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INTRODUCTION 

I, thc Chairman of the Pubi~c Accounts Committec. as uiithoriscd by 
t h e  Committee, do present on their behalf this Third Report on the 
Audit Report (Civil) on Revcnuc Receipts. 1966. In this Rcport the 
Committee have dealt with ( i )  Incomc-tax; and (ii)  Othcr Kcvenuc Kc- 
txipt\ (Chapters I V  and \.' of the Audit Report). 

2. 'rht- Audit Report ( CIVIJ) cm Rcvcnue Heccipt\. 1966 b i t \  hill on 
the Table of thc liousc on 28th April. 1966. Thc Public Accounts C o ~ n -  
mittct. 196667  (Third Loh Snbha) considered thc Audit R r p r t  
(Chapters I\.' & V )  ,it their sittings held on thc 20th July, 14th. 15th , ~ n d  
16th DL.ccnihcr, 1966. Minutes of cnch sitting ha\ k e n  maintainctl , ~ n d  
form+ part of the R c p r t  (Part  11"). 

3. The draft of this Kcport wac approved by the 0nirm;in.  P.A.C. 
(1966-67) hut thc C'on~nli t t~c ( 1966-67) could not finiilisc thc R c p w  
for want of tinlo due to the sudden di\wlution of thc. T h ~ r d  L.ok Snbh;t 
on 3rd March, 1967. Thc Coromittt-e, 1967-hX (Fourth Imk Sitbha) con- 
sidered m d  final~scd thc Report at their sitting held on 22nd July, 1967. 

4. For fi~cility of reference the main conclusions~'rcwni~~~endittions of 
thc Committec have been printed in thick type in the M y  of the Report. 
A statenlent showing thc summary of the main conclusions/'recomnienda- 
tions of the Committee is appended to thc Report (Appendix VII) .  

5. The Committec place on record their apprcciation of the assistance 
rcndered to them in their examination of these accounts by the Comptroller 
and Auditor General of India. 

They would also like to express their thanks to thc OEcers of the 
Ministry of Finance (Department of Revenue & Insurance and Depart- 
ment of Economic Affairs), Central Board of Dircct Taxes, Central Board 
of Excise and Customs, Ministry of Home Affairs and Dclhi Administration 
for the co-operation extended by them in giving information to the Corn- 
mittee during the course of evidence. 

NEW DELHI; 
July 22, 1967. 
Asadha 31, I889 ( ~ a k x .  

M. R. MASANI, 
Chairrnnn. 

Public Accounts Commitlet. 

- 
*Not printed. (One cyclostyled copy laid on the Table of the House 

and five copies in Parilament Library.) 



INCOME TAX 

Rcsults qi test audit in general, paras 32. 33-Pups 43-14 

1.1. During thc priod from I st September, 1964 to 3 1st August, 1965, 
,g test audit of thc Jtxumcnts of the Income-tax ofices rcvcaled il total 
runder-assessment of tax of Rs. 864.48 lakhs In 9 141 cases nnd over- 
.assessment of tax of Rs. 36.88 lakhs in 1408 caws. Bcsidcs this, scvcral 
defects in following the p r e w i k d  prwedurc also came to thc notice of 
Audit. 

1.2. Of ~ h c  total of 9141 c;ws of untf~br-,rssev,ment. therc u;u a short 
levy of tax of Rs 768.67 lakhs in 653 cases slonc. Thc remaining 8488 
cases accountcd for ;in undcr-asscssrncnt of tax of Rs. 05.81 lakhs. 

1.3. Thc position regarding the rectification of thc c a w s  of under- 
assessment md ovcr-asscssmcnt mcntiuncd above is indicated hr.10~:- 

No, of Amount 
cases of tax 

(In lakhs 
of Rs.) 

(a) Cases since rectified or being rectified by 
the Department of Revenue at the instance 
of Audit . 6806 480.86 

(b) Cases where no rectification is possible 
because of time-bar resulting in loss of 
Revenue . IS5 12.73 

(c) Cases where proper action has still to be 
taken by the Deptt. of Revenue . 2022 244.26 

(d) Cases which are not accepted by the Minis- 
t ry  and are under verification and exami- 
nation in Audit 158 126.63 



No. of A w n t  
cases of tax 

(In lakhs 
of Rs.) 

(a) Caw since rectified or being rectified by 
the Department of Rcvmue at the instance 
of Audit . 1200 29.58 

(b) C s M s  where no rectificatjon action is possible 
because of time-bar . 10 0.42 

(c) Cam where proper action has still to be taken 
by the Dcptt. of Revenue . 198 6.88 

1 . 4  Accordin to Audit, the under-assessment of Rs. 864.48 l a b s  f had been the resu t of the following lapses:- 

(In lakhs 
of Rs.) 

(I)  Errors and Omissions attributable to carelessness and 
negligence and failure to apply the correct rate of tax , 

(2) Incorrect determination of income under the head 
'Salaries' . 

(3) ~ c o r r c c t  derermination of income under the head 

(4) F@we to compute the income from business properly 

(5) Failure to  compute the income from dividends and 
intarst on sccut#h properly . 

(6) Under-assessment arising from wrong computation of 
devtlopment rebate and depreciation, and failure to 
withdrew the rebate in case$ of bmch of the condi- 
tiansprescriiinfhelavw . 

(7) Incorrect comptatioa of income under capital gains 
andonrissiontalevptaxos~~gaiot,  . 

(8) Irrtgular sctsff of losses . 



(In I&"% 
of Rs.) 

(9) Irrsguhrities committed while making assessments of 
linns and partners . . 18.05 

(10) I r r cp la r  exemption!: and cxcws reliefs given . . rrR.93 

( I  I )  Failure to let?; supcr-tax on companies correctly , 22 . ( 7  

(12) Failurc to levy additiondl supcr-tax in the case of 
cnmyanics . 34'04 

I 3) I -regular grant of refunds , . 6.23 

(14) !:on-levy of penel interest , 17'72 

(15)  ,?lisrakes commirrc.i N hilc ::it ins etfcct to appellate 
orders 1 - 0 7  

( I  6) I ncome escaping assessment . * 27 '52  

(17) Ir~correct determination of super profits tax and sur-tax 24.20 

( r  8) Other lapses . 61.11 

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

1.5. Thc Committee refe.rrecl to the recovery of tax amounting to 
Rs. 390.82 lakhs only as on 1-8-66 as against the total undcr-assessment 
of tax amounting to Rs. 1,773 lakhs reported in the Audit rcpbrts for thc 
years 1962 to 1966 as intimated to the Committee by the Ihpartmcnt ;~nd  
enquired ahout the steps taken to recover thc under-assessment of tax. 

The relmsentativc of the Central Board of Direct Taxes vtatctl that 
instructions were issued in February, 1966 at the instance of Audit ; ~ \k -  
ing the Cornmissioners to maintain registers in regard to the various objcc- 
tions pointed out by Audit and the stages at  which rectification had been 
made. Thereafter, the Commissioners had to report the result of rectifica- 
tion, collection of tax etc. Rs. 390.82 lakhs was the amount that had becn 
recovered. But action might have been taken in regard to largcrr amomts. 
In reply to a question, the witness stated that, even prior to the issue of 
instructions in February, 1966, the Board was getting reports. It was 
felt that the reports must be in concrete form, hence concrete steps hid 
been taken so that the results of the review might be available a t  any 
time. 

1.6. In reply to a question, the witness stated that a report had k e n  
given to Audit, for the year 1966 stating the number of mistakes corn- 
mitttd where action was still being taken, number of mistakes which had 



not been ;mxqtcd by the Deptt. and the number of mistaka in which 
action had Ixcome tunc-harrrd. When thc Committee pointed out tha! 
the anwunt d unrler-asscssmcnt rcportad by Audit was Rs. 121 l a b  in 
1962, which hitd incrcascd to Hs. $65 Iakhs in  1966, tbc wit~ess stated 
that thc n u m h r  of assessment\ and the demands raised had iacrcascd con- 
stJcraMy. - 

1 7. Ch 115 bcrng inmtcd out that the rn~%t;ihcs rcpmed by .4ud1t 
rclatcd tcr a part~cular typc of cat* whcrc there was no Increase in thc 
numhcr of . ~ w w n c n t a ,  rhc C'harrman, c'cntral Board of Drcct Taws, 
stated t h i ~ t  thcrc had hen ccrt,i~n types (PI rnnrdm in thc Ctrclcs which 
should not haw occurred. C ompnnics and ( 'cntrd C~rclci  had been 
strengthcncd. I t  wa.s now propowd to take stronger actmn agarnst crrrng 
othccrs 'I he p k i ~  of ovrr-work codd  not hold good in A l a r g  nun~bcr 
o f  c . r w  Ife rlddcd that nil\t,~hr.\ h,rvc not ,mccn due to an) dcfect In 
Lhc systcni 

1.0. On k i n 2  3sLc.d a lnw lhc s t t p  takcn to clinlinatc thc mistdcs 
ciiscloscd i t 1  the Audit Kcport\. the wirncss stated that thc number of 
l t w r n d  Audit pilrtics had heen incrcascd. 35 ;~udit parties wcre sanctioned 
in 1963 bringing the total to 72 and in this way the work-load of i~udit 
p;trtics h i d  ;club h e n  rcduccd. In reply t o  a question, thc witness stated 
that tticrc had heen no further incrcasc in the intcrnal audit panics since 
l4Ci.l. 

1.10. On its k i n g  p ln tcd  out that inzpitc of the increase in the number 
of  intern;^' .4urlit pi~rtirs, there had k e n  no improvement, the witness 
stated thrrt previously the scope of the Internal Audit was not comprshen- 
sive which had been made comprehensive from 14-2-1964. The Com- 
ptrollcr oild Auditor General of India informed the Committee that the 
scope of tlic Internal Audit had h e n  furthct revised on 13-1-1965 which 
w i ~ s  quite comprehensive, 



1.11. In regard to  the reduction in the work-load of the lntcrnal Audit 
Panics, the representiitiw of the Ccntral Board d Direct Taxes staled 
that, even in regard to cases blow Rs. 1 0 . 0 ,  the audit p;irtirs wcrc 
rcquired to c~aminc .?", of thc cr~scs earlier which had now k e n  rcduccd 
to 1 5 .  Ttu Chairman. Central Homi  of Direct 'I'aacs :iddcd th,it c v c ~ i  
with the reduced work-load the audit p;mies had not hccn ;~blc to cope 
with the position and had not h e n  ahlc to ccwcr ;ill thc cascs. Thcrcfnrc, 
the steps ukcn  by thc & w d  were not fully effcctivc. In reply to n yucs- 
tion, thc rc.prcwn~ati\r of thc Central Board of Direct T;ncs s t a t d  tti:~t 
i t  was not correct to say that thc Revenue Audit took up thc ~.ascs 01i1y 
icitcr Intc'rnitl Audit had chc~licd up the cascs. The Kevenuc r211dit took 
up  c.iw+ which weri. ~omplcted in a panicuhr  p e r i d .  Thc 1ntcrn;il Aud~r 
took up cascs after [tic asscsments werc cnniplctrtl. Sonic c.a>c\ ucrc 
 fir^ 4re1i h! the K e w n w  Audit arid then t:iLcn up b y  t11c Intcrnnl \ t ~ t I i t .  

Iixpliiining the fuflhcr c t e p  !;\ken to abo id  ~~~ist i ikcs .  thc w l tnw  s t ~ t c d  
th:it thc Ccmin~i~\ic~ncrs had k e n  ;jskcJ in August, lYbh to put n ~ u c  
Inconic-tax Olliccr~ in ~0111pitny circlcs, so that thc work-hxtd H a \  ;11so 
rrdu~.ed. 77ic Chairman. Ccntral Board of Ilircct I';I.TC\. st;itcd th .~t  ;I 

rcfrcchcr course to improw the cllicicncy of the Inconic-tax ollic~.n h;id 
ken 5~;trtcci la\! ycir in Honib;~y ;ind ;IIW ;I similar courw for c , l : ~ ~ \  I 1  
crf f ixr .  in thc ('i~nlnliv,icmcrs' ch,irgc\. Thc rcprcwntativc of rhc ('c-r11r:11 
R i w d  of Ilircct l a w \  added th;~t thc 1.;1#.'s ;incl 1.I)Cs were girc.0 t ~ ~ t r r ~ d a -  
t ~ o n , ~ !  training ; ~ n d  :it!\ ;inc~.d tr;iining. 

1 .  I ? , .  A \  rcpir& ;ictii)n t;~kcn ag;rin\t thc ofliccr4, thc Chairnim, C ' ~ * I I -  
tral I h r d  of Dircct 'Saw>. informed thc C"omniittec that sonl~l i~ncz 
warnings had hccn issucd t o  tlic oficcr, and sometimc certain cr1trie4 l ~ ~ i  
k e n  made in the confidential rolls. It was p r o p w d  to t;rkc strict ;iction 
in futurc. 'The witnt.\s furthcr stated that in the fir\[ few yc;lrs no \[rc1n:r 

action wiis taken twcaus;. the mistitkcs wcrc gcncr;illy duc to c;uclcvnc~s 
o r  want of proper application of the law on the facts of [tic Lase. Y0.v 
instructions had h e n  k u e d  in February. 1964 to n~arntain ;i dos\icr. of 
the officcrs who had been ccmnlitting n~i\t;ikcs of under-asscssment and 
:ilw to trtkc scverc action :igiiinst thc oficcr if hc cont in~~cd to comnlit 
mistakes. Thc witnc\s found. however, that the C'onitni\\ioner\ had nw 
taken stronger action although they had been arlvi\cd to t;lkc ;iclion ap;~in$t 
thc officer i f  he wa\ guilty of fro44 ricglect or i f  he coniniittcd mimhc\ 
repeatedly. 



where the tiul;essce had no a n w s  from which hc couM pay. In moo1 oS 
fhe individual am. t)u! tax had bccn rccowred. 

1.14. In reply to a quectim, the Chairman, Ccntral Board ( 4  Dirxt 
I'axc%, stated that thc tkr;ird h , d  nab! notrcd any caw where the under 
absessmcnt had takm placc in thc i.irW of Ihc \;me party more than uncc. 
Thc rcprcscntativc of the Ccntral Ik~ard  t r f  Direct Taxcs addcti :hat t h c : ~  
were instrirnces whcrc the sarnc tqpc c ~ f  rnlrtakc war committed by two or 
thrcc oflicer?;. 

1.15. Thc Cortln~ittcc k s ~ r c d  to hnou the pcrttd at the end of which 
claims k a n w  tlmc-barred. Thc witnew 4tatcd that the p n d  was 4 
year\ i f  11 ucls ;I quchtron of mirtrrkc In thc record\. I f  i t  w m  a case of 
conwdmcnt of income. thc pcrind uilh R year\ In r c p x t  of thc income 
hclow Hh. 50.O(K) in ;I particular ycar and I6  year\ In rc\pest o f  the incorn.: 
s h v e  Rs. 50,000 in a ycar In the case of ,i mi6tahc In the record\, the 
limitation wni fmnl thc datc of itsse\sment ordcr In other caw the 
pcrltd was fmm the end of the ;icwssmcnt ytiir In rcply to a quc4on. 
thc witness statod that the asscrmcnrs in regard to the c a w  porntcd ou: 
by uudit had heen r ropncd uhcncver the Board had acccptcd thcrr mi>- 
takes. In rcply to mother qucwon, the w~urcw ~tatcd that cvcn where 
the b a r d  hsd not nwepted the rnrstakec, the h a r d  as a precautionary 
measure had ranpencd the iIswsnwitr bcciruse 11 had been found that 
rcvcnuc invoivcd was large nnd thrreforc thc Board did not want to take 
any risk. 

1.16. Thc Ccrmmittcc deGrcd to know thc numhcr and amount of 
undcr-asscssmcnts ruld ow-aswssrncnts pointid out by lntcrnal Audit 
during, thc ycan 1962-63, 1963-64 and 1964-65, thr numbcr of caws in 
which action had been takcn and the additional demand raised or refunded. 
Thc rcpresentativc of the Ccntrul Board of Dircct Taxcs stated that the 
figures far 1962-63 were not available and added that the following were 
thc figures for thc 1BfL'r years:- 

No. of assasmcnts 
checked . 31749323 3 48,743 4902,577 

No. of mivtolres found 57,244 58.432 61,088 
No. of cases of under- 

assessment 4 % ~  49,096 47,879 
Amount of tax under- 

asseacd . . Rs. 123.41 lakhs Rs. 330.87 lakhs Rs. 493.30 lakhs 
No. of casq when over- 

assessment was 
made . 89324 9,336 13- 

Tax over-charged . Rs. 18.M lakhs Rs. 20.19 lakhs Rs. 47-31 IaMs 



1.1 7. On being painted out that the Internal Audit had bccn cxaminiq 
mure and m e  cases and also detecting mote mistakes in so far as the 
amount was concerned, which indicated that them was no improvement 
at the assessment Icvel, the Chairman. Central bard of 1)ircr.t Taxcs, 
admitted that there was no improvement at the assesuncnt lebel a\ heen 
from t h c s  figures. 

1.18. The ryurczunutive of the Central Board of Dimt Tnw further 
m t c d  that all possible 4wps sere  taken to avoid mistakes hut many OI thc 
major mistakes were due to certain questions of law not having hctn pm- 
pcrly apprcc~atcd by the oficers. The witness addcd that nnothcr dini- 
cuhg was that after serving for 6 to 7 ycars, roughly about 8 to 10 ofliccrc 
resigned from fic Department every year and sbupht bctter pro\pors 
tlsPwhcre. 

1.19. in reply to a que\tion, thc Chairman, Central Board of Dircct 
Taxes. stated that now thc things had settled down, the msignaticms wcrc 
much less but there might bc odd cases of resignations for pcrsonal renfons. 

1.20. The Committee desired to be furnished with a statement showing 
the break up of the total under-assessment of Rs. 1773 lakhs pointed out 
In Audit Report of the ycars 1962 to 1966 &vhg details as on 1st 
bacembcr, 1966 of the under-astessmcnt pcdnted out by Audit, amount 
not accepted by beptt., amount barred by time, demands raised, recoveries 
made and amount under recovcry (reasons to be given for variations in 
the amounts acccpted and the demands raised ). - 

1.21. The n m *  (Appendix I )  has hen furnished by the Ministry which 
gives the details of under-assessment of Rs. 1773 lakhs as under: 

(In l a k h  
of Rs.) 

I .  'Amaunt lnvdved in cases where the Audit obicaion has 
h actegced by the biptt. . 788 

2. Ainotryt tnvolvtd in casks  here the Audit objection has 
f i b  be& a&@ by the Deptt. . 856 

3. Amount involved in cases where the admissibility or 
ZRf&wbc of Phe padit abfedbn is sriil to be dcdded r 06 



1.23. T& Conunittee h i r e  t b t  tbe kportmcd should take catectht 
me.roren to mover tbc rcau)ning mount, vh. RR 301 bkh, tor wttkb 
rudlt ohjcchm bvc kce accepted. They also desk that t& qotatiw 
of odmhsibllity or otberwk of tbc audit abjection invoh.img a sum at 
Rs. 106 lalha lwhoold dso bc dtctdtd enrly. Efforts aLoPld rbso k 
to avoid rroctr caren getting t i m e b a d .  

1.24. TXt Committee are far from happy to note t b t  out of a tdnl 
urwk.r-ammmcat of tax ~aounting to R*. 1773 bkhs reported la tbe 
Audit Reparts lor the yeam, 1962 to 1966, oaly a sum d Rs. 487 hklw 
have h a  recuvmd m oa 1st Dectmbtr, 1966. S t c p  Uee by the Baod 
ln tbc k d o n  of llquidatinpl tbe a m a n  of under 8~wsment of tax do wt 
scem to h v c  produced my hubdPntbl ~esnlb. 

1.25. Tlrc Cornmiflee aole that the number of cobes that were reviewed 
by Audit during tha years 1961-62, 1962-63 and 1963-64 (ope August, 
1964) were 42,243; 84,485 and 1.68,104 respectively nad the number of 
caws ia wbich mistakes were noticed were 8604; 13534 orxl 16,000 odd 
rcspcctively. The pnroEoge wMch hwl come down from U)'",, to 10% 
hod p~c updo 1 3 7  in 1965.66. Tbe onder--meat of tnr b s  increased 
to RI. 865 U s  in 1966 as agminst Rs. 121 bkhs ie 1962. 

1-26. The Comndttee note that the follow@ stap hart beea tmkcn to 
improve the paddon q a d h g  the mistakes found in - 

(i) C o r n d m  have been odml to nmhlaia a in m p d  
to the Mliorrs obJcctiolrs p o w  rwt by A.dit sad sQgcs st 

I which rectifications have ktn d e ;  



1.27. Tk C- bopc tbat the reub of these step! win be 
rrkcrcabthetduc.4odttRepis .  

1.28. A non-rrridcnt who h:rd not opted to hc .~a\c\\cd at the I . I ~ C \  

appIicaMe to the world Income is rtquired to pay Incometax at thc mi l~ i -  
mum n t c  and supcr-tax at a flat rate of 19 w r  cent o r  at thc rrrte\ npp!ic- 
ahlc to the total Inconic whicheker is higher. 

1.29. In qix case% of non-rcudent, ~t &,I\ not~ced that the flat rnle of 
19 per cent of supcr-tax w,~s applied even though ttrc tax pl~y;rhle ; i t  th: 
rates applicable to the total incomc wcrc higher. This rcsultcd i n  ;In 
under-arwsmcnt of tax to rhc cxrcnt of K\ I 71 I,~l.h\. 

1.30. The Mini<try had st;ited thrtt d o n  was being tnkcn to tcclifv 
the assesmcnts. 

1.31. Explaining thc position in this case, the C h i m a n ,  Centrd n c u r t i  
of Direct Taws, \tared th;it, i n  reqpct of all thc six caws, thc ;~\iscwnlc.'rlt~ 
had been rcctificd and an ;~moutlt of Us. 1,65,6h6 had been rccovi*rrd. 
In  reply to n question, the witncss stated that thcsc ciiscs wcrr not chcckcd 
by Internal Audit. On being askcd whcthcr the reasons in regard to thew 
mistakes had been ascertained, the witncss stiitcd that the officer did not 
apply the law correctly. According to the law thc t l~x  was 1cvi;rblc ilt thc 
rate of 19 per cent upto a certain limit but if the pcrsonal incomc was 
morc, then the rate could be higher. Thc mi\takc had occurrcd in r cp rd  
t o  the application of the higher rate. This mistake was committed by ;tn 
officer in the Delhi Circle (Foreign Section). The ofiiccr tiad applictl the 
rate of 19 per cent without distinguishing betwccn the Icvcls of incomc. 

1.32. In regard to the action taken againqt the officer, thc rcprc\cnt;t- 
tive of the h t r a l  Board of Direct Taxes stated that the explanation 
received in this regard from the ofiicer was under consideration. In rcply 
to a question, the Chairman, Central Board of Direct Taxrz. \tatetl that 
the explanation was called for by the Commissioner on 13-10-1966. Whcn 
the Committee pointed out that the Local Audit Report was sent to thc 
Department in October, 1964 but the explanation was called for after two 
yean, the witness stated that there was delay on the part of thc O m m i +  
siowr to  the extent of nearly a year in calling for the explanation, as thc 
acceptance of the mistake was only in October, 1965. The rx$nnatron 
was more or less d e a r  that the officer was not aware that the higher rate 
should be applied. In reply to  a question, the  witness stated that it had 



barn nocicad that pmmanrns h d  not been obwmod in a amber o( caws 
and rhc Board would cmphasioc this aqxcf on thz Commissionen and act 
that such delays did not recur. 

1.36. A company while returning its total income for the assessfma2 
year 1959-60 included a share income of Rs. 40,19,611 from a registered 
firm i n  which it was a partner. In working out the total income of the 
company the Jnebme-tax Officer first deducted from the total income a 
oharc b~ulme d Rs. 44,19,611 instead of tbc cbrrect fieore d 
Rs. 40,19,611 as returned by thc assessee and added the correct share 
income as lrscertaincd from the firm's a-ent. 

