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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as amthorid 9 
@.he Committee, do present on their behalf this Hundred and Seventeenth 
Report (Fourth Lok Sabha) on Chapters IV and V of Audit Report 
(Civil) ou Revenue Receipts, 1969 relating to Direct Taxes. 

2. The Audit Report (Civil) on Revenue Receipts, 1969 was laid on 
the Table of the House on the 9th May, 1969. The Committee examined 
Audit paragraphs relating to Direct Taxes at their sittings held on 19th 
Decemkr,  1969 (AN), 22nd December, 1969 (AN), 5th January, 1970 
(AN), and 6th January, 1970 (AN). The Committee considered and 
lbalised this Report at thcir sitting held on the 27th April 1970 (AN). 
Minutes of thesc sittings form Part IT* of the Report. 

3. A statement showing the summary of the main conclmions/recom- 
mendations of the Committee is appended to the Report (Appendix). For 
facility of refercna these have been printed in thick type in the body of 
the Report. 

4. The Committee place on record thcir appreciation of the assistance 
rendered to them in the examination of thesc accounts by the Comptroller 
and Auditor General of India. 

5.  The Committee would also like to express their thanks to the officers 
o f  the Ministry of Finance for the cooperation extended by tbem in giving 
information to the Committee. 

April 27, 1970. ATAL BIHARI VAJPAYEX, 
7- Vaimkha 7, 1892 (Saka). - 

Public A ccotmts Camnittee 

*?\Jot printed (One cyclosi ylej copy laid on the Table of the Hoow hd 6rr Wib 
iplaced in  Parliament 1-ibrarv). 



AUDIT REPORT (CIVIL) ON REVENUE RECEIPTS, 1969 

CHAPTER I 

TAXES ON INCOME 

(a) Procoeds from t a m  on income (including Corporation Tax)-Number 
of assessees in the books of the Department. 

1.1. The total proceeds from both Corporation Tax and Taxes on 
income other than Corporation Tax (excluding the portion of Income Tax 
which was assigned to the State Governments) for the year 1967-68 
amounted to Rs. 461.88 crores. The figures for the three years 1965-66, 
1966-67, and 1967-68 are as follows:- 

(In crores of rupees) 

Taxes on income other than Corporation Tax 
(Gross proceeds) . . .  271.80 306.63 325.80 

Deduct share of net proceeds assigned to States 123'34 137.10 174.52 

Net , . . . . . , 148.46 169.53 151'37 

Add Corporation Tax . . . 304.84 330.80 310.51 

TOTAL . . . 353'30 500'33 461.88 

The total numbr of assessees in the books of the department as on 31st 
March, 1968 is 27,08,464. The corresponding figure as on 31st March, 



1967 was 27,02,282. The number of assessees status-wise for the two 
periods is as follows:- - 

As on As on  
31st March, 31st March, 

1967 1968 

Individuals . . , . . 22,34.417 22~14,093 

Firms ' . , . . , . , , . 286,266 3,10,821 

Companies . . . . . . .  26,787 26,525 

Hindu Undivided . . .  1,40,203 1,42,180 
Family 

Others . . . . . . . . .  14,609 14845 

- -- - 
[Para graph 46:a) and (b)-Audit Report (Civil) on Rcvenuc Receipts, 19691 

1.2. The following table shows thc number of assessees on record as 
at the end of 1961-62 to 1967-68 and the pcrcentagc addition of new 
assessees over the previous year. 

Total Percentape increase in 
numher the  numher of assessees. 

of assessees 

1.3. The following approximate figures of category-wise break-up of in- 
crease in the number of assessees year by year during the period 1964-65, 



$945-66 ande1966-67 have been furnished by the Central Board of Direct 
-Taxes.: 

Year (rounded off to '000) 
Approximate increase In 
the number of assessces 

under 

*Category I : Businrss cases hnvlng inconic over Ks. 25,000, 
Category I1 : Bu~incss  cases having income ovcr Rs. 15,000 hut not e x c t d n g  

Ks. 25,030. 
Cstegory 111 : Business cases having income ovcr Rs. 7,500 hut not rxcecding 

R, .  15,000. 

Categxy IV : Allother cnscs cscept those rncn!ioned in Category (1') and rcfund cases 

Cltegory V : Smll l  :n:)rn: sc!l:mr c~,:s. Govcrnmznt salary cases anti non-Gov- 
m;nt sahry cases bcluw Rs. 18,000. 

Scar 
(rounded ofT to  'oo?) 
Approximate i ncrcase in 
the number of assessees 

under 

1966-67 Category I , . . . .  18,~-o 
11 * . . .  13,000 
111 . . . . . 21,003 
IV 1 . .  . . 
V J- 2,18,033 

1967-68 Category I . . . .  1430oO 
I1 . . . . .  12,000 
I11 . . . . .  21,000 

(-)41,000 

1.4. From paragraph 1.2 of their 73rd Report (1968-69), the Com- 
mittee observc that out of the total addition of 2,70,197 cases during the 
year 1966-67, 2.1 1,9184 related to Government salary and non-Government 
salary cases below Rs. 18,000. 



1.5. The Committee desired to know the reasons for a fall in the per- 
centage increase in the number of assessees since 1964-65. In a written 
note, the Ministry of Finance have stated: 

"There had been a sharp rise in the number of assessees in 1964-65 
due to an intensive survey drive launched in 1964. The drive continued 
in 1965 and was suspended in July, 1966. As the intensive survey drive 
of 1964 succeeded in spotting a very large number of ncw asxssees, there 
was no scope for a sharp rise in the number of new assessee for several 
years after 1964-65. Besides, it was detected that some infructuous cases 
had been added in 1964 and 1965. These were weeded out gradually. 
The number of such cases weeded out in 1968-69 was 1,38,842. There 
was another factor also for a decline in the percentage increase in the 
number of assersees after 1964-65. It was the raising of the minimum 
exemption limit from Rs. 4,200 in 1965-66 to Rs. 4,800 in 1966-67." 

1.6. The Committee desired to know whether the Department proposed 
to take any special steps to strengthen external survey and bring in new 
assessees. In their written reply, the Minister have stated: 

"Since the suspension of the external survey drive in July, 1966, the 
Department has been employing its limited manpowcr'avnilablc to selective 
survey only. It is felt by the Ministry that it will be premature to under- 
taken any external survey on a large scale at this stage." 

1.7. The following information regarding assessment of income from 
property in the city of Delhi was furnished by Government to the Public 
Accounts Committee (1968-69) : 

(a) No. of assessments completed lo,or3 I I ,766 12,638 

(b) Amount of tax realised (in lakhs of 
rupees) . . .  57'1x 57 '92  63 .62  

- - -- - - - - - - - - - 
1.8. Commenting upon the above data, thc Public Accounts Committee 

(1968-69) observed as follows in paragraph 1.57 of their 73rd Report 
(Fourth Lok Sabha): 

"From the information furnished by Government, the Committee 
observe that the number of assessments relating to property income in 
Delhi has not shown a very perceptible rise over the period 1962-63 to 
1964-65. It is well known that there has been a substantial increase in 
real estate investment in Delhi and other metropolitan cities in the last 
few years." 



1.9. The Administrative Reforms Commission which deal with the 
problem of locating income evading tax made the following observations: 

"The sources of information which may lead to the discovery of new 
assessees or will be relevant to the assessment of those already on the books. 
of the Department may be grouped into three categories: 

(i) Government agencies outside the Income-tax Department 
which have dealings with the general public. The following 
are examples: 

(a) Departments making disbursements on a large scale to con- 
tractors and suppliers of goods, e.g., Railways, Defence and 
Supply Departments and the Public Works Departments; 

(b) Registrars' Offices where the transfer of immovable properties 
are registered; 

(c) Municipalities which have a record of properties built from 
time to time; 

(d) Sales Tax Department which will have information regarding 
- .  

turn-over of their assessees; 

(e) Chief Controller of Imports and Exports who has details 
about import licences granted. 

(ii) Details which can be obtained from non-Government agencies. 
Examples are: 

(a) Information furnished by companies under Section 186 of 
the Income-tax Act in respect of dividends exceeding 
Rs. 5,000 paid to non-corporate shareholders; 

(b) Information furnished by contractors under Section 285A of 
the Income-tax Act regarding contracts for the construction 
of buildings or supplies of goods or services for amounts ex- 
ceeding Rs. 50,000. 

(c) Information furnished by banks about advances mad< or 
loans granted by them to their constituents on the security 
furnished by third parties; 

(d) Information received from financing companies regarding de- 
posits made with them; 

(e) Information gathered by t h e  Income-tax Officer while ex- 
amining the accounts of an assessee about substantial pay- 
ments made by him for the purchase of goads, payment of 

\r commission, brokerage, etc. 
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(iii) Results of a physical survey of properties in a selected area 
including the eliciting of information from those residing or do- 
ing business therein." 

"The collection and dissemination to the concerned authorities of the 
information obtained from the first two sources is entrusted to the 'Special 
Investigation Branches' in the various Commissioners' o5ces. It would 
appear that thc attention paid to this work has not been ndcquate. Fur- 
ther, the information furnished is not made full use of. One of the reasons 
for the unsatisfactory working of the Special Investigation Branches is stated 
by the Group to be the saddling of these Branches with items of work not 
relevant to their main function. The position in this regard may be rccti- 
fied by divesting Special Investigation Branches of other items of work. 
Further, there does not appear to be an adequate supervision of the work 
of the Branches and checking of the utilisation of the information made 
available by them. The third reason may be the inadequacy of manpower. 
The attach cgreat importance to the successful working of these Branches. 
Their working should be reviewed immediately and any needed addition to 
stiff should bc provided. We haw clscwhcrc rccommendcd that thc In- 
ternal Audit Department of the Commissioner should be placed in the charge 
of an Inspectinp Assistant Commissioner. This oificer may also be in 
charge of the Special Tnvcstigation Branch. Hc should continuously kecp 
himself informed about the progress of the work of the Branch as w.:ll as 
of the utilisation of the information furnished by it as well as hy such 
Branches in other Commissioners' charges. (The Special Investigation 
Branch in each Commissioner's charge should rcceive in the first instance 
relevant information from other Branches and then pass it on to the con- 
cerned assessing authorities). Periodical inspections of the functioning of 
the Special Investigation Branches should be organised by one of the Direc- 
tors of Inspection. 

"The third source of information usually called 'External Survey' which 
had been carried on for the past several years has now been suspended. 
We recommend that at a suitable time this may be revived, particularly in 
view of the fact that we have recommended a quick method of disposal for 
small income cases of the type which is likely to be thrown upon on ti 

'large scale by the external survey: 

"We recommend: 

(1)  (a) The Special Investigation Branches in the Commissioners' 
charges should be strengthened. 

(b) They should concentrate on collection and dissemination of infor- 
rliation relevant for purposefi of assessment and their energies should not 
IIC directed to other items of work. 



(c) They shoukl be placed under the immediate supervision of an In-- 
specting h i s t a n t  Commissioner who will also be in charge d fnteraal;: 
Audit Department. 

(4 Periodical Inspection of their work should be organised by one of 
the Directors of Inspection. 

(2) External Survey, which has been suspended, may be revived at a 
suitable time." 

1.10. The Committee observe that while the drive to locate new 
assessees has produced very impressive results in terms of numbers, the 
addition to the assessees has been mainly 09 salaried and small income 
cases. The addition of these cases might not substantially augment the 
tax revenue, particularly in respect of small income groups, where it is 
even possible that the cost of collection might outweigh the revenue 
realised. The Committee have already drawn attention to this point in 
paragraph 1.10 of their Hundredth Report (Fourth Lok Sabha) and would 
like pilot studies to be conducted in selected ranges to determine the cost 
of collection in respect of various income brackets vis-a-vis revenue 
rea l id .  

1.11. The Committee feel that the emphasis in the drive to enrol new 
assessees should be on cases with revenue potential. There are special 
Investigation Branches in Commissioners' charges which are responsible 
for collecting information from Government agencies, mmicipatities and 
other organisations like banks, financing companies etc., so as to discover 
new assessees or sources o'f income not disclosed by existing ones. The 
Administrative Reforms Commission reported that the working of these 
Special Investigation Branches is c~unsatisfadwy" due, amongst other 
things, to lack of adequate supervision and their being saddled with item6 
of work not relevant to their main functions. These ddects in the working. 
of these branches should be removed. The Committee feel that if all the 
available intonnation is collected from tbese sources and sys-lly 
analysed and promptly processed in each Commissioner's charge It d d  
lead to the discovery of most of the persons liable to assessment. A* 
tram thb, external surveys should also be conducted in selected areas m 
accordance with a time-bound programme as suggested by the COmmjttt0. 
h peragraph 1.3.1 of their Hundredth Report. 

(b) Results of Test Audit Under-assessments 
Andk hmpapb: 

1.12(i) In the course of test-audit during the period from 1st Septem-. 
bm, 1967 to 31st August 1968 a total under assessment of tax of k 
1062.52' lakhs was noticed in 10,980 cases. Over-assessment d 4ax 
of Rs. 85.25 lakhs was also noticed in 2,872 cases, Besides these, Pbtidos. 
detects in following the prescribed procedure also came to the notig oE' 
audit. 



Of the total 10,980 cases of under-assessment, short-levy of tax d 
R s .  934.99 lakhs was noticed in 689 cases alone. The remaining case+ 
accounted for an under-assessment of tax of Rs. 127.53 lakhs. 

(ii) The under-assessment of tax of Rs. 1062.52 lakhs has been the 
result of the following lapses: 

Amount in 
lakhs of 
rupees 

( I )  Errors and omission attributable to  ncgligcncc or failure to  apply thc 
correct rates of tax. . . . . . . .  

(2)  Under-assessment of tax due to incorrect dcterminatinn of status 
o i  assessees. . . . . . . . . .  

( 3 )  Incorrect detcrm~nation of income undcr the head "snlary". 

(4) Incorrect determination of income undcr !he hcad "house-property" 

( 5 )  Incorrect computation of income from business. 

[G,; Mistakes in  computing dcpresiation and dcvclirpment rehate. . 
(7) Incorrect com3utation of Capital gains and l e ry  of tax thereon. 

(8) Irregular exe~nptionsor excess rclicfs given . . .  
(gj Incorrect computation of tar  payable by companivs 

(10) Omission to levy tax on Srcrion 23A104 compan~es 

. . . . . . .  ( I  I, Income escaping assessment 

(12) Omission to levy penalty correctly . . . . .  
(13) Non-levy 'incorrec~ levy of penal intcrcst . . .  
(14) Incorrect determination of Super-profits tax or sur-tax payable by 

companics . . . . . . . . .  
(15)  Other lapses . . . . . . . . .  

. *This includes a sum of Rs. 4.03 crorcs in the case of two Corporations 
. o n  account of incorrect deduction of interest paid, in the assessments. The 
4egality of the issue involved is under examination of the Attorney General 
,af India. 

[Paragraph 47-Audit Report (Civil) on Revenue Receipts, 19691 



1.13. During evidence, the representative of the Board stated that 
the  tolal amount of under-assessment mentioned in the Audit paragraph 
(Rs. 10.63 crores) included a sum of Rs. 4.03 crores in  respect of two 
corporations. The legality of the issues involved in these cases was under 
examination of the Attorney General. Lcaving aside these two cases, the 
number of cases involving an under charge of over Rs. 10,000 was 682. 
Audit objections in respect d 246 of these cases, where, according to 
Audit, there was an under charge of Rs. 2.46 crores, had not been accepted 
by the Department. In respect of 374 cases Audit objections had been 
accepted by the Department. These involved an under charge of Rs. 2.71 
crores according to Audit (and Rs. 2.09 crores according to the Depart- 
ment). 62 cases were still undcr consideration. The number of cases 
involving an under charge of less than Rs. 10,000 was 10,291. 

1.14. The Committee enquired how many of the above cases of under 
assessment had also bccn checked by Internal Audit. The representative 
of the Roard statcd that as priorities for examination by Internal Audit 
had been laid d0u.n only recently, in  some cascs. Revenue Audit had 
preceded Internal Audit. Secondly, as the scope of examination by 
Internal Audit was then largely confined to checking of arithmetical 
calculations some of the mistakes pointed out by Revenue Audit were 
outside the purview of Internal Audit parties. 

1.15. The Committee dcsircd to know the measurcs taken by the Board 
to make the functioning of Internal Audit more effective. The 
representative oi the Board stated that the following steps had been taken 
by the Board to this end : 

( i )  the nunlbc.r of lnterrlal Audit partics had becn incrcascd; 
(ii) the scope nf functions of Internal Audit had been extended 

and made co-cxtcnsive with Revenue Audit; 
(iii) priorities had  btcn hxcd  lor thc checking of the following 

category of cases: 

(a) all company cases; 
(b) all cases with an assessed income of over Rs. 50,000; 
(c) all assessments completed in the months of February-March; 
(d) all cases which were about to become timebarred. 

1.16. The Committee enquired about the feasibility of bringing all cases 
with an assessed income of over Rs. 25,000 within the purview of Internal 
Audit. The representative of the Board stntcd: "In that case the work- 
ioad would not be manageable with the existing staff that we have. We 
are trying to experiment with the increased units of the Audit party. Lata 
on, when this is established on a firmer footing, we will reduce the limit 
f rom Rs. '50,000 to say, Rs. 25,000." 



1.17. The Committee desired to know the labst podtion r e ~ l c l i n g  
rectification of under-assessments/over-assessments reported in the Audit 
paragraph. In a written reply, the Ministry have stated: 

"The information available to the Ministry is incomplete and it 
will be difficult to indicate the correct position about the 
points raised till a number of Audit objections disputed by 
the Ministry are settled after a joint consultation of the Minis- 
try and the, Audit. 

"It may be mentioned in this connection that the bulk of the cases 
commented on by the Audit relate to under-charge of tax 
below Rs. 10,000. The Ministry is finding it difficult to watch 
the progress of the rectification and collection in such cases 
and feel that the matter can be best attended to at the level 
of the Commissioners of Income-tax. For this purpost, they 
propose to approach the Conlptroller and Auditor General 
with a proposal for the settlement of the disputes relating to 
the cases of under-assessment below Rs. 10,000 after a joint 
consultation between the Commissioner of Incometax and t h e  
concerned Accountant General. In the cases where the dis- 
putes cannot be settled locally, a representative of the Audit 
and the Ministry may go and help them in coming to a sett le 
ment." 

1.18. The Committce desired to know the reasons for an increase in 
the number of cases of under-assessments. The Finance Secretary stated: 
"We do admit that the increase in the number of cases of under-assess- 
ments . . . (The number) has been going up in the last three or four years. 
It has been a matter of grave concern to us. I would mention two or  
three basic reasons why this is so. Although there has been a very large 
number of increases in the number of assessees, our organisation has not 
kept pace with the increase with the number of assessees with the result 
that our officials have been to a great extent overworked. Secondly, in 
spite of our reorganisation there has been admittedly some deterioration 
in the quality of the staff.. . We have added to the strength in the last 
two years about 500 additional Inwmstax Oflicers. Onr previous 
strength was somewhere roundabout 1800 or so. I t  is now n e a m  to 2400. 
Simultaneously we have increased both the strength of Assistant Chmb 
siom as well as the AppcUate Assistant Commissionem We have 
15 in the current year. All these additions of o5cers have brought 
about quite a substantial addition to the strength of our lower c a w - .  . 
QItr h o p  is that this addition of strength will take care d the !lire 1'011th 
kinds of work. This would enable our e x p e r i e t ~ ~ d  offiars to be able to 
devote be- attention to their case mag their -b.* . 



1.19. In raply to a @eation, the representative of the Board added: 
"90 far as the quality question is concerned, I would submit that, dth 
the work load the quality has disappeared." 

1.20. The Committee pointed out that during the course of discussions 
on individual Audit paragraphs they had noticed that "a great number of 
cases" in which mistakes or irregularities had been found, had lbeen rushed 
through in the months of February-March. The representative of the 
Board stated: "So far as this question is concerned, I have to submit 
that we deal with many more assessments during the months of February- 
March. And there is such a sort of rushing about assessments that chances 
of mistakes are certainly more because of that." Asked why the assess- 
ment work was not evenly spread over throughout the year, the represen- 
tative of the Board stated. "An ITO's job begins no doubt from April. 
The present trend has been that he has not been working like a machine 
turning out some output month by month. Rightly or wrongly we start 
the year at a snail's pace. But the speed goes up in these three montlis. 
I admit that this is not the correct way of doing it." 

It was, however, added in extenuation: "In complicated and bigger 
cases, in spite of the best efforts of the officers, the lawyers and the assessees 
somehow delay and adopt dilatory tactics whereby assessments are 
necessarily dragged to the close of the financial year. . . . As far back as 
1952, there are instructions to see that time-barring assessments were 
completed by September of the financial year. In spite of the serious efforts 
to complete it, we could not, because this type of attitude prevails. This 
is one of the reascns why cases were dragged on." 

1.21. The Committee, desired to know the views of t!~e Ministry on the 
feasibility of finalising all company and big income cases by the end of 
December and taking up smaller cases in subsequent months. The 
representative of the Board statcd: "All thc while our efforts have bc:n to 
ensure disposal of assessment cases on this line but somehow we have not 
been able to do it so fw." In reply to a quehtion he added : "Now we have 
set up separate wards or charges where income-tax officers would be 
handling important cases only, that is, category I and above or company 
cases. We want to specialise in and give special attention to these important 
cases to see that they are disposed of well before the time-limit comes to 
an end. But we have not succeeded yet and it may take a little longer. We 
have revised our assessment system under the Taxation Laws (Amendment) 
Bill, we may have provision to look into the cases quickly." 

1.22. The Committee enquired whether one of the reasons for mistakes 
in assessments was the time-lag bctween completion of hearings and passing 
of' assessment orders. The representative of the Board stated : "We have 
issued instructions from time to time that the cases should be disposed of 
875 L.S.-2. I 



a t  the earliest so that the IT0 may not forget the facts and figures and the 
discussions he had with the party in coming to a decision." He furthw 
stated : "There is a regular order sheet kept in which the o5cer has to 
entry from day-to-day. After hearing it he again takes up the case, he 
writes that he has partly examined the case on such and such date and ha 
bas iked the case again for f d e r  hearing. After getting some more 
information from the assessee he completes the assessment after 
sixweeks' time or after a month if he solikes." 

1.23. In reply to a question as to what would be a reasonabls time 
for finalisation of assessment after the completion of hearing, the representa- 
tive of the Board stated: "Between seven to ten or fourteen days will be 
a rcasonable time for completing the assessment." 

1.24. In reply to another question, the Finance Secretary added: "One 
of the specific functions of the I.A.Cs (Inspecting Assistant Commissioners) 
is to pick up the records to see whether the IT0 has done his job 
properly. . . . . . . .This is the sort of inspection which has to be exercised 
continuously all the time.'' 

1.25. The Committee desired to know the existing arrangements for 
checking of demands. In a note furnished to the Committee, the Ministry 
have stated that the relevant instructions are contained in Chapter XII, 
para 22(xvii) of the Office Manual, Vol. 11, Section IT. These are as 
follows: 

"(a) There must obviously be an effective check on the accuracy of 
calculations of demands and refunds. Accordingly all tax 
calculations of demand or refund will be made by one clerk 
and checked by mother before the issue of demand notices or 
refund orders. In cases of income of over Rs. 10.000 or 
refunds of over Rs. 1 , 0 0  either the H e d  Clerk or the 
Supervisor should check and initial I.T.N.S. 150 form. The 
Income-tax W~ccrs's responsibility does not cease st that; he 
must satisfy him5elf that calculations are being properly made. 
He is, therefore, advised that he should personally re-check 
demands in cx%s with incomes over 1 lakh and refunds over 
t i ?  10.000. The working 5heets zhowinz the calculations 
4hould not be destroyed eithcr, but be filed in  each case in the 
Miscellaneous Record, duly sicwed by the person doing the 
original work as also the person checking it. 

fi) At the time of inspection, the Inspection Assistant Commissioner's 
Supervisor who assists him in the inspection should check not 
only big refund cases but also test check large demands in 
cases selected by the Inspecting Assistant Commissioner 
himself." 



