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INTRODUCTION

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

2, On 12th June, 1968, an “Action Taken” Sub-Committee was ap-
pointed to scrutinise the replies reccived from Government in pursuance of
the recommendations madc by the Committee in their earlier Reports. The
Sub-Commiittee was constituted with following Members :

Shri D. K. Kunte—Convener

Shri C. K. Bhattacharvya

Shri K. K. Nayar

. Shri Narendra Kumar Salve

Shrimati Tarkeshwari Sinha

Shri N. R. M. Swamy,

3. The draft Report was considered and adopted by the Sub-Committee

at their sitting held on 23rd April. 1969 and finally adopted by the Public
Accounts Committee on 28th April 1969,

W ot e

R

4. For facility of reference the main conclusions. ‘recommendations of
the Committee have been printed in thick tyvpe in the body of the Rcport.
A statement showing the summary of the main recommendations/observa-
tions of the Committee is appended to the Report (Appendix 11).

5. The Committee place on record their appreciation of the assistance
rendered to them in this matter by the Comptroller and Auditor General of
India.

M. R. MASANI,

Ciidirman,
Public Accounts Committee.
New Derwe
April 28, 1969/ Vuirakha R, 1891(S)
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Report on Action Taken on 17th Report
(Fourth Lok Sabha)




CHAPTER 1
REPORT

1.1. The Report of the Committee deals with action taken by Govern-
ment on the recommendations contained in their 17th Re (Fourth Lok
Sabha) on paragraphs 59 and 60 of Audit Report (Civil) on Revenue
Receipts, 1966 and Paragraphs 51, 56, 57, 58, 59 and 60 of Audit Report
(Civil) on Revenue Reccipts, 1967 relating to Income-tax.

1.2, Out of 35 recommendations contained in the Report, action taken
notes/statements have becn received in respect of 34 recommendations. A
reply to the recommendation of S, No. 21 is still awaited.

1.3. The action taken notes/statements on the recommendations of the
Committee contained in the Report have been categorised under the following
heads :

(i) Recommendations/Observations that have been accepted by
Government :

S. Nos. 2, 3, 8 12, 17. 23, 33 and 34.

(1)) Recommendations/Observations which the Committee do not de-
sire to pursve in view of the replies by Government :

S. Nos. 27, 31 and 32.

(111) Recommendations/ Observations replies to which have noet been
accepted by the Committee require reiteration.

SoNosc A0 T U1 160 18, 19, 20, 24 and 26.

(iv) Recommendations/ Observations in respect of which Gevernment
have furnished interim replies.
S. Nos, 22, 25, 28, 29, 30 and 35,

1.4. The Committee have dealt with & number of important issues in the
Litest Report (73rd Report) on Income-Tax. They, therefore, propose to
deal with only a few related recommendations in the Report,

Arrears of Assessments—Paragraphs 1.8—1.10 (S. No. 1)

1.5. The Committee made the following observations regarding disposal
of arrcars of assessments of Income Tax mn paragraph 1.8:

“The Committee are concerned to note that the number of assess-
ments 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 necarly half the total number of assessments remain-
ed pending. What causes the Committec greater concern is the fact
that the number of business cases involving an income of over Rs.
25,000, which were pending on 31st March, 1966, was 1,20,185.
The Committee note that it is only lately that the Department has
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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 31st 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 and in particular
business cases involving an income of over Rs. 25,000 and of ensuring
that in future all such assessments are given due priority and are not
allowed to remain pending at the end of the assessment year.”

1.6 In their reply dated 13-11-68, the Department of Revenue stated :

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 phased programme of disposal of assessments has
been drawn up for each Commissioner’s charge with 3 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 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 al<o apply to cases of
Registered firms having four or more partners with income of
Rs. 20,000/-. With the accelerated disposal of small incomc
cases, which constitute the bulk of pendency, it should be pos-
sible to devote more and more attention to the large revenuc
vielding cases and dispose them of quickly.

(3) Section 153 of the I.T. Act has been amended with effect from
1-4-68 progressively reducing the time for completion of asscss-
ments from four to two vears from the end of the relevant assess-
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. 3/56/68-
IT(B), dated 7-9-68 (copy enclosed) requesting the Commis-
sioners of Income-tax to carve out additional charges of income-
tax Officers in Circles with comparatively larger pendency. Such
charges will be assigned to Income-tax Officers having lower
pendency and working at the same station or at nearby places.
This step has been taken to ensure optimum use of the available
man-power in clearing the arrears of assessments,

(5) For liquidating the pendency of big cases more Income-tax Offi-
cers have been provided with each of the four central charges
at Bombay, Calcutta, Dethi 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
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figures is enclosed. (reproduced below). This shows that the tempo of dis-
posals has been gaining a2 momentum during 1968-69 :

1967-68 Progressive 1968-69 Progressive

Category disposal upto disposal upto Increase (7;)
31-8-67 31-8-68
1 30,622 44,180 443
}] 27,892 38,327 379
m 66,938 92,566 383
v 3.19,210 4.52,409 417
A% 1,38,542 2.10.969 52-3
ToTaL 583,204 . g38asl TR

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

“The category-wise break-up of the pending assessments as on 31-8-68
as campared to those as on 31-8-67 is as under :

No. of pending assessments as No. of pending assessments as

Category on 31-8-67 on 3}-8-68
i 258,552 2.84,782
1] 2.44.557 2.74.635
11 597,967 6.46 678
v 221568 2023559
v T N4.037 TAR027
Tota. 4096681 e

Although there has been an increuse in pendency of Category 1 casas,
the increase s largely due to an addition of 39,822 Category | cases from
2,69.039 us on 1-4-67 to 3,08.561 on 1-4-68. It is 10 be observed that
during the period 1-4-68 1o 31-10-68. 77,995 Catcgory 1 cases were dis-
posed of. against 56,083 cases of the corresponding period of the preceding
year.  In the drive for accelerated disposal of assessments, Category I
cases (i.e. business cases involving income of Rs, 25,000 and over) have
been receiving duc attention.™

1.8. The Department of Revenue have furnished the following state-
ment showing category-wise break-up of current and old assessments for
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disposal and those completed during the period 1st April, 1968 to 31st
October, 1968 :

(i) For disposal
Car. I Cat. HH Cat. 1l CatlV CarV Total S. Units

1. Arrear 193,260 175357 3.93.294 12.21.442 375803 23.59.156 3.97.162
2. Current 141,505  1.43382 345503 12,31,301 570,607 2432208 % },35.546

334765 318739  7.38.797 24,52.743  9,46,410 47,91.454 7.32.708

(i) Disposed of ( from 1-4-68 10 31-10-68)
1. Arrear 54.421 45748 107231 492,566  1.69.012  B68978 1.22.800
(28-16°,) (36 -83%)

2 Curremt 23574 22807 60.829 2.86.559 1.78.603 572367  65.729
(1666 °,) (23530

TotaL  77.995  68.550 1.68.060 779125 347.615 1441345  1.85.529
(23-29°0 (30-08° )

(i)  Balance pending tas on 31-10-68)
I. Arrear 1,38.839  1.29.609 2.86,063 728876 206791 1490178 274,362
2. Current  1,17931 120,580 284674 943742 392004 1859931 2.69.817

256770 250189 ST0.737 16TLeIR  S98T9S 33150109  S44.179

1.9. The Committee note the measures taken by the Income-tax Depart-
ment for speedy finalisation of pending cases of assessments involving busi-
ness income of over Rs. 25,000 in particular. During the period, 1st April,
1968 to 31st October, 1968, 77,995 category 1 cases (involving business
income of over Rs. 25,000) were disposed of against 56,083 cases during
the corresponding period of the preceding vear. The Committee, however,
find that the number of category I cases 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 cases). The namber of
aseessments pending as on 31st October, 1968 was 2,56,770. The Com-
mittee desire that sustained attention should be given to the disposal of
category I cases so as to ensure that all arrears are cieared and all outstanding
taxes realised,

The Committee need hardly stress that assessment of cases involvimg busi-
ness income of Rs. 25,000 or more should be finalised on a priority basis and
not allowed to lapse into arrears,

Arrears of Tax Demands—Paragraphs 1.24—1.27 (S, Nos. 4—7)

1.10. In paragraphs 1.11—1.23, the Committee dealt with the arrears

(;fzzlax demands and made the following observations in paragraphs 1.24—

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



5

The arrears have increased from Rs. 282.37 crores 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 significant improvement.”

“The Committee feels 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, 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 ensur-
ing the collection of arrears, it would be possible to realise 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 atteation
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 them for business purposes, The Committee feel that
not only should dues be realised expeditiously, but that penalties
admissible under the rules should be imposed so as to act as a deter-
rent 10 others.”

“The Committee desire that Government make a thorough probe to
ascertain whether the disparity in book figures of arrears of demand
and effective 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 figures with the other pernicious ramifications, The
Committee would also like Government to examine all cases involving
non-recovery 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 any, in respect of the irrecoverable
demands mentioned above.”

1.11. In their reply dated 4-11-68, the Department of Revenue stated :

“The observations made by the Committee have been noted. Neces-
sary instructions in the matter have been issued to all Commissioners
of Income-tax vide letter No. 376 '68-1T( Audit). dated 10-9-68 (copy
enclosed).”

“With regard to arrear demands of taxes of Rs. 1.00,000 and above,
zonal Committees consisting of Commissioners of Income-tax have
been constituted for reviewing such cases. A copy of the instruc-
tions issued in this connection (Ministrv's letter No. 16C/59/68-
ITB dated 16-10-68) is enclosed.”

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

“(1) the latest position of total arrears and effective arrears;
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(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 furnished
following information seriatim :

(Rs. 000)
(i) (A)Gross as per part 1l as on 30-9-1968 64,49,.288
Less :
1. Amount pending disposal of appeals {item 8) ., 31.84.413
2. Amounts for which extension of time has been
granted by the 1TO or other authorities (item 9) 2.75.421
3. Demand covered by advance tax which is awaited
adjustments (item 11) .. .. 6,69,258
4. Amount not fallen due [item 13(b)} .. .. 4.09,100
(B) Total __173R092
Net Arrears - (A) (B) N47. 1.096
(i) Already included in (i).

tiii) The information regarding the amount of arrcars involving R<. S lakhs or more in

cach case is available only upto 31-3-68. The number of cases (including groups of
cases) where the arrear demand was Rs, 5 bbb orpoore as o 1440808 shown below s

No. of cases in- -.,‘;\}rc;n' Demand s
CIT’s charge cluding  group on 1-4.68

cases (Rs. in thousaidsy

1. Madhya Pradesh .. .. .. 26 40.011
2. Delhi .. .. . .. .. 17 60811
3. Delhi (Central) .. . .. .. b 2.01,664
4. Andhra Pradesh . .. .. s 23,963
5. Bombay City-I .. .. . .. * 1.69.778
6. Bombay City-1l .. .. .. .. 38 118,287
7. Bombay Citv-1i1 . . . T 87.822
8. Bombay (Central) .. . .. 51 225970
9, QGujarat-1 .. .. . .. 4 s7
10. Gujarat-I1 .. .. .. .. " 11,381
11. Rajasthan .. .. . .. 9 10,695
12. Madras-] .. .. .. . 16 15,849
13. Madras-1I .. .. . . s 4.798
14. Madras (Central) . .. . LS 19179
15. Kerala .. .. .. . .. ¢ 10,510
16. Punjab .. .. .. .. .. 6 9,026
17. Poona .. .. .. . .. 1% 14,677
18. Mysore .. .. .. .. . 3 31,431
19. Bihar .. .. . . 2 14,356
20. Onssa .. .. . . . 10 £,409
21. Assam .. .. .. . .. 4 ¥ 1458
22, Uttar Pradesh-1 .. .. . . 25 25979
23. Uttar Pradesh-11 .. .. .. .. 17 28929
4. West Bengal-I | .. .. .. 139 2.67.577
25. West Bengal-ll .. .. .. . 107 1.37.354
26. West Bengal-I1l . .. .. .. 1K2 240,511
27. Calcutta (Central) .. . .. 62 1.91,766
1,085 1.98,35,62,000

(iv) The information is not readily available and will have 10 be complied by referring to

the files of each and every company. The data is expected 1o be ready by the end of
January, 1969.
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1.14. The Department of Revenue have further 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 maintained
regarding the collections made out of cases involving arrears of Rs. 5
lakhs or more and other cases. However, during 1966-67, the col-
lections out of arrear demand 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 percent-
age in the year preceding.”

“Under the Board's F. No. 3/6/68-IT(Audit) dated 10-9-68, the
Commissioners of Income-tax were instructed to pay particular atten-
tion to collection of tax from companics and discourage, by levying
deterrent penalties, any attempt by them to utilise in their business
the taxes withheld by them. (A copy of the Board's letter is placed
below.) 2 instructions issued are rather brief and will have to
be claborated by issuing further instructions.”

1.15. The Committee are concerned to note that the pross arrears of
income-tax have incrcased from Rs. 541.73 crores as on 31st March, 1967,
to Rs. 645 crores as on 30th September, 1968, out of which the net arrears
amount t» Rs. 471 crores. The Committee desire that special atteation
should be paid to the cases involving tax demand of Rs, 5 lakhs and more

which numbered 1,085 involving tax amounting 10 Rs. 198 crores as on 1st
April, 1968.

1.16. The Committee note that in pursuance of their recommendations,
the Central Board of Direct Taxes have issued instructions to the Commis-
sioners of income-tax to payv particular attention to collection of tax from
companies and discourage, by levyving deterrent penalties, any attempt by
them to utilise in their businesses the taxes withheld, The Committee desired

to be furnished break-up of 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.

The mformation is still awaited,

1.17. The Committee desire that this information should be compiled
expeditiously and special attention paid to the question of realising arrears
from companies which have sufficient funds to pay so that the tax withheld
is not utilised by them in their business,

1.18. As regards the amounts due from companies which have no ready
funds to pay the taxes, the matter should be kept continwously under review
%0 as not to jeopardise chances of recovery.



Evaluation of the work of Income Tax Officers on the basis of Study of
Reliefs in Appeals—Paragraphs 1.34—1.36 (S. Nos. 9—11),

1.19. In paragraphs 1.28—1.32, the Committce dealt with the disposal
of outstanding appeals in the Income Tax Department and the meed to
check the tendency on the part of Income Tax Officers to over pitch assess-
ments. The Committee made the following observations in paragraphs 1.34
—1.36:

“The Committee hope that necessary action will be taken by the
Department to check the tendency on the part of Income-tax Offi-
cers 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 Committec fcel
that such a step would be helpful in checking the tendency on the
part of Income Tax Officers to over-pitch assessments. They would
like to know the final decision taken in this regard.”

“The Committee alsp feel that an evaluation of the work done by
the assessing officers should be undertaken when large relicfs are
given 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 ond year in appeals 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 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-
czrs 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 11-11-68, the Department of Revenuc stat-
ed:

“The suggestion of the P.A.C. has been noted, and instructions issued
vide this Ministry’s letter No. 83/24/66-1T(B). dated 23-6-66 (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 assessments.
-y From the reports received it is seen that there was no such case
v during the past four years.”

“Palpably wrong or harassing assessments are taken notice of by the
5: Department while evaluating the work of the assessing officers.”

1.21. The Committee desired to know the action taken on their recom-
meadation that the Board should look into the cases for the past four years
in which aggregate relief to an assessee is one year in appeals and reference is
in excess of 50 per cent of the relief sought,



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

“This matter is intimately related to the PAC's recommendations in
paras 1.34, 1.35 and 1.36 of their 17th Report and para 2.40* of
their 29th Report. The Government is shortly asking three senior
officers of the Income-tax Department to undertake a study of all
appellate orders in the important charges under the CSIT, U.P,
Delhi and Punjab. They would study the orders in two AAC's 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 after
considering the report on the preliminary survey.”

1.23. The Committee would like Government to look critically into cases
of overpitched assessments in important revenne circles like Calcutta, Bom-
bay, Madras and Delhi, where the Income-tax Tribunals, High Courts and
the Supreme Court have passed strictures against such assessments durimg
the last three vears or where assessments made by the Income-tax Officers
have been reduced by either Rs. 50.000 or 25 per cent of the originaily
assessed tax, Apart from taking deterrent action against officials heid res-
ponsible for indulging in vexatious, taxation, Government should analyse the

cases and issuc general guidelines for the information and use of Income-tax
Officers,

Measures to prevent Tax Evasion—Paragraph 1.69 (S. No. 16).

1.24, In paragraphs 1.52—1.68, the Committee dealt with the unsatis-
factory results of the voluntary disclosure schemes and further measures to

be taken to prevent tax evasion. The Committee made the following obser-
vations in paragraph 1.69 :

“1.69 . The Committee note that the main objections underlying the
two Voluntary Disclosure Schemes were to bring out unaccounted
income and encourage assessees who for some reasons had not adopt-
ed the right path, to adopt the path of rectitude. The amounts of
unaccounted income declared under the first and second scheme were
Rs. 52 crores and Rs, 145 crores respectively. According to the
Ministry, "no one has any precise estimate of how much is floating
around us as black money... .. ... the amounts that are disclosed
are far less compared to the amounts which may be in circulation as
black money.” The Committee, therefore, feel that the two Schemes
have not gonc far in achieving the objectives in view.

In view of the unsausfactor) results of the Voluntarv Disclosure
Schcmc the Committee feel that by its very nature and m"er*nt

*In lhcu repiy d.ueJ l()-l 6*) to p.lr.u;rm‘\ 2 40 uf the 29:h Ranort (h‘.mh Lok Say
the Department of Revenue have stated -

“The Government is shortly directing three senior officers of the Income-tax Denc -,
ment 1o undertahe a study of rehiefe in appeals in some  selected  chargss of Uluar
Pradesh Delhi  and the Punpab. Further action will be taken after studv  of  therr
Report, whic s expected to be available by the end of Janua-y. 19597

“The study would be extended, if necessary, to Brymbay or Calcutta, after garning ex-
Perience from the presemt programme.’
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weaknesses, no Voluntary Disclosure Scheme can cver be a gea,l
success. It is, therefore, essential to make a thorough probe iato
the grounds and factors which made evasion of taxes on a large
scale so attractive as well as possible so that Government is impcllpd
to compromise with the tax evaders in the larger interest. While
adopting adequate administrative safcguards to arrest tax evasion
it would bz well worthwhile to adopt measures which will make eva-
sion unrewarding and unattractive. That would be to forestall the
malady rather than to allow the maligancy of evasion to grow and
then seek its cure by Voluntary Disclosure Schemes.

1.25. In their roply dated 13-12-68. the Department of Revenue

stated :

“The observations of the Committec have been noted. A Commiltec
comsisting of Departmental Oflicers was set up in April, 1968 to go
into the cntire question of tax-evasion in all walks of lifc in the
country and to report on the various steps to be taken to tackle the
problem. its report is expected beiore the end of this year, A copy
of the orders appointing the Committee is also appended.

To make evasion of tax unrewarding and unattractive, the penalty
provisions in the Income-tax Act have been tightened up by the
Finance Act 1968, Under the rovised provision. the mimminun penaln
imposable for concealment of income has been fixed at 1007 of the
income sought to be evaded,  The maximum has also been pitched
at the high ficure of 2009 of the concealed income, The effect of
thesz provisions 1s that apart from paying due taxes on the income
concealed the tax evader wili have to foreco the entire concealed
income by way of penalty. Bedides, the following other legislative
measures have also been introduced by the Finance Act, 1968 10
tackle the problem of tax cvasion :—

(1) Provision has becn made to disallow expenses claimed. in order
to evade tax, towards cxcessive or unreasonable  payments
made to relatives. dircctors or swockite concerns. (See. $0A
{2).

(2) Provisions has also been mude for the disallowance of expendi-
ture, otherwise than by u crossed bank cheque or a crossed
bank draft. of amounts cxcevding Ry, 25002 (Sec 40Ar13).

(31 Punishment for defaultine tn deduct tax o wurer ant ty pay
it to Government account will now by rivorous imprisonment
urto 6 moaths and s fine o not koo than 157 1 ¢ annum
of the tax in defaull, (See, 276-By

As further mensure to ded! with 0x cvdon vrobbm ihe Central

Circles. which deal with coces of aaboantind oo cviedon, have been

provided with more officer, with «pecial aptitude for this type of

work.  The Intellivence Wine of the Deparinient is uleo proposed to
be expanded considerably.