1.37. ' h e  total income was, thus, under-assessad by Rs. 4 laths result- 
ing in a short levy of tax of Ks. 2,13,983. 

1.38. 'The Committee enquired as to haw a mistake was committed 
in this case by thc IT0 when the workload in the Central Circle wrr 
much less than in nu! ordinary circle. The Chairman, Central Elmud of 
Direct Taxes informed the committee though the workload was much 1- 
than in other circles, the cases in the Central circle had to be 
investigated very intensively. The mistake committed in this case wu 
not about inwstigation but i t  was a purely arithmerical and clcrjcal rhishkt 
due to negligeace and carelessaess. The witness added that it was v t q  
reprehensible that this type of mistake should have occurred in the 
Central We, Wben the Committee pointed out that this case was also 
~ k k d  by the Internal Audit, the witness stated that the explanation of 



i 29. On being n.;kcd as lo h)u. I IC  HJ:. s.iti\ficJ that IIL) t r t i i l t t - / i t i c . . y  

ufcrc i n v o l v a J  in this c r w .  rhc witnc.;s stnted t h t  i t  ;rppc:~rctl th;rt tho 
oRkcr hc.4 Icft c~rtipui;~tion 01 the t i n  t i )  thc clt.rA. -T'tic aspct  ol' rrrtrl+ 
@s would i11w lw gone into. 111 reply 10 :I quc*.;tion, tlic Ccmniitrcc 
w w c  inforrncil rhnr the :~dditumnl t,jr had k e n  recovcr~d. 

1.40. 'The Comn~itttw regret to note that the mistnkc which occurred 
h thii cpre waq a purely arithmetical and clericd mktuke "due to ncgli- 
g u m  and clrrelessnes~", Hod thc assessing Officer heen a littlc nwre 
careful, the mistake cwM have been avoided. 

1.41. 'Ihey note that the explanation of the officer concerned in the 
M m a l  Audit had been called for in Septemkr, 1966. I he delm in 
c d b g  for the explanation after the mistake had rumc to the notice of the 
authorities indicates laxity on the part of the Department. 'I'he Committee 
Lope that vith the steps proposed to be taken bv the h a r d  such inordinrtte 
&days would be avoided. 

1.42. The Committee wcnrld like the Hoard to carefullv invcstipate 
this awe so as to tbem..elves that there were no mala-tides 

h d v e d .  i i  

Sub-para ( c )  : 

1.43. 'Che total income of a non-resident banking company for thc 
assessment year 1961-62 was computed on the basis of its Profit and 1 . w ~  
Account i n  which the assessee had debited an amount of R6. 98,247 as 
bsd debt:,. The Income-tax CMicer held that out of this amount, cmly 
Rs. 61,503 was admissible as deduction, the balance of Rs. 36.738 king  
iuadmissil~le. This inadmissible amount should have k e n  added h c k  
to the net amount. 

1.44. However, while computing the income, the Income-tax Qfiicer 
.Instead of adding Rs. 36,738 to the net profits returncd, wrongly deducted 
-th: sum of Rs. 61,5(W resulting in an under-assessment of income by 
%2s. 98,247. The consequent short levy of tax amounted to Rs. 61,896. 
1420 (aii) -2. 



1.45, Exflaratng the poaiticm in regard to thc ,short kvy  of tax amount- 
ing to Rs. 61,896 in this casc, the reprerntativc of the Central & a d  
of b n c t  Taxes stated that the demand of Rs. h1,89b had becn colkctcd 
and the caplanation of thc ofiiccr had a1w k e n  called for. This was a 
cairc in which an amount whlch h d  hen debtled was again deducted. 
01 bang p i n u  out that this must bc' :I dclihcrate mistake, the witness 
stated that i~sprcct would tx ~ , l l c n  ~ n t o  ~ c u w n t  whcn u k m g  appropnatc 
action again\t thc onic~sl\  In rcply to ,i qttc\twn, thc Chairman, Central 
Board of Drrccr "l i lxe\  5t;itrd h r  thc off~ccrs uer t  4 1 1  rn wrvlcc. In 
rcply to nnothcr qucrtlon, thc C<~mrnlttcc ucrc mformed that thl\ c a x  
Wii\ not WCII by Internal i u d ~ t  A ~ k c d  u h j  at lhc time of a u d ~ t  ohjec- 
lion ~ twlf ,  F ~ ~ I U I I B I I C O U ~  ; ~c t~on  could not k: talcn fur n.ctllication and 
pursuing diwiplinnry :~ction to avo~d dcl.~,,, ~!rc Chairman. ('cntral Board 
of Dircct Taxes, ugrccd that ;tctlon %oultf bc wnultaneou\ ' 

1.46. The mistake that occurred in this ca-w cannot bc justified even 
on tbe gmund of heavy work libad. I'hc t'ommittce would like the b a r d  
to 8ati.sfy ilsclf. after investigetion, whcther ihc midokc. was l'irr13 fidc or 
delibcmtc. 

1.47. I'hc ('ommittw h o p  that in future action would tw inithted at 
the tim of rcccipt of A~tdit crhjeclinn itself b! thc R o a d  as aerccd to by 
thr Chairman, ('cntml I h r d  of Il ircct 'Iirxt5 sirnultanrwv~l~ for recti- 
fication and purvuing diwiplinrrry uspcl  of tlir rmc to avoid dclaj. 

1 4 0 .  I I I  ;\no111~r c : ~ .  thc i nc rmc  it)!, ;v.zc;mc.nt ycnr 1OC1:.ti9 15'35 

i C t e r ~ i r i  1 s 3 . 3 7 . 0  I u'hilc ca!cui;~tina t;!u it \v.i\ t:rE,en as  
Rs. 2 . 3 7 . 2 3 0  with thc resul! ttmt tax wns ch:m lc\ied 10 thv ~ * \ t i ' r i ?  of 
Rs. 73.500.  'The Ministrv had ; I C L - ~ ? I C ~  ttw nii\t;~kc. R,:r(~-t rc.!:!rdine 
rectific:ltion and rccotwy tv:ts awnitcci. 

1.50. Explaining thc position in  rcparli t o  thc \hart levy of t:lx 
amourlting to Rs. 58,007. thc Chnirm;in. Ccntr:11 Board of Direct Taxes. 
informed the Committee tklt the Cc~mmissroncr h d  ctntcd that the oficers 
had failed to cxercise proper \.igilance and caution an3 the officers had 
been warned to bo careful in future. In replv to a question. the wi tnes  
fitated that according to the report of the Commissioner there were no) 



1 5 2 .  ()n k i n ?  askctf ; I ~ R N I ~  thc ; i I i t n ;  tax c\r.rii:~iiciccl ;lntl  

rccovcrcd, the rcprc\cnt,rt~vc of thc C'cntral Hoard of IXrcct .l';~xc\ \~ ; t t~x l  
that in o n c  ca\c the titn hat! h:cn k~apt i n  ;~hc!ancc bccauw of a n  ;iplwc.al. 
in thC il:hi'r c 1\C. thc rcco\cry ~ r (1cc~-d inp  h;\d ~ L T I I  ~;!:~rt~*d ;I<;  i!~:'rc' H.;IS 

no inJILaiion that t!lc p : ' r r  h . ld  gone t b n  ; ~pp r ;~ I .  In r~.ply ro ,I quc\rion 
the \\ i tnr. ,  %.I i tcd 11i i1 t  !!it, L- i:)\:\; \licrc not look~.cl into ht, t i l t  Ir~tcrrtn;  
Audit 

1.54. I hr ('ommittrbr r e p 1  ttr note the carckcs :rnd nc..;4gcrif m m w r  
h which the awwnertt of a case in :I hiqh incomc. cyolrp l ~ a d  I w n  n r r r t k .  
The\ sar:ge\t that cpecbl +tcp\ \hou!d he taken to maid wch ws th  111ie- 

takes in ca\es relating to high income group\. 'f hc ('ttmrnittcc. a lw 
m t  that ns iigteed to hy the Chairman. ('cntrd Ro:ird cri' I);rc.ct 1 i t ~ c s .  

m h  cwes sfmuld be gone into to find out whether tiicn. w:r\ :ir:T collusio~r 
between the awmecc  and any of the ofiicialr t r f  the dcpartmtwt. 
Sub-para f P )  : 

1.55 With effect from thc ; l s w w n e n t  yc;ir 1962-63% 'nclt ordilr . l i l v  
resident\' v:Crc' c q u ~ t e d  10 .\on ic .~ ldcnt , '  for ~ h c  ~ i ~ ~ p o ~ i .  o f  o I  L I I I L  ( j u t  

the tax liaYi!y on their InJ.:ln incorn,: <'ol~\c..ctucn~li, ;I ' n n t  c\rd~rl,rrti: 
resident' under the new Act had to pay incorn,:-~:IY ' ~ t  thc m lriflilln? r;ltta 

and supzr - tn  at 19 per cent unlecc he opted to hr tnxer) a ?  thc r:lte> appli- 
cable to his world income. This important change in thc incomc tax Act 



1.58. T h c  Conlmittcc d r ~ t r ~ d  to know the nun~b:r of cilscs Itmked into 
by  tilt lntcrnal Audit. The Chairman. Central R o a d  of Direct Taxes, 
statcd thilt oil[  of thcw 96 GISCS, 82 caw\ hitd k e n  looked into by the 
Internal AuJI~.  O n  k i n g  asCcd whether the desirability of i v m n g  s c ~ l c  
exp1:tnstar-y stiitcnwnr had bc:n considered in view of the fact that same 
of the IT@ h i d  not understood the provisions nf law.  the witncss stated 
that thc rnistnAc% had not occurred in othcr phces. The representative 
of the Central I30ilrd of Dirccl T ~ x e s  stated that in  Bombay where all 
these cases HWC ~~nccntriltcd. nsqessmentq had been projxrly made. 

1.59. On k i n g  asked ahwt  the additional demand raised and re  
covered, the Chairman. Central Board of Dircct Taxes. stated that a sum 
of Rs. 18,62,920 had been recovered as against the additional demand of 
Rs. 18,97,095. 



1.01 ,  I! I \  c ~ l y o  \ L > L ~ I I  frorn [!I< !!~.) l  : ' ,L  I 7 o r c i g  S ~ ~ l i o t i  ..% : . . i n y ' c ' c ~ ~ d  by the in~lwcting . \ \ s ! \ ~ . ~ n t  (~'ori\i~~:.\it~rlc[. in l i t ? .  I t  i i 3 t ,  , , . i i  

s t a t d  tiiat f r o m  point of bicw of intpc-c?rori. the F'ori>i!:n Section \ \ . I* ;  

not cimjidcrcd vcr) inlpc~rtant Yincc thc hulk of rcvcnuc ( i f  t i l l \  U ~ I ~ ~ I I I I ~  

. I  r i d  by b o o k  adji191111~nt ~ I \ C . C C  I ihc Iwo D L ' ~ ; I I . I I I I L * I I ~ \  of Ilic 
<hcrr1111cnt of i~idia .  This \ \ 'as bcc;lusc I hc  forcipnorr; ;1\\c\\:tl rn I ~ I C  

f : o r C i g  Section wcrc mostly thosc cmploycd in thc variou\ proic~.t\ 01' r h ~ .  
Ciovcrnr1,cnt of India, and in thcir cascs thc tax li;thility {\,:I\ k ~ r i ! ~  n ~ c t  
by ~ h c  Ciowrnmcnt i ) f  India. 

1.62, The Committee regret to note that the Income 'lux Officer ober- 
W e d  a very important change mude in the Income Tax Act, 1961 h 
regard to the rates of tax applicable to "resident but not ordinarily rcsi- 
dent" persons in as many as % C&W. If this omi~sion d not k e n  
reported by Audit there would have been a heavy lass of revenue. 

1.63. 'l'he Committee are further surprised to learn that the Foreign 
Section was last by Inspecting Asstt. Commissioner, in 1955 slid 
only 12 and 8 circles were inspected by him during 1963-64 and 1964-65 
nspectively which did ad Ioclude the Foreign Sedlan. 

1.64. The Committee desire that instructions should be issued tn the 
wieners to chalk out a programme for inspection of all the Cirrh 
8t regular iaQrvsb. Tbey also suggest that the changes brought nvt In 

from thae to t h e  and the implications thcreof should be hrtr~~ytc( 
to tk notice of all tbe offtcew concerned immediately. 



under him. Tbcrc was one Chef Auchtor who was an Incomc-tax Officer 
in charge of all thew Audit partlcs. In rcgiy to a questam, thc wiurcu 
otaleJ thilt in view of thc Lrpr nun~bcr of mistakes which the Internal 
Audu had not ken wbk to detect, the Banrd had beun th~nbng of rasing 
thc status of the o f f i c d  rn c t ~ a r ~ c  of an Audlt party to an Inspector 
who had passed IT0 rxi~rninatttm 

1.68. The. (hnmit tcc dcvrcd lo know whether thc nwxsmcnts had 
bccn rectified in thew C,ICCS ; I I ~ L I  i f  SO thc addit~on;il ~ ; L X  dc1m11d raised 
and rccovercd. Tlir rcpc~wnt;itiw of thc Ccntrrll Ronrtl of Direct Tares 
stated that thc mistake hat! bccn rectified and nn additionnl demand of 
Rs, 11.506 h;d k c n  r;tiwtl bur thc demand h:d not k n  collected so 
far. The C'hairmm, ('cntral Hoard of I>ircct Tau21 ;tJcicd that thc pcrson 
conccrncd IKIS rcportcd to h.tvc left for (Jnitcti Kingdon1 but h d  been 
requcstcd through employers to pay thc dcmand. 

1.69. The Committee feel that the m h k e  had occurred in thir case 
due to failure on the pad of the 1.T.O. to exercise proper v w i n c e  bemaw 
Ule computation in thh case did nol involve any complicaiion. The Corn 
mhtce muld like to he intonacd wbrtbcr the amount ha* since baa 
rerrllwi. They hope that such hrdPnces wouM n d  recur. 

1.70. An asscssec and his wife owncd several house propertics ur a 
city, tbc income from which was assessed in the hands of the assessee as 
tnconle from prqcrty  upto the assessment year 1955-56. In the previous 
pear relevant to the mcssment year 195657, the house properties which 



1.73. In reply to :I question, the Chairman. Ccntral Board of llircct 
Taxes, stated !hat the assessment had been rectified raising nn d d i ~ i o n l l  
demand of Rs. 76,221 and thc demand was being rccovcrcd rn in~t~~lmcnts. 

1.74. The Commitice dcsired to be furnished with a note $1 ttinq whc- 
lher the case referred to in para 36 was chcckcd bv thc Intcrnal Adit  
Party and, if so, how the mktake escaped their notice. Thc note ll:ts hcca 
furnished ststing that the case was not looked into by Internal ArlrY;t I' rrty. 

1.75. F ~ U I  the fa before them. it i s  diffic~rlt for the com- 
-&tee to rak oat tk poesW@ d &liberate i~nder-wwwment an the p t  
#of the ITO to hvoar  the msespee. Tbe Central Board of Direct Tax- 



1.77 Whilr dctcrrnminp thc i n c c i n ~ ~  elf n rcgi41crcd firm ior ti\c mess-  
mrnt yciir 1955 -56  thr  l 1 1 ~ [  n i r - l a \  Ofhccr took the ~ ' n l u c  :)I th,. rtpcning 
stc~zk of ccrtnin h l~a r r s  hrld h \  thc firm ;tt Rs. 28.02,109 npinst  
R4. 25,96.374 which u:is ~ h c  \.;tluc :doprcd for the vcry srtnic shnrt-s the 
closing s t ~ c k  for the nskcsmcnt 1c:lr 1053-55. This resulted in an nndcr- 
nswvmcnt of t n x  of Rs. 1.84.126 in thc hand5 of the six pnrtncn of tho 
firm. The paraprnph was sent to the Ministry in Novcmher. 1965 but no 
reply had bccn reccivcd upto February, 1966. 

1.78. Thc Conimittcc desired to hrrtw whether the assessments of the 
fir111 ~ n d  the six pnrtncrs had been cornplctcd and, if so, the a(.idiiitm:!l tax 
dcmnnd rai~cd and collwted. The re'$rcscntntivr: of thc Centrd Bmrd of 
Dircct Tnxcs stotcd that thc Commis~ioncr was taking action t7 rectify the 
scscssmentr. Additional demand hild not yet heen raised because under 
Section 147(b) of the Income Tax Act, the permission of thc Commissioner 
had to be taken to issue the notice. Therenfter sometinie had to be given 
to the parties to file the return, The Commissioner had been asked to  in- 
itiate proceedings under Section 147(a) of the Act. A reply was sent to 
Audit on the 6th July. I9h6 nftcr cxnmininr the matter. On k i n g  pointed 
out that the Audit objection \\:IS communicatrd to the Department on 22nd 
May. 1965, the witness stnttd that a littlc r,c.lay took place bxnuw the 
Ronrd had to get the records. In this casc, the asxssmcnt orders were 
sent on 19th May, 1966 which was probably the reason for ths delay. 



Thc Chairman, CBDT, g ive  an assurmr's to the C'or~mltrrcc that tlit . d i t  
paras would bc dealt a i th  ot a hipher level promprly in future i111d &ttcJ. 
"We shall make arrangcmerlts in futurc so thikt thesc thin$\ do not h.~ppcn." 

1.8 I. rhc <'omnriltcta regrcf to twtc that the asce4 ig  ofticer dril w f  
cay out the b;lsic function of scrurinising the prc\ioas aswsssment4 to 
find out whether the opening s t c d  of tr rrgisterrd firm was the \nitw it\ tlic 
chine: stuck of the prc~cd ing  year. Failure to exercise proper \cr~!tiny 
d the accounts statements filed by the asclcssec alongwith the Inco~nc. t:n 
return reclulted in an under-assecisment of tax amounting to Rq. 1,84,136 
h the cuw of 6 partncm of thc firm. 

1.82. The Committee ere not happy to note the dilatory manner in 
uhich tbe audit objection in this caw ww denlt with. 'I'hey hope that, as 
rssurd by the Chairman, Central Baard of Direct Taxes the audit paras 
wouhl be dealt with more promptly and at a higher level in future. 

1.83. A registered firn~, the income of  which w;rs estima!cd for thc 
assessment year 1960-61 had wrongly dcbitcd n sum of Rs.  4,12,27S to rhc 
purchase account of the year although the amount pertained to p ~ ~ r c h ; ~ w  
in the preceding year. Thc: Income-tax Officer made a note of (his fact 
in the assessment order also. However, while computing the taxable irlcomc 
from the nzt loss returned by the assessee for thc subsequent year t h t  
Income-tax Officer did nnt disallow this wrong debit. VIUF, t t ~  1;1,xahIc 
income was short assessed by Ks. 4,12.273 resulting in an ~n(lcr ,~i%c' i+ 
Irpent of t a r  of Rs. 3.54.554. The mistake had since becn rcctjlii'd hut 
reprt rcgnrding rccovcry was nwaitcd. 

1.84. ?'ht Chrtirmrin, Central Board of Direct Taxcs. infornttd thc 
<'ammi~tet- ?hat thc t;,x amountinq to RI. 3.54,554 had not yct hcc::l rlt- 

covered b:.c:luw the assessment passed had bcen \ct a4de on 30th Octokr. 
1965 which had be redone. In r q i y  to a question, the rcprewntatiw 



1.87. Thc Commitlec find fhal the 1'10 failed to compute the iscome 
properly &bough tbc dLwrcpuncic\ were noticed in the accounts. TBe 
Committee find from the note furnished by the Miairtry thrd "&ere was so 
maiofidc on the part cd thc Income Tax O f &  Pad that he has beca 
wurncd lo be careful. 

'I'bc Camntittcc hope that such cases will not recur. 

1.88. Under fhc prnvisinn4 of thc Incotne-tax Act, only t!xpcnd~tim if 
n rcvcnurl naturc incurred for the purpose of carrying on business is allowed 
as a deduction but not capi~al cxpenditurt.. 

1 . N .  It wns notictd that p.tynlents made by a non-resident company 
to its subsidiaries ns subvention during the assessment years 1957-5s to 
1962-63 were nllowcd by thc Ikpnrtrnent as revenue expenditure even 
though thcse paynients werc clearly of 3 capital nnttm. This resulted in 
an under-charge of lax of Rs. 58.427. The Miniw-y hild replied that the 
mistake war being rectified. 

1.90. Explaining the position in regard to the revision of the assess- 
U n t s  in this caw, the rcprrsentativr. of the Central Board of Direct Taxes 



informed CcmmiUs that action was being taken lo revise lhr nsscss- 
meat undcr Section 147 of the ILKXH~C Tax Act. The Comniissioner had 
been asked to c x p d t c  the matter. On king pointed out that the cam 
was r c p n c d  by Audit on 2nd Srpten~ber. l9b4. the \vitncss stated that 
thc prcxcdurc had h e n  to ta le  the appropriate action after thc iIcCcptan~x 
of rhc Audit objection uhich was the rcawn for the delay. l'hc witness 
added that such Jcl;~ys wcwld [lot h a p p n  in future. S t c p  \voulJ tk: t;~kcn 
simultaneouqiy with thc rr;c,rt (II Audit objcctisn to call for :hi5 cqd. tn;~t~on 
and necessary action wculd initlatcd. Askcd, whcthcr it i v : ~ ,  nt>t I ~ k ~ l y  
that public revcnuc niight lk. jctyurrfiscd by ttic clcnlcnt , ~ f  r l .> l :~)  the wit- 
ness admitted thrtt "it  wll h" but addcd that "we will hcc that nir huch 
dclays occur in futurc". In reply to a question. the witncs~ h t ; ~ t r ' i i  I ~ I  
thc I3curd ensured that all in~portant cnxs  wcre chcckcd by the Ir:\lwcting 
4ssistant Conimissinncrs ant1 instructions wcrc. issued to tfw I I ~ ~ ~ I I I C . - ~ : \ X  
Officers. 

1.91. The Commitlec regret to find in t?;s rnse ycl molhcr instwc 
of delay. Since delay in rectification end rc i  11)n o f  w t w r m n b  may 
affcd the cullectiofi o f  publir revcnui*, the k I .  inlittee nerd hurdl, em. 
phasizc the urgc'nt nucesGt! of curtailing dela!\ io such raw. 

1 99, For aarktng out thc. Income\ from Con\tructton ~ o n t : , ~ ~ l \ ,  t t ~c  
grU\\ pctyn~cnt\ recc~ved by  contractor^ should bc tAen  , I \  I I ~ L  b,~,~s u ~ t h -  
t-ut sllowtng dcduct~on for 'tmaunts H ~thhcld sccurtt) ~ I L - ~ I ~ ~ ~ I I  I - L I I  - 
Ihcr, the of 1 1 1 1 ~  ~ ~ ~ t t c r ~ . ~ l \  \upplicLi to the contr'lctor ~Iioi11,1 , ~ l s o  h~ 
added to a m n a t n  the gross rcccipts. 

1.93. While auditing a project circle it wa\ found that in rll: C ; ~ W  of 
13 contractors, only the net payments rcccived by thcm after ~ I c ~ I w i ~ ) n  of 
~ecurity deposit were taken as the basis for dctcrrnininz thcir t o r ; ~ l  incc:nlcq 
for the years 1963-63 and 1964-65. In one, of thcsc C ~ S C ~ ,  the' total incotn~' 
for these assessment years was taken on the basis of the paymcnt reccivcd 
after deduc~ion of cost of materials supplial to ttic contractor. 'These oniis- 
sions resulted in an under-assessment of t a x  to the extent of Rs. 51,113. 

1.94. This pn rnp 'ph  wa\ scnt to the Ministry in October 1065 b d  no 
reply had been reccived upto February, 1966. 

1.95. The Chairman, CBDT, stated in rcply to a q u , d t c ~ ~  t l l ' t t  th: 
security deposit must be added to the other reccipts and tawd 1 1 1  I ~ C  

present case this uns not done and it wa5 a mistake. 

