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I, the Chairman of the Public Accounts Committee, as  authorised by 
the Committee, d o  present on their behalf this Seventy-Sixth Report on the 
Action Taken by Government on the recommendations of the Public 
Accounts Committee contained in their 17th and 29th Reports (Fourth 
Lok Sabha)--Revenue Receipts-Income tax and Central. 

2. On 12th June. 1968, an "Action Taken" Sub-committee was a p  
pointed to scrutinise the replies received from Government in pursuance of 
the recommendations madc by the Committee in their earlier Rcprts. The 
Sub-Committee was constituted with following Members : 

I .  Shri D. K. Kuntc-Convcncr 
2. Shri C. K. Bha t t acha ry  
3. Shri K. K. Nayar 
4. Shri Karcndra Kumar Salve 
5. Shrimati Tarkeshwari Sinha 
6. Shri N. R. M. Swam?. 

3. I h c  draft Report was considcrcd and adopted by the Sub-Committee 
at their sittins held on 23rd April. 1969 and finally adopted by the Public 
Accounts Con~niittec on 28th April 1969. 

4. Fur facility of rcfercnce the nxrin conclu\ions 'recommendations of 
thc Conmittcc h;ivi. hctn printed in thick t g p  in the bod? of thc Rcport. 
A statcmi'nt 4wwing the summary of the main recommendations,/obsc'~- 
tions of thc Con11nittr.c is appcndcd to thc Report ( A p ~ ~ n d l x  11). 

5. Thc Conlnlittec plusc. on record their appreciation of the assistance 
rcndcrcd to thcnl in thi\ niirtter try the Coniptroller and Auditor General of 
Indii~. 

hi. R. MASXM, 



Report on Action Taken on 17th Report 
(Fourth Lok Sabha) 



CHAPTER I 

REPORT 

I . I .  The Report of thc Committee deals with action taken by Govern- 
mcnt on the itcommendations contained in their 17th Re (Fourth Lok cP" Sabha) on paragraphs 59 and 60 of Audit Report ( ml) on Rwenue 
Receipts, 1966 w d  Paragraphs 51, 56, 57, 58, 59 and 60 of Audit Report 
(Civil) on Revenue Reccipts, 1967 rclqing to Incomatax. 

1.2. Out of 35 recommendations contained in the Report, action taken 
notes/statcments have becn rcceivcd in r c s w t  of 34 recommendations. A 
reply to the recommendation of S. No. 21 is still awaited. 

1.3. The action taken notcs/statements on the recommendations of the 
Committee contained in the R e p r t  have been categorised under the following 
heads : 

( i )  RacummcadPrions/Obset~ations that have been accepted by 
Government : 
S. Nos. 2, 3, 8. 12. 17. 23. 33 and 34. 

(ii) Recommeodntirnr~/Obse~atbm which the Cornmiltee do mt de- 
sire to pursue in vim of the replk by Covernmcnt : 
S. Nos. 27, 31 and 32. 

( l i i  1 Rmommendations!Ohservations rcplh to whicb bnvo met been 
accepted by the Committee require rtiterrrtioa. 
S. No\. 1 .  4. -. lL-l l .  Ih. IS, 10, 20. 24 and 2t.. 

1.4. The Committce ha\c dcalt with ;I numbcr of important issues in the 
Iatcst Rcpon (73rd Report) on Income-Tax. They, therefore, propose to 
deal with on]! a CCH. rc1;~t;d rccon~n~cnd;~ti~ns in the Report. 

hnclus of A~scssmcots-Parapphs 1.8-1.10 (S. No. 1) 
1.5. The Comnlittee m;tdc the folliwing ohsewations regarding disposal 

of arrcsn of assessments of Inconie Tax in paragraph 1.8 : 
"The Committee arc concemcd to n d e  that the numbcr of assess- 
rtxnts pending has increased from 7,12.407 in 196162 to 21.69523 
in 1965-66. The Comnlittcc dso note that during the last thrcc 
years the percentapc of assessments completed out of the totd numbcr 
of assessments for disposal varied fnm 50.8 per cent to 54.7 per cent 
which means that ncarly half the total number d assessments remain- 
ed pending. What causes the Comnlittec greater wnctrn is the fact 
that the number of husincss C ~ S M  involving an inconx of o v a  Rs. 
25,000, which were pending on 31st March. 1966. wag 1,20,185. 
The Committee note rhnt it is only lately that the Departmeat has 



addressed itself to the task of taking up important assessments on a 
priority basis. The Committee are a little doubtful whether the tar- 
gets of 31st March, 1968, for bringing upto date the assessment of 
50 per cent of the important cases and of the remaining 50 per cent 
by 3 1st March, 1969, will be achieved. The Committee cannot too 
strongly stress upon Government the need to pay special attention 
to the speedy finalisation of pending assessments qnd in particular 
husiness cases involving an income of over Rs. 25,000 and of ensuring 
that in future all such assessments are given due priority and arc not 
allowed to remain pending at the end of the assessment year." 

1.6 In their reply dated 13-2 1-68, thc Department of Revenue stqted : 

The following steps have recently been taken for speedy finalisation of 
pending assessments in general and cases involving business income of over 
Rs. 25.000 .'- in particular :- 

(1) Planned and phascd programme of disposal of assessments has 
been drawn up for each Chnmissioner's charge with a view to 
reduce the pendency at least by one-third by the end of thc 
current year. 

(2) Small income scheme has k e n  liberalised to provide that returns 
in non-company cases with returned income upto Rs. 10.000 
(Rs. 15.000/- in charges of Bombay and Calcutta) would be 
accepted without scrutiny if there are no complaints of tax eva- 
sion or suspicious features, subject to random check in a small 
percentage of cases. The scheme will also apply to cases of 
Registered firms having four or more partners with income of 
Rs. 20.000;-. With the accelerated disposal of small incon~c 
cases. which constitute the bulk of pendency, it should be pos- 
sible to devote more and more attention to the large revenue 
yielding cases and dispose them of quickly. 

(3) Section 153 of the I.T. .4ct h x  been amended with elfect from 
1-4-68 progressivel!. reducing the time for completion of aswss- 
ment5 from four to two years from the end of the relevant a s s e s  
ment year. This provision itself would go a long way in liquidat- 
ing the pendency of assessments. 

(4) Instructions have been issued vide Board's letter F. No. 3/56/'6X- 
IT(R), dated 7-9-68 (copy enclosed) requesting the Conimis- 
sioners of Income-tax to canre out additional charges of inconic- 
tax Officers in Circles with comprativcly larger pendency. Such 
charges will bc assipned to Income-tax Oficers having lowcr 
pendency and working at the same station or at nearby places. 
This stcp has been taken to ensure optimum use of the available 
man-power in clearing the arrears of assessments. 

( 5  1 For liquidating the pendency of big cases more Income-tax Ofli- 
cers have been provided with each of thc four central chargcs 
at Bombay. Calcutta. Delhi and Madras. 

1.7. As a result of the above steps. the disposal during 1968-69 (upto 
August, 1968) has gone up by 2.55,247. A statement showing the relevant 



figures is enclosed. (reproduced below). This shows that the tempo of dis- 
posals has been gaining a momentum during 1968-69 : 

1967-68 Progressive 1968-69 Progressive 
Cakgory disposal upto disposal upto hxca~e ( %) 

31-8-67 3 1-8-68 

In a further reply dated 18-12-68, the Department of Revenue stat- 
ed : 

"The category-wise bmk-up of the pending assessments as on 3 1-8-68 
as compared to those as on 31 -8-67 is as under : 

Although there has k e n  an incrcasc in pendency of Category I cases. 
Ihc increase i\ lurgely duc to an addition or 39.522 Catego5 I cases from 
2.69.039 .is on 1-4-67 to 3.ON.561 on 14-68. It is to he observed that 
during the pcriod 14-68 to 3 1-10-68, 77.905 Category I cascs were dis- 
posed of, qiainst 56.033 c a w  of thc corrc'ywnding period of the precdinc 
!car. In thc drive for accrlcrated disposal of assessments. Category I 
caws (LC. business cases involving inconw of Rs. 25.000 and over) have 
hwn receiving dur ;~ttention." 

1.8. The Department of Revenue have furnished the following state- 
ment showing category-wise break-up of current and old assessments for 



disposal and those completed during the period 1st April, 1968 to 31st 
Oetobtr, 1968 : 

- 
(i) For disposal 

Cat. I Cat. I1  Cat. I I I  Cat. I V  Cot. Y f i r " /  S. Uniis 

1.Arrear 1.93.260 1.75.357 3.93.- 12.21.442 3.75.803 23.59.156 3.97.162 
2. Current 1.41.305 1 A3.W 3.45.503 11,31,301 5.70.607 24.32.298 9 3.35.546 

( i i )  Disposed (!f ( h m r  1-4-68 to 3 1-10-68) 
1. Arrear 51,421 45.746 1.07.231 1,9?-,566 1.69.012 H.hX.978 1.22.XW 

(28.1h0.) (36.83 "3) 
2. Current 23.574 I l . f i O l  W.SY 336.559 1.78.603 5.72.367 65.'3 

(iii) Baloncr pmtlitrr (as  011 ?.I -10-68) 
1.Arr-r 1.38.839 1.29.609 2.Xh.Oe3 7.2S.376 2.06.791 14.W.118 2.74.362 
2. Current 1.17.931 1.20.5$0 XJ.671 9.44.743 3.<)?.O(M IS.59,q3l 2.69.817 

- ~-~ ~- . -  .... . - 
3 6 . i 7 0  2.53.189 5.70.737 !h.".t161S 5.98.-95 .~3.CO.IO'J 5.44.1'9 

. - -...-- - .. ~. - . . -. . . . .... . - 

1.9. The cornmitt* note the measures taken by the Income-tax Depart- 
ment for ,speedy final'ition of pendUlllhg cases of assessments i n v o f v i  busi- 
ness income of over Rs. 25,000 in particular. During the period, Ist April, 
1968 to 31st October, 1968, 77,995 categon 1 cases (involving bas i~s s  
mcome of over Rs. 25,000) were disposed of against 56,083 C~.PCY during 
the corresponding period of the p r e d i  year. The Committee. however, 
find that the number of category I caws disposed of during period 1st April. 
1968 to 31st October. 1968 represented only about 23 per cent of the total 
number of cases for disposal (arrears and current caws). The nnmber of 
assessments pending as on 31st October. 1968 was 2.56.770. Th Corn- 
mittee desire that sustained attention should be Given to the diyposll of 
category I crses so as to ensure that aU arrears are cleared and all outstauding 
taxes rePliscd 

The Committee nted hardly stress that assessment of cases iavolvbg bud- 
ness mcow of Rs. 25,000 or more should be finalised on a prhrity ksis and 
not allowed to lapse into arrears. 

Arrears of Tax Demands-Paragraphs 1.24-1.27 (S. Nos. 4-7) 
1 .lo. In paragraphs 1 . I  1-1.23. the Committee dcalt with the arrears 

of tax 
1.27 : 

demands and-made the following obscrvations in paragraphs 1.24- 

"The Committee have in their previous Reports expressed their grcat 
concern at the increase in the amount of arrears of Income-tax from 
year to year. In this connection they would like to invite a reference 
to Paras 1.257 and 1.258 of their 16th Repon (Third Lok Szbhi~) 
and Paras 1.274 and 1.275 of their 3rd Report (Fourth Lok Sabha). 



The arrears have increased from Rs. 282.37 crort8 in 1963-64 to  
Rs. 322.72 crores in 1964-65 and Rs. 381.88 crores in 1965-66. 
This continuous rise in arrears of Income-tax shows that the measures 
taken by the Board of Direct Taxes in the past have not resulted in 
any signscant improvement." 
"The Committee feels that as with assessment cases, the attention of 
the De artment has to be concchtratecl on cases of arrears of tax 
deman c f  s of Rs. 5 lakhs and above. The number of such cases is 
only 907 but the arrears of revenue arising from them is of the order 
of Rs. 135 crores. The Committee have no doubt that with the fix- 
ing of responsibilities at various levels by the Department for easur- 
ins the collection of arrears, it would be possible to redisc them in a 
reasonably short time. The Committee have also no doubt that the 
improvement in the realisation of arrears would not only augment 
Government's finances but would also find due reflection in the tax 
structure." 
'The Committee would like Government to pay particular attention 
to the arrears of tax from companies so as to allay the apprehension 
that some of these companies may be holding back Government dues 
and utilising then1 for business purposes. The Committee feel that 
not only should dues be realised expeditiously, but that penalties 
adn~issible under the rules should be imposed so as to act as a deter- 
rent to others." 
"The Committee desire that Government make a thorough probe to 
ascertain whether the disparity in book figures of arrears of demand 
and elkctive demand is due to a tendency on the part of assessing 
officers to create high & unrealistic demands which. on the one hand 
might lead to wasteful litigation and on the other fictitiously hoost 
the demand fiLgurcs with the other pernicious ramifications. The 
Committee would also like Government to exanline all cases involving 
non-recovcry of taxes of Rs. 1.00.000 and above out of the total 
irrecoverable amount of Rs. 37.85 crores. The Committee have no 
doubt that Government will take suitable action against the officers 
found responsible for neglect. if an!. in respect of the irrecoverable 
demands mentioned above." 

I .I I .  In their reply dated 4-1 1-68. the Department of Revenue stated : 
"The observations made by the Committee have been noted. Neces- 
sary instructions in the matter have heen issued to all Commissioners 
of Income-tax lidc lctter No. 3 . 6  '68-IT( Audit). dated 10-9-68 ( c o p  
enclosed) ." 
"With regard to arrear dcnlands of taxes of Rs. 1.00.000 and above. 
zonal Con~mittees consisting of Commissioners of Income-tax have 
been constituted for reviewin_e such cases. A copy of the instruc- 
tions issued in this connection (Ministry's letter No. 16C/59/68- 
JTB dated 16-10-68) is enclosed." 

1.12. The Committee desired to be furnished with further information on 
the fMowing points : 

"(i) the latest position of total arrears and effective arrtars; 



(ii) the amount held under appeal; 
(iii) amount of arrears involving Rs. 5 lakhs or more in each case; 
(iv) arrears due from companies category-wise viz : 

(a) companies which have sufficient funds to pay the tax; and 
(b) companies which have not sufficient funds. 

1.13. In their reply dated 18-12-68, the Department of Revenue furnishcci 
the following information seriatim : 

(Rs. 000) 
( i )  (A) Gross as per part 111 as on 30-9-1968 . . . . M.49.2RR 

Less : 
1. Amount pending disposal of appfals ( i~em 81 . . 3.84,413 
2.  mounts for which extension of time has been 

by the I T 0  or othcr authorities (item 9 )  2.75.421 
3. Demand covered by advance tax which is awaited 

adjustments (itcm 11 ) . . . . . . . . h,69,25S 
4. Amount not fallen due [i ten~ 1 3  b)] . . . .  4.09.100 

(B) Total - - 17.3S.192 
lict Arrc3r~ . ( A ) -  ( R I  4 7 . m ' ~  - -- 

(ii) Already included in (i). 
(iii) The information regarding the amount of arrcar5 involving KG. 5 Iillhc or more ill 

each case is available only uptn 31-3-68. The numhcr nf case.; (~ncldinpr g r o u p  (4 
cases) where the a n r a r  iIcnian~: \ \ ; t i  I?,. ? !.iF.!,< :;?oI: .:\ ... I-.i-f X I \  s h o w  kltw : 

1. '. -. 
3. 
4. 
5 - .  
6.  
7. 
8. 
9. 

10. 
I I .  
11. 
13. 
14. 
IS. 
16. 
17. 
18. 
19. 
20. 
71. 
-77 --. 
23. 
24. 
25. 
26. 
27. 

-. ................-.... .- - -. . - 
No. of cases in- Arrcar [)ernand s\ 

CIT's charge eluding group on 14-hh 
caws (K,. in l h ~ ~ ~ w : ~ d ~ ~  

~ - . -  . 
Madhya Pradesh . . . .  . . 26 j0.0l l 
Delhi . . . . . .  . . 7 7 

5 < 
W.81 l 

. . . .  Delhi l ~ c n & l )  . . . . 
Andhra Pradesh 
Bombay City-1 . . 
Bombay Cit)-I1 . . 
Bombay City-Ill 
Bomhay (Central) 
Gujarat-I . . 
Gujarat-I1 . . 
Rajasthan . . 
Madras-] . . 
Madras41 
Madras ( ~ e n t r a l ) '  ' 

Kerala . . . . 
Punjab . . . .  
P m n a  . . . . 
Mysorc . . . . 
Bihar . . . . 
O r k a  . . . . 
Assam . . 
Uttar ~rad&h-I . . 
Uttar Pradesh-11 . . 
West Bengal-I . . 
West Bengal-I1 . . 
Wect Rcngal-I11 . . 
Calcutta (Central) 

1 .OR5 I .9U.35.fi.(WX) 
tiv) The information is not readily availabk and uill have to  he complkd b) mfrmng t o  

the files of each and every company. Thc chta is exwterf  to he ready by the a d  of 
January. 1969. 



1.14. The Department of Revcnpt have furtha stated in their reply : 
"Information regarding the progress made in the cases involving 
arrears of Rs. 5 lakhs and above is not readily available. It may be 
stated in this connection that no separate statistics is maintaiaed 
regarding the collections made out of cases involving arrears of Re. 5 
lakhs or more and other cases. Howevcr, during 1966-67, the -1- 
lections out of arrear dcmand of Rs. 381.88 crores amounted to 
Rs. 59.95 crores (15.7%). The collection during 1967-68 out 
of gross arrears of Rs. 541.71 crores amounted to Rs. 101.99 
crores ( 18.8 % ). Thus, the collection out of the arrear demand made 
during 1967-68 is higher than the corresponding amount and pcrcent- 
age in the year preceding." 

"Under the Boi~rd's F. NO. 3/6/6X-IT(Audit) dated 10-9-68, the 
Commissioners of Income-tax were instructed to pay particular atten- 
tion to collection of tax from companies and discourage. by k v y i q  
deterrent penalties. any attempt by  them to utilise in their bwhess 
the taxes withheld by thcm. 1.4 copy of the Board's letter is placed 
helow.) Tha instructions issued are rather brief and will have to 
he clabordtcd hy ksuing funher instructions." 

1.15. The C o W e e  we co,nc& t0 note th.1 the gross lunvs of 
income-tax have increased from Rs. 541.73 c r o m  as on 31st Much, 1967, 
to Rs. 645 r o r c ~  = on 30th September, 1968, out of WW the m e w s  
amount t.n Rs. 471 crores. The Committee desire tbat special .H+dion 
shauld he paid to tbe ca.. involving lax demand of Rs. 5 I.ths a d  more 
which nambemi 1,085 involving tax amounting to Rs. 191) crorts as om 1st 
April. 1968. 

1.16. 'Ihe Committee note that in punuance of their rrcammcadotiorn. 
the Central Bavrd of Direct 'Taws have issued instructioas to the Co&- 
sioners of income-tax to pay particular attention to cdlection of tn from 
curnpanies and discourage. by leying deterrent penalties, my attempt b~ 
them to utiliw in thdr busincs .~  the taxes withheld. The Committee &&mi 
to be furnished break-up of arrears due fmm cornpanics cateprywbt 
viz : 

(a) companies which have suficknt funds to pa) the tax; end 

(b) companies which have not sufficient funds. 

l'he mtormation k still arrPited. 

1.17. Tbe Committee desire that this information should be compfid 
cxpd(be. ly  a d  s-l a n d o n  paid to the question of m t i s i i  lrrrats 
from compuits which haw sufficient funds to pay so th.1 the tax withbekt 
is not utilised by Utm in tbe'i business. 



E v ~ ~  of the work of Income Tax OlWers on the bmis of Study of 
Rdcfs in App~h-Paragraphs 1.361.36 (S. NOS. 9-1 1 ). 

1.19. In paragraphs 1.28-1.32. the Committee dealt with the disposal 
of ou-ding appeals in the Income Tax Department qnd the need to 
chacls thc tendency on the part of Income Tax Officers to over pitch assess- 
meatr. The Committee made thc following observabons in prpgraphs 1.34 
-1.36 : 

"The Committee hope that necessary action will be taken by the 
mpartment to check the tendency on the part of Income-tax Ofli- 
a s  to over-pitch assessments. They were informed by the Secre- 
tary. Revenue and Expenditure that a suggestion had been made to 
the Board that the efficiency of the Income Tax Officers might be 
judged from the number of cases in which the assessments made by 
them stood the scrutiny of appellate courts. The Committee fccl 
that such a step would bc helpful in checking the tendency on thc 
part of lncome Tax Officers to over-pitch assessments. They would 
like to know the final decision taken in this regard." 
"The Committee also feel that an evaluation of the work done by 
the assessing officers should be undertaken when large reliefs arc 
gjven in appeal. The Committee would like the Board of Direct 
Taxes to look into cases of the past four years in which aggregate 
relief to an assessee in on5 year in appeals and reference is in excess 
of 50 per cent of the relief sought, with a view to evaluating thc 
work of the assessing officers. The Committee should be informed 
of the action taken against the Officers who are found to have over- 
pitched assessments, particularly in cases where the Tribunal, High 
Court or the Supreme Court might have passed strictures against such 
assessments." 

"The Committee feel that, while it is the duty of the assessing offi- 
cxs  to guard zealously the interests of the public revenues, it is equal- 
ly their duty to deal justly with the tax payer in the exercise of 
the wide authority conferred on them by the Taxation laws." 

1.20. In their reply dated 1 1-1 1-68, the Department of Revcnuc stat- 
ed : 

"The suggestion of the P.A.C. has been noted. and instructions issued 
vide this Ministry's letter No. 83/24/66-IT(B), dated 23-646 ( copy 
enclosed) ." 
"The Commissioners of Income-tax were asked to look into cascs 
of over-pitched assessments where the Tribunal, High Court or Sup- 
reme Court might have passed strictures against such assessment%. 

~ ~ ~ ~ F r o r n  the reports received it is seen that there was no such case -- . during the past four years." 
. til 1 

"Palpably wrong or harassing assessments are taken notice of by the 
h v  Dcpartment while evaluating the vak of the assessing oficsc." 

1.21. The Committee desired to know the action taken on their recorn- 
mendation that the Board should look into the cases for the w t  four years 
in whldr aggregate relief to an assessee is one year in appeals and refaenca is 
in excess of 50 per cent of the relief sought. 



1.22. In a further reply dated 18-12-68, the Department af Revenue 
have stated : 

"This matter is intimately relqted to the PAC's recommcndati~~l~ in 
paras 1.34, 1.35 and 1.36 of their 17th Report and para 2.40. of 
their 29th Report. The Govemment is shortly asking three #nior 
officers of the Incometax Department to undertae a study of all 
appellkte orders in the important charges under the CSIT, U.P.. 
Delhi and Punjab. They would study the orders in two AACs char- 
ges under each CIT. A Report on this study is expected to be 
available by the end of January, 1969. It is proposed to undertake 
similar studies in the other Commissioners' charges as well @r 
considering the report on the preliminary survey." 

l.23. Tbe Committee w d d  like Govenunent to look aitiePity inb arr+s 
of overpitched assessmeats in important revenne circles like ColeatQ Bom- 
bey, M a d m  and Delhi, where the Income-tax Tribanals, High Comb a d  
tbe Sopreme Cwrt have passed slrictures against mch assessments d d q  
the Inst tiwee years or where assessments made by the Income-tax O i k m  
have been reduced by either Rs. 50.000 or 25 per cent d the or+udly 
PJsesscd tax. Apart from taking deterrent action again\t &cials held reu- 
ponsible for indulging in vexatious, taxation, Government &odd anafyst tLt 
cases and kme general guidelimes for the informdon and use ot 1neolmat.x 
(Micers. 

Ifeasrm.~ to prevent Tax Evarion-Paragraph 1.69 ( S .  K t # .  1 b ) .  
1 .X. in paragraphs I .52-1.68. the Committee dealt w.th the unsatis- 

factory rcsults of the voluntary disclosure schemes and further measures to 
he talicn to prevent tax evasion. The Committee made the following obxr- 
vations in paragraph 1.69 : 

"1.69. The Committee note that the main objections underlyiog the 
two Voluntary Disclosure Schemes were to bring out unaccounted 
Income and encourage assessees who for some reasons had not adopt- 
cd the right path, to adopt the path of rectitude. The amounts of 
un;lccounted income dwlwed under the first and second scheme were 
Rs. 52 crorc\ and Rs. 145 crores respectively. According b the 
Ministry, "no one has m y  precise estimate of how much is floating 
around us as black money. . . . . . . .the amounts that are disclosad 
are far lcss compared to the amounts which may be in circulation as 
black money." The Committce. therefore. feel that the two Schemes 
haw not gonc far in achieving the objectives in view. 

In vicw of the unsatisfactory results of the Voluntar\ Disclosurt 
Schcnu, the Committee feel that by its very nature and inhtt.nt 



weaknesses, no Voluntary Disclosure Scheme can ever be a fCd 
success. It is, therefore, essential to  make a thorough probe into 
the grounds and factors which made evasion of taxes on a large 
scale so attractive as well as possible so thqt Government is irnpellcd 
to  compromise with the tax evaders in the larger interest. Whilc 
adopting adequate administrative safeguards to arrest tax evasion 
it would b: well worthn.hilc to ildopt measures which will make cva- 
sion unrewarding and un;lttrurtive. That would bc to forcstnll th? 
n~alady rather than to allin\- thc mnlipancv of evasion to grow and 
then seek its cure by Voluntary Disclosure Schemes. 

1.25. In thcir rcplx datcd 13-12-6s. the Drprutn~cnt o f  Revenuc 
stated : 

1.26. Thc Dep:~rtmi.n! o f  Ilcvmu: h;r\,c f t~rni \ lul  ;t copy o f  I ~ C  Rcport 
o f  Tar E\-;~sion Enquir! Ct~nimitlcc r l(b6X1, 



1.27. llre Committee note tbgt the Tax Evosloa Eaquiry Committee 
(1968) bave rerrntly submitted fhet Report. The  Enquiry CommiUee b e  
opined that there is no need to offer any further Voluntary Diisclnsau? 
.ciclremc. Tkey bave, however, suggested that, "a provision should be 
anmde in Lew vesting the Commi9loners with a specific power to spmtd 
Ibe concealed income, falling within the provisiins of Section 68, 69, 69A 
urd 69B, over more than one assessment year, where an assessment i 
made on an agreed basis." The Enquiry Committee have also srrggested 
a number d measures to put effective curbs on the flow and utilisntion d 
unaccounted money. Thc Committee hope that Gnvcmment will 
cxpeditiousl~ p r e s s  the r e ~ o m ~ n d a t i o n ~  of the Tax Ew+n 
Committee, and take nccewwy s t e p  lo  plat an end to eva\ion ol tax in all 
walks of life of the country. 

1 ._7'). In their rcpl! t 1 . 1 l ~ J  24th Oct(dwr, 1 Qt)Q. the Dc.p.lr!mc~t of 
Kcvcnt~c \t;rtcJ ; 

'.7'tlc s u g p t i c ~ n  ni;dc hy 1hc ('o~~mittcc lias k c n  norzd." 



1.30. In a further reply dated 18-12-68 the Department of Revenue 
stated : 

"The Ministry hqs been obtaining from time to time the latest tax 
enactments and connected materials from the U.K., the U.S.A. 
and other Western countries which have been relying on Direct 
Taxes llke Income-tax as their major source of revenue. The mate- 
rials received are studied and the information gathered is kept in 
view in formulating our taxation proposa,ls in the annual Fiance 
Bills. Recently, some orders have been placed for the latest pub- 
lications relating to tax laws of several foreign countries. The supply 
of these books is awaited. 

Since 1954, the Government has been sending out some of the 
senior officials of the Incometax Department for studying the U.K. 
and the U.S. tax laws at first hand. The latest of such studies was 
on the administration of Direct Taxes in thc U.S.A. undertaken in 
1964-65 by two teams of Indian tax officials. The members of 
the first team submitted reports on the modes of detection of tax 
evasion in the U.S.A. The second team reported on the adminis- 
tration of Direct Taxes in the U.S.A. A team of U.S. tax officials 
have been working in Delhi since 1965-66 and they hqve been advis- 
ing the Government on both the administrative structure and the 
methods of detecting evasion. The Functional System of working in 
the Income-tax Department was introduced on the basis of such 
studies. Besides, the intelligence Wing was set up for tackling 
evasion and pursuing prosecution. 

The tax structure of the country is being reviewed year after year 
before the formulation of Budget proposals. The rates of taxa- 
tion of income of corporate and noncorporate tax-payers are review- 
ed every yew and the various factors relating to the economic needs 
of the country, budgetary requirements, incentives for investment 
of capital (including foreign capital) are duly taken into account. 
In prescribing the rates of tax by the annual Finance Acts and allow- 
ing the rebates and reliefs from the standard rates of tax, the 
practices followed by advanced countries are taken due notice 
of. 

On 9-12-68, the Government have already placed before the Par- 
liament (in reply to the unstarred Question No. 3827 in the LC& 
Sabha) the current rates of tax in India on the business income of 
domestic companies and the wrrespondiig rates of tax in the U.S.A., 
the U.K., France and Japan. A copy of the same is placed for 
the perusal of the Committee." 