1.26. The Board invited the attention of the Commissioners uf Income- 
4ax to these instructions on 13th December, 1968. The Comn~ittez enquired 
about the nature of check exercised by the Inspecting Assistant Commis- 
sioners. The representative of thc Board stated: "The i~lsyection by the 
Inspecting Assistant Commissioner is not from the point of view d finding 
out the mistakes in tax calculation as such. His point of view is whclher 
the IT0 has handled the case correctly vis-a-vis the law point, tax evasion 
and all that. On going through the cases he gives his comments and 
directions to the officers and if he finds any defect in the officer, the 
Assistant Commissioner takes action to correct him." 

1.27. The Committee desired to know the views of the Ministry 
regarding the increased utilisation of computers for checking fmal assess- 
ment, &-assessment and demand notices. The representative of tho Board 
stated: "The camputer helps both in accuracy and speed and we tried it 
in Bombay and some other places where the volume was great. Jf we take 
the total of category I and I1 cases all over India, in 1968-69 we had 
about three lakh cases. It would be about three lakhs spread all over 
India. That would make it very difficult to feed the computers because 
the cases would arise not at the same point of time but throughout the year 
and throughout the whole country. So, we would have very little to feed 
the computer with. Further the calculations of taxes in smaller cases 
have been simplified to an extent that it would be more easy for calculating 
than preparing the proformae and then punching cards and then sending 
them for feeding and so on." 

1.28 The Committee enquired whether any record was maintained 
in the Department to indicate which of the Income-tax OAicers made the 
same type of mistake year after year. The representative of the Board 
stated: "We have started the ledger card system in respect of ITOs making 
mistakes and from that we would know if they are making similar mistakes 
in the same cases or different cases and what is their weakness and so on." 

1.29. Asked whether the Department had tried to find out whether the 
under-assessed parties and the assessing officers were the same year after 
year, the representative of the Board stated: "so far as parties are concerned, 
we can say that they are not the same year after year. It may be that a 
similar mistake may have occurred in two or three assessments if handled 
by the same officer but otherwise it is not so." 

1.30. Over the years Audit has been reporting s large rmmber of cases 
of under~~asearrnent, Dmhrg tbe year uuder report (1st September, 1967- 
31st A m ,  1968), tbe number of wcb cases detected by Audft wee 10,980, 
involving IUI mbsssebsment of Rs. 10.63 mm. Tbe Condttee note 



that Government W e  so fm accepted the mdemmeasraen to the exted 
of Rs. 209 mores in 374 cam. 64 cases of under-9saeasment ore 6tsted 
to be under e x s m h t h ,  h W i  2 cases, involving a reported under- 
sssessment of Rs. 4.03 crores, where & legality of issues Is under examina- 
tion by the Attorney-General. The Committee would Uke to be apprised of 
the outcome of this examination end of the rectificatory action taken 
pursuant to the acceptance of ander-essesoment in all the foregoing cases. 
Tbe cases under examination should also be speedily finrtl i i .  

1.31. In the opinion of the Committee, the large number of cases of 
under-assessment brought to notice year after year is indicative of n deep 
seated malaise in the Income Tax Department. It is significant that these 
cases were thrown up in the course of e test-audit which covered only a 
percenee of assessments done in the Department. The Finance Secretsty 
himself admitted during evidence that the number of cases of nnd* 
stsmsnent "has been going up in the last three or four yearsW and &a( 
thk tendency has been causing Govenunent "grave col~~em." 

1.32. While the under-assessments have been caused by a multiplicity 
of , m o m ,  an important contributory factor, in the opinion of t b  Committee, 
bas been the tendency on the part of many Income-tax Officers to delay 
and msh though assessments at the close of the financial year. During 
the course of discussions on individual Audit paragraphs, the Committee 
noticed that quite a number of cases in which mistakqs or heplnritiea 
occurred had been rushed through m the months of February-March. The 
representative of the Board also conceded that the Income-tax Departmoot 
tended to work at a "snail's pace" in the initial months of the financial year. 
The Commit& have already drawn attention to this matter in their previous 
reports and would like Government to take effective steps to curb this 
tendency so that work is evenly spaced out over the year. 

1.33. In re-ordering the assessment work, it is important to ensure that 
high income cases are taken up for assessment sufficiently in time during 
the course of the year. The efforts should be to finalise all such cases hy 
the end of December. The Committee wonlcl like the Board to issue suitable 
instructions to this effect, so that range ~fficers who are responsible for 
fixing the priorities for assessment take suitable action in the matter. 

1.34. Tbe Committee would like the following steps to be taken to 
minimise the possibility of under-assessments: 

(i) The thne-lag between the final hearing in a case and tbe decision 
by an messing officer should be the ndnimm. TPle B o d  
ehoald consider whether a9 a working rnle the time-limit for 
hraaing an aeseasment order sbwlb ,be fixed m fourtoen day& 



.afler the date of last Beariarg. The representative of the Board 
agreed dmhq evtdence that thi.9 would conetitUte a m o n a b b  
perid* 

01) Internal Audit has not so far played an effective role in checking 
faulty assessments. A number of assesmneds were in fact 
checked by it only after tbey had been scrutinised by statutory 
audit. Now that Internal Audit Organisstion has been 
strengthened and the scope of its functions also enhged, the 
Committee b p e  it would be possible for this organisation LO 
detect all cases of under-assessments well in time. Based on 
the experience of its performance, Government should also 
consider the question of extending its scrutiny to cases below 
Rs. 50,000. 

(iii) Under the Board's instructions, in cases of incomes over 
Ro. 10,000, tm calculations are required to be checked by the 
Head Clerk/Supervhr and in cases of incomes over Hs. I Iakh, 
calculations are required to be counter-checked by the Income- 
tax Officer himself. The Cornmittee observed during their 
examination of cases that in a number of high income cases 
(over Rs. 1 lakh), the prescribed counter-check had not been 
exercised by Income-tax Officers. The Committee desire that 
the Board should take a serbns view of such lapses. To speed 
up arithmetical computation, the Board should arrange to have 
ready reckoners supplied to the staff in charge of the work. 

(iv) It was stated during evidence that there had been a deterioration 
in the quality of work done by assessing officers. The Com- 
mittee note that the Department is now mahtainiig a record 
of the Income-tax Officers making mistakes. The Inspecting 
Assistant Commissioners have also taken action to watch the 
work of assessing officers. Apart from this, Government sho~ld 
examine what positive measures should be adopted to improve 
quality through %service' training, rationalisation of assessment 
procedures, relief from routine wvrk etc. This is a matter on 
which the Committee have made sugg.?stions from time to time 
and should engage the constant attention of Government. 

( c )  Arrears of Assessments, Tax demands and appeals 
Arrears of Assesments* 

Audit P-pb 

1.35. As on 31st March, 1968, 23.30 lakhs cases were outstanding with 
Incornstax officers pending assessment. The approximate tax involved 
in these cases is stated by the Ministry to be Rs. 185.16 crores. Thb 
.--- 

+Figures are as furnished by the Ministry. 



position of pendency of assessments for the last three years is indicated 
below:- 

Year 

- - 
1963-64 and eatlier years . . . ~60,283 1,93,101 37,92g 

(Paragraph 65 (a) of Audit Report (Civil) on Revenue Receipts, 1969.r 

1-36 Category-wise break-up of the pending cases is as follows: 

(i) Business cases having income over Rs. 25,000 1941,277 :,64:510 

(ii) Business cases having income over Rs. 15,- but 
not exceeding Ra. 2 5 , ~ .  . . .  1,36498 1962,337 

(iii) Business cases havingincome over Rs. 7,500 but not 
exceeding Rs. 1 5 , ~ .  . . .  3,35866 3996,989 

(iv) All other cases exccpt those mentioned in category 
(v) and refund case . . . . . 13,58922 12,38,023 

(v) Small income scheme cases, Government salary cases 
and non-Government salary cases below Rs. 18,000 3,75,650 3,67,49r 



1.37. The number of assessments completed out of the arrear assessments 
and out of rmmnt assessments during &past five years are given below:-- 

Number of assessments completed 
Pinrncial year Number Number o f  

of assess- Out of Out of Total % assess- 
ments for current arrears nWlt 
diaposal pending 

mt the emf 
of the year 

(The percentage in column 6 represents cases disposed of to total number of usear- 
ments for disposal). 

1.38. The following table shows category-wise dispasal and pendency 
of assessments as on 31st March, 1968 and 31st March, 1969:- 

ategory of Cases Pendency Disposal during 
won 1967-68 1968-69 
31-3-68 

Pendency an oa 
31-3-69 (adjuatcd 
upto 31-7-1969) 



1.39. In a subsequent note furnished to the Committee, the Ministry have 
stated that the total number of assessments completed during 1968-69 was 
34,21,282 and the number of pending assessments as on 31st March, 1969 
was 15,84,657. 

1.40. The following table shows pendency of assessments in Category 1 
as on 31st March, 1966, 3lst March, 1967, 31st March, 1968 and 31st 
March, 1969: 

As on No. of cases pending 

1.4 1. During evidence, the representative of thc Central Hoard of 
Direct Taxes stated, "We have been able to reduce the backlog (of assess- 
ments); we are not carrying forward 50 per cent (backlog now). Out of a 
total workload of 46 lakhs assessments, we propose to dispose of at least 36 
lakhs and carry forward 10 lakhs. Last year we brought forwdrd 15 lakhs 
assessments and this year we propose to reduce that by further 1/3, and 
carry forward only 10 lakhs". Asked whether by 1972, the Department 
would be able to reduce thc pendency to an insignificant figure, the repre- 
sentative of the Board replied in the affirmative. 

1.42. The data furnished by Govenunent indicates that tbe number of 
pen- Income-tax assessments has come down from 23,29,650 ns on 31st 
March, 1968 to 15,84,657 as on 31st March, 1969. From the cntegorg- 
wise analysis of the pending assessments, the Committee, however, ohrcrve 
t h f  f k  reduction has been only m lower income categories (categories 111, 
M and V). As regards Category I-bnsiness incomes exceeding Rs. 25,000, 
the pendency Bes been continuously going up. The number of pending cases 
in this category wMcb was 1,64,810 es on 31st March, 1968 rose to I ,94,454 
as on 31st March, 1969--an inmeme of 18 per cent in one year alone. 
Compared to the pendency on 31st March, 1966, the Increase was as high 
as 62 per cent. The Committee are unhappy at the incresse in pending 
sswssments d Mgger case. The Comajttee heve already &awn attention 
to this matter in psragmpb 1-12 of tbh Handredfh Report ( F d  Lo% 
%,Wta). They w d d  like the B o d  to mslr np a suitable programme of 
prkritie~ Zw diqosal of assessments so that these cases, which bave 
revenue ptentblity, receive ~ U W  aiteath at the bands of MBeadn~ 
off im.  



1.43. Tbe Committee uote t W  the B o d  expected to rsduce fbo 
pendency to %en lakh assessments by the end of tbe A n a n d  year 1969-70 
.and to "an hdgdficmt figure" by 1972. The Committee trust that vigorous 
elforts will be made by tbe Board to fulfill the undertaking given by it. 

Arrears of tax demands* 

1.44. The total effective demand of tax outstanding on 31st M:uch, 1968 
was Rs. 468.86 crores (which excludes a demand of Rs. 153.75 crores, 
the collection of which had not fallen due as on 31st March, 1968). Of 
this, the net effective arrears representing recoverablc demands was 
Rs. 410.05 crores. The balance Rs. 58.81 crores comprised the following:- 
- -- -- 

(RE. in crores) 

I' Reduction expected on account of: 

(a): D.I.T. relief . . . . . . .  3'79 
(b) Appellate relief . .  12.94 
(c)~Protcctiveassessments . . . . . .  5'93 - 22.66 

2. Irrecoverable dues which will be written off ultimately : 

. . . .  (a) from persons who have left India 9.98 
. . . . .  (b) from companies in liquidation 4.68 

(c) from cases pending bcforc ccrtificate oficers . 21.49 
365 15 

58.81 
-.-- .. .- . . . . . . . . . . .  -- ..... .- 

*Figures arc as furnished hy the  Ministry. 

The net elkctive arrears of Rs. 410.05 crores included Rs. 56.30 crores 
being the amount of advance tax  relating to the demal~ds included in the 
gross demand. 

(ii) The following table shows the net effective arrears pending without 
recovery as at the close of five years ending 31st March, 1968:- 

- .- - - - ---- 
Net effective mean . . .  (Rs. in mores) 

AS on31st hbrch, 1964 . . .  161.41 

As on j18t March, 1966 . . . . . . .  2 4 . 6 7  

A ~ o n g ~ s t  March, 1967 . . . . . . .  337.70 

&on'g1etMorch,1968 . . . .  410.05 - - 



(iii) The figures of corporation tax, incometax and interest comprised 
in the gross arrears of Rs. 622.61 crores and the years to which they relate 
are shown below: 

Corpo- Income Interst Total 
ration Tax 
Tax I 

(ii) 1958-59 t o  1965-66 . 28.33 122.12 7-26 157"fr 

(iii) 1966-67 . . . 32-12 80.57 6.83 119.52 

(iv) The tabie below shows the number of cases from whom grass nrream 
of Rs. 622.61 crores are due together with the dues involved rangewise. 

Amear demand No. of Totd 
cases l R e M  

(in c n m s  
of R8.1 

Upto Rs. I l a i n  each case . , . . . . . F11,83,#38 338.23 

Over Rs. I lakh upto Rs. 5 lalchs in each case . - . 4,467 98.29' 

Over Rs. 5 lakhs upto Rs. 10 1Pkh8 in ePJl case , 737 50'09- 

Over Rs. 10 lPUu upto Rs. 25 lakhs in each m e  . . , 474 53'37 

Over Rs. 25 lokhs in eachcase . . . . . . 147 82.63 -- 
TOTAL . . . . . . 11,89,313 6 a a . 6 ~  

paragiaph M ( a )  of Audit Report (Civil) on Revenue Receipts, 1969.r 



1.45. The following table brings out the comparison between tbo 
demands of tax in arrears to total realisation in the corresponding years: 

Period (year ending) Tots! Arrem Percu~tagc 
rePlreatiOn outstanding of (=ohmII 3. 

to Column z 

(Amount in crores of rupees) 

Mar:!?. ~ 9 6 5  . . . . . 456.80 322'72 70 

March, I966 . . . . 453.30 381.88 84 

MarJ1,1967 . . . . .  ~ Q C "  33 541.73 108 

March, 1968 . . . . 461.88 622.61 134 

1.46. Of the gross arrears of Rs. 622.61 crores, an amount of 
Rs. 153.75 crores representing the demands raised in March, 1968 but not 
fallen due for recovery on 31st March, 1968 was excluded. The Com- 
mittee enquired whether the above demands could not have been raised' 
earlier. The representative of the Board stated, "We an! trying to look to* 
this serious deficiency on our part and so much under-assessment during, 
this period and carrying forward so much demand. We hope to remedy 
it". 

1.47. In a note furnished to the Committee, the Ministry have stated' 
that the gross and net arrears as on 31-3-1969 were Rs. 774.40 crores 
and Rs. 435.49 crores respectiwly. 

1.48. The Committee desired to know whether any special steps were, 
proposed to be taken by the Department to liquidate tax arrears in higher 
income brackets. The representative of the Board stated, "So far as tax 
arrears of over 5 lakhs are concerned, we, in the Board, arc watching the 
progress of collection .personally. We are getting information from the 
Commissioners from time to time and suggesting the ways and means as 
to how they can be expedited. So far as items between Rs. 1 and 5 lakhs 
a n  concerned, the Commissioners are watching them personnally. They 
are keeping a similar eye on the progress of these items and items below 1 
hkhs are being watched by the Inspecting Assistant Commissioners. 

Our efforts are all along to reduce the arrears not only of 5 la& an& 
above but below as 

.-- --  



1.49. W e  consideriq the problem of mounting tax arrears, the 
P A C .  (1968-69), inter alia, made the following observatians in para 
1.80(iii) of the 73rd Report (Fourth Lok Sabha): 

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

1.50. In the action taken note on the above recommendation, the Min- 
istry stated as follows : 

"The assessing officers' work is closely watched by the Inspetting 
Assistant Commissioners and the Commissioners of Income- 
tax and necessary directions are issued where it is noticed that 
the disposal of cases per month is not uniform, which may 
lead to heavy disposal of cases in the last months of February 
and March. Instructions have already been issued to Inwme- 
tax Officers to avoid accumulation of arrears of assessments by 
proper phasing of their programme". 

1.51. Some other suggestions made by the Public Accounts Committee 
(1968-69) for tackling the problem of tax arrears were as follows: 

(i) "The Committee would like Government to consider the sug- 
gestion made by the Working Group of the Administrative 
Reforms Commission to the effect that the Act should be 
amended to "provide that where an appeal is preferred against 
an assessment, such an appeal will not be admitted unless tax 
is paid on the undisputed amount involved in thc assessment". 

(ii) "An allied suggestion made by the Working Group to reduce 
arrears is to fix "a time limit for giving effect to appellate 
orders", so that tax demand disallowed are promptly refunded 
to assessees". 

(iii) "Amongst other suggestions for amending the law to tackle the 
problem of arrears is the one relating to demands against 
assessees who have become untraceable. The Working Group 
of the Administrative Reforms Commission have pointed out 
that there is a tendency for assessees to go "underground till 
the period of limitation of 8 years is over" to evade demands 
made against them. The Committee would like to be const- 
dered whether amendment of the law to make it permbible 



tb reopen assessments in such cases without any time-limit 
would help to meet this situation". 

1.52. As regards suggestion (i), the Ministry, while stating that they 
have found it unacceptable because of certain difficulties, have, inter alia,. 
stated as follows : 

"Income-tax Officers have, even now, adequate powers under the 
Income-tax Act to enforce the collection of tax even where 
assessments are under appeal. They are, however, required 
to hold in abeyance collection of tax on amounts which they 
consider to be genuinely disputed." 

1.53. As regards suggestions (ii) and (iii), the Ministry have stated 
that these are undcr consideration of Government. 

1.54. The Committee are perturbed over the progressive increase of 
(net effective) arrears of Income-tax. The net effective arrears which 
amounted to Rs. 161.41 crores as on 31-3-1964 rose to Rs. 435.49 cmres 
as on 31-3-1969. The percentage of realisations to outstandings has been 
continuoilsly going down and has: fallen from 141 on 31-3-1965 to 74 on 
31-3-1968. Year after year, Gw- have been emmerating tbe steps 
taken by them, besides addition to the numerative strength of the staff, to 
arresb the growth in arrears but it is obvious that they have not had the 
desired effect. The Committee feel that the Department would bave to 
b n c h  an all-out drive if a substantial reduction in tax arrears is to be 
brought about. 

1.55. From the data regarding gross arrears, the C o d e e  observe 
that cases involving tax arrears of over Rs. 1 lakh numbered 5,825, as on 
31-3-1968. These account for arrears of Rs. 284.38 crores out of total 
(gross) arrears of Rs, 662.61 crores. The Committee desire that special 
attention should be paid to these cases. The Committee would in this 
eowection also like Government to consider whether a sort of qystcm of tax 
insurance, on the lines of that prevalent in the United States, ~ a l d  be in- 
troduced in case of high incomes in this country. 

1.56. One of the suggrstions made by the Working Gmup of the Ad- 
ministrative Reforms Commission was that the Act should be amended "to 
provide that where an appeal is preferred against an assessment, such an 
appcal will not be admitted unless the tax is paid on the undisputed amount 
involved in the assessment." While expressing difficulty in implementing 
the above suggestion, Government have stated that Incomotex officers 
have, even now, adequate powers under the Income-tax Act to 
enforce the collection of tax even where assessments are under 
appeal. To ensure that by filing appeals, assessees are not able to retah 
undisputed tax dries, the Committee desire that Government should iswe 
tnsbructIons to assessing officers to make maximum use of their powers for 
timely recovery of tax dues. This would also reduce the number of fd=- 
volops appeals. 



1.57. In their 73rd Report (Fourth Lok Sabba), the Public Accounts 
Committee (1968-69) had sdso referred to a tendency on the pert of 
assessees to "go underground till the period of limitation of 8 years was 
over" to evade demands made against them. The Committee had desired 
Government to consider whether an amendment of the law to make it per- 
missible to reopen assessments in such cases without any time-limit would 
help to meet this situation. In their reply, Government had indicated that 
the suggestion is under their consideration. The Committee desire that an 
early decision should be taken on the suggestion. 

Appeals pending on 30th June, 1968. 

Income-tax Income-?ax 
app:als wit1 revision 
App~llate 1 petitions 
Assistan: with Com- 
Commis- missioners 

s ionm 

.1.58. 
, , 

a i n ' :  1.' I :  ; i o  i t i o n  . , . z,oo,gz8 I j 7,342 

(b) 0 1' 0' 17 ) : i l r  ':: r.;iol p-titions instituted during 
14111 a 

Y ' " 4  3 .  
195-1-68j . . . 1,12,179!,%3,348 

Year-wise break-up of appeal cases and revision petitions pending with 
the Appellate Assistant Commissioners and Commissioners of Income-tax 
respectively for the periods ending 30th June, 1967 and 30th June, 1968 
respectively with reference to the year of institution are indicated below:- 

App;als with Appel- JRevision P petitions 
late Assistant Corn-' *with Commissioners 
rnlssioners a 4 0 Mof Income-tax - -- T--- 

30-6-67 1 30-6-68 'jk~o-6-67 30-6-68 

*Figures are as furnished by the Ministry. 



- -..- 
Appeals with AppeI- Revison petitions with 

Year of Institution laje Assist~nt Corn- Commissioners of 
m~ssioners Income-Tax 

--.. 

[Paragraph 66(b) of Audit Report (Civil) on Revenue Receipts, 1969.1 

1.59. The total number of cases pending with Appellate Assistant 
commissioners as on 30-6-1965, 30-6-1966, 30-6-1967 and 30-6-1968 is 
as follows:- 

As on Total ,lumber of cases 
--- 

30 th Junc, 1965 . . . . . . . .  1,205736 
30 th Jure, 1966 . . . . . . . .  1,56,162 
30 th June, 1977 . . . . . . . .  1,6',512 
30 th June, 1968 . . . . . . . .  2,00,928 
30 th Junc, 1y6g . . . . . . . .  2,?0,789 

1.60. In paragraph 1.67 of their 100th Report (Four111 Lok Sabha), 
the Public Accornts Committee, inter alia, observed as follows: 

"The Committee would like to suggest that Governrncnt should 
collect further data about the pending appeals. An analysis 
of pending appeals category-wise should be carried out to 
determine in which income-bracket the appeals fall and the 
extent of relief sought". 



1.61. The Committee desired to have a category-wise ' break-up of 
appeals. The representative of the Board stated, "We do not maintain any 
register of data vis-a-vis the amount and the appeal (Howe~ec)~ 
so far as percentage is concerned, naturally assessees' higher income 
bracket would file more appeals because each writ that they secure would 
mean a saving of 80 or 60 per cent of the tax". In reply to a question, 
the witness stated that the percentage of appeals in the Central Charges 
was very high. For instance, in the Calcutta Central Charge, the number 
of appeals instituted was 1,738 out of a total of 2,724 assessments, the 
percentage being 63.77 per cent. In the Bombay Central Charge, the 
number of appeals instituted was 903 out of a total of 2,591 assessments, 
the percentage in this case being 34.85. As against this, the percentage in 
the Bombay City (ordinary) was only 3.67. Asked whether for having 
an idea of a category-wise break up of appeals, a sample survey could not 
be conducted. The Finance Secretary stated, "We can do that". 

1.62. In reply to a question, the representative of the Board stated 
that the Department concentrated on complicated cases in special circles. 
Appeals in these circles were handled by experienced Appellate Assistant 
Commissioners. Other appeals were handled by relatively Junior Appellate 
Assistant Commissioners. 