1.26. The Department of Revenue have furnished a copy of the Report
of Tax Evasion Enguiry Commitice (1068,
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1.27. The Committee note that the Tax Evasion Eaquiry Committee
(1968) have recently submitted their Report, The Enquiry Committee have
opined that there is no need to offer any further Voluntary Disclosare
Scheme, They have, however, suggested that, “a provision should be
made in law vesting the Commissioners with a specific power to spread
the concealed income, falling within the provisions of Section 68, 69, 69A
and 69B, over more than one assessment year, where an assessment is
made on an agreed basis.” The Enquiry Committee have also supgested
a number of measures to put effective curbs on the flow and wutilisation of
unaccounted money. The Committee hope that Government will
expeditiously process the recommendations of the Tax Fwvasion Enquiry
Committee, and take necessary steps to put an end to evasion of tax in all
walks of life of the country,

Study of Tuxwion in Foreivn countrics—FParagrapas 1742175 (50 Noy
18 and 19).

1.25. At the instance of the Commitiee (1967-6+), the Department of
Revenue furnished a note (Appendix I to 17th Report) on the wtem of
taxation in some foreign countrizs viz. West Germanv, US AL Belrium,
Netherlands, Norway, Swoden, Japan, Ireland and Maluvsia based on the
publications available with them which were not up-to-date,. The Com-
mittee made the following obwenvabons in parigrapbs 1741 78

“1.74: The Commiiter devire that the Minisiry shoand muke a
detailed study of ol aspecis of faxation m these forciza countries
from upto dite publications and also obtain the requisite informe-
tion {rom these forcivn Governments through cur Misaons shroad
Fhe srady should conver the admenirarihve aspecis of e svstem of
assessiend and cotlection and the measures adepted to cieck tax
cvaston and by comparisen Government should examine, keepiny
the conditions of our country in view, to what extent it 1~ nocessary
to modity and amend the present laws and levies of wxes o prevent
larpe scale concealment of income.”

“L75: The Committee note that, accordme o the studies made
by the Ministry, the rates of taadition on corperate as weil as non-
corporate income in fndic are generally higher than in the relevant
forcign countries,  The Connmttee do not think that, in their etfore
to raise adeguate reourves for development purposes, Government
arc justificd in creatie a sttuation where partly as a result of exces-
sive rates of taxation lurge amounts of unaccounied meney are found
1o he floating und the entire coonomic atmosphore gots viuated and
in the process the growth in the rite of colleciion of Direct taxes
m adversely atfected. The Committee would. therefore, strongh
urge that the entire tax structure of the country <hould be criticaliv
caamined 1 the dight of the cvils that have reseied dntes alia from
the present cacessive rates of tavation and thit the practice of
advanced countries should be followed tn order to aveid turther pro-
vocation and temptation o assessees to evide their obligeiens o the
Public exchequer.”
1.29. In their reph dated 24h October, 196%, the Departmoent of
Revenue stated :
“The suggestion made by the Committee has been noted
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1.30. In a further reply dated 18-12-68 the Department of Revenue
stated :

“The Ministry has been obtaining from time to time the latest tax
enactments and connected materials from the UK., the US.A.
and other Western countries which have been relying on Direct
Taxes like 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 proposals in the annual Finance
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 Income-tax Department for studying the UK.
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 tcam 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 US.A. A team of U.S. tax officials
have been working in Delhi since 1965-66 and they have 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 Decpartment was introduced on the basis of such
studies. Besides, the Intclligence 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 non-corporate tax-payers are review-
ed every vear 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 Lok
Sabha) the current rates of tax in India on the business income of
domestic companies and the corresponding rates of tax in the U.S.A,,
the UK., France and Japan. A copy of the same is placed for
the perusal of the Committee.”

1.31. The Committee regret to note that the Ministry had not made
headway in making a detailed study of all the aspects of taxation obtaiming
in other countries, such as, United States, Belgium, West Germany, Hol-
land, Norway, Sweden, Japan, Ireland, Nigeria and Malaysia. The Com~
mittee desire that the Ministry shounld take early steps to complete the
study which should cover the administrative aspects of the system of assess-
ment and collection and measures adopted to check tax evasion. In fhe
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1 of the study Government may examine, to what extent, the preseat
ilsws and structure of taxation should be further rationalised to gain willting
compliance of the public,

1.32. The Committee note that Government placed before Parliament
on 9-12.1968 (in reply to the Unstarred Question No. 3827 in Lok Sabha)
the current rates of tax in India on the business income of domestic coms-
panies and corresponding rates of tax in the United States, Britain, France
snd Japan, The Committee desire that a comparative study of the rates

ing in other countries, such as, West Germany, Belgium, Holland,
Norway, Sweden, Ireland Nigeria and Malaysia 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.

External Survey made 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 discover new assesses. The Committee made the following obser-
vations in paragraph 1.79 :

“1.79 : The Committee notc that as a result of an external survey
by the Department 6,11,794 and 4,26,057 new asscssees 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-
provement in the system of the Survey.”

1.34. In their reply dated 17-12-1968, the Department of Revenue
have 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 Revenuc
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, 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. Tt 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. The Committee would like Government to improve continuously
the survey technique in the light of experience so as to spot cases of subs-
tantial income which are escaping assessment. The Committee would, in
this context, reiterate their suggestion that a systematic study of cases
which have come to notice for the first time through the Voluntary
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Disclosure Scheme should be made to find out how these escaped attentiom:
during surveys carried out by the department,

Frauds and Evasions—Paragraph 1.95 (§. No. 24).

1.37. In paragraphs 1.89—1.94, the Committee dealt with the num-
ber of cascs of conccaled income detected, prosecution launched, penalties
levied, extra tax demanded etc, during the years 1964-65 and 1965-66.
The Committee made the following observations in paragraphs 195 &

1.97:

“The Committce have been repeatedly stressing the desirability of
launching prosccutions in clear and glaring cases of deliberate large
scale tax evasion in preference to the imposition of penalties, They
were informed in 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 somc officers had also been sent to the United
States of America for training in this particular aspect, The Com-
mittcc note however that although the number of cases of con-
cealed income detected during 1965-66 increased to 24.165 from
13.666 in 1964-65. no prosecutions were launched. They there-
fore feel that little head-way has been made by the Department in
this regard. They suggest that the question should be further exa-
mined and necessary legal and organisational changes made to
make prosccutions effective in clear and glaring cases of dcliberate
large scule tax evasion.™

“The Committee feel disturbed at the Income-tax Department levy-
ing penaltics and feeling satisfied with this action without making
out a case for successful prosecution. Proper and adequate investi-
gation would undoubtedly emable the Department to get culpable
asscssces punished in a Court of Law.”

“The Committee consider that 3 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 care-
ful consideration so that it is imposed on really guilty assessces and
acts as a deterrent to tax evaders. The Committee would like to
be informed of the instructions issucd 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-
fring prosecutions in the recent past as will be evident from the following

gures ‘—

1965-66 Nil
1966-67 13
1967-68 7
1968-69 12

(Upto 30.9.68)
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- Apart from the above, prosecutions were also launched for offences
under the Indian Penal Code in connection with income-tax matters .

1965-66 1
1966-67 —
1967-68 I

1968-69 3

(Upto 30.9.68)

An Intelligence Wing was set up in 1966 to process cases with prose-
cution potential so that more attention is paid to the prosecution aspect
of the matter than hitherto. A proposal to have a criminal lawyer on a
retainer basis to advise thc Department in prosccution cases is also being
cxamined, 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 prosccution Manual has been prepared recently, in consultation
with the two experts from the United States of America, for the guidance
of all officers of the Department. This will also enable the officers to
process the prosecution cases in a better manner.”

“Under the Income-tax Act, as it stands now. the burden of proving
the conccalment for the purposes of levy of penalty is not entirely on the
Department, but on the assessce as well,  On the other hand, in cases of
prosecution the burden of proving the concealment conclusively is entirely
on the Department by positive cvidence which will normally not be avail-
able in all cascs, though the evidence available may be enough for levying
penalty.  This accounts for the number of prosecutions not being on par
with the increase in the number of penalty cases.  Another recason is that
it takes considerable time to process cases for prosecution before actually
filing the complaints.”

“A Committee consisting of Departmental Officers was set up this year
to enquire into ali aspects of tax evasion. On receipt of its report, further
micasures to be taken will be considered.”

“The observations of the Committee have been noted by the Govern-
ment. As desired by the Committee, the Government have intensified its
cflorts at prosecution of assessees ¢uilty of tax effences.  An account of
the same has been given in the Ministry's reply to paragraph 1.95 of Appen-
dix V of the PAC's 17th Report. 1967-6%, which may kindly be referred
t0.”

“Copics of the instructions issued asking Income-tax Officers not to
invoke the provisions of the Explanation to Section, 27¢1) indiscriminately
arc placed below Annexure- )

1.39. In a further reply dated 18-12-68, the Department of Revenue
have stated :—

“(i) Measures taken 1o launch prosecutions successfully :

The following steps have been taken to launch prosecution success-
fully :

(1) Instructions have been issued from time to time to all the Com-
missioners of Income-tax to see that prosecutions are launched in as many
cases of tax cvasion as possible. Relevant circulars are placed below.
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(2) Intelligence Wings have been set up at Bombay, Calcutta, Delhi
and Magdras for examining potential prosecution cases in consultation with
the. Department’s legal advisers, with a view to launch as many prosecutions
as possible.

(3) A Refresher Course to train selected officers for processing potential
cases 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 Inspection (In-
telligence) at the headquarters of each Commissioner’s charge to process
cases of 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 prosecution
in cases involving substantial tax evasion, immunity under Section 291 of
the Income-tax Act of 1961 is granted by the Central Government in
suitable cases.

(ii) Measures taken to ensure that the prosecutions are not launched
merely with a view to componding the same and 1o recover large
composition fees :

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 Department feels
that there are some technical hitches or doubts about a successful prose-
cution and the assessee has come forward with a proposal for compounding.
Prosecutions are not launched with a view to compounding the same and
to recover large composition fees. All prosecutions are launched with the
administrative approval of the C.B.D.T. and the Commissioners cannot later
compound the offence except with the approval of the Board. Such ap-
provals are given by the Board only in those rare cases where it 15 felt that
the chances of successful prosecution are not very bright. There is thus
no tendency to compound the offence after the prosecution is launched.

(ili) The cardinal principles which govern withdrawal of cases and
comnosition of fees :

Once having launched a prosecution, the Government is normally
against entertaining any proposals for withdrawal of the case or for com-
position. Compounding of an offence after the prosecution has been
launched is considered by the Board only in the following circumstances :

(1) The Departmental Counsel feels that the evidence relied on can-
not be proved to the satisfaction of the Court;

2) K;:y witnesses are cither not available or have become hos-
tile;
(3) Where 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;
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(4) If in the couse of the prosecution proceedings it becomes evi-
dent that the chances of a successful prosecution are remote,

(iv) Measures taken 10 ensure that the prosecutions launched are only
in respect of the cases which are strong and the measures adopted
to ensure that their withdrawals are justified and bona fide only in
exceptional cases :

With a view to ensurc that prosecutions are launched only in cases
where the prospect of a successful prosecution is good, instructions have
been issued that no prosecution should be launched without thm
administrative approval of the Central Board of Direct Taxes. Similarly,
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. The Dcpartment of Revenue have furnished a copy of the Report
of the Tax Evasion Enquiry Committee.

1.41. The Committee note that the Tax Evasion Enquiry Committee
(1968) have observed in their Report that “to create an eflective climate of
deterrence to tax evasion, it is necessary to launch and complete as manmy
prosecations as possible within the shortest time,” and “to this end, it s
mecessary to exploit to the full the expertise at the disposal of the Depart-
ment.,” The Tax Evasion Enquiry Committee have made a number of sug-
gestions for launching successful prosecutions which include making proce-
dwral and organisational changes in the Income-tax Department, training of
officers, bringing out a detailed prosecution manual, amending the Income-
Tax Act, etc. The Committee hope thit necessary and expeditious action
will be taken in pursuance of the recommendations of the said Com-
mittee.

1.42. The Committee would like the Central Board of Direct Taxes to
easure that the launching of prosecutions in clear and glaring cases of deli-
berate larpe-scale tax evasion is preferred to mere imposition of penalties.
While giving their approval to the launching or withdrawsl of prosceations,
the Board should satisfy themselves that the prosecution is not launched
marely with a view to compounding the case and thereby recovering larger
composition fees.
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Similarly out of 5,287 revision petitions pending as on 30-6-1967, 2,532
have been disposed of leaving a balance of 2,755 petitions as on 31-3-1968.
As regards apmls/rcvision petitions relating to the period prior to 1964-65,
thho pendency been reduced from 2,127/5596 as on 30-6-67 to 1,039/
350 as on 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.Vil
dated 7-12-1967. All these posts have not been filled up but they are
expected to be filled up shortly. With the filling up of these posts it is
expected that there would be a substantial reduction in the pendency of
appeals.

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

5. Similarly, in regard to revision petitions. Commuissioners of Income-
tax have been instructed vide Board’s D. O. letter No. 6 2,67-1TJ dated
the 6th March, 1968 (Annexure *C") to make all out efforts to dispose of
such petitions which are more than one vear old. Special atteation
is being paid to the disposal of potitions filed in 1959-6@ and earlier years
and their progress report is obtained evervy month.

{Ministry of Finance (Deptt. of Revenue & Insurance) U.O. No. F. 50
201 '66-1TJ dt. 17-7-1968].

ANNEXURE A
F. No. M-36 25/67/DIT
DIRECTORATE OF INSPECTION (INCOMLE TAX)
4TH FLOOR ‘D’ BLOCK
INDRAPRASTHA BHAVAN
New Delhi, the 20th March, 1968
From

The Director of Inspection (Income-tax),
New Delhi.
To
All Appellate Assistant Commissioners of Income-tax.
Sir,
SuB. : Pendency of old appeals—Need for early disposal vj-—Regarding .
It appears from the Progress Reports that 1,597 appeals filed
31-3-1964 were still pending at the end of January, 1968, p?g the vnrl':g:;

chacges. The need for early liquidation of these olg appeal .
phasised in this Directorate’s letter F. No, M-36_/25/67/D!;T?a’d$d



21

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 31-3-1968. All
the Appellate Assistant Commissioners of Income-tax are, therefore, request-
ed to examinc the matter and ensurc their early disposal.

Yours faithfully,
Sd/-

Assistant Director
for Director of Inspection (Income-tax)

ANNEXURE B

F. No. 90.11/67-1TJ
CENTRAL BOARD OF DIRECT TAXES,
New Delhi. the 20th November 1967

From

The Under Secretary, Centre! Board of Direct Taxes,
To

The Commissioner of Income-tax.
Sir,

SUBJECT —FEapeditious disposal of old appeals filed upto 1958-59 und
old revision petitions filed upto 1959-60—Steps regarding.

It is scen that there are old Income-tax Appeals field upto 1958-59
and old Income-tax Revision Petitions field upto 1959-60 still pending
in your charge. The Board are very anxious that these old appeals ‘revision
petitiony, arc disposed of without delay. In order to keep a watch over the
latest position of these cases, it has been decided that a statement (in dupli-
cate) showing the progress made in each case should be furnished to the
Board cvery month so as to reach the Board by the 7th of the following
month. The first report for the period ended 30-11-1967 will be due by
the 7th December, 1967.

Your faithfu:!.
Sd/-
Under Secretary
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ANNEXURE ‘C

F. H. Vallibhoy, D.O. No. 6/2/67-IT)
Member, Central Board of Direct Taxes  New Delhi, the 6th March 1968.

My dcar

SuBJECT :—Expeditious disposal of revision petitions—Need for.

As you are aware the Public Accounts Committee attaches great im-
portance to the timely disposal of revision petitions. The Department has
to face criticism from the Committee in view of the continued carry forward
of heavy pendency from year to year. Therc 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 grant of refunds due. —

2. On a review of the position of pendency of revision petitions during
the period April, 1967 t3 December, 1967 1 find that the disposal
in your charge was as against 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 withwhich you started. This represents a very unsatis-
factory statc of affairs. 1 fcel that all out efforts should be made in the
current month to dispose of at Icast those petitions which are pendiag for
more than one year and leave a lesser overall balance at the end as compar-
ed to that in the beginning of the year.

3. May I in this connection invite your attention to my D.O. letler of
cven number dated the 29th January, 1968. 1 trust you will plan your
programme of disposal for the ensuing year 1968-69 in such 2 inanner
that the position shows appreciable improvement in the ncar futuie and
the pendency is brought down to atlcast half if not morc by 3121969,
The aim should be to keep no petition pending for more than 3 to 6
months.

Your sincerely

Sd ‘-
Shri

Commissioner of Income-tax,

Further Information

(i) Fifteen addition posis were created in December, 1967, Howewer.
the question of filling up the vacancies by convening 4 D.P.C. ctc. could
not be processed in view of the fact that in pursuance of the mandamus of
the Supreme Court, the Seniority List of the Income-tax Officers was under
revision. After prolonged discussions with the Ministry of Law. Solicitor
General, Attorney General and the Ministry of Home Affairs, the List was
finalised only in July, 1968. Soon ‘after the finalisation of the
Seniorisy List. action was taken to convene a D.P.C. to approve
the panc! for filling up ncarly 90 vacant posts of Assistant Com-
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missioners. The D.P.C. which met on the 16th and 17th September,
1968 approved a panel of 90 officers. Orders promoting the officers were
issuéd on the 28th September and S5th October, 1968. With the promo-
tion orders issued on this date and the subsequent promotions, all the
vacant posts except 3, have since been filled up.

(ii) 1,039 Income-tax appeals filed prior to 1964-65 were pending as
on 31-3-1968. As at the closc of September, 1968, the total number of
appeals filed prior to 1964-65 has been reduced to 818 appeals. 221
appeals were disposed of during 6 months.

[Ministry of Finance (Deptt. of Revenue & Insurance) D.O. Letter No. 2841-
M(M) /68 dt. 18-12-68].

Recommendation

The Committee find that the management charges for the Annuity
Deposit Scheme paid to the Reserve Bank have risen from Rs. 2.36 lakhs
in 1964-65 to Rs. 25.72 lukbs in 1966-67.

The Committec have no doubt that Government will consider this re-
commendation with all the scriousness it deserves and hope that Govern-
ment will find it possible to discontinue the Scheme at the end of the current
financial year.

The Committee note with concern that a heavy amount of annuity
deposits amounting to Rs, 32.30 crores relating to the years 1964-65 and
1965-66 was outstanding for recovery as on 31st  March, 1967. There
were also omission in the collection of annuity deposits as disclosed in
the Audit para. According to the admission of the Secretary Revenue and
Expenditure, “it looks that the annuity deposit scheme started with inade-
quate preparation and there was a substantial time lag in he supply of
forms and other things”. The Committee desire that sertous thought should
be given to the question of liquidating the arrears.

[Serial Nox. 12, 13 and 14 and Paras 1.45. 1.47 and 1.50 of Appendix V
to the 17th Report. 1967-68]

Action taken

The recommendations of the Committee have been noted for action. The
Annuity Deposit Scheme has since been discontinued by the Finance Act.
1968. As to the recovery of oustanding Annuity Deposit. the Brard have
1ssued suitable instructions to the Commissioners of Income-tax (A copy of
the same is enclosed). )

[Ministry of Finance (Deptt, of Revenue & Insurance) D.O.
No. 3712 "0R-IT (Audit) dt. 13-12-68]
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S.ALL. NARAYANA ROW
CHAIRMAN -
CENTRAL BOARD OF DIRECT TAXES, NEW DELHI
CAMP : BOMBAY

D.O. No. 82/6/67-1TB.
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
arrear :—

Peniod No. of cases (Amount in crores
of rupees)
Rs.
As at the end of March, 65 37,552 11.68
As at the end of March, 66 72,992 19.60

There may also be annuity deposit in arrear in respect of the financial 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
income-tax. The amount of outstanding annuity deposit is quite substantial.
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 arrear annuity deposit recovered
before 31-3-1968.