1.96. The Committee desired to know the p3rlicular5 of th: totd incnme 
of the 13 asseswes in the year in which vxurity deposit\ h.~d hcen re- 
'funded. T h e  representative of the Central Board of Direct I'axes stated 



1.99. 'The Conmittec p0111tc.d out that in onc case under assessrncnt 
of tax amounting to Ks. 2 9 3  lalrhq had occurcd In four ashekmcnts dur- 
ing 1961-62 to 1964-65 and in anothcr casc thc under asscssmcnt of t'lu 
amomtcd to Rs. 6.432 :\nd cnquircd \ihc.ther the asscssmenrs in thc first 
case were complcrcd by the same IT0 or different officers. Th: Chair- 
man, CBDT, stated that one was by thc silnjc IT0 and Ihc o t h m  by 
Jiffcrcn! officers. On k i n g  afkcd as to why instructions were not issued 
by the Board clarifying thc provisions of the Act, the ~ ' i tncss stattd that 
thc provisitvs of the Act w c r ~  very clear. The I T 0  should have taken 
1 / I l th of thc income but he took 1 ,I 10th of the income. The represen- 
tative of thc CBDT added that clarificatory instructions werc issurd when 
the Board came across cases wherc the officers had some doubts. As soon 
as (he Act was passed, circulars explaining the provision and changes 
m ~ d c  therein werc issued. 

1.100. On k i n g  asked as to how tft. mistakcs escaped the noticc of 
the Internal Audit which had checked two of thc assessments, the Chair- 
man, Central Board of Direct Taxes, stated that explanation called for was 
awaited. 



1.103. The Ministry acccpted thc mistakcs in all the c a w  involving the 
undcr-asscssmcnt of Rs. 8 . 9 3  lakhs of which Rs. 1 , 04  lakh was rccovcrd 
and Rs. 9.338 was lost to Government a s  the rectitici~tion had htscome 
time-barred. 

1.105. Explaining the position in repard to the undcr-assc\smcnt of 
t l i x  relating to 1 1  cases, thc representative of the Central Board of Dircct 
Taxes staled that the asscssnicnt in respect of 9 out of I I c:lses h IJ ~tlrwdy 
been rectified. Out of the additiocnl demand of Rs. %(I3  lakhs in these 
cases. Rs. 7.74 lakhs had already h e n  collected. In onc case, the ;~sscss- 
ment had become time-barred which involved tax amounting to Rs. 9.338. 
I n  another case, action had been taken but the demand was yet to bc r:liscd 
and collected. These cases occurred under different lncornc Tax Officers 
.under the charge of different Commissioners. 

1.106. In reply to a question the Chairman, Central Board of Direct 
I'axes, stated that seven cases had been checked by the Intmial Audit 
?any. On being asked whether any explanation was called for from the 
hternal  Audit Party, the witness stated that the Internal Audit Parly did 



1.1 10. Thr <'ommilli*c w w l d  like to Itc iniorilwd of thc recult of the 
review and the action tdien thcrrtrn. 

1.1 12. An :!mount of Rs. 19.1 97 had since k e n  rccovxed 3s  :I re- 
sult of rcctification action in the case of the company. The de- 
tails of recovery action in the other case were awaited. 



1 . 1  13. Explaining the position in regard to the assessment in the two 
CtgC) reported in this sub-para, the representative of thc Central Board of 
Direct T3xcs stated that the nsscssment in regard to thc lirtn :mi the 
partners h7d a h a &  been rrviscld by taking action under !kction 147 of 
the lncon~c Tax Act.  Out of the additional demand of Rs. IS .797  ruiscd 
in :hit% caw, a sum of Rs. 6,413 had already becn collected. Thc C'hiiir- 
man, Ccnrral h a r d  of Direct Taxcs added h a t  in the othcr ca\c K\. 19,107 
had k e n  f11l1y collcxtcd. 

1.1 14. Tbe Committee suggest that a chart showing the d~prwiation 
&owed from p r  to year should be mintaincd in respect r r f  all such 
assets to avdd similar Illlvtakes in Wre. 



1 12 1 The Conrmittcc enquired ac to how thc Incmc Trlx C)!ticcr had 
allowed the dcwlopmcnr rchatc w h m  the assesscr. had f.rrirJ to furnish the 
particulars in the rrrscrihcd form The wprcscntatiw of thc Ct.?t:nl Board 
of Dirccr T a w  stritrd th.71 it WN a mistake, hut the niistakc had k a  
rectified and the demand had also been collectd. On being asked whc- 
thrr any punishment was awnrdcd in this cmc. the witness stated that ex- 
planation callcd for in cvcv caw, the Commissioner examincd the ex- 
planation and a repon was sent to the Board uhich was again exnnr id  
by the Board. In rcply to a question, the Chairman, Central Board d 





1.129. In onc of rhcx thrcc c a w ,  the Mlntstry had repllcd [hilt thmgb 
thc dcvclopmcnt rebatc rcwrw crcatcd w m  utdixd for d~dlnntion of 
dividcnd, on account of u sukyumtnt nppelliltc order the total income 
turodd out to bc a loas. The Ministry had accepted the mistake in another 
case and an sddirioml mx of Rs. 49.596 had lcincr bacn rccovcrcd. 

1.130. In thc third as, Ihc clbvbsnlctnts for two years 1960-61 a d  
1961-62 bad sin- k e n  mtificd by the depanrnent raising an a d d i t i d  



baMnd of Rs. 2 53 c m .  Action taken for thc . tsscssn~cnt  y c u  1962-63 
i n M g  a tzrx of Rs. 11.40 lakhs in this cusc wap i&\v&J. 

1 132 In rcpl) to ;i question rhc witncss statccl thdt a\ a prccilut~onary 
mcasurr: thc Board of Dircct Taxcs had gonc in uppcal t o  thc A p p l l i ~ t c  
Tribunal to sustain the Audit Point. The Chairman, C'cntral Ro:tnl of 
Direct Taxes, added "the Appellate Ass~stant Commis4oncr p a w d  utric- 
turec on the. dcparunent for the additional dcrnnnd raiscd " 

1.133 The reprcwntat~vc of the Centrid Board of Direct T;~xc\ furitwr 
stared that the mount transferred to thc profit and I m  appropriation 
accounts in 1960-61, 1961-62 and 1962-63 wa\ Rs I 03 CrorcS. RC 66 
Mhs and Rs. 7.1 Y . 0 0 0  rcspcctivcly In thew years, there wa\ a h  a 
trandcr to the Gcncral Development Rcwrvr: Account from tk L k v c l o p  
mcnt Rebate Reserve account of RI. 1 65 crorcs, RI 3 01) crorcs and 
Rs. 3 32 mrcs rapcctively. 



1 , I  34. He added that there were no mala-fides in this particular mamr. 
When thc Commitw drcw the ;tttcation of ttrc witnm to the circalrrr d 
the ?bard which had laid down the s t e p  to be taken where the &nlopmcd 
rebate reecntc wii6 fri~nsferrd 10 profit and loss Appropriation Aoanmtr 
for the purpasc: of paying dvidend. thc witness stated ''I would only point 
out that the Board'+ crrcular rcfcr\ to thc direct transfer from thc develop- 
ment rebate rwrw itCcOlint tfi thC profit and loss appropriation accounts 
it does not rcfcr to a caw which ha\ gone through another account and tbe 
amount transfcrrcd to could eahil) h. trxcd to thc crcdits in that accaunt." 

1 .135 .  Whcn thc C'onimlttcc ; ;shd u lq  ii rcslrtctron should not be 
impowd h i i t  ~ h c  JL'vclopnicnt rcbatc should not be transferred to or mcrged 
in thc pcncrul rcwwc, thc C7ralrnlan, Central Board of Direct Taxes stated 
"You arc suggesting that an improvcnicnt in thc drafting in the Act should 
br. madc. Wc will considcr that."' 

1 .I 36. Thc uitncta furthcr sti~tcd. "H'hCn a l l  is said and dorac. I think 
thc matter requires rcconsidcratiofl. :~nd cliwussion hctween us and audit to 
see how wc can support our casc in thc Tribunal". 

1.137. l'hc C o d t t n  auffaed that the feasibility of imposing a restric- 
Uon tbat the dcvekqnnent rebate should not be transfed to or me@ m 
the p c r a l  rmwc may k examined. 

1,UI. 1Be C:omml.ttr.c map be apprised of the final outcome d tbt 
C06e. 

1 . I  39. In the prcvious year rclcv;int to tllc nsscssmznt y c u  1960-61, an 
assessee niadc a capital gain of Ks. 91.032 by selling away his house pro- 
perty for a sum of Ks. 2.SI.O32. Thc Assessing Officer allowed the capital 
p i n  to he adjusrcd in full toward\ thc cost of a new residential building 
constructed by the asscsscc and hence no tax on  capital gains was levied. 
Undcr the Income-tux Act. such adjustment is permissible only when the 
assessee 'purchased' a new property for the purpose of his own residence 
and not for 'construction' of residential building. The wrong adjustment of 
capital gain by the department had resulted in under-assessment of tax of 
Rs. 28,828. The Ministry accepted the nustake and reported that action 
was being taken for rectification. 

1.140. Explaining the p i t i o n  in regard to the under assessment d 
tax in this case, the reptessntative of the Central Board of Direct Taxes 
stated that the assessment in this case had beel: revised by the Commissioner 
under Section 33B of the Income Tax Act. The actual information regad- 



hg tbc Amurvi faigOd a d  colltcled was being obtained, Thc witness 
h&cr added that thc case was not looked into by thc Inspcting Assistant 
Commissioner. 

1.141. The Committee inquired as to what was thc rntionalc hchitld 
tbe provision that if one 'purchased' a ncw house, the Capital p i n  mdr.  in 
getting the house was exempt. whereas if one 'constructed' n new house. tax 
had to be paid. The Chairnun, Ccntr l  Board of Direct Taxes, stated that 
there was a drafttng error in the Act with regard to the matter and that it 
had heen ctrrccted in the new Act. 

1.142. Tbe Committee regret that the mistake that occurred in this 
case was due to the appiicrrtion of the provision of the Income TPX Act, 
1961, whereas tbe asscs!qment was completed under the provkion of the 
Income Tax Act, 1922. They hope that such mistakes will not recur in 
htwe. - 

1.145. Ry allowing registration wrongly thew har b w n  a lo\\ o f  TCL.-IIIIC 

of ovcr a lakh of rupee\. The Ministry while acccpting thc mistahc 11d 
stated that the a w s f m c n t  could not hc rectified as it had bc.contc t imc- 
barred. 

1.146. Explaining the paition in this caw, the rcpresntativr: of thc 
CBDT stated that the tax affect for the two assessment years 1955-56 and 
1956-57 was over Rs. 1 lakh. In reply to a question, the witness stated 



thar om CW was &ah undr;c thc Bmnbay Lowries and Prize Coatmi and 
Tux Act, 1948 and thc other caw was uadcr the e x - W h y a  Bharat Chnb 
ling Act, 1949. Thc rcgistraticm was rcfused in cme case en tbe g r d  
that thc firm had not trhtaincd ;I vald liccnce ah requircd undcr the Bombay 
Lol&rics and I9171: ( ' ( r~ i t r~ l  and 7 ax Act, 1948. In mother c a x  Ihe IT0 
had made cnqurrics and found that thcre w;rs no corrclrpmding Act ia 
Madhya Pr;&sh undcr ~ h ~ c h  the firm wib  rtquirrd to obtain a Lceacc to 
conduct the crolcsword pu7zle compclitlon. 

I .  147. 'I hc Conlml[tcc x4cd  if this huwc \ \  was illcpl under the 
Mudhya Pridcsti k . 1 .  'I'hc witncss stated "Of courw, it was illegal. On 
thal p)int we need nor go into any Act at all." On bung pointed out that 
thc 1'1'0 grwltcd rcgi\tra!ion for this illcgiil busincw, the witncss stated that 
in M : d h y i ~  Prrctlcslr tlicrc was no specific statulc corresponding to  the 
hi1h:1y  Act. I n  [IIC old M d h y i ~  Hh;~r;it Statr, thcrc uas an Act against 
p~mhlinp. Hut tllc I'I'O hid \tated that hc wit\ nol auarc of' the cxistcncc 
td 5uc.h ;in ,Act I n  reply to a question, thc witncw stated that thc only 
information iivi11Iiitd~ w:u iin c x ~ r ~ t  from thc judgeo~cnt sent hy the a u h -  
riwd r ~ p r ~ w ~ i ~ i i t i ~ ~ .  of tlic Incornc Tax 'I'ribun;ll to thc Commissioncr who 
had l?iih\~.tl 1 1  o n  t o  ttic 17'0. 'Jhc cxtract w:i\ to thc c1lcr.t t h a ~  a licence 
had not lwcn t;rLet~ ;inJ the busincss c;irricd on was not lcpal. 'I'hc oficcrs 
were not ~ p p l i r d  with the topics o f  thc Judgcnicnt and therefore thc IT0 
did not know lhc full s c q x  of ttic decision. The witncss furthcr stated that 
in  this cssc thc 1 ' 1 0  should not hirvc tnlicn a dccision on his own, but should 
how consulkd thc Assis~i~rit Cornniissionc r or the Commissioncr. The 
witncss odn~ittcd that thc 1 ' 1 3 0  was at fault ro that cxtcnt. The Chitiman, 
CBDT added thc R o d  would have to go into thc vigilnncc iispcct of the 
matter. 

1.148. The Conunitlee arc unable to understand how a mistake c o d  
omr in tbh case wbca the order of the High Court in a similsr case lrnder 
tBe rrhuffe of a different Commissioner was specially brought to the notice 
of the 1.T.O. The I. T. 0, bod before h3m all the Ammt fmAs about tbe 
SaQrroftbcbus~sandthe putnersdtkc finnswhowere rrtuscd 
ragtstRtkwincsaotLor~k. 

1.149. The ComdUce sugqesl h t  tbe Board fibould Lmmediataly g 
SDbo tbe cnse h m  the point of view of vilpurtoce and intimate to the Com- 
~ L & ~ P s d t b e a c t l o a b P l r a a t b u e o a  
Irregular cxemptirm and c.rcessive reliefs given-para 43-pages 56-57. 

Sub-para ( a )  

1.150. The rebate from tax admissible under the scheme of 'tax holiday' 
to a new industrial undertaking depends upon the capital employed in tho 
undertaking, The rdes for computation of the capital employed prod4L, 



in thc C ~ C  of deprrciabk assets acquifed by purchase prior to the 
ccffywltotian p e r i d  thck vslw for the purpose should bc takcn to h tha 
muen down v d ~  of the assets. as pr Winition in the Income-tax Ad. 
Tha term 'written down value' has bccn &fined i i S  the actual cost of the 
asacts red- by all dcprcciotion actually allowed under the Act. In t h w  
c a s e s ' a s s ~ s ~ d  in one l n c o m ~ t a x  Of ic r ' s  ward and in two caws iisesscd 
in different w r d s  the initial jeprccirltion allowcd in thc year of installation 
of the aswts ncquiwd prior io 1st April. 1956. was not deducted uhilc 
arriving at the written down value, w i h  the result that thcrc b a s  iin undcr- 
assessment of ILK to  thc cxtcnt of R\. 0.22.342. Out of this, rccovcry of 
Ks. 25,334 h ~ d  hecornc tmc-bsrrcd. 'Thc Ministry had ~ta ted  that the 
mistakes in cltlicr c a m  were tlndcr rcctificntion. 

1.15 1 .  The Cornmittcc tlcsircd to know the prcsent position in rcgartl 
to the rectification of the assessment in this case. Thc rcprcsentative of 
the Central b a r d  of Direct Taxcs stated that in the case of one company, 
the assessmcnts of a11 thc previous years had hecn revised r;rising iltl  

iidditional demand of Rs. 8,36,000, bur the dmand  had not yct I ~ C C I I  
collected. Thc company had filcd a writ petition irgainbt thc rcctification 
under section 154 of the lncon~c T a x  Act. Thc court had pcrn~itted only 
rectification but not the collection of demand. In the casc of thc second 
company the rectification was barred by limitation. A rcqucst was madc 
to the assesscc but the assessce had not agreed to the rcctification of nssen- 
ment. Thc amount involved in the second case was Ks. 9X.lX)O. In thc 
third casc. the rcctification had not yet been madc but the mntter was undcr 
correspundcncc with the asscssee. In the fourth case, the rcctification for 
the year 1956-57 was time barred and the amount involved was Rs. 7,584. 
For the year 1957-58 the assessment had been rectified and a dcmand of 
Rs. 7221 had been collected. In the fifth case, for the years 1958-59 to 
1960.61 a revised demand of Rs. 17,750 had been raised and collected. Thc 
reason for the mistake was due to fact that different Income-tax Otficers 
had proceeded on the computation that was made in the earlier year instead 
of making fresh computation. 

1.152. In reply to a question, the witness stated that four caves were 
not looked into by the Internal Audit. In regard to the fifth case, the 
board had not received any information whether the case had been b a k e d  
into by the Internal Audit. On being pointed out that the case occurred 
several years ago and the Audit para was also receivcd by the board a'bout 
two yeas W, and yet the board did not have the required information, the 
Chairman, CBDT stated that "actually the mistake was at the level of the 
M r d .  We did not Scruitiaise the report so well as we ought to have done 
a d  asked for this information, which we did not. There have bS 
mistakes in the matter of promptness at all levels.". 



1.154. The Cornmitt- regret that tbe B a d  did not have 
iaforntntbn about the fifth raw even tkwgh the? received t& miit 
a b o ~ t  two years ago. TKey expect thE reprc?ienbtivn of the MtnilrJrr 
oDd 1kpartrnenk.s to be fully prepared with facts and fipm when a p m  
helore thc Committee 



Tex were reduced to that cxtent with cmsquent tax cffect of Rs. 5,55,925. 
'This paragraph was sent to the Ministry in November, 1965 but no reply 
had been received upto February, 1966. 

1.157. In two other cases. two comPnics wcre nllowd rcbatc of 10 
p r  cent. thou-& no such relief was admissible firstly becriuse rhc dividend 
had not h e n  paid in thc relevant previous ycars and sccondly ht.cnusc the 
dividends w r e  entirely attributnblc to the profits and piins nrisinf aftcr 
the awxmwnt ycnr 1959-60. This rcsultcd in an under-rtssessmcnt of t ; ~ x  
to thc extent of . R h .  47.573. l l c  %lir~i~try 11d . ~ c ~ p t ~ d  tlw r ~ ~ k t : ~ k c s  
Rcp-~rt rc.g;irdini! rc.ctif?i~tiorl XIJ r3co\cry W;I\  ;~\\.;litcil. 

1.162. In paragraph 75(a) of the Audl~ Report. i Y b 5 ,  thrcc c a w  were 
cited where on account of erroneous grossing up of dividend\ an under- 
assessment of more than &. 3 lakhc had c~ccurrcd. of which 3 sum of 
Rs. 98.119 had become time barred. 



1.163. Similar mistake, came to rhc noricc of Audit in two other casts 
during the test-cbcck d nraucssmcjlt documtnts of an incomc-tnx wrd. 
The Income-tax OfRcer grossed up thc net dividends received by thc two 
companies at $00 per cent, taxable profit although the certificate issued 
by the company p l y q  the dwidends showcd a much small.cr pcrccnlagc. 
This rcnrultcd in an excess tax ucclrt of Rs. 56,704 which was refunded to 
Lhe two camponitb. 

1.164. Thc Ministry while accepting the mistake had stated that recti- 
Actition wan not pc>scible due to tbc operation of tlme bar. Thus a loss of 
Re. 56,704 had tccurrc.d to the Govcrnrnent in thcrc two caws. 

1.165 FxpI;~~n~ny !tic powon, thc rcprcicntntwc of thc Central Board 
of 1)ircct 'I:I'XLY : ~ t  the 0111scf dniittcd "I t  -\  a clear mistake It was 
ah~olutcly uronp I t  wa\ not ;I! ; i l l  umcct on he\ (170 ' \ )  part, lo havc 
takcn I 0  wr crnt ~ h r n  thc divldcnd warrmt 1 t 4 f  ~howcd  72:79%. 
' n c  calculnticmr wcrc not chcckcd by 1ntcrn:il Audit party " 0" Iwng 
painled out t h i ~ t  i f  rcmeclral action had been trtkcn immediately when the 
dcfwts wcrc pointed out by Audit, the rcveiaue might not havc bccn lost, 
the Chairman. C'cntral Hoard of Direct Taxes, stated that the Board would 
take stcps to crlrurc morc pwn1j)tnc~c 111 dealmg w ~ t h  \uch 

1,166. The Committee feel &st, if tbc Board had taken prompt adios 
an the AudY objtxtjon, lass of revenue amouting to Rs. 56,704 couM 
Lve been ovokled In thse circumstances, the Comaittee need hardly 
empbiisf the nccessby of prompt nction by the Board on objections 
piated nut by tk Audit. The Committee also s u m  that a review should 
he conducted, h mpe~ of cases invdving large amoants of dividend 
income, under the c b q e  of all the CommL~sioners. in order to ensure 
pramp Pad timely d o a  in regard to the rcdfication of e m .  

1.167. The Finance Acts of 1956 to 1959 provided for the levy of 
additional super-tax on companies distributing dividend on ordinary shares 
in excess of 6 per cent of the paid up capital. This additional super-tax 
was levied by way of reduction of the rebate from super-tax admissible 
to the companies, and if in any year the amount of rebate due was insuffi- 
cient to absorb the reduction oo account of the excess distribution of 
dividend, the unabsorbed portion of reduction in rebate should be carried 
forward for being set off against the reliefs available for subsequent years. 
T b c  provisions were overlooked while assessing a company with the result 
tbat an unabsorbed reduction ia rebate of Rs. 2,18,950 was omitted to be 
setdl against the super-tax rebate of Rs. 4,97,429 of a subsequent yea. 
This resulted in a short levy of tax to the exteat of Rs. 2,18,950. 



1.16&. Tbe M i  BPd slatad tbat the mistake was being rectified. 
n#: report ol CDmglCtiOn of the reaification and rccowiy of thc smouat 
was awaited. 

1.169. Thm mom of such cases noticed in another c h a r ~ c  involving 
a short levy of tm of Rs. 70,252 of which Rs. 23,560 cannot hc r s~wv~red ,  
having became time-bard. 

1.170. Explaining the case. the rcprcsentittivc of thc Ccntrrtl Hoard of 
Direct Taxes stated that the 1.T.O. had requested the Cornnlissiooer to 
permit him to look into the records 'and submit the cxplannt~on. Thc Chair-  
man. Central Board of Direct taxes, addcd thitt thcre was it rnistirke in the 
asutssmcnts. The question as to how thc miqtake was committed would 
be looked into after the cxplanation wur rccc~vcd from thc [.TO. - 

1.1 7 1 .  Askcd why this case had not been looked into to w e  wlicther 
the mistake was bonafiJe or not, the Chairman Central Hoard 01' Oircct 
Taxes stated ''that is being looked into. I'hilt has not bccn co~nplcttd." 

1.172. The Conunittee may be informed of thc action takcn on the 
cxplanation of the I.T.O. and the amount of tax rccovcrcd. 

Sub-para ( h )  

1.1 73. T h e  Finance Act, 1963 provides for reduction of rcbatc on 
super-tax allowable to companies in the event o f  companies issuing bonus 
shares. 

1.174. In  the case of a company which issued bonus shares of Rs. 9 
lakhs during the previous year relevant to the assessment ycsrr 1963-64. no 
reduction in rebate was made resulting in a short-levy of tax to the extent 
of Rs. 1,12.500. 

1.1 75. The Ministry had accepted the objection and stated that the 
mistake had been rectified, raising an additional demand of Rs. 1 , I  2,500. 

1.176. The representative of the Central Board of Direct Taxcs stated 
that the mistake in this case had been rectified and the demand had been 
collected. Explaining further the witness added that inspitc of the fact 
that priorities had been fixed, the Internal Audit parties were still unable 
to Wpe with the current assessments promptly which was the r e w n  as to 
why the case was not looked into by the Internal &dl. The CbaimW. 
Central Board of Direct Taxes stated that in this case there was a 3 U F -  
profit tax d d  also which had to be reduced. The nct gain to the 
rcvmue as a result of increase in the income-tax and reduction in the 
Super profit tax was Rs. 45,000. 



