turn1 Income fr+jm Pakistan, the rebat-. 3llntved to the aqseisees on 
account of double t axa t~on  of agr cultural income in Pakistan a m i  
in  Ind 3 was not correctly workcd out according t:, law. Slx m w e  
cases of such cscessive rc11c.f wrre  nnt!ccd dur ing  thc p~r20i3 under 
rcvicw a h .  Tl~c  n m o w t  of esccss ve relief invo:ved was R.;. 8 IT2 
lalihs out of which Rs. 4 . 1 2  lakhs  bccarne loss of rmrenuc as the  
rentification of t h ~  nustakcs txwrne tirnt--;13rred. The correct k g d  
posltim was pomtcci nut  by Audit  to  th- D e p x t n e n t  in 1961 itself 
and was fi?nlly accepted by the Ccnir7l R w r d  c f Rcvcr.uc in OCt* 
ber 1962 Had a c t ~ o n  bccn taken by the Department on t h ~ s  bxis, 
loss to the extent of a t  least Rs. 3.61 lnkks could hsve been avoided 

Durinq evidence, i t  was adm:!ted that a mistake had been com- 
mitted. I t  was exp'n;nerl that  !he D c p a r t m c ~ ~ t  had 1:s own point of 
view and the Law Ministry had to b e  consulted before finally ac- 
cepting the audit objection. This was done onlv in Oc!ober, 1962 
and the cases became t imebarred in November. 1962. It was stated 
tn extenuation that  all these cases could not be reviewed in me 
month 

According to a note furnished a t  the instance of the Commtttee 
the mistake was regarding the interpretation of the term "Indian rate 
ai tax" and related to six cases involving twenty awsanmt &aM 



by W e r s n t  o8icers. I t  has been stated that this w a  a bone 
jFde mistake of interpretation of the relevant provisions and na 
action was considered necessary against the omcers. However, i n s  
tructions are stated to have been issued by the Board to the oflicers 
d the Department on the 'basis of the interpretation of relevant 
provisions given by audit and accepted by the Department. It is 
stated that the officers have also been asked to review all cases of 
thia type and rectify the assessments wherever "Indian rate of tax" 
has not been computed in accordance with this interpretation. 

The Committee are given to understand that audit had raised the 
query in 1961 itself in regard to another case in the same Income- 
fax Circle and the audit's view had also been accepted by the Corn- 
Bissiorser of Income-tax and the Board. In view of this, the Com- 
mittee regret that the mistake in these cases was not immediately 
rectified; instead, legal opinion was sought, which resulted in de la j  
and a loss of revenue of Rs. 4.12 lakhs due to rectification becoming 
time-barred. It appears that a loss of at  least Rs. 3.64 lakhs could 
have been saved sf action had been taken by the Department on the 
basis of the audit's interpretation. The Committee desire that in 
future, to have the revenue from getting time-barred, a t  least protee- 
tive or provisional assessment should be made in time. The Com- 
mit tee  note that instructions have since been issued to the officers 
of the Department to review all cases of this type and rectify the 
rnsessments wherever "Indian rate of taxw has not been computed in 
accordance with this in'erpretation. The Committee would like k 
be apprised of the results of the review. 

$trb-pura (ii) : 

56. An order und& Section 23A of the Income-tax Act, as it 
d prior to its amendment in 1955, was passed in the case of a 
private lunited company and consequently the Income-tax Ofacer 
bok action to revise the assessment of the share-holders and i n -  
duded the dlvidend income deemed to have been distributed to 
them by the company pursuant to the order under section 23A 
The share-holders appealed to the Appellate Assistant Commissioner 
pLeading a technical defect, viz, that the year for which their re- 
tw was called for was wrongly stated in the notice hued to them 
fos re-assessmen t. The Appellate Assist ant Commissioner accept  
sd the appeal. But by the time the appellate order was passed 
action to re-ol>en the aaresr rm~t  for the relevant assessment year 
Lrrd become time-barred ~IJ a result of which there was a lorn d 
rrmaue ot Fb. 211,954 



During evidence, the Committee were informed that a wroarq. 
fear was mentioned in the notice by the clerk due to inadvert- 
and the I.T.O. did not notice it. The delay of two years in the A p  
pellate Assistant Commissioner coming to a decision was explained; 
UP being due to heavy work-load. 

The Committee would like to be apprtsed of the action takm 
against the officials responsible for thia lapse. It  surprises the C3m- 
laittee that it took two years for the Appellate Assistant Com- 
&loner to dispose of the appeal in this case, and the reasun f a  
)t was stated to be heavy work-load. The Committee desire thet 
(1) steps should be taken to ensure that Income-tax Ofacers & 
ply properly with the statutory requirements while issuing 
end (ii) the workload of Appellate Assistant CommisriOllen &odd 
be reviewed, so that there is no occasion for delay in disporing ad 
appeals resulting in loss of revenue by rectjilcation becomiPg t ime 
Ibrured. 

57. A test-audit of the income-tax documents also revealed 
where the procedures not authorised by law were adopted by tbc 
bcpartment. Two such cases are mentioned below. 

Sub-para (i): 

58. The Income-tax Act provides for the reetjfication af erram 
apparent from record and for respening assessment where there 
has been escapement of income. An assessment completed ten* 
tfvely leaving a certain issue undecided cannot be r ~ p e n e d  unlets 
specifically covered by any of the provisions of the Income-tax Act 
h was noticed in two cases of non-residents having b u s h e s  con- 
nection with India that the assessments were completed provisianal- 
ly without deciding the quantum of Indian profits assessable. The 
Income-tax Officer stated in rep'y that the assessee's consent WK 
&ken in both these cases for rectification later. Apart from the 
fact that any such consent is illegal and is not binding on the part- 
les, the tentative assessments were mado for assessment years 
1953-54 to 1955-56 in one case and in the other for the assessment 
fear 1948-49, and still no such rectification has been made. 

According to a note furnished at the Committee's instance, the 
audit objection has nctt been accepted in one case, since the fim 
of income pravisionally taken by the I.T.O. are not found to be 



lower than those as per the actual assessments made in the U.K. 
In another case, two ofllcers are reported to have retired since or 
resigned, and the explanations of two oflicers a re  still awaited. 

The Committee would like to be informed ( i )  whether any 
instructions have since been issued to the assessing officers to avoid 
such illegal assessments; and (ii) whether the assessment in the 
second case has since been rectiAed and if so, what was the addi- 
tional tax recovered. 

' 59. A partnership in whlch a minor is taken as a full-fledged 
partner is not entltkd to registration under the Income-tns Act 
accordmg to the Supreme Court judgment delivered in 1960. Subs* 
quen? to this judgment, it IWC found that the  Depnrtmrl i t .  ;il~on.rd 
repstration to a F,.m in which a minor had been taken as a full- 
Aedged partner while completing the assessment for the pears 1956- 
57 and 195738. On this irrerularitp being pointed out, the Corn- 
missioner of Inc~me-tax had taken action under scctifln 33-T3 of the 
Income-tax A c t ,  1922 for revision of the assessment for 1956-57. 
Rect:fication order for the y a r  1957-58 remained yet to be passed. 
T h e  addi:ional tax rccovemblc in this case for these two yearn 
would be Rs. 67,000. 

During e\ridence, the Committee were informed that actfnn had 
since been taken In respect of both the years 1956-57 and 1957-58 
and there might be no loss of revenue. According to a note fur- 
nished at the instance of the Committee, for one ycar the Suprcme 
Court's decision was not available to the I. T. 0. a! the time of 
~ s s e ~ s m e n t  2nd he had followtd the Inw laid down in another dcci- 
sion so far prevailmg as known to hrm; there had thus heen no 
n stakn on the part of the I TO. for another year, the 1.T.a. had 
explained that he followed :hr prcvlrm.- years drc~51or. The Cotn- 
m i s m n ~ r  of Income-tax had ~ u c d  a warning to the I. T 0. 

In another caw, where rt~g~straticm was allowed to a Arm for 
the years 1957-58 to 1959-60 bv an order passed in March 1960, no 
act:on was taken by the Depnrtm~nt to cancel the registration in 
the I:&t of the Supreme Cllurt judgment though there was sum- 
cicyit :ime till the middle of Yarch. 1962 for takmg action by the 
Corr~w.rr.;ioner. The roctific.irt:on haw now tx?come timc-barred 
invoivmg a loss of revenue of Hs. 1,40,OQO. 
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'Rie Committee were informed during evidence, that on m i &  
af the decision of the Supreme Court the earlier assessments should 
have been reviewed with a view to taking action under Sectian 
33-B. I t  was found that this was not always done. General inq- 
tructions were under issue in this regard. In extenuation at thn 
delay in taking action in the instant case, it was stated that there 
was delay in getting copies of the judgments of the Supreme Court. 
On the Comptroller and Auditor-General pointing out that a short 
summary was available within a fortnight and this could be sue 
plied to  the Income-tax Officers, the representative of the Cent* 
Board of Direct Taxes accepted the suggestion and promised to take 
action accordingly. 

According to a note furnished at the Committee's instance, the 
orders were passed by the I. T. 0. before the Supreme Court's deci- 
sion was known. and hence it has been stated that there was no 
mistake on his part. 

As  regards the first case, the Committee would like to be hb 
formed whether the assessments for the years 1956-57 and 1957-SS 
have since been rectified and the additional demand recovered. 
&$garding the second case the Committee note that the I.T.O. had 
passed the orders before the Supremo Court's judgment was received 
b y  him hut they are constrained to observe that after the judgmenS 
was received, he should have brought the case to the notice of the 
Comn~issioner of Income-tax for rectification under Section 33-B. 
By his failure to do this, a loss of revenue of Rs. 1-40 lakhs bas been 
occasioned. The Committee desire this aspect to be examined md 
suitnblo action taken. 1 

Tho Committee note that the Department proposes to issue 
gencrnl instructions that on receipt of a decision of the Snprctne 
Court in such cases involving important points of law the earlier 
assessments should bc reviewed with a view to taking action under 
Section 33-B. A copy of the imhuctions issued may be £urnisbad 
for thc inforrnation of the Committee. They would like to be Inform- 
ed of the arrangements made by the Board, in the light of the sug- 
gestion made by the Comptroller and Auditor-General, for the prompt 
supply of Supreme Court's judgments to Income-tar OfBcsrs. 

Etrotieorrs tefirnds-Rs. 4.37 lakhs:  Para 2, paqes 57 ro 58. 
Sub-pnta (i) : 

60. Prior to 1950. the Income-tnx Act of 1923 provided that any 
income-tax paid by a company on its income would be deemed to 



have been paid by it on behaU of the share-holders reming the , 

'dividends. Accordingly, the net dividend received by a share-hoidew 
*as to be increased (or "grossed upn) on the basis of the tax paid 
by the company on the profits out of which the dividends were dec- . 
hued. The amount by which the net income is grossed up was given 
& a credit in the assessment of a share-holder. If the fund from 
which the dividend was declared consisted of both taxed and ub- 
taxed profits of a company, as for example, income from agricul- 
ture and income from profits of a business taxable under the In- 
oome-tax Act, the grossing up should be limited only to that por- 
tion of the dividend which came out of the taxed proBts. For thb 
prpose, departmental instructions were issued in 1957 requiring 
that the Income-tax Ofacers assessing companies should work out 
the correct proportionate taxed and untaxed profits and the perc 
m t a g e  bv which the net dividend is to be grossed up for circula 
tion among all the Incame-tax Ofacenp assessing the share-holders. 

I t  was noticed during local audit that these irutructions were not 
followed and the percentage of taxed proflts as declared by the 
companies in the dividend wkmants was taken as correct without 
farther veriacation A test check conducted in these cases revealed 
that the percentage of taxed profits fell short of those shown in tbe 
dividend warrants on the basis of which refunds were allow& to 
thc share-holders, In aeWi sta& ca&a the excess refund h e d  
amounted to Rs 80,000. 

The Committee w e n  informed diving evidence that the mistakes 
bad been admitted in dl the 7 cases. A demand of Rs. 132,6011 had 
k e n  raised and a part of it had been recovered and the remaiPda 
was maer recovery. 

Tbe Commjtta d e b  to be appfilbd of the propem of recovery 
ef tat ombtanding rmoont. Tbey dm hope that sttitable iaetmdom 
.rtU be barred to tba faemme-tax Mrns so that such mistakes & 
wt reem wbcnwn old Psarsments relatiag to the y a m  prbr k 
~ u o t ~ r m p t a s d o r ~ ~ t e r .  

Sub-pora (ii) : 

61. Under the Income-tax Act, if a person transfers s h a m  before 
the declaration of dividend thus shifting the right to receive the 
dividend to another person, the dividend attributable to the pcrfod 
up  to the date of transfer should be assessed as the income of the 
transferor even though on the date the dividend Is declared the 
trans!eree ir the owner of the shares Thls provision fs aimd at 



pxwentiag avoia~ace of tax by d l h g  shares on the w e  of d e c b  
tlan or dividend and repurchasing them later. In computing the 
ifividend income in such a case, the credit on account of tax M u &  
ed at source from dividends shou d not be given to the transferor 
but should be afiorded to the transferee only. 

Xn a cam which came to notice during test check, a comprmy bold 
skires of the value of Ra. 1,13,45,030 during the accounting petid 
rtlevant to the assessment year 1957-58 to other companies which 
dI k b n g e d  to the same group. In amemsing the transferor company, 
the essesaing oiacer had taken r rum of Rs. 6,50,700 as the income 
dttributable to the period up to the transfer of the rhares. But 
krrbead of taxing this amount he passed it up to Rs. 8,8235 (by 
talting net m o u n t  the tax deducted at source). Re included it In, 
t$e b s s m e n t  of the transfaor company and gave credtt to r c ~ m  
d Ra 2,31,W (Rs. 8,82,305 minus Rs. 6,50,700) m deduction of tax 
at ernuce in that assessment. The groesing up of dividend and grant 
ad tax credit in this case was illegal and the erroneous asseamen+ 
in thir caae resulki in excess refund of Rs. 1,12330. The Minktry 

. had rrtrted that action had since been taka to rectify t& mltrb. 

The Committee eaqufred whether this case in which rhua 
worth Rs. 1,13,45,000 were transferred to other companies belong- 
hq to the samt koup was not big enough to attract the attentian 
ai the I.T.O. to the relwant provisions of the Incomo-tax Act. Tbo 
Cbainnan, Central Board of Direct Taxes explained that W o a  
U F  of the Income-tax Act 1922 (corresponding provisianr in 
Inaxnotax Act, 1961 are in Sections 94 and 270) which applied to 
thh case was a complicated one and came into use rarely. Due to 
8 Patstake in comprehending the provision, the tax credit had been 
awn b the transferor fastead of to the transferee. 

'IRc Committee desired to know, during evidence, whether the 
Department examined the possibility of corruption in such cases 
The Secretary, Revenue, Expenditure and C3mpmy Law stated 
tbat at the time of scrutinising the explanation or the 1.T 0. these 
rrpccts were kept in view. kcofding to a note furnished at the 
instance of the Committee, the LTO. had stated that the m~stake 
was a bow-ftde one, and the Comrn;ssioner of Income-tax had not 
considered any action necessary as the provisions of Section 44-P 
were of very uncommon application. 