With my very best wishes for a Happy Divali and New Year.

Yours sincerely,
Sd/-

Recommendations

1.51 The Committee also hope that, in launching new schemes under

the taxation laws in future adequate consideration is given to all aspects
and implications of the proposal.

[S. No. 15, Paragraph 1.51, Appendix V to the Seventeenth Report
(1967-68)]

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

[Ministry of Finance (Deptt. of Revenue and Insurance) D.O:
. -U. Lett
6(51)/68-IT (Audit) dt 4-1-69.] Letter
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Reconmaendations

The Committee feel that the present system of levy of taxes is onerous
and complicated and the collection of taxes has not been efficient. Other-
wise there would have been no need to introduce Voluntary Disclosure
Schemes. As a result of inefficient collection, the evader gets away with
larger amounts of money while the honest assessee has to suffer. In the
opinion 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 freec or are afforded opportunities to make voluntary
disclosure. The Committee 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.

(Scrial No. 17 and Para 1.70 of Appendix V to the 17th Report, 1967-68).

Action taken

The observations of thc Committee have been noted by Government.

[Ministry of Finance (Deptt. of Revenue & Insurance) OM.
No. 7/9/68-coord. dated 27-8-69].

Further Information

For improving the methods and quality of assessment the following
mcasures have been taken :

(i) For Small Income cases, the ITOs have been instructed to
adopt summary procedure.

(ii) For Calcultta and Bombay, the limits of Small Income cases
have been fixed higher than in other charges.

(iii) Assessment forms for salary, refund and Small Income cases
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 mecasures have been taken :

(i) Collection ITOs in Functional Ranges have been placed in
sole charge of collections.

(ii) Departmental Tax Recovery Officers have been gradually
replacing the Tax Recovery Officers borne on the State Gov-
ernment cadres.

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

IMinistry of Finance (Deptt. of Revenuc & Insurance D.O. 2841-M(M) /68
dt. 18-12-68]
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Recommendation

The Committee feel that if the objectives had been clearly grasped; at the
time of drafting the first Voluntary Disclosure Scheme, the lacuna men-
tioned above could have been avoided. The Committee hope 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 diffi-
culties of the mature experienced in implementing the first Voluntary Dis-
closure Scheme do not recur.

(Serial No. 23 and Para 1.88 of Appendix V to the 17th Report, 1967-68)

Action taken
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. 4-1-69]

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 proccedings ranged upto 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 1.114 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.
With this end in view, it has taken the following measures recently :

(i) The time limit for completion of assessment is being reduced
by stages to only two years after the relevant assessment year.

(ii) The number of assessing ITOs and their supervisory staff is
being suitably increased, and

(iii) 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 charges as well. Simultaneously, the Government have also
started replacing Tax Recovery Officers borne on the State Government
;,ad;f :vntll; Ta‘J; tltle%ctarerx (c)lﬂicer: recruited from the Income-tax Depart-

ent itself. Ve udit vide DRA’s U.0. - i -
T ated 31-15 o y s U.0. 5817-Rev. Audit/148-68

[Ministry of Finance (Deptt. of Revenue & Insurance) D.O. Letter
No. 3/32/68-IT (Audit) dt. 6-1-69]. ) bO.
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Recommendation

In para 1.280 of their 46th Report (Third Lok Sabha), the Committee
had expressed concern over the delay in the disposal of applications for
refund. The Committee note that there has been some improvement in
the disposal of refund cases during 1965-66. The number of applications
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 an
amount of Rs. 7,62,145 as on 31st March, 1967 should be disposed_of
early and efforts should continue to be made to prevent this accumulation
of arrears which involve liability on Government to pay interest on refund
claims. The Board should look into the reasons for delay in the disposal
of old cases onc 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.

[Min. of Fin. (Deptt. of Rev. & Insurance) D.O. Letter No. 3/21/68-IT
(Audit), dated 22-1-1969].

COoPY

F. No. 5/31/68-ITA(III)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 24th Sepiember, 1968.

From

The Secretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax.
Sir,

SuB. :—Expeditious issue of refund vouchers—

Despite repeated instructions by the Board that the refund wvoucher
should invariably accompany the order giving rise to the refund, it has been
observed that in a number of cases, refund vouchers are sent
and sometimes long after the assessment orders. The Board desire that
deterrent action should be taken against the defaulting officers whenever
such cases of non-compliancc 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 Commissioners
to climinate delays in the grant of refunds.
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F. No. 5/31/68-ITA. I1II
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 24th September, 1968.

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
deterrent 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 Delhi
in July, 1968, the following further steps should bc taken by Commissioners
to eliminate delays in the grant of refunds.

Direct Refunds and refunds due on assessment and other orders passed
by ITO,

(1)
(2)

(3)

4)
&)

(6)

Refund Circles should be strengthened and special refund
circles should be formed wherever necessary.

The Income-tax Officer’s performance should be judged on the
basis of gross collections and not net collections so that there
may be no inhibition or reluctance to issue refunds promptly.

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.

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

A refund should not be withheld merely because there is a

remote chance of a demand being raised against the person
concerned subsequently.

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

Appellate Refunds

)

(8)

Inspecting Assistant Commissioners and Commissioners of
Income-tax should ensure proper maintenance of the register
of appeals.

A separate register should be introduced immediately to be
maintained by each Income-tax Officer for recording all appel-
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late orders received after 1st April, 1968, in which reduction
in assessment has been allowed. There will be a column in
the register to show the date on which the refund arising out
of the appellate order has been issued. Inspecting Assistant
Commissioners and Commissioners of Income-tax 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 effective control on the performance of officers
(10) A register should be kept in the offices of the Inspecting

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

(11) 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 progress 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.

Qepy forwarded to :—

»
M e

All Directors of Inspection.

Registrar, .T.A. T., Bombay.

The Appellate Controller of Estate Duty, Delhi.

Shri S. N. Kohli, ADI (RSP), New Delhi.

The Comptroller & Auditor General of India, New Delhi.

(20 copies).

l/;? Officers & Branches in the L.T. Wing and Ad VI, Ad VII &

. Bulletin Section (3 copies).



CHAPTER III

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 the cases of searches 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 secarches 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 assessces
by showing bogus hundi loans. The amount of hundi loans confessed to be
bogus by these persons came to over Rs. 271 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 cstimated 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 the
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 1967-68).

[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
1947-48. 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)

Action 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 casc, the asscssments for
the years 1945-46 to 1947-48 were made within the time-limit of four years.

32
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These assessments would have got time-barred in March, 1950, 51 and 52
respectively. Therefore, as per the provisions of the Income-tax Act the
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. The 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
of 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 before the liquidation took place. The assessee company
was a wartime, contractor and manufacturer and the case called for detailed
cnquiries and investigations. Due to the circumstances stated above the
assessments could bz completed only after the liguidation took place.

[Ministry of Finance (Deptt. of Rev. & Ins.) D.O. Letter No. 3/30/68-1T
(Audit), dated 26-12-1968]

Recommendation

The Committee regret that information has not been furnished in respect
of the remaining 13 cascs where arrears of taxes have been written off.
They would like the Government to examine each of these cases critically
with a 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
measures 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 the light of the study in order to avoid recurrence
of such cases.

(Serial No. 32 and Para 1.110 of Appendix V to the 17th Report. 1967-68)

Action taken

Each of the thirteen cases where arrears of tax had been written off
was examinced. The information in respect of the 13 cases is given in the
Annexure enclosed. 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
companics had no assets. Recovery proceeding also yiclded no results and
the arrcars had to be finally written off. The examination of the cases
has not revcaled 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].
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ANNEXURE

Information in respect of 13 cases where arrears of Income-tax had been

written off.

S. Amount Assess- Dateof Date of Reasons fo
No. Name of assesee written ment assessment liquidation write off in
off years of company  brief.
involved.
1 2 3 4 5 6 i
1. The New Talkies 14,531 194546  23-8-46  16-1-487) The demand invol-
Ltd. Calcutta ved in thesec cases
2. Endeavours (India) 1,418  1956-57  28-3-59  12-3-60 | was small and these
Ltd. Calcutta. 1,723  1957-58 . remained uncollec-
1,699  1958-59  23-2-60 ted, because the con-
—_— cerned  companies
4,840 closed down leaving
! no realisable assets,
3. M/s. Mullenux & 4,743  1960-61 29-11-60  26-6-61 ‘ soon after the assess-
Maulleneux (P) I ments had been
Lid. Bombay made
4. The Bharat Com- 139 1952.53  27-9-55  12-8-61
mercial Corpora-~ 78  1953-54 .
tion Ltd. ——
217
5.  M/s.S.M. Haniff 5314 1953-54  28-8-57 3-5-54 Although the Com-
(India) Ltd. pany had been in-
Calcutta. corporated in March
1948, it did some
business only during
the relevant ajc 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-
se¢ Company had
no asscts, collte,fuon
was not possible.
6. Standard Cotton 1,484 1951-52  28-3-55 —  All possible rece very
& Silk Weaving 33,827 1952-53 s actions such as im-
Co. Ltd., 4,000 1953-54 20-11.52 position of penalties,
Calcutta — & issue of notices, etc.
39,311 6-2-53 were reported to but

the demands could
not be recovered.
when recovery ac-
tion was pursued by
the Revenue Autho-
rities the company
did not have an
assets either mova
or immovable. The
name of the Com-
pany was also struck
off from the Rolls of
the Registrar  of
Companies  under
Notfn, dated 27-2-60,
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1 2 3

4

7. Ml/s. Trivandrum 3,431
CI? Funds (P)
Ltd.

8. Canara Public 460
Benefit & General
Traders Ltd.,
Chickmagalur,

9. M/s. Investment 3,203
Corporation Ltd., 2,080
Surat. 2,879

861
10,308
2,172
2,172
23,675

1957-58

1954-55

1946-47
194748
1950-51
1951-52
1952-53
1953-54
1954-55

17-2-€0

30-9-55

25-3-55

30-9-54
25.3.55

30-8-58

10-10-66

The assessment was
dcl:lyed because c':l.
ver. yments -
led fg’; detailed in-
vestigation. During
investigation the
Company stopped
its business and
the Managing Direc-
tor was at large at
the time the assess-
ment was comple-
ted. The demand was
certified to the Col-
lector on 16-3-61.
The Collector re-
ported that here was
no possiblity of
collecting any por-
tion of the arrears.

Tax of Rs. 561-31
on the admitted in-
come had been col-
lected. The tax due
is on account of
assessment made
again after adding
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 who
had been appeinted
on 24-11-54. The
whereabouts of the
Managing Director
were not known and
the company had no
movable or inmova-
ble assets 10 be pro-
ceeded against by
the Tax Recovery
authorities,

The Ccmpepy dis-
continued its busi-
ness in 1952 and had
no assets. Re-assess-
ments for the year
1946-47 to 1954-55
were made on the
basis of an anony-
mous letter. The re-
covery P

yielded no result and
the amounts had to
be written off,
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6

1 2 3 4 M)
10. Nand das Haridas 1,350  1949-50  28-3-58
& Co, Ltd, 13 1951-52 ’
634  1953-54  27-6-58
1,997
B
11, MJs. J.R. Bhadani 364 1951-52  27-10-51
& Co. (P) Ltd,, 18,421  1952-53  30-7-53
Bombay. 20,515  1953-54 28-10-53
861  1954-55  31-8-55
40.161

- o . - e -

7

- - S — - G- S Q- g W W

14-5.(1 Tiy Wi (e A

19-2-58

35(10). Irfc:metien
was ected in (ue
course tut by then
the Ccmpeny had
no assets end tax
could not be rcco-
vered.

The company was
appointcd  as  the
Managirg egents of
Hirjee Mills Ltd.
Bombay w.e.f.1-3-45,
According to the
agreement the com-
pany was to recei-
ve a commission at
the rate of 10% of
the net profit sub-
ject to a minimum
amount of Rs, 50.000
per annum. The firm
Hirjee Milis Ltd.
however, was not
functioning properly
and it was actually
working upder 8 sc-
heme of reorganisa-
tion sanctioned by
the Bombay High
Court frcm 13-5-52.
One of the condi-
tions imposed by the
High Cour! was thai
the Managing Agent
i.e. the assessee come-
pany should not
draw any amount
from the managed
company for 8ix
months frem 15-3-53.
The financial condi-
tion of the managed
company  deteric-
rated still furthey
and it was ccmple-
tely closed from Feb-
ruary, 1954, Reco-
very certificate was
issued to the Add).
Collector of Bombay
on 28-10-55. Notice
to the official liqui
dator was also issued
on 28.10-55 and
9-11-55. The Depart-
ment could mnot,
however,  recover
anything frem the
assessec company.
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1 2 3

4 5

6

7

12. M/s. Pravin Engincers 786
Ltd., Bombay 774

956

1,086

3,602

13, MJs. Saraf Oil Mills 5,487

Lad., Bombay. 41,659

47,146

1953-54  28-4-56
1954-55 »

1955-56  12-7-56
1956-57 5-3-58

1947-48  30-1-48
1949-50 30-12-49

14-4-62

7-6-55

The essessee cem-
pany was appointced
the Managing t
of M/s. Cocper Con-
neland Clifford Ltd.
and the remunera-
tion payable was
fixed at 12% of
the net profit of the
managed company
and a fixed allowance
of Rs. 3500/- per
month. The mana-
ged company, how-
ever, did not func-
tion well aud it
incurred losses to the
extent of Rs. 2 fakhs,
The assessee com-
pany, therefore,
could not recover
any amount from the
managed company
from 1-4-56. This
being the only source
of income of the
assessee, it was
not possible to re-
cover the tax in this
case. Recovery certi-
ficates had been is-
sued on 18-3-58.
There were no
tangible assets which
could be attached
and sold.

The assessee com-
pany was owing oil
extracting {actories
at Bombay, Wardha
and Nagpur. AH the
accounts were main-
tained in the Head
Office at Bombay.
The company was
not functioning well.
The  shareholders

approached the High
Court and as per
High Court’s .

the company started
working on a rc-
~rganisation scheme.
Even this scheme
could not work and
the company went
into voluntary liqui-
dation. Recovery
certificates were also
issued to the Addl.
Collector. 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 REITERATION

Recommendations

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 half
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 31ist March,
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. 25,000 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. 1967-68]

Action taken

The following steps have rccently been taken for specedy 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 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 non-company 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 small
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
st April, 1968 progressively reducing the time for completion
38
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of assessments from four to two years from the end of the
relevant assessment year, This provision itself would go a
long way in liquidating the pendency of assessments,

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 Income-tax to carve out addi-
tional charges of Income tax Officers in Circles with compara-
tively larger pendency. Such charges will be assigned to
Income-tax Officers having lower pendency and working at the
same station or at nearby places. This step has been taken to
ensurc optimum use of the available man-power in clearing the
arrcars of assessments,

For liquidating the pendency of big cases more Income-tax Offi-
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. |

[Min. of Finance (Deptt. of Rev. & Insurance) D.O, Letter No. 3/1/68-IT

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

Statement showing a category-wise disposal of assessments up to 3lst

August, during 1967-68 and 1968-69

1967-68 1968-69

Progressive Progressive Increase
Category disposal upto disposal upto (%
31-8-67 31-8-68

1 30,622 44,180 44 -3
1 27,892 38,327 379
HI 66,938 92,566 38-3
v 3,19,210 4,52,409 417
A% 1,138,542 2,10,969 52-3
Total 5,83,204 8,38 451 43-8°;

{Data compiled from the DI{RS&P)’s consolidated statement for August, 15€8]

From

COPY
F. No. 3/58/68-1TB

CENTRAL BOARD OF DIRECT TAXES
New Delhi, the Tth September, 1968.

Shri S. Bhattacharyya,
Sccretary, Central Board of Direct Taxes.
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To
All Commissioners of Income-tax.
Sir,
SKBJECT :—Income-tax Assessments for disposal—Measures to reduce pen-
dency—Instructions regarding—.

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 the year in
terms of the increased targets of disposal of assessments per Income-tax
Officer. 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 periods an additional number of Income-tax Officers and
staff in those circles.

2. In these circumstances, Commissioners should carve out additional
.charges of Income-tax Officers in circles with a comparatively larger 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 scction 127 of the
Income-tax Act, as may be appropriate, taking due carc to minimise the
movement of files.

4. The Income-tax Officers 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 meceting additional expenditure on such tours should be
sent to the Board well in time.

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

Further Information

The category-wise break-up of the pending assessments as on  3ist
August, 1968 as compared to those as on 31st August, 1967 is us under :

Category No. of pending asse- No. of pending asse-
ssments as on ssments as on
31-8-67 31-8-68

1 2,58,552 2.84,782
u 2,44,557 2,74,635
I 597,967 6,46,678
v 22.11,568 20,23,559
v 7,84,037 7,18,027

Tora 40,96,681 39.47,681



( _ st April, 1968,
that during the period 1st April, 1968 to 31st October, 1968, 77,995 Cat. 1
cases were disposed of, .against 56,083 cases of cosresponding period
of the preceding year. In the drive for accelerated disposal of y
Cat. I cases (i.e., business cases involving income of Rs. 25,000 and over)
have been receiving due attention.

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

Query Item No. 19

S. No. 1—Arrears of Assessments

Please 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.

Ministry’s reply
@) For disposal

Cat. I Cat.ll Cat.lll Cat.lV Ca.V Total S. Units
1. Arrear  1,93,260 1,75,357 3,93,294 12,21,442 3,75803 23,59,156 3,971,162
2, Current 1,41,505 1,43,382 3,45,503 12,31,301 5,70,607 24,32,298 3,35,546

Total: 3,34,765 3,18,739 7,38,797 24,52,743 9,46,410 47,91,454 7,32,708

(ii) Disposed of (from 1-4-68 10 31-10-68)
1. Arrear 54,421 45,748 1,07,231 492,566 1,69,012 8,68,978 1,22.800

(28-16%) (36-83%)
2. Current 23,574 22,802 60,829 2,86,559 1,78,603 572,367 65729
(16 66%) (23-53%)

Total: 77,995 68,550 1,68060 7,79,125 347,615 14,41,345 1,888,529
23-29%) (30-0857)

@iii) Balance pending (as on 31-10-68)

1. Arrear 1,383,839 1,29,609 2,86,063 7,28,876 2,006,791 14,°0,178 274,362
2, Current 1,17,931 1,20,580 2,84,674 944,742 392004 18,9931 2,695,817

Total: 256,770 2,50,189 5,970,737 16,73,618 598,795 33,50,109 5,44,179

Recommendations

Committee have in their previous Reports expressed their great
at the increase in the amount of arrears of Income-tax from year
year. In this connection they would like to invite a reference to Paras
and 1,258 of their 16th Report (Third Lok Sabha) and Paras 1.274
1.275 of their 3rd Report (Fourth Lok Sabha). The arrears have

24188/69

iy

g
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increased from Rs. 282.37 crores 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 significant improvement,

The Committce 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. The number of such cases is only 907 but the
arrears of revenue arising from them is of the order of Rs. 1.35 crores.
The Committec have no doubt that with the fixing of rcsponsibilities at
various levels by the Dcpartment for ensuring the collection of arrears, it
would be possible to realisc them in a rcasonably short time. The Com-
mittee have also no doubt that the improvement in the realisation of arrears
would not only augment Government's finances but would also find duc
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 apprchension that some of
these companies may be holding back Government dues and utilising them
for business purposes. The Committec feel that not only should dues be
realised expeditiously, but that penalties admissible under the rule should
be imposcd so as to act as a detcrrent to others.

The Committee desire that Government make a through probe to ascer-
tain whether the disparity in book figures of arrcars of demand and effec-
tive demand is due to a tendency on the part of assessing officers to create
high and unrealistic demands which, on the onc hand, might lead to wasteful
litigation and on the other fictitiously boost the demand figures with the
other pernicious remifications.  The 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 crores. The
Committee have no doubt that Government will take suitable action against
the officers found responsible for negiect. if any, in respect of the irrecover-
able demands mentioned above.

(Serial No. 4, 5, 6 and 7, and Paras 1.24, 1.25. 1.26 and 1.27 of
Appendix V to the 17th Report, 1967-68.)