1.31. Tbe Committee regret to note that fhe Miaisbrg bad not am& 
Ltrdrray m makinga detailed study of all tbePspcctsd  taxation^ 
im other coIlatries, such as, United States, Belgi~~m, West Gcrmnny, Hd- 
lad, Norway, Sweden, Japan, Irelnnd, Nigeria a d  Mabysin. The Corn- - dcsire that the M i n i  &odd take d y  gcpS to complete the 
sbdy rrhlcb shoold m r  tbe administrative aspects of the @ern of rrrrsb 
ment and dectim and merrsore~ adopted to check tax erasba In the 



1.32. The Committee note that Government placed before Parliamd 
oa 9-42-1968 (in reply to the Unstamd Question No. 3827 in Lok Sllbbr) 
t L e e a r r e n t ~ ~ o f ~ h I n d i n o n t h e b ~ i n w s i w o m e o l d o ~ ~  
pdes and mmsponding rates of tax in the United States, BriEnin, Frrnee 
a d  Japan. The Committee desire that a comparative study of the rrtcs 
oWPilniag in other countries, such as, West Germany, Belgium, H O W ,  
Norway, Sweden, Ireland, Nigeria and Malaysia sbould also be ~mde  errly 
so. mu to provide upto date idormatian to Government about the rate and 
W e n c e  o;E taxation in other developed and developing c o ~ t r b .  

External Survey nude by the Department-Paragraph 1.79 (S.  No. 20).  
1.33. In paragraphs 1.76-1.78, the Committee dealt with the need for 

improvement of the External Survey carried out by the Income-tax Depart- 
ment to discwer new assesses. The Committee made the following obser- 
vqtions in paragraph 1.79 : 

"1.79 : The Committee note that as a result of an external survey 
by the Department 6,11,794 and 4,26,057 new assessees were dis- 
covered during the years 1964 made 1965 respectively. They also 
suggest that a study should be made of the disclosures made under 
the two Voluntary Disclosures Schemes in order to effect an im- 
provemont in the system of the Survey." 

1.34. In their reply dated 17-12-1968, the Department of Revenue 
iia,ve stated : 

"The observations of the Committee have been noted. A study as 
suggested by them is being undertaken." 

1.35. In a further reply dated 18-12-1968, the Department of Revenue 
have stated : 

"No study of the Voluntary Disclosure Scheme with a view to 
improving the survey technique has yet been undertaken. During 
1968-69, the officers of the Department will be busy almost wholly 
in implementing the Government's crash programme of disposing 
of pending and current assessments, necessitqted by the reduction 
in the time-limit for assessments to only two years from the end 
of the relevant assessment year with effect from 1970-71. It will 
not be possible now to undertake a serious study of the Voluntary 
Disclosure Scheme from the particular angle desired by the P.A.C. 
When the present pressure relating to disposal of assessments is 
relieved, a study will be undertaken." 

1.36. Tbe Committee w d d  like Government to bpmve amtinuomsly 
the wrvey kdmique in tbe light d experience so as to spot cases of sPbc 
b.ttl iwome which are escaping pssessmmt. The Committee w d d ,  in 
tLb amtext, reiten& tbeir sqpstion tbet a systematic study ot case% 
Whi& have come to notice for the first time through tbe Volanhry 



Edomre Scheme should be made lo find out how these escaped attentiom 
hvhag snneys carried out by the departmeat. 

Frauds and E\.a.sic)it.s-Paragra~~/~ 1.95 (S. NO. 24) . 
1.37. In paragraphs 1.89-1.94. the Committee dealt with the num- 

ber of cases of concealed income detected, prosecution launched, penalties 
levied, extra tas demanded etc. during the years 1964-65 and 1965-66. 
The Conlmitteo niadc the following observations in paragraphs 1 .% & 
1.97 : 

"The Committee h:ivc k c n  repeatedly stressing the desirability of 
launching pnaccutions in clear and glaring cases of deliberate large 
scale tas evasion in preference to  the imposition of penalties. They 
n-cr: infornlcd in 196.5-66 that two expr t s  fmm the United States 
of Amcricn were helping the Board to look into the question of 
introducing organisational and legal chrtngcs to make prosecution 
effective and that somc officers had also been sent to the United 
States of America for training in this particular =pect. The Com- 
mittee note however that although the number of cases of con- 
cealed income detected during 1965-66 increased to 24.163 from 
13.666 in 196465. no prosecutions wore launched. They there- 
fore feel that little head-way has k e n  niiide by the Department in 
this regard. They suggest that the question should be further exa- 
mined and necessary leg11 and organisntional changes made to 
n~illic prmccutions effective in c h r  iind glaring cases of dcliberatc 
large scale tax evasion." 

"The Conmiittee feel disturbed at thc Income-lax Dcpartnicnl le\?- 
ing penalties and f e e l n ~  satisfied with this action without making 
out a case for successful prosecution. Proper and adequate invcsti- 
gation would undoubtedly enable the Department to get culpable 
assessees punished in a Court of Law." 

"The Committee consider that a penalty should not be imposed to 
augment tax collection in a routine manner by taking ;idvantage 
of the relaxation made in law in 1964 but only after full and care- 
ful consideration so that it is imposed on really guilty assessees and 
acts as a deterrent to tax evaders. The Committee would like t o  
be informed of the instructions issued by Government in the mat- 
ter." 

1.38. In their reply, the Department of Revenue state : 
"The observations of the Committee have been noted by the Govern- 

ment. The Department has stepped up its tempo in the matter of launch- 
ing prosecutions in the recent past as will be evident from the fdlowing 
figures :- 

Nil 
13 
7 

12 



Apart from the above, prosecutions were also launched for oflence 
under the Indian Penal Coda in connection with iacomotax mattaa-cl.. 

1965-66 1 
1966-67 - 
1967-68 1 
1968-69 3 

(Uplo 30.9.68) 
An Intelligcnce Wing was set up in 1966 to process cases with prase- 

cution potential so that more attention is paid to the prosecution aspect 
of the mattcr than hitherto. A proposal to have a criminal lawyer an a 
retainer basis to advise thc Department in prosecution cases is also b e i i  
cxapined. Further. the question of posting one Officer of the Intelligence 
Wing in each Commissioner's charge to process prosecution cases is also 
being considered." 

"A p ~ ~ c u t i o n  ;Manual has hccn prcparcd recently. in consultation 
with the two experts from the United States of America. for the guidance 
of all officcrs of the Dcpartment. This will also enable the officers to  
process the prosecution cases in a better manner." 

"Under thc Inconic-tax Act, as it  stands now. the burden of proving 
the conccalmcnt for the purposes d levy of penalty is not entirely on tbc 
Ilepartmcnt, but on thc assessee as wcll. On the other hand, in cases of 
prosecution thc burdcn of proving the conccalmcnt conclusively is entirely 
on the I'kpartnicnt by positive cvidcnce which will nornlally not be avail- 
: ~ h k  in ill1 c:~scq. though the cvidcnce available may he enough for levying 
pnalty. This accounts for the number of prosecutions not being on par 
with the increase in the number of penalty cases. Another reason is that 
i t  takes considerable time to process cases for prosecution before actuaIly 
filing thc complaints." 

"A Conimittee consisting of Depmmcntal Officers was set up this year 
to enquirrt into all aspects of tax evasion. On receipt of its report. further 
measures to b+. taken will be considered." 

"The obscnrations of thc Committee hnvc k e n  noted hy the Govern- 
ment. As de4rcd by the Committee. the Government have intensified its 
rfforts at prowcution of nswsccs quiltv of tan offencec. An account of 
thc same has ken given in the Mini~tn's reply to paragraph 1.95 of Appea- 
dix V of the P:WF 17th Report. 1967-69. which may kindly be rcfnred 
to." 

"Copick o f  thc instructions issued :~skinp Income-tax Officers not to 
lnvoke tlw provisions of thc Explanation to Scction, 2:( 1 )  indbcriminatdy 
arc placed k low Anncxurc-- I" 

1.39. In ;I further reply ctat~d 1 IS- 12-68, the Department of Revenue 
havc stated :- 

The following steps haw k c n  taken to launch prosecution s u m -  
fully : 

( I )  Instructions have bccn issued from time to time to all the Con- 
missioners of Incomctax to see th:lt prosecutions are launched in as m y  
cases d tax evasion as possible. Relevant circulars arc placed Mow. 



(2) Intelligence Wings have been set up at Bombay, Calcutta, 
and Mqdrrrs for examining potential prosecution cases in consultation ~ n r t h  
tha Department's legal advisers, with a view to launch as many prosecutiw 
as possible. 

(3) A Refresher Course to train selected officers for processing potential 
cloes of prosecution was recently organised, 

(4) A prosecution Manual has been prepared and will be issued shortly. 
This will enable Income-tax Officers to be properly equipped in dealing 
with potential cases of prosecution. 

(5) The question of providing Assistant Directors of Inspeclion (In- 
tdligeoce) at the headquarters of each Commissioner's charge to p m  
wica d prosecution is under examination. - 

(6) The desirability of having legal advisers on a retainer basis to 
guide the officers is being considered. 

(7) For obtaining evidence to strengthen the chances of prosecuthn 
in cases involving substantial tax evasion. immunity under Section 291 of 
the Income-tax Act of 1961 is granted by the Central Governnient in 
suitable cases. 

At the time a prosecution is sanctioned or launched, the question of 
compounding the offence at a later stage is not at all considered. The 
question of compounding an offence arises only when the Departlncnt feels 
that there are some technical hitches or doubts ahout a successful prose- 
cution and the assessee has come forward with a proposal for compundinc 
hosecutions are not launched with a view to compounding the same and 
to recover large composition fees. All prosecutions are launched with the 
4dminiatrative approval of the C.B.D.T. and the Commil;\ionerq cannot later 
cunpound the offence except with the approval of the Board. Such a p  
p a l s  are given by the Board only in those rare cases where ir Ir felt that 
the chances of successful prosecution are not very bright. Thrrc i \  thu\ 
no tendency to compound the offence after the pro.wcutlon i\  launched. 

(iii) The cardinal principles which .sotWern naittulr~)cu1 OI cuse.t ami 
com?osition of fees : 

Once having launched a prosecution, the Government i\ normally 
against entertaining any proposals for withdrawal of the casc or for am- 
pusition. Compounding of an offence aher the prosecution has been 
lquncbbd is considered by the Board only in the following circumstances : 

( I  ) The Departmental Counsel feels that the evidencc relied on cur- 
not he proved to the satisfaction of the Court; 

(2) Key witnesses are either not available or have become bos- 
tile; 

(3) Where there is a risk of the offending assessee getting away 
with a token fine or a li&t punishment due to lapse of time 
or other similar circumstances; 



(4) If in the couse of the prosecution proceedings it becorn# avi- 
dent thqt the chances of a successful prosecution are remota. 

(iv) Measures mken to ensure that the prosecutions hunched ore only 
in respect of the caves which are strong and the measures adopted 
to enscue that their wirhdrawals are justified rPd bona fidc only in 
exceptional caws : 

With a view to ensure that prosecutions are launched only in cases 
where the prospect of a successful prosecution is good, instructions hrve 
baan issued that no prosecution should be launched without the 
rdminifitrative approval of the Central Board of Direct Taxes. 
Commissioners have been instructed not to compound or withdraw a prose- 
cution without the prior administrative approval of the Central Board of 
Direct Taxes. 

1.40. Thc Dcpartment of Revenue have furnished a copy of the Report 
of the Tax Evasion Enquiry Committee. 

1.41. The Conunittee note that the Tax Evasion Enquiry Corn- 
(1968) have observed in their Report that Yo create an effective c h a t e  d 
d d c m n ~ e  to tas evasion, it is necesmy to launch and complete as 
prossnr(ions as possible within the shortest time." and ''to thk 4, it ir 
meccas~ry to exploit to the full the expertise at the disposal d the Depart- 
maat." The Tax Evasion Enquiry Committee have made a number d mg- 
galloas for launching successful prosecutbas which include making 
dwd and oqpnisaliom~l change in the Income-tax Dcpmrtmcn!. t d h g  d 
osicas, bringing out a detailed prosecution manual uwadhg the 1- 
Tar Act, etc. Tk Committee hope thlt aecessan a d  expeditioac adom 
nlll bo taken in pusuaocc of the r e c o ~ i o r r ,  d the said Cam- 
Idtee. 

1.42. The Committee would like the Central Baard of Direct Turs to 
casme that the launching of prosecutions in clear and glaring crrses of dctC 
berate large-scale tax evaeon is preferred to mere impositioD of p e d t h .  
While giving their approval to the launching or w*drewal of praxeathm. 
tLe Board should satisfy themselves that the pmsecution is ad lron&d 

with a view to compounding the case and thereb recovaiq h q e r  
amposi t ion fees. 



Similarly out of 5,287 revision petitions pending as on 30-6-1967, 2,532 
lmvc been disposed of leaving a balance of 2,755 petitions as on 31-3-1968. 

regards a revision petitions relating to the period prior to 1964-65. 
tLb pendency been reduced from 2,127/5596 as on 30-6-67 to 1,039/ 
350 31-3-1968. 

3. In order to effectively bring down the pendency of appeals, 15 addi- 
tional posts of AACs were sanctioned vide Board's F. No. 1/96/67-Ad.Vll 
d&ed 7-12-1967. All these posts have not been filled up but they are 
arpected to be filled up shortly. With the filling up of these posts it is 
qxc t ed  that there would be a substantial reduction in the pendency of 
w'=Js. 

4. Special attention is being paid to the disposal of old appals filed 
prior to 1964-65. Instructions have been issued that all such appeals 
should be finalised as far as possible by 31st March, 1968 (IW F. No. 
M-36/25/ 67/DlT dated 20-3-1 96s-Annexurc A). As regards . appeal., 
fkd in 1958-59 a .  earlier years. monthly progress reports are being obtain- 
ad. from Commissioners of Income-tax since December. 1967 (vide F. NO 
90/11/67-ITJ dated 20-1 1-1 967-Annexure B )  so as to keep ;I close 
watch on their disposal. 

5. Similarly. in regard to revi\;ion petitions. Ccmrniwitmm ol Incomc- 
t u  have been instructed vide Board's D. 0. lcttcr No. 6 2167-17'J dated 
the 6th March, 1968 (Annexure 'C') to make all out efforts to dispose of 
such petitions which are more than onc w a r  old. Specid attention 
is being paid to the diqmal of potitions filed in 1959-69 and earlier year.; 
and their progress reprt  is obtained every month. 
[Ministry of F imcc  (Deptt. of Reicnue & Insurance) t7.0. No. F. 50 

201 '66-ITJ dt. 17-7-1968!. 

DIRECTORATE OF lNSPECTION ( INCOX! F. T:lS , 
3TH FLOOR 'D' BLOCK 

IYDRAPRASTHA BHAVAN 

From 
The Director of Inspection ( Income-tax) , 
New Delhi. 

All Appellate Assistant Commissioners of Incomc-tax. 
Sir, 
SUB. : Pet~denq of old appea!s-Nced for earl! dlsposul oJ-Hemding. 

It a p p a . r s  from the Progress Reports that 1,597 appds  fdcd w, 
31-3-1964 were still pending at the end of January, 1968, in the vrriars 
& a c p .  Tho need for early liquidation of these old P-1% was ern- 
phrolsd in this Directorate's letter F. No. M-36/25/67/DIT, - 



5-1-1968 and reiterated in the Quarterly Review for the period ending on 
31-12-1967 which was issued on 15-2-1968. The Board desires that all 
the disposable appeals out of the above are completed by 31-3-1 968. All 
the Appellate Assistant Commissioners of Income-tax are, the~fore,  request- 
ed to examinc the matter and ensure their early disposal. 

Yours faithfully, 

Assistant Director 
for Director of Inspection (Income-fax) 

ANNEXURE B 

F. NO. 90 '1 1/67-ITJ 
CENTRAL BOARD OF DIRECT TAXES, 

New Delhi, the 20th November 1967 

From 
The Cinilcr Sccrctary. C'entr?! Hoard of Direct Taxes. 

To 
Thc Grmmissioncr of Incomc-tax. 

Sir, 

SUBJT:C-I- :-lixptdilious cli.~po.~ul o! old crypols filed upto 1958-59 und 
old rer ision petitions filed upto 1959-6O-Steps regarding. 

It i\ w z n  that therc arc old Income-tax Appeals field upto 1958-59 
and old Incomc-tax Revision Petitions field upto 1959-60 stiI¶ pending 
in your chargc. The Board arc very anxious that these old appeals ,revision 
petitions arc disposed of without delay. In order to keep a watch over the 
htest position of these cases. i t  has been decided that a statement (in dqli- 
cate) showing the progress made in euch cme should be furnished to the 
Board every month so as to reach the Board by the 7th of the fidowing 
month. The fint report for the period ended 30-1 1-1967 nil1 be due by 
the 7th December. 1967. 

Your faithfu:!. 



ANNEXURE 'C 

F. H. Vallibh,oy, D.O. No. 6j2/67-ITJ 
Member, Central Board of Direct Taxes New Delhi, the 6th Mmclt 1968. 

My dear 

As you arc aware the Public Accounts Committee at t~chcs great im- 
portance to the time:y dLpoul of revision petitions. The Departn~ent has 
to face criticism from the Committee in view of the continued carry forward 
of heavy pendcncy from year to year. There are also complaints from 
assessees for the inordinate delays in finalising their revision applications 
which create bad public relations and cause dclay in collection of outstand- 
ing taxes or pan t  of rcfund, due. -- -. 

2. On a review of the position of pendency of revi4ion petitions during 
the period April, 1967 t-J Dcce~nbcr. 1967 1 find that the disposal 
in your charge W ~ S  as ::painst institution of during this period. At 
this rate it is likely that you may and up with a higher pendency at the close 
of the year than that wilhwhich you started. This rcprcsmk a vcry unsati- 
factory state of &airs. 1 fccl that all out efforts should bc ~nadc  in thc 
current month to dispose of at least those petitions \vhich arc pending far 
more tha3 one year and leave a lesser ovcrall balance at thc end as compar- 
cd to  that in the beginning of the year. 

3. May I in this connection invite your attention to my D.O. Icttcr of 
wen number dated the 2 9 ~ 4  January, 1968. 1 trust you will p1;1!l your 
programme 'of disposal for thc cnsuing year 196X-69 i?l such :I i:ll\nner 
that the position shows appreciable improvcmcnt in the war futuic and 
the pendcn.cy is bro~jght down to atlcast half if not rnorc ly 3 1-7-  ! 069. 
.The aim should be to keep fio petition pending for rwrr  t l!:~n 3 to 6 
months. 

Your Gncrrely 
Sd '- 

Commissioner of Incon~c-tax? 

Further Information 

( i )  Fifteen additiou poiis wcrc crcated in Dcccmbcr, 1967. i l o \ \ . c~ . r .  
&he question of filling up the vacancies by convening a D.P.C. ctc. could 
not be processed in view o f  !hc fact that in pursuance of the rilcrntlum~rs of 
the Supreme Court. thc Seniority List of thc Income-tax Officcrs \\-as under 
revision. After vr01:mgcd discussions with the Ministry of Law. Solicitor 
General. Attorney Gcncral and the Ministry of Home Affairs, the List 
finalised only in July. 1968. Soon after the finalisation of the 
Senioriy List. action was taken to convene a D.P.C. to ;lppr,rwe 
the panel for filling up nearly 90 vacant posts of Assistant Corn- 



missioners. The D.P.C. which met an the 16th and 17th September, 
1968 approved a panel of 90 officers. Orders promoting the oflicers were 
issued on the 28th September and 5th October, 1968. With the promo- 
tion orders issued on this date and the subsequent promotions, all the 
vacant posts except 3, have since been f ied up. 

(ii) 1,039 Incometax appeals filed prior to 1964-65 were pending as  
on 31-3-1968. As at the close of September, 1968, the total number of 
appeals filed prior to 1964-65 has been reduced to 81 8 appeals. 221 
appeals were disposed of during 6 months. 
[Ministry of Finance (Deptt. of Revenue 6: Insurance) D.O. Letter No. 2841- 

M ( M ) / 6 8  dt. 18-12-68]. 

Thc Comnlittcc find th;tt thc management charges ior the Annuity 
I k p s i t  Schcm:: paid to thc Rescrvc Bank have rkcn iron1 Rs. 2.36 lakhs 
in 1964-65 to Rs. 25.72 1;;kl;s in 1966-67. 

The Con~n~ittcc have no clouht that Govcrnmcnt wiil consider this rc- 
commendatio~l with all thc seriousness it descnres and hope that Govern- 
ment will find it possible to dicontinuc the Schcmc at thc end of thc current 
financial year. 

The Committee notc uith concern t!ut a heavy amount of annuity 
deposits amounting to Ks. 32.30 crores rc-1:iting to the years 1961-65 and 
1965-66 was outstandin!: fur rccovcry a\  on 31st March. 1967. Thers 
were also omission in the ct~llcctinn of annuity dcposits as disclosed in 
the Audit para. According tn the admission of the Secretary Revenue and 
Expenditure. "it looks t h t  t11c annuity d c p i t  scheme started with inade- 
quate preparation and thcrc' \\as a substantial time lag in he supply of 
few and other thing". 71ie Committee desire that serious thought should 
be given to the question of liquidating thc nrrenri. 

[Serial Nc*. 12. 13 and 14 ; tnJ Para.; I .55. 1.47 and I .5O of .4ppcndix V 
to thc 17th Rcport. 1967-681 

Action taken 
The rcconimcncl;tin 01 tiw Comnlittcc haw h e n  noted for action. The 

Annuity Dcposil Schcnw ha\ sincc bccn discontinued by the Finance Act. 
1968. AF to thc reco\wy of uuhtanding Annuity Deposit. the B w d  havz 
issued suit:~blc instructions t .1  thc Commi~4nncrs of Income-tax (.A copy of 
thc samc is cncloscd). 

[Ministry of Financc (Dcptt. of Rcvcnuc & insurance) D.O. 
No. 3 ' I  "'CIS-IT (Audit! dl. 1.1- 12-68] 



S.A.L. NARAYANA ROW 
CHAIRMAN 

CENTRAL BOARD OF DIRECT TAXES, NEW DELHI 
CAMP : BOMBAY 

D.O. NO. 82/6/67-ITB. 
Dated, the 8th November, 1967. 

My dear 
The Audit Report (Civil) Revenue Receipts has mentioned that the 

following amounts of annuity deposit payable by various assessees are in 
a m  :- 

Peniud No. of cascls (Amount in crores 
of rupees) 

Rs. 

As at thc end of March, 65 37,552 1 1.68 
As at the end of March, 66 72,992 19.60 

There may also be annuity deposit in m a r  in respect of the fiaancial year 
1966-67. It is necessary that the annuity deposit which is in arrear should 
be recovered by taking necessary coorcive steps provided by the Income- 
tax Act. As you are aware, annuity deposit is recoverable as arrears of 
iacame-tax. The amount of outstanding annuity deposit is quite substmhl. 
The Government is agitated over the large amount of annuity deposit which 
is outstanding due from various assessees. You may ensure that appro- 
priate steps are taken to have all the anear annuity &posit recovered 
before 3 1-3-1 968. 

With my very best wishes for a Happy Divali and New Year. 
Yours sincerely. 
a;- 

1.51 The Committee also hope that, in launching new schemes under 
h e  taxation laws in future adequate consideration is given to all aspects 
and implications of the proposal. 
IS. No. 15, Paragraph 1 3 1 ,  Appeadi V to the Seventeenth Rtport 

( 1967-68)] 

Action taken 
The observations of the Committee have been noted for compliance. 

[Ministry of Finance (Deptt. of Revenue and Insurance) D.O. Lencr 
6(5 1 ) /68-IT (Audit) dt 4-1 -69.1 



The Committee feel that the present system of levy of taxes is onerous 
and complicated and the collection of taxes has not been e5cient. Other- 
wise there would have been no need to introduce Voluntary Disc108ure 
Schemes. As a result of inefficient collection, the evader gets away with 
larger amounts of money while the honest assessee has to d e r .  In the 
opnion of the Committee a disproportionate amount of energy is spent on 
unimportant cases of honest and relatively small tax-payers while tax eva- 
ders either go scot frec or are afforded opportunities to make voluntary 
disclosure. The Camnittee note that the Department propose to take 
certain measures to divert time and energy at present devoted to small tax- 
payers to dealing with tax evader. The Committee suggest that the matter 
should be kept under constant review and that further steps should be 
taken to improve and simplify the system of assessment and collection. 
(Serial No. 17 and Para 1.70 of Appendix V to the 17th Report, 1967-68). 

Action taken 
The obsenfatiom of the Committee have bcen noted by Government. 

.[Ministry of Finance (Dcptt. of Revenue & Insurance) O.M. 
No. 7,!9.'68-coord. dated 27-8-69]. 

Further Information 
For in~provin_e the methods and quality of assessment the following 

Ymcasures haw been takcn : 
(i) For Small Incomc caws. the ITOs have bccn instructed to 

dopt  summary procedure. 
(ii) For Calcultta and Bombay, the limits of Small Income cases 

have been fixed higher than in other charges. 
(iii) Ass~smcnt forms fm salary, refund and Small Income caws 

have been simplified. 
(iv) The Functional Scheme of work. relieving the assessing 

officers of routine types of work has been introduced in about 
50% of the IACs' ranges in India. 

For improving collections the following measures have been taken : 
(i) Collection ITOs in Functional Ranges have been placed in 

sole charge of colkctions. 
(ii) Departmental Tax Recovery 0fEcer.s have been gradually 

replacing the Tax Recovery Officers borne on the Statc Gov- 
ernment cadres. 

.(iii) Zonal committees of Commissioners for scaling down and write 
off of demand have been set up. 

:Minishy of F i m c e  (Deptt. of Revenuc & Insurance D.O. 2841-M(M)/68 
dt. 1 8-1 2-68] 



The Committee feel that if the objective# had been clear1 grasped1 at the 
time of drafting the first Voluntary Disclosm Scheme, 2 e lacuna men- 
tioned above could have been avoided. The Committee hopi that learn- 
ing from this experience, Government will ensure that before giving legal 
shape to a fiscal measure its objectives are clearly spelt out so that m- 
culties of the nature experienced in implementing the h t  Voluntary Dis- 
closure Scheme do not recur. 
(Serial No. 23 and Para 1.88 of Appendix V to the 17th Report, 1967-68) 

The observations of the Committee have been noted for guidance. 
[Ministry of Finance (Deptt. of Revenue and Insurance) D.O. Letter 

No. 6/52/68-IT(Audit) dt. 4-1-691 

Recommendation 
The Committee regret to find that there was inordinate delay in com- 

pletion of the assessments in two cases out of five. They also find that 
in these cases the time-lag between the date of demand and the institution 
of recovery proceedings ranged xpto twenty months. The Committee 
desire that the Ministry should ensure that such delays do not recur in 
completing assessment and in initiating recovery proceedings. 
(Serial No. 33 and Para 1.1 14 of Appendix V to the 17th Report. 1967-68) 

Action taken 
The observations of the Committee have been noted. 
2. Government is anxious to avoid delays in completion of assessments, 

this end in view, it has taken the following measures recently : 
The time limit for completion of assessment is being reduced 
by stages to only two years after the relevant assessment year. 
The number of assessing ITOs and their supervisory staff is 
b e i i  suitably increased, and 
The Commissioners have been asked to draw up planned pro- 
gramme of disposals, so as to reduce the overall pendency by 
at least 1/3rd by 1-4-1969. With this reduction in load it 
will be possible to attend to assesments more promptly than 
has hitherto been possible. 

3. For securing prompt initiation of recovery proceedings. the Ministry 
has already set up Special Recovery Units under ITOs (Collection) in 
more than 50% of the charges of Inspecting Assistant Commissioners. The 
Units have secured initial success; after watching their performance for 
some more time the Government would introduce the Special Units in the 
remaining chafges as well. Simult;mnously, the Government have also 
started replacing Tax Recovery OfIicers borne on the State Government 
cadre with Tax Recovery Otficers recruited from the IncomGtax Depart- 
ment itself. Vetted by Audit vide DRA's U.O. 5817-Rev. Audit/l48-68- 
U, dated 31-12-8). 

[Ministry of Finance (Deptt. of Revenue & Insman&) D.O. Letter 
No. 3/32/68-IT (Audit) dt. 6-1-691. 



Rcowurraadrtbn 
In para 1.280 of their 46th Report (Third Lok Sabha), the Committee 

had expressed concern over the dela in the disposal d a p p b t i m  for 
refund. The Committee note that ti ere has been some impmcment h 
the disposal of refund cases during 1965-66. The number of appiicati0119 
pending for more than a year has come down from 596 as on 31st March, 
1965 to 332 as on 31st March, 1966. The Committee desire that old 
cases pending for more than two years, which numbered 93 involving 
amount of Rs. 7,62,145 as on 3 1st March, 1967 should be disposed d 
early and efforts should continue to be made to prevent this accumulation 
of arrears which involve liability on Government to pay interest on rctund 
claims. The Board should look into the reasons for delay in the disposal 
of old cases one of which dates as far back as 1957-58. 
(Serial No. 34 and Para 1.120, Appendix V to 17th Report, 1967-68). 

Action taken 
Instructions have been issued (copy enclosed) and steps taken for expe- 

ditious disposal of refunds. The reasons for the delay in the disposal of 
old cases are being ascertained and necessary action will be taken. 
[Mm. of Fin. (Deptt. of Rev. & Insurance) D.O. Letter No. 3/21/68-IT 

(Audit), dated 22-1-1969]. 