Tba Committee would like to be tnfarmcd a b u t  the mavery al 
the &xcam refund of Rs. 1,12,331) panted in this c u s  They dm 



suggest that suitable instructions clarifying provision of Sectfon U 
F of the Inrome-tax Act, 1922 should be issued to all Incometnx 
Officers so that such lapses do not recur, 

Over-assessments-Rs. 3.93 krkhs: Para 73, page 59. 
Sub-para (a) : I 

. 62. Under the Finance Acts, a company has to pay super-tax 
a t  a flxed rate on the whole of its taxable income but a rebate is 
allowed at varying rates depending upon the class of the company 
and the source of its income. According to these provisions, a certain 
company was required to pay super-tax at the maximum rate of 
50 per cent from which a rebate was admissible at 30 per cent for 
the assessment years 1957-58 to 1959-60. This rebate was, however, 
allowed only at 20 per cent resulting in an over-assessment of tax 
to the extent of Rs. 43,630. It was also noticed that the calcula- 
tiom for all these years were checked by the Internal audit party 
of the Department and the error was not detected. 

During evidence, it was stated that the mistake had becn cor- 
rected and refund granted. The Committee were informed that 
the scope of Internal Audit had becn enlarged to include the check- 
ing of the corrections of the rate also. 

According to a note furnished at the Committcc's instanct., the 
I.T.O. concerned had smce resigned and the qucstion of any  action 
did not arise. 

The Committee trust that such mistakes will not hereafter escape 
detection by Internal Audit. 

Sub-pma ( b ) :  
63 Till the assessment year 1959-60, the F~nancc  Act of every 

year made provision for reduction In rebatc iidm~sslblc to tho* 
companies which distributed dlwdcnds in excess c ~ f  6 per cent of 
their paid-up capital The reduction in  rebate was abolished with 
effect from the assessment year 1960-61. Howevcd, the rebate on 
super-tax of a company was wrongly reduced by Rs. 25,567 for the 
assessment year 1960-61 and 1961-61, thereby crcating an excesg 
demand to that extent. On this bang  pointed out, necessary re- 
fund had been authorised. 

During rvidence, ~t was expla!ned that by nlislake the old law 
had \wen applied and super-tax was chargcri for 1960-61 and 
1981-62 at the higher rate. Full rebate had since bcen allowed and 
t h ~  whole amount of Rs. 21,528 over-nssesried had been refunded. 



A c d i n g  to a note furnished at the instaMle of the Committeh, 
the I.T.O. had explained that the mistake was a boha fide one. A 
.warning had been issued ,by the Commisaionw to the I.T.0, fo? 
mistakenly applying the old law. 
t 

The Committee trust that such mistakes (of applying an old law) 
would not be repeated. 

Income-tax demands written 08 by the Revenue D e p a ~ t m e n t  
Para 74, pa,ges 59-61. 

64. During the year 1962-63, the Income-tax Department had 
written off a total demand of tax of Rs. 4,39,91,353 which was classk 
fled under the following broad headings: 

1 .. 
Amounts written off as irrecoverable due tcz- 

Rt 

(i)'Acessees having dicd leaving behind no assets . 5J6473 
.. (i;) hs,cssee cornp~nies having gone into liqui&- 

t ion. j I . c . ~ . F c ~  
(iii) Asscssecs having bccorne ins~lvent 79,97,658 1 

(iv) As csscc~, bcing untr:~ccnblc. . 3 7 9 9 3 ? 3  
(v) Ascssces having left India. . 7 1 494* 

i (vi) hrsessecs who are a i~vc  but have no attachable 
i l scc ts ,  67, r 7,&3 

f v i l )  Amount hcinp petty i n c l u h g  u m t  fees, etc 343 
'(viii) Amount writtcn off as a rcsult of d e m e n t  u iith 

OSSCS"CCS . r,33,Ss1-44 
j i x  ' Dcm~nds rendcrd uncnforcahlc by subscqu. nt 

~lcv.lopments, such as iiupli~xtiit~ dcrn,md-, dc- 
mmds wrongly mad t ,demands being prutc,:ivc, 
etc. . .t.F5,365 

TOTAL ' 4,39,91,353 -- 
In reply to a question regarding " (iv) Assessees untraceable", it 

was stated that the number involved was 619. According to a note 
furnished at the instance of th6 Committee, the number of indivf- 
duals was 438 and the number of Arms was 32 (reg~stered 3 and un- 
remstcred 29). Among individuals the number of foreigners was 
stated to be 28. 

The Committee pointed out that under the catcqmy " (vii0- 
Amoutlt writtcn OFF ns a rcsult of settlement with tlie assexcers". the 



.rmaunts involved wete .very large and what was more, tnere waa e. 
sharp rise in 1962-63, as indicated by the following fig-: 

The Committee enqulred whether the origrnal asesmenb 'l9Pert 
defective or whether there was a possibility of any coll- Tbe 
Secretary, Revenue, Expenditure and Company Law, explained that 

amount waived in one case was very large (Rs. 61,?5,000). He 
&tat& that all these settlement cases were reviewed by a CammJtteo 
of CommiPPioners of Income-tax, then by a Director and uktima* 
by the Board It was the result of the combined work of a n u d m  
of officers Sometinsss, the party made an application a b u t  itr irk 
~hibty to pay and the Department made enquiries to And out tbe 
mrrect position. In settlement cases, they made independent ra- 
quiriso to h d  out what were the chrrnces of recovering m t h a ~  
what was king settled. Their approach was to recover to the fullest 
extent possible. The witness added that in a nmber of oareq tb 
-ents had been made on the Department's own asarmptionq 
8nd Large sums were added because of certain things not btfaa a- 
$hind by the - Ultimately, they found that them .rpas m 
V8y to recover tbe dues and they were written off. In reply to a 

the witnes stated that maPt of tbese cases were tbra 
years old. - 

In a note f tamidd  at the instance of the Committee, i t  hu been 
e t c d  that the highest amount written off in a single case w u  
Ra 61,15,590. The assessee was a nm-resident and he did not keep 
any amounts of his income from property etc. in India. Therefore, 
assessment for the years 1947-48 to  1958-59 was made on an cgtfmrte 
M t i n g  in a tax liability of Rs. 1,11,67,170 out of which a nun of 
Re 29,91,580 was collected by attachment and sale of his ameta m 
Well as from his rental income, leaving a balance of Rs. 81,75,580. 
Tbe mta of the assegsee in India were not sumcient to cover even 

portion of this demand. The asseswe died in 1957 and h b  legal 
heir requested the Board to make a settlement on the bads of r 
readonable estimate of the assessee's income for the perid in queb 
tion. Taking into acoount the difaculties in recnvery, the W d ,  with 
the approval of the Finance Minister, settled the liability at Rs. 20 
bkhs over and above the sum of Rs. 29,91,380 already collected. Thts 
rnrm of Rs 20 lakhs was paid by the legal h ~ r r  of the ~;gerwe and tbr 
&dance of Ra 61,?5,590 war written off. 



Out d the demand of tax of Ra. 4,39,81,SS3 wrltten off, the Carti 
mi- dmired to know in respect of items (il) to (vi) of para 74 d 
the Audlt Report the amount of demands created after the companfer 
had gone lnto Uquidation, etc. This analysis has been furnished by 
the Ministry of Finance in respect of cases involving write ofi d 
demand of Rs. 1 lakh and more as indicated below: - 

fL. 
(ii) Danand created after the axnpnics have gone 

into liquidation ro.46 W s  

(in) Dcmand creattd after the a o s a u a  have hewme 
in olvmt. 7.25 ,, 

(go) Demand created &a the rsseuaeo have 
become untraceeble. 4 5 0  1. 

(v )  Demand created after the assewea have I& 
India. 26.61 ,, 

(oi) Demnd crcated after knowing that the atr&oaer 
thoug 1 alive have no 8ttac::able a\% ets 31 90 . ,, 

I h e  Committee find from the above statement that r tax demand 
of Bs. 80.72 lakhs involving write off of demands of Bs. one lakh or 
moro a d  relating to assessments made after the assesses bee- 
Insolvent, assessees having left India, asswmm having become a& 
trsceabln and in the case 01 companies after their goina into liquid, 
tion have been written d. This shows tbat in a11 these cases them 
was considerable delay in completing the .ssossments, leading tm 
demands becoming irrecoverable. The Committee desire that en- 
quiries ahodd ba made to find out why the assessments worn ddayed 
and respomibility fixed in cuss where tbe delay was d m  to the 
asgligenca of tba olltear. 

$!5 As a result of a delay of four years in makfng the assessments 
far the year 1948-49 of a foreign company whosc asse!s were acqub 
ad by a State Government on payment of a suitab'e sum by 
way of cornpennation, tax dues amounting to Rs. 27-59 lakhs become 
immvemble and were written off by th? Department in March, I-. 
The Department had stated that tbe delay wm due to the time taken 
to get the particulam of the asets of the company to arrive at tSls 
m?rect taxable mount.  It ts, howclver, obrcstved that the raluo Oa 
tihe assets of the company bed been settled betwen the company 
~ $ t a b s ~ ~ 1 0 1 1 2 ) m n d t & t t f t h u r r w a ~ a a d l b  of tb 



company had been finalis4 expedltlnraly, the amount of tax payable , 
by the company could have been recovered from the final instalment 
of compensation of Rs. 81- 66 lakhs paid by the State Government to 
the company in March, 1951. The loss could, thus, have been avoid- 
ed if the assessments had been expedited or if there had been better 
co-ordination with the State Government. 

During evidence, it was admitted that there had been no proper 
Unison with the State Governments and that was the r e m n  why the 
assessment could not be made in time. 

On the general question, the Committee were informed that 
instructions had since been issued that all  company assessmcnts, ex- 
cepting those requiring special investigation, should be completed fa 
the assessment year itself. A larger number of officers had also been 
put on this work. 

In reply to a questmn whether any special action was takcn in 
m p c i  ~f fr$re:gn campanics and foreij?n natmnals who \vere I lkelf  
to lerlve Ind:a, ?he Con:mit;ee lverc informrd tha t  tho )irservr nnnk 
had decided, on the suggestion of the Departrnc:~: 1h:lt ns  r c m ~ t -  
k i i ? . ? ~ ~  shoul.1 be alllwed un!ess a tcis  clexra'ice ct'-' r"l* - t $ b  w . 3 ~  
obtalncd from the Depsrtmrnt. There was prnvls~on in t he  Iricomt, 
tax Act t~ assex a pr;:'ty C\WI 111 the middle of the yc.ar if  the 
D~par tmcnt  came t o  k:-cw :?l,rt srn.cbhl dy \vns 1:kcly to I ;cvc 7:: !:3 

The Sta:e G n v e r n n c r + s  and othpr  XI!n:r;tr~~s had also bccn r e  
quested to infor:n 1i.e Incqme-tax Dcpnrtmmt as s o w  as a bus*nc.ss 
concern was be.ng acqu:red so that Income-tax assessmcnts could 
be made quickly and the demands realiscd 

The Committee have been i n f o m ~ d  in a note furnished a t  their 
i n s h n c e  that as  the delay in ccomp!etlon of assca\smcnts is not a t t r j -  
butable to the I.T.Os., t h e r  explanat~ons have no: b c ~ n  c n l l t d  fv , t  

The Cammittce are surprised to learn that the delay in complctba 
mC assessments is not attributable to the I T Oi. It has been 
uinrittcd on the otlwr hand that the aspesrment could not be made 
hr time as there had been w proper liaison with the State Cov- 
em~nenf. Tbc Committee would like to know on wbom lies tba 
rsrpoasibility far failure to have proper liaison with the Stat. 
Cavenuncnt and the dehy d tour yeam which rasrrM In )om 
od raveaiw Prnoumtiap: to B.. 27-59 Adh Ths Commrittcc f e d  
that &en ham been k k  d vigiLUKt on tbd part d tb4 od[)mm, 
m d t h i r i s r B 1 c r u e f 4 t a f t m h e r p d e t o d e t s n n L a s  tsrp6d+ 
Irlllty 8 d  tJu nJI8bb wclr 8 g w b t  tb d8fnJIfy ed&wrr 



The Cammitteo note that inrfrrrctianr hrws since beun brrasd 
&at company as%sments should, as far as possible, be corn- 
plcted in tho nssassment year itself and that more ofIIeers have 
been put on this work. They also note that in the case of foreign 
companies or forcipn na'ionals likely to leave India, the Bcservo 
Bank has been requested not to permit remittances abroad until 
a tax clearnncc certificate is obtained from the Income-tax 
Department. The Committee also note that steps have been 
tnken to bavo proper liaison with State Governments and other 
Ministries where a husi~ess  concern is being acquired They trust 
that the% measures would save thr State from such huge write- 
off9 as had to bc done in this caw 
Sub-para ( b ) :  

66. A foreign company who owned shares in two Indian com- 
panies and whlch was r w d e n t  and ord~nnrllv resident for purposes 
of ~nc, ,me- tax  wound u p  its bus~ness in 1nd:a and tr3nsferrt.d all 
its assets to the f c r e ~ ~  cwntry  without the knowltdgc of the De- 
partment before the f,~llcwing tax demands c mid be co1kcted:- 
--.-- - - - . . 

~sscssrncnt pi Date of d e m d  Tax demand 

As thr. :lmount; c?uld n:): be c lllt*cti.d the ent,rp o u i s t n n 3 , ~ g  
dcmands trf  Rs 6 68 1:ikhs wrrc u'ri:ten of? In Au&~s: ,  1%0 In thu  
case, t he  returns were filcd on t h e  5:h S ~ v c m ? ~ c r ,  1953 and  the 
1st O c t ~ h r r ,  1954 f.)r thp nsschssrnent ycsrs 1953-5.1 and 1954-55 rc* 
pectivcly; and i f  ~mmc*dia:e actlun had been tnkcn to assess and 
collect the dcmands, the  Department wsu!d nLlt have I(>st the ent:re 
amount. I t  was stntrd by t h e  Comnr-ss uner  o! Income-:AX in Octb 
bcr, 1063 that su~tabic.  departmental action was tnkcn against the 
Income-tax Officer who failed to take timely action. 

During evidence, the Comm~ttee were infarmed that thb wss 
tare of lapse on the part of the Income-tax OfRccr. Accord:ng to 
a note funushed at  the instance of the Committee, the IT.ODs ex- 
phiination was found to be unsatdactory and his increment was 
obpped for one year. 

ThJsbackuteuewherratbetaxdsPund had to be d t t a a  
~bscrurawboilpcLofvigiluK.rs,tbrpart of tha :----tax 



O1Becu. Tbe Committee learn that one of the asud methadrr d 
tax avoidance is to send income-tax returns just before campanhq 
go into liquidation since, under the Companies Act, tax demand& 
unless made payable within twelve months prior to the date o@ 
liquidatiou do not get priority. The Committee would like Oar- 
srnment to examine this aspect careful'y and SQC what remedtJ 
stop9 ern be taken to overcome this difficulty. 