Action taken

The observations made by the Committece have been noted.  Necessary
instructions in the matter have been issued to all Commissioners of Incomec-
tax vide letter No. 3/6/68-1T(Audit), dated 10-9-68 (copy cnclosed).

2. With regard to arrear demands of taxes of Rs. 1,00,000 and above,
Zonal Committee consisting of Commissioners of Income-tax have been
constituted for reviewing such cases. A copy of the instructions issued
in thlsl co‘x;ncction (Ministry's Ictter No. 16C/59/68-1TB, dated 16-10-68)
is enclosed.

[Ministry of Finance (Deptt. of Rev. & Ins.) D.O. letter No. 3/6/68-11
(audit) dt. 4-11-68].
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ANNEXURE A
F. No. M-36/25/67/DIT
DIRECTORATE OF INSPECTION (INCOME-TAX)
4TH FLOOR ‘D’ BLOCK
INDRAPRASTHA BHAVAN
New Delhi, the 20th March, 1968.
From
The Director of Inspection (Income-tax),
New Delhi.
To
All Appcllate Assistant Commissioners of Income-tax.
Sir,
SUBJECT :—Pendency of old appeals—Need for early disposal Of—
Regarding.

It appears from the Progress Reports that 1597 appeals filed up to
31-3-1964 were still pending at the end of January, 1968, in the various
charges. The need for early liquidation of these old appeals was emphasised
in this Directorate’s letter F, No. M-36/25/67/DIT, dated 5-1-1968 and re-
iterated in the Quarterly Review for the period ending on 31-12-1967 wlnch
was issued on 15-2-1968. The Board desires that ail the disposable
out of the above are completed by 31-3-1968. All the Appellate Assnstant
Commissioners of Income-tax are, therefore, requested to examine the
matter and cnsurc their early disposal.

Yours faithfully,
Sd//'
Assistant Director
For Director of Inspection (Income-tax).

ANNEXURE B

F. No. 90/11/67-1T]
CENTRAL BOARD OF DIRECT TAXES,
Ney Delhi, the 20th November, 1967.
From

The Under Secretary, Central Board of Direct Taxes.
To

The Commissioner of Income-tax.
Sir,
SuBJECT :—Expeditious disposal of old appeals filed up 10 1958-59 and
old revision petitions filed up to 1959-60—steps regarding.

It is seen that there are old Income-tax Appeals filed up to 1958-59 and
old Income-tax Revision Petitions filed up to 1959-60 still pending in your
char . The Board are very anxious that these old appeals/revision petitions

ispose of without delay. In order to keep a watch over the latest posi-
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tion of these cases, it has been decided that a statement (in duplicate) show-
ing the progress made in each case should be furnished to the Board every
month so as to reach the Board by the 7tk of the jollowing month. The
first report for the period ended 30-11-1967 will be due by the 7th Decem-
ber, 1967.

Yours faithfully,

Under Secretary,

ANNEXURE ‘C

D.O. No. 6/2/67-1T)
New Delhi, the 6th March, 1968.

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

My dear

SuBJECT :—Expeditious disposal of revision petitions~Need for.

As you are 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
of heavy pendency 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 delay in collection of outstand-
ing taxes or grant of refunds due.

2. On a review of the position of pendency of revision petitions during
the period April, 1967 to December, 1967 I find that the disposal in your
charge was as against institution of during this period. At this rate it is
likely 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. 1 trust you will plan your
programme of disposal for the ensuring year 1968/69 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
months. .

Yours sincerely,
Sd/-

Commissioner of Income-tax. .
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Further Information
Vide reply to Item No. 20.

Information regarding the progress made in the cases involving arrears
of Rs. 5 lakhs and above is not rcadily available. It may be stated in
this connection that no separate statistics is maintained regarding the collec-
tions made out of cases involving arrcars of Rs. 5 lakhs or more and
other cases. However, during 1966-67, the collections out of arrear
demand of Rs. 381.88 crores amounted to Rs. 59.95 crores (15.7%). The
collections 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 arrear
demand made during 1967-68 is higher than the corresponding amount and
percentage in the ycar preceding.

Kindly also sce 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-
missioners of Income-tax were iostructed to pay particular attention to
collection of tax from companies and discourage, by levying deterrent
penalties, any attempt by them to utilise in their business the taxes with-
held by them. (A copy of the Board’s letter is placed below.) The
instructions issued are rather brief and will have to be elaborated by
issuing further instructions.

In this conncction, the Ministry’s reply to item 20(iv) may please be
referred to, .

[Ministry of Finance (Deptt. of Rev. & Ins.) D.O. letter No. 2841-7(M) /68
dt. 18-12-68.]

F. No. 3/6/68-IT(Audit)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 10th September, 1968
From
Shri S. Bhattacharyya,
Secretary,
Central Board of Direct Taxes.
To
All Commissioncrs of Income-tax.
Sir,
SUBJECT :—Recovery of tax dues from Companies—Need for timely
action for recovery and imposition of penalties—Instructions
regarding.

Your attention is invited to the following recommendation of the Public
Accounts Committec made in para 1.26 of their 17th Report, 1967-68 :

“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 ducs
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and utilising them for business purposes. The Committce feel that
not only sh%uld dues be realised expeditiously, but that penalties
admissible under the rules should be imposed so as to act a8 a

deterrent to others.”

2. The comparative figures of Income-tax and Corporation Tax budget
collections for the ycars 1965-66 to 1967-68 are given below :

(In crores of Tupees)

Net Budget coliec- Corporation Tax

Financial
tions under 1.T. and
year CT.
1965-66 576 64 T 30884
1966-67 637-58 32890
1967-68 62345 31600

T 1,837-67 94974

3. 1t will be seen that 52% of the total collections are from Corporation
Tax from companies. Further, a large percentage of arrears are from com-
panies. The Board, therefore, desire that you should pay particular atten-
tion to collection of tax from companies and discourage by levying deterrent
penalties, any attempt by them to utilisc the taxes withheld in their business.

Yours faithfully,
Sd, -
Sccretary,
Central Board of Direct Taxes

Copy 10 :
(1) All DlIs.
(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 Scction 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/-
Secretary,
Central Board of Direct Taxes.

Further Information

This matter is intimately rclated to the PACs recommendati in
paras 1.34, 1.35 and 1.36 of their 17th Report and para 2.40 o‘;m their
29th Report. The Government is shortly asking threc senior officers of
the Income-tax Department to undertake a study of all appellate orders
in the important charges under the CsIT, U.P., Delhi and Punjab. They
would study the orders in two AACs’ charges under each CIT. A
on this study is expected to be available by the end of January, 1969. 1t
1s proposed to undertake similar studies in the other Commissioners’
charges as well after considering the report on the preliminary survey.
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(A) (Rs. "000)
(i) Gross as per part Il as on 30-9-1968. 64,49,288
Less:
1. Amount pending disposal of appeals
(item 8) .. . P . . .. 3,84,413

2. Amounts for which exteasions of time has
been granted by the ITO or other
authoritics (item 9) .. . 2,75,421

3. Demand covered by advance tax Wthh
is awaited adjustments (item 11) 6,69,258

4. Amount not fallen duc item 13 (b) 4,09,100

(B) Total 17,38,192
Net Arrears—(A)-(B) 47,11,096
(i) Alrcady included in (i).

(iii) The information regarding the amount of arrears involving Rs. 5 lakhs or more in
each case is available only upto 31-3-68. The number of cases (including groups of
cases) where the arrear demand was Rs. 5 lakhs or more as on 1-4-68 is shown below :

No. of cases Arrear Demand as

CIT's charge including group on 1-4-68
cascs (RSs. in thousands)
1. ndhya Pradesh .. e . .. 26 40,011
2. Delh .. .. .. .. 37 60,811
3. Del hl (Ccntml) . .. .. .. 55 2,01,664
4. Andhra Pradesh .. .. .. .. 18 33,963
5. Bombay City-l .. .. . .. 89 1,69,775
6. Bombay City-1l .. . .. .. 64 1.18,257
7. Bombay City-I1I .. .. .. .. 77 87,822
S. Bombay (C;,mml) .. .. .. 51 2,25,970
9. Gujarat-l .. . .. .. .. 4 5N
’0 Gujarat-Il . .. .. .. .. 9 11,381
I Rajasthan .. .. .. .. .. 9 10,695
. Madras-1 .. .. - s, .. 16 15,849
|3 Madras-Il . .. .. .. 5 4,795
14. Madras (Ccmr.zl) . .. .. 18 19.179
15. Kerala .. . .. . .. ls 10,510
16. Punjab .. - .. e . 9,026
17. Poona .. .. .. .. . 18 34,677
18. Mysore .. . .. .. . 3431
19. Bihar .. .. .. .. .. ‘l 14,356
20. Orissa .. e .. .. .. 10 8,409
21. Assam .. .. .. .. .. 9 8,148
22, Uttar Pradesh-I .. .. .. . 25 25,979
23, Uttar Pradesh-1t .. .. . .. 17 25,929
24. West Bengal-l . .. .. .. 139 2,67,817
25. West Bengal-1l ., .. .. .. 107 1,372,354
26. West Bengal-TI .. .. .. .. 182 240,511
27. Calcutta (Central) .. .. -, 62 1,91,766
1,085 1.98,35,62

(iv) Tho information is not rcadily availible and will have to be compiled by referring
to the files of each and every company. The data is expected to be ready by the end of
January, 1969.

[Mia. of Finance (Deptt. of Rev. & Ins.) D.O. Letter No. 2841-7(M) /68
dt. 18-12-68.1
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Recommendations

The Committee hope that necessary action will be taken by the Depart-
ment to check the tendency on the part of Income-tax Officers to over-pitch
assessments. They were informed by the Secretary, Revenue and Expendi-
ture 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 Com-
mittee feel that such a step would be helpful in checking the tendency on
the part of Income-tax Officers to over-pitch assessments. They would like
to know the final decision taken in this regard.

The Committec also feel that an cvaluation of the work done by the
assessing officers should be undcrtaken when large 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 rclief to an assessee in onc year in appeals
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, 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 officers to
guard zealously the interests of the public revenues, it is equally their duty
to deal justly with the tax-payer in the exercisc of the widc auhtority con~
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.)

Acfion taken

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

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

Palpably wrong or harassing assessments are taken notice of by th
3 Arass $ § [+
Department while evaluating the work of the asscssing officers. oy

[Ministry of Finanoz (Deptt. of Rev. & Ins.) D.O. Letter No. 3/10/68-il
(Audit), dt. 11-11-68.]
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F. No. 83/24/66-1T(B)
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 23rd June, 1966.
From
Shri Wasig Ali Khan,
Sccretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax.

Sir, .

SuBJECT :(—Recommendations of the P.A.C.—vregarding tendency of
Officers to inflate assessmenis——curbing of—Instructions
regarding—

In their 46th Report, the Public Accounts Committec referred to a case
where a large amount was written off, as a substantial portion of the demand
was due to over-assessment and overlapping additions. They have empha-
sized the need for curbing the tendency on the part of officers to inflate the
assessments as such as tendency would result in unduc hardship and harass-
ment to the asscssces.

2. The importance of making realistic assessments which may stand the
test of appeals and may facilitate the recovery of taxes assessed need
bc emphasized. It should, therefore, be impressed upon the officer not to
make inflated asscssments which may only result in paper demand and
cxpose the Department to adverse criticism.

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

Farther Information
{Vide reply to Ttem No. S under Sr. No. 7]

Recommendation

The Committce note that the main objections underlying the two Volun-
tary Disclosure Scheme were to bring out unaccounted income and encourage
assessees who for some reasons had not adopted the right path, to adopt
the part of rectitude. The amounts of unaccounted income declared under
the first and sccond schemes were Rs. 52 crores and Rs. 145 crores respec-
tively. According to the Ministry, “no onc has any near precisc estimate
of how much is floating around us as black money. . .the amounts that are
disclosed arc far less compared to the amounts which may be in circulation
as black money.” The Committee thereforc feel that the two Schemes have
not gone far in achieving the objectives in view.

In view of the unsatisfactory rosults of the Voluntary Disclosure Scheme.
the Committec feel that by its very nature and inhercnt weaknesses, no
Voluntary Disclosure Scheme can cver be a real success. It is therefore
cssential 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
that Government is impelled to compromisc with the tax evaders in the
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larger interest. While adopting adequate administrative safcguards to arrest
tax evasion it would be well worthwhile to adopt measures which will
make evasion unrewarding 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 and Para 1.69 of Appendix V to the 17th Report. 1967-68.)

Action taken

The observation of the Committce have been noted. A Committee con-
sisting of Departmental Officers was set up in April, 1968 to go into the
entire question of tax-evasion in all walks of life in the country and to report
on the various steps to be taken to tackle the problem.  Its report is expected
before the end of this year. A copy of the orders appointing the Committec
is also appended.

(2) To make cvasion of tax urrewarding and unattractive, the penalty
provisions in the Income-tax Act have been tightened up by the Finance Act.
1968. Under the revised provisions, the minimum penalty imposable for
concealment of income has been fixed at 10077 of the income sought to be
evaded. The maximum: has also been pitched at the high ficure of 200%
of the concealed income. The effect of these provisions is that apart from
paying due taxes on the income concealed by the tax evader will have to
forego the entire concealed income by wasy of penalty. Besides, the follow-
ing other legislative measures have also been introducd by the Finance Act,
1968 to tackle the problem of tax evasion :—

(1) Provision has been made to disallow cxpenses claimed. in order
o evade tax, towards excessive or unreasonable payments made
to relatives, directors or associate concerns. [Sec. 40A (2).]

(2) Provision has also been made for the disallowance of cxpendi-
turc, otherwise than by a crossed bank chequc or a crossed bank
draft, of amounts exceeding Rs. 2,500/-. [Sec. 40A(3).]

(3) Punishment for defaulting to deduct tax at source and to pay it
to Government account will now bec rigorous imprisonment
upto 6 months and also fine of not less than 159 per annum
of the tax in default. (Sec. 276.B).

3. As a further measure to deal with tax evasion problem. the Central
Qrcl%, .whlch deal _w1th cases of substantial tax cvasion, have been pro-
vided with more officcrs with special aptitude for this type of work. The

Intelligence Wing of the Dcpartment is also proposed to be expanded con-
siderably.

[Ministry of Financc (Deptt. of Rev. & Ins.) D.O. Letier No. 3 13/68-11
(Audit), dt. 22-1-69]

Further Information

A copy of the order appointing the departmental committee for tax
cvasion and its terms of refercnce is placed below.
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CONFIDENTIAL
F. No. 14/3/68-IT(INV)

GOVERNMENT OF INDIA
MINISTRY OF FINANCE
(DEPARTMENT OF REVENUE AND INSURANCE.)
New Delhi, the 22nd April, 1968.

OFFICE MEMORANDUM

SUBJECT :—Appointment of a Commitiee 10 undertake a study of the
problem of tax evasion.

The problem of tax evasion and ways and means of tackling it has been
engaging the attention of thc Government for some time. It has been
decided to appoint a Committee of Officers of the Income-tax Department
to undertake a study of this problem.

2. The Committec will consist of the following members :—
(1) Shri R. N. Jain, Director of Inspection (Investigation),
New Dethi.
(2) Shri O. V. Kuruvilla, Commissioner of Incomc-tax, Bombay
(Central), Bombay.

(3) Shri S. R. Vaish, Deputy Dircctor of Inspection (Intelligence),
New Delhi.

The Committecc may co-opt officers of the Income-tax Department.
Shri B. A. Menon, Assistant Director of Inspection (Investigation), will act
as Secretary.

3. (a) The Committecc will study the causes of tax cvasion, gemeral
techniques of tax cvasion as also special ones cmployed in
major trades and industrics and rccommend the steps which it
considers necessary to adopt to check and detect tax evasion;

(b) Without prejudice to the generality of the above, the Committce
will study and report, in particular, on the following :
(i) Dealings in lands and buildings:
(ii) Tax evasion by film artists and other professional classes,
like lawyers and doctors;
(iii) Tax cvasion in speculation in commoditics. shares, etc.;
(iv) Evasion through benami transactions.
(v) How far law of limitation protects the successful tax
cvader:
(vi) Adequacy of strength and conditions of service of the per-
sonnel of the Income-tax Dopartment;
(vii) Recognition or reward to the successful investigator;
(viii) Imposition of supervisory responsibilitics within the opti-
mum span of control;
(ix) Adequacy of liaison with other Government Departments
(x) Collusion between Banks and tax evaders.

4. The Committec may visit important industrial centres like Bombay,
Culcutta, Madras for the purposc of the study and examine officers of the
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Department, dealing with various types of cases, and also non-officials, if
necessary. The Director of Inspection (Research, Statistics & Publication)
and the Commissioners will furnish all statistical and other information
which the Committee may require.

5. The Committce should submit its report by 31st August, 1968.
Sd/-
Deputy Secretary to the Government of India.

1. Shri R. N. Jain, Director of Inspection (Investigation), New Delhi.
2. Shri O. V. Kuruvilla, Commissioner of Income-tax, Bombay (Central),

Bombay.

3. Shri S. R. Vaish, Deputy Director of Inspection (Intelligence).
New Delhi.

4. Shri B. A. Mcoon, Assistant Director of Inspection (Investigation),
New Delhi.

5. All Commissioners of Income-tax.

6. Directorate of Inspection (Investigation)/(Income-tax)/(Research,
Statistics & Publication), New Delhi.

7. Bulletin Secticn (3 copies).

Recommendation

The Committce desire that the Ministry should make a detailed study
of all aspects of taxation in these foreign countries from up-to-date publi-
cations and also obtain the requisitc information from these foreign Gov-
crments through our Missions abroad. The study should cover the
administrative aspects of the system of assessment and collection and the
measures adopted to check tax cvasion and by comparison Government
should 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 I7th Report, 1967-68.)
Action taken

The suggestion made by the Committee has been noted.

[Min. of Finance (Deptt. of Rev. & Insurance) D.O. Letter Ro. 7/9/69
Coord., dt. 6-11-69.]

Further Information

The Ministry has been obtaining from time to time the latest tax enact-
ments and connccted materials from the UK., the U.S.A. and other Western
countries which have been relying on Direct Taxes, like Income-tax as
their major source of revenue. Thc materials reccived 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
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the latest publications relating to tax laws of scveral foreign countries. The
supply of these books is awaited.

Since 1954, theGovemmenthasbeensendmgwtsomeofthesmmr
oﬁdahdthelnoome—taxbepmmentforstudymgtheUK.andtheU.s
tax laws at first hand. The latest of such studies was on the administra-
tion of Direct Taxes in the US.A. undertaken in 1964-65 by two teams
oflnduntaxoﬁcials. The members of the first team submitted reports

themodesofdetectionoftaxevasionintheU.S.A. The second team
roponr.don administration of Direct Taxes in the US.A . A team of
.S. tax officials have been working in Delhi since 1965-66 and they have

advising the Government on both the administrative structure and the
methods of detecting evasion. The Functional System of working in the
Income-tax Deptt. was introduced on the basis of such studies. Besides,

the Intelligence Wing was set up for tackling evasion and pursuing prosecu-
tion.

The tax strucutre of the country is being reviewed year after year before
the formulation of Budget proposals. The rates of taxation of income of
corporate and non-corporate tax-payers are reviewed every year 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 allowing the rebates and reliefs from the standard rates
of tax, the practice followed by advanced countries are taken due notice of.

On 9-12-68 the Government have already placed before the Parliament
(in reply to the unstarred Question No. 3827 in the Lok Sabha) the
current rates of tax in India on the business income of domestic
and the corresponding rates of tax in the US.A., the UK, France and
Japan. A copy of the same is placed for the perusal of the Committee.

[Ministry of Finance (Deptt. of Rev. & Ins.)) D.O. Letter No. 2841-
M(M) /68, dt. 18-12-68.]

gc:

LOK SABHA
Unstarred Question No. 3827
To be answered on Monday, the 9th December, 1968
Incidence of Corporate Taxation

QUESTION
Shri R, K. SINHA :
Shri Shiva Chandra Jha :

Will the Minister of Finance be pleased to state :

(a) the present corporate tax rate in India vis-a-vis that of US.A,,
UK., France and Japan;

(b) whether it is a fact that the incidence of corporate taxation is the
highest in India as claimed in a paper prepared by the Federation of Indian
Chambers of Commerce & Industry;

(c) the reasons for such high rate of taxation; and
(d) whether devices are being evolved to lower the rate of taxation ?
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REPLY
The Deputy Prime Minister & Minister of Finance (Shri M

(a) The current rates of tax in India on the business income

Dud);
domestic

ies, and the corresponding rates of tax in US.A., UK., France and

(c) and (d). The rates of tax on the incomes of corporate

Japan, as could be gathered from the material available with the Govem-
meat, are set forth in the Anncxure.