COPY 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIIECl" TAXES 
New Delhi, the 24th September, 1968. 

From 
The Secretary. Central Board of Direct Taxes. 

To 
All Commissioners of Income-tax. 

Sir, 

St%. : -Expeditiops issue o j refund vouchers- 

Despite repeated instructions by the Board that the refund voucher 
should invariably accompany the order giving rise to the refund, it has bcen 
observed that in a number of cases, refund vouchers are sent sqmatdy 
and sometimes long after the assessment orders. The Board desire that 
deterrent action should be taken against the defaultmg officers whenever 
such cases of non-compliance of these instructions come to notice. 

2. As decided at the last Commissioners' Conference held in New Delhi 
in July, 1968 the following further steps should be taken by Commissio11(~~ 
to eliminate delays in the grant of refunds. 



F. NO. 5/3 1/68-ITA. III 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 
New Deihi, the 24th September, 19611. 

From 
The Secretary, 
Central Board of Direct Taxes. 

To 
All Commissioners of Income-tax. 

Sir, 
SUBJECT :-Expeditious issue of refund vouchers- 

Despite repeated instructions by the Board that the refund vouchers 
should invariably accompany the order giving rise to the refund, it has 
been observed that in a number of cases, refund Vouchers are sent separately 
and sometimes long after the assessment orders. The Board desire that 
detePrent action should be taken against the defaulting officers whenever such 
cases of non-compliance with instructions come to notice. 

2. As decided at the last Commissioners' Conference held in New Dehi 
in July, 1968, the following further steps should bc taken by Commissioners 
to eliminate delays in the grant of refunds. 

Direct R e f u d  and refunds due on assessmenr and other orders passed 
by ITO. 
(1) Refund Circles should be strengthened and special refund 

circles should be formed wherever necessary. 
(2) The Incometax Officer's performance should be judged on the 

basii of gross collections and not net collections so that there 
may be no inhibition or reluctance to issue refunds promptly. 

(3) The assessment or other order giving rise to the refund should 
not be signed by the Income-tax Officer unless he has signed 
the refund order and the advice-note. Advice-notes should 
be sent to the Treasury simultaneously with the issue of refund 
orders. 

(4) Refund orders must, ordinarily be issued within one month of 
the receipt of the application for refund. 

(5) A refund should not be withheld merely because there ir a 
remote chance of a demand being raised against the person 
concerned subsequently. 

(6) A refund week should be observed by the Department annually 
and this should be publicised. 

Appellate Refunds 
(7) Inspecting Assistant Commissioners and Commissionem of 

Income-tax should ensure proper maintenance of the register 
of appeals. 

(8) A separa.te register should be introduced immediately to be 
L maintained by each Income-tax Officer for recording all appel- 



late orders received after 1st April, 1968, in which r e d d m  
in assessment has been allowed. There will be a cdum in 
the register to show the date on which the refund arising mt 
of the appellate order ,has been issued. Inspecting Assistant 
Commissioners and Commissioners of IncomGtax should 
regularly inspect this register every month. 

(9) All refunds arising out of appellate orders must be issued within 
a month and, in cimplicated cases, within three months, of the 
receipt of the appellate order. 

Steps for more eflective control on the performance of m e r s  
(10) A register should be kept in the offices of the Inspecting 

Assistant Commissioner and Commissioner of Incometax in 
which tax-payers could enter complaints regarding delays in 
refunds. The maintenance of this register should be widely 
publicid. 

(1 1 ) All complaints received from the tax-payers either verbally or 
in writing should be promptly attended to. 

(12) Monthly statements from Commissioners of Income-tax show- 
ing the propess in the issue of refunds in their charges and 
also stating the reasons for the pendency, if any, both for direct 
and other refunds, should be sent to the Board. 

Yours faithfully, . Sd./- 
Secretary, Central Board of Direct Taxes. 

OeQy forwarded to :- 
All Directors of Inspection. 
Registrar, I.T. A.T., Bombay. 
The Appellate Controller of Estate Duty, Delhi. 
Shri S. N. Kohli, AD1 (RSP), New Delhi. 
Thc Comptroller & Auditor General of India, New Delhi. 
(20 copies). 
All ORcers & Branches in the I.T. Wing and Ad VI, Ad VII & 
IX. 
Bulletin Section (3 copies). 



RECOMMENDATIONS/OBSERVATIONS WHICH THE COMMITTEE 
DO NOT DESIRE TO PURSUE IN VIEW OF THE REPLIES BY 

GOVERNMENT 

Recommendation 
The Committee are unable to understand how the Ministry could give 

an estimate of Rs. 100 crores involved in thc cases of searchcs and raids in 
1965-66. 
(Serial No. 27 and Para 1.102 of Appendix V to the 17th Report, 1967-68) 

Action taken 
As a result of searches made by the Income-tax Department in Decem- 

ber, 1964 and February, 1965 in the premises of hundi bankers and hundi 
brokers and some of the important assessces who had taken advantage of 
accommodation given by these persons, as also the searches made in Septem- 
ber, 1965 at Calcutta, a large number of these hundi bankers and brokers 
had made confessions of having given accommodation to various assessees 
by showing bogus hundi loans. The amount of hundi loans confessed to be 
bogus by these persons came to over Rs. 371 crores. However, since it 
was likely that a number of these loans would be merely repetitions or 
rotations of earlier loans and some of the accommodation loans admitted by 
brokers may be covered by admission of accommodation loans admitted 
by the hundi bankers also, the Departm-nt roughly estimated the concealment 
of income at Rs. 100 crores in the case of borrowers involved in these 
transactions. It is the fear of detection by the Department of the concealed 
income that brought forth the voluntary disclosures u/s 271(4A) of the 
Income-tax Act, 1961 in this respect. 

However, as has already been admitted by the Ministry before thc 
P.A.C., they were wrong in having made an estimate at all of the conceal- 
ment involved in these transactions, [vide Para 1.101 of the P.A.C.'s Seven- 
teenth Report 1967-681. 
[Ministry of Finance (Deptt. of Rev. & Insurance) D.O. Letter No. 3/26/ 

68-IT (Audit), dated 4-1-1969]. 

Recommendation 
The Committee regret to observe that there was a delay of four years 

in completing the assessments of the company for the years 1945-46 to 
194748. They desire that the reasons for the delay should be looked into. 
(Serial No. 31 and Para 1.109 of Appendix V to the 17th Report, 1967-68) 

Acl30n taken 
The observations of the Committee have been noted. 
2. The time limit prescribed under the old Act of 1922 for completion 

of an assessment is four years. In the instant case, the assessments for 
the years 1945-46 to 1947-48 were made w-ithin the time-limit of four years. 

32 



These assessments would have got time-barred in March, 1950, 51 and 52 
respectively. Therefore, as per the provisions of the Income-tax Act tbe 
assessments could be completed within. four years. Due to reasons beyond 
control, the assessment procedings could not be concluded before the date 
of liquidation. 

3. Tl~e rcasons for the delay in completing the assessments have been 
looked into. The assessee filed the returns on 18th January, 1949. On 
15th February 1949 the High Court of Calcutta ordered the winding up 
d the company. It was, as such not at all possible for the ITOs to anti- 
cipate the date of liquidation and complete the assessments and recovery 
proceedings much bcfore thc Iiquidation took place. The assessee company 
was a wartime, contractor and manufacturer and the case caned for detailed 
cnquirics and investigations. Due to the circumstances stated above the 
assessments could be complctcd only aftcr the liquidation took place. 

IMinistry of' Financc (Deptt. of Rev. & Ins.) D.O. Lettcr No. 3/30/68-IT 
(Audit), dated 26-1 2-19681 

Thc Committce rcgrct that information has not been furnished in respect 
of the remaining 13 cases where arrears of taxes have been written off. 
They would like the Government to examine each of these cases critically 
with o view to finding out whether there was any inordinate delay in finalis- 
ing the asscssment or in issuing demand notices or in resorting to other 
mcasurcs available for the collection of tax due before the amount was 
written off. They would also like the Board of Direct Taxes to initiate 
remedial measures in thc light of the study in order to avoid recurrence 
of such cases. 
(Serial No. 37 and Pam 1.1 10 of Appendix V to the 17th Report. 1967-68) 

Action talren 
Each ol' the thirteen cases where arrears of tax had been written off 

was examined. The information in respect of the I3 cases is given in tbe 
Amexure cnclowd. The Board is satisfied that there has been no avoidable 
delay in cither assessment or starting collection proceedings against the 
defaulting assessees. It was not possible to realize the arrears as the assessee 
companies had no assets. Recovery proceeding also yielded no results and 
the arrcars had to be finally written off. The examination of the cases 
Ira not revcalcd any lacuna or defect in the existing procedure and no 
remedial measures are considered necessary. 

[Min. of Finance (Deptt. of Rev. & Ins.) D.O. Letter No. 3/31/68-IT 
(Audit), dated 1-1-1969]. 



informatrmatrm in respect of 13 caws where arrears of Income-tax had been 
written of. 

off years of company brief. - 
involved. 

1.TheNewTaIkies 14,531 
Ltd. Calcutta 

2. Endeavours (India) 1.41 8 
Ltd. Calcutta. 1.723 

3. MIS. Mullenux & 4,743 
Mulleneux (P) 
Ltd. Bombay 

4. The Bharat Com- 139 
mercial Corpora- 78 
tion Ltd. -- 

217 - - 

5. MIS. S.M. Haniff 5.3 14 
(India) Ltd. 
Calcutta. 

6. Standard Cotton 
& Silk Weaving 
Co. Ltd., 
Calcutta 

3945-46 23-8-46 16-1-48] The demand invd- 
ved in these cases 

1956-57 28-3-59 12-3-60 
1957-58 
1958-59 2-2-60 ted, because the con- 

cerned companb 
c l o d  down leaving 

I no realisable assets, 
1960-61 29-11-60 26-6-61 

I made. 

1953-54 28-8-57 3-5-54 Although the .Com- 
pany had been in- 
corporated in March 
1948. it did some 
business only during 
the relevant a)c year 
and thereafter it 
closed down. It was 
only after receipt of 
an information slip 
(indicating the com- 
pany's business acti- 
vity) that assessment 
proceedings werc 
started. As the asses- 
see Company had 
no assets, collection 
was not possible. 

1951-52 28-3-55 - A1 l possible rccc very 
1952-53 actions such as im- 
1953-54 2&i1-52 position of penalties. 

issue of notices. atc. 
were reported to bul 
the demands could 
not be recomcd. 
when recovery ac- 
tion was pursued by 
the Revenue Autbo- 
rities the company 
did not have an 
asse? either m o v a d  
or ~mmovablc. The 
name of the Cam- 
pany was also struck 
off from the Rolls of 
the Registrar of 
Companies undcr 
Notfn. dated 27-2-60. 



7. Mh. Trivandrum 3,431 1957-58 
City Funds (PI - - 
Ltd. 

8. h a r a  Public 460 1954-55 
Benefit & General 
Traders Ltd., 
Chickmaglur. 

9. MIS. Investment 3.203 194647 
Corporation Ltd., 2.080 1947-48 
Surat. 2.879 1950-51 

861 1951-52 
lO.308 1952-53 
2,172 1953-W 
2.172 1954-55 

23.675 

17-2-60 - 'Zheasses~mentwas 
delayed because LU- 
veral payments 4- 
led for detailed in- 
vartigation. During 
investigation the 
Company stoppcd 
its business and 
the Managing Dira- 
tor was at large at 
the time the assee 
mmt was comple- 
ted. The demand was 
certified to the CoC 
lector on 16-3-61. 
The Collector re- 
ported that here was 
no qossiblity of 
collectmg any por- 
tion of the arrears. 

30-9-55 - Tax of Rs. 561 -31 
on the admitted in- 
come had bctn cd- 
Iccted. Tbe tax due 
is on account of 
assessment made 
again after addmg 
back certain inad- 
missible items of de- 
ductions claimed by 
the assessee. The 
notice of demand 
and assessment order 
were served on 
8-10-55 on the in- 
terim liquidator wbo 
had been appointed 
on 24-11-54. Thc 
whereabouts of the 
Managing Dimor 
were not known and 
the company had no 
movable or inmova- 
ble assets to bc pro- 
ceeded against by 
the Tax Recovery 
authorities. 

25-3-55 10-10-66 The A C c a p ~ r y  Ck- 
cont~nued its busi- 

369-54 ness in 1951 and had 
25-3-55 no assets. Re-aases- 

mcnts for the p a r  
194647 to 1951-55 

3$8-58 were made on the 
basis of an anony- 
mous letter. The- re- 
covery procecdnlls 
yielded no result red 
the amounts had to  
be written o t  



10. Nand das Haridas 1,350 1949-50 28328 
& CO. Ltd. 13 1951-52 

634 1953-54 2 k 8  

1 1. Mls. J.R. Bhadani 364 1951-52 27-10-51 
& Co. (P) Ltd., 18,421 1952-53 30-7-53 
Bombay. 20,515 1953-51 28-10-53 

861 1954-55 31-8-55 

14-1.11 1 : ~  r:! [ i t  1:. 
X(I0). Ir.k!&et'cn 
was ecird in dre 
course but by then 
the Ccmpeny had 
no assets end tax 
could not be rcco- 
vcrcd. 

19-2-58 The company was 
appointed as the 
Manepkp eptnls of 
Hirjee Mills Ltd. 
Bombay w.e.f. 1-3-45. 
According to tk 
agreement the a m -  
pany was to. rccci- 
ve a cornmiss~on at 
the rate of 10% of 
the net profit sub- 
ject to  a minimum 
amount of Rs. 50.000 
per annum. The firm 
Hirjee Mills Ltd. 
however. was not 
functioning properly 
and it was actually 
working under a sc- 
heme of renrganisa- 
tion sanctioned by 
the Bombay High 
Court fwm 13-5-5,1. 
One of the condr- 
tions imposed hy the 
High Court was that 
the Managing Agent 
i . ~ .  the assesree crm- 
pany should not 
draw any amount 
from the manapd 
company for six 
months frcm 15-3-33. 
The financial condi- 
tion of the manapd 
company deteric- 
rated still further 
and it was crmpk- 
tely closed from Feb- 
ruary. 1954. Elcoo- 
very c e r t i h t e  was 
issued to the Add). 
Collector of Bombay 
on 28-10-55. Notice 
to the official.liquL 
dator was alrn I-d 
on 28-10-55 md 
9-1 1-55. The Dcput- 
meat could not, 
however. r m w r  
anything frcm the 
assesllce c r m m y .  



I 2 3 4 5 6 7 
12. MIS. Pravin Enginme 786 1953-54 28-4-56 14462  The ossersee ccm- 

Ltd., Bombay 774 1954-55 pany was appointcd 
956 1955-56 1g7-56 the Managing 

1,086 1956-57 5-3-58 - of MIS. c 9 G p c r X E  
nel and Cl~tford Ud.  

.! 3. MIS. Saraf Oil Mills 5,487 
Ltd., Bombay. 41,659 

47,146 

and the remuaen- 
tion payable was 
fixed at  12% of 
thc net profit of the 
managed company 
and a fixed allowance 
of Rs. 5001- per 
month. The mana- 
ged company, how- 
ever, d ~ d  not func- 
tion well aud it 
incurred losses to the 
extent of Rs. 2 lakha. 
The assessee com- 
pany. therdorc. 
could not recover 
any amount from the 
managed company 
from 1-4-56. This 
k i n g  the only sourer: 
of income uf the 
I S S C S ~ .  It was 
not possible to re- 
cover the tax in this 
case. Recovery certi- 
ficates had bcea is- 
sued on 18-3-58. 
There were nu 
tangible assets which 
could be attached 
and sdd. 

1947-48 30-1-48 7-6-55 The assessce com- 
1949-50 30-1 2-49 pany was owing oil 

extracting factories 
at Bombay. Wardha 
and Nagpur. AU the 
accounts were main- 
tained in the Head 
Office at  Bombay. 
The company was 
not functioning wll .  
The sharchoMers 
approached the High 
Court and as 
High Court's or8Ce;r 
the company startad 
working on a re- 
.~rganisation schanc. 
Even this scbam 
could not work and 
the company went 
into voluntary liqui- 
dation. Recovery 
c c r t i h t e s  u m  also 
issued t o  the Addl. 
Cotkctor. It was, 
however. not possi- 
ble to recover any- 
thing in this case. 



CHAPTER IV 

RECOMMENDATIONS/OBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND 

WHICH REQUIRE RElTERATION 

The Committee are concerned to note that the number of assessments 
pending has increased from 7,12,407 in 1961-62 to 21,69,529 in 1965-66. 
The Committee also note that during the last three.years the percentage of 
assessments completed out of the total number of assessments for disposal 
!varied from 50.8 per cent to 54.7 per cent which means that nearly bal£ 
the total number of assessments remained pending. What causes the Com- 
mittee greater concern is the fact that the numbers of business cases involv- 
ing an income of over Rs. 25.000. which were pending on 31st Matcb, 
1966, was 1,20,185. The Committee note that it is only lately that the 
Department has addressed itself to the task of taking up important assess- 
ments on a priority basis. The Committee are a little doubtful whether the 
targets of 31st March, 1968, for bringing up to date the assessment of 50 
per cent by 31st March, will be achieved. The Committee cannot too 
strongly stress upon Government the need to pay special attention to the 
speedy finalisation of pending assessments and in particular business cases 
involving an income of over Rs. 35,000 and of ensuring that in future all 
such assessments are given due priority and are not allowed to  remain pend- 
ing at the end of the assessment year. 
[Serial No. 1 and Para 1.8 of Appendix V to the 17th Report. 1967-681 

Action taken 
The following steps have rccently been taken for speedy finalisation of 

pending assessments in general and cases involving business income of over 
Rs. 25,000 in particular : 

(1) Planned and phased programme of disposal of assessments has 
been drawn up for each Commissioner's charge with a view to 
reduce the pendency at least by one-third by the end of the 
current year. 

(2) Small income scheme has been liberalised to provide that returns 
in noncompany cases with returned income up to Rs. 10,000 
(Rs. 15,000 in charges of Bombay and Calcutta) would be 
accepted without scrutiny, if there arc no complaints of tax 
evasion or suspicious features. subject to a random check in 
a small percentage of cases. The scheme will also apply to 
cases of Registered firms having four or more partners with 
income of Rs. 20,000. With the accelerated disposal of sman 
income cases, which constitute the bulk of pendency, it should 
be possible to devote more and more attention to the large 
revenue yielding cases and dispose them of quickly. 

(3) Section 153 of the 1.T. Act has been amended with effect from 
1st April, 1968 progressively reducing the time for unupWi 
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of assessments from four to two yeam from the end of the 
relevant assessmMlt year. This provision itself would go a 
long way in liquidating the pendency of awsmab. 

(4) Instructions have been issued vide Board's letter F. No. 3/ 
58/68-IT(B), dated 7th September, 1968 (copy enclosed) 
requesting the Commissioners of Incometax to carve out addi- 
tional charges of Income tax Of6cers in Circles with compara- 
tively larger pendency. Such charges wiU be assigned to 
Incometax C)fficers having lower pendency and working at the 
same station or at near places. This step has been taken to 

arrears of assessments. 
"i ensure optimum use of t e availabk man-power in clearing the 

(5) For liquidating the pendency of big cases more Income-tax OBi- 
cers have been provided with each of the four central charges 
at Bombay, Calcutta, Delhi and Madras. 

As a result of the above steps the disposals during 1968-69 (up to 
August, 1968) has gone up by 2,55,247. A statement showing the relevant 
figures is enclosed. This shows that the tempo of disposals has been gaining 
a momentum during 1968-69. I 
[Min. of Finance (Deptt. of Rev. & Insurance) D.O. Letter No. 3/1/6&IT 

(Audit 1 .  dated 22-1-1969]. 

Slatenienr showing a category-wise disposal of  ussessrrtents up to 31st 
Augun, during 1967-68 and 1968-69 

--.-- - 
1%7-68 1 968-69 

Progressive Progressive Increase 
Calegory disposal upto disposal upto ( 7 3  

3 1-8-67 31-8-68 

1 30.622 44.180 44 -3 
U 27.892 38,327 37 -9 

lit 66.938 92,566 38 -3 
1 V 3.19,210 4.52.409 41 .7 
V I ,38.542 2.10.969 52.3 

Total 5,83204 8,38,45l 43 -8:: 
- - -.- 

pats compiled from thc DI(RS&P)'s consolidated statement for August. 19G] 

COPY 

F. NO. 3/58/68-ITB 

CENTRAL BOARD OF DIRTXT TAXES 
New Delhi, the 7th September, 1968. 

From 
Shri S. Bhattacharyya, 
Sccrctary. Central Board of Direct Taxes. 



T o  
All Commissioners of Income-tax. 

Sir, 
S~BJECT :-Income-tax Assessments for disposal-Measures to reduce pet!- 

dency-instructions regardins-. 

It has been represented by some Commissioners that the number of 
income-tax assessments for disposal as on 1st April, 1968 in certain income- 
tax circles in their Charges was no small that the Income-tax Officers in 
those circles would not have an adequate work-load during thc year in 
terms of the increased targets of disposal of assessments pcr Income-tax 
Olfier. On the other hand, the pendency of assessments in certain other 
circles in their Charges is high and it can bc reduced substantially only by 
.deploying for short pcriods an additional number of Income-tax Officers and 
staff in those circles. 

2. ]n these circumstances, Commissioners should carve out additional 
charges of Income-tax Officers in circles with ii comparatively largcr pendency 
and assign jurisdiction over such additional charges to Income-tax Officers 
of circles with a lower pendency at the same station or at nearby places. 

3. The jurisdiction of these additional charges of Income-tax Officers 
should be demarcated by orders under section 124 or section 127 of thc 
Income-tax Act, as may be appropriate, taking due carc to minimisc thc 
movement of files. 

4. The Income-tax CHXcers who are assigned jurisdiction over the newly 
created charges as envisaged above will have such jurisdiction in addition 
to their existing jurisdiction. Where the additional charge is located at a 
station other than thc headquarters of such Income-tax Officers they will 
visit that station on tour together with the minimum staff necessary to assist 
them in the performance of their additional work. To facilitate such tours 
beyond the usual period of ten days, Commissioners may issue necessary 
orders relaxing the provisions of S. R. 73. Proposals for supplementary 
grants of T.A. for mecting additional expenditure on such tours 5hould bc 
sent to the Board well in time. 

Yours faithfully, 
&I./- 

Secretary. Ce~~lrul  Board of Dirtrf Tuxes. 
Forther Information 

The category-wise break-up of the pcndinp assessments as on 31st 
August, 1968 as compared to those as on 3 1 st August, 1967 is ~ t r  undcr : - - .l_l_.... _.- 

Category No. of pending as%- KO. of pndinp a=- 
ssments as on ssments as on 

31-8-67 3 1-8-68 

I 2.58.552 
11 2.44.557 2.84.782 

IIl 
2.74.635 

5.97.967 
IV 6.46.678 

22.1 1,568 v m,23,ss~ 
7,84,037 7,18,027 -- 

TOTAL 
.- 

40.96.68 1 39,47,6$1 



~ g h t h c r c h a s b c e n a n ~ i u  &cat. ~CBSCI~,  thc 
inncm ie Imply due 0 an addition Oe 399 caws from 2,69,039 
aa OB 1st Apnl, 1967 to 3.08.561 on 1st April 1968, It Ed to be Qb#DVCd 
tbat durhrg tho p a  ~ r t  1968 n 31st b, 1968,77,995 at. I 
ca#s W 8  dhpWd Of!, a g h t  56,083 c- d tha 'gpMsod 

p r d g  par. In thc dive fa pcc8- --, 
Cat. 1 cases (i.e., business cases invoIving income of Rs. 25,000 and over) 
have been receiving due attention. 

[Miaistry of Finance (Deptt. of Rev. & Insurance) D.O. Letter No. 2841- 
M(M)/68, dated 18-12-1968). 

Q u e ~  Item No. 19 
S. No. 1-Arrears of Assessments 

Pkase furnish a statement showing category-wise break-up of the cur- 
rent and old assessments for disposal and those completed during the 
period 1st April, 1968 to 31st October, 1968. 

Mirdmy'a reply 
0) For dlrposal 

Cat. I Cat. 11 Cell. 111 Cat. 1V Cat. V Total S. Units 
1. rrnaY 1,93.260 1,75,357 393,294 1221,442 3.75.803 23,59,156 3.97.162 
2. Cumnt 1,41.505 1,43.382 3.45.503 12,31,301 5,70,607 24,32298 33,546 

Total: 3,34,765 $18,739 7,38,797 24,52743 9,46,410 47,91454 7,35708 

Total : 77,995 68.550 1,68,060 7.79,125 3.47.615 14,41,345 1,88,529 
(23 -29 %I t30.08:/3 

The Cammitta have in theit pkvious Reports cxpresscd their gnat 
canccrnattheincr~~~~eintbeamormtdamarsobIncMn~-tax~par 
to par. In this amuecth they would like to invite a reference to Panrs 
1.W7 and 1,258 ot M u  16th Report (ThiEd Lok Sabha) aad Paras 1.274 
8nd 1.275 of their 3rd Report (Fourtb LoJr Sabha). Tbc ananr have 
24uw9 



k w  from Rs. 282.37 crores in 1963-64 to Rs. 322.72 cfom in 
1964-65 and RS. 38 1.88 crores in 1965-66. This continuous rise in arrears 
of Income-tax shows that the measures taFen by the B o d  of Direct Taxes 
in the past have not rcsultcd in any sigtllficant hp0ve3nent. 

The Committee fcel that as with assessment cases; the attention of the 
Department has to be concentrated on cases of arrears of tax demands Of 
Rs. 5 lakhs and above. Thc number of such cases is only 907 but the 
arrears of revenue arising from thcm is of the order of Rs. 1.35 c m .  
The Com~llittec have no doubt that with the fixing of responsibilities at 
various levels by the Department for ensuring the collection of arrears, it 
would be possiblc to realisc thcm in a reasonably short time. The Com- 
mittee have also no doubt that thc inlprovc~ncnt in the realisation of arrears 
would not onJy augment Governnlmt'.; finances but would also find due 
reflection in thc tax: $tlUCtUrC. 

Thc Committee would like Government to pay particular attention to the 
arrears of tax from companies so as to allay the apprehension that some of 
these companies may bc holding back Government dues and utilising them 
for business purposes. Thc Committec feel that not only should dues be 
realised expeditiously. but that pcnaltics admissible under the rule should 
be imposed so as to act as a dctcrrcnt to othcrs. 

The Committee desire that Government make a through pmbe to ascer- 
tain whether the disparity in book figures of arrears of demand and efkc- 
tive demand is due to a tendency on the part of assessing officers to create 
high and unrealistic demands which. on the one hand. might Icad to wasteful 
litigation and on the other fictitiously boost the demand figures with the 
other pernicious rcmifications. Thc Committee would also like Govern- 
ment to cxamine all cases involving non-recovery of taxes of Rs. 1,00,000 
and above out of the total irrecoverable amount of Rs. 37.85 crorcs. Tbc 
Committee haw no doubt that Government will take suitable action against 
the offiars found responsible for neglect. if any. in respect of the irrecover- 
able demands mentioned abottc. 
(Serial No. 4, 5, 6 and 7. atd Paras 1.24, 1.25. 1.26 and 1.27 of 

Appendix V to the 17th Report, 1967-68.) 

Adion taken 
The observations made by the Committee havc notcd. Naxaary 

instructions in the matter have teen issued to all Commissioners of Incornc- 
tax vide letter No. 3/6/68-IT(Audit), dated 10-9-68 (copy enclosed). 

2. With regard to arrear dcmands of taxes of Rs. 1.00.000 and above. 
Zonal Committee consisting of Commissioners of Xncomc-tan have been 
amstituted for reviewing such cases. A copy of the instructions i d  
in this conncction (Ministry's lctter No. 16C/59i68-ITB. dated 16-10.68) 
is enclosed. 
[Ministry of Finance (Dcptt. of Rev. 8r Ins.) D.O. lctter No. 3/6/6841 

(audit) dt. 4-1 1-68]. 



ANNEXURE A- 

F. No. M-36/25/67/rn 
DIRJXXORATE OF INSPECITON (INCOMETAX) 

4TH FLOOR 'D' BLOCK 
INDRAPRASTHA BHAVAN 

New Delhi, the 20th March, 1968. 
From 

The Director of Inspection (Incomstm) , 
New Delhi. 

To 
All Appellate Assistant Commissioners of Income-tax. 

Sir, 
SUBJECT :-Pendency oj old appeals-Need for early disposal of- 

Regarding. 
It appears from the Progress Reports that 1597 appeals filed up to 

31-3-1964 wcrc still pending at the end of January, 1968, in the v&ow 
charges. The nccd for early liquidation of these old appeals was empbased 
in this Directorate's letter F. No. M-36/25/67/DIT, dated 5-1-1968 and re- 
iterated in thc Quarterly Rcview for the period ending on 31-12-1967 which 
was issued on 15-2-1968. The Board desire that all the disposable W s  
out of the abvc  arc wmpleted by 3 1-3-1968. AU the Appellate Assldant 
CQnmissioncrs of Income-tax are. therefore, requested to examizlt the 
matter and ensurc their early disposal. 