Foreign cornpaaim can easily escape payment by traasfedmg 
dl ~ w t s  to their home tatintry, and nnder internatioml Lw, U. 
tax demands of one country cannet he enforced in the 0 t h  
maless speeiftcally provided for in bilateral agreements. In thb 
particular case, thc claims made bv the Department before the 
liquidator of the comoanp in the foreign countrg were r e j u t d  
i'he Committee wou?i therefore like Gavernment to consider the 
Feasibility of proposing a provision in the double taxation agree- 
ments with foreiqn countries fm enforcement of I n d b  - 
demands in the foreign countries. 
A n e m  of tax dernads-Para 75, pages 61-62 

67. The arrears of tax demands up t o  1962-63 and the collectiolr 
of tax made against such arrears are indicated below: - 

~ i ~ n m a r s - a r -  
demmds dernxndc 
createdin createdb 
1!m41 1961+ 

and earlier 
& 

-- - 
hmars on I -4-1 962 17 -79 .  III-05. 
Collections during 1g62-63 . I5.V do 19 

--- - 
Add 

(a)  D a m d  raised during I 962-63 283 W 
(6)  Collections out of (a) 188.a8 

Total (A) + (B , + (C) 309 20 
-8 
Daxmnda written off and redud on rppals, rcctifiatioar, erc. 

bring 1952-63 . 37.49 



As stated in paragraph 72 of the Twenty-first Report of the P.A.C. 
(Third Lok Sabha), one of the reasons for the arrears of tax is 
the  collection of tax stayed on account of appeals having been 
preferred against the assessments to the appellate authorities or 
revision petitions filed before the Commissioners of Income-tax. 
The total number of appeal cases pending with th'e Appellate As- 
sistant Commissioners as on 30th June, 1963 was 74,120 out of which 
the appeals filed up to 3lst March, 1962 were 8,591 the appeals 
filed during 1962-63 were 40,072 and appeals filed during 1963-64 
were 25,457. The total number of revision petitions pending with 
Commissioners of Income-tax as on 30th June, 1963 was 5,451 out 
of whcih 2,893 cases were pending for more than one year. 

The amount of tax collection held in abeyance by Income-tax 
Officers as on 30th June, 1963 was Rs. 27.22 crores as indicated 
below: - 

h'urnber of Collections 
cases of tax 

stayed. 
(in m o m  of 

Rs.) 

Appeals before the .\ppcLlate Assistant Corn- 
missioner . 4,101 18.38 

Appeals beforr the Income-tnx Tribunals 4a2 3'33 

A p p d s  txfore the High Courts and the Supreme 
Court 349 5'  33 

Revision petitions pending with Commissioners 
as on 30th June, 1963 0.18; 

GMND TOTAL - 27-22 

According to a note furnished at the instance of the Committee 
(Appendix IV), the gross arrears of income tax as on 313-1963 
amounted to Rs. 270.43 after treasury adjustments and checking by 
internal audit parties (as against the figure of Rs. 271.71 crores 
given in the Audit para which was provsional Ague). A state- 
ment showing the yearwise and chargewise break-up of the gross 
arrears of Rs. 270.43 crores is given in the Annexwe Appendix IV. 
The amount estimated to be ~rrecovemble out of the pus arrears 
r j s q  (AiijLS - .  



of Rs. 270.43 crores id ,&. 45.23 crores and the break-up of the 
same is as given below:- 

Rs. in crorts 
(9 Due from persons who have left India leaving no 

assets 9'44 
(ii) From companies under liquidation . 6.04 

(iii) From others . 29'73 

45-23 

According to another note furnished at the instance of the Com- 
mittee, the yearwise break-up of the 8,591 appeals (filed up to 
31-3-1962) pending with the Appellate Assistant Commissioners as. 
on 304-1963 is as follows:- 

- -- - -. -- . - -. - 
X o .  of 

Year of institution appeals 
pending 

During evidence, the Committee enqulred why as many as 613 
appeals instituted during or prlor to 1958-59 were pcnd~ng on 
30-6-1963 The ,Chairman, Central Board of Direct Taxes stated 
that most of the older cases were pending for want of a decloion 
by the High Court or the Supreme Court, or because tho reference 
of some assessee was pending in another case Sometimes, at the 
request of the assessee himself the appeal was kept pending, as he 
wanted to avoid litigation charges The Committee were informed 
that where the amounts involved were big, Commissioners were 
always requested to see that the appeals were quickly decided o m  
way or the other. With a view to reducing the work-load of t h e  



appellate authorities, which was stated to be one of the causes f o r  
accumulation of arrears, a few more posts of Appellate Assistant 
Commimioners had been sanctioned. At present the effective ar- 
rears with each Appellate Assistant Commissioner was stated t o  
be about 7 months' work-load. The Public Accounts Committee 
had suggested earlier that it should be not more than 4 months' 
work-load, and the Department was reviewing the position on that 
basis and if necessary more posts would be created. 

The Committee desired to be furnished with full particulars 
regarding 27 appeals which were pending up tq and including 
1954-53. According to a note furnished subsequently by Covcrn- 
ment out of these 27 appeals, I1 appeals (2 of 1952-53, 2 of 1953-54 
and 7 of 1954-55) have slnce been decided and the final positmn re- 
garding pmdltlg appeals and the yearwlse break-up 1s now as 

Year of institution 
No. of 
a ~ p e a l s  
pending 

Out of these 16 pending appeals, 13 arc in the charge of one Com- 
missioner of Income Tax and 3 are in the charge of another. The 
amount involved in the farmer 13 appeals is Rs. 60.97 iakhs and 
rcrovery made is Rs. 4.86 lakhs. while the amount involwd in the 
latter 3 appeal is Rs. 4.72 lakhs m d  recove? made is nil. The 
reasons for pendency have been stated to be, inter alia. (i) non- 
cooperatian of the  asstwee; (ii) request of the  assessee to keep t he  
appeal pending; and ( i i i )  non-completion of rcmand report by the 
1.T.O. 

During evidence, the Committee enquired about Vhe steps if 
any,  taken hy Government to implement a proposal to appoint Tax 
Recovery OfRcers. The Chairman, Central Board of Mrect Tax* -; 
explained that they had entered into arrangements with the State 
Gwements  under which a certain number of departmental 
oPRocrs had been sent to variouo S a t m  for warning. C~overnment 
prcipaesd to take up OW or two small divisions as en experimental 



measure. In the meantime, they were continuing to take the as- 
sistance of the State Governments in regard to the collection of 
arrears, of tax demands. It would be some years. according to the 
witness, before the Income-tax Department could *take this work 
upon themselves. 

The Committee find that out of the gross arrears of Rs. 210.43 
crores as on 31-3-1963, a sum of Rs. 31.66 crores pertains to the period 
1952-53 and earlier years and one-third of this amount relates to 
one Commissioner's charge alone. In the same Commissioner's 
charge, 13 appeals up to and including 1954-55 are also pending. Thc 
Committee desire that special steps should be taken to clear the old 
arrears and expedite the disposal of the pending appeals in this 
Commissioner's charge. 

From the note submitted by Government stating the action taken 
on the Committee's recommendations in their Sixth and Twenty-first 
Reports regarding the clearing of arrears, the Committee find that (i) 
Government have impressed on all Commissioners of lnconie Tax 
the necessity of making an all-out effort for collecting arrears; (ii) 
in order to avoid accumulation of arrears a new section (Section 
140-A) has been introduced in the Finance Act, 1964, under which 
an assessee whose net income-tax liability exceeds Rs 500 has to 
pay the tax voluntarily within 30 days of the furnishing of the re- 
twn, failing which he will be liable to penalty up to 50 pcr cent 
of the tax. While the remedial measures taken by Government m a >  
help in preventing future accumulation of arrears, the Committee 
a r e  concerned with the past arrears, which are of the order of 
Rs. 270.43 crores as on 31-3-1963. They are glad to note that as re- 
gards old arrears, the percentage of collection in 1962-&? (k. 75.26 
crores out of the a r r e u s  Rs. 288.84 crores as on 1-4-1962) waq higher. 
riz. 26 per cent as compared to 13.2 per cent during the previous 
year. However, further arrears have accumulated during 191S2-63, 
and out of the total demand of Bs. 59633 crores up to 1962-63, tbe 
arrears amount to Ra. 270.43 crores (about 45 per cent). Tbt Com- 
mittee wloald reiterate that in the context of the prcl~cnt national 
emergency and economic environment, it i s  imperative that the 
past a r r ean  should be realised by intenrifying the collutioa effort, 
and current eollectioaa should not be allowcd to rccumulatc 

The Commjtfbb find that as on 31-3-1963 the number of appeal4 
pending was 74.128 and the number of reviaion petitions pending 
was S,Wl. They note that some more Appellate Aufstant Commis- 
sioners have been appointed to clac tbe pafttoa. T h y  have been 
told that the urct l r r r  with each Appellate Asabtant Commisaionar 



at  present is 7 montba' workload. The Committee desire that fur- 
ther necessary action may be taken to bring down the arrears, so 
that the workload with sach Appellate Assistant Commissioner does 
not exceed 4 months' workload. The Committes find that the oldest 
pending appeal relates to the year 1948-49. Vigorous step should 
be taken to dispose of appeals pending for such a long number of 
years. 

Arrears of assessment-Para 76, pages 62-63 

68. It was noticed that as on 31st March 1963, 9.09 lakhs of cases 
were outstanding with Income-tax Ofllcers pending assessment. The 
year-wise break-up of the outstanding cases is indicated below:- 

Year in 
which proceed- 

ings were 
instituted 

Sumber of 
Cages 

pending on 
31-3-1 ,63 

r 959-Q and  earlier years 20,548 

The categwy-wise break-up of these outstanding cases IS indicated 
below. - 

- - -- - - -  - -  - -  
I Uusrncsh caw\ h.~ving inckbrne of over Hr -),am . 

111. Business LXSW hiving income of nvcr Ks -,pc h i t  not 
exccccilnp 13s. 15,ooo r ,56433 

I .All othcr cases cxccpt thtsc n~cnt ioned in ~3tgory  \' dnJ 
rcfund cwscs . 3*59~3u(;, 

1. Small income whcn~c  cases, Gnvernmcnt .salary cases i d  
ncrn-Gcrvernment salnr). ra..s helow Rs. I 8,000 2,62,1 19 

W M 5 9  



The number of assessments completed out of the arrear rwsEsgrnents 
and out of current assessments during the past Ave years is given 
below: - 

Financial Number of Out of Out of Total Number of 
year assessmellts current arrears asse~srnmts 

for pending 
disposal et the 

end of 
the year - 

Thus, there has been progressively a decline :n ihr [M'!'ct*ntngP of 
assessments completed from 1958-59. 

During evidence. the C,ammittee enquired from :he witness 
what action had been taken on the rtcc)rnnlcndn::~,ln marit* b y  t!;ck 
Direct Taxation Enquir?. Conln~ission recarr1:r:r s!i:~i:;s:-y : ! i c . p  F I 
of small income cases ( t d e  para 73 of the  21st Rtyxrrt i i f  I'.A C . 
Third Lok Sabha)  The Cha~r : :~ t~n .  Ccn::-31 R , n : - c i  of I?:!-cu.: ? ' . i > , r . i .  

read out to t h e  Comm:!tce the  Bo,.irdls circulnr issutbd ::! .T.:!Is;L!.?. 
1964 on this subject, g i v i ~ ~ g  ampie discr?!;,~n tci :hc* Incw.~-:-is 
officers t o  deal wi:h suc5 caws. The Cornn?: ! tw wcrc :nftrr:nc*d 
t ha t  in the 1,ut few months tht. dispos;il r t f  sma:! i!ir;n:c C - : I . ~ > ;  h;id 
gnne up, and there w 3 5  ai53 ~;1:'~:anti31 in?pr.,:-<.;lie:.: 1:) :iV:cr- 
age d:s,m.ial pcr ofRc:.r. 

While there is some improvement in the total I l t i t ~ l h r  of cawc 
per annum, in which the asst-s\mcnts were complctrd, thc pl'rcrntagc 
has k n  falling. The Committee \ iiw with conrcrn the pmgrczuive 
decline in the percentage of avx%smcnt\ rotnplrtic-d from 135Y-56 
(71.2 per cent in 1958-59: 696 per cent in 195980: 66.1 p m  r ~ n t  in 
1960-61: 6.11) per cent in 1961-62 and 39 4 pcr cent In 1M2-8.3) The 
number of cases pmding d i q p a l  in respect of 1962-63 camcli ta 
40 per ctnt of the bt.1 cases for diqporal. Thorcl am 9.0) lakhr of 
r m  pending with Incame-t.x OIIken and the net damclad h k e d  
u p  is eatirnmtcd to he of thc order of Ra. 8.77 cmm. Thb br not 8 

very satisfactory pasition. The Committee hope that en e rwult of 
tht st- Wca by Govenunent regarding small income crtacfi (6.21 



Frauds a& evasions-Para 77, page 64 

69. The Income-tax Act contains provisions for levy of penalty 
and for launching prosecutions fn cases where t h ~  tax payers are 
found to have deliberately concealed their incomes. The following 
table gives the particulars showing the numb.; of cases in which 
such penalties were lwied or prosecutions lauwhed, towther with 
the amount of extra tax realised on the concealed incclme, amount 
of penalty levied or composition money taken for cornpound:ng thrt 
prosecution proceedings. The figures relate to 1962-63. 

8 <: ) i n p w t ~ c m  inoncy 1cvw.l 111 rc\pc<t d CASCS r n  
$ 3 '  - ::,>>: - 

3 N,iturc t l f p u n ~ h m c n t  In rcspcct of (-' . . I:~ne.! Kq 15: - or 
.~mple ~ r n r r i s ~ ~ m m c n t  

i ~ r r  two months f;\r 
both rhc 8sw1xm 

During cvidencc, the  Committee enqulred why out of 3750 cases 
prosccut~on had been launched only in 2 cases. The Chairman, 
Ccritml Board of Dircct Taxes, explained that in view of the law 
as it stood before 1961 and the ntf l tude o f  the Courts 111 sivnrding 
lenient pcnalt~es and CFV, t ! w  Dynr tment  was not very keen to 
bunch pmwcut~ons.  The law had now changed. Government 



could levy penalty and also launch prosewtian, and as a preven-. 
tive measure they proposed to go in for more prosecutions. Instruc- 
tion had accordingly been issued to Commissioners that in all cases 
of deliberate concealment where there was sufficient evidence, the 
Department should as a rule resort to criminal prosecution. They 
were also proposing to send some ofacers to America for receiving 
training in improved techniques of prosecution. 

The Committee are glad to learn that, availing of the more 
stringent provisions of the present law, the Department propose ts 
launch more prosecutions in cases of deliberate concealment of in- 
come, and that soma officers are being sent to America for being 
trained in improved techniques of prosecution. 

The Committee find that the amount of concealed income un- 
earthed in 1962-63 was only Rs. 5.96 crores as compared to Rs. 7.12 
crores in 1961-62. The Committee feel that large sums have still 
not been detected and brought under the tax net, and there is con- 
siderable scope for improvement in the Department's operations in 
this respect. 