(b) No, Sir.

and non-

corporate tax payers are reviewed every year in the light of the economic
needs and the budgetary requircments of the country and the annual taxa-
tion proposals of the Government are formulated on the basis of such

Statement showing the Current Rates of Tax in India on the Business Income of Domestic

Companics and the corresponding rates of tax in U.S.A.. UK., France

and Japan.

India :
A. Widely-held domestic company (i.e. domestic company in which the

public are substantially interested) :
(i) with total income not more than Rs. 50,000 ..
(ii) with total income more than Rs. 50,000:
(a) derived from a non-priority incustry .. .. .. ..
(b) dcrived from a ‘*priority industry’ ..
B. Closely-held domestic ‘industrial company® (i.e. company engaged in
the generation or distribution of electricity or any other form 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
(b) derived from a “priority industry’
(ii) with total income more than Rs. 10 lakhs :
(a) derived from a non-priority industry—
First Rs. 10 lakhs
Balance .. ..
(b) derived from a “priority industry’—
First Rs. 10 lakhs .
Balance .. .. .. .. .. .

. ‘e

Rases of
Income-tax

45%,

553
50-69.*

55%
50-6%*

55%
0%,
5029+
§5-2%*
652

Companies are also liable to pay surtax at 255, on the amount by which their

chargeable profits (broadly, profits after income-tax, as reduced by items of income
exempt from surtax,) exceed 10°%, of their capital basc or Rs. 200,000, whichever
is higher. The capital basc includes besides paid-up capital, reserves, debentures,
and long-terms borrowings of the company.

*This is the effective rate of tax arrived at after the deduction, under

section £01

of the Income-tax Act, of 87/ of the profits derived from priority industrics, in the

computation of the taxable income of the domestic company.
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2 USA.: .
The rate of Federal Corporation tax is 52 -89, (48 % plus surcharge at 107, 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. UK. :
The ratc of corporation tax is 42-59%.
Corporations are also subject to the Selective Employment Tax.
4. France :

The rate of corporation tax is 50%/.

Corporations are also subject to a business tax. The amount of the tax is usuaily
related to :—
the kind of business carricd on:
the population of the municipality where the business is carricd on;
the number of employces:
the annual rental value of business buildings and cquipment.
5. Japan :
i The rates of corporation tax vary from 229, to 559, depending on the size of the
capital basc of the company, the magnitude of its retained earnings and whether it is
a family corporation.

Corporations arc also subject to a business tax, called the Enterprise tax. The
rates of this tax vary from 6°; to 1297

-G

Recommendation

The Committec notc that, according to the studics made by the
Ministry, thc rates of taxation on corporatc as well as non-corporate in-
come in India are gencrally higher than in the relevant foreign countries.
The Committce do not think that, in their effort to raise adequate
resources for development purposes, Government are justitied in creating a
situation where partly as a result of excessive rates of taxation large amounts
of unaccounted moncy arc found to be floating and the entire economic
atmospherc gets vitiated and in the process the growth of the rate of collec-
tion of direct taxes is adversely affected. The Committee would, there-
fore, strongly urge that the entirc tax structure of the country should be
critically cxamined in the light of the evils that have resulted inter alia from
the present excessive rates of taxation and that the practice of advanced
countries should be followed in order to avoid further provocation and
temptation to assessces to cvade their obligations to the Public exchequer.

(Serial No. 19 and Para 1.75—Appendix V to the 17th Report, 1967-68.)
Action taken
The suggestion made by the Committec has been noted.

[Min. of Fin. (Deptt. of Rev. & Ins.) D.O. Letter No. 7/9/68-Coord.,
dt. 6-11-68 ]

Recommendation

The Committee note that as a result of an external survey by the
Department 6, 11, 794 and 4, 26, 057 new assessecs were discovered dur-
ing the years 1964 and 1965 respectively. They also suggest that a study
should be made of the disclosures made under the new Voluntary Disclo--
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sures Schemes in order to effect an improvement in the system of the

(Serial No. 20 and Para 1.79 of Appendix V to the 17th Report, 1967-68.)
Action taken

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

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

No study of the Voluntary Disclosure Scheme with a view to improv-
ing the survey techmique 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 assess-
ments, necessitated by the reduction in the time-limit for asscssments 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.

[Min. of Finance (Deptt. of Rev. & Insurance) D.O. Letter No. 2841-
M(M)/68, dt. 18-12-68.]
R Iati

The Committee have been repeatedly stressing the desirability of launch-
ing prosecutions in clear and glaring cases of deliberate large-scale tax
eyasion in preference to the imposition of penalties. They were informed
in 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 aspect.
The Committee note however that although the number of cases of concealed
income detected during 1965-66 inc to 24,165 from 13,666 in 1964-65.
no prosecutions 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, 1967-68)

Action taken

"The observations of the Committee have been noted by the Government.
The Department has stepped up its tempo in the matter of launching pro-
secutions in the recent past as will be evident from the following figures :—

1965-66 ' Nil
1966-67 13
1967-68 7
1968-69 12

(up to 30-9-1968)
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.Apart from the above, prosecutions were also launched for offences under
the Indian Penal Code in connection with income-tax matters :—
1965-66
1966-67
1967-68
1968-69
(up to 30-9-1968).

U)NI--

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

2. A prosccution Manual has been prepared recently, in consultation
with the two experts from the United States of America, for the guidance
of all officers of the Department. This will also cnable the officers to pro-
cess the prosccution cases in a better manner,

3. Under the Income-tax Act, as it stands now, the burden of proving
the conccalment for the purposes of levy of penalty is not entirely on the
Department, but on the assessec as well.  On the other hand, in cases of
prosccution, the burden of proving the concealment conclusively is entirely
on the Department by positive evidence which will normally not be available
in all cases, though the evidence available may be enough for levying penalty.
This accounts for the numbcer of prosecutions not being on par with the
increase in the number of penalty cases. Another reason is that it takes
considerable time to process cases for prosccution before actually filing the
complaints.

4. A committee consisting of Departmental Officers was set up this year
to enquire into all aspects of tax evasion. On receipt of its report, further
measures (0 be taken will be considered.

[Ministry of Finance (Deptt. of Revenue & Insurance) M.O. No. 3/23/68-
IT (audit). dated 20-12-1968]

Further Information

The Departmental Committee on Tax Evasion has submitted its report
only about a fortnight back, It is being studied by the C.B.D.T. A state-
ment showing thc main rccommendations of the Committee and the action
proposed to be taken in pursuance thereof is expected 1o be furnished to
the Public Accounts Committce by 31st January, 1969. A copy of the
report also will be sent.

Recommendation

The Committee fcel disturbed at the Income-tax Department levying
penalties and fecling satisfied with this action without making out a case for
successful prosccution. Proper and adequate investigation would undoubtedly
enable the Department to get culpable assessees punished in a Court of Law.

24 LSS 65
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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 assessces 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).

Action taken

The observations of the Committee have been noted by the Government.
As desired by the Committce, the Government have intensified its efforts at
prosecution of assessees guilty of tax offences. An account of the same has
been 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 271(1) indiscriminately
are placed below.

[Min, of Finance (Deptt. of Rev. & Ins.) M. O. Letter No., 3/25/68-1
(Audit) dated 14-2-1969]

Further Information

Copies of two relevant circulars are placed below.

FOR DEPARTMENTAL USE ONLY
F. No. 58/19/66-1T(INV)

GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 31st October, 1966.
Circular No. 28-D (XLV-22) Of 1966

SuB. :(—Penalties under section 271(1)(c) of the Income-tax Act, 1961
as amended by the Finance Act, 1964—Scope of Explanation added
to Section 271(1)—Instructions regarding—

Some references have been received regarding the scope of the Expiana-
tion to section 271(1) in various types of cases, particularly, where the
margin of 20% between the assessed and the returned income is exceeded
as a reault of application of estimated rates of profits,
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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 Officer 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 cascs 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-
ness, the provisions of section 271(1)(c) should not be invoked. Where
the margin between the percentage shown and applied is large, and there is
reason to believe that the assessee is deliberately keeping books in a parti-
cular fashion with a vicw to pay lower tax, action under section 271(1)(c)
should be taken. The burden of proof will always be on the assessee, and
it will be for him to show that there is no fraud or gross or wilful neglect
and the provisions of section 271(1)(c) do not apply to the facts of the
casc.

3. In paragraph 98 of Board’s Circular No. 20 (LXXXV1) D of 1964,
dated the Tth July 1964 [F. No. 1(252)/64-TPL] it had been said that the
Explanation to section 271(1) should not be invoked in cases where income
assessed 15 up to Rs. 6,000 and the profits have been estimated under the
provisions of scction 145 and the facts and circumstances do not indicate
any fraud or gross or wilful neglect on the part of the assessce. Further in
Board’s Circular No. 15D (V-49 of 1965), dated 19th June. 1965 {F. No.
3/17/65-1T(B)] the application of the Explanation had been relaxed in
cases, other than company cases and loss cases, where the income already
assessed is Rs. 7,500 or less. In view of the large number of estimate
cases in lower categories, the Explanation 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 provisions of section 145 of
the Income-tax Act. 1961. :

4. These instructions may be brought to the notice of all the Officers
in your Charge.

Sd./- G. R. HEGDE,
Secretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax.
Copy forwarded to :—

. The Comptroller and Auditor General of India
{with 20 spare copies).
2. ANl Officers and Sections in the Direet Taxes Wing,
2 Director of Inspection (LT /(RS & P/INYVY . New Dethi

\ssistant Dircctor of Inspection (Bulleting 13 copies).

Sd./-
Secretary, Central Board oi Direcy Taxes,
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F. No. 58(105) 67-IT(INV)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 18th December, 1967

Circular No. 22-D (LXV-25) of 1967.

SUBJECT :—Penalties under section 271(1)(c) of Income-tax Act 1961 as
amended by Finance Act, 1964—Scope of Explanation added
to section 271(1)—Instructions regarding—.

In para 3 of Board’s Circular No. 28-D (XLV-22) of 1966, dated 31st
October, 1966, it was said that the cxplanation to section 271(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. Thc 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 incomce
assessed does not exceed Rs. 10,000 if the difference of over 20% is due
to addition of cash credits.

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
invoked if the addition is merely on account of estimate of profits or addi-
tion of cash credits.

Sd./-
Secretary, Central Board of Direct Taxes.
To

1. All Commissioners of Income-tax

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

D. L. (Investigation/Income-tax)/(R.S. & P.), New Declhi.
. All Officers & Sections in the Direct Taxes Wing.
. Bulletin Section—3 copies.

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

nawN

Further Information

(i) Measures taken to launch prosecutions successfully
The following steps have been taken to launch prosccution successfully:

(1) Instructions have been issued from time to time to all the
Commissioners of Income-tax to see that prosecutions are
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launched in as maay cases of tax evasion as possible. Relevant
circulars are placed below.

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

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

(4) A prosecution Manual has becn 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 Inspection
(Intelligence) at the headquarters of ecach Commissioner’s
charge to process cases of prosccution is under examination.

(6) The dcsirability of having legal advisers on a retainer basis to
guidc the officers is being censidered.

(7) For obtaining cvidence 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
Central Government in suitable cascs.

{ii) Measures taken to ensure that the prosecutions are not launched
merely with a view 1o compounding the sume and to recover large
composition fees :

A: 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 offencc arises only when the Department feels
that there are some technical hitches or doubts about a successful prosecu-
tion and the assessce has come forward with a proposal for compounding.
Prosecutions arc not launched with a view to compounding the same and
to recover large composition fees. All prosecutions are launched with the
administrative approval of the C.B.D.T. and the Commissioners cannot
later compound the offence cxcept with the approval of the Board. Such
approvals are given by the Board only in those rare cases where it is felt
that the chances of successful prosecution are not very bright. There is thus
no tendency to compound the offence after the prosccution is launched.

(iii) The cardinal principles which govern withdrawal of cases and com-
position of fees :

Once having launched a prosecution, the Government is normally against
catertaining any proposals for withdrawal of the case or for composition.
Compounding of an offencc after thc prosecution has been launched is
considered by the Board only in the following circumstances :

(1) The Departmental Counsel feels that the evidence relied om
cannot be proved to the satisfaction of the Court; h

(2) Key witnesses are cither not available or have become hostile;

(3) Wherc there is a risk of the offending asscssee getting away
with a token fine or a light punishment due to lapse of time or
other similar circumstances;
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(4) If in the course of the prosecution proceedings it becomes
evident that the chances of a successful prosecution are remote.

(iv) Measures taken to ensure that the prosecutions launched are only
in respect of the cases which are strong and the measures adopted
to ensure that their withdrawals are justified and bone fide only in
exceptional cases :

With a view to cnsure that prosecutions are launched only in cases
where the prospect of a successful prosecution is good, instructions have
been issued that no prosccution should be launched without the prior admi-
nistrative approval of thc Central Board of Direct Taxes. Similarly, Com-
missioners have been instructed not to compound or withdraw a prosecution
without the prior administrative approval of the Central Board of Dixect
‘Taxes.

JMin. of Fin. (Deptt. of Rev. & Ins.) D.O. Letter No. 2841-M(M) /68,
dated 18-12-1968]

F. No. 4/53/68-1T(Inv.)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 25th September, 1968

From

The Secretary,

Central Board of Direct Taxes.
To

All Commissioners of Income-tax,
Sir,

SuB. :—Prosecution under the Income-tax Act—Composition i—Instruc-
tions regarding.

Please refer to item No. V(4) of the minutes of the Commissiogers’
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 necessary to re-
emphasise that cases of tax evasion should be carefully worked up from
the point of view of prosecution. It has also been decided that cases of
prosecution should not normally be compounded where the chances of a
successful prosecution are good.

Youre faithfully,

Secretary,
Central Board of Direct Taxes.
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CONFIDENTIAL
E. K. Lyall,
Secretary,
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 :—Prosecutions—Launching of—Delay in—Instructions regarding.

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

2. In this connection the Minister of Finance has observed as under :
“There should be no hesitation in launching prosecution where the
facts warrant it.”
The Board desires that these directions should be strictly adhered to.

3. It has also been obscrved, that there is sometimes inordinate delay in
filing the complaints even after the prosecution has been approved. In some
cases prosccutions have not been launched even after a year of the Board's
approval. There seems to be little justification for this delay, since consul-
tation with the Standing Counsel and preparation of complaints should not

take such a long timc. In this context, the Minister of Finance also had
occasion to observe as under :

“Once prosecutions have been approved, there should not be so
much of delay.”

The Board would, therefore, like to impress upon you also that once the
prosccution is approved you should personally look into the matter so that
complaints arc filed, latest, within a period of three months of the Board’s
approval. In case of any difficulty in filing the complaints within this period
the matter may be brought to the notice of the Board.

Yours sincerely,
Shri
Commissioner of Income-tax,

CONFIDENTIAL
F. No. 58/86/67-IT(Inv.)

GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 5th October, 1967

From

The Secretary,

Central Board of Direct Taxces.
To

All Commissioners of Income-tax.
Sir,
SUBJECT :(—Launching prosccutions us a measure for checking tux evasion.

I am directed to refer to the Board's circular F. No. 58/20/64—1T(lny.).
dated 27th June, 1964 on the above subject, wherein it has been emphasised
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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 cascs received by Board for sanction of prosecution:
since the issue of this circular shows that the response has been very poor.
The number is given below (—

No. of proposals
for prosecution.

1964-65 9
1965-66 15
1966-67 14
1967-68 (up to 30-9-1967) 14

1t 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, therefore, like to emphasise once again that every
effort should be made to pick out cases of glaring and dcliberate conccalment
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
1 this respect does not fall below expectations,

Yours fuithfully,

Secretary, Central Board of Direct Taxes.



CHAPTER V

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH
GOVERNMENT HAVE FURNISHED INTERIM REPLIES.

Recommendation
The Committec would like to know of the progress made in respect of
the remaining cascs.
(Serial No. 22 and Para 1.84 of Appendix V to the 17th Report, 1967-68)

Action taken

The Committee desired to know of the progress made in respect of the
remaining 11,414 cases. The Commissioners of Income Tax have been
asked to review these cascs and report the details of the declarations where
action was taken for aggregating the income in the hands of the real owners.
From the reports so far received it is known that the incomes declared in
74 declarations were aggregated. Reports from the Commissioners of
Income Tax. Bombay City H, Bombay City IIl and Jaipur are still awaited.

[Ministry of Finance (Deptt. of Rev. & Insurance) D.O. fetter No. 3/19/67-
IT (Audit) (Fin.) dated 13-3-1969]

Recommendation

The Committee also desire that the recovery of the tax demanded and
the penalty imposed in these cases should be expedited.
(Scrial No. 25 and Para 1.96 of Appendix V to the 17th Report. 1967-68).

Action taken
The suggestion made by the Committee has been noted.
Instructions in the matter were issucd in this Ministry's letter No. 3/
24/68-IT (Audit). dated 17th July 1968 (copy cnclosed).
The Board is keeping a watch on the recovery of the penaltics imposed
by getting pecriodicul reports from the Commissioners of Income-tax. The
Collections so far reported are Rs. 19.74,800.

[Ministry of Finance (Deptt. of Rev, & Insurance) D.O. Letter No. 3,24/
68-1T (Audit), dated 15-11-1968]

F. No. 3/24/68-1T (Audit)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Dclii, dated the 17th July, 1968
To
All Commissioners of Income-tax.
SUBJECT :—Recommendations of the Public Accounts Commintee in their
17th Report (1967-68) on Para 1.96.
Sir,
The Public Accounts Committcc have observed in Para 1.91 of the

above report that out of Rs. 650,51,881 demanded as extra tax on con-
65
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ce income in 1964-65, the amount of tax recovered is only
R:legl8,34,729. The Board desire that thesc arrears should be collected
quickly. A report rcgarding actual collections made in this regard, may
please be furnished to the Board positively, by the 16th August, 1968. In
this connection Board's letter No. 15/215/67-1T(Inv.), dated 6th January,
1967 and your reply thereto may please be referred to.

Yours faithfully,
Sd./-
Under Secretary, Ceniral Board of Direct Taxes.
Further Information

(i) The period is 1964-65 and the amount represents the collection
against extra tax. The extra tax itself came to Rs, 6.50 crores.

(ii) The amount of penalty imposed during 1964-65 was Rs. 4.01
crores.

Recommendation

The Committee note that during the period 1964-65 and 1963-66 (up
to 31st August, 1966) 777 searches and raids were made by the Department
in respect of which asscssments have been completed only in 253 cases.
They desire that efforts should be made to complete the assessments in the
remaining cascs.

(Serial No. 28 and Para 1.103 of Appendix V to the 17th Report, 1967-68)

Action taken

Instructions in thc matter have been issucd o the Commissioners ef
Income-tax vide this Ministry's letter No. 3/27/68-1T(Audit), dated 8th
July 1968 (copy encloscd). A watch is being kept regarding the progress
made in completion of these assessments,

2. A report on the progress will be made to the P.A.C. in due ceurse.

[Ministry of Financc (Deptt. of Rev. & Ins.) D.O. Letter No. 2/27/68-1T
(Audit), dated 14-1-1969]

F. No. 3/27/68-1T(Audit)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi. duted the Sih Julv, 1968

From

Shri A. R. Rao,

Under Secretary, Central Board of Direct Tuxcs.
To

All Commissioncrs of Income-tax,

"SuB. :—Recommendations of the PAC in their 17th Repors (1967-68) in
Para 1.103.
Sir,
1 am directed to append below the rccommendation of the P.A.C. in
their 17th Report (1967-68) in Para 1.103 und to request that a report
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regarding further progress made in completion of assessment in these cases
may be furnished to the Board immediately. Steps may also be taken to
complete these assessments immediately.