1.63. In reply to another question whether the percentage of appeals 
arising from assessments made in the months of February and March was 
more than that arising from assessments made in other months. The re- 
presentative of the Board stated, "Naturally, t h q  are rushed assessments". 

1.64. The Committee enquired whether the mounting arrears of 
appeals were, infer alia, due to two frequent amendments of the incorne- 
tax law. The representative of the Boara stated, "So far as the result (of 
too frequent amendments of the Income-tax law) is concerned there has 
been too much litigation. I do accept it. But the so called tinkering with 
(the law) is nc.essury in a developing economy. We have to provide for 
new things that are coming up. We have to provide for incentives to ncw 
industries, relief to our taxpayer$ etc. That is why thc so called tinkering 
is not totally unjustified." 

1.65. The Committee enquired whether it was n fact that thc total 
number of appeals pending before the income-tax tribunals (numbering 
23) on 30-11-1969 was 71,000. The representative of the Board replied 
in the affirmative. In reply to another question he stated that an appeal 
took about two years to reach the Tribunal's level. 

1.66. As to the measures taken to reduce the pendency of appeals, the 
witness stated that the number of Members of Income-tax tribunals and' 
the number of Appellate Assistant Commissions had been increased. It 



was also proposed to empower 
dispose of appeals involving 
Rf . 25,000, -as before. 

a single Member of tribuaal to hear and 
incomes upto Hs. 50,000 instead of 

1.67. The Committee desired to know the views of the Ministq regard- 
ing the feasibility of placing the Appellate Assistant Commissioners under 
the control of the income-tax tribunals. The representative of the Board 
stated, "It would not be proper administratively to have a separate set up 
for Appellate Assistant Commissioners because they also look forward to 
becoming Commissioners of Income-tax". 

1.68. In snccesshe Reports on Direct Taxes, the Committee have 
been expressing concern over the heavy pendency of appeals with Appel- 
late Assistant Commissioners. The namber of such cases, which, at the 
end of June, 1965, was 1,20,736 increased to 2,30,789 at the end of June, 
1969,--an increase of over 90 per cent. It is not only the large number 
of pending appeals that is disturbing but also the time taken for disposal. 
Of the appeals pending with the Appellate Assistant Commissioners on 
30-6-1969, nearly 8,000 had becn pending for more than three years. 

1.69. The Committee have made certain soggestiom in regard to the 
measures necessary to cope with this situation in paras 1.67 and 1.68 of 
their Hundredth Report (Fourth Lok Sabha). They would like them to 
be acted upon. . , b t 

( d ) Income escaping assessment 
Audit Pmgraph 

I .70. (3x1 the death of his wifc in 1958, an assessee inherited two h3use 
properties the values of which were declared in the wealth-tax returns of 
his wife 3t Rs. 1,80,000 and Rs. 1,00,000 res'pectively. Of the two pro- 
perties, one was purchased by a University for a sum of Rs. 10 lakhs 
while the other was acquired by the State Government for a sum of 
Rs. 21,28,219 during the previ~us year relevant to the assessment year 
1961-62. As a result of these transactions the assessee derived a capital 
pain of Rs. 28,48,218 which was omitted to be taxed as capital gains 
resulting in under-assessment of tax of Rs. 7,12,055. The Ministry have 
accepted the under-assessment (March, 1969). Report regarding recti- 
fication and recovery is awaited. 

[Paragraph 58(a)-Audit Report (Civil) on Revenue Receipts, 1969.1 

1.71. Under Section 12-B of the Income-tax Act 1922, an assessee is 
liable to be taxed under the head "Capital gains" in r e w c t  of any profits 
or gains arising from the sale, exchange, relinquishment or transfer of a 
Capital asset effected after 31st March, 1956 and such profits and gains 
shall be deemed to be the income of the previous year in which the sale 
exchmgc, relinquishment or transfer took place. 
875 L.S.-3 



1.72, Qurina e ~ e n c e ,  tb Committee toen- when W ahSs ie  m a 9  & ~$ta l  gains. m e  rrcpayntatia. d the BOW miit diit hi+ 
the two properties was acquired by Govt. "during the p'taWds y h r  rele- 
vant to the assessment year 1960-61." 

In a note on this poi*t fu'hshed to the Committee, the Ministry has 
atrit2if: 

"one of the propertks Was acquired by a Government Notification 
d q t a  24th March, 1960 and the Land Acquisitim Omcw gave an award 
on 25th June, 1960 for Rs. 21 ,81,2f 7 fdr Ms proi>erty. The other property 
was acquired in December, 1959 as per Land Asquisition Case No. 23 
of 1959-60. The compensation payable was put at Rs. 10 lakhs. 

On 8th August, 1966, the Government paid further sum of Rs. 5,12,000 
in settlement of a claim for higher compensation in respect of the first 
property ." 

1.73. During evidence, the representative uf the Board stated that.after 
Audit drew attention to this case, the assessment was re-opened under 
Section 147, and revised demand raised on 27th January, 1969. Asked 
when the original assessment was made, the witness replied that i t  was 
done on ?lst March. 1962. 

1.74. As to the latest positim regarding rectificationlrecovery of ;the 
tax short levied, the Ministry have stated: 

"Assessments for 1960-61 were reopened under Section 147 f i x  
assessing the capital gains earned on the two properties acquired by the 
State Government. The additional demand raised on the basis of the 
assessments, as rectified under Section 154, stands at Rs. 8,50,467. Appeals 
against both the assessments are pending before the Appellant Assistant 
Commissioner of Income-tax. Tax has not been paid and penalties under 
section 221 have been levied for non-payment of tax. 

Both the assessments have been rc~pened sn 25th March, 1969 far 
covering the additional sum of Rs. 5,12,000 payable by Government in 
respect of one property. These assessments are pending." 

1.75. The Committee desired to know the action taken against the 
assessee for his failure to return capital gains tax for the assessment year 
1960-61. Ir their written reply the Ministry stated: 

"Penalty pr~ceedings were initiated under section 27 1 / (  1 ) (c) for 
the assessee's failure to return capital gains tax for the assess- 
ment year 1960-61. These are pending.'' 

1.76. Daring evidence, the representative of the Board stated that the 
Commissioner of Income-tax was examining what further d o n  could be 
taken against him for concealment of income. 



1.77. The Commitni: ba'mi from Audit that the Capital gain ma& 
by CW c i a a d e  wrrs noticed by Audit by collecting the Incometax & 
wealth-tax assessments. 

1,.78. In paragraph 1.50 of their 73rd Repoit (Fourth Loli Sabhn), 
&he Public Accounts Committee had observed as follows:- 

"There is need to link these (Wealth Tax Assessment) cases witn 
the corresponding income-tax cases as that the quality of 
administration of Inc~me-tax could be improved and it could 
be ensured that tax evasion is curbed. The Committee would 
in this cmecFion IRe Government to examine the suggestion 
made by the Working Group of the Administrative Reforms 
Commiasion for an itltegrated returh." 

1.79. Gwernrnent's reply to the above recommendation was as 
follows : - 

''As regwds the linking of Income-tax and Wealth-tax assessments, 
the Government have to state that even now the Income-tax 
O'fficers making the Wealth-tax assessments of an assessee 
invariably refer to his Income-tax assessments for the corres- 
ponding period. Beides, it is the practice to put the same 
I.T. 0. In charge of both the Income-tax and Wealth-tax 
assessments of the same assessee." 

1.80. The sug'gestion of b e  Administrative Reforms Commission for 
evolving an integrated return form for both the Income-tax and Wealth- 
tax cases is not considered by the Ministry to be quite practicable. T ~ i e  
number nt Wealth-tax assessees is only abmt  4 per cent of the number of 
Income-tax assessees. An integrated Income-taxcum-Wealth-tax return 
form would place an unnecessary burden on about 96 per cent of the 
assessees who are not liable to pay Wealth-tax. Besides, Section 14(2) of 
the Wealth-tax Act authorises the Wealth-tax Officer to call for a return 
of net wealth only if the former is of the opinion that the assessee would 
be assessable to Wealth-tax. When an assessee will obviously not be taxable 
under the Wealth-tax Act, it would not be legally possible b3r the Wealth- 
tax OfKctr to oStain a return of Wealth-tax from him. The Ministry 
feels that the present system of calling for separate Wealth-tax returns may 
be allowed to contihue. 

1.11. During evidence when the committee drew attention to their 
obser"atimj in the Seventy Third R+ort and Government's replv tkeretci, 
the Financc Secretarv stated, ';We have given some further consideratioh 
to this y i n t  in the last few weeks or so. . . . . . . .We feeT we n d d  not 
have an integrated return but to have some system of coor&aYion & 



which on cither side we c ~ u l d  have some additional two or three colurnns 
added to the Wealth-tax return as well as, if necessary, to the income-tar 
return, where the assessee would have to give information that either he 
is a wcalth-tax assessee or not. If he is one, he files such a return, and 
the officer would be the same. We are working out a system where we 
can enlarge the present $form t3 some extent in each of these returns so 
that this check and counter-check would be possible." 

1.82. The Committee desired to know the feasibility of adding one 
more column regarding Gift Tax in the Income tax return. The Finance 
Secretary stated, "Gift tax and Estate Duty are distinct-they come once 
in a blue moon. But it is a point for consideration." 

1.83. The Committee enquired how the Income-tax Officer concerned 
had failed to take the capital gains into account. The representative cf 
the Board stated that according to the view expressed by the I.T.O. "This 
did not amount to capital gains as it was a case 2f acquisition by Govern- 
ment." This view was, however, not accepted by Government and the 
Income-tax W c e r  was given a warning. In reply to a question, the 
witness addcd, "There could be two views. The matter went to two Hign 
Courts. In the Madhya Pradesh case, Tribunal decided in favour of 
assessee. In the Madras case, it was decided in favour of the Dcpartrnent. 
The assessce went up to the High Court. Both the High Courts have 
said there was capital gain." 

1.84. The Final Report on Rationalisation and Simplification of Tax 
Structure inter alia contains the following suggestions regarding valuation of 
properties : 

"Low valuation of properties is resorted to for various p u p s e s ,  
although it is not easy to determine its extent. One possible 
way of discouraging it would be for the State to have the right 
to acquire the property at the value declared by the owner in 
various situaticns" 

1.85. The Committee take a very serious view of the omission that 
Occurred in thii case. 

1.86. The assessee made substantial capital gains amounting to 
Rs. 33.60 lakhs in 1960-61 which he did not report in hb assessments. 
The assessing officer, who finalised the assessment on the 31st March, 1962 
also failed to detect this ooncealment. It wm left to Audit to point oatt 
after a cross-check of the incometax return with the relevant wealth-tax 
return, that an omission had occurred, after which the Department raised 
the demand. 



1.87. The Committee were informed during evidence that the explana- 
tion of the Income-tax Officer for his failure to take the capital gain into 
account was that as the properties had been acquired by Government, it was 
not a case of capital gains. The Committee see little force in this explana- 
flon. Considering the magnitude of the case, the assessing officer should 
have, even if he had entertained such doubts, sougbt instructions from his 
superiors. The Committee note that the officer concerned has been warned. 

1.88. An important issue which emerges from this case is the magnilude 
of the problem of under-declaration of value of properties for tax purposerr. 
The value of one of the properties acquired by the State at Rs. 26.40 lakhs 
had been declared by the asscssee in the Wealth Tax return as 
Rs. 1,80,000. The declared value in this case was thus a h d  1/15th of the 
ntarket value. In the caw of the other property, the declared value was 
about l/lOth of the market value determined by the Land Acqhition 
Officer. These are not stray isolated cases. In another case mentioned 
'in the later part of this Repor?, the declared value of the property for 
the purpose of Wealth Tax which was based on municipal valuation was 
found to be just a fraction of the market value. The Committee have 
also in para 130 of their Hundredth Report (Fourth Lok Sabha) drawn 
attention to the results of a sample 'survey receatly conducted by the 
newly created Valuotion Cell which disclosed that the value of 71 pro- 
perties In Delhi was 73 per cent more than what was shown in the returns 
filed by assessees. These cases illustrate the extent to which property 
values are depressed in tax returns. The Committee note that for pmper 
evaluation of properties, a Valuation Cell has been created by Government. 
Tbe Committee have already emphasised the need to undertake a survey of 
all metropolitan properties in accordance with a time-bound programme 
(vie.: para 1.31 of their Hundredth Report). They would like immediate 
:action to be taken in this regard. 

1.89. Another useful safeguard would be to have an integrated tax 
xeturn covering both wealth and income tax. The experience in the instant 
case itself sugrrests that it would be a useful tool for checking concealment 
of income. The Committee have already suggested the institution of an 
integrated return in para 1.50 of their Seventy-Third Report. The Com- 
mittee have furtber suggested in para 1.23 of their Hundredth Repart that 
It would not be necessary to burden all the assessees with the obligation 
of having to submit an Integrated return. Only assessees liable to both 
tncome tax end wealth tax Deed be called upon to do so. This purpose 
coold be achieved by having a dierent form of return for such assessees. 
The Committee would like Government to consider these saggfftionq and 
come to an early decision. It seems to the Committee impersHve that 
lt the qwlity of tax adminIstratbn is to be irapoved, it Is essentiaI to 
ewrdinate properly the administration of incometax and wealth-tax. 



1.90. A &urn of Rs. 1,25,000 r$prosenting bogus hundi loans shown in 
the b o ~ k s  of account of a registered firm for the assessment year 1962-63, 
which was LO he adqed back to the total income of the firm was, at the 
time qf wfnpvtiqg total asaeseable income oa 28th February, 1967, 
omitted to be' added back to the total inqome. As a result, the sum of 
Rs. 1,25,000 escaped assessment. ~ e s i d e s  the tax calculatgd by xhpl 
department an the total income assessed was undercharged by Rs. 10,OCJO 
due to a rnietake in totalling. As a result of these two mistakes tax was 
under-cliqed to the extent of Rs. 1,15,03$. 

[Para~raph 48 (c) -Audit Report (Civil) on Revenue Receipts, .I9693 

4191. During evidence, the representative d the Board stated that riis 
facts mentioned in the Audit paragraph were correct. The Income-tax 
OlEccr wrote in his order that the amount of Rs. 1,25,000 on account of 
bogus hundi loans was being treated as the concealed income of the firm. 
Me, however. f ~ r g o t  to include this amount while computing thc totnT 
incomc cf the firm for the purpose of assessment. Asked whether tile 
Ministry were satisfied that the non-inclusion of the sum of Rs. 1,25,0,0 
in the income of the firm was not deliberate, the representative of the 
Board stated: "One can attribute one way or the other. The point hem 
is that the quantum of work inv~lved was so much we feel that this is 
a mistake. In  reply to another question, the witness stated that the In- 
come-tax Officer concerned had been cautioned. . . . . . . ." 

1.92. an a note, the Ministry have added: 
"Tbe assessment in question has been sct aside by the Appellate 

Assistant Commissioner 3f Income-tax and it will have to be 
made afresh. About the assessment originally made, ti6: 
Ministry would like to place bedore the Committee, the folloal- 
ing factors, which establish the 'bona fides' of the Income-tax 
Officer:- 

( i )  The details regarding thc hundi loan$ were d~scussrd at  
length in the assessment order. 

(ii) Penalty prxecdings were initiated by the Income-tax Oficer 
on the ground that Rs. 1.25,000, representing the unex- 
plained amount of hundi loans, was the assessee's concealed 
income. 

'fie Ministry feel that in this context, the failure of the Inconle- 
tax Officer to include Rs. 1,25,000 in the computation d in- 
come irom thd head o f h e  of the a s k s e t ,  should be held # 
be a 'bona fidt? '&take:" 



1 . ~ 3 .  I p  d y  to a written question, the Ministry have stated that tile 
agseymept had not h e n  audited by the Internal Audit Party. 

1.94. The Committee enquired whether the Department had prepared 
a list ~f ~ t r t i e s  operating b ~ g u s  hundics and circulated it to formations 
lor iyforfiation. ?'hk 'representative of the Board stated: "This Cst has 
t;&n wen circulated and we are working on that. This racket was be- 
coming very common and extending to all parts of India. We o r p i s e a  
;I larp-scale search of such hundi-wallahs'in 1965 and c~llected necessary 
illformation. Since then. . . . . . . .this racket has disappeared more or less. 
People are now not interested in going for bogus hundis and taking ad- 
vantage of them." 

1.95. Asked whether the Department had come across any pew device, 
in place ol hundis, for csnccaling income, the witness stated: "There is a 
recent case in Gujarat about cross-word puzzles and prizes of lakhs for 
those who solve the puzzles and this was being exploited to bring in 
their black money. We raided the cross-word houses and got 
hold of the materials and names of the parties and many 
of them came forward to admit concealment." Further asked whether agy 
steps had been taken to ban cross-word puzzles used as a device for con. 
ccalmcnt of income, the witness stated: "So far as banning is concerned, 
it is nst for us but it  has been made unprofitable for the organisers." 

1.96. The Committee were informed by Audit that the assessments of 
the firm and its partners were revised and the additional demands of 
Rs. 22,500 and Rs. 92,534 raised but on appeal the assessment of the firm 
had l w n  set aside by the A'ppellate Assistant Commissioner. The repre- 
sentative of the Board stated that in this case the Appellate Assistant 
Commissioner had given a chance to the I.T.0, to reframe the assess- 
ment after giving the assessee full opportunity. The assessment had not 
yet been ron?pieted by the Income-tax Officer. 

1 07. I n  reply to a question, he added: "The problem of hundi loans 
I ~ a s  b:cn ;I fzirly complicated problem. Unless all witnesses connected with 
the irundi I >ans are examined by the 1 . T . 0 ~  and they are given an oppor- 
tunity .9 being cross-examined. the a'ppellate bodies do not accept such 
additions, the experience so far has been that the appellate authorities 
ucually cc! aqide the assessments." 

1.98. In reply to another question, the representative of the Board 
staled: "After an order of the Appellate Assistant Commissi3ner 1s received 
by the Commissioner, he looks into that and it he considers it necessay 
he coc? in aopeal to the tribunal." 

1.93. The Committee enquired whether the Board had anv n1achinet)l 
to satisfy imlf  that the Appellate Asslstant commissioners had ~ e d o * ~ d  
thpji ,jplijeifl w g k  pmgcrly. represeptative of the Board . (  $t$: I - -  



"SomeGme back, we had the Director of Inspection (Income-tax) who 
was looking into inspectisn of the A.A.Cs. That post was suspended for 
some time. It was again revived only a few months back. And he has 
started looking to the backlog of the assessments which were set aside. He 
has to see whether there are hardships involved and whether the cases are 
disposed of properly or not. He  conducts this type of administrative inspec- 
tion ol the Appellate Assistant Commissioners." 

1.100. The Committee are surprised to note that the Income-tax 
Officer in tbis case who had himself detected in the course of assessnlent 
concealed income of Rs. 1,25,000, representing bogus hundi loans and dis- 
cussed it at length in his assessment order should have omitted to add it 
back to the total income of the assessee. There was also a mistake in 
totalling. The cumulative effect of the two mistakes was short-levy t o  the 
extent of Rs. 1,15,034. The Committee note that although this was a 
high income case it was not scrutinised in Internal Audit. The Commit- 
tee consider the omissions regrettable. 

1.101. The Committee were given to understand that the assessment 
in t& case is being reframed after the awessee went up ifi appeal. The 
Committee would l i e  to be apprised of the further developments in this 
case. 

1.102. The Committee note that the Board have circulated lists of 
bogus hundi dealers to the assessiag officers. They desire that the Board 
should keep the position under constant watch with a view to Anding ont 
whether any new devices are being llsed for concealment of income. It 
was stated during evidence that in a recent case some assessees had resorted 
to the expedient of crossword puzzles to conceal incomes. The Commit- 
tee h v s t  that the Department will maintain constant vigilance and keep 
the assessing officers fully posted with the results of their findings in 
various types of cases involving concealment. Government sbould take 
wch other measures as may be fouod necessary for making concealment 
of income unrewarding. 

Andit Paragraph 
1.103. Cash credits of Rs. 2,75,000 in the shape of Hundi Loans in- 

troduced by three assessees (a firm and two of its partners) in their 
returns for the assessment years 1963-64 and 1964-65 were considered as 
genuinc and the assessments were finalised accordingly in March, 1965. 
I t  was pointed out that the names of some of the creditors had appeared in 
the list c?t "Bogus Hundi dealers" published by the Central Board ot 
Direct Taxec. in their circular dated 12th May, 1964 and the credits shculd 
have to bc treated as concealed income and the tax levied accordingly. 
Whcn the cases were scrutinised again by the Income-tax Officer regard- 
inp the genuineness of the Hundi Loans after the above mistake was 
poihted ont, it was found that cash credits wsrth Rs. 3,36,500 introduced 
by the assessees for the assessment years 1961-62 to 1964-65 required to 



be taxed and the additional demand on the above account would be 
Rs. 1,40,000. The case was brought to the notice of the Ministry in 
August, 1968 and a reply is awaited (March, 1969). 

Pa ragnph  58(c)-Audit Report (Civil) on Revenue Receipts, 19691 
1.104. Under Section 68 Income Tax Act, 1961 where any sum 

is found credited in the books of an assessee maintained for any previous 
year and the assessee offers no explanation about the nature and soilrcc 
thcrzof to the satisfaction of the Incsme-tax Officer, the sum so credited 
is chargenhle to Income Tax as the income of the assessee for the previous 
year. 

1.105. The Central Board of Direct Taxes have issued a detailed cir- 
cular on 12-5-1964, detailing how bogus Hundi transactions are sperated 
upon by the assessees for introducing the secreted profits into the busi- 
ness. To  the circular, the Board also appended a list of Hundi Bankers 
who had admitted or found to b- lending names to enable business-men 
to introduce their secreted profits in books. The Board has instructed 
that the cash credit appearing in the books nf accounts of assessees agsins~ 
Hundi de.alers whose names figure in the list of the Central Board of 
Direct Taxes should be brought to tax as per the instructions of the 
Board. 

1.106. In the case reported in the para, it was noticed that the 
assessee firm and two d its partners had introduced cash credits in its books 
in the previous years relevant to the assessment years 1963-64 and 1363- 
65. These cash credits were treated as genuine by the Income-tax Officer. 
Tt was pointed out in audit in May-June, 1966 that since the names of 
some of the creditors, in the books of the assessees were appearing in the list 
of "Bogus Hundi dealers" circulated by the Central Board of Direct Taxes, 
the genuineness of the credits should be verified and if they were found 
to be not genuico, the same should be subjected to tax. As a result of 
the audit objection, the Income Tax Officer reviewed the assessment of 
the firm and partners and found cash credits as detailed below were not 
genuine: 

1961- 1962- 1963- 1964- Total 
62 63 64 65 

Partner 'A' . . . 16,000 42,500 62,000 7 8,000 1,26,(co 
Partner 'B' . , . 23,000 . 10,000 20,000 10,000 6c,cco 



and had since initiated proceedings under Secfi~n 147(a) for tht: 
ment df the firm and partners. The additiwal tax that would be r e c a w -  
able if the above cash credits are treated as not genuine is as under: 

- - - -  . . "  .---- - - 
Firm . . . . . . .  IPS. 

13,092 
Paruter 'A' . . , , . . , , 34,324 . . . . . . . .  P ~ r t n x  '3' WS84 

!.I 07. 'The Committee desired to kmw whether the Ministry had 
accepted the audit objection. In a written reply, the Ministry have 
st.1tccl: 

"The audit objection has been accepted and the assessments of 
the firm M/s.. . . . . . . . . .  and its two partners for the asscss- 
meat years 1961-62 to 1964-65 have been reopened." - 

1.101:. The Committee learnt f r ~ m  Audit that the Ministry had not 
replied to the Audit paragraph referred to them for comments 
in August, 1968. The Committee desired to know the reasons 
for delay in replying to the Audit paragraph. In their reply, the Ministry 
have stated: 

"111 a letter dated 1-12-1969 addressed to the Audit, the Ministry 
have intimated that the final outcome of the audit objection 
can be known only when the assessment procxdings started 
under Section 147(a) are completed. Detailed investigations 
have to be made in this case before the assessments can be 
finalised. I t  was also stated that not all Hundi loans from 
even the suspect Hmdiwallahs are treated as the assessee's 
own money and that those which occur after the peak credits 
are treated as having come out of previous withdrawals. It is 
because of the protracted investigations needed in this case 
that the Ministry's reply to the Audit was delayed." 