- I1 
OTHER REVENUE RECEIPTS 
Minidry of Works and Housing 

Arrears of rent from private parties-para 78, pages 65-66. 
70. At the end of 1962-63, a total amount of Rs. 26.46 lakhs was 

awaiting recovery on account of rent of buildings allotted to private 
persons and organisations. The rules require that rent in such cases 
should be recovered in advance. The amount was reduced to 
Rs. 19.81 lakhs as on 1st October 1963. Out of this amount, a sum 
of Rs. 2.51 lakhs has been outstanding for over five years. 

During evidence, the Committee were informed that as on 31st 
March, 1964, the total amount of rent awaiting recovery was Rs. 18.24 
lakhs The break-up of the arrears as on 31st March, 1963 and on 
31st March, 1964 was stated to be as foE1ows:- 

'In lakhs of rupees) 

Private persons nnd organisations . 13 6 .  .73  

Unauthorised occupants . c 13 o .a8 

Damages . - .  3 , -- 2.69 

Outstandings from markers . g 02 8.30 

Outstendings against I'mbassies . c , 9 3  0.4 

26.46 18 .24  -- 
In rcply to a qut'stion why rent was not recovered from private 
parttes in advance as required by the rules, the  S c c r c t a n  Works and 
Horlring stated that w h ~ l e  e v e p  effort was made to cnforct the r~ l les  
tn this regard, they were found difficult of appl~catlon Demilr~d 
p t ~ c e s  wcw sent, but -some allottees d ~ d  not pay 111 advance Perkli- 
cal rcrrmdcrs were sent; but in the meantimc rent accumulated. It 
was stated that undcr t h ~  Rent Control Act. mwtion prtwtvdm*gs 
could not be started immt~diately. 



The Committee note that outstandings of rent of b'uildings elloi- 
ted to private persons and organisations awaiting recovery as on 
31-3-1964 have come down to Rs. 18.24 lakhs from Rs. 26.46 lakhs 
as on 31-3-1963. There is, bowwer, mod much improvement in the 
recovery of outstandings from markets, which has come down to only 
Rs. 8.30 lakhs as on 31-3-15B4 from Rs. 9,02 iakhs as on 31-3-1963. 
In the recovery of damages from unauihorised occupants, there has 
been no progress a t  all (Rs. 2.76 lakhs as on 31-3-1963 and Rs. 2.77 
1.hhs as on 31-3-1964). The Committee desire that energetic steps 
should be taken to realise these outstandings at an early date. 

Sub-para (i) : 

71. A house requisitioned by G o ~ ~ c r n m e n t  in 1947 was allotted to 
a private individual after about a year, in April, 1948, a t  a monthly 
rent of Rs. 142 per month. No rent was recovered by Governnlcnt 
from hlay. 1957 onwards, and the  arrears for the period ending 31st 
March, 1963 amoul:?ed t o  about Rs. 10.000. The tenant died in 
October, 1963 but t he  building still continues to be in occupation in 
the name of the d c c e a s d  .\udit ;\.as, informed 1:: .l:t!~\i:~r:,. l9G.I 
that  a sum of Rs. 30.000 had been deposited as earncs: n-,one?. on be- 
half of the tenant, xvith t h e  State Governmc,ni. 1,u'rl.inq t!!(~ hrbasc, for 
purchasing the  property and tha? the  S:n!e C;:;\.i~rnmc~:i? !:xi ;:~!o:-:n- 
ed that the matter lvas uwier their c~msidern::. .n 

The Committee would like tr ,  t* informed of the succtts~tul con- 
clusion of eviction procmdinjy and the rcalr.wti~m of the rcnt duo 
from t h e  allottee (towards which t h y  trust that necesarq. and nde- 
quate steps would he taken. ~nc lud tng  cv-ordination with the State 
Govenunent who hold the earnest m m f  y of RY. 30,000). 



During evidence, the Committee desired to know in how many 
cases p r e m b  originally requisitioned by Gwenrment for public 
purpm were later allotted to private parties. The Committee 
were informed, in rn note *subsequently furnished by Gwernment 
(vide Appendix V) that there were 13 such cases. 

The Committee are of tbe opinion that in uses where premises 
are requisitioned for public purposes Government should aq soon as 
those purpo.ses are over take prompt steps to de-requisition the pre- 
mises instead of allotting them to privato parties It is the moral 
rcspoasibility of the Government to restore such premises to their 
rightfrd owners, as soon as they are not required for the pnhlic 

72 .4n Ice Plant room and a small r1j0n-1 adjacent + \ ,  ,!. x-t-rc 
a l lo t td  ln September, 1949 to a prrvatc ~ n d i v ~ d u a l  on a l~ccnce fee c>f 

Rs. lR4/7 - per monill  for sunmng a n  lcr factor? The llccnce of the 
:~llottcut was rc~volied with effect from 5th September. 1960 as the sl?e 
was requrred for constructmn of 3 multl-storeyed b u ! l d : n ~  scd he 
wils a5kcd to pay damages GL Rs 574.14 pcr month up  ' 'YYh Septem- 
iwr. 1960 and G R s  58720 p r  month thcrcaftcr T+ ai ln t r rc ,  h ( ~ w -  
cAvcr, contrnucd to pay thc rent at the old rn:cs xnd cc~n;c.cluer~!!*~ nr- 
rc nrs arnountlng t o  a'sout R s  12,000 on this accrmn! h 3 v t  accum.~lh:- 
r d  d u r ~ n c  the p c n d  from 5th September lWX ! o  3 ts t  ?,In-&.. ',W3 

Esplaining thc tmckjiround of the caw thc  *.v!tnes< S ? R ! C V ~  :\I?' 

thrr person wn.: I rrfi~rrc nnd the llr~rirr h.3.d b w n  give?? ' h:"l 
tcmpnrnrilv \ f ' % < ~  hr, \vas aqkcd b(-, vacatrs, h r  rcqucs:ed that  223  r?s* 
his rchnbil~tatlon clmm of Rs. 90.00C) he rnlqht b*. nl:o:tcd smw nrhtr 
piot whcrr he could move his factory and mntin!~e h:s httsinws An 
nltcrnntr srte wts allottt~d t o  hlrn in 1M)C. hut  there wrrc dif3cul:zes 
i n  h l c  taklng posswsmn, as he had to And some more money. Ti was 
stated that he plcxied for time and a t  h ~ s  request scvcral estcns:orrs 
w r c  glvm tn htm i n  1963, t h ~  DcIhl Dcvcltq~:ncnt Auth m ? v  raised 
a n  o h y ~ t i o n  that this slte could not be used for a factory an.? * 

nllotrnrnt had to bc cancc4lrd Another plat war: now heing alfl~tted 
to hlrn In another lwd i ty  where the srtc was mrnnt for factories. It 
wnh 5Latcd that by October thls ?-car he was e x p ~ t d  to vacate and 
Government wcrr dettarmined to take actlon against hrm T h e  arrears 
of rent up-to-date werc stated to be Rs 15.000 apprnsimstety, and n- 
dlffleulty was anticrpatcd in realis~ng the same AS Government had 
with t h m  the sum of Rs. 90,000 paid hy him for the ~ ( l f e - ~ f -  d o t .  - --.--1 - 1- -- 1 --- - --. -- - -.-.- -- Ah--- 

'Not WQed by Audit 



Tbe Committee regret to observe that there has been inordinate 
delay on the part of Government in handling this case, as a result of 
which the construction of a multi-storeyed building in and around 
this plot as planned by Government has been indefinitely held up. The 
Committee note that the individual concerned is expected to move to 
the alternate plot allotted to him in another locality by October and 
that Government are determined to take action against him. The 
Committee await a final report in this behalf as well as in regard to 
the recovery of the dues. 

Sub-para (iii) 
73. In respect of Government accommodation allotted to the Delhi 

School of Social Work in July 1947, i t  was decided in December. 1960 
to charge rent with effect from 1st December. 1960, at the rate of 
Rs. 35 per month per 100 sq. ft.. based on the market rates, instead of 
Rs. 22.75 per 100 sq. ft . .  fixed originally. The School authorities inti- 
mated in March. 1961 that they were approaching the University 
Grants Commission for increased financial assistance to  tvnble them 
to pay the arrears for the year 1960-61. The school was taken over 
by the Delhi Uni\versity with effect from 1st April. 1961 and since 
then the matter is stated to have been under correspondence with 
the Ministries of Education and Works. Housing and Rehabilitation. 
and the University Grants Commission. Tht. arrears of rent await- 
ing recovery for the period from 1st Dw-ccmhr. 1960 tn 31sl March, 
1963 amounted to Rs. 1.4 lakhs. 

During evidence, the Committee uerc informed that the ~nat tc l  
had been considered by the Mlnlstry of Educat~on in consultation 
~ t h  the Mlnlstry of Finance. and the final declslon takcn h!. C;ovc*rn- 
ment In June  1964 was that ~nstead of glv~ng a grant. acrommtditt Ion 
mlght be prowded to t h u  mstitution at a nommal r . m t  of Re 1 per 
annum per barrack urrth retmspect~ve eflect from 1st ..iprrl 1.960 As 
a result of thls decision, the arrears of Rs 1 4 lakhs hiid h.cn rc.duct,d 
to Rs 6 

In this connection the Comptroller & Auc1itI~r (;mc-ral drvw i~ttcn- 
tion of the  Committee to the  follow in^ eutrilc! from the Mln~strv of 
W o r k .  Housing & Rehabil~tatlon Cjrcular Ict !tar N o  12 19) 56-WII 
dated 12th June, 1956: 

"If there is any organist ion. is.h:c.h tlt~rt*r\~cs somc finanr~al 
assistance at the hands of i ;m7crnrncnt thth npproprr:*t~ 
course is for the Miniqty, uhrch is  administrat i \dy con- 
cerned with that o r p n i q t i o n  t o  rcndcr financial assistarwe 
to it in the  form o f  a rash grant rather than f r ~ r  Govern- 
ment to  provide any C;r,oc*rnmrnt accommodation nt a 
concessional ratis. w h ~ c h  would in effect, be a cnnct.aIed 
subsidy". 



According to a note furnished by Government at the instance of 
the Committee, the following are the other institutions in occupation 
.of Government premises at a token rent of Re. 1 per annurn: - 

1. New Delhi Club. 
2. Talkatora Club. 
3. Minto Road Club. 
4. University of Delhi. 

Last year, the Committee had recommended in a similar case 
(vide para 31 of 24th Report, Third Lok Sebha) that, instead of giv- 
ing a hidden subsidy in this manner, Government should charge 
full rent and reimburse the amount, if necessary, by way of casb 
grants. The Comrn i t t e~ '~  recommendation thus reinforced Govern- 
ment's general policy set out in Ministry of Works, Housing and 
Supply circular letter No. 12(19)/56-WII dated 12th June, 1956 
(Appendix VI). The Committee are therefore surprised at Govern- 
ment's decision in this case which constitutes a departure from both. 
They would reiterate their earlier recommendation and suggest that 
all these cases may be reviewed in the light thereof. 
Arrears of rent outstandmg in  respect of the markets under the ad- 

ntln1strnttt7e control of the Dwectorate of Estates-Para 79. page 
66. 

74. In paragraph 53 of the Audit Report (Clvil) 1963, mention was 
made of the arrears of rent outstandmg in respect o f  the markets 
under the administrative control of the Directorate of Estates. The 
table belaw brings out the latest position in thls regard:- 

('In lakh5 of r u m b  
- ---- - - - - - - - - ------ - -. - ---- - - ---- -- - 

Halancc KtAlsat~on Balance 
I'ericd as on during s o n  Remarks 

1-4-62 the year 1-4-63 

- 1 9 6 2 4 3  -------- ------- - 
(1) Period upto 1-4-1958 

(a) From persans dealing 
dirm with the Direc- 
torate of Estate\ 



During evidence, the Secretary, Works and Housing, stated that 
as on 141B64, the arrears were Rs, 6.25 lakhs and on d a b  (i.e. 
30-7-1964) they had been reduced to Rs. 4.95 lakhs. The delay in 
realisation was attributed to the tedious process involved in recover- 
ing the dues from rehabilitation claims through the Settlement Com- 
missioner. 

According to a note furnished at the instance of the Committee 
the number of lease/lacence deeds not so far executed in respect of 
these markets is 1226 as per details given below:- 
I .  Sarojini Market . 374 
2. Kamla Market . 256 
3 .  Pleasure Garden hlarket 367 
4 New Central Market 204 

5 .  Ex-licences of Raisina Road ;lark& (sink \\o"nif up) who 
were shifted to Andrews Ganj and Nsnakpur . 2 5  

- 
The Committee do not find any appreciable improvement in the 

clearance of arrears of rent outstanding from markets. They arc  
surprised that there are as many as 1,226 lcase licence deeds .itill to 
be executed m respect of somu markets. The Committee suggest 
that adequate measures should be taken to expedite exwutian of 
the pending lease.'licence deeds. The Committee would like to 
know the special steps which are proposed to be taken for the qwcdy 
liquidation of the arrears of rent and for ensuring that the current 
dues are  not allowed to fall into arrears. 
Defnonds raised, recoceries made and the outs tandt t~g  nrrcwrs o f  rcB>1! 

In respect of Central Guvenlment  properttes 1oc.ared tn Delhl arid 
expenditure rncurred on the orqanrsatlon o f  ?he Dtrec.rorntr o i  
Estates-Para 80, page 67 

75. The following statcrnt nt shows the assessnwnt. rt*ai~s;i; I O ~ I  aud 
outstandlngs as well as expenses incurred In respect o f  rents for 
Central Government bulldings located In Delhia--- 



In extenuation d the inereare in the wear& the Secretary, Works 
and Housing, stated during evidence that they did nnt gRt full infor- 
mation from the various Ministries month by month and there was 
a backlog of 3 to 4 months' rent awaiting adjustment, which account- 
ed for the bulk of the as6e?nrsnent md the recovery. There were also 
difl[icultb in reconciling the statements. A s p e d  cell had been 
created in 1947 fm this purpose and this cell had reconciled all the 
statements up to 1956, and had now taken in hand the statements 
pertaining to the next two years. The witness stated that they had 
also created a new Section to chase the outstandings. They were also 
trying to mechanise the accounting system to improve the situation. 

In -justification of the increas  in the amount wrltten off durlng 
1962-63 (Rs. 204 thousands) as compared to 1960-61 (Rs 2 thousands) 
and 1961-62 (Rs 4 thousands) the witness stated that nutstandlngs 
up to 28th February. 1954 were rev~ewed and Government cicclded 
to write off the amounts involved in cases In which no further pro- 
gress could be made or in wh~ch verificatjon of recoveries was not 
posslblc for want of old records According to a note furnished at 
the instance of the Committee. the total amount of Rs 204 lakhs 
covcrs nearly 11,000 cases. 98 p r  cent of which lvere of amounts less 
than Rs 100 each. 

The Committee observe that eve- year there is a gap between 
the assicssments for the year and the actual realisations. This gap has 
been on the increase (Rs. 2 lakhs in 1959.60 Rq 4 lakhs in 1960-61; 
and Rs. 18 lakbs in 1961-62 and 1962-63). This would indicate that 
apart from the old arrears even the cunrnt duels are getting into 
arrears. The Committee desire that (i) a vigorow., W o e  d m d d  be 
launched to clmr t&c arrears and ( i i )  steps s b d d  be taken to realioe 
the current demands promptly by enlisting the co-operation sf dl 
the Ministries. 