Para—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 asscssments have been completed only in 253
cases. They desire that efforts should bc made to
complete the assessments in the remaining cases.”

Yours faithfully,
Under Secretary, Central Board of Direct Taxes.

Forther Information

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

Recommendation

The Committee arc surprised that no prosecution has vet been launched
in the cases of concealed incomc detected as a result of scarches and raids
during 1964-65 and 1965-66.

{Scrial No. 29 and Para 1.104 of Appendix V to the 17th Report. 1967-68).

Action taken

Prosccutions were launched in the following cases where raids had been
conducted during 1964-65 and 1965-66 :

(1) M/s. Dayalji Bhawaniji, Calcutta.

(2) M/s. Soh Kisan Cold Storage Ltd.. Patna.
(3) M/s. Chiranjilal Ramjidas, Dethi Central.
(4) Smt. Asha Parckh. Bombay.

In the following cases the processing of the material is completed and
prosccutions are being contemplated :—
(1) Dr. Pandit Rao Planitkar, Hvdcrabad.
(2) 3 cases of Bombay are being processed by the Intelligence Wing.

(3) Shri K. Simrathmall, Madras (Central).
Prosecution about to be launched.

(4) 1 case of Calcutta Central is under study.
Instructions have been issucd that there should be no delay in filiag
prosccutions complaints once the papers arc processed.

{Ministry of Finance (Decptt. of Rev. & Ins.) D.O. Letter No. 3,/28/68-1T
(Audit), dated 21-11-1968].
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Recommendation

The Committee would like to know the outcome of this case which is
before the Supreme Court. They also desire that the Ministry should
cxamine the present procedure of searches and raids in order to ensure that
the officers do not use arbitrarily the wide authority 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 pending before the Supreme Court.

Dectailed instructions have already been issucd to the authoritics about
the manner in which the enlarged powers of search and seizure are to be
excrcised.  Copies of these instructions arc cnclosed.

[Ministry of Finance (Deptt. of Rev. & Ins.) D.O. Letter No. 3/29/69-1T
(Audit). dated 22-1-1969]

Recommendation

According to law, intercst is payable by Government if refunds are made
in cases (i) where the total income of an assessce does not consist solely
of income from interest on securitics or dividends, beyond a period of three
months from the date of which the total income is determined under the
Act and (ii) in other cases within six months from the date on which the
claim for refund is made. The Committee arc 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 were made within the
prescribed time limit. In this connection, the Committec would recommend
that Government should ensure payment of interest on refunds due to
assesses in all cases where the prescribed conditions in the Statute have been
satisfied whether the assessees claim the intcrest or not.

(Serial No. 35 and Para 1.121 of Appendix V to the 17th Report. 1967-68)

Action taken

Instructions in the matter have been issued to the Commissioners of
Income-tax vide this Ministry’s letter No. 3/22/68-1T (Audit). dated 28th
October, 1968 (copy enclosed).

A report whether in the remaining 73,423 cases refunds were made
within the prescribed time limit, as desired by the Committee, would be
sent later on.

[Ministry of Finance (Deptt. of Rev. & Ins.) D.O. Letter No. 3/22/68-IT
(Audit), dated 23-12-1968]
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F. No. 3/22/68-IT(Audit)
GOVERNMENT OF INDIA

CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 28th October, 1968,
From

Shri M. N. Rahman,

Under Seccretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax.

‘SUBJECT :—Recommendations of the Public Accounts Committee in their
17th Report (1967-68) in Para 1.121.

Sir,

1 have to invite your attention to the following recommendations of the
Public Accounts Committec made in Para 1.121 of their 17th Report
(1967-68) :

“1.121 : According to law interest is pavable by Government if
refunds are made in cases (i) where the total income of an assessce does
not consist solely of income from inttrest on sceurities or dividends, beyond
a period of thrce months from the date of which the total income i<
determined under the Act and (i) in othq cascs within six months from
the datc on which the claim for refund is made. The Committee are
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 onl\
The Committee would like to know whether in the remaining 73,423
cases rcfunds were made within the prescribed time limit.  In this con-
nection, the Committee would recommend that Government should ensure
payment of interest on refunds due to assessees in all cases where the
prescribed conditions in the Statute have been satisfied whether the
assessecs claim the interest or not.”

2. The Board desire that it may pleasc be ensured that payment of
interest on refunds duc to assessees is made in all cases where the prescribed
conditions in the Statute have been satisfied, whether the assesseces claim
the intcrest or not. In this connection reference is invited to Board's cir-
cunlars F. No. 36/6/67-IT(Al), dated 24th January, 1968 and No. 5/6/78-
IT(A-1IT), dated 20th August, 1968 regarding interest pavment under
section 243.

3. Information regarding the refunds allowed during the financial year

1965-66 may please be furnished to the Board in the proforma given
below —

No of casass in Amount of refund  No. of cascs in which Amoun' of
No. of which refund involv:dinrssnct  refund was not mad: interest paid
cascs. was made of cases in Col. 2 within the preseribed in respect of
within the time-limit. cases in Col.
prescribed 4.
time-limit.
1 2 3 4 5

Yours faithfully,
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Further Information

The information desired by the Committec 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 Committec as early as possible.

[Ministry of Finance (Deptt. of Rev. & Ins.) D.O. Letter No. 2841-M
(M) /68, dated 18-12-1968]
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CHAPTER 1
REPORT

. This Report of the Committee deals with action taken by Government
on the recommendations contained in their 29th Report (Fourth Lok Sabha)
on Chapter 1, IV and V of Audit Report (Civil) on Revenue Receipts, 1967,
which was presented to the House on 30th April, 1968.

+ 2.2. Out of 60 recommendations contained in the Report action taken
notcs/stalcments have been received in respect of 31 recommendations.
The Committec regret that Government have not furnished replies in respect
of as many as 29 recommendations which are shown in Appendix I. They
‘hope that replics 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) Rcecommendations/observations that have been accepted by the
Government .
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.

(1) Rccommendations/observaiions replics to which huve not been
accepted by the Committee and which require reiteration :

S. Nos. 8, 25 and 54 to 56.

(iii) Recommendations/observations "in respece of which  Govern- .
’ ment have furnished interini replics

. S. Nas. 31 and 42.

- 2.4, The Committee have dealt with a number of important issues in
their latest original Report (73rd Report) on Income-tax. They, therefore,
propose to deal with only a few selected recommendations, in this report.

Tax Stmcture_
Puragraph 223 (S. No. 8) )

2.5. In paragraphs 2.1 10 2.22, the Committee dealt with decrease in
rate. of growth of tax receipts and urged that Government undertake a com-
prehensive study of the structure of direct taxes with a view not merely for:
reviving but to increasing pace of savings and economic growth in  the -
country. The Commitice made the followiny  observation in para-
graph 2.23 : '

“2.23: Govcmmcnt should also consider in this connection the
suggestions made in the Final Report on Rationalisation and Simplifi-
cation of the Tax Structure.”

2.6. In the reply, the Department of Revenue have stated :

"*“In regard to  Shri Bhoothalingam’s  First Interim  Report on
Rationalisation and Simplification of the Tax Structure. a statement
73
2418869
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anges in the tax structy :
:au implemented (hm h the Finance Act, 1968. These éfaz'l"f&
Minmunum of the ‘dividend tax' on domestic companies with
0‘mncc to their excess distribution of equity dividends; prescription
standard deductions for cxpenditure on maintcnance and the wear
and tear of conveyances owned by salaried tax-payers; and deduction
m the computsation of the annual value of let-out house property, of
the whole of the local taxes in respect of the property, in all cases.”

“Some of the recommendations in Shri Bhoothalingam's reports relate
10 structural changes of a far-reaching naturc and decisions on these
recommendations can be taken by Government only after considering
the views and comments thereon. which had been invited from
Chambers of Commerce, cxpert bodies and members of the public.
These recommendations and the comments thereon are at present

under cxamination.”

2.7. The Committee note that some of the suggestions contained in the
“Final Report on the Rationalisation and Simplification of Tax Structure’
which did not involve any radical changes in the tax structure, _have beent
implemented by Government through Finance Act, 1968 and Finance Biil

Some of the more important recommendations contaimed in that
in the Statute are stated to be still

1969,
Report which invohe structural changes in
umder examination, The Committee would like Government to complete

their examination of these recommendations along with the recommen .
made by the Adminisirative Reforms Commission and the latest Report of
Enquiry Committee, 1968, as well as the practice obtsin’ng in

Tax evasion
other advanced countries so as t0 make the tax structure ratiomal, simple

and effective.

2.8. The Committee would also like to reiferate in this connection the
following observations made by them in para 2.22 of their Report fo which
no reply has been received so far :

“It is widely felt that rates of personal and corporate taxation have
reached such heights that the process of diminishing returns has
already et in. The Commitfee would urge that Government under-
take a comprehensive study of the structure of direct taxes with a
view not merely for reviving but to increasing the pace of savings
and economic growth in the counfry. Such a study should carefully
consider taxation measures adopted by countries which have adminis-
tered their tax laws soccessfully making inter alia tax evasion un-
rewardnig. Thic will enable suitable steps being taken to augment

tax revenues.”
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Mcusures 1o check vexatious assessments—
paragraph 2.59 (S. No. 25).

29. In Paragraphs 2.56—2.58, the Committce dealt with the question
of making a penal provision to the Income Tax Act for punishing Income
Tax Officers for dereliction of duty in cases of under-assessments and over-
assessments and made the following observations in paragraph 2.59 :

*2.59 : It will be seen that in Britain as well as Malaysia there is
a provision in law (o cnablc the assessce to proceed against an
Income Tax Official who wilfully makes a false and vexaiious sur-
charge of tax or resorts to any fraudulent, corrupt or illegal practice
in the exccution of his office.  The Committec have noted in para
2.54 of the Report that there is a growing tendency in th: Depart-
ment of Revenue to overpitch assessments which can be a source of
great vexalion 1o assessees.  In order to instil a sense of respon-
sibility in Income Tax Officials Government should seriously con-
sider in corporation of a suitable provision in the Income Tax Act
1o make Income Tax Officials and other Officials liable to judicial
r‘rocccdmg for wilfully making a false and vexatious assessment dis-
honest underasscssment or resorting to any fraudulent. corrupt or
illegal practice in the discharge of their official dutics.”

2.10. In their reply, the Department of Revenue have stated :

“The recommendation of the Committee has been considered 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-
missioners who were not borne on the regular Government establish-
ment. 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 provisions in the Indian Income
Tax Act on the lines of the discarded provisions in the U.K. Income
Tax Act.”

“The Government proposes to take suitable administrative measures
for minimising the scope of disputed additions in assessments and
climinatc vexatious assessments. Under-asscssments too are pro-
posed to bc prevented by more cffective vigilance by the superior
officers.”

2.11. In a further reply dated the 21st March, 1969, the Department of
Revenue have stated :

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

2.12. The Committee note that Government propose to “take suitable
administrative measures for minimising the scope of disputed additions in
assessments and eliminate vexatious assessments, Under-assessments too
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are proposed to be prevented by more effective vigllance by the superior
officers.”

2.13. The Committee would like to watch the results of administrative
measures proposed to be taken by Government through future Audit Reports.

Irregular Collection of amounts to make good the shortfall of Budget Esti-
mates—Paragraphs 2.145—2.147 (5. Nos. 54—56)

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 Officers
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 scrious 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 are unauthorised
and illegal.”

“It is clear that this practice results from the fixing of targets of
collections which the Income-tax Commissioners and Officcrs are
expected to reach. Under pressurc of such target being set for him,
the officer in question, then exerts pressure on the assessce 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 fulfilled ind to
sce that this directive is scrupulously carried out.™

“The Committce 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 becn

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/
66-IT(B), dated 9th December, 1967 (copy enclosed). This recom-
mendation of the Committec 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 thc important trades and business in particular
charges.

It is not that arbitrary targets are fixed for each charge of an ITO
by this IAC and the CIT and of each CIT’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
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only. This helps in securing sustained efforts for reaching the target.
The system should work well unless some of the authoritics make
a fetish of the target. Suitable 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
irrcgularities.  As such, the Ministry would wish to continue the
present practice.”

“A statement showing the number of cases in which tax had to 6e

paid by assessces without their being a legal liability during the last
3 years, 1964-65, 1965-66 and 1966-67 is enclosed (reproduced

below)
- C.LT. Charge o No.of Amounts Collected
. Cases
Bihar N o
Orissa .. .. .. .. .. .. .. 7 3,51,000 00
"Madras Il .. .. .. .. .. .. .. 16 1,63,000 -00
-Poona .. .. .. .. .. .. .. 3 37,500 00
-West Bengal 1, 11 & 1i1 .. .. .. .. .. 2 12,0¢ ,000 00
Dclhi (C) .. .. .. .. .. .. .. 4 7,50,000 00
Rajasthan .. .. .. .. .. .. .. 22 1,73,800 <00
Madras | .. .. . .. .. .. .. 3 6,25,000 -00
o 57 33,00,300 00

It will be scen that the total number of such cases is only 57 involy-
ing 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 considercd nccessary.”

“In view of the position explained above, it is presumcd that the
PAC will please reconsider their recommendations that no budget
target for cach Commissioner’s charge need be fixed.”

2.16. The Commniittee note from the statement that the number of cases
of irregular collection by Income-tax Officers towards the end of the finan-
cial year in order to reach the prescribed target of collections for their
circle numbered 57 involving Rs. 33 lakhs. Out of the amount of Rs. 33
hakhs, Rs. 12 lakhs pertain to the West Bengal charge, Rs, 7.5 lakhs to
Delhi and Rs. 7.88 lakhs to Madras.

2.17. The Committee note that Government have since issued instruc-
tions that such irregular collections should not be resorted to and that action
should be taken against the Officers who indulge in such irregular collections.

2.18. The Committee would like the Central Board of Direct Taxes to
keep a special watch in this behalf, particularly in the charges referred to
above, so as to ensure that such unauthorised and illegal collections are not
made by Income-fax Officers, on pain of deterrent penalty.



CHAPTER 1T

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 the 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,
could 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 s0 as to provide rcliable basic data for varying the rates of duty,
in spite of the recommendations made by the Committee in their carlier
Reports. It would also be recalled that Members have repeatedly 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 some
further measures to basc their estimates on better and up-to-date statistical
data with the help of computers and to have better coordination with other
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 is these that determine to a
large extent the rate of taxes and duties which arc to be levied through the
Finance Bill. The Committee also suggest that towards the end of the year
a critical rcview of the estimated reccipts vis-a-vis the actuals should be
made so that in the light of the findings, necessary correctives can be applied
to make the estimates for the next Budget more realistic.

[S. Nos. 1 10 4 of Appendix VII (Para Nos. 1.20 to 1.23) to the Twenty-
Ninth Report (Fourth Lok Sabha)]

Action taken

Customs

The observations of the Public Accounts Committee in regard to Customs
Duties have been noted. Every attempt is being made to make as accurate
78
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estimates of revenue as practicable.

(Deptt. of Revenue & Insurance O.M. No. 7/65/68-Coord., dated
’ 27-11-1968)

In order 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 arc held by them with the assessing officers
who are in day to day touch with importers who, in turn are in touch with
the Trade on the question of likely trends of imports.

A copy of the instructions issued to the Collectors on the 16th October,
1964 is appcnded (not print2d) for information of the Committee. These
instructions were again brought to the notice of the ficld formations in
April, 1966, reiterating the need for greater accuracy in framing the esti-
mates and for Collector bestowing his personal attention on this matter.

3. In this Ministry, pcriodical review of revenue coliection is made to
watch the progress and to ascertain reasons for any 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 arc also finalised. Before this, detailed reports reccived from the
Collectors at the ports as well as the information furnished by the Economic
Affairs Department regarding the likely release of Forcign Exchange during
the coming ycar are given due consideration. In fact the estimates are to a
great extent bascd on the figures of likely release of foreign exchange fur-
nished by the Economic Affairs cpartment. Whenever, possible the
sollections during January arc also taken into account. The information
available with the various other Ministries/Departments on the anticipated
import programme of the items with which they are conccrned to the extent
available. arc collected and scrutimsed. Al the Ministries/Departments
which are concerned are consulted. They are listed below for the informa-
tion of the Committee :(—

Ministry of Finance (Department of Economic Affairs).
Ministry of Commerce.

Ministry of Railways.

Ministry of Petroleum & Chemicals.

Ministry of Stecl, Mines and Metals.

N v kW

Ministry of Industrial Development,
(Directorate General of Technical Development).

~

Chief Controller of Imports & Exports,

Lad

State Trading Corporation of Indi: Limited.
9. Minerals and Metals Trading Corporation of India Limited.
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The Ministries/Departments consulted can only furnish their import pro-
gramme which is based on a certain anticipated demand and availability of
foreign exchange. For large arcas 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 different tariff
items which carry different rates of duty or are subject to different LT.C.
policy, but are grouped together under the same Budget head. Some sort
of ad hoc allocation of the total estimatcd imports, therefore, becomes
unavoidable.

" 4. An inter-Ministerial mecting is also held in the room of the Chair-
man/Member, Central Board of Excise & Customs and senior officers of
each of the Ministry/Department are consulted so that doubts and possible
discrepancies in the information furnished by them could be resolved by
discussion and the final Budget cstimates determined. In this meeting the
Economic Adviser to the Ministry of Finance and the scnior officers of the
Budget Division of the Department of Economic Affairs are also invited.
And finally the figures arrived at are vetted and amended to the extent felt
necessary by the Economic Affairs Department.

II . A revicw of the estimated receipts vis-a-vis the actuals has been
made twice this vear at the thrce monthly and six monthly stages. The
results show that there has been a fall in the import duty duc to further fall
in -imports. The results of the review have not shown anything wrong
needing application of correctives for the next Budget as the reasons for the
short: fall are found to be not due to anv wrong or inaccurate method of
estimation while framing the cstimates but because imports cannot  be
estimated precisely on account of inherent uncecrtainties.

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

The observations of the Public Accounts Committee have been noted

and all efforts are being taken to make the estimates as realistic as practic-
able.

(Deptt. of Revenue & Insurance O.M. No. 7/65/68-Coord.,
dated 22-11-1968)

Central Excise

Action taken statcments in respect of paras 1.20 and 1.23 of the Com-
mittee’s 29th Report (Fourth Lok Sabha). so far as they rclate to the
budgetting of customs receipts, have already been furnished to the Com-
mittee. So far as Central Excise receipts are concerned, this Ministry have
taken note of all the recommendations made by the Committee in their
earlier Reports in regard to revenue forccasting and have taken positive
steps to make their cstimates as accurate and realistic as possible. The
steps taken by the Ministrv have been brieflv mentioned in para 1.11 of the
Committee’s 29th Report (Fourth Lok Sabha).

_ 2. The Statistics and Intellipence 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.
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3. This Ministry is already following the suggestion made by the Com-
mittee that towards the end of the year a critical review of the estimated
receipts vis-a-vis the actuals should bz madc so that in the light of the
findings necessary correctives can be applied to make the estimates for the
next budget more realistic. This Ministry conducts three exercises in regard
to 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
August-September, revised budget estimates on thc basis of three months’
-actual performance are indicated. In the subscquent two exercises under-
taken in November and January on the basis of six months’ and eight months’
actual performance respectively, revised budget cstimates for the running
year as well as forecast for the next financial year are indicated It is only
by the time of the third exercisz that estimates of production in the remain-
ing part of the running year as well as the following year are received from
the other Ministrics. Thesc estimates are duly taken into account in pre-
paring the final revised budget cstimates and the forecast. Inter-Ministerial
meetings are arranged to personally discuss the likely levels of production.
-clearances for home consumption and for cxport, import policy regarding
industrial raw materials etc. Thesc meetings are also attended by the
Economic Adviser and officers of the Budget Division. Revised Budget
Estimates and the forecast arc then finalised on the basis of agreed conclu-
sions. Howcver. it is the Budget Division which ultimately decides the
revised budget estimates and the forecast.

4. In spite of these mcasures, there have becn variations in our esti-
mates and actual collections. This is due largely to the factors which could
not have been foreseen at the time of framing the estimates.

5. This Ministry would take the opportunity of assurineg the Committec
-once again that all efforts are being made to make the revenue estimates as
accurate as practicable.