1.103. A similar case was brought to the notice of the Committzc in 
Audit Report. 1967. The Committee learnt from Audit that tne cns:: 
under reference a l s ~  related to the same Commissioner's charge. 

1.1 10. The Ckmmittee desired to know whether the Board had issued 
any inslrl~ctions to Commissioners to arrange for a review of all high 
income croup assessments so that incomes escaping assessments by 
wav of b ~ g u s  hundi loans could be brought to tax. In their reply, the 
Ministw have stated: "The Board have issued instn~ctions for special 
review by Internal Audit Partie5 of all high income group assessments, 
where the total income is Rs. 50,000 or more, irrespective of whethrr 
they involve b g u s  Hundi loans or not." 



l.4ij. The -Working Group of Admidstrative Peforlps .Qm Hi# had considered the problem of bogus hundi tra&wtio1k''ma9e #G 
followjng suggestions: 

"AQ a considerable amount of black money is introduced through 
indigenous bankers and hwdi  brakers, le@&tioa may provide 
that in thei; cases, every such indigenous banker or hundi 
broker or a persm engaged in money lending b u s i q s  a tk  
than a banking company should not 'possess a book cash, 
balance exceeding Rs. 20,000 and that cvejy gaynwt made 
or amount received by him in excess of Rs. 1 0 , h  shodd 
be by way of a crossed 'Account Payee' cheque on a sche 
duled bank. It should further be provided that tbpy should 
not hold cash outside the accounts exceeding Rs. 5,000." 

1.1 12. The Administrative Reforms Commission which considered thesc. 
suggestim made the following observations: 

".  . . . .We endorse, in principle, the suggestion that persons engaged 
in money-lending business (other than banking companies) 
should clearly indicate in the accounts of the ,business the 
money available for the business and keep in the banks all 
amounts in cxccss of a prescribcd maximum. What this 
maximum should be, may be fixed by law, after taking all 
relevant factors into consideration. As regards the sugges- 
tion that the transactions in excess of Rs. 10,000 should t~ 
by way ~f a crossed chcquc, we find that a variant of this 
suggestion has already k e n  implemented by a provision in 
thc Income-tax Act, 1961 as introduced by the Finance Act 
ol' 1968 to the effect that subject to certain exemptions, no 
payment exceeding Rs. 2,500 at a time would be permit!ed 
to hc deducted as an admissible expenditure for purposes of 
computing incmc  from business unless i t  is made by way 
a l  n crossed cheque or draft." 

1.1 I .  The Committee feel that the assessing oflicer in this case failed 
ta take copisonce of very importsnt instructions issued by the Board 
while finalising rbe assessment. The Board had isstled a det~iled circular 
ia May, 1964 bringing to the notice of d l  pssesshg officers the ~ ~ C - ~ M C C  
of bogus Hondi traasrrrtiam aml c~utionhg them particuhrly a g d d  Wns- 
actions involving certain Hondi brokers. In the present m e ,  Ibos* the 
slwgsca* books s b d  certPia cesb credits stated to hove h a  obbibed 
from Hundi brokers who figured in tbe sospect list circulated by the B o d .  
the assewlag oil ier beM these H o d  loans Prnountinp: lo Rs. 2,75,000 
ps g e m .  Subsevent investigations conducted at the instnnce of Andif 
r ~ d d  that credit worth Rs. 3,345,000 h-ced by tbt &I 



question during the assessment yews 1961-62 to 1964-65 represented 
aemeted income which was required to be taxed. In  tbe opinion 05 the 
Committee, this is a fit case for investigation for M n g  responsibility. 

1.114. The Committee note that relevant assessments of the assessces 
bave been reapeaed. The Committee would like to bave a report regard- 
ing recovery of the tax short-levied, and the action taken as a result of 
investigations. 

1.115. The Committee note the Board have issued instnrctlons for a 
special review of all high income group assessments. The Committee 
trust that aq a result of the review, other cases of bogus hundi loans, if 
any, will be unearthed and incomes escaping assessments by m y  of such 
loans brought within the tax net. The Committee also hope that Govc?rn- 
ment would maintain constant vigilance lest new rackets emerge in place 
of old rackets detected by the Department. 

1.116. The Committee would also commend to Government the sug- 
gestion made by the Administrative Reforms Commission that indipcnous 
bankers or hundi brokers or persons engaged in money lending, other than 
banking companies, should be required to indicate in the accocmtc of the 
bu5iness the money available for business and keep in hanks all dmounts 
in excess of a maximum to be prescribed by law. 

( f )  Errors and o%is~ionc attributable lo carelessness and negligence ond 
fnilure to apply  the correct rates of tax.  

Audii Paragraph 

1.1 17. Under-assessments on account of errors and omissions attribut- 
able to cn:elessncss and negligence and failure to apply the correct ratcs 
of tax have been commented upon in the Audit Re'ports on Kcvenue 
Receiptsfrcrn 1964 onwards. The figures for the years 1965 t:, 1969 are 
as followr.: 

Year of 4'1di' Q.esofl NO. of Amount of under- 
- 7 ~  a-smsmrrt (ir! lrkhs of 

F.upcCs) 



A few instances which are only illustrative are given below 

(a)  In 'terms of the Finance Act, 1962 an individual was required to  
pay income-tax on the first Rs. 20,000 of his total income at various slab 
rates and on the balance d his total income above Rs. 20,000 at the late 
of 25 per cent. As regards super-tax, the assessee was required to pay 
the same on the first Rs. 70,000 of his total income at various slab rates 
and on the balance of his total income above Rs. 70,000 at the rate of 
47.5 per cent. 

( i )  In the case of an assessee whose assessment f x  the year 
1962-63 was completed on 23rd March, 1967, the total in- 
come was determined at Rs. 3,52,699. While arriving at the 
tax payaSle by the assessee, the Income-tax Officer calculated 
the income-tax and super-tax on the total income of Rq. 
1,00,000 and multiplied the same by three in order to arrive 
a! the tax on the first Rs. 3,00,000 of his t l a l  income. To 
this amount was added the tax payable on the next Rs. 52,699 
in order to arrive at the total tax payable on the total income 
of Rs. 3,52,699. The incorrect method of calculation zdopl- 
ed by the department resulted in an undercharge of iax of 
RP. 49,648 for the assessment year 1962-63. The Ministry 
have stated that an additional demand of Rs. 49,648 has 
been raised (December, 1968). Report regarding recovery 
is awaited. 

( i i )  In another case, which was also completed on 23rd March, 
1967 by the same Income-tax Officer an assessee was assessed 
for the asessment year 1962-63 on a total income of Rs. 3,00,258. 
In this case also the incorrect method of calculation menticned 
above was adopted by the department resulting in an under- 
charge of tax of Rs. 48,335. An additional demand of 
RF.  48.335 has since been raised. Repon regarding recovery 
i<  awaited. 

[Paragraph 48 (a) -Audit Report (Civil) on Revenue Receipts, 19693 
1.118. Caws involving similar mistakes were als:, reported in par& 

graph 61(d) of Audit Report. 1965 and paragraph 41 (a)  of Audit Re- 
port, 1968. 

1.119. During evidence, the representative of the Board stated that 
the Upper Division Clerk who had calculated the tax in this case had at 
the particl1.r point of time 80 limitation cases. He took the assistance 
of others for this purpose, and his work was "really perfunctory" The 
Income-tax Officer was required to check the calculation but be failed to 



d o  so. Asked whether the oitltaaet ~ e ~ p o d b i i y  b r  the '~I@J& calcnla- 
tion was "2 I% ihe Incsme-tax Officer, the witness replied in .the affirm* 
tive. In reply to another quc&n, he stat& "This is not a hum- 
.error. . . . . . 1 do agree that this' sort  of serious mistakes should not have 
h e n  c~md-r?irted by an ofilar Who is handling the assessments of over 
Rs. 3 lakhs." The Offfcer concerned had been warned in this case. 

1.120. Tn reply to a further question, the witness stated that a mbse- 
queht rechzc#ing of tax calculiltions made by the Upper Division Clerk 
concerned in all category I cases after 30-9-1965 revealed that he had 
made mistakes in 8 cases. 

1.12 1 .  The Committee enquired whether ready reckoners were supplied 
t o  the clerks employed on tax calculations, the representative of the Board 
stated that crblnarify these were supplied. 

1.122. As to the latest position regarding recovery in the cases referred 
to  in subparagraph, the Ministry have stated in a written repb: 

".4ssessments in both the cases were rectifit j on 21st August, 1968 
raising additional demand of Rs. 49,648 in the case referred 
to in subparagraph 48(a) ( i )  and Rs. 48.335 in the case 
referred to in subparagraph 48(a) ( i i ) .  Both the assessments 
have been reduced in appeal bdore the A.A.C. The figurea d 
reduced total income and the tax due thereon in these two c a w  
are as under 

Name of the a cesse Tots! Demand on 
incorrc r s  the rczuced 

rrc'wed total ircome 
in app rat  

hcforc the 
A.A.C. 

C u e  x . Rs. 31,573 RS. 7*rc4 

Case 2 . . . . . . . Rs. 61,982 Rs. 14,187 

Addhisnal &;hand raised has been realised in full in both the cases." 
1.123. The Committee note &at in respect of both tbe crses medb#d 

in tbe And& p~r~graph which were bandled by the -me Income-tax onice?, 
the tax on an income of Rs. 3 lalrhs to be worked wt on r dab h i s  vm~ 
cakdated by coqnputing tbe tax on Rs. 1 lakh io tbe Arst instance d 
fhen m~?6plybg h by 3. It is surprising that sucb an elementary &ake 
wm made by an assessing onleer. Them have b#n 0 t h  insiances in tBc 
past of similar milstnkes. As Pctbn 4 s  been Wrm against tbe o(Hcer, 
thtndtiiee ho At wid, to p m e  this CPsC tmhu. nK borvd s h *  
bower ,  take steps to emwe thnt tbesc mid& & not re&. 



1.124. Wfiile determining the t d d  &8& Gf a c&dby tor the assess- 
ment y e a  1962-63, the uWssing officer Wi&d to disWow various items 
of expenses which aggregated to Rs. 2,93,975. In the assessment complet- 
ed on 31st March, 1967, it was noticed that a sum of RB. 1,93,975 only 
was d id3wed and added back to income. The arithmetical mistake 
resulted in under-assessment of income by Rs. l,U0,000. Consequently 
an amount of Rs. 55,024 by way of tax and interest was under-assessed. 
Though the assessment was revised on 29th April, 1967 on s o w  other 
grdunds, the mistake in totalling remained undetected by the dcpartmedt. 

Paragraph 48 (b) of Audit Report (Civil) on Revenue Receipts, 19691 
l.I,2?. _The, soq@tee jeatnt from Audit that the mistake had occurred 

in a central Circle where the number of assessments dealt with is relatively 
less than in other circles. 

1.126. During evidence, the Committee enquired whether the tax short 
levied had been recovered. The representative of the Baard stated that 
the assessm~nt was rcvised on 16th March, 1968 and the additional 
demand raised. There was, however, an appeal in  this case. The 
c3rn5incd effect of the additional demand raised on this account and the 
iefund allowed in appcal on other grounds was a net refund to the assessee. 

1.127. The Committee learnt from Audit that dthough the original 
apsessmznt underwent revision on 29th April, 1967 on some other pound, 
the mistake in t ~ t a l  remained undetected. The Committee desired to know 
whether thc original assessment and the subsequent revision were subjected 
to counter-check. In a written reply, the Ministry have stated: 

"Neither the original assessment nor the rectification made on 29th 
April, 1967 seem to have been counter-checked. Besides, the 
rectifkation related to the cxnputation of income of the 
General Department, while the mistake in totalling had oc- 
cured in the computation of income from the Cotton lkpart- 
ment. Since (he tntfre computation was tlot wuired to be 
revised, the mistake remained undetected at this stage." 

1.128. The Committee enquired whether the under-assessment had been 
checkad in Internal Audit and if not, the reasond therefor. The n p s e n -  
tative of the Board stated that the assessment was completed by the 
Department on 31st March, 1967 and auditcd by Revenue Audit in October, 
1967. Thc Internal Audit had not wrut~nised the assessment by then. 
In reply to a question he stated that the work to be done by the Internal 
Audit Department was m7re than they could cope with, with the result 
that sometimes big cases like the one under consideration were Sih out. 
To remcdy this, priorities for scrutinv of assessments by Internal Audit 



had now been laid down. According to the relevant instructions, the 
following categories would ham priority: 

* 
( i )  Assessments completed in the months of February-March; 
(ii) All company cases; 

(iii) Cases with an assessed income of Rs. 50,000 and over; 
(iv) Cases which were about to become time-barred. 

The Committee enquired whether any action had been taken against 
the officer found resp~nsible for the lapse. In their written reply, the 
Ministry have stated: 

"The Commissioner of Income-tax called for the explanation of 
the officer concerned and c a r e w  considered the circurns- 
tances in which the mistake had occurred. He found that the 
concerned Incame-tax Officer was very busy in March, 1967 
when he had to dispose of 16 limitation assessments, of which 
311 but one was in the high income group. Beside% the 
particular Income-tax Officer was also inchargc of cstablish- 
men( matters relating to the staff in the Central charge. After 
examining the circun~stances the Commissioner considered the 
mistake to ,be a bona fide one occurring due to pressure of 
work. Therefore, no action has been taken against the con- 
cerned officer." 

1.129. The Committee note that tbe various items of expenses dhllOu- 
ed by the assessing officer in this case aggregated Rs. 593,975. Due, how- 
ever, to a mistalre in totalling, the amount of disallowed expenses was taku~ 
as Rs. 1,93,975, rmltiug in an under-assessment of Rs. 55,024. Whik 
tbe Colnmittee note that tax short-levied has since been adjusted, they cannot 
heip pointing out that the mistake occurred in a Central Circle where 
the nnmber of assessments dealt with is comparatively less. The 
Committee further observe that though thii was a big income ease, 
it had not been subjected to a counter-check at the original aqssssrnent or the 
revised asmsment stage. Nor bad the assesmeat been scrutkrlsed in Inter- 
nal Audit. The Committee note that according to the instmctions now issued 
by Qle Board cases ot the present type would come in priortty category tor 
the pwpose of m t i n y  by Internal Audt. Tbe Committee buM that tk 
Board wiU ensure that their instractions in regard to counter-check d tax 
crrlclllptbns rs also s c ~ ~ i n y  by Internal Atldii ue strictlg eompUed w t h  

1.130. For the assessment year 196667 a non-resident association of 
persons was assessed on a total income of Rs. 35,75,912. Though ac- 
cording to the provisions of the Finance Act, 1966, surcharges an income- 
tax were leviable, the Income-tax Officer charged only income-tdx and did 



not levy ahy surcharge on income-tax. As a result a sum of Rs. 2,64,754 
was undcr-charged for  the a s x ~ s m e n t  year 1966-67. The Miuistry have 
acccptcd the audit objection but tlicy have stated that retroqpective rccopni- 
tion ot ilir &tat:]\ of the .issc$scc ~s a compallj  15 i1nd:r c l o ~ l t J ~ ~  I .  on 
(M,irch lQ69) .  

[Parazraph 4 8  (d  )--Audit Rcport (Civil ) on Rcvenilc Kuccipts. 1969.1 

1.131. Under the provisions . ~ f  the Finance Act 1966, an assessee 
individual, Hindu Undivided Family Association of P e r s o ~ s ,  whosc total 
income includes cnrncd inconlc in cxccss of Rs. 1 lakh is liable to  pay a 
surchargs on thc Incon~e-tax attributable tc~ such incomc i l l  cxicss 3f Rs. 1 
Inkh ;it tlie following ratcs. 

On income-tax calculated on carned income in excess of Rs. 1 lakh. 

I .  132. 'Tlic C'orn!nittw werc givcn 10 understand by Audit that in the 
cast n x n ~ i n n c d  in thi. Audit Pangraph.  the Ccntral Board of Direct Taxes 
had si;i<c issucJ a not~tication on r c c i ~ g n ~ h ~  thc status o f  the assessee as 
a company with rctrospcctivc cfkct.  'The Committee desired to know the 
ccmsidcr:itions thiit icd to tile recognition af the status of the assrssee as  
a campany with rctrospecti\~c effcct. In ;I writtcn rrtply, the Ministry 
h;ivc s tatrd.  

"1 ti.- chmp.iny in quc\ l io~i  w , ~ \  i - s g m s c d  as 3 "Com'pan?;'' by 
B ~ a r d ' ~  Istter F. No. lO( IX  I-ITj53 dated 30th Stptembcr, 
1953. Tliis company lntcr t w k  ovcr the assets and liahilit~es 
o f  nnothcr conccrn w!'i:h is now extinct. In the process, the 
name of the concern was changed. Therefore, the assessee 
was declared to bc a company with effect from the assessment 
year 1965-66 by the Board. Hence, what happened in this 
c;,st. was that the Board continued the recapi t ion already 
grantsJ as a company to an existing concern with effect From 
the assessment y w r  1965-66". 



1.133. The Committee desired to know the usual policy *followed by 
the Buard in such cases. In their written reply, the Ministry have stated: 

"T1:e usual policy f 0 h w e d  by the Board in such cases is to  pant 
recognition with effect from the assessment year for w],ich 
assessnlcnls are pending on the datc of filing of nppljcation 
tc the Board requesting for the issuc of 3 declaration under 
section 2(  17) .  kf;twcvcr. in certain exceptional cases, having 
regard to the circumstances of the case, recognition is allowed 
even for those assessment years for which assesslnents h;ld 
been completed on the date of the filing of application". 

1.134. The Committee enquired whether thc statute authorised ti,c 
J3xrd to i w r  an ordcr sccurlling the status of a company to an assessee 
with retrosycctiw cffc-t. In their written rcply. the Ministry have stated: 

"Thc crdcrs declaring an Association as n conipL1ny :Ire issued by 
the Ccntriil Board of Direct Taxrs under thc prrwer, \ r ; s t ~ J  
in ~ h c m  under section 2 ( 17 1 of the Incomc-tax Act, l9 ( i i .  
This sx t in?  doc< Ili:t bar. 11ic C.B.D.T. to issuc sucli an crder 
\v;th ~.ctr.~spci.tic.c cffc:~. Honwcr .  no legal opinion on tiiis 
p:lrtiwlar p i n t  ha5  bccn takcn so f;ir. But :I rcfcrcncc h :~s  
recently been made to the Ministry of Law in this regard". 

1.135. The Committec note that the normal policy followed by the 
Board is to allow benefit to  an sssessee arising from his recognition as a 
company for assesmen& pending on the date on which the assessee applies 
for such recognition. In this case, however, recognition as a companv was 
~ v e n  with retropective effect covering those assessment years for 
which assessments had already k n  completed on the cnlrial date. Tbe  
Committee do not in principle approve of deviations from general policies 
laid down by Government. They fee1 that if. in any case, an exception h s  
to be made, it should be in accordance with well defined criteria within 
the four comers of I a w .  I t  ir also essential that thr benefits of such e x c e p  
tioes should be available to anyone who statisfm the criteria. 

1.136. The Cornmitee note that there is no provkion in the I n c a n e  Tax 
Art, 1961 enabIing or barring the Board from issuing a n  order according tk 
status of a company to an assessee with rctmspcctive dfect. Attw the 
m t t e r  was raised by the  Committee, it has been referred t o  the Ministry 
of Law for opinion. The Committee would like to  be informed d the 
opinion of the Minist? of Law in the matter. 

Aodit Paragraph 
1.1 37. TI-c Finnncc Act, 1964 provides that super-tax is to be charged 

at the cttective rate of 35 per cent on the income of a company provided 
(i) the company's income exceeds rupees five lakhs, (ii) the company 
is one in which the public are not substantially interested and (iii) the 



company has made the prescribed arrangements for the declaration and 
payment within India of the dividends payable out of its profits liable to 
tax under the Income-tax Act, 1961. A lower rate of tax at 29 per cent 
is to be applied if such a company is engaged in any one of the priority 
jndustr~cs specified in the Finance Act, 1964 itself. 

It \ vd<  ncticed that in the casc of a company the department incorrectly 
treated the company as cngaged in priority industry and levied super tax 
a t  29 per ccnt. Further, though the assessee's non-business inconie ct 
i t s .  44,045 for the siimtt assessment year was chargeable to super-tax at  
35 pcr cent under the pr.misions of the Financc Act, super-tax was chargcd 
by the dcpirrtnlcnt at 25 pcr cent. Thc total under-charge of tax for the 
asses5ni:m w a r  1964-65 was Rs. 8.83,738. Re'port regarding rectification 
and rccovcry of the tax is ;iw'~ited (March, 1969). 

JPar;igrapIi S b (  c )-Audit Krport (Civil) on Revenue Receipts, 1969.1 
1 .  : 3F.  L 'rider lnc provisions of 1.1nalice Act 1964, (Paragraph 'D' of 

t h ~  i ~ r l t  S:hrilulc 10 the Financc Act 1964) a campany is liable to be 
c!i;trgcJ f , I  wp:,r-tax at the general rate of 55 per ccnt and from this 
ratc. ;I rclx~!c at ii prescribed percentage is allowed depending upon rhe 
n i i t~rc  (if the conipiiny, the source f r m  which it dcrivcd its income and 
the ;~mourit of its tots1 incornc. I n  thc C:ISC of a company in which the 
public ;Ire not ~ubstantiali~; ili~crcstcci and whose total incsmc exceeds 
Rs. 5 I : l h l i ~ . ,  thc pcrccntage of rc'utc ;~dniissible to i t  from the general 
r;ltc of supcr-tax 1.i:. 55 per cc;it, is 26 per cent i f  its income iq attributabie 
to thc Ivl.i~lcs\ vf pcncration c r  d i h b u t i o n  .)f clcctricity or of thc manu- 
facture or prodaction of any cine or niorc of the articles specified in the 
l i t  in part IV of the first schedule to the Finance Act and 20 pcr c:nt in 
rcipccl or its . ~ I I C I  iricoryt;.. Thus thc effective ratc of super-tax in rccpcct 
of the former company is 29 per ccnt (55 pcr cent-26 per ccnt) or 35 
pcr cent (55 pcr cent-70 per cent) in the case of companies of the '.*., 
k~tter  type. 

1 . I  39. F.xplaining the circumrtancc\ in which thi: undcr-assessn~ent n.id 
taken pl;~cc in the caw nientioncd in thc Audit paragraph, the Finance 
Secretary <kited that the word 'Metal' occurred in the name of the c o n -  
pan!, in qi~cstion. I3cc:iusc nf t h i ~ .  th,- clcrk who workcd out the calcu- 
lation treated the conipany as onc cngaccd in a priority industry. 

1.140. In i\ note furnished to the C'oniriiittec. the Ministry have stated: 
"111 this particular case, it was not the Incomc-tax Officer who 

nlentiancd that the assesscc was cngngd  in "priority industry" 
but whilc computing the t ; ~ x  it w;ls his office who made that 
assumptim Thc ITO's n~is ta l r~  lies in not detecting the error 
i~ tax calculation whcn hc signed the tax calculation sheet 
and the demand notice." 



1.141. It  has also been added in the note that "the 1.t.0. did not 
c h ~ k  the tax calculation although the income exceeded Rs. 1 lakhs." 

1.142. Pointing out that thc assessee in this case was a well-known 
company, the Committee enquired during evidence whether the Incomc- 
tax department was not expected t~ have a knowlcdgc of the line of its 
manufacture. The Finance Secretary stated, "I would agree, especially as 
the mistake was committed in Calcutta itself. They should have known." 