Yours faithfully, 
!a,'- 

Assistaw Director 
For Director of Inspection (1)arome-t~~). 

CENTRAL BOARD OF DIRECX TAXES, 
New DeUti. the 20th November, 1967. 

Tbe Under Secretary. Cenval Board of Direct Taxes. 
To 

The Commissioner of income-tax. 
Sir, 

SUBJECT :-Expeditious disposal of old appeals filed u p  to 1 958-59 clrod 
old revision petitions filed up to 1959-6O-steps regvrrmbrg. 

It is seen that thcrc are old Inwme-tax Appeals filed up to 1958-59 and 
old Income-tax Revision Potitions filed up to 1959-60 still pending in your 
c b '  . The Board are very anxious that t h  old appeals/revisiaa petitions am spose of without delay. In order to keep a watch over the latest @- 



tim of these cases, it has been decided that a statement (in duphte) show- 
ing the progress made in euch case should be furnishad to the Board cvtry 
month so as to reach the Board by the 7th of the fullowing monlh. The 
first report for the period ended 30-1 1-1967 will be due by the 7th Decem- 
ber, 1967. 

Yours fait-, 
sd/- 

Under Secrefary. 

ANNEXURE %' 

D.O. NO. 6/2/67-ITJ 
New Delhi, the 6th March, 1968. 

F. H. VALLIBHOY, 
Member, Central Board of Direct Taxes. 

SUBJECT :-Expeditious disposal of revision petitions-Need for. 
As you m aware the Public Accounts Committee attaches great impor- 

tance to the timely disposal of revision petitions. The Department has to 
face criticism from the Committee in view of the continued carry forward 
uf heavy pendency from year to year. There are also complaints from 
assessees for the inordinate delays in finalismg their revision applications - which create bad public relations and cause delay in collection of outstand- 
ing taxes or grant of refunds due. 

2. On a review of the position of pendency of revision jxtitions during 
the period April, 1967 to December, 1967 I find that the disposal in your 
abarge was as against institution of during this period. At this rate it is 
Lilrely that you may end up with a higher pendency at the close of the year 
than that with which you started. This represents a very unsatisfactory state 
of affairs. I feel that all out efforts should be made in the current month to 
dispose of at least those petitions which are pending for more than one year 
and leave a lesser overall balance at the end as compared to that in the 
beginning of the year. 

3. May I in this connection invite your attention to my D.O. letter of 
even number dated the 29th January, 1968. I trust you win plan ywr 
programme of disposal for the ensuring year 1968169 in such a manner 
that the position shows appreciable improvement in the near future and 
the pendency is brought down to at least half if not more by 31-3-1969. 
The aim should be to keep no petition pending for more than 3 to 6 
JllOntbs. 6 .  

Yours sincerely, 
sd/- 



VIdc reply to Itcm No. 20. 
Information regarding the progress made in the cases involving arrears 

of Rs. 5 lakhs and above is nM rcadily available. It may be stated in 
this corndon that no separate statistics is maintained regarding the collec- 
ti- made out of cases involving arrears of Rs. 5 laws or more and 
other cases. However, during 1966-67, the collections out of arrear 
dcmand of Rs. 381.88 crores amounted to Rs. 59.95 crores (15.7%). The 
c o ~ o n s  during 1967-68 out of gross arrears of Rs. 541.71 crares 
amounted to Rs. 101.99 crores (1 8.8% ) . Thus, the collection out of arrcar 
demand made during 1967-68 is higher than the corresponding amount and 
percentage in thc year preceding. 

Kindly also see the Ministry's reply to item 20(iii). 
Under the Board's F. No. 3/6/68-IT(Audit), dated 10-9-68, the Com- 

n6ssioners of Income-tax were instructed to pay particular attention to 
collection of tax from companies and discourage, by levying deterrent 
penalties, any attempt by them to utiiise in their business the taxes with- 
held by them (A copy of the Board's letter is placed below.) The 
instructi~ll~ issued are rather brief and will have to be elaborated by 
issuing further instructicms. 

In this ccmncction, the Ministry's reply to item 20(iv) may please be 
rcferred to. 
[Ministry of Finance (Deptt. of Rev. & Ins.) D.O. lcncr No. 2841-7(M)/68 

dt. 18-12-68.] 

F. No. 3/6/68-IT(Audit 1 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT 
New Delhi, the 10th September, 

From 
Shri S. Bhatacharyya, 
s=-y, 
Central Board of Direct Taxes. 

To 
AU Commissioners of Income-tax. 

Sir, 

TAXES 
I968 

SUBJECT :-Recovery of tax clrtt~s from Cornpanies-.Veed jot  t k 1 . v  
action for recovery and imposition of pertaltiPs-l~t~fnt~a'ons 
regarding. 

Your attention is invited to the following recommendation of the Public 
kxnmts Committee made in para 1.26 of their 17th Report. 1967-68 : 

'Tbe Committee would like Government to pay pwticulat atten€ion 
to the arrears of tax from companies so as to allay the apprehension 
that some d thcse companies may be holding back Government dues 



and utilising them for business purposes. The (htmittce feel that 
only should dues be realised expcditious1y, but that p- 

admissible under the rules should be imposed so as to 3ct as a 
deterrent to others." 

2. The wmparative fipm of 1.womc-tax and Corporation Tax bud@ 
coll#:hns for the. years 1965-66 to 1967-68 are given below : 

(In crorcs of mpcm) 

Financial Net Budget collec- Corparation Tax 
Year tinns under I.T. and C.T. ----- -. .. 

1965-66 576 -64 304 -84 
196647 637 5 8  328 90 
1967-68 623 -45 -- 316 .oO 

1,837 -67 
-.- . - 949 -74 ------ 

3. It will be seen that 52% of the total collections are from CorpontiOn 
Tax fmn companies. Further, a large percentage of m w s  are from can- 
parries. The Board, therefore, desire that you should pay particular a l&~-  
tion to ~Uection of tax frqm companies and discourage by lcvying dttmrnt 
penalties, any attempt by them to utilisc tbc taxes withheld in their bus'lll~ss. 

Yours faithfully. 
Sdi'- 

Secretary , 
Cetntral Rnitrtl of Direct Taxes 

copy 10 : 
( I )  AU DJs. 
(2) The C.,  & A.G. with 20 spare copics. 
(3) All officers and Branches in I.T. Wing. 
(4) O.S.D. (Shri R. D. Shah). 
(5) Bulletin Section with 3 spare copics. 
( 6 )  P.S. to Chairman/PAs to Members. 
(7) IT (Budget) with a copy of P.A.C.. 17th Report. 1967-68. 

Sd ;- 
Sixretar)., 

Centrcll Boor(/ oj Direct Tmr. 

Further Information 
This matter is intimately related to the PAC's recommcndatiom in 

paras 1.34, 1.35 and 1.36 of their 17th Repon and para 2.4) of their 
29th Report. Thc Government is shortly asking thrcc senior &cers of 
the Incometax Department to undertake a study of all appellate ordm 
in the important charges under the CsIT, U.P., Delhi and Punjab. Tbey would study the orders in two AACs' charges under each CIT. A report 
on this study is expected to be available by the end of January, 1969. It 
is pmposed to undertake similar studies in the Mher Commissio~ers' 
charges as well after considering the report on the preliminary survey. 



@? 
(i) Oross as per part 111 as on  30-9-1968. 
Lcu: 
1. Amount pending disposal of appeals 

(item 8) . . . . . . . . . .  
2. Amounts for which extctlsions of'timc has 

been granted by the IT0 or  other 
authorities (item 9) . . . . . .  

3. Demand covered by advancc tax which 
is awaited adjustments (item 11) 

4. Amount not fallcn duc item 13 (b) 

(il) 

(iii) 

(B) Total 17,38,192 

Net Amrs-(A)-(9) 47,11,096 
Alrcady includd in (i). 

Tbc information regarding thc amount of arrears invohing Rs. 5 lakhs or more i n  
each c;ue is a v a i l a b  only upto 31-3-68. The number of cases (induding grow of 
Cases) where the arrear h n d  was Rs. 5 lakhs or mom as on 1-4-68 1s shown below : -- 

No. of cases A m a r  Demand as 
CIT's charge including group o n  14-68 

casts (Rs. in thousands) 

I. Madhya Prrtdcsh .. 
2. Dclhi . . 
3. Delhi (Cent&) . . 
4. Andhra P n h h  . . 
5. Bombay City-1 . . 
6. Bombay City-ll . . 
7. Bombay City411 . . 
S. Bombay (Ccntrd) . . . .  9. Gujarat-I 

IO. Gu~itrilt-I1 . . . . 
1 I. Rqjasthan . . . .  . . . .  12. hfadrwl  
13. Mad-11 . . . . 
14. hfiedras t Central) . . 
15. Kmala . . . . 
16. Puqjab . . . . 
17.Poon;r . . . .  
18. Mysorz: . . . . 
19. Bihar . . . .  
20. <kissa . . . . 
21. A s a m  . . 
22. Uttar ~ratkj j l - I  . . 
23. Uttar h d s h - 1 1  . . 
24. Wet  kngill-1 . . 
25. West lkngal-11 . . 
26. West kngal-Ill . . 
27. Calcutta (Central) 

iiv) Tho inform:ttiun is not rcitdily avai1:tblc and will have to be compiled by refcmnp 
to the film of cach and CVWY company. Thc data is c.tpectcd to  be ready by the end or 
Januiuy, 1969. 

IMin. of Finoncc (Dcptt. of Rev. & Ins.) D.O. Lxtter No. 2841-7(M),/68 
dt. 18-1 2-68.] 



The Committee hope that necessary action will he taken by the Depart- 
ment to check the tendency on the part of Income-tax Officers to overpitch 
assessments. They were informed by the Secretary, Revenue and Expend& 
ture that a suggestion had been made to the Board that the efficienc of the 
Income-tax OEcers might be judged from the number of cases in w&ch the 
assessments made by them stood thc scrutiny of appellate courts. The Com- 
mittee feel that such a step would be helpful in checking the tendency an 
the part of Income-tax Officers to over-pitch assessments. They would like 
to know the final decision taken: in this regard. 

The Committee also fecl that an evaluation of the work done by the 
assessing officers should be undcrtakcn when largc reliefs arc given in appeal. 
The Committee would like the Board of Directors to look into cases of the 
past four years in which aggregate relief to an assessee in one year in appeak 
and reference is in excess of 50 per cent of the relief sought, with a view to 
evaluating the work of the assessing officers. The Committee should be 
informed of the action taken against the officers who are found to have 
over-pitched assessment particularly in cases where the Tribunal, Hi& Court 
or the Supreme Court might have passed strictures against such aslsessmtnts. 

The Committee feel that, while it is the duty of the assessing oflicers to 
yard zealously the interests of the public rcvenues. it is equally their duty 
to deal justly with the tax-payer in the exercisc of the wide auhtority cob 
ferred on thcm by the Taxation laws. 

(Serial Nos. 9, 10 and 11 and Paras 1.34, 1.35 and 1.36 of Appendix 
V to the 17th Report, 1967-68.) 

Adion taken 

The suggestion of the PAC has been noted, and instructions issucd vide 
this Ministry's letter No. 8 24/66-IT(B), dated 23-1-66 (copy enclosed). 

The Commissioners of Income-tax were asked to look into cases of over- 
pitched assessments where the Tribunal, High Court or Supsme Court 
might have passed strictures against such assessments. From the reports 
received it is seen that there was no such case during the past four years. 

Palpably wrong or harassing assessments are taken notice d by the 
Department while evaluating the \mrk of thc assessing officers. 
[Ministry of Finano;: (Dcptt. of Rcv. & Ins.) D.O. Letter No. 3/10/68-11 

(Audit), dt. 11-1 1-68.] 



F. NO. 83/24/66-IT(B) 
CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 23rd June, 1966. 
From 

Shri Wasiy Ali Khan, 
Sccrctary, Central Board of Direct Taxes. 

To 
All Comniissioncrs of Income-tax. 

Sir, 
SUBJECT : -Recommc~zdatio~ls of the P.A .C.--regardirtg tendmcy of 

0lgicer.s t o  inflate arsess~nents--curbing of-Imttucntucnons 
rcgurding- 

In their 46th Report, the Public Accounts Committee referred to a case 
where a largc amount was writtcn off, as a substantial portion of the demand 
was due to ovcr-assessment and overlapping additions. They have em@- 
sized the nccd for curbing thc tcndency on the part of officers to idate the 
assessments as such as tendency would result in unduc hardship and harass- 
men3 to thc asscssces. 

2. The importance of making realistic assessments which may daad the 
test of appeals and may facilitate the recovery of taxes assessed need hardly 
bc emphasized. It should, therefore, be impressed upon the ofticer not to 
make Mated assessments which may only result in paper demand and 
cxpose the Department to advcrse criticism. 

Yours faithfully, 
a/- 

Secretary, Central Bourd of Direct Tares. 

Fortber information 
[Vide reply to ltcm No. 5 undcr Sr. No. 71 

The Coninlitkc notc that thc main objections underlying the two Vdun- 
tary Disclosurc Schctne wcrc to bring out unaccounted incomc and encourage 
wessces who for some reasons had not adopted the right path, to adopt 
the part of rectitude. Thc amounts of unaccounted incomc declared under 
the first and second schemes wcrc Rs. 52 crorcs and Rs. 145 crores respec- 
tively. According to thc Ministry. "no one has any near precise estimate 
nl how much i\ floating around us as black rnoney. . .the amounts that are 
disclosed arc far less compared to thc amounb which may be in circulation 
as black r,ionc)." The Committee thereforc feel that the two Scbemes have 
not gone far in achieving thc objcctivcs in v i w .  

In vicw of thc unsatisfactory rcsults of thc Voluntary Disclosure Scheme. 
thc Chmmittcc fccl that by its very nature and inherent weaknesses, no 
\'oluntary Disclosurc Scheme can ever bc a real success. It is therefore 
rwntial to makc a thorough probc into thc grounds and factors which 
nude evasion of taxes on il largc scale so attractive as well as passiMe so 
that Government is impclled to compromix with the tax cvadcrs in the 



larger interest. While adopting adequate administrative safeguards to arre~t 
tax levasion it would be well worthwhile to adopt measures which will 
make evasim unre~arding and unattractive. That would be to forestall 
the malady rather than to allow the malignancy of evasion to grow and 
then seek its curc by Voluntary Disclosure Scheme. 
(Serial No. 16 crrid Para 1.69 o f  Appendix V to the 17th Rrporr. 1 967-68.) 

Action taken 
Thc observation of tile Corumittee have bcen noted. A Conlnlittce con- 

sisting of Departmental Officers was set up in April, 1968 to go into the 
endre question of tax-evasion in all walks of life in the country and to report 
on the various steps to be takcn to tackle thc problem. Its report is expected 
before the end of this year. .4 copy of the orders appointing thc Committee 
is also appended. 

(2) To make evasion of tax uwcwarding and unattractive. the penally 
provisions in the Income-tax Act havc been tightened up by thc Finance Act. 
1968. Under the revised provisions, thc minimum penalty imposablc for 
concealment of income has becn fixed at 100'; of the incomc sought to bc' 
wadi-d. The maximun; ha< also bcen pitched at thc hi& figure of 200% 
of the concealed income. Thc effcct of these provisions is that apart fronl 
pidying due taxes on the income concealed by the tax evader will have tv 
forego the entire wnccaled income by wasy of penalty. Bcsidcq. the follow- 
ing other legislative measures have ak0 becn intrixlucd by the Finance Act. 
1968 to tackle the problem of tas evasion :- 

(1) Provision has been ma& to disallow expenses cbimcd. in ordcr 
to evade tax, towards exccssive or u~~rcilsonable paymcnts ma& 
to relatives, directors or associate concerns. [Qc. 40.4 (2).1 

(3) Provision has dso bcen made for thc disallowance of cxpendi- 
turc. otherwise than by a crossed bank chequc or a crowd bank 
draft, of amounts exceeding Rs. 2.500,'-. [Scc. 40A ( 3  ) .] 

(3) Punishment for defaulting to deduct tax at source and to pay i t  
to Government account will now bc rigorow implhonment 
upto 6 months and also fine of not ICSS than 15:; pcr annun] 
of the tax in default. (Sec. 276.B). 

3. As a further measure to deal with tax cva\ion problcn~. thc Centrat 
Circles, which deal with cases of substantial tax cvasion, havc been pro- 
vided with more ofliccrs with special aptitude for this typc of worh. 
Intelligence Wing of the Dcpartrnent is also proposed to bc. cxpandcd con- 
siderably. 

[Ministry of Finance (Dcptt. of Rev. & Ins.) 11.0. Lcttcr KO, 3 13/68-11 . 
(Audit). dt. 22-1-69] 

Further Information 
A copy of thc order appointing the departmental committee for tax 

cvasion and its terms of rcfercncc is placed below. 



CONFIDENTIAL 
F. NO. 14/3/684T(INV) 
GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 
(DEPARTMENT OF REVENUE AND INSURANCE) 

New Delhi, the 22nd April. 1968. 
OFFlCE MEMORANDUM 

SUBJECT :-Appointment of a Comttiittee to undertake a study 9 the 
problem of tax evasion. 

The problem of tax evasion and ways and nieans of tackling it has k e n  
engaging the attention of the Government for some time. It has been 
dccided to appoint a COmmittc~ of' Officcrs of the Incon~c-tax Department 
to undertake a study of this prohlcm. 

2. The Committee will con&t of thc following mcmkrs :- 
(1)  Shri R. N. Jain, Director of Inspection (ln~restigatiun). 

New Delhi. 
12) Shri 0. V. Kuruvilla: Comnlissioner of Income-tax, Bombay 

(Central), Bombay. 
(3) Shri S. R. Vaish. De.puty Dircctor of Inspection ( Intelligence). 

New Delhi. 
Tbe Committec map co-opt officers of the Income-tax Department. 

Shri B. A. Menon, Assistant Director of Inspection (Investigation), will act 
as Secretary. 

3. (a) 'Ihc Committee will study the causes of tax cevasion, gemera1 
techniques of tax crvnsion as also special oncs cmployed in 
major trades and idustries and recommend thc steps which it 
considers necessary to adopt to check and dctcct tax evasion: 

I b) Without prejudice to the generality of the abwc. the Comrnittcc 
will study and report, in particular. on the following : 
( i )  Dealings in lands and buildings: 
(ii) Tax evasion by film artists ;tnd othcr proi'c~~ional classcs. 

like lawyers and doctors; 
(iii) Tax evasion in speculiition in conimoditic~. h r e s .  etc.; 
(iv) Evasion through knanii trmmctions. 
(v) How far Inw of limitation protects the successful tax 

evader: 
(vi) Adequacy of strength and conditions of scnicc of the per- 

sonnel of thc Inconw-tax 11i.partment; 
(vii) Recognition or reward to thc successful investigator; 

(viii) Imposition of supervisory rc.sponsibilities within the opti- 
mum span of control; 

(ix) Adequacy of liaison with othcr Governrncnt &partmeats 
(x) Collusion betwecn Banks and tax evaders. 

4. The Committec may visit important i~idustrial centres like Bombay. 
Ciutta, Madras for the purpohc of thc stt~dy and examinc officers of thc 



Department, dealing with various types of cases. and also non-officials, if 
necessary. The Director of Inspection (Research, Statistics & Publication) 
and the Commissiormers will furnish all statistical and other information 
which the Committee may require. 

5. The Cornmittcc should submit its report by 31st August, 1968. 

w- 
Del~uty Secretary lo the Government of India. 

1. Shri R. N. Jain, Director of Inspection (Investigation), New Delhi. 
2. Shri 0. V. Kuruvilla, Coninlissioner of Tncome-tax. Bombay (Central). 

Bombay. 
3. Shri S. R. Vaish. Dcputy Director of Inspection (Intelligence). 
New Delhi. 

4. Sbri B. A. Menon, Assistant Director of Inspection (Inwstigatim). 
New Delhi. 
AU Commissioners of Income-tax. 
Directorate of Inspection (Investigation)/(Income-tax)/(Research, 
Statistics & Publication), New Delhi. 
Bulletin Section (3 copies). 

The Committee desire that the Ministry should make a detailed study 
of all aspects of taxation in these foreign countries from uptodate mi- 
cations and also obtain the rquisite information from these foreign Gov- 
ernments through our Missions abroad. The study should cover the 
administrative aspects of the system of assessment and collection and thc 
measures adopted to check tax evasion and by comparison Govrmment 
s l d d  examine, keeping the conditions of our country in view. to what 
extent it is necessary to modify and amend the present laws and levies of 
taxes to prevent large-scale conccalment of income. 
(Serial No. 18 and Para 1.74-Appendix V to the 17th Report, 1967-68.) 

Adon taken 
The supstion made by the Committee has been noted. 

[Min. of Finance (Deptt. of Rev. & Insurance) D.O. Lcttcr No. 7/9/69 
Coord., dt. 6-1 1-69.] 

Further information 
The Ministrj has been obtaining from time to timc thc latest tax coact- 

ments and connected material, from the U.K., the U.S.A. and other Western 
countries which have been relying on D i t  Taxes, like Iocomc-tax as 
their major source of revenue. The materials received are studied and the 
information gathered is kept in view in formulating our taxation proposals 
in the annual Finance Bills. Recently; some orders have been placed for 



the latag prMications relating to tax laws of several foreign cormtries. The 
supply of t h e  books is awaited. 

SInoa 1954, the Govmmmt has bcen sending out some of the senior 
ofW& d the Incombtax Department for d y i n g  the U.K and tbe US. 
tar kws at h t  hand. The latest of such studicg was an tbt abinbtm- 
tion of Dhct Taxa in the U.S.A. undertaken in 1964-65 by two tams 
of lrYlim tax dcials. The members of the first team submitted reports 
on the modes of detection of tax evasion in the U.S.A. The second team 
raportcd on the administration of Direct Taxes in the U.S.A . A team of 
U.S. tax ofIicials have been working in Delhi since 1965-66 and they have 
been adv'lsing the Government on both the administrative strucNre and the 
methods of det4cting evasion. The Functional Systcm of working in the 
lncandsx Deptt. was introduced on the basis of such studies. Bcsides, 
the Inttlligcncc Wing was set up for tackling evasion and pukthg posecu- 
tim. 

The tax strucutre of the country is being reviewed ye& after year before 
the formulation of Budget proposals. The rates of taxation of income of 
corporate and nmeorporate tax-payers are reviewed every year and the 
various facKm relating to the economic needs of the country, budgctary 
requinments, incentives for investment of capital (including foreign capital) 
art duly taken into account. In prescribing the rates of tax by the annual 
Finance Acts and allowing the rebates and reliefs from the standard rabs 
of tax, the practice followed by advanced countries are taken doe notice of. 

On 9-12-68 the Government have already placed before the Parliament 
(in reply to the unstarrcd Question No. 3827 in the L.ok Sabba) the 
cunent rates of tax in India on the business income of domestic campanies 
and the corresponding rates of tax in the U.S.A., the U.K., France and 
Japan. A copy of the same is placed for the perusal of the Committee. 
-try of Finance (Deptt. of Rev. & Ins.) D.O. Letter NO. 2841- 

M(M)/68, dt. 18-12-68.] 

W K  SABHA 
Umtmed Qmstion No. 3827 

To be answered on M o n h ,  the 9th December, 1968 
Iaeidence of corporate ' r an l t h  

QUESTION 
Shri R. K. SINHA : 
Shri Shiva Chandra Jha : 
Will the Mis ter  of Finance be pleased to state : 
(a) the present corporate tax rate in India vbu-vis that of USA., 

U.K., Fnme and Japan; 
(b) whether it  is a fact that the KIdence of corporate taxation is the 

highest in India as claimed in a paper prepared by the Federation of hdian 
Chambers of Commerrc & Industry; 

(c) thc reasons for such higb rate of taxation; and 
(d) whether devices an being evolved to lowcr the rate of taxathi? 



~ ~ e p ~ R i r M ~ & M h M a o f ~ ( S H M ~ D a r t ) :  
(a) The current rates of tax in India on the busiaes income domatic 
campanies, and the corresponding rates of tax in U.S.A., UX., Prance &d 
Japan, as could be gathered from the material available with the ,Oovem- 
ment, are set forth in the Annexure. 

(b) No, Sir. 
(c) and (d). The rates of tax on the incomes of corporate and non- 

corporate tax payers are revieived every year in the light of the eumomic 
d and the budgetary requirements of the country and the annual taxa- 
tion proposals of the Government are formulated on the basis d such 
review. 

Statement sho~tin.~ the Currerrt Rarrs of Tax in India on the Business Income of Domeslic 
Companicc and rhc corrmporu!irrp rates of ras in U.S.A.. U.K.. France 

nrtd Japnn. 

Ilwomts 
1. India : 

A. Widely-held domestic company (i.e. domestic company in which the 
public are substantially interested) : 

(i) with total income not morc than Rs. 50,000 . . . . . .  . . 4S%. 
(u) with total incomc more than Rs. 50.000: 

. . . . . . . .  (a) derived from a non-priority incustry 55:i 
(ti) dcrived from a 'priority industry' . . . .  . . . .  506>;* 

B. Cldy-held domestic 'industrial company' (LC. company engaged in 
the paeration or distribution of electricity or any other form of power. 
ship building, mining, or manufacture or processing of gods) : 
(i) with total income not morc than Rs. 10 lakhs : 

(a) derived from a non-priority industry . . . . . . . .  55 ./; 
(b) derived from a 'priority industry' . . . . . . . .  5Q.6X0 

(it? with total income more than Rs. 10 lakhs : 
(a) derived from a non-priority industv- 

. . . . . . . . . . . .  First Rs. 10 lakhs 55:; 
Balance . . . . . . . . . . . . . .  60 0.' r n 

(b) derived from a 'priority industryv- 
First Rs. 10 lakbs . . . . . . . . . . . .  5 0 ~ 2 % ~  
Balance . . . . . . . . . . . . . . . .  55 -2%. 

C. Closely-held domestic non-industrial company . . . . . . . .  65% 
Companies are also liable to pay surtax at 25:: on the amount by whkh their 

chargeable profits (broadly. profits after incornstax, as reduced by i tma of imcmc 
exempt from surtax,) exceed lo",; of their capital baw or Rs. 200~00,  w m r  
is higher. Thc capital base includes besides paid-up capital, rwrves. dcbenturs, 
and long-terms borrowings of thc company. 

+This is the effective rate of tax arriwd at after the dcdrction, under ecdion f01 
of the Income-tax Act, of 8 %  of the profits derived from priority industries. in the 
computation of the taxable incomc of the domestic company. 



2 U.S.A. : 
The rate of Federal Corporation tax is 52 4% (48 ./,plus surcharge at 10% t h d )  
Corporations an also subject to State or local taxes on income at rates ranging 

in the majority of States from 5% to 7 X .  
3. UX. : 

Tho rate of corporation tax is 42.5%. 
Corporations are also subject to  the Selcctivc Employment Tax. 

4. Ranee : 
The rate of corporation tax is 50%. 
Corporations are also subjcct to a busincss tah. The amount of the tzx is usually 

related to :- 
the kind of business carried on: 
thc population of the municipality \\here the business is carried on; 
the number of employees: 
the annual rental valuc of business buildings and equipment. 

5. Japan : 
Ths rates of corporation tax vary from 22:; to 55:,; dcpmding on the size of the 

capital haw of the company. the magnitude of its rctaincd earnings and whethcr it is 
a family corporation. 

Corporations arc also tubjcct to a businns tax. called thc Llnterprisc tax. The 
n t m  or th15 tas vary from 6"" to I?:<. 

The Colmnittec notc that. according to thc studjc4 ma& by thc 
Ministry. thc ratcs of taxation on corporate as well as noncorporate in- 
come in India are generally highcr than in the relevant foreign countries. 
The Cornmittcc do not think that, in their effort to raise adequate 
resources for dcvelopmcnt purposes, Govemmcnt are justified in creating a 
situation whcrc partly a5 a rcsult of exccaiw rates of t&xtuation large amounts 
of unaccounted moncy arc found to bc Boating and thc entire economic 
atmospherr: gets vitiated and in the process the growth of the rate of cdlec- 
tion of direct taxes is adversely affected. The Conunittee would, there- 
fore, strongly urge that the entire tax structure of the country should bc 
critically cxan~incd in thc light of the evils that have resulted inter dicr from 
the prcscnt cxccssive rates of taxation and that the practice of advanced 
countries should bc followed in order to avoid further provocation and 
temptation to assessees to cradr: their obligations to the Public exchequer. 
(Serial So. 19 and Para 1.75-Appendix V to thc 17th Report. 196768.) 

The wggchon made by the Committee has bcen noted. 
[Min. of Fin. (Deptt. of Rcv. & Ins.) D.O. Letter NO. 7./9.'6Q-Coord., 

dt. 6-1 1-68.] 

Tk Conunittcc notc that as a rcsult of an external survey by the 
Department 6, 11. 794 and 4. 26, 057 ncw asscssecs were discovered dur- 
ing the pars  1964 and 1965 resp~tively. They also suggest that a study 
should be madr: of thc disclosun's made under the ncw V o l w t q  Disclo- 



swes Schemes in order to effect an improvement in the system d the 
Suney* 
(Serial No. 20 and Para 1.79 of Appendix V to the 17th Report, 196768.) 