Ministry of Home Affairs 
Arrears of Sales t a x  of Delhi Administrntim Para 81. pages 67-68- 

76. The position of arrears of tax demands as on 1-4-19fi3 is as 
shown blow:-  

- .- 

(In lkkhs c>f ~ p e e s )  
-. - Year -- * .  

Prior to 1959-60 . 



T h e  recovery actually made up to 30-9-1963 against the effective 
arrears of Rs. 30.33 lakhs was Rs. 15.54 lakhs. 

Giving the latest position, the Chief Commissioner. Delhi, stated 
during evidence that as on 1-4-1964 the arrears were Rs. 90.64 lakhs. 
The net recoverable arrears were stated to be only Rs. 31.31 lakhs 
the  balance of Rs. 59.33 lakhs being accounted for as under:- 

(In lakhs of rupees) 

( I !  .\mount reduced in appds,revisions . 0.86 
( r t )  Amount proposed to be written off 54.38 
( i ~ i )  Recoveq stayed by the High Court . 2'73 

( i ty)  Recovery stayed by the Chief Cornmissioner . 0.08 
( v )  Amount in\-ohV4 in insolvency cases . I .28 

The Committee were informed that the total demand of sales tax 
,raised from 1-4-1963 to 30-9-1963 was as follows:- 

-. - Rs Rs. - - - -.-- -- - -- -. - - Hs. - - -. 
Demand paid with the returns . 2,6~.-3.562 I I 3.82,64,98 I 
Demand raised as a result of assess- 

ments I 464.243 8,17,01c 22,81,253 

Accumulation of arrears was attributed to ( i )  some asessmcnts 
Ixing made at the end of the year and spilling over to the  next year 
and (b) some persons going out of business during the year and cnl- 
lection of tax from them becoming difficult a s  a result thereof. 

T h e  Department had stated that out of this amount the effective 
recoverable arrears as on 30-9-1963 were only to the extent of 
Rs. 3033 lakhs, the  balance of Rs 6481 lakhs belng accounted for as 
under. - 

' r l : ,  Rccavery staved by High C ~ u r t  4 1.- 
frr i )  Hecoven staged by Chlef Comrn~.;s~oncr 0 05 
(m) Amnunt held up with Northern Railway but may h a w  

to be written off as uncnfor~cahlc I 61 
fc) Amount invalvcd in inu~1vcm.y c a m  . 1 .g8 
ir17j Amount pmpacd for wire-off . 54.38 



Explaining the amount of Rs. 54.38 lakhs proposed to be written 
off, the Chief Coanmimioner stated that this related to the period 
prior to 1956-57. At that time, there was no provision to check bogus 
dealers and the Administration had to register them without any 
check. Demands m t h e ~ r  cases were ~nflated with a view to "sqcceze 
them out" and the actual loss might not be as much as it would 
appear from the amounts shown as unrealsable. The number of 
bogus dealers prior to 1956-57 was reported to be 74 and the amount 
involved in their cases Rs. 41 58 lakhs. The Chief Cvmmlssioner 
stated that 20 of them had been criminally prosecuted and the Ad- 
mlnlstration was trying to lay t h e ~ r  hands on the remaming 54, who 
would be dealt with in the same manner. 

In a ~:vte  furn~shed at the instance of the Committee. it h~ Seen 
stated that (i) the largest amount written off in a single case was 
%. 5.98 lakhs; (ii) In 10 cases the amount proposed to be written off 
exceeded Rs. 1 lakh, and the total amount involved In these cases was 
Rs. 2959 lakhs, and ( ~ i i )  in 6 cases the amount proposed to be writ- 
ten off was between Rs. 50.000 and Ks 1 lakh, and the total amount 
in~olved  in these cases was Rs 1.50 lakhs. 

As regards remedial measures, the Committee were informed that 
a Blll to amcnd the Sales Tax Act was gomg to be mtrduced  in the 
~ w x t  sessron of Parliament and t h ~ s  amendlng Blll was stated to con- 
tam stbveral prnv:s~ons dcslgnd to plug loophoies 

In reply to a question whether any progress had been made wlth 
regard to tlw shtfting of the burden of sales tas from the last pan t  to 
the fkst pomt as =ommendtd by the Comm~tter last year ( t rde 
para 4, 21st Report. Third Lok Sabha), the Chief Comm~uioner stated 
that t h ~ s  was feasible onlv in case whcrc t h r  importers were hmlted 
In number This was s; In the  case of drugs and rnedlcmcs and 
kirana mcrchand~se. The lrst was being cxan~inect further and a 
dwision was expec t4  to be taken soon 

The Committee are glad to lcrrn (i) that a Bill to amend tho 
t k lh i  Sales-tax Act i q  p r o p 4  to be introduced shortly in Pariia- 
meat to plug the loopholr?.1 rqprding evasioa of ales-tax. and (ii) 
that the question of shifting the burden of sales-tax from the last to 
ths fimt point in m p c c t  of mote comnrodiiies in order to prevent 
evasion at tax is expected to be fiaalhrrd soon. They await a further 
rtport in regard to both the above mmttem 

The Committee do not And nny appmioblc improvement ia the 
clesraace of rrmars of sales-tax (R* b8.M lakhs on 1-4-1964 as com- 
pared to Rs $5.14 hkhs 8s on 141!M3). They suggest that v i g ~ l ~ t t l )  
steps ahould be taken to liquidate old a m r i  and to avoid wctlrnu- 
l a t h  at current demands. 
lXM( AI : la!-6 



77. Out of the amount of irrecoverable arrears of Rs. 43.87 lakhs 
mentioned in para 4 of the Audit Report (Civil) on Revenue Receipts, 
1963, which accordmg to  the Department had been recommended for 
write-off, only a sum of Rs. 232 had actually been written off up  to 
September, 1963. 

The Chief Commissioner explained during evidence that the Sales 
Tax Commissioner was authorised to write off only amounts below 
Rs 250, and these Rs. 232 related to two such cases. Regarding the 
rest, the Delhi Administration had approached the Home Ministry 
for authority to write them off. The necessaxy powers had been 
delegated to the Delhi Administration towards the end of May 1964. 
According to the latest orders, subject to certain conditions. the Chief 
Commissioner had been gven  full pourers and the Conmissloner of 
Sales Tax had been delegated power to write off up to a maximum of 
Rs. 5000 in each case (as against Rs. 250 prcl-iously) The Commit- 
tee were informed that speedy steps were bemg taken and the writ- 
ing off of a little over Rs. 20 lakhs was espec td  to be conlplcted 
w~th in  a few days. 

NOW that larger powers of write-off ha\w been delegated to the 
Delhi Administration, the Committee hope that early action wotdd 
be taken to write off the arrears which are found to be irrecoverable. 



ACTION TAKEN ON OUTSTANDING RECOMMENDATIONS 

78. The replies received from the Ministry of Finance (Depart- 
ment of Revenue and Company Law) stating the action taken on the 
recommendntions contained in the 21st Report of the Public Accounts 
Committee (Third Lok Sabha) on Audit Report (Civil) on Revenue 
Receipts, 1963, have been included in Par t  111. of this Report. 

The Committee note that in the following cases, the replies fur- 
nished by the Ministry of Finance (Department of Revenue and 
Company Law) are of an intexim nature:-- 
- - 

Para Nn. 
of 21st  
Report 

-+ 

W 

17 

26 

3 3  

3 fi 

40 

42 
2 0 

2 

5 4 
5 5 

-- - -- 

Infi~rmdtion &.sired hy the Committee 

Re-orgcln~wion und strcngthenlnp ( 1 1  the Internal AuJ it  m d  
Apprwing Departments 

Do 
Son-wrrlcn~ent rcpird~np Jury rmlverable from a hrergn 

Government. 

Report rcpadlng outwnle of ~ o u r t  proiccl-finps and ~ 1 1 n n  taken 
a p m t  thc oti~ccn rcrrspm~t~le. 

I'(wfivn rtgirdlng arncndnwnt ol rhe existing rub 

Stcp, t3kcn 10 ~n~prc>vc the work~np of Inrcnul AuJlt I'artus 

Do. 

*Nor printnl [(Inc cylosrylrd copy Inid cm the l'ttblc. 1 1 1  the H c w e  ~ n d  
five cwplcs placed In the I'url~nmenr L i b r q  ). 

79 



The Committee would await a further report in regard to these 
matters, 

79. Replies. duly vetted by Audit, have not been received in res- 
pect of the following paragraphs: 

Para No. of Information desired by the Committee 
21st Report 
--- -- -- - - -- - -- - 

27 Classification of Badami unbleached paper as printing an 
writing paper. 

29 Clearance of excess quantity of sugar at concessio no1 rules of 
duty. 

30 Loss of revenue owing ti, irregular condonation of stock defi 
ciencies. 

33 Arrears of Union Excise Duty. 

37 .Arrears ~n the assessment and collection 01' excnc ciu~? vn 
rubber 

68 Result of the enquir) 
- - - - - -- - - - - -- --We-- . - 

The submission of the final vetted replies in respect of the above 
paragraphs may he expedited. 

Arrears of Custums Duty (Note Pass cases)--Pam 20 o f  " 1 s t  Report 
(Third Lok Sabha) 

80 The P.A.C (1962-63) had desired that the f ina i~sa twn o f  out- 
standing Note Pass cases (12,642) should be vigorously pursucd The 
positlon of outstandmg Note Pass cases for the quar t r r  rnrt~ng 
September. 1963 and December. 1963 was as fol1ou.s~- 

I x s s  thm .\Iorc than Total . 
3 months 3 months 

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

The position as disclosed by the above firrures Ls di.PppOintintT. 
The Committee desire that a vigorous drive should bc 9 hunched to 
fina1i.w the outstanding Note Pkos cases as lbatly as por dble. 



Recoveries an the xemcrining cases taken up by the Special Cell 
(Income-tax)-Para 32 of 6th Report and para 76 of 21st Report 
(Third Lok Sabha) 

81. The P.A.C. (1962-63) had been informed that 18 cases origi- 
nally referred to the Income-tax Investigation Commission were in 
various stages of investigations. The Committee had desired that a 
report might be submitted to them regarding the completion of these 
18 cases. This report is still awaited. The Committee hope that 
these case have been disposed of by now. They would like to be 
apprised of the latest position. 

Nn-settlement of the dtfferences between the Customs Department 
and Bmzbay Port Trust regarding dues on uncla~nrad goods-- 
para 7 of 6th  Report and para 77 of 21st Repwt (Thtrd Lok 
Sabha) 

82. The P A.C. (1962-63) had expressed their concern that the 
d~fferenccs bctwwn the  Customs Department and the Bombay Port 
Trust had remi~rned unresolved lor a perlid of more thBn 11 years. 
They had hoped that the M ~ n ~ s t n e s  of Flnance and Transport would 
s n ~ o o t h ~ n  the]!- d~ffrrcnces In a s p i r ~ t  o f  eo-operation and a m v e  a t  
agrced arrangements xvrthout any further dclav The Committee 
have k n  informed that an  agrtwd formula has since been worked 
out hy mutual discus<ion. They would like to be informed about 
t i )  the details of the agreed forniula. (ii) the pocition rqarding its 
acceptance hy the Ministry of Transport ( to  whom, it is stated. it 
ha\ h e n  sent for acceptrrnce), and (iii) the early implementation of 
the agreed arrnngemeats. 



A P P E N D I C E S  



APPENDIX I 

(Vide Para 1 of the Report) 

MINISTRY OF FINANCE 
(Department of Revenue and Company Law) 

The gross collection under "IV. Taxes on income other than Cor- 
poration Tax" (before deductmg States' share) for 196081 
comes to Ks. 168.73 crores. The corresponding figure for 1961-62 
is Hs. 161.03 crores showlng a fall of Rs. '7.70 crores. What are  
t hc reasons therefor? 

Thc gross coilcctions untlcr major head IV are classified under 
srvcral minor heads. The mlnnr heads under which there has been 
variritlcm between thc two years and !he reasons for the same are  
jiit7c:-1 helow: - 

L'p t o  ! ! ~ 3 ~ - ( i ~ I .  iclrlllc-::lK rm con:prnit.\ LI a, !)tkc~t\i i i~dt lr  the 
rl1i3Jut t~ciiii "IV 'I'i1st"c on ~ncrrmr~ urttlcr !hat\ i'~qkv:it!t\n Tax'" 
From 1960-61. ilwttnc.-ts* on c . t r r n ~ n l c ~  \v;ls h i  l t r ldt~  fhr 
major hcari " I l l  C'orporat~t~ THX" I i ~ ~ \ ~ t * \ ' r * : . ,  ~ t !  ~.r,!!ec!t~n\ rtal.iting 



7to income-tax on companies relating to the assessment years 1959-60 
and earlier years continued to be booked under the major head 
"IV. Taxes on income other than Corporation Tax". The number 
of assessments for 1959-60 and earlier years will become less and 
less as  the years go by and ultimately a stage will be reached when 
there will be no collections on account of income-tax on com- 
panies under the major head N. 

4 

Collections out of income-tax on companies, for assessment years 
1959-60 and earlier years completed in 1960-61, amounted to 31.87 
crores. Such collections in 1961-62 amounted to 15-24 crores 
because of lesser number of old company assessments completed in 
the second year. This would account for a fall of 16:63 crores undcr 
this minor head alone. 

Deduction a t  source: 
There was an increase of 11 crores undcr this minor head. This 

*was mainly due to- 
(1 )  increase in dividends declared by companies; and 
(2 )  increase i n  income from salar~cs subject to deductions at 

source. 

We have no figures regarding the total dlv~dends declared by all 
the companies. However. as per All-India Statist~cs, the income 
assessed under the hcad 'Salaries' in 1960-61 was 291.08 crores which 
increased to 339.25 crores in 1961-62 

E.P.T.: 
E. P. T. was abolished with effect from 1-4-46, Some old arrears 

are however outstanding. It is, therefore, not possible to estimate 
accurately the collections under this head in any year. m e r e  was 
a fall of 2 crores under this minor head. 

Adcance tax (net):  
Tht comparative figures for 1960-61 and 1961-62 are given 

below: - 

( i )  Adjusm~nrs to other 
herds . 

49'39 \ 62-31 (ir] Refunds to a s s a w  . 
50.55 

12.92 J 7 ' 9 3  



Only net collections under Advance Tax come in the 
Anal budget collections. The difference between the gross collec- 
tions and net collections is explained below. Most of the assessees 

ay tax in advance which is credited as a lumpsum under the head 
b d v a n c e  Payment of Tax". As end when regular assessment in 
made, an adjustment is carried out in the books of the Accountant 
General or Treasury debiting advance tax and crediting the regular 
minor heads of accounts such as "income-tax on companies", 
"income-tax--other collections", "super-tax"-"other collections", 
etc. The adjustments under the head "Advance Tax" will depend 
on the rate of progress of assessments as well as  the speed with 
which Treasury OfRcers or Accountant Generals make the adjust- 
ments. The refunds on accaunt of advance tax will also de- 
pend on the rate of progress of assessments. 