1.143. The Committee desired to know in cascs belonging to high 
income group. what was the procedure laid down to have a counter cllcck 
before the assessment was finalised. The representative of the Board 
stated that under the instructionl;, the Income-tax Oficer was required to 
check all cases of income of over Rs. 1 lakh. Below that amount, the 
counter check was exercised by subordinate stlff-[lppcr Division Clcrk 
and Head Clerk. 

1.144. In reply 10 a question, thc rcprcsentativc of the Hnard st:tttd 
that the ascessmcnt was n.lt countcr chcckcd '9 Internal Audit b e f c ~ e  
issur. 

1.144. The Conunittee enquire:! whether :i list of priority industrics 
was furnished to Income-tax Oficers The rcprescntntivc of the Tloard 
statcd that it was, but added that thc relevant ;wessnlcnt year w s  I ! x  
very first year in which the iika of priority industrics had bcen intro- 
duced. 

1.146. The Comnlittetl deqircd to k n o w  the rncasurcs taken by the 
Department to obviate the recurrenct of such cases. Thc repicsent;~tive 
of h a r d  stated that a list of priority indus~rits had bcen included in :I:c 
Internal Audit Manual and the officers concerned before treating a cancern 
as one engagcd in a priority industry, wcrc required to ensure that it was 
specifically mentioned in the said list. Internal Audit was also bcing 
strengthened. 

1.147. In reply to a question, the representative of the Board infnrmcd 
the Committee that the assessments had bcen rectified and the tax short 
levied recwered. 

1.148. In reply to  another question, the representative of  the Board 
stated that as a result of the review of  the cases dealt with by the Income- 
tax Officer concerned, mistakes had been found in 49 cases. A Chmctcr 
role warning had been given to him. 



1.149. TBe Committee observe that the company in question, not being 
a priority idastry,  was assessable to super-tan at the effective rate of 35 
per cent. However. just on the basis of the company's name which included 
the word 'metal' (a priority industry), the Income Tax Department treated 
it as one engaged in a priority industry and assessed it to a lower effective 
rate of s u p t a x  (29 per cent) applicable to priority industries. Another 
mlstake made by the Department was that non-business income of the 
company which was chargeable to super-tax at 35 per cent wes charged at 
the rate of 25 per cent. The cumulative effect of the two mistakw was an 
under-charge of tax to the tune of Rs. 8,83,738. 

1.150. While the Committee note that the whole amount of short-levy 
bas since hcen recovered, they consider that the officials concerned were 
extremely lax. Another lapse that occrrrrcd in this case was that though the 
assessment was lo havc bwn counfer-rheckcd by the Income-Tax Officer, 
as the assessee's income exceeded Rs. 1 lakh, this was not done, with the 
result that the rrmbtnkc me& :it the lijntr lcvel rcmained undetected. It    as 
stated tlt:tt this c.fiic,r wa+ found fo haw made mistakes in ;is many as 39 
ca5es assessed by him and that a character roll warning had been given to 
hill). '['he Con~i:~it!~c are riot satisfird with this. l'heg desire that Govern- 
ment ~l ior~ld  r o i c e k j .  thr rnnttcr :rnd scc 3rllcthcr dcterlcnt pmishment is 
not callcd for in this rase. 

1.151. A further omission revealed was that although the case belonged 
to a company circle, the assessment was not checked in Internal Audit. The 
Committee would like such omissions to be seriously viewed in future. 

Audit Paragraph 

1 . 1  57,. For thc purp.w of allowing deprccintion on plant and machincrv 
i l l  ;\s.c~,s;rl~! thc i n m n c  of a husincss undcr thc Incomc-!:is Act, 1961. :!,r 
1zr111 ':lctr!;t! co9t' hiis b<isil L I C ~ ~ I I C C I  ; I >  fh i ,  ; ~ i t : ~ ; l l  C O S ~  of tlic asset to 
i ,~.s~.~sc.r,  rctiuccd by a n y  ilmoilnl mct dircc:ly o r  indirectly by any  other 
person or authority. In the casc of an Elcctric Supply Company, howcver, 
i t  was nrltice,:l thrit the dcprcciation allowance had been allowed on the 
entire cost of the additional meters, mains and service connections providcJ 
duriny t!le iisscssmcnt years 1967-63 1.) 1966-67. without deducting n 
portion of  the cost met out of the contributions made by the consumers. 
The written down value of thc meters. mains and service connections, 
cnrricd forwnrd from the nssessnlcnt ycar 1961-62 to the assessment y r i r  
1962-63 f n r  nssessmclnt under the Ac! of 1961. was also not reduced btl 
the amount contributed by the subscribers. An additional demand Of 



KS. 1,73,bS7 has since been created against the company id respect of 
the asscrsmcnt years 1962-63 to 1966-67. Of this, a sum of R.s. 1,51,632 
is reported to have bcen recovered by adjustment. Report of recovery 
of the balance amount ~f Rs. 22,225 is awaited (March 1969). 

[Paragraph 53(a) of Audit Report (Civil) on Revenue Receipts, 1969.1 

1.153. The following table shows the number of cases in which mistakes 
in computing depreciation and developnlent rebate admistible were pointed in 
Audit and the under-assessments of tax resulting therefrom: 

Year 

1.154. During evidence, the represc.nt3tive of the Central Board of Dircct 
Taxer stated that the following steps hitd been taken to reduce the number of 
mistakes in computation of depreciation and development rabate: 

(i) Internal Audit Parties which were till  recently concernmi only wit11 
arithmetical calculations h:ld been authoriscd to check thc 
correctness of written down values. 

(ii) An lntcrnal Audit manual had been issued for the use of 1ntcrn::l 
Audit Parties. 

(iii) Steps were also being taken to simplify the depreciation ratc 
schedule. Draft rules to replacc thc existing rates of deprccia. 
tion by consolidating rates on industry-wise basis had been 
'published in the Gazcttc for eliciting public opinion. These 
rules w ~ u l d  be brought into forw in due course after taking 
into account the suggestion received. 

1.1 55. Under the provisions of the Income-tax Act. 1922/ 1961 [ ( lo )  
(2) (vi) of Income-tax Act, 1922/32(ii) of Tncome-tax Act, 19611 an 
assessee ic: entitled to depreciation on the assets used by the assessee for 
the pl~rpoce of the business on the actual cost of the asset of written down 
value thercof accordinp as the asset was acquired during the previous y w  
or they wcrc acquired before the previous year. 



1.156. U n h  the explanation below sub-section (5)  of Section 10 of 
Incomc-\ax Act, 1922 the 'actual cost' meant the actual cost of assets to t h t  
nssessce rcducctl by any portion of thc cost met by th- Government  or a 
l ocd  ~ u h l i c  tr~rtil()rirv. However, in the Inconic t;ix Act, 1961 a slight 
modification was rwdc in the Lcrm 01' "actu;il cost". Under Section 
43(,1) of Inco~nc tax Act, 1Ohl "actual cost" nlc..i~> the actual cost of the 
asscts to the as.\csscc. reduccd h v  that pv t ion  of thc cost tharzof, if any, 
as has 11ccn met dircctly or i ~ i ~ l ~ r c c t l y  h~ crn!, o l l ~ p r  yrrson or niithority. 
Thus unljer the provisions of the new Act. whatever expcnditurl: i~~ not 
met by thc it<sc,sec in acquirirg ;In m e t  i; to bc deducted for thc p u r p s c  
of arriv.irg at thc 'actual cost' of the aswt. So a l w  u~idcr  the licw Act 
[Section 43(6)].  "written down value" meant in thc case of assets acquired 
in the pcvious ye:ir. the actual coqt to the asscssce and in the case of 
assets ac~luired before the prcvious year, the actual cost to the assebsee 
less all depreciation allowed to him under thc new Act or under the old 
Act. 

1.15: Tllc C'ommittcc were inforrncd hy the rcprescntative of t h t  
C'crtral I;curtI of Direct Txxm that the entire amount of short-ltvy of 
K.;. 1.71 ' , 5 ;  h:id bern recovered in this eisc. A11 the aiseismrnts had 
heen cor. ,d.ic.tl by tlw same Income-t:ix Officcr. T h i q  was th: reason 
th:!i the : I I ~ ! . I ~ C  occurring in thc. tirst a \wwnent  h:id bcen rep-atzd in thc 
su!~~ciluc: : acw\\nicr~(s. 

I 1.70. '1 '11~ Corll~liittc; -nqr~irec! \:'lc!hc!- ;i I ~ . \ . ~ L I \ $ ,  .i' ;L\\C>>i1l'i1ti of 
o : k r  I - l lc l rk Pou.cr Suppilj (~'ornpnnic~ h 1  hecri 11:;tde anJ if 51,. u'ith 
I r C l  In ;i \sr.ittcn rcply. tllc Vinihtn. lii~vc stated: 

1.160. The Committw cnquircd whethcr the Board had nnnlyscd the 
reason f rr an identical m i s t a h  occurring in all thcsc cases. Thc repre- 
sentative of tllc Board stated that i t  w:is n peculiar fcaturc of Electric 



Companies that a part of the cost of meters, mains and service cbnnections 
was recovered from consumers. In all these cases, depreciation was allow- 
ed on thc entire cost without deducting the portion of the cost recovered 
from the consumers. The Conimittee enquired whether instruciions re- 
g a r d i r ~ ~  the impurtant change made in the definition of the iernl "actual 
cost" in the 1961 Act were issued for the guidmce of Assessing Otficers. 
The representative of the Board stated: "The 1961 Act was a comprehcn- 
sive Act w!lich rcplaccd tile (cntirc) Act of 1912. '1-hcrefore the Uo,~rd 
did not i\iiic in=tructions on all p i n t s .  it issued ins~sucticlns only on 
points which w m  to be highlighted." 

1.161. The Committee observe that in computing the allowance to he 
made for depreciation, the assessing officcrs failed to apply correctly the rete- 
vant provisions in the Income Tax Act. This mistake crcurred not in one 
but 16 other Commissioners' officcc. hone of the assessing officers was 
apparently aware that the Income Tax Act, 1961 had made a substantial 
departure fronr 1hc provisions of thc I922 Act in  that the actu:d cost of 8n 
a w t  (for Furpow of depreciatiorl) wa4 to hc reciii)netl :!Ctcr cs4ndiry ihe 
portion of the cost rnef not only by Governrncnt or a local or public authority 
alone (as in  1922 Act), but by "any person or authority" other than the 
assessee. El n3i s t ~ d  that the mist~kc that occurred cowld iiot bc clcrected 
by Internal Audit as at that time its scope did not extend to checking correct- 
ness of depreciation allowances made in assessments. 

1.162. The Committee would like the Board 3s a working rule to ensure 
that whenever important changes are made in the Income Tax law, the 
implications thereof are dully explained to all the msessing officers, so that 
conect assessments are facilitated. The implications of such changes in Law 
should also be hroua,ht t j ,  tlic notice af the public lhroiigh notices or h i i d  
outs which incorporate suitable working illustrations. 

Audit Paragraph 

1.163. In the ::I,: c f  ;:n u c ~ \ s c  cngrtgctl in the m m i ~ l ~ ~ c t u ~ ~ c  of  
blades. it &,:is coliicJ t!1;11 for tlic a \ seanunt  ! < < l i s  lVi>2-63 . ~ n d  i ~ o 3 - f 1 3 .  
the dcpnrtnicct a l i r ~ ~ c d  d C p r i : ~ c i : ~ i o  :~llorva!~cc on 1 ! 1 -  plant ;mi iii:i~!?l~rery 
owned by thc assessec at the rate of 10 Fer ccnt. Tn the Income Tax Rules, 
1962, no spcci;d r:ltc ;vas pr.e\cribed i n  rc\Iwct 01' hladt rnm!lf:lcturing 
concerns and in the a h w ~ c c  of such :: specixi rate. thc ,pcnc:al rate of' 7 
per cent was applicahlc in this c:c\c. As a recult of the :illou.:~ncc of 
dqrcciat ion nt a hieher sate than ;~dmissible, thcrc was u n d ~ r - ~ ~ ~ e ~ m c n t  
of income of Rs. 2.52.478 for thc asw\mcnt  years 1962-63 and 1963-64. 
The unde~.chargc of tax on this account was Rs. 1.26239 for 1~1th the 
assessnlcnt years. Report regarding rectification and rcco\'ery 0f the tax 
js awaited (March. 1969). 

IParagraph 53(b) of Audit Report (Civil) on Revenue Receipts, 19691. 



1.164. Appendix 1 to the Income-tax Rulcs, 1962 provides for the 
rates at which depreciation is adniissible. In respect of plant and machi- 
nery, the rates at which depreciation is admissible fall under the follow- 
ing threc categories:.-- 

(i)  G:ncr.,I *at: . . . . .  7% 

"The two assessments have not yet been rectified. The proceedin@ 
1nitintc.d under Section 147(b) for 1964-65 have bccn qr~nqhcd 
For the two earlier years. the C.I.T. h:id directed the i w z  of 
notices under Section 147(a). The advisohility of taking 
action under Section 154 is being considered by the Commis- 
sioner". 



1.168. In reply to a quehtion, the representative of the Board stated 
that in subsequent years they had bcen allowing a rebate of 7 per cent 
only to blade n~anufacturing concerns. 

1.161). The Committee enquired whether assessments of similar blade 
manuf'acturing concern, had been reviewed. In their written reply, thc 
Ministry have stated: 

"lt has not yet been possible to undertake a review of  the assess- 
ments of similar blade manufacturing concerns in the couniry 
to find out the rtlte of depreciation allowed in t!leir assess- 
ments; the Ministry propose to d o  so early in the ncxt finan- 
cial year." 

1.170. The Committce enquired whether any action was taken a;ainst 
the I T 0  concerned. the representative o f  the Board stated that rhc ~iiattcr 
was brought to the notice of the C~nlrnissioncr conccrncd who made an 
enquq . .  Ac~ord ing  to him. it was a bonrr fir.+ mistake. 

1.171. Drzwing attention to the fact that classific:~tion of industrics w;ls 
done long back and newer industric?; were since coming up. the Coinmittce 
enquirzd whether it would not be drsirablc to make ;I fresh cla?sifira!ion 
covering all thc industries. The represent:~ti\'c of thc Ro:trd 5t:ltcd. "the 
list as i t  existed w ; ~ t  n large onc. W'e gave an increased rate of tfeprcciLi- 
tion so that the rcsiduar!. industries could be covercd undcr that". Accord- 
ing to inforrn3tioti furnished to the Committce by Audit sonic of the im- 
portant induwies far. which no industry-wise rates of dcpreciatiorl h i l w  

been I:,iti doun  arc:- 

( i )  Manufacturing fertiliwrs: 
t ii) Ply\vood: 

(iii) Radic?,. Electronic F,qui;,ment; 
( iv )  Scootcrs and Autonlobiles: 
( V I  Pharmaceutical W o r k ;  
(vi) Cable Ifidustry: 

[vii) T r x t o r \ ;  
( \ i i i )  Printing Press; 
(ix) T y p e ~ ~ i t e r s ;  
(u) Pen Industries. 

1.172. The Committee observe that the assessing officer allowed dep- 
re&* in ti& case at a higher rate than admissiMe undcr the rules. Tk 
rules anow varying rates of depreciation ranging fmm 9 per cent to 40 per 



cent to s p e h e d  hdustrks and a general rate of 7 per cent which woul& 
apply to industries not so specified. Accordingly, the assessee, a blade 
manufacturing concern, which was not covered by the speclal rates specified 
in the rules was entitled to depreciation at 7 per cent. However, the assew 
ing officer allowed depreciation to the assessee at the special rate (10 per 
cent) in two successivc assewmcnts, with the result that there was rr short- 
levy of tax to the tune of Rs. 1.26 l a b .  A similar mistake occurred ia 
the subsequent year aka. 

1.173. The Committee note that rectffication has not been possible so 
far as proceedings initiated in this regard for one of the assessment years 
were quesioned in court. The Department is stated to be contemplatiag 
action under Section 154 of the Act. The Committee would ULe to be 
apprised of furtber developments in this regard, 

1.171. The Govcrnmcnt have also informed the Committee that they 
propose to undertake a review early in the next financial year to awe&& 
whether a similar mbtake had occurred in assessment9 of other blade manu- 
facturing concerns. The Committee would Like to be informed of the 
results of the review and the rwtificatory action taken pursuant thereto. 

1.175. I'ursuar~! to suggestions made by the Committee in paragraphs 
3.65 and 3.66 of their Seventy-Third Report, Government have published 
draft rules for rationalisation of the provisions regarding depreciation on an 
in&st~.wive basis. The Committee, however, note that for importaat 
industries like scooters and automobiles, electronics etc., industry-wise rates 
of depreciation have not been prescribed. The Committee desire that COV- 
enment should consider the questiun of laying down suitable rates of 
depreciation in respect of these industries also at an early date. 

Audit Paragtapli 

1.176. The following iuisiakcs wcrc ni~ticed in the assessments of a 
ccrtain wnlpany for the assessment years 1954-55 to 1962-63: 

(i) The company purchased certain lease-hold land along with the 
old cincrna housc standing thereon. The consideration paid by 
thc wm'pany on account of the cost of the land and incidentdl 
chnrps  :,.rnountcd to Rs. 13,48.768 on which no depreciation 
of any kind would be adrnissiblc, Dirt initial, nddirional and 
norn1;ll depreciation wits nllowcd on this expenditure along 
with that on the construction of the new cinelnn building. 
The total i\mount of inadmissible depreciation dmountcd to 
Rs. 5,78,772 for the assessment years 195455 to 1962-63. 
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(ii) For the purposes of depreciation allowance the cost of the 
new cinema house was adopted as  Rs. 22,65,653 illstead of 
Hs. 1723,653 shown in the certified accounts of the conlpany, 
lcading to the grant of depreciation in exccss to the extent of 
Rs. 2,32,663 or the assessment years 1954-55 to 1962-63. 

These two mistakcs together with certain other discrepancies lcd to a 
gqtal under-assessment of t , ~ x  of Rs. 5,25,419 far the assessment years 
1956-57 to 1962-63. 

[Paragraph 53 (c) of Audit Report (Civil) on Revenue Receipts- 1969.1 

1.77. Under the provisions of the lncome Tax Act, while computing 
the business income of an nssessee, depreciation is admissible on buildings, 
machinery. plant or furniture. The Supreme Court. in thc case of Conimk- 
sioncr of Income Tax. Punjab I,,'.r. Alps Theatre (65. Incon~c T:,u R c p ~ r t s  
377) (15th March. i 9 6 7 )  hcld th:tt for the purpos: of dcprczi;it::;n o!i l)ilild- 
ing it would not be posiihic to include tile cmt 01' land. 

1.178. The Coinmittce were given to understand by Audit that i l l  x i d i -  
tion to allo\\,iny dcprccir:ti,m on t ? ~  cnr!. the : ~ s . ; c ~ s i n ~  oficcr r::aJ: t!ie 
following omissions: 

( a )  The income from house propcrt! \\.:is ,W:~:~~I;*:~I I::: r:w i 7 . 1 4 ~  

of municipal valuation even though the rent receivable far 
cxcecded the former for t!ic nssescnwnt years 1956-57 to  
1960-61. This resu1te.I in under a : . . scs~!n t  r l f  incowc nf 
R5 .  68.805 for asszssmcnt yc:!rs 1956-5': l o  1960-61. 

( c )  Certain inadmisGjible c x p c n w  rel;ltin; to the proplrty Ict out 
were not disallo\~!ed and added hack in thc computation of i-I- 
come resulting in under-asscssmcn! of business income to th- 
extent of Rs. 1.42.987 for the assessment years 1954-55 tn 
1962-63. 

1.179 The Committee dcsircd to  know whcthcr Government h?d 
accepted Audit objections and if  so, what xctificatory action it had taken. 
in a written reply, the Ministry have stated : 



"All the objections, except itcm (i),  have been accepted by the Minis- 
try. As re&nrds item ( i ) ,  the decision of the Supreme Court in the case of 
Alps Theatre, relied on by the audit, was comn~unicated by the Board in 
its circular, dated 12.9.1967. The assessments for thc nine years were 
completed during the period 3 1st May, 1958 to 13th March, 1967. There 
was, therefore, no mistake in the assessments. However, the Board has 
asked the C.I.T, to examine the facts. It appears that the assessee com- 
pany was paying ground rent for the lund, in which case the audit objectiom 
that depreciation was allowed on the land may not stand. The case is 
also bcing exanlincd critically to ascertain whether 

(1) the buildings conccrncd fall in thc. category of ;r newly cms- 
tructed building entitlcd tc) initial arid additimal tfcprcci:~tion; 
and 

(ii) the cost thcrcof is shown correctly for purposcs of thc depre- 
ciation claims. 

The :isscssmcnts h a w  nat )'ct hccn rcvic\sJ. .rhc auL!it objection 
was received on 3rd April, 1968. w!icn reriledial a c t i ~ n  under se~ t ion  !54 
was already barred by limitation for thr assc:;smcnt years 1954-55 to  
1961-62. Th: Board feel that thc casc requires detailcd investipations so 
as to makc @uI a good casc for taking action u/s 147(a 1,  read with sec t im  
151 ( I )  for assessment years 1953-55 and onwards. This would help 
the dcrnrtincnt t ,  revise the asscasnicnts for 19.54-55 assessment year 
onward and rctricvc the lost rcvenue. The assessments for 1957-58 t o  
1960-61 were reopened for considering certain items of hundi Iwns." 

1.180 'Thc Commitkc cnquircd whether asscssmcnt for all thc eight 
year.; wcrc complctcd by t l ~ c  same Income-tax officer or by differen! Income- 
t:~x officm :lr,tl i f  diflcrcnt Income-tax officers. how t11c rni~t;lke escancd the 
attention of all. In their written rcply, the Ministry have stated: 

"The assessments wcrc. completed hy diff,wnt officers. Invc.~tig;~lions 
:ire still in progress." 

1.181 The Comnuittce cnquirccl whcthcr: in the light of thc Audit 
paragmph, the Board had issucd instructions to the C~~mnlis~ioner.;  of 
Income-tax to 'arranpc for a rcvicw of all asscssments whcrein depreciation 
was allowed on cost of I;md, and i f  srl. with \\'hat rt'sUii\. 111 thi'jr ~ i ' ~ t l e n  
reply the Ministry have stated: 

"The Roard had already issued a circular on 9.1 1.1967, draw- 
ing the attention of all t11c otficc,rs to the rlccision of tht: S u p  
reme Court in the case of M/s. Alps Theatre. They had nIs@ 
asked for parhiculnts rcparding the number of such cases and 
the approximate mvcnue involved in e x h  case for each of the. 
asscssmcnts that may hnvc to be reopened." 



1.183. In the opinion of the Committee, this is a bad case in which a 
&umber of lapses occorred. These were mainly: 

(i) Under the Income-tax law, no depredation is adn~issihlc on the 
cost of land. Yet initial, additional and normal depreciat'nn was 
allowed on such cost for nine consecutive assessment yeara 
(1954-55 to 1962-63). The total (inadmisible) deprxiation 
so allowed was Rs. 5,78,772. 

(ii) For the purpose of dcpreciation allowance. the cost of the new 
cinema house was taken as Rs. 22,65,653, h t e a d  of Ks. 
17.23.653 shown in the certified accounts of the company.' The 
excess depreciation on this account amounted to Rs. 2.32,663. 

(iii) The income fmm house property was computed on the basis of 
municipal vaivation even though valuation on the hasis of the 
rent receivable far exceeded the former. This resulted in an 
under-assessment of income of Rs. 68,895. 

(iv) Certain inadmissible expenses relating to the properf!. let out 
were not disallowed and added hack in the computation of 
income resulting in under-assessment of business income to the 
extent of Rs. 1,42,987. 

The aggregate under-assessment of tax as a result of all the ahove mis- 
-takes as also some other discrepancies amounted to Rs. 5.25,419. 