The observations of the Committee have been noted for action. A study 
as suggested by them is being undertaka. 
[Minisuy of Finance (Deptt. of Rev. & Ins.) D.O. Letter No. 3/17/68- 

II(audit) (Inv.), dt. 17-12-68] 

No study of the Voluntary Disclosure Scheme with a view to improv- 
ing the survey technique has yet been un&rtaken. h h g  1968-69, the 
of6cers of the Department will be busy almost wholly in implementing the 
Govcnunent's crash programme of disposing of pending and current assess- 
ments, necessitated by the reduction in the time-limit for assessments to 
only two years from the end of the relevant assessment year with effect 
from 1970-71. It will not be possible now to undertake a serious.study 
of the Voluntary Diiclosure Scheme from the particular angle desired by 
thc PAC. When the present pressure relating to disposal of assessments 
is relieved, a study will be undertaken. 
[Mia of Finance (Deptt. of Rev. & Insurance) D.O. Letter No. 2841- 

M(M)/68, dt. 18-12-68.] 

The Committee have been repeatedly stressing the desirability of launch- 
ing prosecutions in clear and glaring cases of deliberate largescale tax 
e m  in preference to the imposition of penalties. They were informed 
m 1965-66 that two experts from the United States of America were helping 
the Board to look into the question of introducing organisational and legal 
changes to make prosecution effective and that some officers had also been 
sent to the United States of America for training in this particular a s p t .  
The Committee note however that althou the number of cases of collcealed 
inccwne detected during 1965-66 inc d o  24,165 from 13,666 in 1964-65. 
no pn#lecutions were launched. They therefore feel that little headway 
has been made by the Department in this regard. They suggest that the 
question should be further examined and necessary legal and organisational 
changes- made to make prosecutions effective in clear and glaring cases of 
deliberate large scale tax evasion. 
(Serial No. 24 and Para 1.95 of Appendix V to the 17th Report, 196768) 

Action taken 
'The observations of the Committee have been noted by the Government. 

The Ikprtment has stepped up its tempo in the matter of launching pro- 
secutians in the recent past as will be evldent from the following figures :- 

1965-66 , Nil 
1966-67 13 
1967-68 7 
1968-69 12 
(up to 3M-1968) 



Apart from the above, prosecutions were also launched for offences under 
rbe'hdian Penal Code in connection with incometax matters :- 

1965-66 1 
1966-67 - 
1967-68 2 
1968-69 3 
(up to 30-9-1968). 

An Intelligence wing was set up in 1966 to process cases with prosecu- 
tion potential so that more attention is paid to the prosccution aspect of the 
matter than hitherto. A proposal to haw a criminal lawyer on a retainer 
basis to advise the Department in prosecution cases is also being examined. 
Further, the question of post in^ one Officer of the Intelligence Wing in each 
Commissioner's charge to proccss prosecution cases is also being considered. 

2. A prosccution Manual has been preparcd recently, in consultation 
with the two experts from the United State\ of America. for the guidance 
of all officers of the Department. This will also enable the officers to p m  
ccss the prowcution cases in a better manner. 

3. Under the Incomc-tax Act, as it stands now, the burden of proving 
the conccaln~cnt for the purposcs of levy of pcnalty is not entirely on the 
Department, but on the asscssec as wvcll. On the othcr hand, in cases of 
prosccution, thc burden of proving the concealment conclusivdy is entirely 
on the Dcp;irtmcnt bv positive cvidencc which will normally not be available 
in all czses, though the cvidencc available may bc cnough for leqing penalty. 
This accounts for thc numbcr of prosecutions not k ing  on par with the 
increase in the numbcr of pcnalty cases. Another reason is that it takes 
considerablc time to prwcss case3 for prosccution before sctuall!: filing thC 
complaints. 

4. A committcc consistinc of Dcpnrtmcntal Omcers was set up this p a r  
to enquire into all aspects of tax evasion. On receipt of its report, further 
measures to bc takcn will tx comidcrcd. 
[Ministry of Finance (Dcptt. of Rcvcnuc & Insurance) 34.0. No. 3,/23/68- 

11 (audit). dated 20-1 2-19683 

Further Information 
The Departmcntitl Committee on Tan Evasion has submitted its report 

only about n fortnight back. I t  is being studied hy the C.B.D.T. A state- 
ment showing thc main recommendations of the Committee and the action 
proposed to bc taken in .pursuance thcreof is cxpctcd to be furnished to 
the Public Accounts Committee by 31st January. 1969. A copy of thc 
report also will be scnt. 

The Committee fccl disturbed at the Income-tax Department leqing 
penalties and feeling satisfied with this action without making out a case for 
successful prosccution. Proper and adequate investigation would undoubtedly 
enabk the Department to get culpable assessees punished in a Court of Law. 
24 LSS '66 



The Committee consider that a penalty should not be imposed to augment 
tax collection in a routine manner by taking advantage of the relaxation made 
in law in 1964 but only after full and careful consideration so that it is 
imposed on really guilty assessees and acts as a deterrent to tax evaders. 
The Committee would like to be informed of the instructions issued by 
Government in the matter. 
(Serial No. 26 and Para 1.97 of Appendix V to the 17th Report, 1967-68). 

The observations of the Committee have been noted by the Government. 
AS desired by the Committee, the Government have intensified its efforts at 
prosecution of assessees guilty of tax offences. An account of the same has 
k n  given in the Ministry's reply to Paragraph 1.95 of Appendix V of the 
PAC's 17th Report, 1967-68. which may kindly be referred to. 

Copies of the instructions issued asking Income-tax Officers not to 
invoke the provisions of the Explanation to Section 27 l (1)  indiscriminately 
are placed below. 

[Min. of Finance (Deptt. of Rev. 8: Ins.) M. 0. Lettcr No. 3/25/68-11 
(Audit) dated 14-2-1 9691 

Furtber Information 
Copies of two rebzvant circulars are placed bclow. 

FOR DEPARTMENTAL USE ONLY 

F. NO. 58/19/66-IT(1NV) 
GOVERNMEST OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

Some reference\ haw heen rccci\cd icgarding t h i  wopc of the kxl,iaa- 
tion to section 271 ( 1 )  in vru.iou\ t \ p ~ . \  :IS C . ; I ~ S ,  p ; l r l i~~~I;~rly,  whcrc thc 
margin of 20% betwecn the asscwd and Ihc rclurncd incomc i \  crcc.cded 
as a r e d t  of application of c\tirn:~lcJ rate\ of prolit\. 



2. The Explanation added to section 271(1) has, in effect, shifted the 
burden of proof regarding fraud or gross or wilful neglect from the Income 
Tax m c e r  to the assessee. In cases where it is clear that there is no fraud 
or gross or wilful neglect, the provisions of section 271(1) (c) should not 
be applied. Such cases will normally be of reasonableness or otherwise 
of the gross profits or reasonableness of the yield of finished products in a 
manufacturing concern. Where thc margin between the percentage shown 
by the assessee and the percentage applied by the Income-tax Officer is 
small and there can be honest difference of opinion about the reasonable- 
new the provisions of section 271 (1 ) (c) should not be invoked. Wherc 
the margin between the percentage shown a d  applied is large, and there is 
reason to believe that the assessee is deliberately keeping books in a parti- 
cular fashion with a view to pay lower tax, action under section 271(l)(c) 
should bc taken. The burden of proof will always be on the assessee, and 
it will be tor him to show that there is no fraud or gross or wilful neglect 
itnd the provisions of section 271 (1 )(c) do not apply to the facts of the 
CIISC. 

3. In paragraph 98 of Board's Circular No. 20 (LXXXVI 1 D of 1964, 
dated the 7th July 1964 [F. No. 1(252)/64-TPL] it had been said that the 
Explanation to section 271 ( 1 ) should not bc invoked in cases where income 
assessed I, up to Rs. 6.000 and the profits have bcen e\timated under the 
provision., of section 145 and the facts and circumstance5 do not indicate 
any fraud or gross or wilful neglect on the part of the assessee. Further in 
Hoard's Circular No. 15D ( V-49 of 19651, dated 19th June. 1965 [F. No. 
3/17/65-IT(B)] the application of the Explanation had been relaxed in 
cascs, other than company cases and loss cases. where the income already 
a d  is Rs. 7,500 or less. In view of the largc number of estimate 
c a m  in lower categories. the Explanation should not be invoked in cases 
where incume assessed does not exceed Rs. 10.000 if the difference of over 
20% is due to estimate of profits under the provisions of section 145 d 
the Income-tax Act. 1961. 

4. Thew instructions may be brought to the notice of all thc Officers 
in vour Charge. 

Sd.1- G .  R. HEGDE, 
.Yeerrtar?., Co~!ral  Bsord o! Direct Taxes. 

All Commissioners of Income-tax. 

Sd. /- 



F. No. 58(105) 67-IT(lNV) 
GOVERNMENT OF INDU 

CENTRAL BOARD OF D m  TAXES 

New DeUu, the 18th December, 1967 

Circiilar NO. 22-0 (LXV-25) of 1967. 
w~ JECT :-Penalties tinder section 271 ( 1 ) (c) of IWOM-~UX Act 1961 as 

amended by Finawe Act, 19641Scope of Explanation added 
to section 27 1 ( 1 ) -2nstrucrtons repding-.  

In para 3 of Board's Circular No. 28-D (XLV-22) of 1966, dated 31st 
October, 1966, it was said that the explanation to section 27 1 ( 1 ) should 
not be invoked in cases where income assessed does not exceed Rs. 10,000 
if the difference of over 20% is due to estimate of profits under the pro- 
visions of section 145 of Income-tax Act, 1961. The Board has decided 
that the same principle should be applied to cash credits also. or in other 
words, the explanation should not be invoked also in cases where incomc 
assessed does not exceed Rs. 10,000 if the differcnce of ovcr 20% is due 
to addition of cash crcdits. 

2. The principles regarding application of the Explanation to section 
271(1) are given in para 2 of Board's circular, dated 31st October, 1966 
mentioned above. Para 3 is an exception to para 2 and the result is that 
in cases with incomc below Rs. 10,000, the Explanation should not be 
mvoked if the addition is merely on account of estimate of profits or addi- 
tion of cash credits. 

Sd./- 
Secretary, Central Board of Direct Tarcs. 

To 
1. All Commissioners of Income-tax 

, I .  This disposes of letter No. J. 61 (20) /67-68, 
dated 14th September, 1967 from the Commissioner of Income- 
Tax, Hyderabad. 

2. D. L. (Investigation/Income-tax)/(R.S. & P.), New Delhi. 
3. All Officers & Sections in the Direct Taxes Wing. 
4. Bulletin Section-3 copies. 
5. The Comptroller & Auditor General of India, 

New Delhi (20 copies). 

Further Inforumtion 
(i) Measures taken to launch prosecutions ~uccePsfuM, : 

The following steps have been taken to launch prosecution successfully: 
(1) Instructions have been issued from time to time to all the 

Commissioners of Income-tax to see that prosecutions an 



. . launched in as many cases of tax evasion as possible. Relevant 
circulars are placed below. 

(2) Intelligence Wings have been set up at Bombay, Calcutta, Delhi 
and Madras for examining potential prosecution cases in con- 
sultation with the Department's legal advisers, with a view to 
launch as many prosecutions as possible. 

(3) A Refresher Coursc to train selected officers for processing 
potential cases of prosecution was rcccntly organised. 

(4) A prosecution Manual has becn prepared and will be issued 
shortly. This will cnablc Income-tax Officers to be properly 
equipped in dealing with potential cases of prosecution. 

(5)  Thc question of providing Assistant Directors of Inspection 
(Intelligence ) at the headquarters of each Commissioner's 
charge to process cases of prosccution is under examination. 

(6 )  Thc desirability of having legal advisers on a rctaincr basis to 
guide thc oficcrs is being ccnsidcred. 

( 7 )  For obtaining evideng to strengthen the chances of prosecution 
in cases involving substantial tax evasion, immunity under 
Section 291 of the Income-tax Act of 1961 is granted by the 
Ccntral Govcrnmcnt in suitable cascs. 

( i i )  Mecisrrrcs takm to ensure that the pro~ecutio*~.~ arc not launched 
nwrcly with n view 10 cmrzpm~in l :  rhe srime unrl ro recover large 
compsrrion fces : 

AL thc timc a prosecution is sanctioned or launchcd. thc question of 
compounding thc offence at a later s t35  is not at all considered. The 
quegtion of compounding an offencc arises only whcn the Department feels 
that thcre arc somc technical hitches or doubts about a successful prosecu- 
tion and thc assessce has comc forward with a proposal for compounding. 
I'rosccutions arc not launched with a vicw to compoun&ng~thc same and 
to rccovcr largc composition fces. All prosecutions arc launched with the 
;dministrativc approval of the C.U.D.T. and the Commissioners cannot 
later compound thc offence except sith the approval of the Board. Such 
i~pprovals are given by the Board only in those rarc cases where it is felt 
that the chances of successful prosecution arc not very brieht. There is thus 
no tcndcncy to compound the offcncc after the prosecution is launched. 

(iii) Tiw cardinal principles which govern withdrmval of cases ad c o t -  
positiott of fees : 

Once having launched a urosecution. the Government is normallv a~ainst 
entertaining ani proposals for withdrawal nf the case or lor coGitioo. 
Compoundinn of an offence after the prosecution has been launched is 
considered by the Board only in the followiog circumstances : 

(1)  The Departmental Counsel feels that the evidence relied ., on . 
cannot bc proved to thc satisfaction of the Court; 

(2  ) Kcy witncsscs arc either not available or have become hostile; 
(3) Wherc there is a risk of the offending assessee getting away 

with a token fine or a light punishment due to lapse of time or 
other similar circumstances; 



(4) If in the course of the prosecution proceedings it becmes 
evident that the chances of a successful prosecution are remote. 

(iv) MeusSures taken to ensure thm the prmecutions launched me only 
in raspcct of the cases which are strong and the menrurcs d o p e d  
to ensure that their withdrawah arc! justified md bone fide onby in 
exccptionnl cases : 

With a view to cnsure that prosecutions are launched only in eases 
where the prospect of a successful prosecution is good, instructions h v c  
been issued that no prosecution should be launched without the prior admi- 
nistrative approval of thc Ccntral Board of Direct Taxes. Similarly, Com- 
missioners have bccn instructed not to compound or withdraw a p.rosecution 
without the prior administrative approval of the Ccntral Board of Dircct 
Taxes. 
m n .  of Fin. (Dcptt. of Rev. & Ins.) D.O. Letter No. 2841-M(M)/68, 

dated 18-12-1968] 

F. No. 4/53/68-IT(1nv.) 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 25th Sepretnber. 1968 

From 
The Secretary, 
Central Board of Direct Taxes. 

All Commissioners of Income-tax, 
*, 
SUB. :-Prosecution under the Income-tax Act--Composition r , j I - -  

tions regarding. 

Please refer to item No. V(4) of the minutes of the Commissiooers' 
Conference held in July, 1968. 

2. In view of the persistent criticism in the Parliament and outside about 
the failure of the Department to prosecute tax evaders, it is necesqary to re- 
emphasise that cases of tax evasion should be carefully worked up from 
tbe point of view of prostcution. It has also been decided that cases of 
prosecution should not normally be compounded where the chaaces of a 
successful prosecution are good. 

Yourc faithfully, 

Secretory, 
Centrnl Bomd of Direct Tares. 



CONFIDENTIAL. 
E. K; Lyall, 
-taw 

D.O. No. 4/8/68-IT (Inv.) 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 
New Dclhi, the 27th February, 1968 

Dear Shri 
SUBJECT :-Prosecr(tiom-Lnlrnchirrg of--Delay in-lnstrrrctions regarding. 

Please refer to the Board's letter F. No. 58/86/67-IT(1nv.) dated 5th 
October, 1967 where in the need to launch prosecution in as many cases 
as possible has been emphasized. 

2. In this connection the Minister of Finance has observed as under : 
"There should be no hcsitation in launching prosecution where the 

facts warrant it." 
The Board desires that these directions should be strictly adhered to. 

3. It has also been observed, that there is sometimes inordinate delay in 
filing the complaints even after the prosecution has been approved. In 30me 
cases prosecutions have not been launched even after a year of the Boar&> 
approval. There seems to bc little justification for this delay, since consul- 
tation with the Standing Counsel and preparation of complaints should not 
take such a long time. In this context, the Minister of Finance also had 
occasion to observe as under : 

"Once prosecutions have been approvcd, there should not be so 
much of delay." 

The Board would. therefore. llkc to impress upon you also that once the 
prosecution is approvcd you should pcrsonally look into the matter so that 
complaints are filed, latest, \vithin a period of three months of the Board'!. 
approval. In case of my ditEcult_v in filing the complaints within this period 
the mattcr may bc brought to the notice of thc Board. 

Yours sincerely, 
Shri 
Commissioner of Income-tax, 

F. No. 58/86/67-IT(1nv.) 
GOVERNMENT OF I N D L ~  

CENTRAL BOARD OF DIRECT TAXES 
N o v  Dulhi, the WJ October, 1967 

From 
The Secretary, 
Central Board of Dircct Taxes. 

To 
All Commissioners of Income-tax. 

Sir, 
SUBJECT :-Luunching prosc~c-rrtions us a nwmurc for checking tux evasion. 

I am directed to refer to the Board's circular F. No. 58/20/64-lT(Inv.1, 
dated 27th June, 1964 on the above subject, wherein it has been empbasised 



that criminal prosecution should be resorted to in all cases of glaring and 
deliberate concealment. In this circular it was also mentioned that Income- 
tax Officers should be told that in future. the number and nature of tax 
evasion cases. detected by them, resulting in successful prosecution will be 
considered while judging their performance for the year. 

2. If the number of cases received by Board for sanction of prosecution 
since the issue of this circular shows that thc response has bccn very poor. 
The number is givcn below :- 

No. of propo.r& 
for prosec~rtiorr. 

1964-65 9 
1965-66 1.5 
1966-67 14 
1967-68 (up to 30-9-1967) 14 

It needs hardy to be added that drive for successful prosecution is an inte- 
gral part of the Department's drive to tackle cvils of tax evasion. 

2. The Board would, thcrefore. like to cniphasise once again that every 
effort should bc made to pick out cascs of glaring and dcliberatc conccalrnent 
and process them as quickly as possible. The Board expect that you will 
pay your individual attention to this matter and ensurc that the performance 

Ions. in this respect does not fall below expcctlt' 
Yours faithfully, 



RECOMMENDATLONS/OBSERVATIONS IN RESPECT O F  WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES. 

Recommendation 
The Committec would likc to know of the progress made in respect of 

the remaining cascs. 
(Serial No. 22 and Para 1 .X4 of Appcndix V to the 17th Rcport, 1967-68) 

Action faken 
The Committee dcsircd to know of the progress made in respect of the 

remaining 1 1.41 4 c a m .  Thc Commissioners of lncome Tax have been 
lrskcd to rcview thcw cascs and rcport thc details of the declarations where 
action was takcn for aggrcgalinp thc income in thc hands of the rcal owners. 
From thc reports so far received it is known that the incomes declared in 
74 declarations werc ap-cgatcd. Rcports from the Commissioners of 
Incomc Tax. Bombay City 11, Bombay City 111 and Jaipur are still awaited. 
[Ministry of Finance (Dcplt. of Rcv. & Insurancc) D.O. letter No. 3/19/67- 

IT (Audit) (Fin.) datcd 13-3-1969] 

Recommendation 
Thc Committec :11so dcsirc that the rccovcry of the tax dcmandcd and 

thc penalty imposed in these cascs shoi~ld be cxpcdited. 
(Serial No. 25 and Para 1 .!I6 of' Appendix V to the 17th Report. 1967-68). 

Action taken 
The suggestion made by thc Committee has becn noted. 

instructions in thc matter w r e  issucd in this Ministry's letter KO. 3/ 
21/6RIT (Audit). datcd 17th July 196s (copy cncloscd). 

The Board is kccpin~ a \Wch on thc rccovcrv of thc penaltic.; imposed 
hy getting periodical rcportb f r c m  the Commissioners of Income-tax. The 
Collections so far rcportcd arc KI. 19.74,800. 
[Ministry of Financc (Dcptt. of Rev. & Insurance ) D.O. Lctttr KO. 3!24/ 

(+IT (.4udit). dated 15-1 1-19681 

I;. NO. 3/24/68-IT (Audit) 
COVERSMEST OF I s m \  

CENTRAL BOARD OF DIRECT T.4XES 
N t w  Dc.llri. (11ted tlw 17th 11rIy. 1968 

To 
All Commissioners of Income-tax. 

SUBJECT :-Rcco~nrnc~icl~tio~rs of the Arhlic Acc.oirrrrs Conunittee in their 
17th Rcpcwt ( 1967-68) on Pun1 1 .Y6. 

Sir, 
The Public Accounts Committcc have observed in Para 1.9 1 of the 

a h  report that out of Rs. 650,51,881 demanded as extra tax on con- 
65 



cealed income in 1964-65, the amount of tax recovered is only 
Rs. 218,34,729. The Board desire that thesc arrears should be colkted 
quickly. A report regarding actual collections made in this regard, may 
please be furnished to the Board positively, by the 16th August, 1968. In 
this c o ~ e c t i o n  Board's letter No. 15/21 S/67-lT( Inv.), dated 6th January, 
1967 and your reply thereto may please be referred to. 

Yours faithf'ully, 
&I./- 

Under Secre~ary, Centr~l Board of Direct Tam. 
Further lnformption 

(i) The pcrid is 1964-65 and the amount represents the coUection 
against extra tax. Thc extra tax itself came to Rs. 6.50 CrORS. 

( i i )  The amount of penalty inlposcd during 1964-65 was Rs. 4.01 
crores. 

Recommendation 
The Committee note that during the period 1964-65 and 1965-66 (up 

to 31st August, 1966) 777 searches and raids wcre made by the Department 
in respect of which assessments have been completed only in 253 cases. 
They desire that efforts should be made to complete the assessments in thc 
remaining cascs. 
(Serial No. 28 and Para I .  103 of Appcndix V to thc 17th Rcport, 1967-68) 

Action taken 
Instructions in the matter have been issusd to the Commissioners of 

Income-tax vide this Ministry's letter No. 3/27/68-IT(Audit). dated 8th 
July 1968 (copy enclosed). A watch is being kept regarding thc progress 
made in completion of these assessmmts. 

2. A report on the progress will be made to the P.A.C. in due ceurse. 
IMinistry of Financc (Deptt. of Rev. & Ins.) D.O. Lctter No. 2 !27/68-IT 

(Audit), datcd 14-1-1 9691 

F. No. 3/27/68-IT(Audit) 
GOVERNMENT OF ISDIA 

CENTRAL BOARD OF DIRECT TAXES 
Kew Delhi. (lcrrerl ~ l w  Xllr J~rb, 1968 

From 
Shri A. R. Rao, 
Under Secretary, Central Board of Dircct Taxcs. 

To 
All Commissioners of Income-tax, 

WB. :-Recomrnendatims of the PAC it1 tlruir 17th Report (1967-68) in 
Para 1.103. 

Sir, 
I am directed to append bclow thc rccommcndation of the P.A.C. in 

their 17th Report (1967-68) in Para 1.103 anti to request that a report 



regarding further progress made in completion of assessment in t h m  cmes 
may be furnished to the Board immediately. Steps may also be taken to 
complete these assessments immediately. 

Pm-1.103 : "The Committee note that during the period 1964-65 
and 1965-66 (up to 31st August, 1966) 777 searches 
and raids were made by the Department in respect of 
which assessments have been completed only in 253 
cases. They desire that efforts should bc made to 
complete the assessments in the remaining cases." 

The number of assessments pending as on 31st August, 1966 was 777. 
The progressive total of disposals as on 3 1st Au.pst, 1967 was 329 and on 
31st Auyst,  1968 424. 

Recommendation 
The Committee arc surprised that no prosecution has yet bccn hunched 

in the cases of concealed income detected as a result of scarchez and raidq 
during 1964-65 and 1965-66. 
(&rial No. 29 and Para 1.104 of Appendix V to the 17th Report. 1967-681. 

Action taken 
Prosccutions were launched in the following cases where raids had been 

condacted during 1964-65 and 1965-66 : 
( 1 ) M/s. Dayalji Bhawanji, Calcutta. 
(2)  M/s. Soh Kisan Cold Storage Ltd.. Patna. 
(3) M/s. Chiranjilal Ramjidas, Delhi Central. 
(4)  Smt. Asha Parckh. Bombay. 

In the following cases thC processing of thc material is comylettsd and 
proaccutions are bcing contemplated :- 

( I )  Dr. Pandit Rao Planitkar, Hyderabad. 
(2)  3 cases of Bombay arc bcing processed by the Intcltigcncc Win?. 
(3) Shri K. Simrathmall. Madras (Central). 

Prosecution about to be launched. 
(4) 1 case of Calcutta Central is under study. 

Instructions have been issued that there should be no delay in filing 
prosecutions complaiots oncc thc papcrs arc processed. 
[Ministry of Finance (Dcptt. of Rev. & Ins.) D.O. No. 3/28/68-IT 

(Audit 1, dated 2 1-1 1-1 9681. 



The Committee would like to know the outcome of this case which is 
bcfore the Supreme Court. Thcy also desire that the Ministry should 
examine the present procedure of searches and raids in order to ensure that 
the officers do not use arbitrarily the widc authorjty given to them. 
(Serial No. 30 and Para 1.106 of Appendix V to the 17th Report, 1967-68) 

Action taken 

The casc is still pcnding bcfore the Suprcmc Court. 

Dctailcd instructions haw already been issucd Lo thc authorities about 
thc manner in which thc cnl:irgctl powers of search and seizurc: are to be 
c v x c i d  Capics of thcsc instructions arc CIICIOSCJ. 

IMinistr-y of Finance (Dcptt. of Rcv. & Ins.) D.0. Lettcr No. 3./29/69-1T 
(Audit). datcd 22-1 -19691 

Recommendation 

According to law. intercst is payable by Govcrnmcnt if refunds arc: made 
in cases (i) where thc total income of an assesscc does not consist solely 
of incomc from interest on securities or dividends, beyond it period of three 
months from thc date of which the total incomc is dctcrminui under the 
Act and (ii) in other cases within six months from thc date on which the 
claim for refund is made. Thc Committee iire surprised to learn that out 
of total refund of Rs. 285.26 lakhs in 73,444 cases during 1965-66. interest 
of Rs. 261.50 was paid in 21 cases only. The Committee would like to 
know whether in the remaining 73,423 cases refunds werc made within the 
prescribed timc limit. In this connection, the Commitkc would recommend 
that Governrncnt should ensure payment of interest on rcfunds due to 
assesses in all cases where the prescribed conditions in the Statute haw been 
satisfied whcthcr the assessees claim the interest or not. 

(Serial No. 35 and Para I .I21 of Appendix \I to the 17th Rcport. 1967-68) 

A d o n  taken 
Instructions in the mattcr havc been issucd to the Commissioners of 

Income-tax vide this Ministry's letter No. 3/12/68-IT (Audit 1. datcd 28th 
October, 1968 (copy enclosed ) . 

A report whether in the remaining 73,423 caws rcfunds were made 
xvithin the prescribed time limit. as desircd by the Committee. would be 
sent later on. 

[Ministry of Finance (Deptt. of Rev. & Ins.) D.O. Lcttcr No. 3/22/68-IT 
(Audit), datcd 23-1 2- 19681 



F. No. 3/22/68-IT(Audit). 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 
New Delhi, the 28th October, 1968. 

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

T o  
All Commissioners of Income-tax. 

,SUBJECT :-Recotnmendatioru oj the Public Ac~.ounfs Commitfee in their 
17th Report (1967-68) itt Para 1.121. 

Sir, 
I have to invite your attention to the following recommendations of the 

Public Accounts Committee made in Para 1 . I  21 of their 17th Report 
(1967-68) : 

"1.121 : According to law intcrcst is payable by Government if 
refunds are madc in cases ( i )  wherc the total income of an assessee does 
not consist solely of income from inttrcst on securities or dividends, beyond 
n period of thrcc months from the datc of which the total income 1.; 
determined under the Act and (ii) in o t h u  cases within six months from 
the datc on which thc claim f s r  rcfund is madc. Thc Committee arc 
surprised to learn that out of total rcfund of Rs. 285.26 lakhs in 73,444 
cases during 1965-66. interest of Us. 261.50 wn5 paid in 21 cases only. 
The Committee would likc to know whethcr in the remaininq 73,433 
cases refunds were made within the prcscribcd time limit. In this con- 
nection. the Committee \vould rccnrnmend that Government should ensure 
payment of intcrcst o n  refunds d w  to asscssces in all cases wherc the 
prescribed conditions in the Statutc have been satisfied whether the 
assessees claim the intcrcst or not." 
2. The Board desire that it may please be ensured that payment of 

intcrest on refunds duc to asscssces is madc in all cases where the prescribed 
conditions in the Statute have been satisfied, whether the assessees claim 
*e intcrest or  not. In this connection refcrcncc is invitcd to Board's cir- 
culars F. No. 36/6/67-IT(AI), dated 24th January, 1968 and No. 5/6/78- 
IT(A-111). dated 20th Au_wst. 1968 regarding interest payment under 
section 243. 