1.7'. 8; S.T.--Other collections: 
Under this head will be accounted the following:- 

(1) Collections as a result of provisional assessments. 
(2 )  Cash collections out of arrears and current demands. 
( 3 )  Part of adjustments from advance tax on completmn of 

regular assessments. 

No tfctarls of collectwns arc available under each of these three 
heads Therefore, i t  is not possible to say why there has been a fall. 
However. the fall in the adjustments 1s q u ~ t e  apparent from the 
figures given above. 

Why 1s there an lncrcasc In cnllect~nns under "IV. Taxes" in 
1962-63 ns  cornparcd w t h  1961-62? 

REPLY OF THE MINI-STRY: 
There were incrtta.sed collections due to the following two 

reasons- 
(1)  increase in rates of tax; and 
(2) increase in incomes. 



APPENDIX I1 

(Vide Para  1 of the Report) 

MINISTRY OF FINANCE 
(Department of Revenue and Company Law) 

How is the States' share of tax on income other than Corporation 
Tax worked out? 

The gross collect~ons and rhc States' share in respect of the years 
1960-61. 1961-62 and 1962-63 are glven beln~v: 

All recelpls under :hc. major head "IV Taxes on Incorn(. o!hcr than 
Corporatmn Tas a re  not di\ .~~li iIe but c ~ n l y  s tme  uf them. 'The 
dl\.~slble I tems are ah under 

( 3  r surchargr. special 



According to the recommendations of the Second Finance Com- 
mission, States were entitled to 60% of the net divisible pool and 
the remainmg 40% was the share of the Centre. The Third Finance 
Commission recommended that the States will be entitled to 66 2'3% 
and the Centre 33 1/370. The recommendations of the Third Fin- 
ance Commission are applicable from 1962-63. 

From the share payable to the States, adjustments are also made 
for the excess or short payments made in the earlier years. This is 
done by the Department of Economic Affairs in consultation with 
the Comptroll~r & Auditor-General. This Department is not, there- 
fore, aware of the  figures of such adjustments made in each year. 



APPENDIX III 

(Vide Para 2 of the Report) 

MINISTRY OF FINANCE 
(Department of Revenue and Company Law) 

Audit Report (Civil)  011 Rez?enue Receipts, 1964 
Item 1: para 43. page 35 (Table). variatiom of t h e  actuals from the 

estimates ut~dvr  Corporation T a x  and Taxes ott iwome other 
than Corporaricm Tax. 

( i )  What was the amount of advance tax collected tlurlng the 
years 1959-60, 1960-61, 1961-63 and 1962-63? 

( 1 1 )  N'hat are the reasons for the variation of 24.9% in respect 
of S u r c h a r p ~  (Central) & 3 8 3 r ;  In respect of Surcharge 
(Specnal dcl-lng :he year 1962-63: 

(:) The rcqulred information is as under. - 

Year  

While fixmg the budget estimate of 4.5 crort.a: fur Surcharge 
(Central) and 3 crorctu for Surcharge (Sycclal) for iW2-$3, the fol- 
lowing two factors were taken into conslderatron: 

( a )  Departmental figures of actual  collcctrons for lfW1-62 
whlch amounted t o  4 66 crorrs and 282  cmres r c s p -  
tively; 

(b)  Reduction rn rate of Surcharge (Cer~trol) on salary in- 
come w ~ t h  effcct from 1962-63 assessment from 5 per cent 
to 21%. 



The actual collections for 1961-62 as later verified b A.Gs. 
turned out to be 5.07 crores and 2.89 crores respectively. d u r  t h e  
under estimate was a t  the initial stage due to the difference between 
the departmental figures and verified figures. 

Another reason which would explain the difference between the 
estimates and actuals is the general increase in the collections under 
the major head 'N. Taxes' of which these two surcharges form a 
part. The increase in 'IV. Taxes' during 1962-63 between the esti- 
mates and actuals was to the extent of 13.9%. Hence, there was 
bound to be corresponding increase in the surcharges also. 



APPENDIX IV 
(Vide Para  67 of the Report) 

Addttional tnformation required by the Public Accounts Committee 
on Central Government Audit R e p o ~ t  (Civi l)  on Revenue 

receipts.  1964. 

Item 12:-Page 61. para 7 , L A r r e a r s  of tax detnands. 

(a)  The year-wise and charge-uvise break-up of the gross arrears 
of Rs. 271.71 crores may be furnished. 

(b)  How much of the amount of Rs. 271.71 crores is estimated to 
be written off on account of any of the rcasons given in paragraph 
74 of the Audit Report? 

( a )  The figure of gross arrears of 171 71 crores given In the .4udlt 
Report. 1964 were ( I ! , :  prc .s.onal figures The final figures after 
treasury adjustmen:?; a n i  after checking by intcrnal audit parties 
are  now available and accordmg to these figures, the gross arrears of 
income tax AS on 31-3-19&3 ananlounted to Rs 27043 crcrres Si statc- 
ment showing the year-\vise and charge-wise breakup of the gross 
arrears of R s  270.43 crores 1s enclosed (Vide Annexurcj I t  u.111 
be seen from the statement that the arrears relatlng to the scCrm 
vears 1953-54 to 1960-61 have been glven In a lump Accurate figures 
;eqardlng the break-up of these arrears for each year are not readily 
ava~lable  at present 

( b )  The amount estimated to be ~rrecuverable ou: of the gross 
arrears af Rs  270 43 crores is 45.23 crores and the breakup of the 
same 1s glven below. - 

($1 I 'nan  companm under 1iqui~ld:ion 6 0 4  

[Thu has bcrsn vetted tv iiuciit ] 
S A L NARAYANA HOW. 

Jotnt Secretar 
M F  (Dept t  of Reu Company L w )  

M F. (D R b. C L.) UOF 50 14 :7,'63-IT(B), at. 7, '7,'lW 







APPENDIX V 

(Vide Para 71 of the Report) 

MINISTRY OF WORKS AND HOUSING 

Suwmx -Paragraph 78 of the Audit Report (Ciuil) on Revenue 
Receipts 1964-Arrears of rent from private parties-Further' 
irrfmtion desired by the Public Accounts Committee regatd- 
i* requiritioned houses allotted to private parties. 

In their meeting held on the 30th July, 1964 the Public Ac- 
counts Committee desired, intet alia, full particulars about cases 
in which premises were requisitioned for public purposes and were 
later allotted to private parties. 

2. The desired information is enclosed. (Annexure) It would be 
seen that c ~ c e p t  in one case of an accredited press correspondent 
where rent IS being recovered under F R. 4S-A, rent In aH other cases 
is being recovered under F.R. 45-B. As the rents recovered from 
allottees cannot legally exceed what is payable to landlords plus de- 
partmental charges, there is no financial burden on Government. 
In the case of the press cortespondent, he is bein charged as much 
rent as is being paid to the landlord; under F.R. 4 k B he would have 
been required to pay Rs. 43 p.m. instead of Rs. 42 p.m. The difler- 
ence of Re. 1 i s  on account of departmental charges. 

c. P.  buPTA, 
Jt .  S e y .  to Govr. oj India 







7 61 'F, Suian Stnph 17-1-19$S Shri C.1'. I,al, Counsel P.K. 45-l3 with Thc premises were allotted to Shri C.P. Lal with effect from 
Park. ol' U.1'. (;ovt. Dcptt. charges 6-2-1958 (Counsel of U.P. Government), on the re- 

commendarion of thnt Government. 

8 7. Sikandrn Plam t -9-lo37 Lady Irwin Collel(e 130. I'hc premises were allotted t o  the Lady Irwin College tcr 
provide additional space. 

9 2. Rr:. tier Court 15-11-1917 Late Baha Kharak Do. The h w ~ e  was allotted t o  the late Baba Khar& Sipgh Ji. 
R C M ~  Singh J i  The  case has been discussed in detail by the P A C .  

1s Our h,\uicq i n  Kapur r 5-7-1950 Dcwan Jcrmani Das Do. In  1950 Kapurthala House, New Delhi was requisitioned 
t hala 1 louse (Outhouses only) bv the Estate Office under the Delhi Premises (Re- 

qui%ition and Eviction) Act, 1947. Part of the house 
was under occupation of Dewan Jermani Das, in 3 
employee of Maharaja Kapunhala, In order to have ..: 
vacant pwsession of the portion occupied %y him, it ' . 
was decided to allot him certain outhouses, garages, ctc., 
(some of which he was already occupying) on lease and 
l i a n a  basis. It  was also decided that -k would be 
allowed to rctun the accommodation in qtxdon 80 
long as the Kap~rthaia  H o w  remained under re- 
quisition. 



APPENDIX VI 

(Vide Para 73 of the Report) 

Copy of letter No. 12(19)/56-WII, dated 12th June, 1958 from ~ 
Govt. of India, Minist of Works, Housing & Supply, to all the 7" Ministries of Govt. of ndia induding the Prime Minister's Sectt; all 
afaces attached and Subordinate to the Ministry of W.H.&.S., and all 
sections in the Ministry of W.H.&.S. & P.P.S. to Prime Minister, etc. 
atc. 

SUB.: Provision of Govt. accommodation to non-Govt. Organisa- 
tions and private individuals, and the basis for the recovery of rent. 

This Ministry has been receiving requests from various Mmistries 
for the provision of ofice as well as residential accommodation for 
the various autonomous bodies, which have bc-n established by the 
Govt. of India. Similar requests have also often been received by 
this Ministry direct from various social, educational and cultural 
organisations, which are doing uscful work in the past. these requests 
havd been dealt with on ad-hoc basis. As, however, these requests 
are now increasing in number, ~t has txcomc necessary to review the 
whole position and to lay down a definite policy to be f o h w e d  in 
making available Govt. accommodation to such non-Govt. Organisa- 
tians and private individuals and the basls on which rent should be 
recovered from them in respect o f  such accommodation. 

2. The General pool of accommod;ittun rn rjew Dcihi/Delhi under 
the administrative c-ntrol of the M a t e  office of the G a t .  of I n d a  is 
intended to catcr essentially to the requirement of those Gw*. &ces 
and the officers employed In thtm whosf location in New Delhi' 
Delhi has been approved by the Accommodat ton Advisory Commit- 
tee. The accommodation avnllable has been very limited and far 
short of the requirements of Govt. To make up thls shortfall to some 
extent, Govt. has had to hire private ncvlon~nwdatlon on payment of 
market rent. It, therefore, means that i f  Gob? arro'mnlodatim is 
made available to nun-Government orgcln:sntlons or individualp it 
can be done only at the cost of Govt. requiren~ents I t  will, there- 
fore, be appreciated that ordmartly it would nut be possible t o  make 
available any Govt acct~rnrnoda t ion to Non-Government Organha- 
tions or private individual except in very spw~d cctcumstances. 

3. The Non-Covt. Oryanisatlons can be broadly drv~ded mto two 
cate ories. The first category conswts of those orgarusatlons, Wte the 
Air Res Co ,ration, the Council of Sclentlfic and Industrid R e  
much, the a t y a  Akadunu, e k .  which have been sponsorrd and 
established b Government and which are, more or less, w h w  
financed by %vt Though, technically spuklng,  there 01:gmmt~om 
are not Govt. Dcpwtments, in actual practice, they are  not intended 
to dishmge functions which Govt. could if it is so chose, &&wge 



directly and they have been established as autonomous organisations 
mninly to achieve certain administrative advantages. I t  has, there- 
fore, been agreed that there will be no objection, in principle, to 
office as well as residential accommodation being made avadable to 
such organisations from the general pool. It will, however, be 
appreciated that as  the actual accommodation available in the gene- 
ral pool is very limited and not enough to meet even Govt. require- 
ments, the accommodation which it will be possible to make avail- 
a b b  to such autonomous organisations, will be very limited. Before, 
however* any accommodation can actually be made available to any 
such orgadsation, it wiLl be necessary for that organisation to obtain 
the approval of the Accommodation Advisory Committee to the loca- 
tion oi its office in New Delhi/Delhi. 

The other category consists of various non-official organisations, 
which; though not sponsored or established by Government, can still 
be regarded as doing very useful work in social, educarional or c d -  
turd spheres and which deserve encouragement at the hands of Gov- 
ernment. In view, however, of the shortage of accommodation, it 
will not ordimmly be possible for Govt to provide any accommoda- 
tion to  such organisations except in very special cases. 

4 In regard to the rent to be recovered from such organisations 
in respect of Government owned or requisitioned accommodation, 
w h c h  might be made available to them, it has been decided, in con- 
sultation with the Ministry of Finance, that in all such cases, except 
as provided for in the succeedmg paragraphs of t h s  memorandum, 
rent should be recovered under F.R. 45-3. The reason for 
such a decision is that Govt. itself has to pay 
market rent for the private accommodation, which 
is being hired by it and there, therefore, seems to 
be no justification to charge any concessional rent in respect of Gov- 
ernment accommodation which might be made available to any Non- 
Government Organisations. If there is any organisation, which 
deserve some financial assistance at the hands of Government, the 
appropriate course is for the Ministry, which is administratively con- 
cerned with that organisation to render financial assistance to it in 
the fonn of a cash grant rather than for Government to provide any 
Government accommodation at a concessional rate, which would, in 
effect, be a concealed subsidy. It has, howevrr, been a g n d  that in 
the case of residential accommodation, which might be made avail- 
able to the em loyees of autonomous bodies, which have been spon- 
sored and esta ! lished by Govt. and which are mure or less who11 
bred by Govt- that such organisations in authonsed b the Ad: 
rninistrative Ministries concerned, in consultation with t h eir 
ciated Finance, to meet from their own budget the difference between 
the rent calculated under 45-B, which an emjdoyee of such an  or- 
ganisation would have to pay to Government in respect of the rccom- 
modation made available to him, and the m t  calculated under 4 5 4  
which would have been paid had such an emplayee been a Govern- 
ment =ant. 

5. In tho case of press representatfvcs, it has been agreed that 
msjdrntirl nccommodation may be made available to them m the 



payment of the standard rant under 45-A or pooled rent, whidtrvcl 
is higher, subject to the following conditions:- 

(A) The total amount of residential. accommodation to be 
made available to presu representatives will be Ared by 
Govt. from time to time and that this total will not be ex- 
c e d e d  by the Estate Of[lcer without the prior appnrvd of 
Government. 

(B) The accommodation to be rovided to a ress repesmta- 
tive will not be in excess o f what would appropriate if 
he were a government employee. 

Ee 

If any office accommodation is made available to the presa, rent 
will, however, be charged under F.R. 45-B. 

In case of the Bharat Sevak Samaj, it has been agreed in coslpulta- 
tion with the Ministry of Finance, that ofice accommodation may be 
made available to this organisation rent free subject the aree of ac- 
commodation being in accordance with the austerity scales of Gov- 
ernment. In the case of the residential accommodation,~which might 
be provided to any employee of the Bharat Sevak Samaj, rent will, 
however, be charged under F.R. 45-B, as in the case of other Non- 
Government Organisations, and i t  will be open to the Samaj to pay 
to the employee, the difference between the F.R. 43-A and F.R. 45-B 
rent. 