1.184. A regrettable aspect of the case is that although the asscssmcwts 
were complete? hy different assessing officers. all ninde the same mistakes. 
Another significant feature of the case is that the assessee had certain suspect 
hundi transactions on account of which assessnient for certain years were n- 
opened. The Committee note that Government have accepted audit c;b- 
jedons in resped of ail the mistakes except (i) above. Investigations into I 
the mistakes are stated to be in p w e s s .  The Committee would like to 
await b e  results of the investigations and of the action taken against the 
officers pursuant to the findings. 

As regards (i). Government have stated that certain fads are being as- 
certained. The Committee would like to he informed of Government's ki- 
slon in regard t~ admissibility ol depreciation on lands in the light of tbe 
.facts collected. 



As WP* revwin of asessments for the year 1954.55 onwards, the 
Baord h ~ @  b m d  the view that detailed inveig.(ions wnl L.v~ ta 
carried Out for m&nl3 out a case under section 147(a) of t l~e  Act, read with 
SecHon 151(1) k e o f -  The Committee trust that, after the completiow of 
inved@ons, the Department will take necessary steps fur retrieving the 
revenue lost. 

1,185. The Committee note that the Board have asked the Incomatax 
Ofecers to a d h  data regarding cases in which depreciation had been 
allowed on the cost of land together with the revenue involved. l'he Cbm= 
mittee trust that dfurts will be made by the Department to recover tax in all 
,such cases where depreciation has been wrongly allowed on the cost of h d .  
Audit Paragraph 

1.186 U ~ ~ d c r  thc Inconie-tax Act. :in allowance b!, way of d~:vcloptncnt 
rcbate at tlic rate of 25 per ccrit is admissiblc in rcspcct of new pldnt and 
dcpreciat~rv on a v;duc (of the Cinema H.)usc) higher than that shown in 
machincry installed prior to 1st April, 1961 and used for the purpose of 
businchs. 

In cmc c i ~ .  it was n o t i c ~ d  t!i;~t di.vclqmw:it rebate of Ks. 60,61,7(2 
was alluncd in the :is+cxsIncnt j.c:ir 1958-5'9 coniplctcd in 1963 u,ithclut 
ascertaining whcthcr all the plant and rnnchiri:ry had actually bccn par- 
chased and installed during thc prcvioui; y a r .  A rcvicw of thc caw 5y thc 
dep:~rt~ncnt  rcw:ilcd that the dcvclt~pmcnt rchaie ~i~l:iiis\il~lc t10 Lllc a s w -  
scc wa\  .lnly I I q .  33.80.825 and thc c\cess dc~~clopment  rcbnte of 
Rs. 26.13!).877 allowcd to thc a s s c w x  was withdrawn. Sincc the n w w e  
was nrscsxd on loss for  the year 1958-59. the withdrawal or' excess ~levelop- 
mcnt r c h t c  for  this ycar. reduced the c:lrry foru.;ird loss t ! )  the exten: of 
I<$.  26.80.877 and the ;~ctual under-asc.:ss~ncnt on account of the above 
mistalic woulrl hc rcllected when the company is a w s s c d  to :I p : r i t i ~ c  in- 
come in a suhscqucnt ycar. The Ministry h:~ve replied th ;~!  t1iCrc c:lnn I t  hc 
a total withdrawal of the dcvclopmcnt rchatc hlit o ~ l p  ;I \17;fq:n? c>f thi. c h i m  
from this year to thc c:irlicr year. Whilc i t  nin! hi. ;hat i r  w w l J  l v  ni?re 
cquitahlc to try ; ~ n d  shift the cl:~ini to an carlirr \ear.  t h t : ~  ;lppeilrs :o be 
no provision under the existin! law to cn;~blc \\,lir.n thc hlir7;i:r:. fci.!\ in 
equity should be allowed. 
[Paragraph 5 3 f d )  of Audit Rcport (Cit i l )  on Rcvenuc Rccci'pts. 1969 1 

l . I  8 7 .  t inder  thc provisions (if section 10(  2 )  'vil PI Incotiic-t:~x .Act, 
1912 an assessce is cntitlcd to dc\.e!opnicnt rcbntc at ?.C !:er ci,ilt of tllc 
actual cost of new machinery installed and put into 11sc in tllc husincss. 
The ab:~vc deduction was admissible only in thc yc;ir in which it was 
installed and put intn usc in the husincss. The :\hove deduction would he 
admissiblc subjcct to fulfilment of certain conditions by the asscsscc v i z . ,  
the prescribed particulars of thc plant and machinery are furnished nnd a 
reserve equ:11 to 75 per cent of  the cost of the plant and machinery in 
respect of  assets installed after 1st January, 1958 is also created. 



2.188. The Committee learnt from Audit that in this casg the Income- 
tax Officer had allowed development rebate amounting to Rs. 60,61,702 
for the assessment F a r  1958-59 (completed on 15-12-1963) on the follow- 
ing assets valued at Rs. 2.42 crores. 

The de\,elopnli.nt rcbate was n!lotted by the Department on the h s i s  
of figures of addition to assets furnished by tkc asscsszc without actually 
ascertainir~ wlxther thcy had k e n  actually purchascd, installed and put 
i ~ t o  use during the previous year relevant to the assess~ncnt year. It was, 
thexiore. suggested in Audit t h ~ t  this would require a detailed scrutiny in 
order to ascertain whethcr thc asscts on which the developmc.nt rcb:rlc had 
been claimed and allowed would really he cntitlrd to the samc under the 
provisions of the. Act. . - 

1 . 1  89. As suggested by Audit the Income-tax Oficcr reviewed the 
case and recrificd the assessnicnt for 1958-59 on 16th December, 1966 
holding that the assesscc would be cntitlcd to dewlop:ncnt tebatc of 
Rs. 33,80.825 on as under:- 

\ 'n i t i t  Dm~rliq ITCI~I  
rebate 
allouiJ 

-. . . - 
Rs. Ra. 



Devalopnxt  rebate as originally allowed as per assessment order dated 
I 5-1 2- 1,963 . . . . .  . . . 60,61,702 

Dwdopment rebate allowed as per the rectificatory order dated 
16-12-1966. . . . , . . .  . 33930,825 

Erce~~D:v:lopmcnt rebateallowed. Withdrawn . 26,80,877 

1.190. The Committee further understand from Audit that the assesscc 
in compliance with Section 19(2) vi(b) of the Income-tax Act, 1922 had 
not furnished the date of installation of the assets etc. Instead they had 
furnished merely a copy of the statement of Capital expenditure incurred 

(forming part of the audited accounts for the year 1957-58). Even the 
cost of plant and machinery shown in this statement by the assessee differred 
from the figures shown in the accounts as shown below: 

Name of rhe asset Figures of cost as in Figures as per Audited 
the Dwelopment re- Statement of 
hate chart furnished Capital expenditure 

by the assessn 

I .  Plant and Machinery , 

2. Overhead C ~ b l e s  . . 

3. U llerground Cnbles and devices 

4. Mr~tor vehicles , . . 
- 

1.19 1. Thc representative of the Central Board of Direct Taxes stated 
that assessment for the assessment year 1958-59 had been revised and the 
excess dcvelopment rebate computed was Rs. 724,677  as against 
Rs. 26,80,877 reported in the Audit paragraph. 

1.192 The Ministry of Finance had originally iuiimatcd Audit in reply 
to the Audit paragraph that the dcvelopment rebate though inadmisable 
for 1958-59 could havc been shiitcd to carlier assessment years. The 
Committee enquired whether the assessee was a new one and if so, how 
it was possible to give the allowance during the earlier assessment years. 
The representative of the Board stated, "In this case the assessee was a new 
assessee. That is why we did not rectify the assessment order for 1957-58. 
Even if we had done that, the unabsorbed development rebate carried for- 
ward would not be available to the assessee. Therefore, that assessment 
has not been rectified for any attempt made for that". 
875 LS-5 



1.193. The Committee enquired what checks were applied by the 
Department to ensure that the assets on which depreciation 'or develop 
ment rebate was claimed were actually in use. The representative of the 
Board stated, "For this purpose Income-tax returns prescribe the declara- 
tion of the value of the assets and the date from which they have been bro- 
ught into use. The I.T.O. obviously cannot go and physically check up. 
He has to go by what has been declared by the assessee in the return about 
the date from which they have been brought into use. In this case the 
problem gets a little complicated because of the Electricity Act. As far 
as this Act is concerned, whatever additions were made in any year under 
the Act, would be shown as if they were made on the first day of thc next 
year, that is they will be treated for thc purpose of the Electricity Act 9s 
having come into use from that year. Though the I.T.O. legally has no 
right to accept that, he should have taken into account the individual dates 
on which each of the items of addition was brought into use. The company 
was itself expcriencing a lot of difficulty. That is why iil the assessment 
for 1958-59 the computation had to be changed four times-it was 'first 
changed on 15th February, 1963 which was rectiiied on 1 l th November, 
1965. Thereafter it was rectified on 16th Dccernber, 1966 and again on 
28th March, 1969 because of various additions and because of distribution 
of over fifry units spread over the whole of the M.P. area. The company 
was not in a position to get at the actual figures. Apart from that it is a 
Government company. . . . . . . . . . . . . . . . . . In 1958-59, the accounts were 
certified by the Accountant General, Madhya Pmdcsh. Therefore, the 
officer knowins that it was a Government company and the accounts having 
been certified by the Accountant General, did not probe into it". 

1.194. An essential conditioa for admissibility of development rebate 
under tbe income-tax law is that the plant and machinery in respect of which 
spch rebate is claimed sbmld have been in use in the previous year rela 
o ~ a t  to the assessment year. In this case, however, the msessing ofecer 
allowed development rebate without verifyin;: whether this requirement had 
been tulfilled. hkeqsrently wben Audit pointed out tbe omlash, the 
Department reviewed the case and fomd that rebate to the tune of RJ. 
26,80,877 hed been ailowed in excess. After a further review the excess 
development rebate has been computed at Rs. 7,24677, as againsf 
Rs. 26,80,877 initially reported. It was urged by Government that the 
ameadq officer had relhd on the figares of cost of plant and macbioey, 
duly certieed by tbe Accountant General, M a y a  Pradesh. The Colb 
m&ee rue nuable to accept this explanation, for they find a wide variation 
b&wm the figures of cost mentioned tn the Development Rebrde Chart 
tarabshed by tbe rrssessee and Bgures contained in the Audited statemeat of 
cspanl expenditwe. Besides, the essesslng officer failed to notice tbd tbs 
assessa lmd not gken particlllua regardsag date 04 instahtion of in 
respect of wid& the rebate was claimed. In the abwme d thb Qtr it b 



aat c k  how the as6e~~ing omcer came to the conclusion t h t  tbc ameta 
were in me. 'In the opiekn of the Committee, the ass* ofecer tsnsd to 
verfty wbdber the essential conditions of edmimibii  ot dev- 
oebote lnid down under the law had been ful6lled. The Commitbe desho 
&hat Government shwlld take a serious notice of such omisdon#, 

1.195. In their successive Reports on Direct Taxes, the CQmmUtee have 
ateen expressing concern over mistakes in working out depreciatlon and 
development rebate. There has been no perceptme improvement in ths 
position. The amount of undergssessment on this account reported to this 
Committee last year was Rs. 41.94 lakhs and it has risen now to Rs. 93.80 
Uhs.  In paragraph 3.66 of their 73rd Report (Fourth Lok Sabha), the 
Committee had assessed the need for the rationalisation of the provis;ons of 
the A d  bearing on depreciation and development rebate. Pursuant to this 
recommendation, Government have framed and published draft Rules to 
replace the existing rates of depreciation by consolidated rates on industrg- 
wbe bask and invited publk opinion thereon. The Committee trust that, 
In the light of suggestions received from the trade and industry, Govern 
ment will be able to work out a simple and rational depreciation 
schedule. 

1.196. Anothcr aspect to which the Committee would like to draw 
attention is that Internal Audit had not been going into questiom relating to 
depreciation and development rebate while checking assessments. Till re- 
cently, the scope of internal audit was limited to scrutiny of arithmetical cal- 
culations. Although Internal Audit Parties are now reqnired to check 
wbether depreciation on a particular asset hao been calculated with reference 
to the period of use and also whether the total depreciation aIlowed exceed8 
the otigbl  cost, there are still no specific instructions authorising them to 
check the admissibility of depreciation on intangible assets. The Committee 
feel that thb: should be specifically brought within the purvkw of I n t d  
Audit. The Committee would in this connection draw attention to their ob- 
servation in para 1.41 of their Hundredth Report (Fourtb Lok Sabbn). 

1.197. The Committee also feel that in the course of check of 
men6 by Inspecting Assistant Commhsioners, the allowances made fn 
assessments on account of depreciation and development rebate ~ h l d  
receive their special attoation. 

(h) Incorrect determination of super Profits-tax or sur-tax payable by 
companies: 

Audit Paragraph: 
1.198. Under the Companies (Profits) Sur-tax Act, 1964, sur-tax is 

payable on the amount by which the profits of the company exceed the 
amount of the statutory deduction. The statutory deduction is the amount 
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equal to 10 per cent of the capital computed in the manner laid down in 
tbe Act or an amount of Rs. 2 lakhs whichever is greater. The "capital" 
for this purpose comprises the following:- 

(i) Paid-up share capital; 
(ii) reserves; 
(iii) debentures; and 
(iv) long term loans obtained by the company from Government 

or the specified financial institutions. 

A company issued 64 per cent 'debentures' for a sum of Rs. 75 lakhs 
and lodged them with its bankers as security to facilitate overdrawal of 
funds from time to time. These debentures were not issued for cash and 
to the public at large; all the debentures of Rs. 75 lakhs were issued in 
favour of the bank; there was no attached liability for their eventual repay- 
ment at a future date and they did not also figure as such in the Balance 
Sheet. Having regard to these factors, the sum of Rs. 75 lakhs did not 
qualify to be treatcd as 'capital' for purposes of the Act. The assessing 
officer, however, incorrectly allowed the sum as 'Capital' thus over-stating 
the statutory deduction by Rs. 7.5 lakhs with corresponding reduction in 
charageable profits. 

Further a sum of Rs. 15 lakhs intended for meeting tax liability and 
shown as 'Provision for taxation' in the Balance Sheet of the company as 
on 31st October, 1962 (i.e, on the first day of the previous year relevant 
to assessment year 1964-65) was incorrectly taken as 'capital' thus over- 
stating the statutory deduction by Rs. 1.5 lakhs with corresponding re- 
duction in chargeable profits. 

The two mistakes have resulted in under-assessment of sur-tax of Rs. 
3.60 lakhs. 

As regards treatment of the sum of Rs. 75 lakhs as debentures the 
Ministry havc accepted that to the extent of Rs. 31.48 lakhs being the 
excess of the pledged security over the actual amount overdrawn did not 
qualify as capital for the purpases of the Act. They have rnaintaincd that 
the balance of Rs. 40.52 lakhs actually overdrawn, the security pledged 
could be treated as "debentures". It was pointed out that the entire sum 
of Rs. 75 lakhs however has to be excluded from the capital computation 
for the following reasons:-. 

(1) The value of the debentures issued as per the accounts of the 
company was Rs. 75 lakhs and not the amount of the over- 
draft in the bank, which could vary from day to day. 



( 2 )  I t  appears to be the scheme of the Act that only long-term 
borrowals intended for creation of capital assets and payment 
of which would arise after seven year should be taken as 
'capital', thereby excluding short-term loans, bank overdrafts, 
etc. 

The Ministry havc statcd in reply (March 1969) that the matter will 
havc to be examined further and the Sur-tax rules or the Act amended 
with a view to makin.: the intention clear. The mistake regarding the 
claim of Ks. 15 lakhs relating to 'Provision for taxation' has been accepted 
by the Ministry. 

TParaqrrrph 61(b) of Audit Report (Civil) on Revenue Receipts (1969)l 

1.199. The Sur-tax Act provides that long-term loans taken from 
Government, Industrial Finance Corporation, Industrial Credit and Invest- 
mcnt Corporation of India should be takcn as 'capital' provided they are 
not repayable during a pcriod of less than seven years. 

1.200. The Committee desired to know whether there was any increase 
in the 'capital' funds of the company due to issue of debentures in the case 
undcr refcrencc and further whether the amount of debentures was shown 
as  a liability in the Balance Sheet of the company. In a written note, the 
Ministry have stated as follows:- 

".4 copy of the relevant entries in the Company's Balance Sheet as on 
31s1 Octobcr, 1963 is given below: 
SECURED LOANS 

64;; Dct.enturc Stocks 1967 created . . 75,m,om 1 
D:Jv:f-S!o:k.i allotted tobank as Security for Cash 

C d i t  Account No, 2 in the State Bank of India 
(as noted below) . . . . . 75,00,000 ) 

LOAN3 h ADVANCES PROM STATE BANK OF INDIA 

Thc above entries would show that: 

( i )  there was no actual increase in the working funds of the Com- 
pany due to the issue of the debentures in question; 

(ii) There was a liability to repay the debentures to the extent of 
the outstanding loans; and 

(iii) The debenture was shown on the liability side of the Balance 
Sheet, but the net liability was nil." 



64 

1.201. During evidence, the representative of the Board stated that the 
term 'debenture' had not been defined in the Income-tax Act. According 
to ordinary usage it is a long term loan. The assessee in this case issued 
debentures of the value of Rs. 75 lakhs and lodged them with its bankers, 
the State Bank of India, as collateral security against cash credit operated 
by the Company with the Bank. The amount actually overdrawn and 
covered by debentures was treated as capital. This was also the view of 
the Ministry of Law with whom the matter had been discussed. 

1.202. The Ministry of Law to whom the matter was referred gave the 
following opinion on 3rd October, 1968:- 

"Under rule 1 (iv) of the Second Schedule to the Companies 
(Profits) Sur-tax Act, 1964, debentures issued by a company 
will be included in the capital of the company for the purposes 
of calculation of statutory deduction. Unfortunately, the word 
'debenture' has not been defined in that Act or in the Income- 
tax Act, 1961, to which reference is made in section 2(9) .  
We have, therefore, to takc the view that debenture means what 
it connotes in ordinary usage in conipnny law. A cvmdlon 
form of borrowing by a company is by an issue of debenture. 
Although money raised by an issue of debentures is often 
referred to as working capital of a company, it is not strictly 
capital in the sense of money invested by share-holders. There 
are many points of difference between debenture-holders and 
share-holders. The former are creditors of the company, 
either secured or unsecured and they have no rights of mem- 
bership by reason only of holding debentures. They are 
entitled to be paid interest whether or not company is making 
profits whereas shareholders cannot be paid dividends unless 
there are profits. A debenture may be issued in connection 
with an existing liability (for instance to secure a prcscnt debt) 
or with reference to creating a loan. Generally, the debenture 
in terms acknowledges the debt and states the date for the 
repayment of the loan, the rate of interest etc. There may or 
may not be a provision giving a charge over some or all of the 
company's propeny. Where no charge is givcn, therc is no 
srxurity for the loan and the debenture-holders stand in the 
same position as an unsecured creditor of the company. 

Having regard, however, to the object of the Companies (Profits1 
Sur-tax Act, 1964 and the scheme of that Act, it is reasonable 
to take the view that only such debentures as represent an 
acknowledgement of existing debt could be taken into account 
for the purposes of the rule in question. In the present case , an amount of Rs. 40.52 lakhs was outstanding to  the 



State Bank of India on the relevant date, in respect of which 
debentures have been issued. If this interpretation is not 
accepted, the consequence will be a large scale evasion of the 
provisions of the Act by resorting to the issue of unsecured de- 
bentures. It must be presumed that a fiscal statute does not 
provide for large scale evasions and so the interpretation, which 
would avoid this, has to be accepted. The proper view to take, 
therefore, would be to limit the scope of debentures only to 
those which correspond to the amount of debt outstanding on 
the relevant date in relation to which debentures were issued." 

1.203. Expressing his views, the Finance Secretary stated, "Under the 
law the ilems listed out are paid up share capital, reserves and debentures 
and loans and money borrowed by the company from the Industrial Finance 
Corporation etc, provided such monies are borrowed for the creation of 
capital assets in India. This is laid down. From this it scems to be fairly 
clear that it is only such debentures and other monies which are intended 
as long-term loans and for utilisation for capital assets that will qualify for 
this. Unfortunately, the Act does not, however, make the position very 
clear because this proviso that it should be for creating capital assets in 
India is added on to the last section. One can interpret this as meaning, 
as the company evidently tried to interpret the word 'debenture' that it does 
not come under that particular proviso,. . . . . .This is the point of view, 
which, 1 do not think, was ever intcndcd by this law and it would certainly 
confer a benefit on such a company which I do not think the law intends 
to confcr on it. The other question is whether that part of the loan from 
the State Bank of India which was covered by debentures should be deemed 
as being qualified for the concession under this section. I am not so sure 
about it. As far as I undcrstand even this outstanding loan of Rs. 40 lakhs 
and odd can be covered by interpretation of this section for qualifying for 
this conccssion only if  i t  is a long-term loan intended to create capital 
assets. As far iis I know this was a Government company which was 
primarily operating an ovcrdraft account intended to advance its working 
capital requirements. If that is the case-I think this is so in the present 
case-this is a matter which we propose to prevent in consultation with the 
Ministry of Law and Audit. However, we have to enquire if such a 
practice is prevalent because of this section and if there are companies 
which are taking advantage of the rather loosely worded language of this 
section. The intention behind it is that such money should be used for 
creating long-term capital and capital assets. This may mean that we may 
have to amend thc law to some extent so as to bring out the intention very 
clearly. We propose to examine this." 

1.244. The Committee obswe k t  the Companies (Profits) Sur-tru 
Act, 1964 n$&es sur-tax poyabIe on the m u n t  by which the profits of 
a cornpray exceed the amount of sMutory deduction. 'Ibe 



statutory deduction is equal to 10 per cent of the capital compbted in the 
manner laid down in the Act. Capitol for purpose of computing the statu- 
tory deduction includes debentures but it was explained during evidence that 
the intention of the Act is only to include such of the long-tarm loans as are 
intended to create capital assets. In this case the company issued deben- 
tures for Rs. 75 lakhs just for the purpose of lodging them with its bankers 
as security against cash credit obtained from the bank. The debentures dld 
not, therefore, contribute towards creation of capital assets and did no1 
qualify for inclusion in capital. The assessing Mcer, bowever, treated the 
debentures forming part of 'capital', with the result that the statutory deduc- 
tion was over-stated by Rf. 7.5 lakhs with a corresponding reduction in 
chargeable profits. 

1.205. The Committee observe that the Act, as it at present stands, per- 
mits of debentures being reckoned as part of capital under these circumstan- 
ces, tbongb this is not the intention. The Finance Secretary admitted.W 
the A d  in this respect is "loosely worded" and could, therefore confer an 
h t e n d e d  concession. As this might result in a substantial amwnt of 
profits of companies escaping tax, the Committee would like Government 
eqwditiously to consider the question of amending the relevant provision 
so as b bring it in condormity with the underlying intention. 

(i)  Incorrect computation of Income from 'business' 

Audit Parsgraph: 

1.206. An oil company incorporated in India in February, 1959 started 
its operations after taking over a part of the oil business of an existing oil 
company. At the initial stages the major part of the operations was being 
carried on conjointly by the two companies and rhe expenditure incurred 
by the old company was reimbursed by the new company on a proportionate 
basis. For the previous year relevant to the assessment year 1960-61 the 
old company paid a sum of f2,50,000 to its holding wmpatiy in London 
iU management fee charged by the latter. Out of this expenditure, £82,707 
was allocated by the old company to the new company as share of its 
expenditure and the balance, £1,67,293, was borne by the old company 
stself. The sum of £82,707 was subsequently reimbursed by the new 
company to the old company. 