3. Information regarding the rcfunds allowed during the financial year 
1965-66 may please be furnished to the Board in the proforma given 
.below :- 
-. -- - - . . . - . . -. ..- - - - . - .. . - . -- - - .- . . . - ---- .. -- -- - -. -- 

No of ~ a s : ~  in Amount of rrfrlnd No. of caszs in which Amoun* of 
No. of which rcfund iwolv:d in r .s?:ct refund was not mad: interest pniJ 
CBS~S. was mdc of CJSL'S in Col. 2 within *he pr~scrib~d in rrspw of 

within the rime-limit. caws in Col. 
prescribed 4. 
t imc-limit. 

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

1 2 3 4 5 - -.-- * 

Yours faithfully, 



Further Information 
The information desired by the Committee related to 73,423 cases of 

refund. Out of this 45,562 cases have been so far reviewed. Only in 243 
cases the refunds were not made within the prescribed time limit. 

Information is being collected regarding the remaining 27,861 refund 
cases. It will be intimated to the Committee as early as possible. 
fMinis?ry of Finance (Deptt. of Rev. & Ins.) D.O. Letter No. 2841-M 

( M  ) 168. dated 18- 1 2-1 9681 



I1 
Report on Action Taken on 29th Report 

(Fourth Lok Sabha) 



CHAPTER I 
REPORT 

.;  his 'Report of the Committee deals with action taken by Government 
on  the redommendations contained in their 29th Report (Fourth Lok Sabha) 
on Chapter I, IV and V of Audit Report (Civil) on Revenue Receipts, 1967, 
which w e  presented to the House on 30th April, 1968. 

a 2.2. Out of 60 recommendations contained in the Report action taken 
notes/statcments have been received in respect of 31 recommendations. 
The Committee regret that Government have not furnished replies in respect 
of as many as 29 recommendations which are shown in Appendix I. They 
'hope that .replies to the outstanding recommendations will be submitted to 
them expeditiously after getting them vetted by Audit. 

2.3. The action taken notes/statements on the recommendations of the 
Committee contained in the Report have been categorised under the follow- 
ing heads :- 

( i  ) Rccc~rnrnentlatiorn.qlohserrcI~ion.~ thar haw hem ncceptctl by the 
G'o~vmmcnt : 
S. Nos. 1 4 ,  5. 6. 9, 15, 16, 21, 22. 23. 24, 28, 33, 37, 
41. 43. 46, 49, 50, 51. 53 and 59. 

( ~i I Rc c~~~r~irnenda~io~r~/obsurvution.~ replic*.~. ! t i  wltich have not been 
ca.c.cprccl by 1hc3 Conltnitte~ rmd rvhic.11 r.,.cpire rciiuraticrrr : 
S. Nos. 8, 25 and 54 to 56. 

(iii ) Recomnda t ions /o1~ .~~~r~~nt ions  ' in  t:t.vpc.cr of ,thick G o r r r -  . 
* ntcDnt have furnish&! irrterini r~p1ic.r : 

. ,  w S. Nqs. 31  and 42. 
2.4. The Committee have' dcalt with a numbcr of important issues in , 

their latest original Report (73rd Report) on Incomc-tax. They, therefore, 
propose to deal with only a few selected recommendations, in this report. . 
. .  Tax Stractnre 

Pm-agraph 2.23 (S .  No. 8) 
1 

2.5. I n  paragraphs 2.1 to 2.22. thc Committc: Jr'alt with dccreaw in 
rate. of growth of tax receipts and urged that Government undertake a com- 
prehensive study of the structure of direct taxcs with a vicw not merely for- 
rc~iving but t o  increasing pacc of s:lvinp and economic growth in the. 
country. Thc C ommittcc mad. thc follvn in:. clh\~-rvntion in p'm- 
sraph 2.23 : 

"2.23 : Government sliould also consider in this connection the 
supgcstions made in the Final Report on Rationaliution and SimpIi6- 
cation of the Tax Structure." 

2.6. In the reply, the Depiirtment of Revenue have stated : 
"In regard to Shri Bhoothalingarn's First Interim Report on 
Rationi~lisation and Simplilication of the Tax Structure. a qtatement 

7 i 
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'"SON of the recommcndat~ons In Shrl Bho&illngdm', rcpoas r&tc 
to structwa\ changes of a far-reaching naturc and decaiom on thcsc 
recommendations can be taken b) Govcrnmcnt only after cons~dering 
the vieah and comments thereon. wh~ch had been rnvrtcd from 
Chambers of Commerce, expert bodies and mcmh:.rs of the pubbc. 
These recommcndations and the comments thereon are at present 
under examination." 

2.8. The Committee would also like to reiterate in this C O ~ D  (bc 
foUowing observations made by them in p;ue 2.22 of their Report to which 
no reply hns been received ffer : 

Yt is widely felt thtit rates of personal and corpMate Eaxatkn have 
m h e d  such heights that the process of diminishing relums Ins 
already 4 in. The Committee would w e  that Government unda- 
take a comprehensive study of the structure of direct taxes wilb a 
view not mere* for reviving but to increasing the paa d savinm 
and economic growth in (he counlry. Suth a studv should cvehllly 
consider taxation measures adopted by counhies which have dminls- 
tered their taw laws successfully maIr ' i  inter ulia tur tvasbn ua- 
mwardnig. Thb will enable suitable steps beie  taken to ragmeat 
&ax tevenues." 



M(I.SW~PJ to check ~ a ~ b u 9  QSSCSS1)N!ntlg- 

 graph 2.59 (s. No. 25). 
2.9. la Pu-8 2 3 6 2 . 5 8 ,  rhe Committct dealt with the questia 

ol rnalri* a al pmvision to the l ~ m c  Tax Act for punishing Income r' ' 1 . a ~  o&cn Or dcrckhn d duty in cases of under-assessments and over- 
,,,ts~mcnts and made the following observations in paragraph 2.59 : 

9 . 5 9  : It will bc seen that in Britain as well as Malaysia there is 
a provision in law to cnablc the assesxe to proceed against an 
lncomc Tax Ofilcial who uilfully makes a false and vexatious sur- 
chiugc of tax or resorts to any fraudulent, corrupt or illegal practice 
in the c x e c u t i ~ ~ ~  of his ofice. The Committee have noted in para 
2.54 of thc Rcport that there ir, a growing tendency in th.= Depart- 
m n t  of Revenue to ovcrpitch assessments which can be a source of 
p a t  vexation to asscssccs. In order to  instil a sense of respon- 
sibility in Income Tax Official. Government should scrimsly con- 
sidcr in corporation of a suitable provision in the Income Tax Act 
to makc lncome Tax mcials and other Ofhcials liable to judicial 

rocceding for \vilfully m:iking a false and vexatious assessment dis- 
Ronest undrrasrcsment or resorting to any fraudulent. corrupt or 
illegal practice in thc discharg of their otticial duties." 

2.10. In thcir reply. thc Ikpsrtmcnt of Revenue have stated 
"The rccommcndation of the Commincc has becn conzidcred by the 
Ministry." 
"The U.K. Income Tax Act had till 1964 some penal provisions for 
tackling the cases of petty officials. attached to non-official Com- 
missionen tvho wcrc not borne on thc regular Government establish- 
ment. Even in their cases. the provisions have not been invoked 
and were rcally otiosc. In this context, it would not perhaps be 
advisable t o  introduce any penal provisions in the Indian Inwme 
Tax Act o n  [Jib :;:ICS of the discarded provisions in the U.K. Income 
Tax Act." 
"Thc Govtrnment proposes to take suitable administrative measures 
for minimising thc scope of disputed additions in assessments and 
eliminate vexatious assessments. Under-assessments too are pro- 
posed to bc preventcd by more cffectivc vigilance by the superior 
officers." 

2.1 1 .  In 3 furthcr reply dated thc 2 1st March, 1969. the Department of 
Revcnue have stated : 

"In view of tho position obtaining in U.K. it was not considered 
necessary to finJ out the position with regard to Malaysia. If the 
Public Accounts Committee still desirc the information regarding the 
Malaysian Income-Tax Act. it will be obtained from the Malaysian 
Government." 

2.12. The Committee note thai Government propose to ''take saifabk 
odmidsbsttve measures for minimis@ the scope of disputed additions in 
assessments and eliminate vexatious assessments. Under-gssessments too 



are proposed to be prevented by more effective by 
officers." 

2.13. Tbe Committee would like to watch the results of administrative 
meesl~es proposed to be taken by Governmd thropgh future A d t  rep or^^. 
Irregular Collection of amowus to make good the shortfall oJ Budget Esti- 
mates-Paragraph 2.145-2.147 (S.  NOS. 5 6 5 6 )  

2.14. In paragraphs 2.142-2.144, the Committee dealt with some cascs 
where tax was irregularly collected in four Commissioners' charges from 
assessees without raising a demand at the close of a financial year and 
refunded or adjusted in the beginning of the next financial year. The 
irregular procedure had been adopted by the various Income Tax Oficers 
to make good the shortfall in their budget estimates of collection of tax in 
a financial year. The Committee made the fellowing observations in para- 
graphs 2.145-2.147 : 

"The Committee take a serious view of the device adopted by the 
Income-tax Officers in this case to make good the shortfall in the 
budget estimates of collections in their charges by collecting amounts 
from the assessees at the close of the financial year and refunding it 
in the beginning of the next financial year. The Committee feel that 
such collections without issue of demand notices arc unauthorised 
and illegal." 
"It is clear that this practice results from the fixing of targets of 
collections which the Income-tax Commissioners and Offic~rs are 
expected to reach. Under pressure of such target being set for him, 
the officer in question, then exerts preqsure on the assewe to co- 
operate with him in fulfilling the target on paper. The Committee 
recommend that Government should issue clear instructions that no 
such targets or estimates of collections in respect of each Income-tax 
Commissioner or officer exist or are expected to be fultillcd ,nnd to 
see that this directivc is scrupulously carried out." 
"The Committee hope that the Department will go into ca\e, of such 
abuse and take suitable action against the oficers co~icerncd whercver 
necessary. The Committee regret that they have not so far been 
furnished with the information asked for about similar cases in all 
the Circles in India." 

2.15. In their reply, the Department of Revenue have stated : 
"The Board have issued instructions in the Circular F. No. 83!92/ 
6&IT(B), dated 9th December, 1967 (copy enclosed ) . This recom- 
mendation of the Committee has been noted." 
"The budget collections are fixed on the basis of : 

(a) revenue potential; 
(b) actual performance in the past trades; and 
(c) trend of the important trades and business in particular 

charges. 
It is not that arbitrary targets are fixed for each charge of an IT0 
by this IAC and the CIT and of each CTT's charge by the Board. 
The targets, fixed on the basis of the past and present trends of 
business and collection, are expected to serve as realisable objectives 



only. This helps in securing sustained efforts for reaching the target. 
The system should work well unless some of the authorities make 
a fetish of the target. Suitable instructions are Wig issued in this 
respect." 
"There have been only stray cases of unauthorised collection by a 
few ITOs for attaining the budget target. The steps taken (Vide the 
Ministry's reply to the observations of the PAC at para 2.145 of 
their 29th Report) are expected to prevent a recurrence of such 
irregularities. As such, the Ministry would wish to continue the 
present practice." 
"A statemont showing thc number of cases in which tax had to be 
paid by assessccs without their being a legal liability during the last 
3 years, 1964-6.5. 1965-66 and 196667 is enclosed (reproduced 
below) : 

---- --- 
a C.I.T. Charge 
..... . 

~ -- } . . . . 
. . . . . . 

' Madras I 1  . . . . . . . . . . 
. Poona . . . . . . . . . . 
West k n g d  1, I 1  Bi 111 . . . . . 
Dclhi (C) . . . . . . . . . . 
Rajasthan . . . . . . . . . . 
Madras I . . . . . . . . . . --- -- - - - - - 

It will bc sccn that the total number of such cases is only 57 involv- 
ing an amount of Rs. 33 lalihs." 
"Thc Commissioners of Income-tax wcrc asked to take action against 
the officcrs who made such irreplar collections and necessary action 
has been taken and is being taken whcrc considered necessary." 
"In view of the position explained above, it is presumed that the 
PAC will please reconsider their recommendations that no budget 
target for cach Commissioner's charge necd be fixed." 

2.16. The Committee note from the statement that the number of cases 
of heguiar collection by Income-tax Officers towards the end of the fUrPa- 
cial year in order to reach the prescribed target of coktions for their 
circle numbered 57 involving Rs. 33 lakhs. Out of the amount of Rs. 33 
lukhs, Rs. 12 l a b s  pertam to the West B q p l  charge, Rs. 7.5 lnkbs to 
Delhi and Rs. 7.88 lakhs to Madras. 

2.17. The Committee note that Government have since issued instnic-. 
tions that such irregular collections should not be resorted to and that action 
should be taken against thc Oficers who indulge in such irregular c o k d o a ~ .  

2.18. The Committee would like the Central Board of D M  Taxes to 
keep a special watch in this behalf. purticulrvly h the charffes referred to 
above, so as to cn.sure that such unauthorised and illegal collections are not 
msdc by Income-dux Officers, on pahr of deterrent penalty. 



CHAPTER I1 

RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN 
ACCEPTED BY GOVERNMENT 

Recommendation 

The Committee note that during the year 1965-66 the cxcess of actuals 
over the Budget Estimates of Customs and Union Excisc Duties was of the 
order of 28.48 per cent and 9.61 per cent respectively. 

The Committee are not convinced by the reasons adduced by the 
Department to explain the variation between thc estimated receipts of 
revenue from duties and the actuals for 1965-66. To take two instances, 
the Committee cannot understand why the effective regulatory duty which 
was imposed on 17th February, 1965 and which was responsible for yield- 
ing an additional Rs. 5 crores could not be taken notc of in the Budget 
Estimates for the ensuing year. Similarly, it is difficult to appreciate why 
the change in the basis of assessment of the duty on cigarettes from specific 
to ad valorem which was brought about through the Finance Bill, 1965, 
coukl not be taken note of in the Budget Estimates for 1965-66. Besides. 
no reasons have been given by the Department for a variation of Rs. 11.40 
crores. The Committee are apprehensive that no serious effort was made 
by the Department to make the estimates of collections from duties accurate 
and realistic so as to provide reliable basic data for varying the rates of duty. 
in spite of the recommendations made by the Committee in their carlier 
Reports. It would also bc recalled that Members have rcpcatedly pointed 
out on the floor of the House that inaccurate and unrealistic estimates lead 
to imposition of unduly high rates of duties. 

The Committee note that the Ministry now propose to take somc 
further measures to base their estimates on better and up-to-date statistical 
data with the help of computcrs and to have better coordination with othcr 
departments in the matter of commodity forecasts. 

The Committee stress that no effort should be spared by Government to 
make their estimates of receipts realistic for it iq thcsc that dcterminc to a 
large extent the rate of taxes and duties which are to be 1cvi:d through the 
Finance Bill. The Committee also suggcst that towardc the end of the year 
a critical rcview of the estimated reccipts vis-a-vis thc actuals should be 
made so that in the light of the findings, necessary correctives can be applied 
to make the estimates for the next Budpt morc rcalistic. 

[S. Nos. 1 to 4 of Appendix VII (Para Nos. 1.20 to 1.23) to the Twenty- 
Ninth Report (Fourth Lok Sabha)] 

Action taken 
Custom 

The observations of the Public Accounts Committee in regard to Customs 
Duties have becn noted. Every attempt is being made to makc as accuratc 
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estimays . . of revenue as practicable. 
flhptt.  of Revenue & Insurance O.M. No. 7/65/68-Coord., dated 

27-1 1-1968) 

In ordcr to reduce the gap between Budget Estimates and actual collec- 
tions of Customs Revenue various steps have been taken by this Ministry 
to see that the Budget estimates are framed in such a manner that variations 
between estimates and actual collections are reduced to a minimum. 

2. The Collectors of Customs at the ports who furnish estimates in 
respect of their individual charges arrive at their estimates after careful 
consideration. Consultations are held by them with the assessing officers 
who are in day to day touch with importers who, in turn are in touch witb 
the Trade on thc question of likely trends of imports. 

A copy of the instructions issued to the Collectors on the 16th October. 
1964 is appended (not printed) for information of the Committee. These 
instructions were again bought to thc notice of thc licld formations in 
April, 1966. reiterating the need for greater accuracy in framing the esti- 
mates and for Collector bestowing his personal :~ttmtion on this mat!er. 

3. In this Ministry, periodical review of revenue collection is made to 
watch the progress and to ascertain reasons for an\ variation that is noticed. 
This is done on the basis of collections during the 1st. 2nd and 3rd quarters 
of the financial year. At the last review the budget estimates for the follow 
ing year are also finalised. Before this, detailed reports received from the 
Collectors at the ports as well as the information fumishcd by the Economic 
Affairs Department reyarding the likely release of Foreiyn Exchange during 
thc coming year are given due consideration. In fact thc estimates are to a 
great extent bascd on the figures of likely releasz of foreign exchange fur- 
nished by the Economic Afairs Department. Whenever. possible the 
rolkctions during January arc also taken into account. The information 
available with the various other Minictries/Departments on the anticipated 
im-port programmc of the items with which they are concerned to the extent 
available. arc collected and scrutin~sed. All the 'Ministries/~partments 
which are concerned arc consulted. They are listed below for the informa- 
tion of thc Committee :-- 

1. Ministry of Financc ( Dcpnrtment of Economic Affairs). 
2. Ministry of Commercr. 
3. Ministry of Railways. 
4. Ministrv of Petroleum & Chemicals. 
5. Ministry of Steel, hlincs and Metals. 
6. Ministry of Industriid Development, 

(Directorate General of Technical Development) 
7. Chief Controller of Imports & Exports. 
8. State Trading Corporation of Indi;: Limited. 
9. Minerals and Metals Trading Corporation of lndia Limited. 



The Ministries/Departments consulted can only furnish their imp& dro- 
gramme which is based on a certain anticipated demand and a v a w t j  of 
foreign exchange. For large areas of imports general information about 
future trend has to be deduced on the basis of imports in the past. More- 
over, the information collected from all available sources do not contain 
all -relevant particulars for a precise classification according to diflerent tariff 
items which carry different rates of duty or are subject to different I.T.C. 
policy, but are grouped together under thc same Budget head. Some sort 
of ad hoc allocation of the total estimatcd imports, therefore, becomes 
unavoidable. - - 

' 4.. An intel-hliniste~ial meeting is also held in the room of the Chair- 
man/Member, Central Board of Excise & Customs and scnior officers of 
each of the Mini~try/Departmcnt are consulted so that doubts and possiblc 
discrepancies in the information furnished by them could be resolved by 
discussion and the final Rudgct cstimates determined. In this meeting thc 
Economic Adviser to the Ministry of Financc and the scnior officers of the 
Budget Division of thc Department of Economic Affairs itre nlgo invited. 
And finally the figures arrived at are vetted and amended to the extent felt 
necessary by the Economic Affairs Department. 

11 : A revic\+ of thc estimated receipts vis-cr-~iv the actuals has been 
ma& twice this year at the three monthly and .;ix monthly stags. T h e  
results show that there has been a fall in the import dutv due to further fall 
in -imports. The results of thc revie~v hwt: not shown anything won9 
needing application of correctives for the next Budpet as the reasons for the 
shorta fall are found to bc not due to anv wrong or inaccurate method of 
estimation while framing the cstimates but bccause imports cannot bc 
estimatcd precisely on account of inherent uncertainties. 

{Deptt. of Revcnue & Insurance O.M. No. 2/2/69-Cus. (T.U.). 
dated 19-2-1969] 

The observations of the Public Accounts Committee havc been noted 
and all efforts are being taken to makc the estimates as realistic as practic- 
aMe. 

(Deptt. of Revenue & Tnsurancc O.M. No. 7/65/68-Coord., 
dated 22-1 1-1968) 

Cen trd Excise 
Action taken statements in respect of parac 1.20 and 1.23 of the Corn- 

mittee's 29th Report (Fourth Lok Sabha ). so far as they relate to thc 
budgetting of customs receipts, have already been furni\hcd to the Cm- 
mittee. So far as Central Excise receipts are concerned. this Ministry havc 
taken note of all the recommendations made bv the Committee in their 
earlier Reports in regard to revenue foreca\tinc and havc taken positivc 
steps to make their estimates as accurate md realistic as pmgible. Thc 
steps taken by the Ministrv have been brieflv mentioned in para 1.1 1 of (hc 
Committee's 29th Report (Fourth Lok Sabha ) . 

2. The Statistics and T~telligence Branch of this Ministry is equipped 
with data processing machines. These machincs are used for processing and 
compilation. of statistics relating to production. clearances and revenue. 



3.' This Ministry is already following the suggestion made by the Com- 
mittee that tciwards the end of the year a critical review of the estimated 
receipt8 visa-vis the actuals should b: m& so that in the light of the 
-8s necessary correctives can be applied to make the estimates for the 
next budget more realistic. This Ministry conducts thrce exercises in regard 
4o the budget estimates during the course of a financial ycar, with the help 
of the Statistics and Intelligence Branch. The result of these exercises is 
.communicated to the Budget Division. In the first exercise conducted during 
AugustSeptember, revised budget estimates on thc basis of three months' 
actual performance are indicated. In the subsequent two exercises under- 
taken in November and January on thc basis of six months' and eight months' 
actual petformance respectively, revised budget cstimates for ,the running 
year as well as forccast for the next financial year arc indica!e9. It is only 
by the time of the third cxcrcisc that cstimatcs of production in the remain- 
ing part of the running year as well as thc following ycar arc received from 
the other Ministries. These estimates arc dulv taken into account in pre- 
paring the final revised budget cstimates and the foreca5t. Inter-Ministerial 
meetings arc arrangcd to pusonally discuss the likclv lcvcls of production. 
dearances for homc consumption and for cxport. import policy regarding 
industrial raw materials etc. Thesc mcetincs arc also attended by thc 
Economic Adviser and officers of the Budnet Division. Revked Budget 
Estimates and thc forecast are then finaliwd on the basis of agreed conclu- 
s i m .  Howcvcr. it is the Budpt Division ~vhich ultimately decides thc 
revised budget estimates and the forecast. 

4. In spite of thew mcasurcs, thcrc haw bccn variations in our esti- 
mates and actual collections. This is due largely to thc factors which could 
not have been foreseen at the time of framing thc estimates. 

5. Thil; Ministry would take the opportunitv of awring the Committw 
-one again that all efforts are being made to make the revenue estimates i i .  
accurate ac practicahlc. 

(Dzptt. of Rcvcnuc 8r lnsurancc O.M. No. 7/65/68-Coord., 
dated 17-1-1969). 

The steps taken by the Department to achieve greater accuracy in the 
csthnation of revenue arc cnumerated Mow :- 

f I ), Results of balance sheets of important companies are studieJ 
with rcfcrcnce to the profits disclosed by them for the latch1 
assessment year as compared to the preceding year to judge the 
likcly collections froni provisionnl and self-awsrrncnts. ad\aniL> 
tax and gcncral trcnd in pronth of economy. 

(1) The Commissioners of lncon~c-tax are asked to contact the 
management of con~panics with huge income to ascertain thc 
trend of profits during the current ycar as compared to the 
preceding ycar to ascertain 1h2 likely collections from advance 
tax. 

(3) A liaison is maintained with the Directorate General of Techni- 
cal Development. Planning Con~mission. ctc, and information 



is also obtained from the bulletins issud by the Central !%a- 
tistical Organisation to h d  out the likely trend of production of 
important trades and industries for current year which woald 
help estimation of revenue from advance tax and the forecqst 
Budget for the next year. 

(4) A study is made of the likely effect on revenue due to various- 
types of concessions admissible to corporate and non-corporate 
tax payers, viz., the tax credit certificates, development rebate, 
profits from new industrial undertakings apd exemptions under 
section 84 and 101 under thc Income-tax Act, 1961. 

(5) The budget estimates are also reviewed in the light of the rcvi- 
sions made by the assessees in respect of payment of advance 
tax. 

(6) By making a continuous study of the revenue potential in cases 
of corporate and non-corporqtc tax pavers accounting for the 
bulk of the revenue and making scparatc estimate of the expect- 
ed revenue from deduction of tax  at wurcc from salaries in- 
terest on securities and dividends. Whilc estlmatmg the revenue. 
from such cases. the likely effect ol' rhe following factors is 
taken into consideration : 

(i) Devaluarim; 
(iil Revision of authorised prices of the conlmodities produced ' 

by it (if any); where the prices are not controlled, the 
market trend in thc commodities. 

(iii) Dccontrol of prices or distribution of commodities manu- 
factured by it (if any). 

(iv) Liberalisation of imports (if any). 
(v) Credit control measures (adopted by the Government or 

Reserve Bank of India). 
(vi) Sharp variations in crop yields (where relevant). 

2. So far as further meacurcc for improving the machinery for budgeting 
of revenue are concerned, the Director of Inspection (R.S. & P.) has pre- 
pared a detailed note and made the following suggestions :- 

(i) Compiling Revenuc Statistics of assessments made in the imme- 
diately preceding year on incomes above Rs. 1 lakh. 

(ii) Analysis of these statistics by ranges of incomc, status and trade 
classification. 

(iii) Analysis of current year's profits for companies and non-com- 
panies on the basis of current year's returns. 

(iv) Bringing up-to-date the cards of cascs with incomes above Rs. 1 
lakh. 

(v) Preparation of a Mmual Index in the Directorate of 500 or so 
top cases from the cards of cases with income above Rs. 1 
lakh. 

(vi) Comparative analysis of companies accounts showing pre-tax pro- 
fits, dividends subject to tax and provision for tax for current 
assessment and the immediately preceding assessment. 



(vii) Preparation of indices of production in selected industries from 
Financial and Economic Journals. 

(viii) A study of prices of selected commodities for assessing their 
effects on profits. 

(ix) A study of the effect of administrative measures on the collec- 
tion of taxes. 

The suggestions made by the Director of Inspection are under examination 
and a decision is likely to be taken very shortly. 

3. So fi as the question of preparing more reliable estimates on better 
and upto-date statistical data with the help of computers is concerned, 
Honeywell Computers have been installed in the Directorate of Inspection 
(R.S & P.) under the control of C.S.O. and the Directorate in making use 
of the computors for the purpose of making calculations of tax in salary 
cases and for prcparing various statistical statements which are based on the 
information contained in the I.T. No. 125 (Old IT 30s). Although the 
Statistics regarding the demands raised have been computarised, it is feared 
that this will Iiclp only a little, in making a reliable forecast of the budget 
estimates. 

4. The D.1.fK.S. & P) is also bcing asked to find out as to how far the 
statistics regarding arrears including their analysis and collections can be 
computarised. 

5. As regards the second point regarding better co-ordination with the 
other Departments in thc matter of commodity forecasts. there is need for 
considerable scopc in this direction and this Ministry is taking steps to mqke 
the co-ordination more effectivc. The Committee's suggestion that towards 
Ihc end of the year a critical review of tt.c estimated recepit*; vis-a-vis the 
actuals should be made. so that, in the light of the findings necessary cor- 
rcctivcs can bc applicd to make the estimates for the next budget more 
realistic, has bccn noted for being put into operation. 

[Dcptt. of Revenue & Insurance D.O. No. 15/10/68-IT (.Audit). 
dated 22- 1 - 19691 

The Committee note with concern that the buoyancy in the rate of growth 
of taxation obtaining in the earlier years of the Third Five Year Plan has 
not been maintained. According to the Ministry's own admission. there 
has been hxdly any normal growth in 1966-67 and 1967-68. 
lSerial No. 5 ( P i ~ r i ~  2.20) Appcndix V11 to the 29th Report. (Fourth Lok 

Sabha)]. 
Action taken 

Thc observations of the Committec have been noted for guidance. 
(Deptt. of Revenue & Insurance D.O. No. 15, 12168-IT(Audit 1. dated 

23- 12-68). 
Recommea&tion 

The Committee would like to invite attention to the observation made 
by them earlier in Para 1.75 of their 17th Report (Fourth Lok Sabha). The 
Cammittec hiid cited there the Ministry's own note to bring out the fact that 



the rates of taxation on Corporate as well as non-Corpora,te income in India 
are generally higher than in relevant foreign countries. - - - 
ISaial No. 6 (Para 2.21) af Append* VII to the 29th Report,-(FO& Lok 

Sabha)]. - 
Action taken 

The observations of the Committee have been noted. 
1Deptt. of Revenue & Insurance D.O. No. 15; 13168-lT(Audit ) , da&d 

- 23-11-68.] 

Further reply 
The tax structure of the country is being reviewed year after year beforc 

she formulation of Budget proposals. The rates of taxation of income of 
corporate and non-corporate tax-payers are reviewed every year and various 
factors relating to the economic needs of the country, budgetary require- 
ments, incentives for investment of capital (including foreign capital) arc 
duly taken into account. In prescribing the rates of tax by the annual 
Finance Acts and allowin_g rcbates and reliefs from the standard rates ol' 
tax, the practice followed by advanced countries are tqken due notlce 
of. 

2. On 9-12-68 the Government have already placed before the Parlia- 
ment (in reply to the Unstarred Question No. 3827 in the Lok Sabha) th: 
current rates of tax in India on the business income of domestic cornpanic3 
and the corresponding ra,tes of tax in the U.S.A., the U.K., France and 
Japan. A copy of the same is placed for the perusal of thc Cnninlittcc 
(Annexure). 