Strb-para ( a )  : 

1 . I  7K Prior to 11465 a comp:rny u;ik ~ c p ~ r d c d  , I \  .i comp:rny in uhich 
the puhlrc H r r c  ncrt wbSt,lnti;llJ) I I I I L ~ I C S I C ~  i f  t h  : ~ f f , i ~ r w c t  the company 
o r  4hiirc~ cnrryln!: mtrtc than 50"; of thc tot.11 vorinc pouer urrc , t t  any 
tlmc chrrinj: the prrvi~)ll\ vcnr co~ltroll~tl c i r  hcld b v  l < , c i  t h a n  .I\ )xr \ tms  
?his would tw 4 0  ctcn II tlic l)er4on\ w h o  hcld 1111. <ti,ilc\ arc ~ J M K  
linlirctl cc)ntpnlc\, rlnlr\t tilt p.wnt ronlpin!  hcrng .i publ~ t  I~rriitcd 
w n l p n >  l101& llic c : ~ t ~ !  I.. k l i  t r .  t . I ~ U L , I I  of th. \uhtdi.iri ~ t w j u n \  

1 . I  81. In ~cg,rrd thc s ~ > ~ x ~ n t . i  c:tsc. J tax t.im.mil of R\  96,710 had 
becn r:~iscd Bur tbc recij\c.ry of demands in both the c',~\cs had been 
stayed by the C'alcutta IIi2h Court. 

1.182. Explitininp the aclion takcn in regard to sirt~ilar cascs of omission, 
thc witness stated that IS, casts t i a e  I ~ ~ L ' u L ' ~  by the Con~missioners and 
the total dcrnnnd involved in ;ill these cases ,mounted to Rs. 1.19 crores. 
Orders undcr Scction 23-i2 of the Income Tax .4ct had been passed an an 



shew cases and a bum of Rs. 3 , h ' t d Z V  had MI br been collcc~ed. Collection 
d Rs. 84 hkhs was pmding due to writ petitions 81cd by the assrssccs. 
Tbc balance wilr k i n g  mllcctcd. 

1.183. T h e  C'ornnuttcr. J c s i r d  to bc furnished with fwthcr inlot miition 
on the following points : 

(i) A statement gibing thc brcal up of Rs. 1.19 crorcs involved iu 
19 other cases giving details of thc amounts collected and the 
rcaxlns for  the pcnding amounts. The statcmcnt has sincc 
becn furni\hed. 

( i i l  A strrtenlcnt showing thc 'rrrcars of tax a h  011 1st April. 1Vh6 
due from different groups of firms mcntioncd i n  the hbnopolich 
Commission Report giving details of the amounts under ;1ppuI 
hcfnrc the rkpnrtment and Courts. 

1181 The \ ta lcr~cnt  has been furnis1~c.d to the Commiitec. Tbc 
Committee note that, out of P large number of caw included in tbc 
statement, there are 23 cases of companies where anearc; of Incnme-tax 
out.dnndip: on 1~ April, 1966, wac Rs 25 lakbs or mom in each c m .  
The arrealt of income-talr outvtamding &st thew companies amounted 
to Hs. 13.96 crore* (Appror), out of which appeals hrve h e n  preferred 
by the cornpan& c o n c e d  to AAC/CIT/Tribunal in reqwct of Rs. 7.25 
crores (approx ) of income-tax, while they have gone up In appeals to court?i 
in re- of income-tax arrears amcruntirtg to Rs. 1.12 crores (appwx ). 
'I'he Committee need hardly stress that every effort should be made by 
Government to speed up the recovery of arream from thew big companies, 
specially in respect of amount of Rs. 5-59 crows which is not under appeal. 
The Committee would like to watch the p m p w  made by Government in 
recovering these amounts through future Audit Reports 

1.185. lo thiq caw thc Committee are of the opinion that the Buard 
and the Income-tax Officers were ROf aware of the correct legStd p a h .  
If Audit had not pointed out this mistale, the midake w d  bave ROM 
nnmticd. 

1.186. In regard to tbe amoant of Rs. 1.19 crores, tbe Committee find 
from tbe wSe that in some eases c o k t b n  of the demand bas been d y e d  
till the disposal of the appeal, and Cn some c a w  tkae has beerr nIIowed for 
the payment of tar. 



Sub-para ( a )  : 

1.188. In worhing our the nct demand payable by a company, a sum 
of Rs. 92,500 wm cfciiucted on account of advance tax payment for the 
asmsmcnt ycar 1959-60 Actually thc company bad paid a sum of 
Rs. 1 5 . 0  only :i% ndvmcc tax In rcspct of this ycar, of which Rs. 1 0 , O  
were paid within the duc dntc and Us. 5,000 later. This resulted in an 
cxcenr tax credit of R5. 77,5(W). The Mtnistry had replied that the mistake 
hrd bccn rectified. Rtpcjrt rcpltding recovery was awaited. 

1 . lW.  7hc rcprcscntativc of thc Ccntral Board of Direct Taxes stated 
that rhc 1.T.0. t l ;~J  not followed thc prescrihcd procedure in rcgard to the 
nccounting and itdjustmcnt of advance tax paid by thc acscswe. The 
rxpl~lnation of the I.T.0. hiid k e n  callcd for. Appropriate action would 
trc tnkcn :rfter the cxplsntltion wa\ obtained. 

1.190. The Committee wrdcmbd from A d !  thnt for watching the 
ra.bdng 01 a k d ,  and peylbent in hsfalnwnts of adrencc tax, a register 
aC domvnd end mtlectbn uadcr Section 181% is prescribed. The delPikd 
procedure for mdntenancc of the mgkitcr and the adjustment to be M e  
om complclion of rcplsr assespments art! bid down in para 16 of ck.pcer 
XIV (a) nl d i c e  Manual, Vul. 11, Section 11. On completion of regular 
assessment payment under M i o n  18A as per tMs wgister wW have to 
be Mrcn to the Demand and C d l d o n  Register and a note to tbot effect 
abocrld bc made in the remarked column of the 18A D t d  and Cdkdion 
Rcgllatcr. WMIc maling a demand fur the payment of the bdPhee of the 
tax h m  tbc gioss dtmad, tbc dvance b x  peid aad adjwdad as shown 
fn the Demand a d  CoHectim Register should be dabckd. 

1.191. It k rpparrnt that the cwrect prncedure was not fdlowed by 
the Incame Tax Ofecn, resuhg in a costly emr. 

1.192. The Committee dseire LM suitable i m  bringing out 
tbe provision of the law in reglard to the nmintemtece of the mgbtcr etc. 
a d  its compUoace may be ianml. 

1.193. 'Zlrey nrry be Monaed of the rdioa trlrclr a#W the i T.O. 
invoived in this m e .  
Sub-para ( b )  : 

1.194. An assessee paid an advance tax of Rs. 30,300 for the assess- 
ment year 1963-64. She did not pay any advance tax for the assessment 
year 1962-63, but the Income-tax Ofiicer while completing assessments 
for 1962-63 and 1963-64 in June. 1963 and March 1964 mpectively, 
allowed a deduction of Rs. 30,300 for each cf these two y e w ,  from the 
t2ix payable and r6fuaded in July 1963 an amount of Rs. 16.246 inclusive 
of interest, for the assessment year 1962-63. 



1.195. On this being pointed out. the Dcpartmcnt hod rcrti&d tbs 
*kc and cdeeted the excess payulcnt of Rs. 31,024 inclusive of 
fn tmst  wrongly allowed in October, 1964. 
L 

1.19h. Thc representative of the Central Board of Direct 'I'axcs 51 1tct.i 
that the asscssmcnt had been revised raising thc additionnl dcn~;lnd CII' 
Rs. 31.024 which had since h e n  collcctcd. When the Committr.~ ~ w i t l t i d  
nut that in this case bcforc making the refund figures werc not pl-opcrl! 
collected. the reprc\cnt;rtirc of C.R.D.T. stated, "we h a w  midc a notc of 
i t .".  

1.197. The Committee nndcrstrrad tbet a refund of Ru. 16,246 w p m  
rasdc in July 1963 and the micdake in this caw was pointed w t  by Audit 
in Scptemhcr, 1964. According to the instrnction* of the Ronrd all refund 
ntoers in excess of Rs. 500 should be checked by the lwpccting Assistant 
Commissioner. 

1.198. The Committee .suggest that it may be verified whether thc 
refund orders were checked by the Inspecting Assidant Commissioner. 

1.199. An order under scction 35 ol' thc Incomc-tax .\cl. I911 grant- 
ing a rcfund of Rs. 45.749 was passed by an Assessing ORiccr. in J u n c  
1962, for thc assessment ycar 195 1-52 while giving cticct to :I Tril~unal's 
decision in the  cax. of thc firm in which the asscsscc was a Ixirtrlcr. 'I'l~i< 
refund was adjustcd against thc demands of Rs. 16.093 anti I < \ .  78 .750  
duc from thc :isscsscc for thc assessment years 1956-57 :lnd 1957-5Y 
tespectively. Again another rectification order wac passed in Scptcmhcr. 
1964 in respect of the mme assessment granting il rcfund of Its. 40.XY2 
ignoring the rcfund already granted by way of adjustment in Junc. 1902. 
This resulted in an excess refund of Rs. 45,749. Thc Ministly had 
accepted the ~nistakc and the excess refund had also sincc been rcccwcrcd 

1.200. The representative of the Central Board of Dircc.1 Taxc+ In-  

formed the Committee that the assessment in thi\ casc h;~d b t w  rcvisd 
and the amount of Rs. 45,749 had k e n  recovered. Thc Chairnun, 
Central Board of Direct Taxes, added that an adverse entry had bccn 
made in the character roll of the officer conccmed. In reply t o  a qucs- 
don, the rep~esentative of the Central Board of Direct Taxes ~ e d  that, 
according to the Commissioner, there were no malafides in this c ~ s c .  I t  
was a case of a lapse in not following the correct procedure. In reply 
to saoZher question, the Chairman, Central Board of Direct Taxcs, vtatcd 
that the Canmissioners had not reported any care of nzulufid~r in respect 
of the objections pointed out by the Audit. Now the Board proped 
to ask the Commissioners to give reasons as to why they did not consider 
a case ntalofide, so that the Board wuld look into the matter. 



1.208. Fnm the note. it is ,wen thrt a total r m ~ l n t  of R% 39:95 h b  
h v r  ken r c c o v d  out of demaMb rrSscd to Rs. 93.61 b k .  



Misrakcs mmrTUned w h i k  giving effect appcllatr cwdcr.r-PWU 48- 
Pqes  6061.  

1 . 2 l O .  In his eppcUate k c i \ i m  on thc nsciumtnt order for asxssmcnt 
year 1958-59 in the case of ij crmmp,m\;.. the Appnatc Adstant Commis- 
sioner Wd,  inrcr dia. that an amount of RJ.  1.94.552 being cxpenciiturc 
incurred on repain to a ship prior to tts safe should be treated es cxpcnscs 
of sale id hcnce pcrmis.siblc as a deduction in the cnmputation of capital 
gains. T%c effect of this decision was to increase the business inc~nic 
d the as.smscc by Rs. 1.94.552 with a corresponding reduction in its 
capital gains. This observation of the Appellate Asistmt Comniisioner 
was confirmed hy the Appellate Tribunal in further iippeal. While 
giving effect to the Tribunal's w&m. the Income-tax Officer omitted to 
increase the business income and reduce the capital gains by Rs. 1,94352 
As no supper-tax was leviable on capltal pins, the omision rcsultod 
in an under-assessment d tax to the extent of Rs. 27,537. The Ministry 
had stated in rcply that the a~wssrncnt had since bcen rectified and the 
additional demand raised. 

1.21 1. The rcprcscmative of the CBDT informed the Committee 
that the additional demand had bben r a i d  and collacted. The case 
was chckad by the Internal Audrt party but they did not find the mistake. 
The Commissioner had been asked to obtain the explanation of the 
internal Audit p d y .  Thc explanation of the IT0 who was now working 
in a different c h a w  was being obtained and appropriate action worrlJ 
bt taken. 

11yy)me escaping w m n t ,  Para 49-Pages 61 -62 Sub-para (a).  

1.214. In resms of the definition of Dividend under the Income-tax 
Ad, 1922, the amaunts paid by a private company as advance to its 
shareboldera wiIl form part of the taxable income of the sharehdder. An 
individual who wur the Managing D i m  d a private limited company 
received a sum d Rs. 30,696 as advance from the company during the 
p d o w  year eudcd 16th August, 1958. Whik oompttiag his total 
inoomt fa the assessmeat year 1959-60, th: Irrcome-tax Ofkcf omitted 
to ibdude this ~ m a m t  in his urrPMe incomt la the year. Tbougb tba 
1420 (Aii) L.S.--4. 



t .215. Ihc Con~rn~ttec printed out that due m failure to take appro- 
priate scticm ~mnxdrnrcly aftcr the mistake was panted out by Aud~t .  
t k m  wits a ltrsb of rc~criuc itnu)Un(lllg to RI. 20,316 In this casc and 
cquired whcthrr any instructrtm had bccn icsucd laying down a timc- 
lichrduie f o r  t~kinp itcthofi or1 audit 0bjcct10n. The rcprescntativc of the 
C.B.D.T. staled h i t  ~ t i c r ~  hitd bccn &lay in tak~ng a c t m  Thc b a r d  
would i w c  ncccmry instructions to lakc simultancour action t o  rectify 
thc errors. I lc  assured that caws 4 this klnd w r ~ i l d  not rccur 

1,217. Awwhng to I ~ I C  p o \ ~ ' r ~ c ~ i ' r  of the 1nconwt;ix Act, aharc income 
d a pmncr firm ;I rcg~wcci lirni 1. .isw\saMc in thc hmds of thc partner 
for tt~c wnc prwouh )'car i~ck)p~cd in thc firm's caw.  A company which 
cloxd its acccwn~s on 30th J u w ,  I959 included therein ~ t s  shale i a a m w  
from scvcrul rcgrstrrvd tirnis uti~cti  closed thcir accounts on 30th September, 
IYSH/3lst Much,  1959 and the m i r e  share Income was charycd to tax in 
thc aswssmcnt year 19-61 instead of in the assessment year 1959-60. 
Thus Ihc ccwrulilwntion of the provisiuns of the Act had, not only result& 
in postponemaclt of Cbc: demand by a par but also d t e d  in short-levy af 
tux of Rs. 4,23,161 as the company rates of tluation for tbe asseam& 
year 1960.61 wtm k r  than thosc for the assessment year 1959-60. 

1.21 8. Similarly, due to the ~ c n t  of shln incoencs of Rs. 6.79@!38, 
brtbb~of thC~asaessecrcampanyfromtwoCums, in tbess scos -  
ineat year 1957-58 iartad d in tbc macaneat year 1956-57, aa under- 
mcsmcd of tax d Rs. 21,647 had raQultsd. 



1319. be rqr)y tk Mh&y bow stated that- 
( i )  the Incme-tax OIfim had folkwed the practice of h ~ s  predmm- 

m; 
(ii) the pmccdurc adopted by the Inccrme-tax OtTiccr was enuni~ncd 

a& approved by bighcr rtuthorittes; and 
(iii) though there was an unda-~lwxsment of Rs. 4.45 lakhs for 

thc two years as pointed put by Audit, there has betn an ovcr- 
;.ismsment in tht asussnwnt year\ 1962-63. 1963-64 and 
1964-65 resulting in extra revenue of Rs. 10.5 lakhs and thus 

there wa\ no l r ~  of Revenue. 

1.220. It is not clear how iln over-iwcwinent ciln ju$tify on undcr- 
assesmcat when both are against the provision\ of the law. 

I . t Z  1. During evidcnce the rcprcwntntivc of the Dircct I';txc\ Board 
explained that in the caw, rcfcrrcd to in thc Audit Report pir;t !,O(u). 
thc practice of tAinp the share incomc of the previous year\ which ;~ccrucd 
from the various firms in the tot;rl inconrc of the aswswc hat! bccn in vo~yuc 
for sonw~inic and it was C O ~ S K ~ C W ~  whcthcr any dcpnrturc should k 111adc. 
but i t  was found that there w;ls no advantage or d i d v a n t i ~ g c  to rcvcnuc. 
Thc practice, thc witness stated. was thcrcforc allowcd to con~inuc. The 
Commitrcc enquired if  i t  was according to I,iw. '111~ witncw replied in the 
ncgativc. In rcply to anothcr question thc witness s ~ ; ~ t c J  that instructions 
afould bc iwicd to rcctify it within the period of rectification and set thi11 
right. In reply to another question, the witness stated that they wuld rcctify 
the aswssmcnt only for 4 ycars. 

1.222. 771c Chairmiin, b a r d  of Direct Taxcs, informed the Comniittce 
that in 1950-5 1 .  this mistake came t o  the notice of the Cornmissicmcrs and 
they thought of correcting it and then they dropped it. 

1.223. The Conmittee feel that both under-it.\cssments ant! over-asces4- 
rnents a n  not in accordance with the provisions of the law and should be 
guarded against. They hope that the C.B.D.T. would issue suitable imtruc- 
tions to the I n c o r n t a x  Othcers to  adopt a correct assessment year so as to 
bring the whdc position in accordance with the provisions of the Income- 
lax Act. Action to rectify the assessment with the provision of the Act 
should dso be taken. 

Fcu'ke to take timely action & d i n g  to loss of revenue-Par0 50(h) - -  
Page 63. 

1.224. In order to protect themselves against the loss resulting tram 
owr-production, the Jute Min-ownera under a mutual a$nmrent imposed' 
romt restriabus upon tbcir working time, according to which the w d n g  



cywlcity d thc jute mills war curuukd m an rgrPad badr aad a w t ? p c  
of (bc looms w u  m&d. 7hc surplus loom hours available in a jute mill 
which docs M utilrv the I c m  hours allotted to it arc transferable for 
monaPry cansidaation to n t k  jute mills which can utilir if. 

1.225. C h c  Jutc M~li twncd by an unrcgrrtcred firm purchased the 
urrplur l m  hours d anathcr mill during the previous year rtlcvant to the 
aastrsmnt par 1957-58 payment d Rs. 1.43.328. This expcndtturc 
war debited to the P d t  and Aconunt of the firm and was also allow- 
cd by the Income Tax Department in the asscqsment (completed on 26th 
March, 1962) as admisdblo expdi tu re .  Ac, the expcnditurc was of a 
capital nature, t h ~ r  tnrpular allowance was pointed out to the Depanmcnt 
cn 7th Ck.trrber, 1961 hy uud~t On the 29th J i n ~ a r y .  19M ~nstructions 
wcrc issued by the Central Hoard of brrct Taxc* for drsallowinp such 
cxpcnd~turc In rhc h,ind\ of ttrc purchiiwr of Icwnl hour\ Chdcr the 
provision\ of' thc Incomc-taa Act, :I Commi&oncr of Income-tax I \  

empwcrcd to rcvisc the ordtr of an Income-tax C)ff~ccr prejudicial to 
rcvcnuc within R pcriod of two years from the date d the awssmcnt order. 
Evcn though ttlw time lch after the rcccipt of instructlonc of the Central 
Baard of Direct Taxes wits uuRicient for rcv~qion of thc awssment by 
the Cornmixsianer (i.e. within 25th March. 1964). no action was taken 
in this caw, lc~ding to a Itrs* of rcvcnuc of K\ 1.20.396, the demand for 
which cannot hc r i i i ~ d  now kcausc of  thc opcrition of time-bar. 

1.226. I'hc Ministry havc. howcvcr. \tatcd in reply that necessary 
Wion has hccn tnken to rctqucst the Appellate Assistant Cummissioner 
h io re  wtmm im ~rppelii is pending against thc asscssmcnt, for a suitable 
enhancement on this accourrt. 

1.227. The Committw refemng. to thc caw mentioned in the Audit 
Report cnquircd, at what stage the rectification of assessment st&. The 
witness rcplicd t b a ~  it had not becn decided to rectify tbc mistake because 
of some confusion on the part of the Commissioner. I t  was added that 
it was the Commissioner who had to issue inrtmctions to the Incame-tax 
Otticcr to raise the point bcfon thc AppeUate Commissioner but owing 
to some rcason, this was not done and so this mistake had occurred. The 
witness also infOlRLbd the Committee that iaformation required in this 
ammtion Itad since k n  reccivcd which m l d  be considered anr! 
bactssary action would be taken. The Chairman of the Board of Dim 
Taxas informed the Committee that the Commissioner co~~~nred in this 
cast had rttircd long ago. 

1.228. The Committee d c s i i  to be furnished with a note stating 
masons for the ncm-rectification of ammmcnt in the case after the mistake 

t ,  

had bcta pointed out by the Audit. 
r \ 
L,- 





1 2 3 2  7 % ~  Inwmc t.11 1 . 1  p r \ ) \  ILL-, for d c d ~ t ~  t ion  of t 11 .I( source 
from rlic sitl,iric\ p:rid h) I-.I\ jwrutrr 411 cum\ d i . J \ ~ t c d  , \ I  wurse hv 
prlvatc r~~lployc.r\ toward\ I , \ \  \ h o u l d  tb: p , ~ l ~ i  to thc' L r ~ d ~ t  of tht  Ccntral 
Govcrnnient within onc ucch from thc date of \uch dcducticw (:I frorii 
the date of receipt of clr.11~111 f r o 1 1 1  tllc Dcp.lrtnicnt b) thc employer 7 h c  
privntc crnploycr-c, undcr tlw 1n.x~nic-tiit Rule\, mwt 3 1 ~  furni\h t k  
I ~ C O ~ I C - I ~ I R  1)cp:rRnicnt . 1 o t l 1 1  \t,ttcnicrit 41owng p , ~ r t i c ~ ~ l , ~ r ~  I , ?  

employe \ ,  ul:\rtc\ p a d ,  t . 1 ~  dcduzted .it wurcc, chtc on which t,ir 
crcditccl 10 Govern~ncnt ctc I itrthcr. ; t n  ;1nni1,11 rzturn in thc prescribed 
form shoilld i h a  he rrndclcd h! the p;i\.ttc ~*nlplo!cr\ with~n 30 d ~ y s  
froni 3 1 M ~ r i h  in cnch scar Undcr ttir 4~.t. i f  an crmpla>cr Joc~ not 
dcduct or aftzr dcdwtinp failk 10 rcnlit the wni  into Go\crnni.-nt account. 
he should hc treated ~ r c  :in ; twswt. in dcf,iult. and rclcvant pen:11 provi- 
sions in the Act invoked in such c a w .  

1.233. In or&r to crrsurc thst tax is deducted and depositd in all 
and also to bee that thc annual and monthly returns arc submitted 

in time, departmental instructions provide for the maintenance of a Register 
of Employers. On receipt of the annual rrtum, the Income-tax Officer 
should chcck that total tax shown as deducted during the financial year 
in m p c t  of each employee is correct, that the entire amount deducted 
bas been crodited 60 Government account by each employer and in case 
of defadult, take penal a c h i .  



1.234. During testcheck conduacd in a few Inccwne-tax UfRm in 
10 C o m m i s r i ~ '  charges. the faowing imgdarities mrc: noticed in this 
regard:- 

( 1  ) The Rcgirtcr d Employers was not mnintainrd properly and 
conquentR!, the dcpanment could not have excrcisect :mf 
ccmtrol ovcr the receipt of returns, comct dtxtuction o f  t : i t  
at source and remitt;~nce of the tax collected into Gmcrn-  
ment account. 

( 2 )  From the information nvai\aMc in the inmmc-tax officcs it 
U ' R ~  noticed that the nlonthly and annual rcturns arr $til l  d r t i .  
from the eniploycn to the extent indicntcd hrlow:-. 

Monthly rrturns 1614 1521 

Annu.11 returns . 4206 6677 

13 )  In the caws where return\ were roceivcd the Dcp;~rtnicnt 1i.d 
failed to check the correctnev, of tax deducted s t  wurcc  ;~nd  
raise dcmands for balmcc of tax due lhc following 4 1 o r l  
deduction of tilx wits noticed in audit. 