(Deptt. of Revenue & Insurance O.M. No. 7/65/68-Coord.,
dated 17-1-1969),

Income-tax

‘The steps taken by the Department to achieve greater accuracy in the
estimation of revenue arc cnumerated below :—

(1) Results of balance sheets of important companies are studied
with reierence to the profits disclosed by them for the latest
assessment year as compared to the preceding year to judge the
likely collections from provisional and self-assessments. advance
tax and general trend in growth of economy.

(2) The Commissioners of Income-tax are asked to contact the
management of companics with huge income to ascertain the
trend of profits during the current year as compared to the
preceding year to ascertain the likely collections from advance
tax.

(3) A liaison is maintained with the Directorate General of Techni-
cal Development, Planning Commission, ctc. and information
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is also obtained from the bulletins issud by the Central Sta--
tistical Organisation to find out the likely trend of production of
important trades and industries for current year which wouald
help estimation of revenue from advance tax and the forecast
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, devclopment rebate,
profits from new industrial undertakings and exemptions under
section 84 and 101 under the Income-tax Act, 1961.

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

(6) By making a continuouy study of the revenue potential in cases
of corporate and non-corporate tax payers accounting for the
bulk of the revenue and making scparate estimate of the expect-
ed revenue from deduction of tax at source from salaries in-
terest on securities and dividends. Whilc estimating the revenue
from such cases, the likely effect of the following factors is
taken into consideration :

(1) Devaluation;

(ii) Revision of authorised prices of the commodities produced’
by it (if any),; where the prices arc not controlled, the
market trend in the commodities,

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

(iv) Liberalisation of imports (if any).

(v) Credit control measures (adopted by thc Government or
Reserve Bank of India).

(vi) Sharp variations in crop yields (where relevant).

2. So far as further measurcs for improving the machinery for budgeting
of revenue arc 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 income, 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) llsrli(rlllging up-to-date the cards of cascs with incomes above Rs. 1
akh.

(v) Preparation of a Manual Index in the Directorate of 500 or so-

]top cases from the cards of cases with income above Rs. 1
akh,

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

(viii) A study of prices of sclected 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 likcly to be taken very shortly,

3. So far as the question of preparing more reliable estimates on better
and up-to-date statistical data with the help of computers is concerned,
Honeywell Computors have been installed in the Directorate of Inspection
(R.S: & P.) under the control of C.S.0. 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 LT. No. 125 (Old IT 30s). Although the
Statistics regarding the demands raised have been computarised, it is feared
that this will help only a little, in making a reliable forecast of the budget
estimates.

4. The D.I.(R.S. & P) is also being asked to find out as to how far the
statistics regarding arrears including their analysis and oollections 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 scope in this direction and this Ministry is taking steps to make
the co-ordination more effective. The Committee's suggestion that towards
the end of the year a critical review of the estimated recepits vis-g-vis the
actuals should be made, so that, in the light of the findings necessary cor-
rectives can be applied to make the estimates for the next budget more
realistic, has been noted for being put into operation,

|Deptt. of Revenue & Insurance D.O. No. 15/10/68-IT (Audit),
dated 22-1-19691
Recommendation

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 hardly any normal growth in 1966-67 and 1967-68.

[Serial No. 5 (Para 2.20) Appendix VII to the 29th Report, (Fourth Lok
Sabha)].

Action taken

The obscrvations of the Committee have been noted for guidance.
(Peptt. of Revenue & Insurance D.O. No. 15,12/68-1T(Audit). dated
23-12-68].

Recommendation

The Committee would like to invite attention to the observation made
by them earlicr in Para 1.75 of their 17th Report (Fourtl_l Lok Sabha). The
Committec had cited there the Ministry’s own note to bring out the fact that
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the rates of taxation on Corporate as well as non-Corporate income in India
are generally higher than in relevant foreign countries,

ISerial No, 6 (Para 2.21) of Appendi);la VII to the 29th Report,'(Fouiih Lok
Sabha)]. . .

Action taken

_ . The observations of the Committee have been noted. o
{Deptt. of Revenue & Insurance D.O. I*]Io. 15,13/68-1T (Audit), dated
- 23-11-68.

Further reply

The tax structure of the country is being reviewed year after year beforc
the formulation of Budget proposals. The rates of taxation of income of
corporate and non-corporate tax-payers are reviewed cvery 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 allowing rcbates and rcliefs from the standard rates of
tax, the practice followed by advanced countrics are taken due notice
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 companics
and the corresponding rates of tax in the US.A.,, the UK., France and

Japan. A copy of the same is placed for the perusal of the Committee
(Annexure).

[Deptt. of Revenue D.O. No. 15,/40/68-1T(Audit), dated 28-3-1969.]

ANNEXURE

Statement showing the Current Rates of Tax in India on the Business Inceme of
Domestic Companies and the Corresponding Rates of Tax in U.S.A.,
U.K., France and Japan.
Rates of Income-tax
1. India A. Widely-held domestic company (i.. dom-.s'ic compiny
in which the public arc subs'antially interestcd)
(i) With.total incom: no! mor: then Ra. 50,000 .. .. .. 459,
(1) With total income mor: than Rs. 50,000:
(a) derived from a non-priority industry .. .. .. .. 55°,
(b) derived from a “priority industry’ ) .. ..
B. Closely-held domestic ‘industrial company” (i.e. company cngaged
in the generation or distribution of electricity or any other form

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 .. .. .. .. 85«
(b) derived from a ‘priority industry’ .. .. .. .. 5069
(ii) with total income more than Rs. 10 lakhs :
(a) derived from a non-priority industry :—
First Rs. 10 lakhs .. .. .. .. .. .. 55%.
Balance .. .. .. .. .. .. .. .. 609,
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(b) derived from a ‘priority industry’—

First Rs. 10 lakhs .. .. .. .. . .. ..o 50-2%e*
Balance . .. .. .. .. .. .. ..o 5529
C. Closcly-held domestic non-industrial company .. . .. .. 65%

Companies are also liable to pay surtax at 259 on the amount by which their
chargeable profits (broadly, profits after income-tax, as reduced by items of income
. exemp from sur tax) exceed 107, of their capital base or Rs. 2,00,000, whichever
is higher. The capital base includes besides paid-up capital, reser\cs, dcbentures,.
and long-term borrowings of the company. 2
2. US.A.

The rate of Federal Corporation tax is 52 ‘8% (48 %, plus surcharge at 109 thereof.)y
. Corporations are also subject to State or local taxes on income at rates ranging
in the majority of States from 5% to 79;.
3. UK.
The rate of corporation tax is 42-5%,
Corporations are also subject to the Selective Employment Tax.
4. France
The rate of corporation tax is 50°%.

Corporations arc also subject to a business tax. The amount of the tax is usually
related to

—~the kind of business carried on;

— the population of the municipality wherc the business is carried on:
-—the number of employecs;

— the annual rental value of business buildings and equipment.

W

. Japan

The rates of corporation tax vary from 22°%/ to 55°, deperding on the size of
the capital base of the company. the magnitude of its retained earnings and whether
it is a family corporation.

Corporations arc also subject to a business tax, called the Enterprise tax. T
rates of this tax vary from 6°, to 12° ..
Recommendation

The Committec have carefully considered the various mistakes and ir-
regularities 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 lost”™. The Committee are glad that the Ministry of Finance (Depart-
ment of Revenue) also realise the importance of revenue audit. The Com-
mittec expect that as stated by the Secretary of the Revenue Department,
there will be willing co-operation of the Departmental officers with Revenue
Audit in the matter of complying with Audit requirements.

[Serial No. 9 (Para 2.34) of Appendix VII to the 29th Report, (Fourth Lok
Sabha)].

Action taken

The observations of the Committee have been noted. Copy of the
instructions issued is enclosed (Annexure).

[Deptt. of Revenue & Insurance D.O. No. 15/16/68-IT(Audit), dated
22-1-69.]
T “'Th; |s t.h;;t;ectivc rate of tax arrived at after the deduction, under section
801 of the Income-tax Act. of 8°, of the profits derived from priority industries,
in the computa‘ion of the taxable income of the domestic company.
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ANNEXURE

F. No. 83/14/68-IT(B) Audit.
GOVERNMENT OF INDIA

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

‘From
Shri S. Bhattacharyya,

Secretary,
Central Board of Direct Taxes.

“To
All Commissioners of Income-tax,
-Sir,
SuB : Working of Internal Audit Parties—Scrutiny of—

1 am directed to say that the Board have decided that the records of the
Internal Audit Wing of the Income-tax Dzpartment 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 the
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)

Secretary.
Central Board of Direct Taxes.

Recommendation

2.40 : In order to allay the public impression which has bcen borne
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 disposec of on appeal during the
last three financial years in which assessments made by the 1.T.Os. have
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 guide-
lines for calculating the assessable income more appropriately. )

{Serial No. 15 (Para 2.40) of Appendix VII to the 29th Report,
_ (Fourth Lok Sabha)].

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 selected
charges of Uttar Pradesh, Delhi and the Punjab, Further action will be
taken after study of their report, which is expected to be available by end

of January 1969.
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2. The study would be extended, if necessary, to Bombay or Calcutta,
after gaining experience from the present programme,

[Deptt. of Revenue & Insurance D.O. No. 15/22/68-1T(Audit), dated
10-1-69.]

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 conditions
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 exa-
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 Lok
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
action thereon, As important recommendations regarding the administrative
set-up of the Income-tax Department and the pay-scales for the different
categories of officers arc 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 recommendations
together. The study and the subsequent implementation of the recommenda-
tions are expected to take some time.

[Deptt. of Revenue & Insurance D.O. No. 15/23/68-1T (Audit), dated
. 4-1-69.]

Recommendation

The Committee find that for the period 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 has been taken so far by the
Department. The Committee consider that it is equally, if not more, impor-
tant that the amount recovered by Government in excess of taxes due is
refunded without delay to the parties concerned.

The Committes 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 Committce have been noted by the Gov-
ernment for compliance. Instructions have becn issued to all the Commnis-
sioners of Income-tax to take necessary action in the matter. A copy of
the instructions is enclosed (Annexure).

[Deptt. of Revenue & Insurance D.O. No. 15/9/68-1T (Audit), dated
9.12-68.]
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ANNEXURE
Immediate
GOVERNMENT OF INDIA

CENTRAL BOARD OF DIRECT TAXES

F. No. 15,9/68-1T(Audit)
New Delhi, the 6th November, 1968.

From
The Secretary,
” Central Board of Direct Taxes.

To
All Commissioners of Income-Tax.

Sir.

~ SUBJECT :—Public Accounts Committee—Implementation of the recom-
' mendations—Paras 2.52 and 2.53—Over-assessment.

I have to invite your attention to the following observations/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 4,522 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 : The Committee find that the number of cases of over-assessment
brought to notice by Internal Audit has risen from 7,401 in-
volving Rs. 16.43 lakhs in 1963-64 to 14,457 involving
Rs. 83.75 lakhs in 1966-67".

2. The figures quoted by the Public Accounts Committce 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 mistakes of over-assessments pointed out by
Internal Audit Parties. In everv Commissioner’s charge, the Chief Auditor,
or the LLA.C. (Audit), as the case may be, should ensure that mistakes
pointed out by the LA.Ps. are rectified within a period of three months of
the communication of such mistakes.

Yours fajthfully,
Secretary,
Copy forwarded to :— Central Board of Direct Taxes..
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Recommendation

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
Commiittec would like to be 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 desired by the Committee, a detajled study to identify the causes of
over-assessments has becen made on the basis of the reports received from
the Commissioners of Income-tax in this respect. The principal causes are
summarised below :

(i} Inclusion of certain items twice in the computation of income,
e.g. items of inadmissible expenditure debited to P&L Account
and also to P&L. Appropriation Account. Disallowance of beth
the items would result in over-assessments;

(i1) 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 company.

(b) tax levied 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
were closed after a period of 12 months.

(v) Sometimes credit for tax deducted and paid at source, 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.

(vi) Rebate incorrectly allowed: entertainment allowance incorrectly
allowed.,

(vil) Unabsorbed depreciation, development rebate and losses of the
carlicr years not correctly set off.

2, From the above analysis, the Ministry is inclined to feel that the
causes of over-assessment can hardly be ascribed to malice or ‘mala fide’
of the officials making the assessments. It is pertinent to observe here
that various appellate and revisionary authorities help correcting the errors,
irrespective of whether they are in favour of Revenue or against,

L.241L8S:69
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3. The Ministry is anxious to minimise the mistakes comrmitted 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 mis-
takes committed by a particular officer. A copy of the instructions issued
in this respect is enclosed (not printed). Recently, general instructions have
been issued to the Commissioners of Income-tax to see that the Tncome-tax
Officers avoid making overpitched assessments (annexure).

[Deptt. of Revenue & lnsuraticse 112)28 ]No. 15/3/68-IT (Audit), dated

ANNEXURE
F. No. 15/3/68-IT(Audit)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 13th November, 1968.
From

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

To
All Commissioners of Income-tax.
Sir,
SuUB : Public Accounts Committee—29th Report—Para 2.54-—Over-

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 lakhs in 1963-64 to
Rs. 83.75 lakhs in 1966-67. In other words, the average amount of over-
assessment was Rs. 223 in 1963-64 and Rs. 579 in 1966-67. This
increase led the P.A.C. to observe in paragraph 2.54 of their report as
follows :

“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 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 like to be informcd
of the remedial measures taken by Government in this behalf.”

The observations made by the Committee may please be brought to the

notice of all the Income-tax Officers and the IACs under your charges.
2. The Board desire that you should take action, wherever necessary.

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
-out by Audit,

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

The Committee are inclined to consider that in cases of over-assessment,
it is the moral duty of the Government to refund the excess tax coliected
erroneously or illegally and not plead limitation. They suggest that Govern-
ment should consider the feasibility of amending the law suitably so that
the Commissioners cannot reject revision petitions for refund in cases of
over-assessment 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, waiving
legal impediments. The Commissioners of Income-tax have, by and large,
the same attitude. Under the existing administrative instructions the
Commissioners of Income-tax are required to refer to the Government
cases of over-assessment occurring due to mistakes of law or facts relating
to the computation of total income or tax thereon, which cannot be nor-
mally rectified duc 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 ia
the course of his deposition beforc 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 ap-
plied. It is surprising that the assessments were made by four different
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 procedure under which Income-tax Officers 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)].
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Action taken

Instructions regarding checking of tax calculations have been issued
vide Board's letter F. No. 36,/40/67-IT (Audit) dated 13-12-1968
(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]

ANNEXURE

F. No. 36,40/67-1T (Audit)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 13th December, 1908.

From

Shri S. Bhattacharyya.

Secretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax
Sir,

SUBJECT :—Checking of tax calculations—Income over Rs. 1 lukh—Instruc-
tions regarding—.

In accordance with the instructions contained in  Chap. XII. para
22(vit), 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. 1t has come to the notice of
the Board that these instructions are not being scrupulously followed. The
Board desire that the instructions should be strictly followed by all the

Income-tax Officers in your charge and any lapse on the part of an officer
should be taken serious notice of.

Yours faithfully,
Sd. -
Secregary,
Central Board of Direct Taxes.
Copy forwarded to :—
(1) D.I. (AT)/D.1. (S&P)/D.1. (Investigation).
(2) All officers and Section in the Income-tax Wing.
(3) D.S. (Budget) with 5 spare copies.
(4) D.I. (RS&P) for Bulletins.

Recommendation

The Committee are concerned to note that the Income-tax Officer al-
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 VII to the 29th Report
(Fourth Lok Sabha)].
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Action taken
The matter was examined and the official concerned has been cautioned.

[Deptt. of Revenue & Insurance D.O. No. 15/40/68-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)]j.

Action taken

The observations made by the Committee have been noted for compli-
ance. Shri S. Boothalingam has, in his Final Report on Rationalisation and
Simplification of the Structure, made some recommendations for simplify-
ing the depreciation rate schedule and computation of depreciation allow-
ance. These recommendations are at present under consideration in the
light of the comments and suggestions received from various Chambers of
Commerce and other public bodics.

[Deptt. of Revenue & Insurance D.O, No. 15 4/68-1T (Audit)
dt. 17-1-69]

Recommendation

The Committece would like 1o know about progress made in the rectifi-
cation of the assessments for the years 1955-56 to 1959-6C and the recovegy
of the tax for the assessment years 1960-61 to 1964-65.

[Serial No. 41 (Para 2.102) of Appendix VII to the 29th Report
(Fourth Lok Sabha)].

Action taken

The rectification of mistakes in the case of M/s. Digvijav Mills Ltd.,
Jamnagar for the asscssment years 1955-56 to 1959-60 has been carried out.
A sum of Rs. 2,49.933 has been raised as additional demand for the assess-
ment year 1960-61 to 1964-65 in this casc, which has since been
collected.

[Deptt. of Revenue & Insurance D.O. No. 15748 68-1T (Audit)
dt. 22-1-69]

Recommendation

The Committee regret that, in this case, the negligence of the sccond
Income-tax Officer 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 2.110) of Appendix VII to the 29th Report
(Fourth Lok Sabha)].
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Action taken

The following demands have been recovered on 29-10-68 by adjustment
of E.P.T. refund.

AY. 58-59 .. 5,921.88
AY. 59-60 .. 5,625.88
AY. 60-61 .. 7,687.20

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. 18-12-68]

Further Information 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 1950-51.

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 remewal whether the firm was in existence
or whether a partnership deed was in operation. The negligence of 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 2.118) 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. 15/53/68-IT (Audit)
dt. 16-12-68]
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Recommendation

The Committee find that the tendency of not levying interest is on the
increase from year to year. In the Audit 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
lakhs, 1297 and Rs. 17.72 lakhs and 1834 involving Rs, 32.60 lakhs res-
pectively. The Committee also note that as a result of a review ordered
by the Board in January, 1966, interest amounting to Rs. 93.61 lakhs was
levied. The Board have issued necessary instructions to avoid non-levy
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)]

Action taken
The suggestion of the Committee has been noted.
[Deptt. of Revenue & Insurance D.O. No. 15/56/68-IT (Audit)
dt. 18-12-68]
Further Information sought
The Committee in their recommendations had desired that the matter
should be kept under watch. In the reply 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.
Reply

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]

ANNEXURE

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 regarding

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
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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 reports that mistakes
regarding non-levy of penal interest under these sections have 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. 833 lukhs

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 Committeg desirc that a
general all India review may be undertaken and nccessary 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 cascs
(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 1.T.Os to ensure that penal interest is levied in all
cases wherever it is leviable. When making an assessment for past year,
the L.T.Os should verify if penal interest had been correctly charged in the
past year and if not take steps to levy such interest.

Yours faithfully.

Sd./- WASIQ ALI KHAN
Secretary
Recommendation

The Committee regret to point out that the Income-tax Officer did not
make use of the particulars of bogus “Hundi Dealers” furnished by the
Central Board of Direct Taxes in August, 1964. The omission resulted In
under-assessment of tax of Rs. 1,00,942 for the asscsment years 1961-62
and 1962-63. The Committee would like to know about the rectification
of the asessment for the year 1962-63,

[Serial No. 50 (Para 2.133) of Appendix VII to the 29th Report,
(Fourth Lok Sabha)]
Action taken

The assessment in the case of M/s. Punjab Timber 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. O. No. 15/57/68-IT Audit)
dt. 18-12-68
) Recommendation

The Committee hope that the Board will keep under constant watch the

question of breaking “Hundi” rackets.

[Sr. No. 51 (para 2.134) of Appendix VII to the 29th Report
(Fourth Lok Sabha)]
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Action 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 Revenue & Insurance D.O. No. 15/58/68-IT (Audit) ~
dt. 23-12-68]

Recommendation

The Committec arc glad that the mistake has been rectified and the
refund duc given. The Committee cxpect that Income-tax Officers will
exercisc every care in computing the net salary income so as to avoid the
recurrence of such mistakes.

[Serial No. 53 (Para 2.141) of Appendix VII to the 29th Report,
(Fourth Lok Sabha)]

Action taken

The officers have been supplied detailed instructions of Finance Acts
and assessments are expected to be made carefully.