Requests are also sometimes received from Foreign Missions and 
Foreign Organisations like Ford Foundation etc. In all such cases if, 

accommodation is made available, rent w d l  be charged under Fi. 45-8. 

Accommodation is, sometimes required to be gwen to State Cov- 
ernments also So far as residential acc~mmodatian allotted under 
official arrangements to an officer of a Part A or B State Government 
is concerned, rent will be recovered in accordance with Audit instruc- 
tion No. (4) below F.R. I S  i n  A.G. P&Ts compilation of Fun-- 
tal Rules and Supplementarq. Rules (Vd. I ) .  Rent for d c e  - 
modation allotted to a Part A or Part B Stata Govt. WAU be 
under F.R. 45-B. As regards Part C States, rent in respect of s 
and residential ilcconlmodation placed at their drsposal wihl kr 
charged in accordance with the  orders contained in thip M e  
letter No. WII-76(i)54, dated the 18th June. 1955 (Copy errclad). 

8. The orders contained in this office Memorandum supersedt all 
previous orders on the subject and the cases of all orgarusations and 
individuals to whom Government accommodation has already been 
made available, would be reviewed by this Mimstry in consultation 
with the administrative Minlstry concerned in the light of tbese 
orders 

Copy of Govt. of India Ministry of Works, Housing and Su 9 letter No. WII-75(i)/54, dated the 8th June, 1955 as modiAed by 
dendum of even number dt. 27-6-1!XS to all Part 'C State Govtm- 
m@n to. 



$m: Recovery of rent in respect of Central Government aocoan- 
mudation placed at the di+ of Part 'C State Govt- 

I am directed to state that the questim of recovery of mt in res- 
pect of buildings belongin to the Central Government and L Pd a t  the disposal of Part 'C' t e  Govts. either for omce or ential 
purposes has been under consideration for some time and the follow- 
ing decisions have been taken:- 

(i) In the case of buildings utilised for oflice accon~modation 
placed by the Central Govt. at the Disposal of a Part 'C' 
State as being surplus to its own requirements and requir- 
ed for its purposes by a Part 'C' State Govt. in whose ter- 
ritory that accommodation is located, no rent shall be 
charged for the accommodation so transferred but its 
maintenance and Addition and Alteration, if necessary, 
will be responsibility of the Part 'C' State Govt., concern- 
ed. The ownership will continue to vest in the Centre. 

(ii) All residential accommodation already allotted to the 
employees of a Part 'C' State Government either directly 
by the Centre or through the State concerned, shall be 
treated as having been placed at the d~sposal of that State 
for which the  State.Government will pay to the Centm 
full standard rent under F.R. 45-A and recover from i t s  
own employees who are usmg them rent on such basis as 
may be determined by it. The maintenance of these 
buildings will be the  rmpons~bil~ty of the Centre. 

2. These decisions take effect from the 1st October 1934. In res- 
pect of the period prior to the 1st October 1954 the following action 
will be taken. 

(i) Debits raised against Part 'C' States  for the omce accomrnoda- 
tion, placed at their d~sposnl by the Cmlre shall be withdrawn after 
codtation with the Centre Ministry of Finance. 

(ii) In respect of residentla1 aecommodatlon the rent actudy 
recoverable from the occupants in accordance wlth the provisions of 
F.R. 45-A shall be recovered from them bv the State Government 
concerned if  no recovery has been made so far, and c r d t e d  k, the 
a propnate head of accounts of the Centre. No rent w ~ l l  be recover- E a ie tn respect of bulldings occupled by persons entitied to rent free 
accornrnodatron or fur residcmt~al bu~ldlngs actually used as &'ice 
accornmoda ti on. - 

111 

3. The orders contamed In thls Mlnldry letter Nr& 8 2 1 8 m f i 2  
dated the 27th October, 1952 copv enclosed for a rmdy n?te+errce, 
addressed to the Ch~ef E n g n m ,  Central hrhlrc Works Depertment, 
are hereby cancelled. 





3 Finance (Deptt of '['he Committee are surprised to find that the test-audit of 82,495 cases (6 p c ~  
Revenue and (:om- cent of the total number of I 3 . 8  r lakhs assessees) has revealed under assess- 
W Y  merits to the extent of Re. 2.29 crores (in 5,195 cases) and over-asses~mcnto 

amounting to Rs. 3-93 lakhs (in 258 cases), besidca several lapses in pro- 
cedure. ' m e  Large number of cases involving under-awmsment to the tune 
of RS. 2 .29  crom clearly establish the necessity of streamlining administrative 
machinery and the Committee suggest that effective steps should be taken in 
this direction, keeping in view the complexity of income tax law. It appean 
to the Committee that one reason for the magnitude of the mimka 
committed by the Income Tax Officers is the heavy work-Id .  Considering 
that there are 13.81 lakhs of assessees to be assessed by about I300 ofiice1-8 
the work-load on each Income Tax Officer on an average comes to about xooo 
caws a year which has bcm considered high by the SanthanaqKommittce in its 
r t p r t  on prevention of corruption (item (ix)-page 272). Any strcmlining 
of the Administrative machinery must take into account L need to d u a  
this work load with a view to obtaining the optimum efficiency. They 
note that the functions of the Internal Audit have bten enlarged so as to 
include the checking of mistakes of law or rates, besides verifying the arith- 
m a i d  calculation of the tax. The Committee trust that with the enlargement 
in the nature of the duties performed by Internal Audit, theft will be signi- 
ficant improvement in prompt detection of cases of aver-a(##ssments and 
under-assessments. They also suggest that in future individual cases ia- 
volving an under-85~ement beyond e certain amount (say Rs. ~opoo) should 
be invcstigeted in detail and d o n  taken against officers concerned, if Mdet: 
assessment is found to be due to their nc&pcc or non-observance o rules or 
mrJofih- 



In respect of under-usesmnenu of tax and lcm of revenue of Rs. ~o,aoo and more 
in individual ases, pointed out by Audit, the Cornminet would like to be in- 
formed m to in how mmy caas :- 

(I] the tame I.T.O. was mponsible for mi& in more than one crrsc 
commtnted upon in the present Audit Report; and 

(14) the same I.T.O. who hns committed the mistake this year Ibo cammitt& 
m- in the previous year which haw been detected either in Ebt 
Internal Audit or Statutory Audit. 

q Fianacc (Dcptt of The Committee regret to find, from the h t u t  figures p h a d  btfore than, that 
Rcvenuc and C A ~ -  thc number of cases in w W  rrctification of under-assasmats was not 
p P n Y  L w )  possible due to opemion of timebar hnd inctepcccd from 91 to 129 aod the 

omount involved from Rs. 6-96 lakhs to Rs. 8.5 lalrhs. The Committee 
t ~ m  that the Incometax Officers would act with speed so that the number of 
timebarred cases would be reduced to th* minimum. 

Y 

Ik) ' l k  Committee are given to understand that under-assessments on ~ocount of 1 
mistakes in working out the total income or tax have been frequently noticed 
in audit, and thest mistakes could have been avoided if the officers were a 
link more c d u l .  'me Committee h o p  that the Gntra l  Bord of D i m  
Taxes would take effective steps to eliminate such mistakes. 

6 I;~nmce (Dcptt ol ' Ihe case r c f e d  to in para 45 (6) of the Audit Repon discloses a certain amount 
Revenue and (:om- of wgfigcnce on thc'part of the Incometax officer for which he has been 
P ~ Y  Law) imud a warning ' h e  C~mmittee would like the Board of D M  Taxes to 

examine whether the issue of warning was an adequate punishment in this 
case The Committee were informed that this casc had not been checked 
by lntcmnl Audit 

Even under the old instruction the Internal Audit party had to ~wnduct a a n t  
wr ccnt check of ca~es in which the assessed tax actedcd Rs. 10,ooo. The 
Committee would like to know why this cost where the sssesJtd demand 
uceedej Ra. I lolrh was not wiuitcd by the Internal Audit. 



6 7 Finance (Deptt. of In a note fumi4w.i aubscyucntly to the Committee it was stated that the mistake 
Revenue and Com- occurred duc to ruqh ;it the end of the financial year and that the officer 
pany Law). conccmcd ha9 bccn warned. 'The explanation about rush of work etc. is not 

quitc convicing. The Committec take a serious view of such mistakes and 
hope t h ~ t  necessary ~ t c p s  will be rakcn to avoid their recurrence. 

Do. T h e  cnte rcferrcd to in sub-para (c) of the Audit para is yet another case of cqe- 
lessncss resulting in undcr-assessment. The Committee would like to be m- 
fonncJ of thc progress of recovery of the d e m ~ n d  in thiv case. 

Do. 'The Commirrcc would like to be inftwmed of the outcome of this case. They 
trust that a5 a rcsult of the instructions said to have been issued, such mistakes $t would not rccur. 

DO. In view of the magnitude of the tax effect (Rs. 40 lakhs), the Committee would 
suggest that special steps may bc taken to nuke the assessing officers fully 
conversant with the provisions in the Finance Acts, year after year, by means, 
of refresher course or such other suitable method. 

Do. In view of the fact that lapses in computing Super-Tax payabk by companies am 
on the increase, the Committee would suggest that a general review may 
be undertaken and suitable instructions issued to the assessing officers. 

Do. The Committee would like to be informed of the final position regarding recovery 
in the cases mentioned in this para. me observations of the Committee 
regarding sub-para (a) of the Audit para apply to the cases mcfltioned in this 
para of the Report also. 



12 13 Finance (Deptt. of The  Committee hope that mistakes of the nature disclosed in this csse would, 
Revenue and Corn- in future, be avoided altogether. 
PanY Law). 

13 14 Do. The Committee would like to be informed of the outcome of the investigation. 

Do. 'me Committee would like to be informed of the complete position regarding 
the 69.1 cases and the progress of recover?.. They would also like to be in- 
formed of the results of the review about non-levy of special surcharge on 
unearned income said to have been ordered in the Income-Tax Commissioners' 
c h a w  in Lkmbay and Clncurta. 'l'he Committee learn from a note fbmished 
at their instance that instructions havc t m n  given by the hiinistry that the 
Income Tax Officers should c h ~ k  up the assessments of previous yeah when 
they take the next pending assessments and take necessary corrective steps to 
rectify rhc mlstdkcs As the procclfure laid down by the hfinistry mag result 
in wwssments beconling time-barred, special steps should be taken 
to prevent loss of revenue on this account They trust that instructions for the 
prior review of cdscs likely to be time-barred would have been issued by now. 3 

Do. The dimension of undcr-asessmcnr Jur m mist:&es in calculation of develop- 
ment rcbatc md depreciation has been showing an increase during the past 

two or three years. 'I'he (:nmn~irtee learn from a note furnished at their 
instance that instructions havc been given to the Income Tax Officers that 
while completing the pending asxssmcnts, the past assessments should be 
checked up and corrective action taken wherever nwessary. The Committee 
arc  lad that u revicuj had heen ordered, to begin with. in Bombay and Cdcutta 
of such caws. The Committee trust that the general review would prove to be 
highly fruitful. 'I'hcy would likc to be inf~wnicci of the results thereof. The 
fca$ibility ofextcn~ling review to other irnportunt chargs nlay also be examined 
in  the light of the cxpcrience gained in Hornbay and Calcutta. 

Do. The Committee would like to he apprised of the result of the appeal and the 
action taken thereon. 



The Committee are given to understand that wmng calculation of value of 
perquisite is frequently noticed in audit. The Committee therefore suggest 
that instructions may be issued that calculations of perquisite should be 
specially checked by the Inspecting Otficers. 

18 Finance (Deptt. of The Committee would like to be informed of the opinion of the Law M nistry 
Kevcrlueend (:om- and the instructions issued in thc light thereof. 
pany Law) 

'('he Committee appreciate the complicated nature of the law on developmmt 
rebate and depreciation allowance and hope that as a result of the steps : ken, 
there will be a marked improvement in the position regarding the cases involv- 
ing calculation of development rebate. The Committee may be apprised of 
the progress of recovery of tax in this case. 

1 k) The ~;ommittce would like to be informed of the action taken after the Supreme 
Churts' judgment re : (i) the present case and (ii) such cases generally ig future. 
The (:ommittee would also sugget that suitable instructiocs should be i s s d  
to all Income Tax Officers in the light of the judgment of the Supreme Court. 

I lo 'I'hc (hmmittcc would like to be informed of the final position regarding the case 
which was under correq-mndence with Audit. 

130 (I] I?le position reg,~rJing -very of the amount in the t ao  outstanding cases 
may be intimated to the Committee. 

( 1 , )  The Committee are alarmed at the large number of cases of 
under-assessment of incomc-tax due to incorrect determination of Develop 
mcnt rebate The rebate as incorrectly allowed in 165 cases and that resulted 
in an under-assessment of Ks. 15-54 lakhs. T h e  Committee suggest that 
cmmptchensive and clear instructior,s may be issued to all Income Tax Officers 



Do. 

h. 

Do. 

The ~ ~ i t t c e  note that the matts is beforr the court in this pPnicular case 
.Iky w d  awnit the outcome of the court pmcccdingp. 

Ihe Commrttr~cs would lh to be informed 01 the progress medt regarding 
r u w a y  of the ;rJdithnd dcm~nd nired in the two carer ref;urrd t o  in the 
W t  para a d  the action taken up3Inst the officers responsible for incorrect - 

( 1 )  Tbt p- at' recovery of' the outstanding mounts in rcym~ of all the 
C P ~ C .  may be conmunicatbd to the Conunittee. 

( t i j  I n  v u w  of the fact that is man\ .i\ 513 cases of under-assessment due to in- 
wra% ollowure of depreciation w e n  d c u a d  involving a sum of Rs. 18-29 

the Comrnittat suggest thu a&qurtc trPlning should be gvkn to the 
d in company c : x k  The lwgc number of wrong 
or o d t  of ixcvmct d c u h t m n  s f  depreciation allowonce makes it impas- 
t iw  t h e  speedy action is taken to train the a& properly in this rtspect. 

'me <hnmittce would like the h a r d  of Direct Taxes to take suitabk steps to 
muire that Income 'I'ax Officers keep themselves abreart of thc chaagor in 
the pmvisions of the Incomc Tax ACT, as amended by the Finance Acts, fiwn 
timc to tune. 
, -  - - - - - ----- -- - 



2 7 31 Finance (Deptt. of The Committee were given to understand that in another case, where a similar 
Revenue and Corn- qumtion arose, a reference was made to the Board and the Board had given a 
pany Law.) ruling that that amount should not be allowed as a deduction. The Com- 

mittee suggest that when such references are received and the Board gives a 
d i n g ,  all other Commissioners may also be informed simultaneously that such 
mistakes may not occur and uniform application of law is ensured. 

Do. A final report regarding the recovery of the demand may be submitted to the 
Committee. Action taken against the officer responsible for this omission 
may also be intimated. 

Do. 'The Committee would like to point out that the cases mentioned above do not tr 
involve any complicated principle of income determination and the mistakes 
could have been avoided if the officers had exercised due care. They trust 
that mistakes due to "oversight" will not recur. 