No. of Amount 
casm 

(4) According to the rules if the tax deducted at sou~cc i s  not 
credited to Government account within onc week from thc 
date of deductjon, penal action has to be taken on the 
employers. In the following cases of ( i )  delay in rcrnittances 
(delay ranging upto sixteen months) and ( i i )  non-remittance 
of tax deducted at source, no such penal action was taken by 
!he Deparhnent. 



No of Amount 
cases 

( 5 )  Thc statutory pmviaions reiat~ng lo Jcduction of tax at 
mrcc from payments of salaries are not being cornplicd wivh 
by mmt of the fmign Missions in India. A test check of the 
tbcardrr -1 by ten Missions revealed that only one Mission 
was deducting rnx at source and was sending thc prescribed 
annual statements lo the Department. Thm Missions did not 
deduct tax a! source but SCN the pscr ibed statements. Th: 
remaining six Missions neither furnished the statement(; nor 
deducted the tax at source. 

1.235. Tho witaes~, replying to a question during evidence mted that 
come sttps had heen taken to see that proper deduction of tax at source 
was made. Commissiomrs had becn asked to ensure that registers of 
amplayers wen brought upto date and also the employm should be forced 
to fib the returns of salaries. The witness stated that the Comnlissioners 
had also bean t d d  that if the employer was mt deducting the tax at the 
saurce and was mt submitting monthly and annual returns in spite of re. 
minden, he should be ask& to deduct the tax i m d a t e l y ,  inviting his 
attcrJtlon to the pro~ccution provision. Similarly in the case of Govern- 
m a t  dypertmcnts the matter was to be talrra up with the heads of Depart- 
mat. The witness turthtr stated that jurtsdictjun over salary cases had 
basn vested exclusively in onc Income Tax O f k r  so that 3 proper watch 
couM be kept on the receipt of annual and monthly returns, and ckctrk 
ampten w h m m  pasribk were Wng used for waitiag out thc accursrjr 
d doduction d tax at source and recovery d belance. 



1.237. In regard to dcduction of tan ;\t wurcc hy thc foreign n l i +  

sions in India. the witncss st;itcd thnt "out of 74  mission^. 
33 had given the lists." For thc rest cfhrts were k ing  t~ l i id~  to : t I:;: 

lists through the diplomatic channels. Thc witncss further stritni th;~t 
the Ministy of Lmr had been con\ultcd. who had adviscd th:~t though thc 
employees .vcre liable t o  deduction of tax lit the sourcc from thcir c;llilric.;, 
there was no provision in thc law to cnforcc thnt. I t  was <tatcd thiit thc 
namcs of the crnployes would be asccrtiiincd by local cmquirics ;tnd i t  Wiis 
also p r ~ s c d  to prosecute thosc crnployees of the n~issions who had nor 
filed the rcturn voluntnrily. 

1.238. The Committee enquired whether any study had kc.n rnadz to 
know as to what was the legal position in other countries ,tbout forc ip  
employees. The witness replied that proper study had been made and 
added that the Indian authorities were guided by the Act of this ccruntry. 
Asked if the Act could not be amended to fall in line with the rest d the 
world, the witness replied "we will examine it." 

1.239. In reply to a questionnaire issued by the Public Accoilnts Corn- 
mitt=, the Ministry has furnished following particulars: 

Total number of Missions 74 

No. of Missions that which had sent the prescribed returns 
and deducted the tax . 4 

No. of Missions that have sent the annual returns but not 
deducted the tax . 35 

No. of Missions that have neither filed prevcfibcd returns 
nor deducted tax at source . 35 

1.240. Fmm the Ministry's reply it is further noticed that the question 
of dtductioa d the tax at source in the case of Indian enfployees of the 
frrreign MistiOus in IndSa was examined in 1959, i.e. 12 years after 1947 
wd ctna nftct a perid of 7 yean the matter has not yet been tlaalised. 



1.244. A company wiis tnalnly cnpagcd in the mnnufxture of an i)yt~..tl 
blenching q e n t  with :I pirrtic+ular tradc n.imc. It cecurcd a lic~ncr. f rom 
the Govcrnnrrnt in August, 1955 ur~dr r  thc industries (Drvrlopment) R w u -  
lation Act by claimin: thitt thc prcdliet m.inufttcrtlrcd by it wa\ ;I dye-atirf 
fulling undcr item 10 c r l  tlic I I \ ~  of articles spctficd in sc<t~on 5cic\ of ~ h c  
Incomc-tax Act, 1922. 

1.245. The cornilpany accordingly nude 3 claim for the 1)ur;rw of 
Income-tax nsscssmcnt thnt thc product manufactunl by i t  was a dyi.-stuff 
and thcrcforc the dividend declared by i t  must hr. exempt from super-tax 
in thc hand5 of the ccm~prrnies holding its shares. This m s  uc~cpted and 
the compnnic\ receiving dividends from this company have k e n  pxting 

cxempticrn cf super-tax on thc dividend inconic. 

1.246. Before the Ccntrlll Excise authorities it was, however, claimrtf 
by the astssw that the product was not a d;.estuff in the practical sense 
since it was not a d  for dyeing cloth. On a chemical analysis by fhe 



Enclx authorities dris product was found to be wither n dye-slu8 
ngr a spthetk w n i c  derivative mid in a dyeing process and accclrdingly, 
it was cxernped from paynlent of duty. 

1.248. I n  their rcpl?. the Ministry have c;tntedA that the Dircctor,\t= 
Gencral nf Technical r)evcloprncnt (Dycq nrid Explosives ctc ) hnd cl:\\sificd 
thc blc;tchinp apcnt n, a dyc-stuff It i< not clear how thts w ~ s  don? cvcn 
fhcrugh the Comp.ln) it\clf h . ~  stated &fore the Ccntnll Exc~\e  I)ep,rrtiiicnt 
th.11 i t  * 4  only a whitening nrznt anif not it dye-stufl and from ~lnothcr il 
&hate on the clalln that ~t i\ actually a dye-stuff 

1 7 4 9  T h c  Ministy hnvc ;ttldcd that thc phmscologicc usid in tlw 
Inconlz t i \ \  Act and in thc ('cntr;~l Excisc tariff arc not idcntic;il and i t  1s 
unfair t o  iriterprct the one in thc light of thc other. I t  is not clear on what 
ground\ of fnimess thc different phrascolqics which mean thc \urn: thing 
cnr~tlc thc ('cmpany to pct cxcmpfion from one Department on the cl;rim 
that i t  i\ onl) ;I whitening itgcnt ;tnd not it dy.s t t~ t f  and from another ;\ 

rch;ttc on thc claini that i t  i4  i i ~ tu ;~ I I \  ;L dye-\tutT. 

1.250. Dunn? evidence in r*ly to  the Committee'\ qucstinn as to how 
the optical bleaching Agent it1 this caqe wa\ hcld to be n "Jyc-stuf'f", thc 
witne\N \ t  itcd that undcr the Incon~e-tax Act. "dvc-stuff' indu\try ;ts 4pec1- 
ficd in the First Schedulc to  the Industrim Dcvelopmcnt and Regulation 
Act. 1951. was entitled lo the benefit of exemption. I t  was added by thc 
Chairman, Board of the Direct Taxes. that the matter wa\ rcferrcd t o  thc 
Ministry of Commerce and Industry, who referrcd i t  to thcir I):\t.lopcrit 
Win? The latter informed the Board that the optical blcachinr apcnt 
in thi\ caw fell under "dye-w~ff" and it was only aflcr that information that 
the exemption was granted. 

1.251. It n s~~ to aote that the same hem, viz., optical bkacking 
stge~t was tmWd as Dye-Shfl by the Iarome-tax n u M t i e r .  whereas the 
Central Excise Aothodtks bvrdsd it otbemk; witb the result thd tk 
tsseaste got exemption both from the Income tax (Super tax, on dividends) 
alHtCcmmlExtietb.tj.  T h t C a m r ; l l i # a ~ f r o m A a d Z t t h a t  
h t L e m A r t , 1 9 6 6 r # r r t u l d i l a a h e r ~ e a - ~ ~ , *  
a r g d c p l . l . r t s d r L U d a o r g d c L a h r o ~ p w L r b e l ~  
t L l l h r r n a m O p l S c d ~ - - A g a l e s , ~ t o t b c F n w e . "  Tlc 
C o B u . l t d C + f c d ( l u t I r r l t h r ~ a r o r t ~ b e t w e t . t b c B o a r d o i  



1.252. ljnjcr the proviaiuns c d  h e  Income-tax Act dcprrci,ct~on and 
d c r c k , p n t  rcbdtc & ~ r c  ~dnttsh:blc on ~ w t s  owned by an a\rcs\cc In the 

of a w l s  ,~cqurrcd through hrrc prchau: systcrn. lhc trmsfer or ouncr- 
ship thcrcof In favour ctf thc hirer*, happen< only after thc 1,161 insrdmnt 
of hire charge5 ;rro p;m.i t o  thc tendon S~ncc thc assets do rwt brrcornc thc 
propcrty of Ihc h m n ,  no drprcciatron and dcvclt~pn~cnt rcbatc ,frc ~llcwirhlc 
to them, whilc cimputing the taxable rncomc This vlcw w r, upheld in 
F c h a r y ,  1962 by the Madhyrr Przrdcsh High Court In o caw. The Suprcrnc 
Court dm in a jutlpmnf dcltvrrcd in Novcmbcr, 1064 held that In thc 
cctac of hirc purchas: :rprcrmcnt, sale fructifio only when optlnn I\ cxe r r~sd  
by thc intending purchancr aftcr fulfilling all the term5 of thc iiprccrwnt. 
&ly whcn all the t e rm  of the agrccmcnt arc satilfi~d ~ n d  thc opwn 
is exc rc i~d ,  does a a l e  take) place of the p x f s  wh~ch 1111 then 11.d bc.n 
hired. 

1.253. Thc Ccn'rul Board of Rcvcnuc in their circulnr of March, 1933 
teiterated in July. 1963 iasucd instructions that depreciation and dcvclop- 
ment nbak arc allowable in the caw of assets acquired through htrc pu:- 
chase system, These instructions are contrary lo the provisions of the 
Act ~ n d  the judicial pmaounccmcnts. During test check, it wds found 
that in 24 cases, whcrt the Income-tax officers followad the Bonrd's instruc- 
tions cind wmngly allowed dcprcc~ation and development rebate the under 
awssmcnl of tax ilwounted to Rs. 6,79,221. 

1 254. The Cami t t ee  asked if the Board was competent to ime  
inatructions of 1943. and 1963 and why no provision for allowing dcprc- 
ciation was made in thc old or new Act. The rcprcxntatjvc of the Baard 
idtmncd the Cornrnittec that for the sake of uniformity the Board examined 
the nature of transactions and where necessary Ministry d Law was con- 
sulted aad the appropriate course to bc adopted was decided upon. Re- 
fanias to the case in question, thc witness stated that as d8ercnt methods 
rrcm being adopted hy different officers, the matter was examined in tht 
M u  otece and hstnrctions. both from a kpl and an cquitabk point d 
view, were issued. 



!N5 . 
dcchim. tb witWS stated, htnrctiom would be reviewed snd it would 
k decided if tbc Law was to k amended or not. 

1.236. Sine a number of audit objections arose out of ~leve1r)prnent 
rebate or depreciation, the Crmmittce enquired i f  the Bimrci hitd considered 
dmplification of the: two provisions in the Income-tax Art. I hi. Cllitir- 
man of the Board als., admitted that no thought had been given to simplify 
the law relating to &vclopmcnt rebate. He, howcvcr, promised r , ~  exnminc 
tbrt and see if it could be simplified, 

1.258. Tkc Committee aim bope that tbe pto*bior*r of I.T. A d  relading 
to tbt &vt)opmc.t rtlmte .ad deprrdsdaa w w k t  be eurarhwd with a 
vkrr  to dopetTInlk 

Income-tax dermmis writtm off by the Revenue Dcparrment during the ycar 
1 964-65.-Para 55-Pa~prs 69-70. 

1.259, During the year 1964-65, the Income-tax department have written 
off a demand of Rs. 97,47,072 of which Rs. 11,92333 relate to Companies 
and the balance relates to assessees other than Companies. Thc rcnsons 
for write off, as furnished by the Ministry, in the case of both coanpanicr 
and noncompanies are as follows:- 

Companies Non-companies Total 

No. Amount No. Amount No. Amount 

I. Auessem having died leaving 
Mind no usc's, or hsve gone 
into liquidation or become 
W v e n t  : 

(c) A w r ~ a  hrriry becane in- 
dven t  . . . .  . . 10 90,160 10 90,160 



Ill.  hr~laarr  b v y r l  Left InJm 

!V. Far othrr rearm* 

( I )  A L + c ~ ~ c ( I  w r r ~  r r c  d w e  but 
how wr artachrhlt anrrtr 

1.260. 'l'hc C'ommittce referring to thc Audit pim and the rcply gitcn 
by the Ministry to their qut.stionnrrtrr, enquired if the reiis~ns for thc com- 
plction of assessment in 15 c.lscs aftcr the liquidation of cornpanreg, had 
been investigated. The witness replied that there was no avoidable delay 
in making the sssessmcnt. He added that in 10 cascs. the return of income 
had not hccn rcccivcd and assessment had to be cmpleted under wtion 
23(4). after the information a b u t  the companies which had gonc into 
liquidation had heen mcivcd. In another case, it was st8trd that the 
&lay was due to some investigations which were being carried out. 
Whereas in another case, company had taken adjournment which resulted 
m dclay. In regard to the remaining thm cascs, the witness stated that 
infarmation regarding the liability of the m p y  to tax bad come to  
Imowkxfge, after the cornpanics had gone into liquidation. 

1.261. Tbc Committee desired to be infonwd whether there had been 
any addablo &lay in any of tbase 15 cases. 



1.262 fbe obte has been fut~isbari swing tht thue were 14 case+- 
ia which wswmants  were completed &cr the campmias had gone inta 
I i t i o n  instead of IS coots m a t t i d  earlier. In six casa  the dclay 
k cas@&trg che osrscssmats had been found to ba due to innctioa on the 
pan of the Inccrmc-tax Ofhcen. This inacticm was attributable to the fact 
that the caws were not important enough fmm the revenue point of view 
to engage the caatinuous attmtim d the Income-tax Offken. In the 
other cars  there w35 no avoidable delay in completion of the nssesrnentP. 

1.264. At thc end of 31st March, 1065, thc total outstnndinp d c n m d  
of < orpordtion T. ir  and Income-tar amounted to RF. 341-70  crow.  
Scp.tr;rtc figurcs f o r  ('orporation T a x  ,md Tnxcs on income other than 
Corpcmticm tax arc not aw~lablc  a\  thc Minictry h;~vc \tatcd th;lt no 
separate staristicc arc kcpt for this purpoe The amount of R 5  341.70 
crorec as compared to actual realisation during 1964-65, work\ out to 75 
p e r  cent 7 h c  c o r r c \ p m d ~ n g  figure\ f o r  thc >c6ir\ cntilnp M;~rch IOhZ ;rnd 
March 1964 are as follows :- 

Year ending hlarch 1963 . . 270.43 87 

) 'ex  ending Aiarc'l 1964 . . 282.37 68 
- ---- --------- - -----.- - 

1.265. The years to which the arrear demand of Rs. 341.70 crores 
r&tcd are as foIlows :- 
- - - .. - . . -. - - - - - -- - . .. , --.- 

Scar H s. in3 
crores 



1.266. One 04 the rtarana for tbc amounts rcmaiuing outstaadingb is 
stty of 601Iectionr of tax granted by the oarEbus appellate aaboritks on 
apj%ab and nvision petitions. The 13- slating to bre number of ca#s 
'in which the tax has been stayed togetber with the amount of tax staped 
as an 30th June, 1965, arc given below. The cornpading p o s e  as 
on 30th June, 1964 is also indicated below. 

-- --- 
Number of c a w ~  in bf Amount of tax stayed 
which tax was stayed (In crorcs of Rs.) 
30-6-65 30-664 3-5 3-4 

(a) Refore Appellate Asstt . 
Camminsimm . 6,593 3,785 17'47 13'37 

(6) Before Tribunals . 868 4& 2.78 3'90 
(c) &fore High Courts . 212 357 3.67 3'44 
(d) Bdirre Supreme Court 36 22 0.77 0.44 
(c) Revision petitions More 

C~mmissioncrs . - 623 252 ' ?- 0.4 0.23 

. -- - ---- 8,332 4,896 35-13 20.38 -- 
1.267. The number of cases pending with the Appellate Assistant 

Commissioners. as on 30th June, 1965, is 1,20,736, the corresponding 
Ugure for thc last year being 84,736. The number of revisian petitions 
pending with the Commissioners of Income-tax as on 30th June 1965, is 
4,760. The year-wise break-up of the pending appeals/revision petitions 
as on 30th Junc. 1965 with reference to the year of institution of appeals 
i s  given below. 
--"--- ---- *---- - - - -  - 

Year of instirution Appeals Revision 
with petitions 

Appellate with 
Asstt. Commis- 

Commis- sioners 
sioners of 

Income-tax 



1.W. 1. Tbe idmtdoa partaipsrtaining to the break-up d amrn 
4 tax demand furaiobbd by the Ministry in reply to  the Committee's 
Q uestionnaire is at Appendix V. 

i.269. The Committee were informed that ow of the reasons for the 
increase in arrears was the fact that a large number of assessments were 
ampletcd in the last quarter w h  tbe demand became due. The Chair- 
man of the Board added that as against the demand of Rs. 131.48 croras 
raised in 1963-64 in the last quarter of the financial year, the correspond- 
ing figure in 1964-65 was Rs. 181.28 crores. The witness stated that the 
rise in arrears was not alarming. From 1955-56 to 1964-65 the arrears 
>bad risen only by Rs. 114 crores as against a tax demand during those ten 
years of about Rs. 2500 crores. The witnessnadded that during lost ten 
years all the tax had been collected except about 4 per cent. 

1.270. The Committee asked if thc arrcars could not bc defined 
separately as effective and non-effective. The witness replying in tho 
negative stated that the arrears could be realised even upto 60 years. 

1.271. In reply to a question as to how the arrears which had been 
staycd by court orders or which had been amended in appeal, had been 
shown as due, it was stated that even assessments made on 31st Mirch 
and the amount due in April were shown as arrcars. The witness udded 
that the same system had been obtaining all the time and for a comparative 
understanding it was not thought necessary to change that, 

1.272. The Committee were informed that another factor rcsponsibic 
for raising the arrears for a particular year was that the advance tax 
already paid was not deducted and was adjusted subsequently. The 
approximate amount of advance tax was stated to be Rs. 320 crores during 
the last year. 

1.273. The Committee desired to be furnished with a note giving the 
break up of tax arrears of Rs. 61.58 crores referred to in the Ministry's 
note as due from 109 companies involving tax of over Rs. 25 Iakhs in 
each case. The information has been furnished. 



Appeal cases pending and collection of far stayed 

1.276. The Committee wcrc informed that on 1st September, 1965 
and 1st Junc 1966 the number of Appelate Assistant Commissioners on 
roll was 106 and 148 rrspectivcly. Where as the number of appeals 
pending on 1st May 1966 was 1,60,475, on 1st November 1966 it was 
1,36,294. The Committee were also infomad that there was a quota 
for the disposal of each AAC and there was a proposal to raise that. 

1.277. In reply to a query it was stated that emphasis was being given 
to the disposal of ol&r cases, and at that time only one appeal relating to 
the year 1953-54 was pending. The witness added that instructions had 
also been issued to the AACs and other officers, that they should see that 
oldcr appeals werc posted for hearing first and disposed of. Explanation 
was also called for if there was non-disposal of older cases. 

1.278. The Committee asked if i t  was not possible to dispose of all 
cases which werc older than five years during the next six months, except- 
ing those pending for want of a high court decision. The witness replied 
that the emphxis wilq on the disposal of d l  appeals of 1962-63 and earlier 
yews. Ncxt ycar aplxalp of 1963-64 and earlicr would he disposed of. 

1.279. In reply to a qk~cry i t  was stated that for more inlprtant charges 
a smaller quota for the disposal of cases had been fixed. For big company 
circles, the number fixed was 90 a month which works out 3 cases a day. 
The quota, the witness stated, had been fixed on the basis of worked out 
averages 

1.280. The Committee enquired if the cases where the Board lost an 
appeal in the Courts were examined and whether the officers concerned 
werc mxie  :~ccountable for it. The witness informed the Committee that 
before thc Board went to the Supreme Court, the Solicitor General, the Law 
Ministry and others were consulted. Sometimes, he said, the Financa 
Ministcr himself went into the case and if hc did not agree, no appeal was 
filed. The witness further added that every precaution was taken t o  
avoid frivolous appeals but where points of law and principles and big 
amounts were involved appeals had to be made. I t  was stated that instruc- 
tians had &o been issued in that regard. 

4 



1.281. Tbe eordtdcs tal tbd tbc p'ssE.t R.iber ol app& psnder 
~ ~ ~ A s a E t . ~ b n r y ~ T b e b c t ~ t b s r e  
& l,U),736 paa&%wttb ApgsEbtr M. Commtaelaswrs as om 
38(L. Jlst 1965 rs aghd 84,736 m om 36th Jrae 1964 Qes ad epsrrlt 
~ d m t t t b c . d c q . . c T d a p p d & t e ~ .  TbeCoxnmittcehope 
t b t w i t b t h e r e a s t ~ m a d e t o r t 8 e d P e p o s P ) d o p p e o l s , t h e i r  
rrmrkt rroald be redsad., they, bowms, feel tbot tiw now pocedure 
pmcdbd aebds to k watched caddly. Tbey rmsld We tbe Borvd to 
mkrr h e  of dhpod qeuterty d if expected pmgws kq not 
r L d M c o t h e r ~ c o r r e c t i v e ~ s b w l d b t t a k e m w r o a .  

1.282. In ngrd to nrbka pctftiolrs pcPding w h  tbo Commissioners 
of lacome-tax, tbe Committee find t&at on 30th June 1965 thew number 
wm 4760. Tbe w m k  d atsea in w h h  tax wm dayed was 252 on 
30tB June 1964 and 623 on 30th Juue 1965. Tbe Committee would like 
the Board to look into 'masoms for tbis a h p t  rise in tbe aumber d cases 
ia which tax was stayed. 

A rrears of A ss~ssments-Para 5 7-Pages 7 2-7 3 

1.283. (a) As on 31st March, 1965 17.85 lakhs cases were outstanding 
with Income-tax Officers pending assessment. The number of cases pcnd- 
ing for the corresponding period last year was 12.26 lakhs. The year-wise 
break-up of the outstanding eases is shown below :- 

Year 
No. of 

assessments 

1.284. Calegorywisc break-up of the cases that arc pending is as 
follows :- 

ti) Business cases having income over Ks. z5,ooo . 97,657 
(ii) Business cases having income over Rs. 15,ooo but not 

exceeding Rs. z5,ooo . 95,941 
(iii) Business cases having income of over Ks. 7,500 but not 

exceeding Rs. 1 5 , m  . . 243,457 
( io) All other cases except those mentioned in category (v) 

and refund cases . 9,72,451 
(71) Small income scheme cases, Govt. salary cases and non- 

Government salary cases below Rs. I 8,om . . 3,65,039 



1.285. Status-wiac break-up d tbc pending cam m iadicrZad kbrr :- 

( i )  Individuals 13839ais 
(ii) Hindu LJndividad FPnsiiico . . Y , ~ , ~ x I  

(ia Pimq . W?@P 
(iv) Cnmpantes . 28,094 

(v) Other Amxiations of persoru; . 17,932 

1.286. 7hc number of asmsments completed out of the arrear assess- 
ments and out of rhc current assessments during the past five years are 
given bclow :- 
, -. -.- -- - - -"- .- --....- - 

Number of assessments completed 

b'mncial year No. of Out of Our of Total Number of 
a8~1eS~ments current , arraan mSeSsmts 

for pending 
dirrposal at the end 

of the 

(Wgureu in brackets in column 5 represent pescntnge of cases disposed of to total 
number of asaessrnenta for disposal). 