[Deptt. of Revenue D.O. No. 15/'30/68-IT(Audit), datcd 38-3-1 969.1 

ANNEXURE 
.Statetnetrt showing the Current Rates of Tax in In& otr lire Bti.ti~t~.t.s I I I C P I I I C  (rl 

Domestic Companies and the Corresponding Rates 4 7nx in 1'S.A.. 
U.K., France and Japan. 

Rate.\ ol Inrot~re-1n.x 
I .  India A. Widely-held dornesl ic conlpariy (i.,:. don1 s. ic camp my 

in which the public arc: subs'antially int. res '~d j 
(i) Withtotal incom: no! mu-, t l ~ ~ m  Rs. 50,000 . . . . .. 45"; 
(ii) With total income mor; than Rs. 50,000: 

(a) derivcd from a non-priority industry . . . . . . . .  -. zcO; 
(b) derived from a 'priority industry' . . . . . . . . 50 ,(.0,,.** 

B. Closely-held domestic 'industrial company' (i.e. compnnj cngagctl 
in the generation or distribution or electrici~ or any other lorn: 
of power, ship-building, mining, or manufacture or processing of' 
goods) :- 

(i) with total income not more than Rs. 10 lakhs : 
(a) derived from a non-priority industry . . . . . . . . SS",, 
(b) derived from a 'priority industry' . . . . . . . . 50 fi0,,;** 

(ii) with total incomc more than Rs. ID lakhs : 
(a) derived from a non-priority industry:- 

First Rs. 10 lakhs . . . . .. . . . . . . . . 55 0,; , .. 
Balance . . . . . . . . . . . . . . . . 



(b) derived from a 'priority industry'- 
First Rs. 10 lakhs . . . . . . . . . . . . . .  50-2%** 
Balance . . . . . . . . . . . .  . . . . 55.2%** 

C. Closely-held domestic non-industrial company . . . . . . .. 65% 
Companies are also liable to pay surtax at 25 % on the amount by which their 

chargeable profits (broadly, profits after income-tax, as reduced by items of income 
- .  exemp from sur tax) e x d  10% of their capital base or Rs. 2.00.000. whichever 

is higher. The capital base includes besides paid-up capital, reserws, debentures,. 
and long-term borrowings of the company. 1 a - 

2. U.S.A. 
Thc rate of Federal Corporation tax is 52.8 (48 %plus surcharge at 10% thereof.) 

Corporations are also subject to State or local taxes on income at rates ranging 
in the majority of States from 5 %  to 7::. 

3. Li.K. 
The ratc of corporation tax is 42.5%. 
Corpor:~tions are also subject to the Seleclive Employment Tax. 

4. F1.urr:r. 
The ratc of corporation tax is 50°;,. 
Corporations arc also subject to a busincss tax. The amount of the tax is usually 

rclawd to 
-the kind o f  business carried on: 
-the population of the municipality ahere the business is carried on 

the number of employees; 
-the annual rcntal value of busincss buildings and equipment. 

5 .  Japarr 
The rates of corporation tax van; from 31p,: to 5S0, depending on the size of 

thc capital base of thc company. the magnltudc of its retained earnings and whether 
it is a 1.1mil) ~~1~por;liion. 

Corporations arc also subject to a business tax. callcd thc Enrcq+:e IS.\. T 
raws of this tax vary from 6",, to 1 2 "  ... 

Recommendation 
'T'hc C'ommittec havc carefully considered the various mistakes and ir- 

rcplarities pointed out by the Revenue Audit. As mentioned elsewhere in 
this Report "very large revenues but for the test audit were likely to have 
been Imt". The Comn~ittee are @ad that the Ministry of Finance (Depart- 
ment of Revenue) also realhe the importance of revenue audit. The Com- 
mittec expect that as stated by the Secretary of the Revenue Department, 
there w i l l  be willing co-operation of the Departmental officers with Revenue 
Audit in the matter of complying with Audit requirements. 
[Serial No. 9 (Para 2.31) of Appendix VII to the 29th Report. (Fourth LoP: 

Sabhall. 
Action taken 

7 h e  ohervatiom of the Committee have been noted. Copy of the 
instruction\ issued i\ cnclosed (Annexwe). 
[Deptt. of Revenue & Insurance D.O. No. 1 S i  1 6/6X-IT( Audit ), datsd 

22-1 -69.) 
- --- -- -- - --- -- 

**This is the effective rate of tau amved at after the deduction. under section 
801 of the lncome-tax Act. of 8"" of the profits derived from priority industries, 
in thc computnaion of the taxable income of the domestic company. 



ANNEXURE 
F. No. 83/ 14/68-IT(B) Audit. 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 
New Delhi, July 27, 1968. 

From 
Shri S. Bhattachar!:ya. 
Secretary. 
Central Board of Dircct Taxes. 

-To 
All Commissioners of Income-tax. 

.Sir, 
SUB : Working of Ititernul A uciir Parties--Scritritiy 4- 
I am directed to say that the Board have decided that the records of the 

Internal Audit Wing of the Income-tax hpartment maintained in your oflice 
and the subordinate offices for the year 1963-64. 1964-65 and 1965-66 
may be made available to the A.G.'s audit parties. as and when required by 
them, for scrutiny and verification, particularly with reference to thc 
figures furnished by the Commissioners of Income-tax to the Directorate of 
Inspection (Income-tax). 

2. You may please afford the necessary facilities to the Revenue Audit 
parties and issue suitable instructions to your subordinate offices. 

Yours faithfully. 
( S .  BHATTACHARYYA) 

Recommendation 
2.40 : In order to allay the public impression -hich has bccn bornc 

out by instances brought to the Committee's notice by Audit that there is 
indiscriminate and widespread over-assessment, the Committee recommend 
that the Department should undertake an analytical study of all cases in 
important circles which have been finally dispose of on appeal during thc 
last three finigncial years in which assessments made by the 1.T.Os. havc 
been reduced by either Rs. 50,000 or 25 per cent of the originally assessed 
tax. Such a study would enable the Department to issue necessary guidc- 
.lines for calculating the assessable income more appropriately. 
[Serial No. 15 (Para 2.40) of Appendix VII to the 29th Rtpilrt. 

(Fourth Lok Sabha ) 1. 
Action taken 

The Government is shortly directing three senior officers of the Income- 
tax Department to undertake a study of reliefs in appeals in some selectcd 
charges of Uttar Pradesh, Delhi and the Punjab. Further action will 
taken after study of their report, which is expected to be available by end 
of January 1969. 



2. The study would be extended, if necessary, to Bombay or Calaitta, 
aftor gaining experience from the present programme. 
[Depn. of Revenue & Insurance D.O. No. 15/22/68-IT(Audit), datcd 

10-1-69.1 

Recommendation 
The Committee feel that one of the reasons for declining standards of 

output in the Department is due to an imbalance in the service umditions 
of employees of the Income-tax Department. A note has been submitted 
by the Chairman of the Board of Direct Taxes which is appended to this 
Report (Appendix V). The Committee is sure that Government will ex&- 
mine the suggestions contained in the note and take suitable action on it. 
[Serial No. 16 (Para 2.41) of Appendix VII to the 29th Report, (Fourth LoL 

Sabha)]. 

Action taken 
As desired by the Committee, the Government will duly examine the 

suggestions contained in Appendix V of their 29th Report and take suitablc 
adion thereon. As important recommendations regarding the administr@ive 
set-up of the Income-tax Department and the pay-scales for the different 
categories of officers are believed to have been made by the Direct Taxes 
Sub-Committee of the Administrative Reforms Commission also, it is pro- 
posed to undertake a comprehensive examination of these reconmedamns 
together. The study and the subsequent implementation of the recommeada- 
tiom are expected to take some time. 
[Dew. of Revenue & lnsurancc D.O. No. 15/23/68-IT (Audit). datsd 

4-1-69.] 

The Committee find that for the pcriod 1962-63, there were as many 
as 4,522 cases involving over-assessment of taxes by Rs. 15.56 lakhs de- 
tected by the Internal Audit where no action hqs been taken so far by the 
Department. The Committee consider that it is equally, if not more, impor- 
tant that the amount recovered bv Government in excess of taxes due is 
refunded without delay to the parties concerned. 

The Committee find that the number of cases of over-assessment brought 
to notice by Internal Audit has risen from 7.401 involving Rs. 16.43 lakhs 
in 1963-64 to 14,457 involving Rs. 83.75 lakhs in 1966-67. 
[S. Nos. 21 and 22 (Paras. 2.52 and 2.53) of Appendix VII to the 29th 

Report (Fourth Lok Sabha)]. 

Action taken 
The observations made by the Committee have been noted by the Gov- 

ernment for compliance. Instructions have k n  issued to a11 the Commis- 
sioners of Income-tax to take necessary action in the matter. A copy of 
the instructions is enclosed (Annexure). 

[Dept. of Revenue & Insurance D.O. No. 15,/9/68-IT (Audit), dated 
9- 12-68 .I 



ANNEXURE 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

F. No. 15/'9/684T(Audit) 
Ncw Delhi, the 6th November, 1968. 

Fjom 
The Secretary, 
Central Board of Direct Taxes. 

To 
All Con~missioners of Income-Tax. 

I have to invite your attention to the following obse~ations/recommen- 
dations made by the Public Accounts Committce in paras 2.52 and 2.53 of 
their 29th Report, 1967-68 : 

"2.52 : The Committee find that for the period 1962-63 to 1965-66 
there were as many as 3,522 cases involving over-assessment 
of tax by Rs. 15.56 lakhs detected by the Internal Audit where 
no action has been taken so far by the Department. The Com- 
mittee consider that it is equally, if not more, important that 
the amount recovered by Government in excess of taxes due is 
refunded without delay to the parties concerned. 

2.53 : Thc Committce find that thc number of cascs of ovcr-assessment 
brought to notice by Internal Audit has risen from 7,401 h- 
volving Rs. 16.43 lakhs in 1963-64 to 14,457 involvina 
Rs. 83.75 lakhs in 1966-67". 

2. The figures quoted by the Public Accounts Committee are based on 
the. reports furnished by you to the Director of Inspection (Income-tax). 
The Board feel concerned at the slow pace of rectifications of mistakes 
pointed out by the Internal Audit parties and desire that immediate ste 
may be taken to rectify the mistakcs of over-assessments pointed out r' y 
Internal Audit Parties. In everv Con~missioner's charge. the Chief Auditor, 
or the I.A.C. (Audit), as thc casc may be, should ensure that mistakes 
pointed out by the I.A.Ps. are rectified within a period of three months of 
the communication of such mistakes. 

Yours fajthfully, 

Copy forwarded to :- 
S4crclary* 

Central Board ol Direct Taxes,. 



The Committee are perturbed that the amount involved in cases of 
over-assessment has greatly increased last year and suggest that the Depart- 
ment should make a detajled study to identify the causes of such over- 
assessments and take effective remedial measures to curb this vexatious 
tendency on the part of the Department to over-pitch assessments. The 
Committee would lie to bc informed of the remedial measures taken by 
Government in this behalf." 

[Serial No. 23 (Para 2.54) of Appendix VII to the 29th Report 
(Fourth Lok Sabha)]. 

Action taken 
As dcsircd by thc Committee, a detailed study to identify the causes of 

ovcr-assessments has bcen made on the basis of the reports received from 
the Commissioners of Income-tax in this respect. The principal causes are 
summarised bclow : 

(i) lnclusion of certain items twice in the computation of income, 
e x .  itcms of inadmissible expenditure debited to P&L Account 
and also to P&L Appropriation Account. Disallowance of bsth 
the itcms would rcsult in over-assessments; 

(ii) Arithmetical errors; 

(iii) Wrong application of rates of taxes : 
(a) calculation of tax of a public limited company at the rates 

applicable to a private limited wmpan).. 
(b) tax levicd on total income instead of adjusted income. 
(c) incorrect withdrawal of Super-tax rebate. 
(d) depreciation and development rebate less allowed. 

(iv) Adoption of wrong assessment year and inclusion of income 
relating to more than 12 months where the books of accounts 
wcre closed after a period of 12 months. 

(v) Sonietinws credit for tax deducted and paid at sourcc, advance 
tax paid. tax paid on the basis of provisional and self-assess- 
ments remained to be taken into account which resulted in excess 
demand. 

( v i )  Rcbatc incorrcctly allowed: entertainment allowance incorrectly 
allowed. 

(vii) Unabsorbed depreciation. development rebate and losses of the 
carlicr yews not correctly set off. 

2. From thc nbovc analysis. the Ministry is inclined to feel that the 
causes of over-assessmc.nt can hardly bc ascribed to malice or 'mala fidc' 
of the officials making the assessments. It is pertinent to obscrvc here 
that various appellate and revisionary authorities help correcting the crrors, 
Lrespective of whethcr thcy are in favour of Revenue or apinst. 

L.24L SS:69 



3. The Ministry is anxious to minimisc the mistaka comitted by the 
officers of the Income-tax Department. One of the preventive measures 
devised by it is the maintenance of an officer-wise register listing the d s -  
taka committed by  a particular officer. A c m  of the instructions issued 
in this respect is enclosed (not printed). Recently, general instructions hqve 
been issued to the Commissioners of Incombtax to see that the Tncme-tax 
Officers avoid making overpitched assessments (annexure). 

[Deptt. of Revenue & insurance D.O. No. 15/3/6847' (Audit), dated 
1 8-1 2-68 .] 

ANNEXURE 
F. No. 1 5 /3/68-ITt Audit 1 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECI' TAXES 
New Delhi, the 13th November, 1968. 

From 
Shri S. Bhattacharyya, 
Secretary, Central Board of Direct Taxes. ' 

To 
All Commissioners of Income-tax. 

sir, 
SUB : Public Accounts Committee-29th Report-Para 2.54-Ovcr- 

assessments-. 
In para 2.53 of its 29th Report, 1967-68, the Public Accounts Com- 

mittee have referred to the fact that the cases of over-assessment detected 
by Internal Audit rose from 7401 involving Rs. 16.43 I'akhs in 1963-64 to 
Rs. 13.75 lakhs in 196667. In other words, the average amount of over- 
assessment was Rs. 223 in 1963-64 and &. 579 in 1 9 6 6 7 .  This 
increase led the P.A.C. to observe in paragraph 2.54 of their report as 
[allows : 

"2.54 The Committee are perturbed that the amount involved in 
cases of over-assessment has greatly increased last year and suggest 
that the Department should make a detailed study to identify thc 
causes of such overassessments and take effective remedial measurcs 
to curb this vexatious tendency on the part of the Department t3 
over-pitch assessments. The Committee would like to be infornicd 
of the remedial measures taken by Government in this behaIf." 

The observations made by the Committee may please be brought to the 
notice of all the Income-tax Ofhers and the IACs under your chargcs. 

2. The Board desire that you should take action, wherever necessaw. 
according to the instructions contained in paras (a) and (b) of the Board's 
letter F. No. 83/103/66-IT(B) dated 23-6-67 about the mistakes pointed 
a t  by Audit. 

Yours faithluiiy. 
Sd./- 

Secretary, Central Board of Direct Taxes. 



nK Committee are inclined to consider that in cases of over-assessment, 
it is the moral duty of the Government to refund the excess tax collected 
erroneously or illegally and not plead limitation. They suggest that Govern- 
ment should umsider the feasibility of amending the law suitably so that 
the CoIllIIljssioners cannot reject revision petitions for refund in cases of 
over-wsessment due to clear mistakes either of law or of fact on the ground 
of limitation. 

[Deptt. of Revenue & Insurance D.O. No. 15/8/68-IT (Audit) 
(Fourth Lok Sabha)]. 

Action taken 

The Government is anxious to discharge its moral obligations, waiviug 
legal impediments. The Commissioners of Income-tax have, by and large, 
the same attitude. Under the existing administrative instructions the 
Commissioners of Incometax are required to refer to fie Government 
cases of over-assessment occurring due to mistakes of law or facts relatig 
to the computation of total income or tax thereon, which cannot be nor- 
mally rectified due to the operation of the law of limitation. In all suitable 
cases, Government does waive the limitation and refunds are invariably 
allowed. 

2. After giving their careful thought to the recommendations of the 
P.A.C. regarding the amendment of the law. the Government feel that the 
present practice, which has been working well. may be allowed to continue. 
A change in the law of limitation cannot possibly operate entirely in favour 
of assessees; it will certainly expose them to fresh hazards of assessments 
in closed cases as well. This aspect of the matter has already been placed 
before the P.A.C. by the then Chairman, Central Board of Direct Taxes in 
the course of his deposition before them [vide paragraph 2.51 of the 
P.A.Cs. 29th Report]. 

[Deptt. of Revenue & Insurance D.O. No. 15/8 68-IT (Audit) 
dt. 17-12-68.] 

Recommendation 

The Committee regret to point out that this is a case of negligence on 
the part of the assessing officer in the application of rates in spite of the fact 
that he was aware of the position in law that maximum rates should be a p  
plied. It is surprising that the assessments were made by four diffemt 
assessing officers and the same mistake was repeated by them. This re- 
sulted in under-assessment of tax of Rs. 36.937 out of which a sum of 
Rs. 19,000 has become time barred. The Committee hope that with the 
change in proceduxe under which Income-tax OkEcers are required to 
check important cases of computation such mistakes will not recur. 

[Serial No. 28 (Para 2.67) of Appendix VII to the 29th Report 
(Fourth Lok Sabha)], 



Action taken 

Instructions regarding checking of tax calculations have bcen issued 
vide Board's letter F. No. 36,'40/67-IT (Audit) dated 13-1 2-1968 
(Annexure). It is expected that such mistakes would not recur. 

[Deptt. of Revenue & Insurance D.O. NO. 15;35/68-IT (Audit) 
dt. 22-1-1969] 

F. No. 36,40/67-IT (Audit) 
GO\'ERNJtIENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 
New Delhi, tlw 1 3rh I>eeember, 1968. 

From 
Shri S. Bhattacharpya. 
Secretary. Central Board of Direct Taxes. 

To 
All Commissioners of Incomc-tax 

Sir, 
SUBJECT :-Checking of l u x  ~ u o l c ~ r l ~ r ~ i . ~ n s - l n ~ o ~ ~ ~ c  mvr R.5. 1 ItrX 11-lnstrirc- 

lions regrrrcling-. 
In accordance with the instructions contained in Chap. X11. para 

22(vii), page 227 of the Office Manual, Volume 11. Section 11. calculations 
of income-tax demand in cases of income over rupees one lakh should be 
checked personally by an Income-tax Officer. It has come to the notice of 
the Board that these instructions are not being scrupulously followed. Thc 
Board desirc that the instructions should be strictly followed by all thc 
Income-tax Officers in your charge and any lapse on the part of an officer 
should be taken serious notice of. 

Yours faithfully. 
Sd. '- 

Secrmry . 
CentruI Board of Dircct Taxes. 

Copy forwarded to :- 
( I  ) D.I. (IT) 1D.I. (S&P)/D.I. (Investigation). 
(2)  All officers and Section in the Income-tax Wins. 
(3)  D.S. (Budget) with 5 spare copies. 
(4)  D.T. (RS&P) for Bulletins. 

Recommendation 
The Committee are concerned to note that the Income-tax Officer a1- 

lowed relief on the initial inception of the provident fund without obtaining 
the prior approval' of the Board of Dircct Taxes regarding the quantum. 

[Serial No. 33 (Para 2.84) of Appendix VI1 to the 29th Report 
(Fourth Lok Sabha) 1. 



Adon taken 
The matter was examined and the official concerned has been cautioned. 

[Deptt. of Revenue & Insurance D.O. No, 35/40/68-IT (Audit) 
dt. 28-3-69] 

Recommendation 
The Committee have repeatedly expressed their concern over the large 

number of cases of under-assessment due to incorrect allowance of deprecia- 
tion and development rebate. In Audit Reports 1966 & 1967, 979 cases 
involving under-assessment of Rs. 97.85 lakhs respectively have been point- 
ed out. The Committce feel that the present method of computation of 
depreciation allowance is complicated and should be simplified. 

[Serial No. 37 (Para 295) of Appendix VII to the 29th Report, 
(Fourth Lok Sabha)]. 

Action taken 
The obaerv;itions madc by thc Committee have bcen noted tor compli- 

ance. Shri S. Roothalingam has. in his Final Report on Rationalisation and 
Simplification of thc Structure, made some recommendations for simplify- 
ing the dcpreciation rate schedule and computation of depreciation allow- 
ance. These recommendations are at present under consideration in the 
light of the commcnts and suggestions received from various Chambers of 
Commcrce and othcr public bodies. 

[Dcptt. of Revenue & Insurance D.O. No. 15 J/68-IT (Audit) 
dt. 17-1-69] 

Recommendation 
The Committce would like to know about progress madc in thc rcctifi- 

cation of thc asscssmcnts for the years 1955-56 to 1959-6C and the reco\qy 
01 the tax for the assemncnt years 1960-61 to 1964-65. 

[Scrial No. 41 (Pal-a 2.102) of Appendix VII to the 29th Rcport 
.I 

( Fourth Lok Sabha) 1. 
Action taken 

The rectification of mistakes in the case of M:s. Dikvijay Mills Ltd.. 
Jamnagar for the asscssment years 1955-56 to 1929-60 has been carried out. 
A sum of Rs. 2.49.933 has been raiscd as additional demand for thc r ~ e s s -  
ment year 1960-61 to 1964-65 in this case. which has sincc heen 
collected. 

[Dcptt. of Rcvenuc b;: lnsurance D.O. No. 15 !1S 68-IT (Audit) 
dt. 22-1-69] 

Recommendation 
The Committee regret that. in this case, the negligence of the second 

Income-tax Oflicer resulted in under-assessment of tax amounting to 
Rs. 84.000. They would like to know about the recovery of the tax 
undercharged. 

(Serial No. 43 (Para 2.1 10) of Appendix V11 to the 29th Report 
(Fourth Lok Sabha)]. 



The following demapds have been recovered on 29-10-68 by adjustment 
of E.P.T. refund. 

A.Y. 58-59 
A.Y. 59-60 
A.Y. 60-61 

Total 19,234.96 

As regards the remaining arrears for 1951-52 to 1957-58, time was 
allowed till the disposal of appeals by the A.A.C., which are still pending 
for disposal. 

[Deptt. of Revenue & Insurance D.O. No. 15/50,.'68-IT (Audit) 
dt. 18-1 2-68] 

F m e r  I n f ~ d o n  sought for by P.A.C. 
The under-assessment of tax of Rs. 84,000 mentioned in para 42(e) of 

Audit Report, 1967, refers to the assessment years 1949-50 to 1960-61. In 
the reply action taken on the under-assessment of tax relating to the years 
1951-52 to 1960-61 only is mentioned. Please state the action taken 
in respect of assessment year 1949-50 and 1950-5 1. 

Reply 
There was no demand in respect of the assessment years 1949-59 and 

1950-51. The loss determined for those years was reduced. 
[Deptt. of Revenue & Insurance D.O. No. 15/50/IT (Audit) 

dt. 7-3-69] 
Recommendation 

The Committee regret to note that in this case the Income-tax Officer 
failed to verify before granting renewal ~hether the firm was in existence 
or whether a partnership deed was in operation. The negligence ~f thc 
Income-tax Officer resulted in under-assessment of tax of Rs. 32,981 of 
which Rs. 19,288 could not be recovered as the rectification had become 
time-barred. The Committee understand that the Internal Audit Party 
checked the Assessments for years 1957-58 to 1960-61, but the irregularity 
was not detected by it. 

[Serial No. 46 (Para 2.1 18) of Appendix VII to the 29th Report 
(Fourth Lok Sabha)]. 

Action taken 
The Government have already taken action against the Income-Tax 

Officer whose initial mistake for the assessment year 1957-58 led to mistakes 
in later years. The Internal Audit Parties were not, at the relevant time, 
required to look into question of registration or renewal of registration of 
firms. Hence the mistake remained undetected by them. 

[Deptt. of Revenue & Insurance D.O. No. 15/53/\58-IT (Audit) 
dt. 16-1 2-68] 



- 
The Committee find that the tendency of not levying intarat is on the 

increase from year to year. In the ~ u d i t  Reports for the years 1963, 1964, 
1965, 1966 and 1967, the number of cases reported and the amounts 
inolved were 327 and Rs. 5 lakhs, 632 and Rs. 6.64 lakhs, 523 and Rs. 9.08 
lalchs, 1297 and Rs. 17.72 lakhs and 1834 involving Rs. 32.60 lalrhs rts- 
pectively. The Committee also note that as a result of a review ordered 
by the Board in January, 1966, interest mounting to Rs. 93.61 lakhs was 
levied. The Board have issued necessary instructions to avoid nm-kvy 
of interest by Income-tax Officer. The Committee desire that the matter 
should be kept under watch. 

[Serial No. 49 (Para 2.129) of Appendix VII to the 29th Report 
(Fourth Lok Sabha)] 

Adon blren 
The suggestion of the Committee h e .  been noted. 
[Deptt. of Revenue & Insurance D.O. No. 15/56/68-IT (Audit) 

dt. 18-1 2-68] 
I;hrtber Ialomntitm sorrgM 

The Committee in their recommendations had desired that the matter 
should be kept under watch. In the =ply it is stated 'Noted' The con- 
crete steps taken by Government in the light of the Committee's recom- 
mendations to obviate omission in the levey of interest, where due, may 
kindly be intimated. 

WY 
The Commissioners of Income-tax are being asked to keep a watch 

over the matter as per instructions contained in Board's letter to all Commis- 
sioners (annexure). Further the Board are also considering the rationali- 
sation of the procedure for levy of interest at various stages. 

[Deptt. of Revenue & Insurance D.O. No. 15/50,'68-IT (Audit) 
dt. 7-3-69] 

F. NO. 83/3:'65-IT(B) 
CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 13th August. 1965 
From 

Shri Wasiq Ali Khan, 
Secretary, Central Board of Direct Taxes. 

To 
All Commissioners of Income-tax. 

Sir, 
SUBJECT :--Advance tax-Levy of Penal Interest-Instructions regwrding 

Reference is invited to sections 215 and 217 of the Income-tax Act 
1961 corresponding to sub-sections (6) and (8) of section 18A of the 



Indian Income-tax Act 1922 which provide for levy of penal interest in 
the circumstances mentioned in those ,sections. They levy of penal interest 
is thus obligatory. It has been observed from the audit re rts that mistakes 
regqrding non-levy of penal interest under these sections !i“ ave been omitted 
in a large number of cases. The number of such mistakes mentioned in the. 
audit reports is as under :- --- 
Audit Report No. of cases Amount involved -- 
1963 327 Rs. 5 lakhs 
1964 632 Rs. 6.64 lakhs 
1965 347 Rs. 8 -33 lakhs ----- - 

In para 44 of its 28th Report, the Public Accounts Committee observed 
as follows :- 

"In view of the fact that the number of cases in which omission to levy 
penal interest appears to be on the increase. the Committee- desirc that a 
general all India- review may be undertaken and necessary instructions issued 
to the assessing officers for the prompt levy of interest wherever it is duc. 
The Committee regret to find that this type of lapse has occurred in 632 caws 
(involving an amount of Rs. 6.64 lakhs.)" 

2. In view of the large number of cases in which mistakes have been 
found by the Audit. the Board desire that suitable instructions may .be im- 
mediately issued to the I.T.Os to ensure that penal interest is levied in all 
cases wherever it is leviable. When making an assessment for past yrar, 
the I.T.Os should verify if penal interest had been correctly charged in the 
past year and if not take steps to levy such interest. 

Your5 faithfull!.. 

Sd./- WASlQ ALI KHAN 
Secretary 

Recommendation 
The Committee regret to point out that the Incoo~c-tax Officer did not 

make use of the particulars of bogus "Hundi Dealers" furnished by thc 
Central Board of Direct Taxes in August, 1964. The omission resulted In 
under-assessment of tax of Rs. 1.00.942 for the assesment years 1961 -62 
and 1962-63. The Committee would like to know about the rcctification 
of the asessment for the year 1962-63. 

[Serial No. 50 (Para 2.133) of Appendix VII to the 29th Rcport, 
(Fourth Lok Sabha)] 

Action taken 
The assessment in the case of M/s. Punjab Timbcr Traders Ltd. for the 

assessment year 1962-63 has been completed raising an additional demand 
of Rs. 2,461/- which has since been collected. 

[Deptt. of Revenue & Insurance D. 0 .  No. 15/57/68-IT Audit) 
dt. 18-1 2-68 

Recommendation 
The Committee hope that the Board will keep under constant watch thc 

question of breaking "Hundi" rackets. 
[Sr. No. 51 (para 2.134) of Appendix VII to the 29th Report 

(Fourth Lok Sabha)] 



Actiw taken 
Exhaustive instructions in the matter have already been issued and the 

Hundi racket has been checked to a very large extent. Most of the Hundi- 
Bankers and Brokers who had been doing fictitious Hundi business have 
surrendered and have stopped their activities in this direction. The assess- 
ing officers are vigilant and Hundies loans are put to strict scrutiny and 
examination before being accepted as genuine. - 

[Deptt. of Revcnue & Insurance D.O. No. 15/58/68-IT (Audit) 
dt. 23-1 2-68] 

Recommendation 
The Committee arc glad that the mistake has been rectified and the 

refund clue given. The Committee cxpect that Income-tax Officers will 
exercise every care in computing the net salary income so as to avoid the 
recurrence of such mistakes. 