In the assessment of thc old company for the assessment year 1960-61, 
the Income-tax ORicer did not accept the management charges of E2,50,000 
to be reasonable. According to ,his finding, a sum of £ 1,00,000 only was 
reasonable out of which £66,667 was allowed in the assessment of the old 
company for the assessment year 1960-61 and in oonsequence the balance 



$33,333 was to be allowed in the assessment of the new company. How- 
ever, it was noticed that the sum of $82,707 which was reimbursed by the 
new company to the old company calculated on the basis of one-third 
share of £2,50,000 was allowed by the Income-tax Officer in full in the 
assessment of the new company for the year 1960-61. This has resulted 
in under-assessment of inco~tle of £49,374 (i.e. Rs. 6,58,320) in the assess- 
ment of the new company and the tax involved is Rs. 2,96,244. The 
Ministry have stated that the payment by the new company cannot be 

construed to be of a collusive nature and hence the allowance is in ordcr. 
The Income-tax Officer did not limit the admissible expenditure on the 
ground ot collusion but on the ground that the amount paid was excessive 
and unreasonable. As a logical corollary of this finding, only £33,333 was 
to be allowed. 

[Paragraph 52(a) of Audit Report (Civil) on Revenue Receipts, 19691. 

1.207. During evidence, the Finance Secretary stated that the old 
company showed a payment of £2.5 lakhs to its principals as management 
fee remitted. One-third of this amount, i.e., £82,707 was debited to the 
new company as its share of the management. The original assessment of 
the old company for the assessment year 1960-61 was made in March, 
1962. In this, the whole amount of £2.5 lakhs had been allowed. The 
assessment order in respect of the new company was ma& in February, 
1965. As the amount of £2,50,000 paid by the old company to the prin- 
cipals as management fee stood unaltered then, this assessment order was 
in conformity with the original assessment order in respect of the old 
company. The assessment of the old company was rz-opened later on in 
September, 1965 when out of the management fee of £2.5 lakhs paid to 
the principals, an amount of £ 1.5 lakhs was disallowed. However, later 
on, the re-opened order was set aside by the Assistant Appellate Commis- 
sioner and fresh examination was ordered. As a result the disallowance 
was reduced from f 1 .S 1:ikh to f l l a b .  In appeal the disallowance was 
further reduced to f 6 7 . 0 0  by the Appellate Assistant Commissioner. Even 
against this disallowance, the assessee had gone to the Tribunal in appeal. 
The wilncss furthc; sta:cd that as the amount of £82,707 paid by the new 
company had becn taxed as a receipt in the hands of the old company, 
there was no diffcrencc from thc rcvenue aspect. In reply to a question. 
he stated, "When the assessment (of the old company) was re-opened by 
the Income-tax Officer in September 1965, then if it was the same I.T.O., 
obviously hc should have thought that there was another case also and he 
should have linked it up. I admit this is logical". 

1.208. In reply to a written question, the Ministry have stated that the 
Income-tax ORcer who made the assessment of the new company on 19th 

Febnlary, 1965 was the same who reopened the assessment of the old com- 
paby on 22nd September, 1965. 



1.209. The Committee observe that in tbe original aasessmeh of the old 
company for the year 1960-61 made in March, 1962 an amount of E2.5 
l a b  representing management fee paid to tbe holding company in London 
was allowed as reasonable expenses. On this Mi £82,707 allocated by 
the old company to the new company as its s b e  of management fee wm 
allowed by the assessing officer in the assessment of the new company for 
that assessment year made in February, 1965. The assessment of the OM 
company was, however, reopened in September, 1965 when the managemmt 
fee of £23 lakhs origindy allowed was reduced to f l  lakhs. The amount 
of £82,707, however, allowed to the new company as its share of the tow 
management fee remained unaltered. The Commitfee feel that, after nvk 
ing the assessment of old company the income-tax officer, who had also 
made the assessment of the new company, should have reopened it and made 
a consequential change therein. This unfortunately was not done. 

1.210. The Committee note that the question o@ disallowance is DW 
under appeal to the Tribunal. After a final decision is reached, appropriate 
adjustments should be made in the assessments relating to the old as well es 
the new company. 

Audit Paragraph: 
1.21 1. Any expenditure which is of a capital nature is not allowable 

as deduction in conlputing the total income of an assessee. During the 
previous year relevant to the assessment year 1964-65 an assessee incurred 
an expenditure of Rs. 1,12,084 as prospecting expenses on certain cement 
works. In preparing the Income-tax return for the assessment year 1964- 
65 the assessee himself did not claim any relief on this account. In spite 
of this, the Income-tax Officer allowed the expenditure as a deduction 
against the total income for the assessment year 1964-65 leading to an 
under-charge of tax of Rs. 56,042. Report regarding rectification and 
recovery of the tax is awaited. 

[Paragraph 52(c) of Audit Report (Civil) on Revenue Receipts, 19691. 

1.212. The Committee desired to know the circumstances in which the 
expenditure of Rs. 1,12.084 was allowed as Revenue expenditure though 
the assessee himself in his return of income did not make the claim. In 
a written reply, the Ministry have stated: 

"lhe assessee had incurred Rs. 1,12,084 as prospecting expenses 
during the accounting year relevant to the assessment year 
1964-65. Though this amount was charged in the accounts, 
it was added back in the return filed. Overlooking this point, 
the Income-tax Officer drew up a draft assessment order allow- 
ing the amount as expense. The draft order was put up to 
his Inspecting Assistant Commissioner For approval, but it was 



returned unapproved. Meanwhile, the Income-tax Officer who 
had put up the draft order was transferred. His successor 
being under the impression that a draft order which had been 
submitted to the I.A.C. for approval must have been carefully 
drawn up by his predecessor, finalised the assessment after 
giving the assessee a formal hearing. While doing so he too, 
missed the point. It was an unfortunate case where the succes- 
sor could not resist the temptation of working on ready made 
material. The Board have issued general instructions on 3rd  
October, 1969, deprecating the practice of blindly adopting the 
draft assessment orders left by the predecessors." 

1.213. During evidence, the representative of the Board stated that the 
new I.T.O. had failed to exercise care. 

1.214. The Committee learnt from Audit that although the assessee. 
company helonged to a high income group the assessment was not subjected 
to check by Internal Audit for about a yea .  till the file was taken for scrutiny 
by Revenue Audit. 

1.215. The Conlmittee enquired why the assessment could not be 
checked by the lnternal Audit Department. In their written reply, the 
Ministry have stated:- 

"The assessment could not be checked by the Internal Audit Party 
before the file was takcn up for scrutiny by the Revenue Audit. 
This happened because they were burdened with tco much 
work. The work-load of the Internal Audit Parties has since 
been lessened and priorities of their work have been fixed by 
the Director of Inspection (Income-tax and Audit). It is 
expected that hereafter it will be possible for the IAPs to check 
up the high income group cases before they are taken up by 
Revenue Audit". 

1.2 16. The Committee enquired whether the Department had ascertain- 
ed that there had been no under-assessment on this account in the assess- 
ments of the company for other years. In their written reply, the Ministry 
have stated:- 

"Yes. No prospecting expenses were allowed for the assessment 
year 1963-64 and earlier years. For the subsequent years 
1965-66 to 1967-68, the pruqccthg expenses haw b w l  di<- 
allowed. Assessment for 1968-69 is pending and then is no- 
claim for such expenses." 



1.217. In reply to another question, the Ministny have stateh that the 
assessment was rectified on 1% June 1969 raising an additional demand of 
Rs. 56,042, which had since been collected. 

1.218. The Committee note that the assessing officer allowed a deduo 
tion in tbis case which the assessee himself had not claimed. The consequent 
Pndercharge was Rs. 56,402. The mistake was noticed neither by the ofacer 
who Mtlally d e  the assessment nor by his successor who actually 6inaIhd 
the assessment. It is obvious that the scrutiny done by both these officers 
was far from thorough. It is also regrettable that though the assessee be- 
longed to a high income p u p ,  the assessment was not scrutinised by the 
Interaal Audit before statutory Audit took up the case. 

1.219. As the short-levy has been recovered, the Committee do not 
wish to pnrsue the case m e r .  The Board should, however, take precau- 
4bm against the recurrence of such cases. 

( j )  Issue of irregular Circular by the Board 
Circular regardins 'Tax Holiday', ere. 

Audit paragraph 

1.220. Profits of newly established industrial undertaking to thc cxtent 
of six percent of the capital enlployed thcrin are cxempt from tax. To 
*cure this "Tax holiday" benefit, the building, m a - h i n q  or plant employ- 
ed in the undertaking should not have becn previously used in any other 
business. Likewise, an assessee introducing new plant and machincry in 
his business is entitled for development rebate to the prescribed cxtent. No 
,development rebate was admissible on sccond hand plant and machinery. 

The Incom-tax Act, 1961, which takes effect from 1st April, 1962, 
amended the provisions relating to 'Tax holidav' hcncfit providins that the 
benefit can also be given in cases where sccond hand plant iind machincry 
of the, value not exceeding 20 per cent of the value of the total asscts, is 
used in a newly established industrial undertaking; but t l ~  valuc of such 
second hand plant and machinery should be excluded while computing the 
capital for purposes of calculating the relief admissible. The conditions in 
the Act relating to grant of development rebate were also 'amended pros- 
pectively, providhg that newly imported sccold hand plant 2nd machinery 
am also entitled to development rebate subject to certain conditions. 

The erstwhile Central Roard of Revenue issued instructions in Decem- 
ber, 1962 that second hand machinery and plant which had been lirnponed 
into India from abroad by an assessee for whom it is a fresh installation 
might tc treated as new for purposes of the prant of dcvelcprnent rehate 
and 'Tax holidav' relief. The value of such second hand imrxlrted plant 
and machmery i s  also included in the capital employed for calculating the 
quantum of tax holiday benefit under the said instructions. In the absence 



of statutory provisions the tax concession by way of development rebate 
upto the assessment year 1964-65 and by way of 'Tax holiday' benefit from 
the date of issue of the executive instructions to date, on second hand irn- 
ported plant and machinery is extra legal in natum. 

[Paragraph 64(a) of Audit Report (Civil) on Revenue Receipts, 1969.1 

1.221. Under the provisions of the Income-tax Act [Section 33(1) of 
the Income Tax Act, 19611 prior to amendment by the Finance Act 1964, 
the plant and machincry should be new in order to become entitled for 
development rebate. This condition was, however, relaxed [by the intro- 
duction of section 33(1A) in the Act by the Finance Act, 19641 in favour 
of imported plant and machinery, with effect from 1st April, 1963. Prior 
to the introduction of the above amcndment in the lnco~nc Tax Act 1961 
by the Finance Act 1964, the erstwhile Central Board of Kevenue in their 
circular No. 40 (XLVII-16) of 1962 dated 3rd December, 1962 isswd ins- 
tructions that second hand machinery newly imponed in India from abroad 
by an assessee might be treated as being ne,w for the purposcs of develop 
m n t  rebate. 

1.222. Further under the provisions of the Income-tax Act, profits of 
newly established industrial undertaking to the extent of six per cent of the 
capital employed therein are cxempt from tax. To secure this "tax holi- 
day" benefit, the machinery plant etc. employed in the undertaking should 
not have been used in any other business under the provisions of the old 
Act. The lncometax Act 1961, which took effect from 1st April, 1962. 
howcver, provided that the "Tax holiday" can be given to those industria1 
undertakings employing second hand machinery and plant also, provided the 
total value of such second hand machincry and plant does not exceed 
20 per cznt of the total value of machinery and plant used in the business. 
The ncw Act also providcd that such second hand plait and machinery 
which docs not exceed 20 per ccnt of the total v : h c  of the machinery o r  
plant, would not be taken into consideration for the purpose of computing 
the capital for arriving at the relief admissible for the newly established 
Industrial Undertaking. (Section 84 of the Income-tax Act, 1961). The 
erstwhile Central Board of Revenue issued instructions that second-hand 
plant and machincry newly imported into India from abroad might be 
treated as new for the purposes of pant of "Tax holiday" relief. The 
effect of the circular is that even for determining the capital employed for 
the purpose of arriving at the quantum of tax holiday relief, the value of 
such sccond hand imported plant and machinery irrespective of any limit 
has to be taken into consideration and relief allowed thereon. 

1.223. The Committee desired to know the considerntions that led to 
the issue of the circular mentioned in the Audit paragraph. The represen- 
tative of the Board read out the following extracts from the relevant file: 



"One of the conditions to be satisfied by new undertakings which claim 
5 year tax holiday is that the machinery and plant of the enterprise to the 
extent of at least 80 per cent of the assets ishould not have been used pre- 
viously for any other purpose. The condition that the machinery should 
be new is also to be satisfied for the gnn t  of dcvelopme,nt rebate as in sec- 
tion 33 of the Income-tax Act. It has been represented that the condition 
that the plant and machinery should be new, should k, treakd as having 
been satisfied by using reconditioned plant and machinery newly imported 
into India from abroad. This request is stated to be justilied on the ground 
that the second hand machinery or plant previously not used in India for 
any purpose represents a distinct addition to the country's industrial poten- 
itial and is, therefore, new so far as India is concerned. There is cmsider- 
able force in this argument. In fact, by considering the difficu1t:es faced by 
.our shipping companies to meet the high cost of new ships and the long 
time needed for having them built, we agreed to grant initial depreciation 
and development rebate on second hand ships imported from abroad if spch 
ships had not previously been in Indian waters by an Indian 0wr.w. It is, 
thercfore, proposed that second hand machinery and plmt not used in India 
previously for any purposes nor used abroad b) any asscssee for any pur- 
pose may be as new machinery for the purpose of the provisions 
nlating to tax holiday and development." 

1.224. The Committee desired to know whether thz concession men- 
tioned in the Board's circular of December, 1962 was supported by any pro- 
visions of the law. In a written reply, the Ministry have stated: 

"Under tk Board's circular No. 40(XLVII-16) of 1962 dated 3rd 
December, 1962, instructions were issued to treat second hand machinery 
and plant which had been imported into India from abroad by an asscssee 
for whom it was a fresh installation as new for the purpose of granting 
&veloping rebate, and 'tax holiday' relief. 

The object behind both the allowances was the development of indust- 
rial potential of India through net additions to assets including plant and 
machinery. One of the conditions to be satisfied by a new undertaking 
which claims the five year tax holiday is that the assets of the enterprise to 

the extent of at least 80 per cent thereof should not have been used pre- 
viously for any other purpose, i.e., they are to be mw. Having regard to 
the object behind the grant of this allowance, the word 'use.' could have 
meant only 'use' in India or use abroad by a person assessed in India. Ttc 
Supreme Court held in Cochin Company v.7. CIT (67 TTR 199) that the 
word 'new' should be read in contradistinction to the, word 'used'. It can, 
therefore, be stated that for purpos:s of Section 33 and Section 80-J, risscts 
which had not previouslv been used in India &re to be treated as ne,w 
because that would represent a distinct addition to the country's industrial 



potentid. T,his view is also in consonance with dictionary meaning of word 
'new'. 'New' m m  'not existing before, now first made, brought into exist- 
am, invented, introduced, known or heard of, experienced or discovered, 
unfamiliar to'. T h r e  should be little doubt on the proposition that second 
band reconditioned machinery imported from abroad for the first time in 
India and not previously belonging to a person assessed in India would cer- 
tainly be new in India. It'would be both unfamiliar to, and introduced for 
the first time in India 'and would satisfy the ctsfirrrition of 'new." 

'The Board's circular of 1962 did not do anything except confirming 
the above view, by way of interpretation of the existing provisions of the 
law. The amendment of Section 33 by the introduction of sub-section 
(1A) with effect from 1st April, 1965 was nothing but putting into statute 
what had been understood and accepted earlier." 

"The Board's view finds support in a judgment datcd 25th February, 
1969 by the Madras High Court in the case of M/s. Fe,nner Cockil Private 
Ltd. (73  ITR page 15 short notes). The High Court held that relief under 
section 15C had bccn properly allowed on machinery which was as new as 
a reconditioned machinery could be. The decision is not being contested 
before t!~e High Court." 

1.225. During cvidcnce, the representative of the Board stated that the 
Board had the powers to issue instructions to its subordinate officers indi- 
cating how a particular provision of the law was to be interpreted. 

1.216. Asked whether the Board could issw instnictions contravening 
the provisions of the Act, the Finance Secre,trlry stated: "Nobody can issue 
instructions legally which are contrary to any provision in the Act." 

1.227. The Committee ~nquired  whether, as recommended by the Pub- 
lic Accounts Committee in an earlier Report (46th Report-Third Lok 
Sabha), instructions of the nbovc nature wcre issued in consultation with 
the Comptroller and Auditor Gemral. The representative of the t3oxd 
stated: "Yes, we do. There may be omissions. But we do consult when 
we issue such sort of relaxations. Before we issue, we get their consent." 

1.228. The Committee, understand from Audit that section 60 of the 
Income Tax Act 1952 empowered the Central Government by notification 
in the official Gazette to make an exemption, reduction in rate or other 
modification in respect of income-tax in favour of any class of income, or  
in regard to the whole or any part of the income of any class of persons. 
Provisions corresponding to the above section are absent in the Income 
tax Act, 1961. 



1.229. The Committee feel that the executive htractio& issued by 
the Board in this ease were contrary to the provisions of law ae it tkp 
stood. In December, 1962, when the Board issued instructions mkbq 
newly-imported second hand plant and machinery eligible for Tax Holiday' 
and Development Rebate benefits, the positha in law was tbat no dew- 
lopment rebate was admissible on second hand plant and machinery. 'Tax 
holiday' was admissible to a newly-established industrial undertaking d u g  
second hand pled a d  machinery, but the law clearly stipulated that the 
value of such second hand plant and machinery should be excluded while 
computing capital for purpose of tax and that it should not exceed 20 per 
cent of the total vahe of assets. In view of this position, the Borvd 
&&y exceeded their authority while ifsuing the instructions. 

1.230. The Committee do not consider the concessions extended by 
these executive instructions objectionable in principle. But the concessbns 
should have been extended by the due process of law. The Committee 
note that in regard to development rebate the position has since been legal- 
ised by amendment to the Act which came into effect from the assessment 
year 1965-66. Similar action shonld also be taken to give due statutory 
ba- to the tax holiday concessions extended by tbe executive instruc- 
Cians of 1962. 

Treatment of rent-free accommodution for the purpose of Itrcoure-lox: 

Audit Paragraph 
1.231. Where as assessee receives a perquisite by way of lent-free 

accommodation providcd to him by his employer, the value of such per- 
quisite is taxable as part of the assessee's income from salary. Thc value 
of the rent-free accommodation to be included in the assessment is cal- 
culated at prescrikd percentage of the salary ra-ived by the asscssec and 
the term 'salary' for this purpose includes bonus or commission payable 
to the assessee monthly or otherwise. 

According to the instructions issued in 1956 and 1960 by the Central 
Board of Revenue, bonus or commission which was voriabk and which 
was less than 50 per cent of the salary was required to he excluded for the 
purpose of cornputting the value of rent-frcc accommodation. Thev: ins- 
tructions being conflict with hte definition of 'salary' for the purpose of 
calculating the value of rent-free accommodation as given in the Incomc-tax 
Rules, the Central Board of Direct Taxes issued in 1965 instructions with- 
drawing the earlier circulars of 1956 and 1960 with effect from the assess- 
ment year 1965-66 but directing that assessments for 1964-65 and ealicr 
years should be completed on the basis of the instructions contained in the 
circulars of 1956 and 1960. The, circular of the Board issued in 1965 
thus permitted continuance of the procedure which was otherwise irregular 



upto the qssessmnt year 1964-65 without giving the assessing officers any 
opportunity to follow the correct procedure e,ven where such action was 
possible after issue of the Board's circular. 

A test check in six charges of Commissioners of Incomc-tax revealed 
that 116 cases could have been rectified immediately after tho issue of the 
Board's circular of 1965 but these m r c  not rectified and rectification subse- 
quently became time-barred. The under-charge of tax i n v o k d  in these 
cases was Rs. 1,60,209. In 19 cases involving under-charge of tax of 
Rs. 13,481 it has been noticed that rectification is still possible under 
the law but the same, has not been carried out. 

[Paragraph 64(b)  of Audit Report (Civil) on Revenue Receipts, 1969.1 
1.232. During evidence, the rcprcsentative of the Board read out the 

following extracts from the, circular of 1965: 
"Instructions were issued in both Circular No. 2D of 1956 datcd 

19th January, 1956 to thc cffcct that variable bonus or com- 
mission which is not in excess of 50 per ccnt of the sulary 
should not bc. included in thc tcrm 'salary' for the purpose of 
computing thc value of perquisites of rcnt free xcommodation 
provided to an employee. . . . . . . . It was affirmed in Board's 
Circular No. 15 (LVIII-15) D of 1960 dated 28th June, 1960 
that the earlier instructions on this point should continue to be 
followed. Thcse instructions have. however, been found to be 
in conflict with thc definition o f  'salary' in clause ( 2 )  of the 
Explanation to Rulc 3 of the Income-tax Rulcs 1962, accord- 
ing to which sdary includes rntcr. d i n  bonus or commission 
payable monthly or otherwdsc. I t  has, however, bccn decided 
to withdraw the instructions rcfcrrcd to above with cffect from 
thc :Isscs.;nlcnt year 1965-66. Asscssn~ents for 1964-65 and 
cxlicr yc:irs $l~nuld howcvcr be conlplcted on thc basis of thc 
instructions of the carlier circulars." 

1.233. Asked u,l;cn thc instructions issued in 1956 and 1960 wcrc 
fnuncl to bc i n  conllict with thc Incornc-tax Rulcs, 1962, why the Board in 
their Circular of 1965 hitd dirccted that all asscssmcnts prior to thc assess- 
ment year 1965-66 should hc completed on the basis of thew instructions. 
The rcprcwntntivc of thc Board stated: "This Circular was issued on 15th 
Jiinunry. 1965 whcn ;I major portion of the financial year was over and 3 
l a r p  n u m k r  of assessments must have been completed by the. . . . . . . . . . I t  
would, therefore, Ir inequitous to make some cases according to this and 
others accor&np to the old instructions. That is why there was a decision 
to apply it  uniformly from 1965-66." In reply to another question whether 
the Board had not knowingly allowd an illegality to continue in this case, 
he " .  . . . . . . . k o m  thc administrative point of view, it would have 
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mcant a large number of assessments where the revenue m y  not be 
large. " 

1.234. The Committee note that in terms of the Board's instmctlons 
of 1956 and 1960, variable bonus or commission not in excess of 50 per 
cent of salary was required to be excluded from salary for the purpose of 
computation of v a k  of rent-free accommodation. These instructions, be. 
ing in con- with the debition of the term 'salary' in the Income-tax 
Rules, 1962, were withdrawn by the Board in 1965. While withdrawing 
these instmctions, the Board however, directed that assessment for the 
year 1964-65 and earlier years should be completed on the bask of earlier 
btmctions. In the opinion of the Committee, it was not corned on the 
part of the Board to have given such a direction. They feel that after the 
Board had come to the conclusion that their instructions of 1956 and 
1960 violated the stautory provisions, they should have applied the correct 
provision with immediate effect and taken rectificatory action wherever 
possible. By not adopting this course, the Board not only lost a sizeble 
amount of revenue (over Rs. 1.60 l abs)  but also directed an illegality to 
be continued till the close of the financial year. The Committee trust 
that the Board will take care to avoid such mistakes in foture. 

Treatment of assets partlj used for hltsiness and partly f o r  n o ~ ~ - b u s i ~ ~ ~ . r s  
purposes 

Audit Paragraph 

1.235. If an asset is used partly for business purposca and partly for 
non-buincss purpscs, the assessee under the provisions of thc. Incomc-tax 
Act is entitled only to t3c fair proportion of the full depreciation which 
would be allowable if the asset was wholly \o use. The nllowancc is to 
be caiculatcd on the asset as a whole. Funhc.1. .is per thc \1:1tutc, \< rit1i.n 
down value is to be ;irriwd nt by dcducting from the actual cost of a n  a w t  
to an assessee, all depredation actually allowed to him undcr thc Act. It 
was judicially decided in a number of cases that while arrjvinp at the u'rit- 
ten down value of an asset. only thc depreciation actually allowed t i )  thc 
assessce should be taken into account and not any notional dcprecintion 31- 

lowance permissible under the Income-tax Act. 