[Deptt. of Revenue & Insurance D.O. No. 15 '60/68-IT (Audit)
dt. 13-12-68]

Further Information sought

The over assessment was occasioned duc to the incorrect figure of
$ 1.,13,125 shown in the salary statement being adopted for purposes of
asessment instcad of the correct figure of $ 13,125 which could have been
found out by the Department had the total of the salary statement been
checked. It is not clear how th2 detailed instructions issued in respect of
Finance Acts would be pertinent to thé omission.

Reply

For the corrcct computation of net salary as and when changes are
made by the Finance Act. instructions are invariably issued. Of course, for
typographical mistakes, as in the instant case. the Income Tax Officers are
to check up the totals of salary statements before adopting the figures for
assessment  purposes.

[Deptt. of Revenue & 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 Salcs Tax Act with a
view to facilitate the levy of Sales-tax in such cases. The” Committec would
like to be informed of the action taken in this case.”

[SI. No. 59 Appendix VII (para 3.11) of 29th Report of Public
Accounts Committee—Fourth Lok Sabha]



Action taken

With effect from 1st February 1963, coal including coke in all its forms,
imported from outside Delhi, is liable to tax in the Union Territory of
Delhi at the first point of sale under Section 5(1) (b) of the Bengal Finance
(Sales Tax) Act, 1941, as extended to the Union Territory of Delhi. It
was noticed by Audit that coal was delivered directly by importers (without
taking delivery thereof) to the depot holders by endorsing the railway
receipts 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 Delhi 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-
tlance 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 caSe subse-
quent inter-State sales are made to unregistered dealrs or consumers, sib-
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 utilise the forms prescribed under the Act at the time of his purchase
of the goods. A Bill to amend the Central Sales Tax Act, 1956, including
inter-alia 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 is
concerned, the procedure for delivery of coal to depot holders has since
been revised. The importers, instead of endorsing the railway receipts,
now take delivery of the coal in Delhi before it is sold by them to the depot
holders. In view of this revised procedure, the sale by the importer t~
the depot holder becomes first sale in Delhi liable to tax under the Bengal
Finance (Sales Tax) Act, 1941. ‘

{Deptt. of Revenue & Insurance D.O. No. 16/20/68-IT,
- dt. 12-11-68]



CHAPTER I
RECOMMENDATIONS/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. 8 (Para 2.23) of Appendix VII to the 29th Report
(Fourth Lok Sabha)].

Action taken

1. In regard to Shri Bhoothalingam’s First Interim Report on Rationali-
sation and Simplification of the Tax Structure, a statement sctting the list
of the recommendations in that Report and indicating the action taken
thercon. is enclosed (Annexure).

2. Decisions on the recommendations in Shri Bhoothflingam’s Final
Report will be taken by Government after a carcful and through study of
their implications and after considering the views of Chambers of Com-
merce, cxpert bodies and members of the public. However, some of the
suggestions in the Final Report on matters which were already cngaging the
attention of the Government and which did not involve any radical changes
in the tax structure have becen implemented through the Finance Act. 1968.
These relate to discontinuance of the “dividend tax’ on domestic companics
with reference to their excess distributions of equity dividends; prescription
of standard deductions for expenditure on maintenance and the wear and
tear of conveyance owned by salaried tax-payers: and deduction. in  the
computation of the annual valuc of let-out house property, of the whole
of the local taxes in respect of the property. in all cases.

3 Some of the recommendations in Shri Bhoothalingam’s reports relate
to structural changes of a far-reaching naturc and decisions on these recom-
mendations can be taken by Government only after considering the views
and comments therecon. which had been invited from Chambers of Com-
merce, expert bodies and members of the public. These recommendations
and the comments thereon are at prsent under caxmination

[Deptt. of Revenue & Insurance D.O. No. 15715 -68-IT (Audit)
dt. 28-11-68]

ANNEXURE

List of Recommendations Referred to in Shri Bhoothalingan's First Interim Rerant
on Rationalisation fznd_Sinmhﬁmlian of Direct Tax Laws, with Remark s
Indicating the Action Taken Thereon

* Remarks

Recommendations

1. Annuity Deposit

A. Recommendation for abolition of the A. Accepted and implemented

Scheme. through the Finance Act,
I , 1968.

100
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Recommendations Remarks

II.

IM.

1v.

B.

Recommendation for creation of a Public B. Accepted and implemented

Provident Fund. through the Public Provident
Fund Act, 1968 and the Fi-
nance Act, 1968.

Earned and Unearned income
Recommendation for abolition of the distinction.y _
Recommendation for increase in rates of Wealth » Accepted and implemented

tax and income- ax. J through the Finance Act, 1968.
Rebates and other Concessions
Rebates to be replaced by deductions from in-
come :
1. Co-operative Socictics. !
2. Dividends from Co-operative Sicietics.
3. Income of a Marketing Authority. : Accepted, except for the recom-
4. ‘Tax Holiday" income of newly established | mendation under item 5 for dis-
industrial undertaking or hotel. - continyance of the psesent ex-
5. Dividend related to “Tax Holiday” profits. | emption from tax of shareholders
6. Interest on “Tax free” Government securitics. | on dividends attributable to the
7. Shares of pariners infirms. . : “Tax holiday profits of the com-
8. El))(penjes tncurred on education of children '>pany paying the dividends. Ne-
abroad. cessary amendments to the
9. Recogniscd donations to 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 incentive rebate.
11. Inter-corporate Dividend:. |
12. Dividends, fees. royalities, etc. received by |
Indian companies from foreign companics for |
technical  know-how.
13. Dividends distributed by companies subjected )
to Agricultural income-tax. :
14. Compensation received on termination or © Accepted. Necessary amendment
modification of managing agency agreements. i to the Income-tax Act. 1961 have
15. Interest on National Savings Certificates | been effected through the Finance
(First Issue) and Bank Scries of such certi- “(No. 2) Act, 1967.
ficates.
16. Short-term Capital Gains.
17. Long-term Capital Gains. i
18. Personal Allowances. J
“Assessment Year™, “Previous Year” and “Tax Year™
A. Recommendation for prospective application)
o; provisions of the Finalr;ce Act and adoption
of the “Tax Year™” for all purposes.
B. “Pay as you earn” Scheme and extension of } The recommendation in item "B’

the scope of deduction of tax at sources. regarding extension of the scope

C. “Advance payment of Tax™ to be replaced { of deduction of tax at sources has

D. Allocation of registration number to each tax

m

by “Pay as you carn” followed by sclf-assess-
ment.

been accepted subject to certain
modifications. Other reconmmenda-
1 | tions have not vet been adopred as
payer and maintenance of his ledger account. | these require further consideration
Announcement to be made of the proposed |

change over.

Distribution of work among Income-tax Accepted. Necessary amendments
Officers on a “‘lfunctional”™ basis. to the Income-tax Act, 1961 have
been effected through the Finance
(No. 2) Act, 1967. The functional
system of working has been
extended to 73 LLA.C’s Ranges
out of a total of 125 LLAC.s
Ranges in the country.
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Recommendation

It will be seen that in Britain as well as Malaysia there is a provision
in law to enable the assessee to proceed against an Income-tax official who
wilfully makes false and vexatious surcharge of tax or mesorts to any fradu-
lent, corrupt or illegal practice in the execution of his office. The Com-
mittee have noted in para 2.54 of the Report that there is a growing ten-
dency in the Department of revenue to overpitch assessments which can
be a source of great vaxation to assessees. In order to instil a sense 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 and vexatious assessment, dishonest underassessment or resorting
any fradulent, to corrupt or illegal practice in the discharge of their
official duties.

[S. No. 25 (Para 2.59) of Appendix VII to the P.A.C.’s 29th Report,
1967-68 (4th Lok Sabha)]

Action taken
The recommendation of the Committee has been considered by th:

Ministry.

2. The UK. Income Tax Act had till 1964 some penal provisions for
tackling the cases of petty officials, attached to non-official Commissioncrs
who were not borme 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 UK. Income Tax Act.

3. The Government proposes to take suitable administrative measurcs
for minimising the scope of disputed additions in assessments and eliminatc
vaxatious assessments. Under assessments too are proposed to be provent-
ed by more effective vigilance by the superior officers.

[Deptt. of Revenue & Insurance D.O. No. 15 °4/68-IT (Audit)
dt. 13-12-68]

Recommendation

The Committee take a serious view of the device adopted by the Income-
tax Officer 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 are unauthorised and illegal.

It 15 clear that this practice results from the fixing of targets of coliec-
tions which the Income-tax Commissioners and Officers are expected 1o
reacly Wnder pressure of such target being set for him, the officer in
question then exerts pressurc on the assassec to cooperate with him in
fu]ﬁlhng the target on paper. The Committee recommend that Government
should issue clear instructions that no such targets or estimates of collcc-
tions in respect of each Income-tax Commissioner or officer exist or are
ex;t)ccted to be fulfilled and to see that this directive is scrupulously carricd
-out. :

The Committee hope that the Department will go into cases of such
abuse and take suitable action against the officers concerned wherever
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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))

Action taken

The Board have issued instructions in the Circular F. No. 83/92/66-
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 charges.
It is not that arbitrary targets are fixed for each charge of an L.T.O. by
his I1.A.C. and the C.I.T. and of each CIT’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 should
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. (Annexure). Tt 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. 14-11-68]

ANNEXURE
C.L.T. charge No. of Amounts collected

cases

Bihar | .. .. .. .. .. .. .. 7 3,51,000 -00
Orissa [
Madras 11 .. 16 1,63,000 -00
Poona .. .. .. 3 37.500 00
West Bengal I, Il and III .. 2 12,00,000 -00
Delhi (C) .. .. .. 4 7.50,000 -00
Rajasthan . 22 1,73,800 -00
Madras 1 3 6,25,000 -

00
57 33,00,300 -00




CHAPTER V

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH
GOVERNMENT HAVE FURNISHED INTERIM REPLIES

Recommendation

The Committec would also like to know whether the recovery of arrecars
of tax of Rs. 59.900 has been effected from the party concerned in this

case.
[Scrial No. 31 (Para 2.74) of Appendix VII to the 29th Report
(Fourth Lok Sabha)]

Action taken

The arrear of tax of Rs, 5§9.900 in the case of M/s. Imperial Art Cottage
has not yet been realised from the assesscc. All the properties and assets
of the assessee arc now vested with the Receiver appointed by the Honourable
High Court, Calcutta. Necessary aclion to obtain leave of the Hon’ble
High Court to proceed against the Receiver for the realisation of the dues is

being taken.
[Deptt. of Revenue & Insurance D.O. No. 15/38/68-IT (Audit)
dt. 10-2-1969]

Recommendation
The Committee would like to know the final outcome of this case.

[Serial No. 42 (Para 2.106) of Appendix VII to the 29th Report
(Fourth Lok Sabha}]

Action taken
A sum of Rs. 1,14,453/- (Rs. 91.490, 18,845 and 4.118) was raised
as additional tax in the casc of M/s. Ennala Belaram (P) Lid. for the

asstt. years 1956-57, 57-58 and 58-59. The stay of recovery of additional
demands granted by the High Court for the asstt. years 1956-57 and 57-58

is not yet vacated.

2. The additional demand for the asst. year 1958-59 was completely
wiped out consequent on thc AAC's order. The departmental appeal filed
against the AAC’s order was dismissed by the Appellate Tribunal. Filing
of a reference application is under considecration.

3. A further report in the matter would be sent to the P.A.C. later on.
[Deptt. of Revenue & Insurance D.O. No. 15 '49/68-IT (Audit)
dt. 14-1-69]
M. R. MASANL.
Chairman,
Public Accounts Committee,
New DELHI
April 28, 1969.
Vaisakha 8. 1891 (Saka).
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. APPENDIXT'I (a)

Summary - of main - Contlusions! Recommend ations

S. No.

[

Para
Number

115

1-16

- Ministry Deptt.

concerned.

Firance

-do-

-do-

Conclusion’Recommendation.

The Committee noie the measures taken by the

Income-Tax Deptt. for speedy finalisation of
pending  cases  of  assessments  involving
business income of over Rs. 25,000 in parti-
cular. During the period, st April 1968, to
3tst October 1968. 77,995 category I cases
{involving business income of over Rs. 25,000)
were disposed of against 56,083 cases during
the corresponding pericd of the preceding
vear. The Committce. however, find that the
number of category 1 cases 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 cases). The number uf assessments
pending as on 315t October 1968 was 2.56,770.
The Committee desite that sustained attention
should be given 1o the disposal of category
I cases so as to ensure that all arrears are
cleared and all outstanding taxes realised.

The Committce necd hardly stress that assess-

ment of cases imvolving business income of
Rs. 25,000 or more should be finalised on
a priority basis and not allowed to go into
arrears,

The Committee are concerned to note that the

gross arrears of income-tax have inc

from Rs. 541 -73 crores as on 31st March 1967,
10 Ry, 645 crores as an 30th Sepiember 1968,
out of which the net arrcars amount to Rs. 471
crores. The Committee desire that special
attention should be paid 10 cases invoiving
tax demand of Re, 5 lakhe and more which
numbered 1085 involving tax amounting to
Rs. 198 crores as on st April 1968,

The Committee note that in pursuance of their

recommendations.  the Central Board of
Direct tuxes have iasued instructions to the
Commissioners of income 1ax 0 pay parti-
cular attention to collection of tax from
companies and discourage, by levying deter-
rent penaltics, any attemipt by them to utilise
n_their businesses taxes withheld. The Com-
mittee desired to be furnished break-up of
arrears duc from companies category-wise
viz.

(a) companies which have sufficient funds
to pay the tax and:

(b) companies which have not suffcient
funds. .

ﬁ_).g P L SSUNOU N,
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S. No.

Para
Number

Ministry/Deptt.
concerned,

Conclusion/Recommendation

1-17

1-18

1-23

127

131

Finance

~do-

-do-

~do-

~do-

The information is still awaited.

The Committec desire that this information
should be compiled expeditiously and
special attention paid to the
arrears from the companies which have suffi-
cient funds to pay so that the tax withheld is
not utilised by them in their business.

As regards the amounts due from companies
which have no ready funds to pay the taxes,
the matter should be kept continuously under
review so as not to jeopardise chances of

The Committee would like Government to criti-
cally look into cases of overpitched assess-
ments in im| nt revenue circles like
Calcutta, Bombay, Madras and Dethi, where
the income-tax tribunals, High Courts and the
Supreme Court have passed strictures against
such assessments during the last three years
or where assessments made by the Income-
Tax officers have been reduced by either
Rs. 50,000 or 25 per cent of the originally
asscssed tax. Apart from taking deterrent
action against officials held responsible for
indulging in vexatious taxation, Govern-
ment should analyse the cases and issue
general guidelines for the information ard
use of income-tax officers.

The Committee note that the Tax Evasion
Enquiry Commitice (1968) has recently sub-
mitted their report. The Enquiry Committec
have opined that there is no need to offer
any further voluntary Disclosure Scheme.
They have, however, suggested that “a pro-
vision should be made in law vesting the
Commissioners with a specific power to spread
the concealed income, falling within the
provisions of sections 68, 69, 69-A and 69B
over more than one assessment year, where
an assessment is made on an agreed basis.”
The Enquiry Commiittee have also suggested a
number of measures to put effective curbs
on the flow and utilisation of unaccounted
money. The Committee hope that Govern-
ment will expeditiously process the recom-
mendations of the Tax Evasion Enquiry Com-
mittee, and take necessary steps to put an
end to evasion of tax in all walks of life of
the country.

The Committee regret to note that the Ministry
had not made headway in making a detailed
study of all the aspects of taxation obtaining
in other countries such as, United States.
Belgium, West Germany, Holland, Norway,
Sweden, Japan, Ireland, Nigeria and Malay-
sia. The Committee desire that the Ministry
should take early steps to complete the study
which should cover the administrative aspects
of the system of assessment and collection
and measures adopted to check tax evasion
and in the light thereof Government may
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S. No.

Para
aumber

Ministry/Deptt.
- concerned.

Conclusion/Recommendation,

10.

1-32

1336

1-41

1-42

Financ:

..d o~

-do-

-do-

examine, to what extent, the present laws
and structure of taxation should be further
rationalised 1o gain willing compliance of
the public.

The Commitice note that Government placed
before Parliament on 9-12-1968 (in reply to
the unstarred question No. 3827 in Lok
Sabha), the current rates of tax in India on
the business income of domestic companies
and corresponding rates of tax in the United
States, Britain, France and Japan. The Com-
mittee desirc that a comparative study of
the rates obtained in other countries such
as West Germany, Belgium, Holland, Norway,
Sweden, Ireland, Nigeria and Malaysia
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 Committee would like Government to
continuously improve the survey technique
in the light of experience 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 which 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 note that the Tax Evasion
Enquiry Committee (1968) have observed in
teir report that *““to create an effective
climate of deicrrence to tax evasion, it is nete~
ssary to launch and complete as many prosecu-
tions as possible within the shortest time,”
and “to this end, it is necessary to exploit
to the full the expertise at the disposal of
the Department.” The Tax Evasion Enquiry
Commitieec have made 2 number of sugges-
tions for launching successful prosccutions
which include making procedural and organi-
sational changes in tﬁc Income Tax Depart-
ment, training of cflicers, bringing out a
detailed prosecution manual, amending the
the income-tax ¢(c. etc, The Committee hope
that necessary und cxpeditious action will
be taken in pursuance of the recommenda-
tions of the said Cemmittee.

The Committee would like the Central Board
of Direct 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. While giving
their approval to launching or withdrawal
of prosccutions, the Board should satisfy
themselves 1hat the prosccution is not laun-
ched merely with a view to compounding
the case and thercby recovering larger
composition fees.




APPENDIX Il (b)
Summary of the main conclusion/Recommendations

S. No. Para No of Ministry/Deptt.
Report

conce

Recommendations

2:7

2-8

2:12

2-13

Deptt. of

Revenue

-do-~

.do-

-do-

The Committee note that some of the sugges-

tions contained in the “Final Report on the
Rationalisation and Simplification of Tax
Structure’ which did not involve any r_ad:cal
changes in the tax structure, have been imple-
mented by Government through Finance
Act, 1968 and Finance Bill, 1969, Some of the
more important recommendations contai-
ned in that Report which involve structural
changes in the Statute are stated to be still
under cxamination, The Committee would
like Government to complete their examina-
tion of these recommendations alon;

the recommendations made by the Adminis-
trative Reforms Commission and the latest
Report of Tax Evasion Enquiry Committee,
1968, as well as the practice obtaining in
other advanced countries so as to make the
tax structure rational, simple and effective,

The Committee would also likc to reiterate
in this connection the following observations
made bf; them in para 2.22 of their Report
to which no reply has been received so far :

“It is widely felt that rates of personal
and corporate taxation have reached
such heights that the prccess of dimi-
nishing returns has already set in.
The Committee would urge that Govern-
ment undertake a comprehensive study
of the structure of direct taxes with a
view not mercly for reviving but to
increasing the pace of savings and
cconemic growth in the country. Such
a study should carefully consider taxa-
tion measures adopted by countries
which have administered their tax laws
successfully making inter alia tax evas-
ion unrewarding. This will enable
suitable steps being taken to augment
tax revenues.”

The Committee nete that Government propose

to ‘“‘take suitable administrative measures
for minimising the scope of disputed additions
in assessments and eliminate vexatious
assessmients.  Under-assessments too  are,
proposed to be prevented by more cffective
vig'lance by the superior ¢ fficers.”

The Committee would like to watch the results

of administrative measures proposed to be
taken by Government through future Audit
Reports.
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Report concerned,
5. 2-16 Deptt. of
Revenue
6. 217 ~do-
7 2-18 -do-

S.No. Para No.of Ministry/Deptt.

Recommendations

The Committee note from the statement that

the number of cases of irregular collection
by Income-tax Officers towards the end of
the financial year in order to reach the prescri-
bed 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,

The Committee note that Government have

since issued instructions that such i lar
collections should not be resorted to and that
action should be taken against the Officers
who indulge in such jrregular collections.

The Committee would like the Central Board

of Direct Taxes to keep a special watch in
this behalf, particularly in the Charges re-
ferred to above, so as to ensure that such
unauthorised and illegal collections arc not
made by Income-tax Officers, on pain of
deterrent penalty.

24 LSS/69—12,50- 24-7-69G.1.P.F.
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