1.287. Arrears continue to increase both in absolute terms and in 
percentage. 

I 

1.288. During evidence, the. Committee, referring to the Audit para 
and the recommendation contained in their 46th Rdprt (1965-66). asked 
if it was not possible to devise a measure by which the Return Forms and 
assessment procedures were simplified in the cases of 'Salary' assessees 
and Bssessees with small income. The witness replied that some simpli- 
fication had already heen made. He stated that they have told the Income- 
tax OfIicers that they might accept the returns where taxable income had 



batn raturnrd and when it was not leas than 20 per cent of the errrUcr 
* iacozlse. Boud had given them oompletc frecdor:~ so that 

t& need w t  even mtinisc  the accounts in those cnses. He a,lJed that 
in the case of salaried income cases, many of rhe cases had h c n  disposed 
of with the use of DM computer. In Bombay City, in 1965-66 the nunher 
of salary assessment cases for com~letion was 243,400, out of which 
2,25,166 had been disposed of. 

1.289. It was stated furthcr that the simplitication of return forms 
(which at present consisted of about 12 pages) and procedure was wider 
examination by a committee which had been fonned recently. The witncss 
assured the Committee that the suggestions made by the Public Accounts 
Committee would be coosidcred and everything possible would bc donc 
to expedite the disposal of cases. 

1.290. In regard to the increase in the workload of I.T.Os the Chairman 
of the Board stated that during the last two or three years 'ibout tcn lakhs 
asse&s had been added to the rolls. He added that in 1963-64 the 
number of assessments completed was 14,83,000, in 1964-65-1 8,4 1,000, 
1965-66-23,89,000. The increase in disposill was due to the adoption 
of new methods. Average disposal of an officer, was stated to have gone 
up from 1 1 13 in 1963-64 to 1543 cases in 1965-66, whereas in 1957-58 
average disposal was 845 and in 1965-66 it was 1543. T h c  witncss dis- 
closed that for bigzcr income cases also i t  had been dccidcd to do away 
with the routine type of unnecessary work. 

1.291. In reply to a question, thc Committee were informed that thc 
total number of assesrees was about 26 lakhs out of which 19 lukhs werc 
salaried, and small income assessees. 

1.292. To reduce the arrears, it was stated that 300 additional postc 
of officers, which were sanctioned in April, 1964 had been filled up ant1 
200 more posts were sanctioned in %ptember, 1965 which were in  the 
process of being filled up. 



Pendency oi Super Profiu Tax and Sur Tar Assc~sments-Pm 57(b) 

1.294. The 6gurm relating to the disposal of tbe Super Profits Tax 
aucssmEnto and Sur Tax Asscasmenta as on 1st April. 1965 are as under:- 

Super Sur-tax 
Profi ta tax 

( I )  Number of cascs.for disposal during 1964-65 2243 la17 
(2) No, of cases diupo&d of prbvisionally . 68 426 
(3) No. of' cases disposed of finally . 767 221 

(4) Amount of demand raised on provieional 
asmwrncnts . Re. 76.35 12.20 

claw ( c r o w  
(5) Amount collected on assess- 

mats . Rs. 36-38 11-46 
(lakhs) (crores) 

(6) Amount of demand raised on final assess- 
ments . Ra. a56.08 3'46 

t lakhs) (crorea) 
(7) Amount of demand collected, out of (6) . Rs. 194.49 3.08 

(lakhs) (crom) 
(8) Number of cases pending as on 31-3-1965 1476 1026 

1.295. At the time of evidence the Committee were informed that out 
of 1026 Sur Tax caaes pending cm 1st April, 1965, 166 cases had k n  
disposed of till 30th June, 1966, whereas the number of super profit tax 
assessmento dioposcd of during the 15 months ending 30th June, 1966 
wac 485. Tha witness sdded that special steps had been taken for expe- 
diting the dispocal of cases. I 

Para 57(c) Pendency of Excess Profits Tax and BuJiness Profits Tax 
O S S C S S ~ ~ ~ S *  

1297. The number of assesmen& disposed of during 196465 and of 
t h w  pending on 3 1st March 1965 under the excess Profits Tax Act, 1940 - 

*The -reid this pmgmph rre as hunishcd by t t e  Ministry. 
t ". 



and Buaiww Profits Tax Act, 1947 arc indicated below :- 

% E.P.T. B.P.T. 

( I )  Total number of case# pending for disposal 
by way of final assessment as on 1-4-64 . 116 a6 

(2) Total No. of cases of ( I )  in which provisional 
assessments had been completed . . awaited rwaitod 

6)  No. of cases in which reassessment pm- 
ctedings if any staned during 1  m-65 (Ex- 
cess Profits Tax Act) ( i . r . ,  numberaof costs 
added during the year) a2 Nil 

(4) Total number out of (I) and (3) disposed 
of during the year . 2 I 4 

( 5 )  Total number jxnding a8 on 31at March, 
1965 . 1 1 7  a* 

(6) The amount of tax (approximately) involved 
in ( 5 )  . awaited awaited 

1.298. As the Excess Piofits Tax Act, 1940 and Business Profits Tax 
Act, 1947 have ceased to be in force in the years 1947 and 1950 respec- 
tively the need for completion of these pending assessments is obvious. 
Although the Excess Profils Tax Act does not prescribe a timc-limit for 
completion of assessments, it is obviously unfair both to Government and 
to the assesses that assessments should remain uncompleted for about 20 
years. 
L v 

1.299. Stating the latest position the, witness, during evidence, gave 
the  following figures cf pending cases:- 

No. of cmcs 
p m d h ?  

Reasom for pendency 

On account of settlement on investigation. 
Non-cooperation of assessees. 
Appeals pending with Appellate Asstt. Commissioner. 
Records with Police. 
Corresponding income tax assessment pending. 
Pending for court proceedings. 
Application for fixing standard profits under section 63, 
Disclosure made by assessee which resulted in inquiriu 

and which are in progress. 
Un& awwnrtl~n~. 



1.300. In view of the fact that tbC E.P.T. aucs of 1947-48 wcfe p d h g  
in thc y w  196667, the Committee asked, during tvidena, if that was 
ratisfactmy state of affairs. The witness stated that it was not satisfactory- 
state of afFairs and added that a spccial report from the Commissioners had 
bebn cailcd for in regard to the c a m  p d m g  relating to the year 194748, 
which on receipt would be looked into and special instructions, whcre 
necmsary, would bt issued. It was also stated that i t  was xing contem- 
vatad to fix a target date for the disposal of EPT cases. 

1.301. The Committee pointed out that of 110 cases, 62 cases related t@ 
UP charge and enquired about the special steps taken by the Comrnissioncr 
of Income Tax to dicpose them of. The witness stated that the Commis- 
cioner had examined thc pendency in each of the cases individualfy and had 
reported to the Board. The Commissioner had given individual instructions. 
in all thcse cases and the Board would follow it up. 

1.302. nK Commlqee regret to note that tbc Ex- Pro& Tar wes 
of 194748 were still pending In year 196647. Tbc Committee take r 
d o a e  view of thL~ abaonnnl M a y  in the settlement of these cases. nK 
Commithe IlIso desin tbat a target date s b d d  be fixed for the disposak' 
d E.P.?, cam. T l q  would also like to watcb the progresd of sctttement, 
of fssrc mwa tbroagb future Audit Reports. 

Rejunds,* para 58. page 74. 

1.303. The number of rcfund ap'plications outstanding its on 31st 
March, 1965 is 7,225 involving an amount of Rs. 88.80 lakhs. The figure 
for the corresponding period ending 3 1st March, 1964 was 7195 involving 
an amount Rs. 32.51 Iskhs. The break-up of the refund applicdtions with 
reference to the period of 
..- 

pendency is as follows:- 

NO. of (:ases Amount in- 
volved (in 
thousands of 
Ks.) 

( i )  Refunds outstanding for less than a pear as 
on jrst March, 1965. . 6629 7562 

( i i )  Refunds out8tpndmg between I and a years as 
on31stMarch,1965. . 4s 3 731  

( i i i )  Refunds outstanding for 2 years and more 
as on j 1 S t  Much, 1965. . 1 1 3  587 

( iv) lnterert paid to assessecs for delayed Refunds 4 4 

1.304. Under Section 243(1) of the Inconu-Tax Act, 1961, the Central 
Government have to 'pay iderest at 6 per cent par annum on all refun& 
claims outstanding for more than six months. 

*The figurm this piragraph are as f u r n i ~ h d  by the Mlni'3try. 



I.*. Ask#l to Jete the lrtegt position of refunds the rep~csantabive 
of tfk etntraf Board of Direct Tam stated that out of 110 psndiag casts 
as on 31s March, 1965 (outstanding for 2 yaws or more) pertaining to 
thc period 1955-56 b 1962-63, refunds had becn made in 66 cases. The 
remaining 44 cases would be cleared after proper investigation which took 
r little time. Tht Committee pointed out that these claims were outstnndinq 
for more than six months and desired to know whether any interest was 
paid under *on 243 (1) of the Income Tax Act. The witness stated as 
an example that if an application was made in January, 1966 and the income 
consisted sosolely of interest on securities or dividends and if refund was 
not granted before 30th Junc, 1966, the Department was liable to pay 
interest. But the Deptt, was not liable to pay interest if besides sccuritirs 
or dividends, there was also income from property salary or business. The 
Cammittee pointed out that them was a provision in the Act thxt intcrcst 
could be refusad if the delay could be attributed to the assewe but if the 
Department took a lung time to make assessment it would not bc correct to 
refuse p'ayment of interest and desired that the Deptt. should check up  in 
all the 66 cases which had been disposed of whether interest was due to be 
paid to them. The witness agreed to check up the mattcr and furnish a 
note stating the amouct of refund paid for thc 66 cases disposcd of bv the 
Department and whether any interest had to be paid and if so, the amount 
paid on that account. 

The note has been furnished and is at Appendix VI. 

1.306. In reply to a question, the Committee were informed that ac 
on 31st March. 1966 the position of refund applications was as under 

NO. Vnlue - 

2 years and more 1 0 1  

1.307. Explaining the ciluses of delay the witncsr citated that the. 
refund circaes were not properly staffed. The expenditure deprtmcnt 
Pfter a study, however, had agreed to give more staff for those circles. 
Tbe witness agreed that there was avoidable delay in giving refunds and. 
mted tbat they had taken action to remove the delays. . 



1.308. Tk CoaaYtsc bptW the bfW4ry d B  k rbb k? - z t  
* u r c r n d t J m p t d I I @ a s e s a f r r h . 8 w ~ s ~ & r i a r r d  
tbctdtb. l tb+roh#deMa.rc~tokadded=i i : - - -y .  'my 
b d y d l o ~ t h p t * d ; % p o f t . l d s o c b c v o r s l r o o l d B s t . L l d  
~ r w p s c d o r g c l w g u r a y d e b y L l L c b d l r q p o r r i ~ t n o h e p  
l b r b i l i l y o a t b c G o v c r u # d t o p . ~ ~ o m ~ ~ o r r d a s s d b .  
243(1) d the Imcome bn Act, 1-1. 



OTHER REVENUE RECEIPTS 

MINSTRY OF HOME AFFAIRS 

Sdes Tax Receipts of Delhi Adminiwarion 

2.1. ( i )  During 1956. assessments amounting to Ra. 4,785 and 
Ks. 1.02 lakhs and relating to 1952-53 and 1953-54 respectively in the 
case of a certain dealer w u e  net aside by the appellate authority br being 
re-framed on certain grounds. No action, however, was taken in this 
direction till December, 1965 when, in reply to the audit objection r a i d  
in August, 1965, the Department stated that action to make reassessment 
in these cases was being taken. The Ministry stated in January, 1966 
that there had been gross delay in finalising the re-assessments and that 
steps were being taken to finalise them early. The assessments for the 
years 1954-55 and 1955-56 could not be made within the prescribed 
period of 4 years also and these have now become time barred. 

2.2. (ii) Another dealer was granted registration certificate on 6th 
April, 1962 factually delivered in January, 1964) though he had applied 
)OI il  on 23rd May, 1960. It was decided, however, to determine the 
tax liability at a later date. But this was not taken up till Audit pointed 
it out in August, 1965 ; the tax liability was fixed with effect from 23rd 
May, 1960 on 30th September, 1965. This &lay in fixing the tax 
liability led to the assessment for 1960-61 becoming barred by time. 

2.3. In regard to the assessments for the years 1954-55 and 1955-56 
mentioned in case ( i )  and in case (i i) ,  the assessees deposited the tax 
in advance on the basis of the returns filed by them. The Department 
has held that as tax recoverable according to the returns filed has already 
been credited to  Government, no loss of revenue is involved in these 
cases. This contention does not appear to be correct as unless the 
a w s m e n b  are actually made, it cannot be said whether the amounts 
d tax deposited in advance were the amounts actually rtcoverablc under 
thc Act from the assessees. This position has been accepted by tbe 
Ministry (January 1966). 



2.4. Tho witness (chief Commirsjoatr, Ddhi admitted that thrr 
had been serious laxity in making assessments in a number of cases as 
mentioned by Audit Hc addcd that proceedings @st the crfficets 
concerned had been irutiated. 

2.5. Ihc Committee asked if the assessments for 1952-53 and 1953-54 
had since been relriimed, and i f  so, what was the amount of the additional 
demand and whether that had been realised. The witness (Chief Corn- 
missioner, Dclhi) stated that from 4th May, 1956 to 6th April, 1958, 
thcre was a legal b:tr to taxing hire purchasc transactions bccnuse of the 
Punjab High Cnurt judpicot. The bar was removed in April, 1958 
with the judgment of the Suprcmc Court. Rut by that time the witness 
addcd. the procccding5 In relation to 1952-53 and 1953-54 had become 
time-barred. The witncss further disclosed that there was a difference 
of opinion between the officers regarding their jurisdiction to make asses- 
mtnt with the result that filcs moved from place to place and thc action 
to be bkcn was lost sight of. He added that the explanation of officers 
amcernrd had been asked for in that regard. He further stated that 
tho L)cpcirtmcnt, on the basis of a Pntna High Court ruling, held the view 
that &re was no time-limit for conipletion of the assessments. but Iater 
the Supreme Court rulcd that thcre was a time limit even for those 
mscssments. 

2.6. When asked h o w  the Punjab High Court judgment prevented 
them from making a protective assessment, as that was not tk final court. 
thc witness stated that thcre was n o  provision in the Sales Tax Act t o  
make a protective assessment. He added that in this caw a regular 
nssossment had ta be nude, but when the Punjab High Court judgment 
was known, assessments could not be made as that would have meant 
inviting contempt of court proceedings. The Legal Adviser too advised 
that there was no chance of succcss if iln appeal was Med in the Supreme 
Court. as the Punjab High Court judgment was based on an earlier 
decision of the Supreme Court 

2.7. The Committee then asked why this fact was not brought to 
the notice of Audit. The witness replicd that when Audit commented 
in 1965, it was thought that the assessment could be completed. The 
Committee, thereupon, enquired about the reasons for not complectiag 
the assessment upto 1965. The witness replied that it must be due to 
an oversight. The Comnlittee also drew pointed attention to the fact 

- that arrears outstanding against the party were not mentioned in the 
communication sent by then1 even as Late as 1966. The witness admitted 
that "it must have been due to  oversight at that time". He further add& 
that "We have now ordered that physical varification of all files should be 
undertaken and a blue list prepared d all pending assessment p&t%dhgs. 
Apart from that, certain registers haw been prescribed for recording all 



oa t s tand ingproaed iogr ;andt lu~rP le sUuoaceZjrcsu~ta~ l i y  
peptare these t h g t ~  and make sure osd issue a certificate to the Commis- 
slaner that no poacdiqgs arc pending of any particular dealer." 

2.8. The Committee referred to para 62 (ii) and asked why it had 
taken two years to grant a registration certificate and another two years 
to deli= it, after it was granted. The witness (Sales T a x  Commissioner) 
stated that the apphcation for rdgistrotion certificate was filed by the 
dealer in n wrong ward and that remained pending for some months. I t  
was snly when the application was sent to the proper ward that the rcgis- 
tration order was passed and the certificate issued. He admitted that 
there had bcen considerable delay due to lack of proper co-ordination 
and for that lapse explanation of two officers concerned had been called 
for. 

2.9. The witncss, in reply to a further query, stated that the party 
had been assessed for tax from 1961-62 and for that year it had paid 
Rs. 4.000 total tax. 

2.10. The Committee are not convinced by the explanation given for 
tbe delay in u d b g  a proper I W S B B S ~ ~ O ~  of tbe finns ia time, with the 
rtsuH that assesme& for 1952-53 to 1955-56 in the case of one firm and 
for 1%0-61 hr tbe case of m r  fhm be- time-bprred. They are 
dso mbstppy thd, due to hack of proper cosrdination and administrative 
conbol, the furisdMIoa of varhm officers for assessment purposes was not 
precisely determined, leading to &lay and the avoidable movement of files 
frbm one olliee to mother, without any conclusive action being taken. 
They are abo dbtmmd to note that it took the Government nearly hro 
yeam to dispoee of an epplication for registretion certificate llad nuother 
two years to deliver It. 

2.1 I .  Tbe Committee would like Govermneot to examine t h o m ~ l y  
the procedure and admiaWrPtive instructions to make m e  thnt the applicn- 
tbns for regisbation are disposed of expeditiously aad that there is no 
delsy in tbe delivery of the certificate of registration. The Committee 
would also like Coventment to lay down precisely the cbarge and respon- 
sibilities of various officers for making assessments so os to avoid confnsio~. 
The Commfttee would like Government to devise a proper system to ensure 
that assessmenis are made in time and that s sMct watch is kept (M tbt 
redbath of Governmeat dues so that they do not become time-barred. 
Non-recovery of Sales Tax and ultimate write ofl-Paru 63, pages 78-79. 

2.12. A sum of Rs. 5 -88 lakhs representing sales tax recoverable from 
' a certain dealer for the period from 16th January, 1953 to 5th March. 

1956 W a s  off by Government in November, 1964 due to the fact 
..that the dtater was rcportcd (on 14th Odober, 1955) by the Cdlector, 
lDelhi ps Pnaoccablc cither at his shop or at his residential address. 



2.13. Ihe dtrikr fikd an appeal a@mt tk asmameats oftax B I M I F E D ~  
Eng to Rs. 1.42 lakhs from 16th January, 1953 to 31st March, 1954. On 
23rd January, 1956, the date fixed far bar ing of tbe appeal, he aougbt 
an adjournmcmt of the caw through his counsel on medical grounds but 
this request was rejected by the appellate authority on the 31st January, 
1956. The assessment already made was also confirmed by the appellate 
authority ex-parte. Sales returns for the months of May to Auguqt. 1955 
duly signed by the dealer were also filed with the Department on the 17th 
November, 1955. The Department also noticed in February, 1956 that 
he was doing business in an another locality of Delhi. The circumstances 
uoder which his whereaboutu were not ascertained by the Department 
directly from him or through his Counsel or otherwise to enforce the above 
recovery of tax are not known. 

2.14. The tax amounting to Rs. 4.46 lakhs (assessed ex-parte) for the 
subsequent two years vi:. ,  1954-55 and 1953-56 also remained unrecovered. 
This ww reported to the Collector after 2-3 years of the completion of 
the asuessmcnrs. 

2.15. It has also been noticcd that, while reporting the case to the 
Collector, Dclhi, for making recovery of the outstanding amounts, in- 
complete address of the dealer was furnished to him inasmuch as the 
address given did nat indicatc the exact location of the shop and only 
the street in which the shop was located was intimated. 

2.16. According to the departmental inquiry reports of October, 1953, 
February, 1954 and February. 1956, the dealer had been shifting his 
business premises from timc to timc without informing the Department, 
i\s required under Section 16 of the Rengnl Finance (Sales Tax) Act, 1941 
as extended to the Union Territory of Delhi. He also furnished cortain 
evidence supporting the deductions claimed by him for having sold certain 
p o d s  outsidc Delhi but thc samc, on verification made in July, 1954, 
werc found to be inadntissible because the transport companies through 
which the goods were stated to have been sent were not in existence. 
I-Iowever, no stcps werc taken by the Department to proceed against him 
in terms of Section 22 of the Act. Incidentally, it may he mentioned that 
according to the inquiry report of October, 1953, the dealer had a very 
bad reputation and he was reported to be defrauding the Government on 
11 very large scale. He finally appeared in person before the Depart- 
ment in January. 1955. 

2.17. The Department stated in January, 1966 that the assessments 
in question might have been far less if the dealer had attended the hearings 
and produced proof in support of the deductions claimed by him on 
account of goods sent to places outside Delhi, etc., instead of allowing 
the assessments to be made, ex-parte. The basis of this contention is not 



dur m rbc mi&mx produced by the deakr was found to be incasract 
on vcri&.Atioa coaductbd by rbe Dqmtmmt and he, on being requested 
on several occasions, refused to produce any other evidence in support. 

2.18. It was stated during evidence before the Committee that the 
Cdlector was informed on 14th Octobcr, 1955 that the dealer was not 
traceable. The Collector, being not satisfied, directed that confidential 
enquiries in regard to the whereabouts of the dealer should h made 
After those enquiries it was reported again on 27th January. 1956 that 
the dealer was not traceable. 

2.19. Asked when the party was not traceable, how on 23rd January, 
1956 he appeared in a court, the witness replied that the dealer was 
represented by a Counsel and the Counsel wai under no obligation t o  
disclose the whereabouts of the party concerned. 

2.20. In reply to another query, the witness stated that the Sales Tax 
was imposed in Delhi in 1951 and at that time a number of bogus dealers 
registered themselves, including the party in question. The party, could 
not be driven out of trade because there was no provision in the Act for 
that However, the witness added a demand against the party, was raised 
to make him surrender the registration certificate. Asked if there was 
no other alternative, the witness replied in the negative. 

2.21. The witness further stated that the Act had been amended. A 
provision had now been made that dealers' registration certificate could 
be cancelied by the Commissioner if he found that the dealer was not 
cdrryinp on his business properly. There was also a provision for impos- 
ing a security before a registration certificate was granted to the dealer. 
All this action was taken after they came to know that therc were somc 
bogus dealers who had been registered earlier. The Committee drew 
attention of the witness to the report dated 13th October, 1953 of the 
Sales Tax Inspector wherein he had stated that the dealer had :I very 
bad reputation and was reported to bc defrauding the Department on a 
large scale and enquired why he was allowed to carry on the malpracticc. 
The witness stated that there was a basic lacuna in the Act as they could 
not cancel registration certificate. 

2.22. The Home Secretary expressed the view that such a party & n ~ l d  
not have been left untraced. He added; "We will try to put all our 
resources and see that his identity is established." 

2.23. The C- note that, according to the Departmental inquiry 
repurts of October, 1953, Febnuuy, 1954, and February, 1956, the d d e t  
h d b e a B ~ h h r b o s h a c a a p c m i e e a c r m t i m e t o t i m e r r i t b o r r t ~ ~  
b g ( b D q r r 6 . e s t m ~ ~ ~ 1 6 0 f t b t B a r g l f l h r s a c 4  



Shortfall in Survey work-Para 65, page 80. 

2.25. In a ward, a survey of dealers (both registered or otherwise) is 
required to be conducted annually in such a way that all the shops arc 
surveyed at least once a year. Against 20136 registered dealers as on 
1st April, 1964 only 16.176 cases were surveyed during 1964-65. 
Failure to survey the remaining 3,960 cases is reported (January, 1966) 
to be due to shortage of staff. The number of new cases surveyed during 
the same year is not known. 

2.26. The number of registered dealers under the Local Act and the 
Central Act during the last four years is indicated in the table below :- 

Under 1,tcal Act No. of Registered 
Dealers - -- - -. . -. . .. - . -- - - - - - - - . -- - - --- d -  - 

Ycur 
As on 1st April, 1963 17,616 

1964 18,370 

1965 2 1,940 

2.27. The Committee enquired about the cases of unregistered dealers 
which were surveyed during the years 1962-63 to 1965-66. 