Do. The Committee would like to be informed of the progress of recovery of the 
additional demand of Rs. 1 , 6 2 2 6  raised in this case. They find that the 
mistakes have been committed over a number of years from 1957-58 to 1962-63. 
They would like to be apprised of the action taken against the officials res- 
ponsible for this lapse. 

Do. T h e  Committee appreciate that the point involved in the present case in com- 
puting the capital gain was not free from doubt. They would Like to know 
the final outcome of the case. 

DO. The Committee find it diffcult to understand how in this case the Commissioner 
had not considered any action against the I.T.O. to be necessary. The 
Committee consider it unfortunate that an I.T.O. should allow himself t~ 



Do. 

he misled by a wrong assenion made by an assessee's auditor and give rrlid 
wrongly. They would like the Board to reexamine the case and take suitable 
action if necessary. They would also like to be informed of the action taken 
against the Officer responsible in the other case. _ 

'The Chmmittws are not unaware of the complicated nature of incometax law 
and company aswssments in particular. They are glad to learn that a cbm- 
prehensive refresher course is being s instituted, and 36 more oompany drcles 
were being created. They trust that this would result in making the assessing 
officcrs fully conversant with the provisions of the Income-tax Act and the 
other intricacies of assessment in regard to companies, so that such mistakes 
arc not committed. 

'I'hc Committee are glad to learn that. with a view to avoiding this typt of 
mistake in the future, instructions have been issued by the h a r d  on the basis 
of a correct interpretation of thc relevant provisions in this regard. The 
Committee note that officers have been also asked t o  revier all of thk E 
type and rcctif~ the assessments whercver " Indian rate of tax" has not been 
corn uted in accordance with the correct interpretation. The  Committee 
wou I' d like to he apprised of the results of the said review. 

Non-levy of additional supcr-tax under Section 23-A of the Incometax, 
Act, 1y22 had heen adversely ccmmented upon by the Public Accounts 
(:ommittee last year (7-rdc piua 33 of their 21st Report, 3rd Lok Sabha). 
Failure to apply the provisions of Section 23-A appears to be chronic as during 
tczt-audit conducted in I 96 3,  the number ot' cases has increased to lor and 
the amount of under-awessmcnt involved has risen to Rs. 30-67 lakhs. The 
r:ommittcc regret to note the detcriotation in the position. Apparently, 
rhc internal c h t x k ~  which arc stated to be present are inadequate. The 
(:ommittet. rvould reiterate that the prtwedure should be tightened up and the 
I4oartf should keep a close watch on the position. A repon about the rectifica- 
tion carried out in the rot cases in question may be submitted to the 
Committee. 



36 W P h s c  (Deptt . of The. Committee would like to be lnfiwmed of the circumstances in whioh thb . 
Reuwmm and Com- lap= occurred and the action takcn to avoid recurrence. 

prap frw.1 
37 43 Do. -1'he Committee would like to be informed of the progress of recovery of the* 

interest in the cases rcf- to in sub-para of Audit para. k * 44 Do. In view of the fact that the number of cases in which omission to levy perm 
interest appears to he on the increase, the Committee desire that a 
all-India review may be undertaken and necessary instructions i w x g  
asneoaing officers for the prompt levy of interest wherever it is due. 
The Committee regJet to find that this type of lapse has occurred in cw 
(involving an amount of Rs. 6.64 lakhs). A report may be submitted to rht & Committot regarding rectification of the assessments in these c a w  and rfrt * 
p v  of rccovery of the interest due. 

(I) 7 l e  Committee had desired to be furnished with a note in&- h 
many out of 287 cases mentioned in the Audit para had become time-barred, 
and tht amnunt involved. 'This information is still awaited. 

(I;) The C o m m i t .  note that the Board have taken a serious view of drc co- 
lapses on the part of officers in this regard and have issued necessary inan#r 
tions in the matter. The Committee had exprmsed their mnctrn 
(uide para 65, Twenty-first Report, l a i r d  Lok Sabha) at the dda). i ~ t h k ?  
revision of provisional assessments of the partners' share hxmes after'* 
completion of the firms' assessments and had atsa taktlr a scrbSm. 
view of the failure to keep a proper watch over such cases through the reei&a 
prescribed for the purpose The Committee desire that the proceQue 
s h o u l d  be t i g h t a d  up and the instructions should be strictly cdbred- TW9- 
position rrgarding tMification of the non-timebontd xiawrrmd.bLt. parrrar- 
of ttu m v d  may be intimated to the Canmhrr. 



This wsc lndlcates ~u&gencc on the part ot the ;dsrscssing diicer in xruriniring 
the assessee's  counts lind in computing the taxable inarmc. The Canmi- 
t t tc  regret that the mistake should h v c  b r a  ~wmmitted fbr three coascuth-c 
vtcux. The! hope that in ascsments involving such large amounts 1.T.0~. . 
w d  cxrrcrw propel and caution. st) that there is no under-assess- _;E 
m a t  ea 



. trust that this guide bwk would be in the hands of every assessing 
.i that it would help to eliminate cases where income escapes assess- 

nmittee would like to know whether any explanation was obtained from 
.ncorne-tax Officer who omitted to bring to tax the suppressed income 

ne original assessment for 1958-59 made in October, 1960 when the records 
~rnselvm showed that there had been deliberate concealment. The 

;ommitt= desire that proper investigation should be made to ascertain 
whether maLafides were involved. They would also like to be informed 
about t h e  recovery of the additional tax and the final outcome of the penalty 
proceedings. 

'l'he Committee would like to be apprised of the final position regarding the 
cases reported in this Audit pan  including the progress of recovery. They 
trust that assessing officers would scrutinise the facts available in the assess- 
ment records with proper care in future. 

The (:ommittce are &en to understand that audit had raised the querv in 11961 
itself in regard to Lother case in the same Income-tax Circle &d the audit's 
view had also heen accepted by the Commissioner of Income-tax and the Board. 
In view of this, the Committee regret that the mistake in these cases was not 
immediately rectified; instead, legal opinion was sought, which resulted in 
delay and a loss of revenue of Rs. 4 -  12 lakhs due to rectification becoming 
timtbarred. It appears that a loss of at least Rs. 3 -64 laWls could have been 
saved if action had been taken by the Department on the basis of the audit's 
interpretation. The Committee desire that in future, to save the revenue 
from getting timcbarred, at least protective or provisional assessment should 
be made in time. The Committee note that instructions have since been 





.l'he Conrmittec trust that mistakes of the mure .dWsed in Audit para wMl 
not hereafter escape detection by I n n m l  Audit. . 54 63 LA) The Qmmince truvt that such mi&= (of applying an old dm) would zmth 
rcbpsod. 

I'he C ~ l r m t t e e  are surprised to learn that the Lialay in &b ofrssars- 
tncnts rs not vttributabk to rhe 1.T.h. It bes been &sd on*r$t &m 
hand that the awssment ccdd mot be made isr timafotbae had-mpwp 
Iuison w ~ t h  the State Government The Committee would like to know on 
whom l1m thc ~esponsibility for failure to have proper liaison with tht.S= 
Government and the delay of fbur yam,  which resuited in loss of firraut 
PrnountingtoRs q.gy&khs.  The('mitteefec1thatthuchnsbeenlpdrof 
V i g i l u n ~ ~  on the pu~t  of the &xis, and this is afit case fix a fiBthup9beto 
ci*tarmnc rcsponribrlity and take suitable action &st the c k ~ ~ ~ .  



{I? ThisisadearcootwherrthetoxQmudbdt~be witteaoffbca\rrcbt.lrd; 
of vigdmce on the part of the Inamc-Eot Officer. Thc Cammfwet -born thn 
one of the usual methods of tax avoinarrrr is to suhd InameTax . .muma 
just bcfbre companies go into liquidation since, nnrkr the . C c x n ~  .&e, 
tax k m m d s ,  u n b  made peybk within twelve months prior to the 4Ptc of E 
liqutdrtion do not get priority. The Comrnittet would G o a r e ~ m ~ n r  to 
aamine this at+ptct camfull\ and #r what remedial step can he tol;ar to ON- 
uwnc this ~ f i f f i ~ d t y .  

( t i )  Foreign Companies CZUI easily escllpc pa Iment by tramfaring aU assets # r' their home country, and under intemationa law, the tax demands ofone coun- 
try ctrtnot be c h d  in the other unless specifically pm\ided for in bilateral 
lo ( l iaancnts .  In this wni& case, the citahns mrrde by tfic -t 
ff inc the bquidrtor of the Wrnpmy in the &reign cxKlntry we=- 
X'he Ckmn~ittcc would therdim like Govcmmmt to oonsider the h d t W y m f  
propsing il provision in the &b& d m  r~rrrcpvnts with fbseiga osuaar- 
1t.l for cntbrccmcnt of Indian 'I'm denlands in the foreign ~nuntries. 

s fi  67 no. (r )  .[,he ~:ornmittce find thut out oc the gross curcan o f ~ s .  a p . 4 3  crores as on 
j I -3-63, u sum of Rs. 3 I .ti6 cmra pertains to the period 19p-yj and earlier 



years and one-third of this amount relates to one Commissioner's charge alone. 
In the same Commissioner's charge, 13 ap eals upto and including 1954-55 
are also pending. 'The Committee desire & t special s t e p  should be taken to 
clear the old arrears and expedite the disposal of .the pending appeals in this 
Commissioner's charge. 

( i t ]  From the note submitted by Government stating the action taken on the 
Committee's recommendations in their Sixth and Twenty-first Repom r e  
garding the clearing of arrears, the Committee find that (i)lGovunment have 
impressed on all Commissioners of Income-tax the necessity of making an all- 
out effort for collecting arrears ; (iz] in order to avoid accumulation of arcarm 
a new section (Section 140-A) has been introduced in the Finance Act, 196q, 
under which an assessee whose net income-tax liability exceeds Rs. 500 has to 
pay the tax voluntarily within 30 days of the furnishing of the return, f a i b  
which he will be liable to penalty up to 50% of the:tax. While the'remtdial 
measures taken by Government may help in preventing hture accumulation of . 
arrears, the Committee are concerned with the past arrears, which are of the 
order of Rs. 270.43 crores as on 31-3-63. They areglad to 'note that as 
old arrears, the percentage of collection in 1962-63 (Rs. 75 -26 crores out of 
the arrears Rs. 288.84 crores as on 1-4-62) was higher , mk. 26% as canpared 
13 -2% during the previous year. However, further arrears-have accumulated 
during 1962-63, and out of the total demand of Rs. 596.93 crores upto 1962- 
63, the arrears amount to Rs. 270.43 crores (about 45 per cent). The Com- 
mittee would reiterate that in the context of the present national emergency 
and economic environment, it is .imperative that the past arrears should be 
realised by intensifjkg the collection effort, and current collections should not 
be allowed to accumulate. 





l'he (:onunittee tind that the mount of conccalai inwrne unearthed in 1962-63 
was anly KE. 5 '96 crows as c-mparcd to Us. 7.12 mores in 1961-62. The 
C D m r n h  fbcl that bgc sums h e  I&# nor been d a c a d  a w l  bmq#~t un- 
& the tax aet. and there is coruickmblc wmpe for itnprrrwnraa in she Dc9.rt- 
mcnt's qmatians in t h i s  rcspn~.  

works & Housing The <:tmmittee note that outstandings of mt of buildings allotted to ptivste 
persons and orgunisations awaiting recovery oe on 31-3-64 have come dawn to 
Rs. ~ 8 . 2 4  hkhs tium Rs 26.46 hkhs as on 31-3-63 'Thtrt is, however, not 
much imprcwemcnt in the rrcwcq of outstandings f m  markets W4tichhs 
came down to onl! Ks 8 . 3 0  hkhs as on 3 I -3-64 from Rs. 9-02 Mkhs-as on 
3 I-j-63 In the rtitwcr). of d "f" f m u n r u t h o r i o c d ~ ~ ~ u ~ ( g l t s ~ h r s  
been no propress at all lRs 2 . 7 6  La hs as on 31-3-63 and Rs. 2.77 lPkhs ae on 
31-3-64.' The Cbmmince desire that energetic steps should be taken to m- 
l i s t  t h e  nutnnndings at an early date 

The Colml~tta. arc ot' the upniun t h  In cases where premises are requisitioned 
for public purpose< Ciovemrnfnt should es socm BS those purp;oles arc over 
Lplcegronlpt s t e p  t i)  &-requisition dw praniscs instead of a l h t b g  rbcm to 
prrvatt panics It is the moral r c . h i l i t y  of the Govanmcnt to scrunr 
such premises to their ci~htful owncrs. as soon as they arr not rrquircdfar the 
public purposc 



73 Works and Housing Last \enr the Cornminee had recommended in a similar case (vide pam3raf ' 
14th Rcpan, Third Lok Sabha) that, instead of g i v d  a hidkb subsirijrithfs 

F- (Dqmtnxnt mnm Govrnmrmr should charge fa rent and h W r s e  tho pae~lp~, 
of Ecwmnk Affairs) tf nccmmry, by way of cash g m t s  The Cornmime's thtm., 

reinforced Government's general pcll~cy set out In Ministry ofworks, Housing 
cimlrrr letter No. 12( i 9 +WII, dated lath June, 1956 (Appen- 

dir ds- v?). krCommitta, are theretor*, surprised at Govcnreaart'~ -ip, 
chi3 came which mnitutcs a departure Fnrm both. Thy w d d  r&muathit- 
&b reammendation and sulcpest that ell these cases mav be reviewed in 
the li@t the&. 

74 Wake & tlariq Tbc camnittee do not find any appreciable unprovanent in the daMo of ar- 3; 
-stgent wtsoanaing fiom nmrkm. They am surprised that abors an as 
e m ,  s,a% khrt,'liccrra &ah sttli to be exemtad in of q- , m. The Cammittn suggat that adeqwtt  mawurea =%% kdrmX~i 
mp&#e ascurion of the pending k i w l l i ~ e ~ c u  deeds. TheCor)lmjfeetW 
& to know the spacial steps which arc proposed to be taken for the rpcsdy 

of dw antara of rent and for emuling that the cumnt  ducs arr aot 
n fW into rurrara. 

75 V#k & How4 ThsCMnmiuct observe that every year there is a gap between for the car and the actual realisaaons. This gap has beur on th&- 
AS~8H3msics (%. a dhs in 195PQ, Rs j lakhs in 1-6 r ; and Rs. r 8 lakhs in rpbr-Qf racf; . 

1962-63). This would indicate that apart from the old arrears war the C U ~ ~ C  
durn are getting into arrears. The Committee desire that i a 

drive should be lunched to clear the arrears and (ii) steps shod be* to 
realise the current demands pmtnptly by enlisting the co-operatian of .U t b  
Ministries. I 





n 02 Finance The Cmmittce have been informed that an agreed formula has sincebum worked 
out by mutual discussion. They would like to be informed about (r] the dt 

Ministry of Transport tails of the agreed formula, (ii) the position regarding its acceptance by the 
Ministzy of Transport (to whom, it is stated, it has been sent for accep- 
tance), and (iit] the early implementation of the agreed arrangements. 