[Scrial No. 53 (Para 2.141) of Appendix VIT to the 29th Report, 
(Fourth Lok Sabha)] 

Action taken 
The oficcrs have becn supplied detailed instructions of Finance Acts 

and assessments arc expected to bc made carefully. 
[Deptt. of Rcvenuc & Insurance D.O. No. 15 '60/68-IT (Audit) 

dt. 13-1 2-68] 

Further Information sought 
The over assessment was occasioned duc to thc incorrect fiprc of 

S 1.1 3,125 shown in the salary statement being adopted for purposes of 
asessment instead of the corre,ct figure of $ 13.125 which could have been 
found out by thc Department had the total of the salary statement been 
checked. I t  is not clcar how th: dctailcd instructions issued in respect of 
Finance Acts would bc pertinent to the omission. 

Reply 
For the corrcct computation of net salary a< and when changes are 

made by  thc Finance Act. instructions are invariably issued. Of coursc, for 
typographical mistakes, as in thc instant case. the Income Tax Officers are 
to check up the totals of salary statements before adopting thc fiprcs for 
assessment purposes. 

[Deptt. of Revcnue & Insurance D.O. No. 15 50. 68-IT (Audit) 
dt. 7-3-69] 

Recommendation 
"The Committee hope that Government will take suitable steps to re- 

move the lacuna existing in Section 9 of the Central Sales Tax Act with a 
view to facilitate the levy of Sales-tax in such cases. Th6Committee would 
like to be informed of the action taken in this case." 

[SI. No. 59 Appendix VII (para 3.1 1) of 29th Report of Public 
Accounts Committee-Fourth Lok Sabha] 



Adon taken 
With effect from 1st February 1963, coal including coke is all its forms, 

imported from outside Delhi, is liable to tax in the Union Territory of 
Delhi the b t  point of sale under Section 5 (1 ) (b) of the Bcngal Fhance 
(Sales Tax) Act, 1941, as extended to the Union Temtory of Delhi. I t  
was noticed by Audit that coal was delivered directly by importers (without 
taking delivery thereof) to the depot holders by endorsing the railway 
reoeipts in favour of the latter. In view of this procedure the sale by the 
importers to the depot holders was not first sale within the Union Territory 
of hki for the purpose of levy of tax under the aforesaid Act. Such a 
sale by endorsement of railway receipts actually fell within the ambit section 
3 of the Central Sales Tax Act, 1956 and was liable to be taxed in accor- 
ti- with provisions contained in that Act. 

The Central Sales Tax Aca normally exempts inter-State sales, subset- 
quent to the first, during the same movement of the goods if such subse- 
quent sales are made to registered dealers under the Act. In ca*. sube- 
quent inter-State sales are made to unregistered dealrs or consumers, sub- 
section (1) of Section 9 of the Act lays down the procedure and machinery 
for collection of the tax. It was noticed that there was a lacuna in the said 
sub-section (1) of Section 9 as it did not provide for the State entitled to 
collect the tax on the subsequent inter-State sale in case the purchaser does 
not utiKse the forms prescribed under the Act at the time of his purchasc 
of the goods. A Bill to amend the Central Sales Tax Act, 1956, including 
inier4a a provision to remove the above lacuna was circulated by the 
Ministry of Finance to the State Governments for their comments on 28th 
September 1967. Replies are awaited from some of the State Govern- 
ments, on receipt of which further action would be initiated. 

It may be added that as far as levy of Sales Tax on coal in Delhi i k  

concerned, the procedure for delivery of coal to depot holders has since 
been revised. The importers, instead of endorsing the railway receipts, 
now take delimy of the coal in Delhi before it is sold by them to the &pot 
holders. In view of this revised procedure, the sale by the importer t*. 
the & p t  holder becomes first sale in Delhi liable to tax under the BengaI 
Finance (Sales Tax) Act, 1941. 

[Deptt. of Revenue & Insurance D.O. No. 16/20/68-m, 
dt. 12-1 1-68] 



REaOUMENDAnONS/OBSERVATIONS WHICH THE 
COMMITTEE DO NOT DESIRE TO PURSUE IN 

VIEW BY THE REPLIES OF GOVERNMENT 
NIL 



CHAPTER 1V 

RECOMMENDATIONS ,OBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND 

WHICH REQUIRE REITERATION 
Recommendation 

Government should also consider in this connection the suggestions 
made in the Final Report on Rationalisation and Simplification of the Tax 
Structure. 

[Serial No. t; (Para 2.23) of Appendix VII to the 29th Rcpclrt 
(Fourth Lok Sabha)]. 

Action taken 
1. In regard to Shri Bhoothalingam's First lntcrim Report on Rationali- 

sation and Simplification of the Tax Structure, a statement setting the list 
of the recommendations in that Report and indicating the action taken 
thereon. is enclosed (Annexure ) . 

2. Decisions on the recommendations in Shri Bhoothblingani's Final 
Report will be taken by Government after a carcful and through study of 
their implications and after considering the vicws of Chamhcrs of Com- 
merce, expert bodies and members of the public. However, sorllc of the 
suggestions in thc Final Report on matters which were already cngaging tho 
attention of the Government and which did not involve any radical changes 
in the tax structure havc becn implemented through the Finance Act. 1968. 
These relate to discontinuance of the 'dividend tax' on domcstic conlpanies 
with reference to their excess distributions of equity dividends; prtxription 
of standard deductions for expenditure on maintenancc and thc \\.car and 
tear of conveyance owned by salaried tax-payers: and deduction. in the 
computation of the annual valuc of Ict-out house property. of thc uholc 
of the local taxes in respect of the property. in all cases. 

3 Some of the recommendations in Shri Bhoothalingam's rcports rclatc 
to structural changes of a far-reaching naturc and decisions on thcse recorn- 
mendations can be taken by Government only after considering the vic\vs 
and comments thereon. which had becn invitcd from Chambcrs of Coni- 
merce, expert bodies and menihcrs of the public. These rcconirnc.ndations 
and the comments thereon arc at prsent under caxmination 

[Deptt. of Revenuc & lnsurancc D.O. KO. 1 .5  . ' I  5 ,68-IT (Audit ) 
dt .  28-1 1-68] 

A N N E X U R E  
List of Rcconlnie~ldariotls Rrferred rn in Shri Bhootho/~~t~a~~l ' . t  f ir.cr Itrrcrit~~ H 1 . p  I 1 

on Ralionali.so~ion and Si~trpli/irurion q/ Direcr Tax Latia. ~ i r l r  Rm:crrA.\ 
Indicuring the Aclion Tuhm Thrrcotr 

-.. A - - . . ... -- -. . . . - Recommendations Remarks 
- .  . . -- _ -  - . ...- 

I .  Annuity Deposit 
A. Recommendation for abolition of the A. Accepted a d  in~plrn~en~ed 

Scheme. through fhc Financc Act. 
1968. -- - - . . --. .- - -~ .. 

100 



B. Rccommendation for creation of a Public B. Accepted and implmnted  
Provident Fund. through the Public Provident 

Fund Act, 1%8 and the Fi- 
nance Act, 1968. 

I I .  Earned and Unearned inconic 
Rccornmendation for abolition of the distinction.] 
Recommendation for increase in rates of Wealth > Accepted and implemented 
tax and income- ax. J through the Finance Act, 1968. 

I I I. Rebates and other Cunccssions 
Rcbates to be replaced by d~vluctions from in- 
come : 
I .  Co-operative Societies. 
2. Dividcnds from Co-operative Sicietics. 
3. Income of a Marketing Authority. 

1 
: Accepted, except for the recom- 

4. 'Tax Holiday" income of newly established I mendation under item 5 for dis- 
industrial undertaking or hotcl. continuance of the psesent ex- 

5. Dividend related to  "Tax Holiday" profits. i emption from tax of shareholders 
6. lntercst on "Tax free" Government securities. on dividends attributable to  the 
7. Shares of partners inlirms. I .Tax holiday profits of the com- 
8. Expcnses incurred on education of children pan) paying the dividends. Ne- 

abroad. rcessar? amendments to  the 
9. Kccogniscd donations t o  charitable institu- Income-tax Act. 1961 have been 

tions and for repairs of holy or historical effected through the Finance (No. 
places. 2 Act.. 1967. 

10. Export inccntivr: rebate. 
1 1. lntcrcorporatc Dividend :. I 12. Dividends. fcys. roynlitics. ctc. received by 

Indian companies from foreign companies for I 
technical know-how. J 

1.1, Dividends distributed by companies suhjccted1 
to 9gricultural income-tax. 

14. Ccmipensation received on termination or , Accepted. Necessary amendment 
modific;~tion of managing agency agreements. to the Income-tax Act. 1961 ha\c 

IS. Interest on National Saving Certificates ' becn effected through the Finance 
(Firit Issue) and Bank Series or such ccrti- )(NO. 11) Act. 1967. 
ficatcs. 

16. Short-term Capital Gains. 
17. Long-term Capital Gains. 
18. Perwnal Ilowances. i 

1V. "Asscss~r~t~rrr Yrar". "Ac.viorrs I k r "  am1 "Tax )i.ar" 
A. Rwomnicndation I t ~ r  prospcctivc application] 

of provisions of the Finance Act and adoption 
of the "Tax Yenr':,for all purposes. I 

B. "Pay as you earn Scheme and extension oC The reconrmcndation in item 'B' 
the wopc of deduction of tar  at source. / regarding extension ofthe scope 

C. ".4~lv~ncl: pnymcnt or Tar" t o  bc replaced of deduction of tax at sources has 
hv "Pay as you cilrn" \ b a n  accepted subject t o  certain 
ment. modifications. Orher reconrmendu- 

D. Allocation of registrution number lions haw nor l.cr hem odopred os 
payer and maintenance of his tlrrsc. reqtrirt. .frtrrhrr cnrrsidcrarion 

E. Announcement to bc made of the proposed I 
change over. 1 

V. Distribution of work among , lnconict:~x .kceptcJ. N ~ c s s a r  amendments 
OAicers on a "functional" basis. to the Income-tax Act, 1961 have 

bwn effected through the Financc 
(No. 2) Act. 1967. The functional 
system of working has been 
extended to 73 I.A.C.'s Rangcs 
out of a total of 1 5  1.A.c.'~ 
Ranges in thc country. 



RecommendP42011 
~t wfi be seen that in Britain as well as Malaysia there is a provision 

in law to enable the assessa to ptoceed against I ~ K O ~ C - ~ J U  official who 
wilfully makes false and vexatious surcharge of tax or nesorts to any fradu- 
lent, -pt or illegal practice in the execution of his 05%. l k  Corn- 
mittee have notd in para 2.54 of the Report that there is a growing ten- 
dency in the Department of revenue to overpitch assessments which can 

a s- of great vaxation to assessees. In order to instila S ~ I I S ~  of res- 
ponsibility in Income-tax officials Government should seriously consider in- 
corporation of a suitable provision in the Income Tax Act to make Income- 
tax officials and other official liable to judicial proceeding for wilfully mak- 
ing a false md vexatious assessment, dishonest underassessment or resorting 
any fradulent, to corrupt or illegal practice in the discharge of thcir 
official duties. 

[S. No. 25 (Para 2.59) of Appendix VII to the P.A.C.3 29th Report, 
1967-68 (4th Lok Sabha)] 

Action taken 
The rtceamendation of the Committee has been considered by th: 

Ministry. 
2. The U.K. Income Tax Act had till 1964 some penal provisions for 

tackling the cases of patty officials, attached to non4c ia l  Cbmmissioncr\ 
who were not borne on the regular Government establishment. Even in 
their cases the provisions have not been invoked and were really otiose. In 
this context, it would not perhaps be advisable to introduce any penal pro- 
visions in the Indian Income Tax Act on the lines of the discarded pro- 
visions in the U.K. Income Tax Act. 

3. 'IPle Government proposes to take suitable administrative measu rc 
for minimising the scope of disputed additions in assessments and eliminati. 
vaxatious assessments. Under assessments too are proposed to be prcvcnt- 
cd by more effective vigilance by the superior officers. 

[Deptt. of Revenue & Insurance D.O. No. 15 '4/68-1T (Audit) 
dt. 13-12-68] 

Recommendation 
The Committee take a serious view of the device adopted by the Income- 

-tax Officer in thii case to make good the *ortfall in the budget estimates 
of coikcticms in their charges by collecting amounts from the assessees at 
the close of the financial year and refunding it in the beginning of the ncxt 
financial year. The Committee feel that such collections without issue of 
demand notices are unauthorised and illegal. 

It is clear that this practice results from the fixing of targets of collec- 
tions which the Income-tax Commissioners and  office^ are expected to 
reach. Under pressure of such target being set for him, the oRicer i n  
question then exerts pressure on the asxssec to cooperate with him in 
fulfilling the target on paper. The Committee r e c o m n d  that Government 
should issue clear instructions that no such targets or estimates of collcc- 
tiam in respect of each home-tax Commissioner or officer exist or are 
expected to be fulfilled and to see that this directive is scrupulously carried 
out. 

Committee hope that the Department will go into cases of such abuse and take suitable action against the officers concerned wherever 



necessary. The Committee regret that they have not so far been furnished 
with the information asked for about similar cases in all the Circles in India. 
[Serial No. 54 to 56 (Para 2.145, 2.146 and 2.147) of Appendix VII 

to the 20th Report (Fourth Lok Sabha)] 
Actbn taken 

The Board have issued instructions in the Circular F. No. 83/92/6+ 
IT(B) dated 9-12-67. This recommendation of the Committee has been 
noted. - -- 

The budget collections are fixed on the basis of : 
(a) revenue potential 
(b) actual performance in the past trades 
(c) trend of the important trades and business in particular cbges .  

It is not that arbitrary targets are fixed for each charge of an I.T.O. by 
his I.A.C. and the C.I.T. and of each ClT's charge by the Board. The 
targets, fixed on the basis of the past and present trends of business and 
collection, are expected to serve as realisable objectives only. This help 
in securing sustained efforts for reaching the target. The system shoul_d 
work well unless some of the authorities make a fetish of the target. Suit- 
able instructions are being issued in this respect. 

There have been only stray cases of unauthorised collection by a few 
ITOs for attaining the budget target. The steps taken (Vide the Ministry's 
reply to the observations of the PAC at para 2.145 of their 29th Report) 
are expected to prevent a recurrence of such irregularities. As such, the 
Ministry would wish to continue the present practice. 

A statement showing the number of cases in which tax had to be paid 
by assessees without their being a legal liability during the last 3 years. 
1964-65, 1965-66 and 1966-67 is enclosed. (Annexwe). It will be seen 
that the total number of such cases is only 57 involving an amount of 
Rs. 33 lakhs. 

The Commissioners of Income-tax were asked to take action against 
the officers who made such irregular collections and necessary action has 
been taken and is being taken where considered necessary. 

In view of the position explained above, it is presumed that the PAC 
will please reconsider their recommendations that no budget target for 
each Commissioner's charge need be fixed. 

[Deptt. of Revenue & Insurance D.O. No. 15/6/68-IT (Audit) 
dt. 14-1 1-68] 

-- - --- - - - ANNEXURE - 
C.I.T. charr No. of Amounts collected 

cases 

Bihar 7 . . . . . . . . . . . . . .  7 3.51.W -00 
Orissa J 
Madras I1 . . . . . . . . . . . . . . 16 1.63.000 .OO 
Poona . . . . . . . . . . 3 37.500 -00 
west ~ n ~ a 1 . i .  11 a 2  III . . . . . . . . . . .. 7 1~,00.000 .OO 
Delhi (0 . . . . . . . . . . . . . . 4 7.50.000 -00 
Rajruthan . . . . . .  . . . . . . . . 22 1.73.800 do 
Madras I . . . . . .  . . . . . . . . 3 6.25.000 -00 - 

57 33.00.jOo -00 --- 



CHAPTER V 
RECOMMENDATlONS/OBSERVATIONS IN RESPECT OF WHICH 

GOVERNMENT HAVE FURNISHED 1NTERIh4 REPLlES 

Recommendation 
The Comnlittec would also like to know whether the recovery of arrears 

of lax ot Rs. 59.900 has been elTectcd from the party conccrned in this 
case. 

[Scrial No. 31 (Para 2.74) of Appendix VII to thc 29th Report 
(Fourth Lok Sabha)] 

Action taken 
Thc arrear of tax of Rs. 59.900 in the case of M;'s. Imperial Art Cottage 

has not yet been realised from the assessce. All thc properties and assets 
of the assessee are now vested with the Receiver appointed by the Honourable 
High Court, Calcutta. Necessary action to obtain leave of the Hon'ble 
High Court to proceed against the Receiver for the rcalisation of the dues is 
being taken. 

[Deptt. of Revenue & lnsurancc D.O. No. 15/38/68-IT (Audit) 
dt. 10-2- 19691 

Recommendation 
The Committee would like to know the final outcomc of this casc. 

[Serial No. 42 (Para 2.106) of Appendix VII to thc 29th Report 
(Fmrth Lok Sibha)] 

Action taken 
A sun1 of Rs. 1,14,453/- (Rs. 9 1.490, 18,845 and 4.1 I X ) was raised 

as additional tax in the casc of Mis. Ennala Belaram (PI Ltd. for the 
asstt. years 1956-57, 57-58 and 58-59. The stag of recovery of additional 
demands granted by the High Court for thc asstt. J ean  1956-57 and 57-58 
is not yet vacated. 

2. Thc additional demand for the asst. year 1958-59 was completely 
wiped out consequent on the AAC's ordcr. The departmental appeal filed 
against the AAC's order was dismissed by the Appellate Tribunal. Filing 
of a reference application is under considcration, 

3. A further report in the matter would be sent to the P.A.C. later on. 
[Deptt. of Revenue ;G Insurance D.O. No. 15 '49/68-IT (Audit) 

dt. 14-1-69] 

M. R. MASANI. 
Chairrnau. 

Public Accounts Committee. 

April 28. 1969. - .. -- 
voi.~akkh 8. 1 89 1 (Saka) . 



t Statement showim the Outstandin# Recommrndation.c 



---^- . .. .- - . ~ - . . ~ . . . - -- -- -- - .- 
S. No. Para Ministr? Ikpt t .  C'onclu.;ion 'Rccommcnilation. 

Number con~wncd. 
- --- - - ---- - - . . .- - . . . - . -- -- - -- . --- ,. - - ... .- 

I. I .(J Finance The Comniittcc nore t l ~ c  nicasures ti+n by the 
Income-Tax Ucptt. f m  speedy f inalut ion of 
pcndinp caws nl' nssesslnrnts involving 
business inconir or over Ks. 25,000 in parti- 
cular. I)uring the period. 1st April 1968. to 
3lst October 1968. 77.995 category I c u e  
( invo lv i~~p hu,inrr\ income o f  over Rs. 25.O!JO) 
were disposed i j f  ag;~inrt 56,083 a m s  dur~ng  
the ctmwptinding pcrind the preceding 
par.  The Cojnmittcr. houcver. tirld that the 
nu~iihcr crf catepvj 1 case.; disposed o f  
during pcr i id  I st Apr;l 1% 10 3 1st October. 
1968 repreicntrd onl?. about 23 per cent of 
the t t m l  IILII~I~~I. ,d ~ 3 ~ 3  flv disposal (arrears 
and ctirrenl GI.;~.;). '1 l ~ c  ~luniher t ~ f  assessments 
pending 2% iill 3 l st 0:ttdw 13tr8 was 2.56.770. 
The Coniniittcc tlsii~r. I~;II it:staincd attcutmn 
\huultl hr g iwn 111s d ~ q w ~ e l  af category 
1 caws zo as 1t> enwrc that all arrears arc 
clzarcrl and all o~11stanJi11g taws realised. 

Thc C'ommittec art. ctw:er.ncJ !,I note that the 
gross a r l r sn  o f  inztwie-tax have j n c d  
I'roni It\. 5-41 .73  a-tvrs as on 3lst March 1967. 
to I<\. (AS crtwh .I-; t111 20th September 1968. 
out o l '~ I i ic t i  the riel arrcjrh amount to  Rs. 471 
crclrn. l'!ic C'ori~inittcr tlcsirc that swial 
attention .;ht~ultl bc p:iiJ tu  caws involving 
tau ilcnxcncl 01' Rq. 5 l a k h  and more which 
nun~bcred 10S5 involving tar ;~mouating t o  
Hs. 19s c r tw \  as on Is1 April 1961. 

-[-he Ci~mmiitcc nit!c that i n  purswrnce of their 
rccorn~ne~~tl;~~i~~~~~r. the Central bard o f  
Dircct t a y s  II,OL. i w ~ c t l  i n \ r r ~ ~ i i o m  to the 
Conini~\r~oncr\ of inconic lax to pay parti- 
cular atlcntion 1u cdcct ion o f  tax from 
ctmpanie\ and Ifiswuragc. hy levying deter- 
rent penalties. any atte~iipt by then1 t o  utilise 
in thcir husincsw\ taxer withheld. The Corn- 
mittre decircd to  hr. furnished break-up of 
m e a n  duc from ccmpanies category-wise 
riz. 

(a) companies which havc sufficient funds 
to pay the tax and: 



-. -.--..- 
S. No. PUP MinistryIDtptt. 

Number ooncrmed. 

1 -17 Finance 
The i d o m t i o n  is still awaited. 
The Committee desire that this infanat ion 

should be cpmpiled. expeditiously and 
special attenhon paad t o  . rt.lba the 
arrears from the companw w h r h  have SUE- 
cicnt funds t o  pay so that the tax witbheld is 
not utilised by them in their busims~. 

As regards the amounts due from C- 
which have no ready funds t o  pay the taxes, 
the matter should be kept continuously under 
review so as not to  jeopardise chnnces of 
-: The Comm~ttet would like Government t o  criti- 
cally look into caws of overpitched aaeess- 
rnents in im nt revenue cirded like 
Calcutta, B o m ~ M a d n r  and Deli& where 
the illcome-tax tribunals, High Courts and the 
Suprtme Court have @ strictures against 
such assessments dunng the last three years 
or where assessments made by the Illcome- 
Tax o l k r s  have heen reduced by either 
Rs. W.000 or 25 per cent of the originally 
assessed tax. Apart from taking detcmnt 
action against omcials held responsibk for 
indulging in vexatious taxation, Goyem- 
rnent should analyse the cam and issue 
general guidelines for the information a1 d , 
use of income-tax o k r s .  

The Committee note that the Tax Evasion 
Enquiry Committee (1%8) has recently sub- 
mitted their report. The Enquiry Committee 
have oplned that there a no need to  offer 
any further voluntary Disclosure Scheme. 
They have. however. s u m t e d  that "a pro- 
vision should be made in law vesting the 
Commissioners with a spccific power to  spread 
the concealed income. falling within the 
provisions of sections 68. 69, 69-A and 69B 
over more than one assessment year, + 
an assessment is made on an a g d  baas." 
The Enquiry Committee have also -ed a 
number of measures to put effective curbs 
on thc flow and u t i l i t ion  of unaccounted 
money. The Com.mittee hope that Govem- 
ment will expcdit~owly pnx'css the racom- 
mendations of the Tax Evasion Enquiry Com- 
mittee. and take necessary s t e p  to  put an 
end to evasion of tax in all walks of life of 
the country. 

The Committee regret to note that the Min$try 
had not made headway in making a detPt.+i 
study of all the aspects of taxation obtainang 
In other countncs such as. United States. 
Belgium. West Germany. Holland. N m y ,  
Sweden. Japan, Ireland. Nigeria and Malay- 
sn.  The Comm~ttee desire that the Mtnstry 
should take early steps to compkte the study 
which should cover the administrative aspects 
of the system of assessment and colkdjon 
and measures adoptcd to check tax evasmn 
rind in the light thereof Government may 



---- 
S. No. Para MinistrylDcptt. 

number concernad. - - - ---.--- -.- 

1 .32 Financ; 

-do- 

examine, to  what extent, the present laws 
# 

and structure of taxation should be further 
rationall* to gain willin8 compliance of 
the publtc. 

The Conin~itkx notc that aovernment placed 
before Parliament on 942-1968 (in reply t o  
the unstarred question No. 3827 in Lok 
Sabha), the current rates of tax in India on 
the business income of domestic commnies 
and corresponding rates of tax in the United 
States, Britain, France and Japan. The Com- 
mittee dnirc that a comparative s!udy of 
the rates obtained in other countries such 
as West Gcrniany. Belgium. Holland, Norway. 
Sweden, Ireland. Nigeria and Malaysra 
should also be made early so as to provide 
upto-date information to Government about 
the rate and incidence of taxation in other 
developed and developing countries. 

The Committce would like Government t o  
continuously improve the survey technique 
in the light of exprienat so as to spot out 
cases of substantial income which are escaping 
assessment. The Committee would, in this 
context, reiterate their suggestion that a 
systematic study of cases whlch have come to 
notice for the first time through the Voluntary 
Disclosure Scheme should be made to find 
out how these escaped attention during sur- 
veys carried out by the Department. 

The Committee notc that the Tax Evasion 
Enq:~iry Committee (1968) have o h ~ r v c d  in 
teir report that "to create an effective 
climate of deterrence to tax evasion, it is nece- 
ssary to launch and ccvnplete as many prosecu- 
tionsas possiblc within the shortest time," 
and "to this end, it is necessary to exploit 
to the full the expertise zt the disposal of 
the D:partmcnt." The Tax Evasion Enquiry 
Committee ha\.e made a number of sugges- 
tions for launching successful prosecutions 
which include makin procedural and organi- 
satlonal chanps in t i e  Income Tax Depart- 
ment. training of cfficers. bringingout a 
detailed prowcution manual, amendin the 
the incomc-tax ctc.etc, The Committee \ope 
that necessary and expeditious action will 
be taken in pursuance of the recommenda- 
tions of thc said Ccrnmittcc. 

The Committee would like the Central Board 
oi  Dircct Taxes to ensure that launching of 
prosecutions in clear and glaring cases of 
deliberate large-scale tax evasion is preferred 
to mere imposition of penalties. Whik giving 
their approval to launching or witbdrawal 
of prosecutions, the Board should satisfy 
t h n s e ~ v c s  that the prosecution is not lam- 
ched merely with a view to compounding 
the case and thercby recovering larger 
Composition fees. 



APPENDIX I1 (b )  
Summary of the main conclusion/Recommendatio~ 

-- -- -.- ------ - 
S. No. Pam No of W r y I D a p t t .  Recommendat ions 

Report concerned. - ___I_L-__- - ---_7__ 

1. 2.7 Deptt. of The Committee note that some of the sugges- 
Revenue tions contained in the "Final Report on the 

Rationalisation and Simplification of Tax 
Struciure" which did not involve any radial 
changes in the tax structure, have been impk- 
mented by Government through Fin- 
Act, 1968 and Finance Bill, 1%9. Sam of the 
more important recommendations contat- 
ncd in that Report which involve s tmctud 
changes in the Statute are stated to be stin 
under examination. The Committee wodd 
like Government to compkte their examioP- 
tion of these recommendations alon witb 
the recommendations made by the ~dmmi*  
trative Reforms Commission and the latest 
Report of Tax Evasion Enquiry Committot, 
1968. as well as the practice obtaining in 
other advanced countries so as to make tbe 
tax structure rational, simple and effective. 

do-  The Committee would also like to reiterate 
in this connection the following  observation^ 
made b them in para 2.22 of their Report 
to whici no reply has been received so far : 

"It is widely felt that rates of personal 
and corporate taxation have reacbed 
such heights that the prccess of dimi- 
nishing returns has akady  set in. 
TheCommitteewould urge that Govern- 
ment undertake a comprehensive study 
of the structure of direct taxes wrth a 
view not merely for reviving but to 
increasing the pace of savings and 
cwncmic growth in the country. Such 
a study should carefully consider taw- 
tion measures adopted by countries 
which have administered their tax laws 
successfully making inter dio tax evas- 
ion unrewarding. This will enable 
suitable steps being taken to augment 
tax revenues." 

-do The Committee ncbtc that Government DK~OSC 
to "take suitable administrative &&ures 
for minimising the scope ofdisputed additions 
in assessments and eliminate vexatious 
assessnlmts. Under-assessments too arc. 
proposed to be ~rcvented by more efectiw 
vigilnncc by the superior cfficcn." 

-da- The Committee would like to watch the mdw 
of administrative measures proposed to tte 
taken by Governnlent through future Audit - Reports. - 
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--- -- -- -- 
S. No. Para No. of MinistrylDept. Recommendations 

Report c?ncrrned. 
-.- .- . - "- ---Up.- 

5. 2-16 Deptt. of The Committee note from the statement that 
Revcni~c the number of cases of irregular collection 

by Income-tax Officers towards thc end of 
the financial year in order to reach the prcscri- 
bcd target of collections for their circle 
numbered 57 involving Rs. 33 lakhs. Out 
of the amount of Rs. 33 lakhs, Rs. 12 lakhs 
pertain to the West Bengal charge, Rs. 7 - 5  
lakhs to Delhi and Rs, 7-88 lakhs to Madras. 

2-17 4 3 -  The Committee notc that Government have 
since issued instructions that such i 
~ o l l e ~ t i o ~ ~ s  sbould not be resorted to a x t i  
action should bc taken against the <Wficers 
who indulge in such irregular collections. 

2- 18 -do- The Committee would like the Central Board 
of Direct Taxes to keep a spccial watch in 
this behalf, particularly in thc Charges re- 
ferred to above, so as to ensure that such 
unauthorised and illegal collections arc not 
made hy Income-tax Otficers, on pain of 
deterrent penalty. 
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