2.28, The witness stated that the infomation would be gathered but 
.out of the dealers surveyed in the yews 1962-63, 1963-64, 1964-65, and 
1965-66 dealers numbering 998, 659, 567 and 654 appeared i ~ m a  facie 
to be .re&tered. Some of thest oascs were still pending. With the 
additional sta8, that has already been sanctioned and the stafl thu was 



Bdg to be sanctioned very shortly. the witness hopcrt, that the work ot 
rrcy would be completed in a couple of years time. 

2.29. The Ccwarinee m i d  like to be apprised PS thc prolpcss m a  
L k compliltion of the survey wok. 

2.30. Tbeg understand from Audit that, under the Dep~rtmenbl mka, 
r Assistant Sales Tax Officer is required to verify at kast 20 per .cent 
4 6 c  Sarvey reports made by the Sales Tax Inspector. SimiIarly n Sales 
Tu 013icer is expected to check at least 10 per cent of such rcpoldr 
Ldikd by the Inspectors and Assistant Sales Tax Otficers. Thc C o r  
rY# would like to be informed whether the procedure laid k w n  u& * dcportmentnl rules is being actually followed by the bks  Tax 
' R p t m e n t .  5 
Armam of a.i.\rsstnetrr, Pam 66-Pqe 80 

2.31 It was noticcd i n  audit that  84002 caws wcrc o i ~ t s t ; ~ ~ ~ d i ~ l g  on 1st 
April, 1965 with the Salcs Tax Office pending rtwwtiient.. Thc approxi- 
.Ilr. tar involved in thcsc caws could not be iiwcrtnincd. 'Thcsc outstand- 

cases related to thc ycars indicated below:- 

2.32 Thc number of n\sc\smcnt coniplc'tcd 2nd pcnctcncy thcrcof dur- .* the pajt threc years i s  given below:- 

q 4 - 6 5  Local . . 
Central . , 

Year  wise hrrak ~ r p  of arrears 

Year Local Central Total 

(Pigurn in brackets in column 3 represent pcrctntage of c a w  disp~)atd of to the total 
r n m ' ~ ~  OF alseesments for diSposaI) 
U30 (Aii) L.S. 



2.32 Asked about the disposal of pending cases of a s e i s - x ~ .  db 
Chid Comsnirsioncr, Delhi, stated that efforts were bemg nuda to 
pletc the work in one or two years' time. With that end in view 
M had also been sanctioned ternpr~rarily for a period of one year. 

233 Tk Comnritfct Ngret to note tM m mnay as 84,092 arr - 
orSltrdfslC on 1st Aprll, 1Y6S with the Sales-tax Office D 
ncnte. Some of these relate to tbc year 1961-62. 

+ 2.34 Tbe Comlnlttec cannot too strongly stress the need hr 
mgmt adksn to clear tbc meats of assessment mhtinff to eatfkr yens, r- 
that tk realisrtion of Government dses do wt become t i m e - b a d  
noold like to watch the progress d e  in tbjs regard through tb 
sequent Audit Repoh.  



3.1. Tk Conamittee have mot made r+rommendrrtions/observatio~ hr 
rrspct of some of tbe peRgnpbs of the Audit Report (Civil) on Revenue 
Receipts, 1966. Tbey expect that the Department will none-the-less take 
w e  of tbe discussions in the Committee and take such action as is found 
=-=Y* 

M. R. MASANT, 
NEW DELHI; Chairman, 

luly  22, 1967, Public Accoltnrs Committee. 
Asadha 31, 1889 (Saka). 



APPENDIX I 

(Kcf. of p r a  I .rr of this Report) 
MIXIS'IXY 01; PIN.4NCli 

(Department of  Revenue and Inratancc) 

A starcmcnt be furni\hcd sh(nr lng the hrcak-up of the to& 
under-aswssmcnt 01- Its, r 773 lakhs polnleJ out in .\uJir Rcports of the years 
1962 to  rw giving details a5 on 1st Ikcemher 1966 of thc under-assessment 
pointed out lw Audit, amount not acccpred I y  Department amount barred by 
time, demands rdlscd, recowries madc and ainount un.Jrr recovery (Redsons 
may be given fix vxiution in the amount$ acccpteJ an.! d z n  ~ n J s  r a i d ) .  

Reply of the Ministry 

(1;ipures in lakhs of Rs.) 
( i )  Amount involvctl in case4 uhcrc thc audit objection 

has hecn ucccpred b! the 1)epartmenr. 788 
(ii) Amount ir~volved in caw\  whcrc the audit objection has 

not been acccprcd hy the Ikpartrnent . 856 
(iii) Amount involved in ciiscs whcre the admissihilitl; 

or otherwise ot'rhc itudit obicction is still to he deci- 
ded. I 06 

(ii*) Amount involved where rectification is barred by 
limitation of' time. ('l'his may be either in Category 
(i) or (ii) . 23 

2. The position of rectification and collection in the cases where the audi 
objection has been accepted by the Department is as under:- 

Rs. lakhs 
(a) Amount involved where the audit objection has hem 

accepted . 788 
(b) Danmds raised as a result of the rectification. 718 
(c) Difference between (a) and (bj  . 70 
(d) Amount collected out of (b) . 487 



3. Reasons for ~ ( C J  are:- 

(i) Assessment records having been held up with the uppellnte auth+ 
rities. 

(ii) Proposed recstitic;ltiwy action hcinp chullenged in courts of 
law. 

(iii) Aaionin pnncrs cases help up for con~plcticsn of iisscssmcnts 
of the firms wes.  

(iv) In certain cases the actual demand raised was less than that pointed 
out hy the Accountant General. 

(G. S .  SKIVASTAVA) 
Joint Secretary to the G a z ~ m t v t t  

oi India. 
P. No. 83 ~4~66-IT (B) 



la the coune of the dimmion on the dkmc paragraph kfcm tbe 
hblic Aax)unt~ Commitkc on 14th Dccc* 1966. the P.AC. desired 
to havc a notc giving the circum~tanccv in which thc Inspecting Assistant 
Cammisimr of I~comc4ax did not chcck the -c,mcnts in qyrsticm and 
also whcn thc I.A.C. had lust inqxctcd this circle. Thc follcmmg note is 
accardLngty subittcd to thc P.A.C. 

2. Thc audit objcctton In thew was that, instad c d  chwg Incorm- 
tax at the niadmum rate wrd supcr tax at 19 per cent, tttc Inolanc-tax CXlb 
ccr had icv~cd tax in tkac caws at the rntcs sppilicahk: t o  their total world 
incotno although they had no! filed thc necessary opiun as mpircd undh: 
Scaion 113  of thc Incomc~tax Act. 1961. Thc important cbarp made m 
the Incanrc-tax Aa, 1961, in mgird (O the m a s  of tax applicabk to 
"mident but not ordinarily resident" pcrsons was ovcrlodtd by the In- 
wmbtnx QAiccr. 

3. All thc 96 u s e s  rcfcrred to in para 34(c) of the Aurlit Report had 
baen dealt with by thc snmc: Incorn-tax Officer (Incamatax Qfficer, 
Forcign Section, Ncw Dclhi). There was no inspection by the I.A.C. of 
the Incoms.tax Office, Foreign Section in the years under &ma 
(1963-64 and 196465). Thc I.A.C., who was in charge of tbe Foreign 
Saction, during the year 1963-64 (when inspection in respect of the asses- 
m t s  ma& in tho d o n  1962-63 should normally havc becn oonducted) 
had 28 circles under him and it was not passiblc for him to i ~ p e c t  thd 
work of akl the circlcs. He inspected work of 12 important circles dealing 
with business cases. Similarly during 1964-65 (whcn inspaction in respect 
of the asmsmcnts mode during 1963-64 had to be conducted) the I.A.C. 
in charge of the Foreign Section OOmpleted inspactions of 8 circles but 
theso did not include the Foreign Section. 

4. The Fore@ Saction was last inspect.& by the I.A.C. in 1955. 
Thereafter, there was no inspection oC that Saction by I.A.C. From the 
p i n t  of view of inspection the Forrign Section was not considered verg 
irn(portant sincc the bulk d the revenue of this section was derived by book 



- .-L---. -_-- betw+ea two Dcportmoots of the Govtrnmcnt of India, viz., the 
i- of Economic Main oad the Departzlccat d Rcmw at the 

d Finanoa. This rms because the Fordgncrs a d  in tho 
bIbadp Won were m l y  thoae employed in the various projects of the 
OrrrC d Iadir and in rbeir c ~ c s  the tax liability was being mct by the 

e O a a o p a m t  of India. 



APPENDIX 111 

MIKISTKI' Of: FINANCE 

(kprrtnwst d Revenue and Jasutmce) 

In rhr courrc of thc dlscusw)r~ on thc ,~hovc pm~graph bcforc t k  #UP- 
fic Account+ ('cmn~itccc (In 14th 1kcenik.r l 1 M 6 ,  the ('hairnian of thc Plb 
tic Accounr# ("onirtlitfcc iI~wrcC1 ~Jr,it f d 1  fact\ relating to the ciakc shaY 
bc awertaincd rind a Note gitcn to the I'ublic Account\ Cornmittcc. 

Tlic foliowing Notcs set\ out the f.~cts ;~nd thc prcwnt p i t i o n :  

2. Audit hnvc pointed out in this case that a sum of Rs. 4,12273/- ar 
dcbitcd to the purc hirscr ilccotlnt of thc i~\sc\srilcnt ycar 1960 6 1 althagCr 
thr amount pcrtiiincxi to purckiws in thc preceding year. T h c  I11cxmam 
Officer had rnidc i t  notc o f  this fact i n  tltc ;lr\csrrilcnt order also, but 
computing tllc t;~x;tWc income from thc not lo\\ returned by the nrseslae, 
for this uswwitcnt y c ; ~ ,  hc. d ~ d  not d~\,dlaw t h ~ ,  wrong dcbit. 'Ihuf tLLn 
taxi~blc incomc w a r  undcr-a\\crwd by Rs 4,12,27.3/. rrsulting in an Islb.L 
chnrgc of tax of Us. 3,54,334/-. 

3. Aftcr rcccipt of the iiudit objcc~ion. thc' assessment for 1960-61 r. 
rcctiticd undcr oection 154 of !he lncomc-tax Act, 1961, on 16th 
1965 and an additional dcniand of Rs. 3.54.554,'- raised. The tax m 

k i n g  rccovercd in monthly instalmcnts of Ks. 15,000/- as it was 
by the firm that nctuaily no tax was payable if the assessment for 199981). 
was also rectified for which the asscsscc hi~d rilrcady applied. 

4, The fact$ of the case hve been further exaniincd. For thc *~ leb  

ment year 1960-61. for its import and exprtibusiness the asscasee Irfb 
shown a Gross 'profit of Rs. 3,66,056 on sales of Rs. 3,28.17,29& k 
this Gross Profit had been arrived at after deleting Rs. 4,12,273/- far 
chusc of 1001 Electric Motors made in the preceding year and debitabb 
that year, the Incornetax CMicer added back this sum to  arrive at 
correct Gross Profit shown by the books. He thus arrived at a figum d' 
Rs. 7,78,329/- which he considered inadequate. He con~pleted the Gam 
Profit at Rs. 49,50,000 by applying a rate of 15 per cent on est- 
sides of Rs. 3.30.000. Hc $hould have deducted RF. 3.66.056 
shown from the estimated profit of Rs. 49.50,CKK) and added back a 



of Rs. 45,83,W, but instcad of deducting Rs. 3,66.056 he dcductcd the 
sum of Rs. 7,78,329/- mentioned above, and addcd hack a sum aE 
Rs. 412.273 will he treated as purchases of the preceding year 11nd the 
As mentioned above. this mistake has sincc k e n  rectified. 

The Inamc-tax 0fticc.r was under the inipwssron t h ~ t  thc w n  of 
Rs. 4,12,273 will be treated as purchaws of thc prececd~ng ycar ;\nd tho 
assesmcnt of  that year would be reviwd by reducing the totdl Inccwie of 
that ycx .  I t  was on this basis that he sad, ~ h i l c  thcrr h;~d hcxw lo\\ of 
rcvenuc ~n IVM) hl ,  there had ken n con~pnsnt ing  gain in 9  0 It  
has now txen found that thc profit of 105c)(io h d  ill%) k c n  e\trm,ttrd 
ignoring the tigurcs of purchn\c\ and wlc\ h w n  hy thc iI\\c\scc ;ind rhcrc 
w34 no pi in  to rc\cnut: in that ycar, due to thc f;~iliirc of thc 
a w s s e c  ta debit the purchases of RT 4.12.2731- in that y e x .  Thc gain 
to rcbrnue \ta\ by e\tinl,itlng ttw protit for the ycar 4 thC c\tiniL~lc ~ o u l r i  
coter  all dcfccts in thc accounts. 

Thc aswsxrnent\ for both 1950-60 ant1 1'360-61 have bcon sct nsiclc by 
the Appllatc  Comrn i4mcr  on dit'fcscnt ground\ and frcsh : ~ s w \ w i c ~ ~ t \  arc 
expected to be made shortly. 

As n~entioned above, the under-assessment arme d t ~ c  to thr r n ~ \ t : i h  of 
thc Income-tax Officer in deducting Rs. 7,78,32V/- in\tciid of Rs. 3.66, 
056 from the estimated Gross Profit of Rs. 49,50,00,'-. The income-tax 
Otticcr has explain4 that it was duc t o  p r c w r e  of work, as he took over 
charge of thc circle in January. 1965 and there were 20 tinlc-barring 
assessments, including the present one, which had to be complctcd by 
31s1 March 1965. There was no mala fide o n  the part of the Income-tax 
Officer. He has been warned to be careful. 

(Duly vetted by Audit vide D.O. No. 1489-Rev. A:21-67, dated 1 7 h  
April 1967. 

G. S. SHIVASTAVA, 
Joint Secret~ry,  10 the (;otV. O/ lnd i~ i  

MIT(DR) F. No. 36 1 1 S/6S-IT(AI), dated 24-4-67'. 



(Ref. pcaa. 1.207 of this Report.) 

MINISTRY OF FlNANCE 
mqmmd of Revame and I-) 

A note may tic furnished stating the amount recovered out of tbe 
dmuads amwnting to Ks. 74 lekhs raiscd as a rcsult of special review. 

Reply of the Ministry 

Thc find figuros furnished by thc Commissioners of Incomc-tax now 
show that thc actual demand roiscd as a rcsult of rcvicw corns to Rs. 93.61 
Sakhs as against Rs. 74 lakhs rcportad to the Public Accounts Committee 
et the meeting. Out of thc above demand a sun1 of Rs. 39.95 lakhs h a  

&been rccwcrcd sa far. 

(Vetted by Audit vide Shri V. Gauri Shankar's D.O. No. 929-dm. 
'Audi1/17265 IV, dated 10th Murch, 1967). 

(G. S. SKIVASTAVA), 
Joint Secretary to the Government of India 



APPENDIX V 

( R e / .  paru 1.268 of {his Report) 

MINISTRY OF FIN.\NCE 

(Dcputment of Revenue & Insurance) 

Para 56: Awcars of Tax dcrrrands: 

(a) The number of cases comprised in the total arrears of Rs. 341'70 
crom may he furnished in the following form. 

Arrear demand No. of W L S  Total arrear s 
- --- 

Upto Rs. r lakh 
Ova Rs. I lakh upto Rs 5 Idhs 
Ova Rs. 5 lakhs upto Rs. 10 lakhs 
Over Rs. 10 lnkhs upto Rs. 25 lakhs 
Over Rs. 25 lakh~. 

(b) Out of the arrears of Rs. 341.70 crores whet is the effective arrears 

(c) Details of amounts due from the following categories moy b0 
furnished : 

(i) Due from companies under liquidation 

(ii) Due from persons who have left India. 

(iii) Covmd by Certificates issued to Tax Recovery Officers of State 
Govemmtnts. 

(d) Year-wise and charge-wise break up of the arrears of Rs. 341 070 
UMtS. 

(e) rhe amaunt which is proposed to be written off out of thew 
amars fol the reasons given in para 55 of Audit Report, 1966 on Revenue 
Rdpos.  



Reply of tbc Midstry 

S o ,  of cast3 Tmal a r m  
:In crorcs of 
Hupcs) 

(b) Out 01 thc grow arrcm 01'Ru. 322.72 c n m s  thc eHei.tivc Jrrc:irs 
work out t o  Its. I X j  .85 crorcs tvdc :\nncuurc I I 

(iii) Amount covcred b! ccrtificatcs to 'I'as Recovery 
Otficcrs . R~.rM,.8ycrores 

(d) A stutcmmt shou ing thc year-wisc nnd charge-wise break-up 
of the arrears of Hs. 322 7 2  crows is C ~ C I O S C ~  (AIIIICXUTC I )  

(c) 'The amount cstimatcd to be irrecwerable out of' the gross 
amera of Rs. 322.72 crorcs is Rs. 48. I 5 crorcs axid the break-up of the 
same is given below :- 

(i) Due from persons who hnw left India leaving no assets. 7 .43  
(ii) From companies under liquidation. 6.10 

(iii) From others 34.62 

Total 48-15 

F.No. 83/5o/Mi-I.T. (B) 

Sdl-. 
( G .  S. SRIVASTAVA) 

Joint Secretavy to the Government of India. 

(Appmved by Joint Smetary) 



An~ihra , 

Assam 
Dihar & Orissa . 
Bombay (:it!- I, 11 & 111 
Ho~nhay (:cntral . 
Poona 
Delhi 
Delhi Central 
Raiasthan , 

Chinrat , 

Kcrala , 

Aladhya I'radesh 
Madras . 

Aiysore . 

Punjab . 
Uttar Prdesh . 

W e s t  Rengal I, I1 & 111 
Calcutta (Central) . 



Srotmm~ rllctotnu rhr wcnktng of rhe rffecrnv awem UI en 31-3-65. 

Gwa demnd outstanding . 322 . 72 
Dcdua amount nix fallen duc . 70.45 
Balancc . 252.27 

Lmn dcductinn~ cxpctcd m account of- 
(i) Douhk Income-tux rclicf . 2.7.4 

( i i )  Appelliitc Relief . 13'14 
(i i i )  Proterzivc assessments . 3 ' W 

-A- 19.27 

Lcss irrecovcrahlc Jcmnnd- 
(a) From persons who have left lndia . 7 . 4 3  

(b) From companies under liquidation . , 6.10 



APPENDIX M 

(Ref.  puru. 1 .# of this Rrpcrrr 1 

MINISTRY OF FINANCE 

P ~ u a  5 8  of t k p  Audrt Report (C'ir.11) 011 Rrvrrtrre Rrce~prs ,  1966. 

A note may be furnished stating the amount of refund paid in 66 cases 
disposed of  by the Dcpanmcnt and whcthcr any intereqt had to bc paid 
and, if so, the i imunt  paid on that :wount. 

Reply of the Ministr) 
The rcquircd inlornr~tion is as under :- 

Amount of refund paid : Ks. 60.25 1 

Aniount of interest on dclayed refunds paid : Nil 

The legal position reparding payment of interest is that, under section. 
243( 1 ), interest is payable on refund claims outstanding for morc than 6 
months, where the rotttl inconw of the ilsseswc consists solcly of intcrest on 
securities and d~vidends. In other cases, intcrest is payable ;~ftcr thrcc 
months from the date of the deterniination of the total income undcr the 
Act. In computing the period of 3 months or six months, the period of 
delay attributable to the assess= is axcluded. 





The Committee are far fronl happy to note that out of a total under 
assessment of tax amounting 10 Rs. 1,773 lakhs reported in the Audit Re- 
ports for the years, 1962 to 1966, only a sum of Rs. 487 lakhs have becn 
recovered as on 1st December, 1966. Steps taken by the Board in the 
direction of liquidating the arrears of under assessment of tax do not sccm 
to have produced any substantial results. 

i 
The Committee note that the number of cases that werc reviewed by 

Audit during the years 1961-62, 1962-63 and 1963-64 (upto August, 
1964) wen 42,243, 84,485 and 1,63,104 respectively and the number 
of cases in which mistakes were noticed were 8,604, 13,534 and 16,000 
odd respectively. The percentage which had come down from 20 'jkr 
cent to 10 per cent had gone upto 13 per cent in 1965-66. The under- 
assessment of tax has increased to Rs. 865 lakhs in 1966 as against Rs. 121 la 

CI 

lakhs in 1962. 

Tbe Committee note tbat the following steps have been taken to improve 
' 

the  position regarding the mistakes found in assessments:- 

( i )  Commissioners have been asked to maintain a register in regard 
to the various objections pointed out by Audit and stages at 
which rectifications have been made; 

(ii) It is now proposed to take stronger action against erring 
officers; 

(iu) The Number of Internal Audit parties have been strengthened 
thereby reducing the work load of the parties. 



(iv) The Scope of Internal Audit has h e n  madc more ampdtca- 
Givb, 

(v) m i s s i o ~ f t ~  have been asked to put mow i ~ m e  tax &rs 
in company circles so that the w x k  bad is  d u d ;  

(vi) Refresher courses and training courses haw been i n t d u d  
for &am and staff. 

.27 Ministry of Finance Th+ Committee hope that tk results of these steps will be rcflcctcd in - 
Depart merit of Revenue fhe future Audit Report$. 

and Insurance 3 
-Do- The Committee regret that, due to the i m r r c c t  application of th pro- 

visions of the law, there was an under-asscssmcnt of tax in rcspcct of 6 
cases. These mscs d i 4 w  lack of care in applying the provisioo d the 
Act, on the part of the lncomc Tan Oficcr who has bccn w a r n 4  by Com- 
missioner of Income-Tax. 

Another disturbing aspect in this caw i$ that the explanation of thc 
I.T.O. concerned was callcd for hy the Commissioner on 13th Octobcr. 
1966 after a lapse of about 2 years from the date of the receipt of Audit 
objection. The Committec are surpriccd to bc informed that there was a 
delay on the @art of thc Commissioner to the extent of a year in caUiw 
for the explanation after thc audit objection was accepted in Odobcr, 
1965, and that there was no promptness in a number of c;~~cs, 



The Committee suggest that necessary instructions laying down a ti- 
limit within which the cxplanation should be called for and disposed of 
should be issued imn~cdi,itely. It should also be ewutcd that t h c ~  
instructions are actually f~dlowcd by the authorities conccrncd. 

-DO- The Committee regret to note that the mistake whicb occurred in this , 

case was a purely arithmetical and clerical mistake "due to neglipce and 
carelessness". Had the A s s e s h e  Officer been a little more careful, the 
mistake could have ken avoided. 

-DO- They note that the explanation of the officer concerned in the Internal 
Audit had been called for in kptcmber, 1966. The delay in calling for 
the explanation after the mistake had come to the notice of the authorities 
indicates laxity on the part of the Department. The Committee hope a 
that with the step5 proposed to bt. taken by the h r d  such inordinate 
delays would be avoided. 

. . -DO- The Committee would like the Board to carefully investigate inlo this 
case so as to satisfy themselves that there were no mala fufes involved. 

-DO- The mistake that occurred in this case cannot ?x justified c v a  on the 
ground of heavy work load. The Committee would like the Board to 
satisfy itself, after investigation. whether the mistake was bona fide or 
deliberate. 

1-47 -Do- The Committee hope that in future action would be initiated at the 
time of receipt of Audit objection itself by the Board as agreed to by the 

-- - 



Cbakmn, Cent& Board of Direct Taxes simult;tnmusly for rrxtific&m 
and pursuing disciplinary aspect of the case to avoid delay. 

S r . j q  Miitmy of Finance The w i t t e e  regret to note the careless and ncpligent manner in 
7 - - which the assmmmt of a case in a high incomc group had bcea made. 

Departmart of 
Rtvcaue and Insuraraoc They suggest that special stepis should be taken to awid such costly 

mistakes in cases relating b high income p u p s .  Thc Committee also 
suggest that as agreed to by the Chairman. Central h a r d  of Dirwt Taxes. 
such cases should be gone into to find out whether there w-rs any collu- 
sion between the assessees and any of the officials of the dcpnrtmcnr. 

(0 t 
-Do- The Committee regret to note that the Incmc Tax OAicer overlooked 

a very important change ma& in the Income Tax Act, 1961 in regad 
to the rates d tax H i c a b l e  to "resident but not ordinarily resident" 
persons in as many as 96 cases. If this omission had not k n  reported 
by Audit there would have been a hcavy loss of revenue. 

-Do- The Committee are further surpriccd to learn that the Foreign Section 
was last inspected by Inspecting Avitt. Commissioner, in 1955 and d y  
12 and 8 circles were inspected by him during 1963-64 and 1964-65 
respedively which did not include the Foreign Section. 

The Committee desire that instructions should be issued to the Com- 
missioners to chalk out a programme for inspection of all the Circlcs at 



regular intervals. They also suggest that the changes brought out in the 
l ~ w  from time to time and thc implication\ thcrcof should bc brought 
t:, the notice of all the officers concerned irnmcdiatcly. 

The Committee hope that the Rortrd would takc rldequate steps to 
cnsure that wch big mictakcs invol~ing hcavy financial ltns to thc cx- 
chequer arc not overlooked by Internal Audit. 

The Cornnlittec fcel that the mistake had occurred in this cow due 
l o  failure on the part of the 1.TO. to cxercisc propcr vigilance &xausc 
the computation in this case did not involve any complication. The 
Committee would like to be informed whether the amount has since becn 
realised. They hope that such imtances uould not recur 

r6 uu 
From thc facts placed before them, it i s  difficult for the Committee 

to rule out the possib~lity of delibcratc. undcr-assewnent on the part of 
the IT0 to favour the a s x s e e .  Thc Central Board of Drcct Taxes 
have themselves raised the questmn r b f  mcrlu ficirc and aAed the Commis 
sioner to see whether the explanation offered by the IT<) ,  W ~ F  ~iatisfactory. 
The Comm~ttec sugc5t that a thorough invrstipation \hould be conductcd 
i?  this caw by the Rmrd and thc result of the finding\ ,~nd the action 
tdken against the offici~l5 found re-,pmsihle communicated to them 

-Do- The Conlmittee find from the \taternent showing action taken against 
delinquent officer\ mentioned In caw' in Ch,~p:er-IV o f  thc rludtt Report 
that out of 53 CRWC no act1c.n has k c n  ccwsiderecf neccsury in 4 cases 





no rn& fidr on thc part of the Income T a n  Oiliccr" and that he hd 
h e n  warned to be careful. 

Thc Committee hope that such caws will not wcur 

The  Cornmitree rcgrct to find in thi\ c,rw yct ;mother in\tancc of dciay. 
Since delay in rcctification and revicion of iisscssments may affect the ccdk- 
tion of public revenues, the Committee need hardly emphasize the urgent 
necessity of curtailing dclays in such cases. 

The  Coninlittee desire that suitablc instruction., should be dwd  
urging upon the Income Tax Otficers to follow the procedure concctJy, 
so as to  fulfil the requirements of law. 

The  Committee regret that in the first case though the mistake sccur- 
red in four assessmentr, for the years 1961-62 t o  1964-65, it was not 
noticed at any s t a g .  In view of the fact that the mistake had o c c u d  
in four aswssments. the ctmmittr'e desire that suitable instructions be 
ksued clearly bringins out the provision of the Act. 

The Committee regret t o  note that in a\ many as 11 cases t b m  were 
under-assessments of tax for the assessment years 1956-57 and 1958-59 
to  1964-65 amounting to Rs. 8 . 9 3  lakhs. They note however, that in 9 
cases assessnients have been rectified and in one case a demand has yet 
to be raised and collected. The under-assessment of tax amounting to 
Rs. 9,338 in another caw has become time barred. 

The  Committee have been informed in a note by the Ministry that 
"Orders have been issued that a specials review should be conduded in all 





-Do- The Committee regret to note that the omission reported in this case 
clearly discloses the failure on the part of the I.T.O. to exercise elementary 
scrutiny to sce whether the assesxe had furnished the necessary particulars. 
The I.T.O. should have carefully scruliniced the pnrticulars, specially w h  
a large sum of Rs. 2,70,535 was admitted as a development rebate. 

-Do- The Committee are glad to be assured that a more serious view would 
be taken of such lapse\ and individual m i s t a h  and that caws would be 
looked at from the point of view of vigilance also. Thc Committee suggest 
that the dossier of the Income tax Officer should be maintained in greater 
detail, indicating various d::.lils of cases of wrong asxssment and its 
subsequent rectification. This, in the opinion of the Committee, would 
help in toning up the admin.\tration. 

\t w 
-110- The Committee also suggest that, having regard to thc large nun~her 

of assessments, each lnqxctins Assistant Commissioner should check a 
certain number of cases of each Income-tax Officer under his circle at 
regular intervals. 

-Do - The Committee sugest  that the feasibility of impsing a restriction 
that the development rebate ~hould not be transferred to or merged in the 
mneral reserve may be examined. 
L 

1.138 -Dt.- The Committee may be apprised of the final outcome of the c a x .  

20 I .142 -Do- The Conimittec regrct tlr'it thc rniktake that uccurrcd in this c a x  was 
due to the application of the prmision of the Income Tax Act, 1961, 

-- -- - -- - - - __I _ .____-----__I - - - .*- ' - 6 .  . -  - 



whereas the aswsment wac completed un&r the provisioa of the incama 
Tax Act, 1922. They hopc that such mistake will not recur in futum. 

21 I .  148 Aiinistry of Finance The Committee are unable to understand how s mistake c o d  occur - in this case when the order of the High Court in a similar case under the 
'D-partmmt of charge of a different Cornrnissiancr was specially bmught to the notice d Revenue & Insurance) the I.T.O. The I.T.O. had before him all the relevant fnctJ a h t  the 

nature of the business and the partners of the fim who HTW refused 
registration in another circle. 

-Do- The Committee su-wst that the Board should immedbtcly go into the 
case from the point of view of kigilance and intimate to the Committee 
the findings and the action taken thereon. 

-Do- Tbe Committee arc unhappy to note that even though the assessmtan 
were completed b) different Incu~nre t.ix c>Riccrs. the sanle kind d mistakcft 
was committed in ail the cases. As thc undcr-assessment of tax & coa- 
siderable due to this hind of mi*;tnL.c. the Committee suggest a rrvicw d 
all cases falling under the 'tan holiday' wheme, so that the m i s t a h  could 
be rectified before thc crises became time bamd. 

~ i n i s u ) .  of Finance The Committee regret that the Board did not have compktc informa- 
tion about the fifth caw even though they received the audit para a b u t  

(Departmcnt of two years ago. They ctpcct the rcpresentativcs d tbc Ministries urd 
InsUTBnce) Departments to be fully prepared with facts and figures when a p p e a r 4  -- 

All hlinistries before the Committee. 



Ministry of Finance The Committee understand that in this case the objection was Bfllt 
- raised by Audit in October, 1963, and this was communicated t o  the 

Department of Ministry in November, 1965. Thc C'onln~ittc.~. are far from happy to  note Kevenue & Insurance that thc Ministry h a w  sent the reply to Audit only on thc 5th kcanbar,  
1966, accepting substantially the Audit objection. ' n e y  arc unable to 
accept the plcn of detailed examination of balance sheets ere. as a valid 
reason for such a long delay. The Committee suggest that the reasons for 
the inordinate &lay in dealing with the Audit objection should be b k c d  
into and suitable stcps taken to avoid such delays. 

The Cnmnuttce would like to bc informed of  the final outcome of thc 
case. 

0" - 
The Committee fccl that, if the Board had taken prompt action on the 

Audit objection, loss of revenue amounting to Rs. 56,704 could have been 
avoided. In these circumstances, the Cornpittee need hardly emjhwlse 
the necessity of prompt action by the Board on objections pointed out by 
the Audit. The Committee also sugyest that a review should be conducted, 
in respect of cases involving large amounts of dividend income, u d e r  the 
charge of all the Commissioners, in  order t o  ensure prompt and timely 
action in regard to the rectification of erron.  

-DO- The Committee may be informed of the action taken oa the explaoa- 
tion of the I.T.O. and the amount of tax recovered. 



I .177 Ministry of Finance The  Committee understand from Awht that though the aucssment wru 
Department of Revenue completed in December. 1963. the c a w  \\as not checked in Internal Awfit 
& Insurance till the mistake was pointed out in January. 1965. The Committee s u m  

that in respect of c a m  relating to conlpnie.;. pr t iculsr ly falling under 
higher income g roup .  the Board should take qtcps t o  get the ajsessmcnts 
checked in Internal Audit within a r e a m n b l c  time after the assessments 
are completed. 

The statement has h-cn furni5ht.d to the Committee The Crmtmittec 
note that. o u ~ f  3 large number of caws included in the statement, thew 2 
are 23 cases of companies uhers  a r rean  of income-tax outstanding on 
1st April. 1966. was Rs. 25 Iskhq o r  more in each c a r .  Thc ancsr f  of 
incomc-tax outstanding against thew con~pnnici  amountcd to Rs. 13.96 
crores (Approx.). out of which n p p a l s  ha \ c  h e n  preferred by the com- 
panies concerned to AAC'CIT  Triht~nnl in respcct of Rs. 7.25 ~ n w M  
(approx.) of income-tax, w h ~ l c  they habe qonc u p  in appeals to courts in 
re\pcct of income-tax arrears amounting to  Rq 1.12 c r c u a  (npprox). n# 
Committee need hardly stress that every effort should hc made by Govern- 
ment to speed u p  thc recwery of arrciws from these big companies. 
specially in respect of amount of Rs 5 . 5 9  crorep which iq  not under appeal. 
The  Committee would like to  watch the progres5 ma& by Government in 
recovering thew amounts throuph future Audit Reports. 

-D* In this caw the Cnn~rnittce arc (if the opinion that thc b a r d  and tk 



locume-tax Officers were not aware of the correct legal position. If Audit 
had not pointed out this mistake, the mistake would have gone unnoticed. 

In regard to the amount of Rs. 1.19 crorts, the Committee find from 
the note that in some cases collection of the demand has b a n  stayed till 
the disposal of the appeal. and in some cases time has bccn allowed for the 
payment of tax. 

The Committee would watch the progress of collection o f  the dernrind 
through subsequent Audit Reports. 

The Committee understand from Audit that for watching the raising 
of a demand, and payment in instalments of advance tax, a register of 
demand and collection under Section 18A is prescribed. The &trM 
procedure for maintenance of the register and the adjustment to be made w 
on completion of regular qsessments are hid down in para 16 of Chapter 
XIV (a) of office Manual, Vol. 11, Section 11. On completion of regular 
assessment payment under Section 18A as per this register will have to be 
taken to the Demand and Collection Register and a note to that effect 
should be made in the remark column of the 18A Demand and Collection 
Register. While making a demand for the payment of the balance of the 
tax from the gross demand, the advance tax paid and adjusted as shown in 
the Demand and Cdection Register should be deducted. 

-Do- It is apparent that the c o r m  procedurd was not followed by the In- 
came Tax Officer, resulting in a costly error. 



------- -- -- 
I .  192 Ministry of Finance Tbe Committee &sire that suitable instructions bringing cwt the p i -  

Department of Revenue sion d the law in regard t o  the maintenance of the rugistcr ctc. a d  its cam. 
t Insurance pliance may be Lcsued. 

-Do- They may bc infomcd of the action taten against the i.T.0 iavulvcd 
in this case. 

-Do- The Committee understand that a refund of Rs. 16,246 was m& in 
July 1963 and the mistace in this case w a  p i n t e d  out by the Audit ia 
Scpernber. 1964. According t o  the instructions of thc Board all rcfund 
orders in excess o f  Rs. 500 should be chccked by the Inspecting Alr4istant 
Commissioner. P 

The Conwtiittce suggest that it may be vcrificd whether the rcfund ordcrs 
were checked by the Inspecting Assistant Comniissioner. 

Thc Comn~ittce sugcst that thc j%,ard \hould invcstipatc into the )ape 
and ascertain the circumstance\ which led to thc double payment. Suitable 
instructions pointing out the correct prt~cdure in regard to such caw 
should be issued immediately. 

The Committee also desire to  be informed whether the Inopeding 
Assistant Commissioner who is responsible for checkin6 refund orders tn 
excess of Rs. 500 had looked into this case. 



From the note, it is seen that, a total amount of Rs. 39.95 lakhs have 
been recovered out of demands raised amounting to Rs. 93.61 lakhs. 

It appears to the Committee that the mission to levy interest is wide- 
spread, which indicates that the steps taken by the b a r d  have not been 
very effective. The Committee dmirr that steps should be taken to rectify 
the cases before they become time barred. 

Tha Committee regret to note that due to  failure to give effect properly 
to the orders of the Appellate Tribunal, there was an under assessment al 
tax amounting to Rs. 27.537. 

The Committw desire that suitable instructions should be issued indkat- 
ing the action to be taken on the ordcrs of the Appellate Tribunal. They 
also desire to be informed of the action taken against the IT0 and Internal 
Audit. 

The Committee underctand from Audit that the Audit objection was 
raised in November, 1961 and till 3 1 st March, 1964, the Department had 
not taken any action on that audit objection. The Board should investigate 
the circumstances in which no action was taken on the audit objection for 
over two years. The failure to take timely action resulted in a loss of 
revenue amounting to Rs. 20.316. The Committee are distressed to note that 
due attention was not paid to this Audit objection. The Committee expect 
the Department to set an example for others to follow. They hop: that 
the Department will take necessary action to avoid the recurrence of such 
a lapse. 



35 I .  223 M i n i m  offinance Tbe Committee feel that both under-assessments and owr-a23essmnts -- are not in accordance with the provisions of the law and should be yarded 
ziphist. They hope that the C.B.D.T. would issue ruitddo instructions 

%I"'*- to the locoolptax O(ficrrs to adopt a met? arscrrment year so as to bring 
the wbole position in accordance w-ith the provisions of the Income-tan Act, 
Action to rectify the assessment within the provision of the Act should ;also 
be taken. 

The Committee regret to note that. due to a l a p  in the tflice of thc 
Commissioner of Income-hx conccrncd. timely action c ~ w l d  not \k. taken 
for rectification of the assessment at the appeal stnpc and that no instruc- 
tions were issued to the Income tax Offfccr fw asking thc Appellate Conr- 
missioner to enhance the assessment in this cnsc. It is all thc more surpris- 
ing that incorrect information was supplied to thc Board in Decemkr, 
1965, by the Commissioner d Incmme-tax and cm the basis of the s8mt~ in. 
formation, the Board informed Audit that necessary action had k e n  taken 
to q u e s t  the Appellate Commissioner hefore whom the appeal was pend- 
ing against the assessment. for a cui!able enhancement of the assessment. 
The Committee take a seriaus view cf this l a p  on the prt of the Com- 
missioner of I n m e - t a x  as this ha5 resulted in a loss of revenue to the 
extent of Rs, 1,20,396. They undc aand that the Commissioner mn- 
cerned in this case had retired long .:go. The part that this mistake did 
not come to  the notice of the dcpar mcnt during its normal course is to 



my the least, most unsatisfactory. They desire that suitable maesurcs 
should be devised to avoid repetition of such cases. 

As the transferring of surplus loom-hours by one mill to anothcr is 
not a new thing, the Committee feel that the h a r d  of Direct Taxes Jhould 
have mamined in detail, if necessary, in consultation with the Ministry of 
Liiw. whether the purchase price of such looms was to be treated as capital 
expenditure or revenue expenditure. In the light of an authoritative deci- 
sion by the Supreme Court that the sale price of loom-hwrs in the hands 
of seller is a capital receipt. the question whether in the case of the buyer. 
it should be treatcd as capital expenditure needs to be carefully examinad 
The Committee find from the note furnished by the Ministry that a depart- 
mental appeal was filed in another case before the Appellate Tribunal and - 
the same was still pending. The Committee would like to be informed of 3 
the result of the appeal and also the action taken by the Department to 
ensure that the practice followed i5 in conformity with the law. 

The Committee hope that the improvement5 made in the procedure as 
indicated by the representative of the Central Board of Direct Taxes, wwld 
help to clear the outstanding cases relating to tax-returns and would also 
facilitate their regular and timely receipt in future. The Committee would 
also like the authorities to keep a watch m the working of the system and 
take quick remedial measure if the improvements do not come up ta  tht 
expectation. The Committee also desire that delays in remittance or  m- 
remittance of tax rmenues deducted at source should be viewed seriously. 



38 I .241 Ministry of Finance The Committee are disturbed to note that out of 74 foreign Missions 
in India, 70 mission5 havc etthtr not sent annual rcturns a r  have aot 

(Department of Revenue deducted the tax a t  source. !+'hat surprises the Committee most is that the and lnsurdnccj 
authorities did not look into this for nearly 12 years after 1947 ood, 

Ministry of External when they did move in the mattcr in 1959. they have not h e n  a& to arrive 
M a i m  a t  a conclusion even after considering i t  for more than .wvcn ).can. 

Committee cannot but take 3 serious view of thc Ciowrnmr'nt'~ apathy in 
thc matter. 

Tbc Committee ~ o u l d  like the authoritics to r u m i n c  the practice 
tollowed In other countries in this matter and take su~tabla  meusura. In 
the mcantimc., they would desire the Min~str)  of External A h r s  to pursue f 
the niattcr at the diplomatic lewl  and rcqutst foreign Si i ts~on$ to CO- 
operate w ~ t h  thc Indian autbori t ia  in this matter. The  Committee also 
c!e\ire that after ascertaining the names td thc Indian employees in foreigrr 
Missions, notices should be issued to them to file the return \oluntarily. 
f.iiling which action \ h ~ u l d  be taken under thc provisions of the I.T. Act. 

39 1 251 hiinistry of' 1;irlar:ce It is surprising to note that the same item, vi:., optical bleaching agent ------ rra4 t~ea rcd  a\ Djc Stufi by the Inconlc-tax authorities. whereas the central 
(De;artn'cn' Of Kcv'nue Fxcicc Authorities tre~!cd it o t h c ' r w ~ ~ ' ;  \kith t h ~  r ~ s u l t  t h t  the I ~ S M I S S ~ ~  and Insur. nce) got exemption both from the Incarnc tax (Super tax on dividends) curd 

tne Central Exc ix  Duty. T h c  Committee understand from Audit that in 
the Finance Act. 1966 3 new tarrif item has been in t rduccd  "synthetic 



organic prtducts of a kind uwd as organic luminophores produds of the 
kind known a5 Optical Bleaching Agents. whstantive to the Fibre." Thc 
Committee feel that with a little morc coordination t>ctwc.cn the Board of 
Central Excise and Custom and thc Board of Dircct T a ~ e s ,  this case of 
the sanw product bcing treated differently by the two F3o:rrds could har, 
been avoided. They hope that such caws would not recur. 

The Committee hope that, keeping in view the recent judgement of the 
Supreme Court that the owncr.;hip could not vest in the hire purchaser. 
the Central Board of Dir& TSxec would review their instructions and 
would take an early decision whether or not the law itsclf  required any 
amendment. 

The Committee also hope that the provisions of I.T. Act relatins to 
;he development rebate and depreciation would be examined with a view 
to simplifying it. 

The Committee regret to note that in as many ac 39 caws of companies. 
an amount of about RT. 8 lakhs could not be collected as the as%we 
companies went into liquidation. 

The Committee desire that the Board of Direct Taxes should devicc 
suitable measures to get income tax return5 from the companies in time u, 
3s to avoid the repetition of such casec. 

The Committee repet to note that the grws arrears of income tax 
have been increasing pro~essively over the last 3 year<. On 31st March, 
1963. the amount outstanding was Rs. 270.43 crores; on 315t March, 1964 





prescni  n& to be watched carcfufly. They wwld like the Board to 
review the progress of disposal quarterly and if expected progras is not 
visible other augmenting corrtctiva meawns should k taken aooa 

In regard to revision petitions pending with Ihc Cammissi~b~fs of In- 
come tax. the Committee E d  that on 301h J w ,  1965 their number wac 
4760. The number of cases in which tax was stayed was 252 oa 30th 
June. 1964 and 623 on 30th June. 1965. The Commitkc would like thc 
Board to look into reasons for this abrupt rise in the numbcr of cases in 
which tax was stayed. 

The Committee are glad to ade that the Board h a ~  i n i t U  - 
to cut down the accummulation of the arrears of wusment. were 
given to understand that out of about 26 lakhs assessees about 19 l a b  were 
salaried and anal) income assesses. The Committee fed that if thc pre- 
sent form d income tax return for the saLafiad pcopb, which COOS& of 

C1 

a h t  12 pages, is simplified and reduced to a fm of one or two pages. 
it would expedite the submission of the returns of the ~~s and a h  
tbeir assessment. It would a h  inddtntally mean a d d e r a b l e  saviog d 
stationery. The Committet would like to watch the ~rokrtss of the dtar- 
ance of the arrears of assessments through future audit re-. The 
Committee aiso suggest that t k  qucstioa of tax reductioa on a percqrtage 
basis in such cases to simplify the whole pocedure may be examined. 

45 1.296 -b The Commitlee hope that special steps taken for the expeditioos db- 
posal of cases would rtvtal d d a d m y  muits and that the number of 
cases of surcharge and super profits tax pending disposal would be brou&t 
do%. Thcy d d  like to watch the results through futurt Audit Rtports. 

-- -- 



- -- 48 were still pending in the year 1966-67. The Codttbc t;rih? o serious Department of Revenue 
& Insuranee view of this abnormal delay in Ihe settlement of thcse cases. Thc Cwn- 

mittce also desire that a target date should be fixed far the d i m 1  of 
E.P.T. cases. They wmld also like to watch the pmgress of settlement of 
these caxs through tuture Audit Reports. 

The Commie  hope that Ministry will be able t~ Liquidate the arrears 
of the pending cars of mfud  more expeditiously io vtcw of the fact that 
the refund circles are going to be staffed adequately. They hardly nacd 
to ernphasise that tbe d i s m  of such cases should bc tackled with a xosc = 
of urgency as any &lay in their disposal would involve a liability on the 
Government to pay intemst at 6 per cent per annum on refund claims 
outstanding for more than six months. 

Home Affairs Thc Committee arc not convinced by the explanation given for the delay -- in making a proper assessment o f  the firms in Lima with tf#: result that Delhi Administrat ion assessments for 1952-53 to 1955-56 in the caw of onc firm and for 1960- 
61 in the case or another firm became time-barred. They arc also urt- 
happy that, due to lack of proper co-ordination and itdrninistrative control 
thc jurhdiction of various officers for assessment purposes was not prccisci 
determined, leading to delay and the avoidable movdrncnt at files f&m on 
office to another, withoi~t any conclusive action being titkcn. N y  Arc slsl 
distressed to note that it took the Governn~ent nearly two years to dispose 





50 2.29 Ministly of Home Affairs The Committee would like to be apprised d the progrtgs mrdt m tbt 
-=--- completion of the s u m y  work. 

Delhi Administration 

Do. They understand from Audit that. under the lkpartmentai rules, an 
.4uistant W Tax Otfitcr is required to verify at least 20 pcr cent of the 
Survey reports ma& by the Saks Tax Inspector. Similarfy rr Sakq Tax 
Officer iq expected to  check at kast 10 per cent of such reports furnished 
by the lnspec tm and Acsistant Safes Tax Officers. The Commrttce WWM 
like to be informed whtthcr the procedure laid down under thc depart- , 
nwntal rule is being actually followed by the Sales Tax Department. e" 

DO. The Committee regret to  note that as many as 84,092 cases wcrc out- 
sfandins on 1st April, 1965 uith tk Sales-tax Oflice pending assessments. 
Some of thew s a w  relate to  the year 1961 -62. 

Do. The Committee cannot too strongly stress the mcd for taking urgerrt 
action to clear the arrears of assessment d a t i n g  to eartier years, so that 
the realisation of Government dues do not become time-bard. Thq 
would like to  watch thc progress made in this regard through the rubscqueat 
Audit Reports. 
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