As it was found that thc correct procedure of the :illowancc~ of depre- 
ciation in respect of partly used assets was not being follo\vcd by thc deparr- 
ment, the issue was taken up with the Board in March, 1966. Though 
the Board's attention to the correct legal position wac rpecifically drawn in 
March, 1966, the Board isswd a circular in October, 1967 for the guidance 
of the assessing officers that in respect of partly used assctr cmly propor- 
tionate cost of the aswt should be taken as the actual cost for purposes of 
allowing depreciation or alternatively the full depreciation allowable (not 



depredatica actually allowed) should be taken into account for the pur- 
poses of computing the, written down value for the next year. 

While thcse circular instructions of the Board to the assessing oficers 
may indicate the true intention, they arc not in consonance with the Inw as 
worded or judicially interpreted. 

[Paragraph 64(c)  of Audit Re,port (Civil) on Revenue Rcccipts, 1969.1 

1.236. At the instanm of the Committee. the Ministry have furnished 
a gist of the following judicial deaisims on the subject:- 

Narnc of case Reference t o  Gist of the decisions 
the volume 
and page of 
Income-tax 

Reports 

'Venkatarn Lalrshminarayana v .  43 ITR  526 Depreciation nn a car used for  both 
GIT (Andhra Pradesh High (decided on business and non-business Fur- 
Court)  7-9-1 960) poses hail been allowed in pro- 

portion 10 the use of the car for 
husiness purposes. F o r  c o m p t m g  
the terminal hcnefit on the sale 
of the car u;a ~ o ( z )  (vii), the Income- 
tax officer took the  written down 
value of the car on the hasis of dcp- 
rcciaticin :Ilo\\.ablc a r d  not act~.nlly 
allowed. T h e  court held that the 
~ l c u l a t ~ u n  should have been based 
or, Jcpreciation actu;illy allmvcd. 

C.I.T. a. Dhararnnur Le.~illcr h3 1'1'K 156 I n  th:s case. no dcprcciation had 
C;oth Cqmpnny Ltd .  (SC) ( I - I  ;):en actuall> a1 lowJ  in earlier : eprs 

,111 husinesh assets used solely ! \ , r  the 
I-u\mc\s. T h e  Supreme C o u r  !.eld 
1!-ar dcprcciatio?. ":ri~tuall~ u I :<>~cd ' '  
(jnly \\a r c r  he  co:isldrrcc! tul r,e!cr- 
nli!?i~l& the u ~ i t t r ! >  ~ O N I >  \;>:LC of 
the &sets in question. 

Allicrl I'dblirhtrs Pr~va!c 1,td.. 6 S I T R  546 In thc CJSC of 3n ~ S S C ~  used partly 
v. C. ~ I .  T .  (t3ornbay I I I ~ ! ~  (&. 15-9-1967) ftir busmess o r  profession and 
~Cour!, p m l y  for personal purpobo,  t h e  

proport~tmate dprccintiorl sllcruli! be 
calculated nor by taking propor- 
: onatr par7 of the coal  of assel>. but 
1.). deducting froni the cost of azcets 
Ihc actual deprec;ation alloweu for 
~ ~ 1 s t  u r r .  T h e  u u r t  observed that 
thc exPrch\ion "depreciation ac!ually 
.~lloweli" in Scction l o  ( ~ ) ( b j  o l  the 
Indian Income-tax Act. 1922 means 
~iepreciat of \vliich the assesbee has 
rcceived effectwe advantage or  benefit 
and not  merely deprec~ation which 
1s notionally ~ l l o w e d  or ~ h j c h  is 
allowable." 



1.237. The Committee enquired whether, at the time oflissuing the. 
Circular in October, 1967, the position brought t o  the notice of the Board 
by audit was kcpt in view. In their written reply, the Ministry have statcd 
as folows: 

"When the Board issued the circular in  October, 1967, the views of 
the Audit were before them. They had already considered the 
implication of the cases in question and felt that the Andhra 
decision was not acceptable in principle and the Suprenle Court 
decision also was clearly distinguishable. Though no appeal 
had bccn filed to thc Supreme Court against thc Andhra ruling 
(thc revenue yield u a s  very small i.n that casc), n sli~nilrtr 
mattcr decided by the I3enches of the lncomc-tax Appcllatc 
Tribunal was taken by the Department in refercncr: applica- 
tions to the Suprrnx Court. At this stagc the Law Ministry 
also had adviscd that the rcferences f i l d  might bc pursued. 
The Supreme Court decision was distinguished on thc g r o u d  
that they were concerned with a casc wherc thcrc was n o  dis- 
pute about thc asset beinp a busincss asset, while the Andhra 
ruling had been given in a case in which the s s c l  in qucstion 
was used partly for business and p a r t l  for pcrsonal purposes. 

The Board, houcvcr, reconsidered the mattcr aftcr the Bomh;ly 
High Court decision in the casc of the Allicd Publishers Pri- 
vate Ltd. Initially this dscision too was not acccptcd and a 
rcfercnct application was authnrissd. but thi. High Court 
declined to grant Icaw of appcal to the Suprsmc Court. 
Meanwhile. on an identical print irl anothcr c : ~  the ~liattcr 
was refcrrcd to  thc Ministry of L a n .  who did not agrw wit11 
the De,partment's vicws. In this c h a n p i  contcxt, thi Ronrd 
decided to withdraw instruction\ dstcd 18th O c t o l ~ r .  1967 and 
a circular dated 4th Novembcr, 1969 was issuccl ( P .  No. 10' 
7269-IT-ATI) superseding the earlier instructions." 

1.238. During evidence, thv rcpre\entativc of the Board stated thdt 
the Department wa5 firmly of the view that the instruction\ of Octobcr. 
1967 and the procedure detailed therein were correct. the Department 
wanted to appeal to  the Supreinc Court against thc Bombay High Court 
decision in the Allicd Publishers caw a it bclicved that thc contrary vlew 
was not tenable. But the High Court refused permission. T k  Dcpart- 
ment thought it bet!er to  be uniform. 

1.239. The Committee enquircd whether thc Department proposed to 
rectify the assessments based on the old instructions. Thc represcntativcs 
of the Bdard stated that if an assessce fclt that the basis of assessment was 
not in his favour he had the right to go in for appeal. 



1.240. ' h e  Committee note that, according to the law, ss judicially 
bterpnted, the ~t'kten down value of an asset used partly for business 
purposes and p d l y  for non-business purposes is to be arrived at, after 
deducting from the actual cost the depreciation s~ctually allowed to an 
assessee and not any notional depreciation allowable. The Committee 

.regret to observe that even though Audit drew the attention of the Board 

.to the fact that the practice of deducting the notional allowable depreciation 
followed by the Department was not compatible with the judicial interpre- 
tation of the law, the Board allowed the old practice to continue. Even 
in October, 1967, when the law on the subject had sufficiently crystallised, 
.the Board isslled instructions which were at variance with the law as inter- 
preted by judicial authorities. The Committee note that after the Bombay 
High COW refused leave to the Department to appeal to the Supreme 
Court in a case bearing on the point, it withdrew the aforesaid instructions. 
The Comnlittee desire that bdore issuing instructions in such matters, the 
Board sho~uld invariably take into account the inerpretation of the law by 
the judiciary and take adequate l q a l  advice. 

1.241. The Committee would also like to stress that if Government 
feel that n law,  as judiciary interpreted, does not properly translate the 
intention underlying the law, they should come before Parliament with an 
amending Bill. It is not appropriate to get round difficulties of th3  natl~re 

'by issuing instructions which are incompatible with the law as interpreted 
by the judiciary. 

Audit Paragraph 

1.242. ( 3 )  In thc caw of two comprnics in which the public w r :  not 
subsequently intcrc~ted. it was noticcd that no additional super tax was  
levied hy the department, even though such additional super-tax was levi- 
able. In the case of onc company. a demand for additional super-tax for 
a total sum of Rs. 1,52.183 has since been created by the department for 
the asscssnlent years 1956-57 and 1958-59. In thc casc of the other com- 
pany, no action can bc takcn hy the dcpartment, as action to 1cvy additional 
super-tax f3r thc nssessmcnt ycar 1962-63 has already become time-barrcd 
under thc Incomc-tax Act. 1961, resulting in a loss of rcvcnuc of Rs. 
61.656. 



''thirty seven percent" in the case of any other company (25 per'cent in the 
case of a aon-trading company as amended by the Finance Act, 1965) on 
the, 'distributable income' as reduced by the amount of dividends actually, 
distributed and other expenses specifically provided, 

The prescribed percentage of dividends to be distributed have been. 
provided in the Act as under: 

(2) 111 the case of a cornnany where husi- 45% upto assessment year 1959-60 
ness consists wholly in the manufacture 50% for 1960-61 ana 1961-62 
or processing of goods or  in mining or 45-y" from 1962-63 t o  1964-65. 

in the generation or distribution of' 
cleclricity or power. 

(The Finance Act 1965 arnendcil the pro- 
visionr of the Income-fas :kt so  as t o  
csernpt completely such c:mpanies from 
the provisions vf a2Jl:;o::ai Super- 
ta../income-tax). 

1.244. The Conlmlttee were infornlcd by the representative of the 
Central Board of Direct Taxe5 that proceedings under Section 23A had 
been completed in the first case on 3rd January 1963. Howevcr, the 
demand ncnice wuld not be sewed because of a restraint order issued by 
the Calcutts High Court. In thc second case, the Department had not ac- 
cepted the Audit objection. The Comptroller and Audior General inforni- 
ed the Conunittee that a letter dated 17th December, 1969 was rcccived in 
his office on 18th December, 190!9/19th December, 1969 just on the eve of 
the consideration of the matter by the Comm~ttee. 

1.245. The Committee learnt from Audit that thc Board had prescribed 
a register to watch the action for levy of additional tax under Section 23M 
104 of the Income-tax Act, 1922/1961. The Committee enquired whether 
the prescribed registers had been maintained by the two Income-tax Officers 
concerned. The representative of the Board stated: "It is an old case 
wlich relates to the assessment year 1956-57. . . . . . . .It is not possible ta 



trace the& old registers even though a search was ma&." Asked whether 
it was possible that the prescribed registers night not have been maintained 
by the officers concerned, the witness stated: "It may be possible." 

1.246. The Committee enquired whether any record was maintained in 
the Departmem to show as to which particular lnwm- tax  Officers had 
repeatedly failed to levy additional tax under Section 23M104 of the old/ 
new Act. The representative of the Board stated: "We haw taken steps to 
maintain (such) a register from January, 1966." In reply to another 
question he stated: "If such mistakes would occur against the name (of an 
Income-tax Officer) again and again, we arc going to take action." 

1.247. Under Section 23AI104 of the 1922/1961 Act, if a company in 
which the public are not substantially interested tails to distribute a pres- 
cribed percentage of ie distributable income as dividends within a specified 
period, it is liable to pay additional super-tax. The Committee note thrd 
in respect of the first company mentioned in the Audit paragraph, the addi- 
tional super-tax was not levied for a period of three consecutive years. 
The tax that was omitted to be levled for these years was calculated as Rs. 
1.5L183, but the Department ltas not been able to recover the money, 
owin:: to a restraint order passed by court. The Committee would like to be 
apprised of the further developments in this regard. The Committee 
would also like the Board, after the case is fiaally decided by the m r t  to 
r\arnine whether there was an omission on the part of the assessing 
officer and, if so, to take appropriate action. 

1.248. The Committee note that the second case, where according 
to Andit, there was an omission to levy super-tax of Rs. 61,656, L st i l l  
under correspondence. The Committee would like the case to be settled 
early and steps taken to recover short-levy, ff any. The Committee would 
also like to be furnished with particulars of cases where action under see- 
tion 104 had become time-barred during the three years 1966-67 to 1968- 
69, together with the approximate revenue torgone. 

Outstanding cases rn which penal Suller-tcix/lnr,on~e-t(1x rrnder Sectiorl 
23A 1104 of Income-Tax Act .  1921 1961 is to be levietl for faillire 

to distribute the statutory percentage of dividentlr, 

1.249. Audit Paragraph 

'3) Nun'7cr of c w \  ncn.iing ; I S  on 1-.+-1967 . . . .  3 ,959  

(I,'' Numbcr .>Fcascc added during 1967-68 , . 4,676 
( c )  N,lmhi.r of c a w  di~posell ofduril'g 1967-64 . . . 5 ,258  
[J) Nlm!xr of cases dpcnding on 31-3-1968 2,477 

( e )  A7 ?:.,ximate amount of aJJilional tax involved . . . Rs. 302 lakhs 

[Paragraph 69 of Audit Report (Civil) on Revenue Receipts, 1969.1 



1.250. Under the Income Tax Act, 1961 if the Income Tax 0 h c e r  finds 
the profits and gains distributed as dividends by a Company within twelve 
months immediately following the previous year are less than the statutory 
percentage of the distributable income of the Company of the previous year 
the Income Tax Officer should pass an order levying penal Super-tax/ 
Income-tax on the undistributed income at the prescribe,d rates. The addi- 
tional levy should be made befon: the expiry of four years from the end of 
the assessment year relevant to the prcvious year or before the expiry of 
one year from the cnd of the financial year in which thc assessment or rc- 
assessment of the profits of the previous year is made. whichever is later 
(vide Section 106 of the Income Tax Act. 1961). Under the provisions 
of the old Act (Tncom Tax Act, 1932) no such time-limit for passin: an  
order levying penal super-tax/inconie-tax was prescribed. In the absence of 
any time-Limit in the old Act, the Board issued instructions that the time- 
limit prescribed under thc new Act should also be followcd in respect of 
cases under Section 23A. 

1.251. An analysis of the year-wise pendency of caws together with the 
estimated amount of tax involved, as on 31st March. 1969 is given he lo^ :- 

Assessment Year No. of Estimated amount of 
cases tax involved 

( In  thousands of Rs.) 



1.252. h e  Committee desired to  know the position of pendency as 
o n  30th September, 1969. 

(a) under the Old Act, 1922; and 

(b) under the New Act, 1961. In a written reply, the Ministry 
have stated: 

"The information is not readily available and is being collected 
from the Commissioners 01' Income-tax. It  may, however, 
be stated that the total number of such cases pending Jn 
1st July, 1969 was 2,990." 

1.253. During the course of cvdcnce in January, 1969, thc Com- 
mittee were informed by the representative of the Board that instructions 
were proposed to be issued impressing upon the C o m m i ~ s i o n c r ~  nf 
Income-tax the need to completc all the cases 'pending under the Old 
Act by 30th September, 1969 at the latest. The Comnlittcc desired to  
know whether the above target had bcen achieved. In their reply, the 
Ministry have stated: 

"Instructions were issued for the completion or cases falling u,/s 
23A of the Income-tax Act, 1922. It was, however, not 
possible t:, finish the cascs within the target date of  30th 
Septembcl. 1969. The Ministry expects to  get these cases 
finalised by 30th September, 1970." 

1.254. The Committee are concerned to observe that the number of 
outstanding cases in which penal Super-tax/Income-tax under Section 
23A/104 of the Income-tax Act, 1922/1961 is leviable has risen from 2477 
as on 31st Marcb 1968 to 2593 as on 31~t  M W C ~  1969. The B ~ O M ~  of 
tax involved which on 31st March 1968 was Rs. 3.02 crores rose to Rs. 4.31 
c rors  on 31sl March 1969-411 increase of over 50 per cent. The 
Committee note that the Board had h u e d  instructions to the Commission- 
ers of Incometax to complete all the cases pending under the old Act by 
30& September 1969. This could not be done and the indication now 
is that it would take another year to clear these cases. The Committee 
would l i k  aU the caws pending under the old Act to be finalised by the 
new t a d  date (30th September, 1970) and substantial progres.9 also 
made towards the clearance of cases pending under the 1961 Act. 



( 1  ) Other Topics of interest 

Under-a~scssment of tax due to incorrect determination of status of 
assessees. 

Audit Paragraph: 

1.255. Under the Income-tax, Act, 1961, a company being a manu- 
facturing company would be deemed to be a company in which the public 
are substantially interested if n x  less than 40 per cent of its shares are 
held by the public. 

In the case of a manufacturing company it was noticed that the 
department treated the assessee as one in which the public were subs- 
tantially interested despite the fact that in the previous year relevant to 
the assessment year 1964-65 less than 40 per cent of the equity share 
ca,pital was held by the public. The mistake resulted in an under-ohnrgc 
of tax of Rs. 23,06,458. 

[Paragraph 49-Audit Report (Civil) on Revenue Receipts, 1969.1 

1.256. Under the provisions of thc Income-tax Act, 1961, 2s they 
s t c ~ d  y io r  to amendment by the Finnncc Act. 1965. a manufacturing 
cuinpany would bc treated as a "company in which the public arc subs- 
tantially interested" if. in addition to not being a private company as 
defined in the Companies Act. [also in section 2118) of Income-tax Act. 
19611 if it fulfilled the following three conditions: 

( 1 )  Its shares (not being shares entitled to a fixed rate of dividend) 
carrying not less than forty per cent of the voting power had h e n  allotted 
unconditionally and held by:- 

1i) the Government or 

( i i )  a corporation estabiishcd by the Central-State or provisional 
Act or 

(iii) the public [not being a director or a company to which 
section 2(18)(b) does not apply]. 

(2) Its shares during the previous year had been the subject of 
dealing in any recognised stock exchange or should be freely transferable 
by the holder to the other members of the public. 

( 3 )  The affairs of the company or the shares carrying more than 
sixty per cent of its total voting power had at no time during the relevant 
previous year been controlled or held by five or less persons. 

1.257. Under the prwisions of the Finance Act "companies in which 
public are substantially interested" are liable for lesser rate of tax than 
other companies. 



In the'case reported in the paragraph, the company had issued. 
28,00,000 prdinary s h a m .  The kllowing entities held the 28,00,000, 
shares indicated against each: 
-. ----- - 

No. of 
shares 

----- 
( I )  Non-rcdeint (foreign) company . . . 16,80,ooo 

(2) Directors . , , . . . . 274 
(3) Resident cornpanio . . . . . 3,01,576 

(4)Othcrs . , . . . . . 8,18,150 

I .  . . . . . 28,00,000 

--.. - - - - - .- - -  ..-. ____- - 
It would bc observcd that more than 60 per cent of the shares were 

hcld by the nun-resident company and the Directors. 

1.258. During evidence, the representative of the Board stated that 
thi: Ministry had accc'pted the Audit objection. 

1.259. The Committee desircd to know the circumstances in which 
thi  n~istnke \ w s  made by thc Income-tax Officer concerned. Thc 
r i 'prc~ent ;~t iv~ 's  0 1  the Ministry of Finance and thc Central Bsard of 
Dirtct 'Taxeh statcd that thc Income-tax Act was amended in 1965 to 
ni i ihc  it clear that the companies of the type referred to  in the Audit para- 
graph wcrc eligible for a lower rate. The mistake made by the Income- 
tas  Oficcr way that hc applicd the aforesaid amendment with retrospec- 
tivc cfTcct. Thc Board had agrced with the Audit view that the Finance 
Act of 1965 which operated from 1st April. 1965 was not retrospective. 
But the vicw cxpresscd by an cmincnt authority on Income-tax Law- 
w;i, th:lt the said ;mcndment was only clxificatory in rnturc and did not 
niakc any change in the position of the law as it existed prior to  the said 
an ixdmcnt .  The rcprcsentativc of the Board added that this interpre- 
ta t im h:~d also s t o o d  thc tcht of appcal in the Calcutta High Court. 

1.260. The  Committee cnquircd whcther the Board had ascertained 
that there had not been short-levies on this account in  the earlier years' 
dSse\menlS 01 the assessee. The Finance Secretary stated that the 
change in the structure of the Corporate Tax, with higher rate for com- 
panics in which the public arc not substantiaIly interested, was effected 
only from the year 1964-65. Prior to that, effective rate of Income-tax 
and Supcr-tax payable by all types of companies including the ones in 
which the public were not substantially intcrested was the same (vi:. 25 
wr cent).  So. there could not have been any short levy on this account 
in thc earlier ycnrs' assessments of the company. In  the subsequent 
w a r s  also there could not have been an under-assessment o n  this acmunt  
as the company became eligible fo r  the lower rate according V the law. 



1.261. The Committee desired to  know the policy of Governlnent 
i n  regard to treatment of companies of the type referred to in the Audit 
Paragraph for tax purposes. In a written reply, thc Ministry have stated: 

"The Government's basic policy regarding the taxation of  jnconlc 
of companies has becn to divide companics into two broad 
categories \ti:., those in which the public arc substantially 
interested and others in which the public arc not substan- 
tially interested, and impose s.)mc additional tax liability 011 

the 1attc.r. (For  convcniencc, thcsc. two types of conlpullics 
will be referred to later in this r c p l  as "widcly hcld" ;11ld 
"closely held'' companies respectively). Prior to 1963. 
additional liability attached to the closely hcld cmnp;inies in 
the form of an obligation to distribute a minimum spccificd 
percentage of their protits as dividend, failing which they \\.cr< 
required to pay an additional amount of tax on its undistri- 
buted profits. Since 1963. n closely held company is. in 
addition to this liability, alsi\ rcquired to pa!. tax at a vale 
higher than that by a widel! hcld company .m its income. 

Section 2( 1 8 )  ( b )  of  the Income-tax Act, 1961 lays down the 
test of "a company in which thc public arc substantially 
interested". One of the tests is whethcr 5 1  per cent o r  marc 
of the equity capital is held by the public. Another test is 
whether the controlling interest in the company is hcld by 
five or  less persons. For  both thcse purposes, thc sh;ires 
held by a company were k i n g  treated till 31st March, 1965. 
as those held by one person, irrespective of whether or not 
it was a widely held company. However. with cffect from 
1st April. 1965, Section 3,( 18)  was arnendcd so ;is to trcat 
the shares held by widely held conipanics :is thosc held hy 
the public. The benefits of this amendment would he 
available in respect of the shares held hy both Indian and  
foreign widely held companies". " I t  has bccn thc Govern-, 
ment's poiicy to  encourage widcly hcld forcign conipnnies to  
participate in India's industrial development through their 
Indian subsidiaries rather than their Indian branches. This 
policy is in  keeping with thc intentions of the I..cpislature 
which would be evidcnt from the following observations made 
by the Select Committee while considering sornc dr;iiting 
change< relating to Section 2(  18)  ( b )  before the Jncomc-tax 
Act, 1961 was passed: 



"The Committee have substituted the words 'not a private 
company' for the words 'public company' in conformity 
with Scction 23A of the existing Incornc-tax Act so  that  
forcign companies are also included within the definition 
of a company in which public arc substantially interested." 

The tost5 oi "a conipany in which the p u b l ~ c  are substantially 
intcrcstcd", as laid down in Section 2(18)(b) are capable of 
application in tho case of a forclgn com'pany and would have 
to be 53 applied for determining whcther an Indian subsidiary 
of a foreign conipany is a widcly held company. In such 
cases unless the foreign company satisfies the test of a widely 
held company, thc Indian company would havc to be taxed 
as 3 cIowly hcld company". 

1.267. During cvidcncc. the rcprcscntativc of thc Board addcd, ''It 
(tlic policy pursued by tllc U u r d  in this regard) is uniform. Thcre may 
bc wlnc s l i p .  But i l l  ordcr to  avoid such a situation we havc concsn- 
tratcd all company cases with one oficer so  thnt there nlay bc uniformity 
in handling thcsc ci~acs. That is how wc try to scc thnt the law is applied 
unifnrmly". 

1.263. 'The Coninlittcc pointed J U I  tha: a foreign compariy did not 
;~ur,mi;tric;~lly hcconlc a cr)nip;tny under the Indian Income-tax Act. It 
bec;lme st, onl\ when :i nl)tilication to thih clTect was iwucd by the Board. 
The C : m m i t t c ~  cnquisc~]  \vhCthcr in  c ~ c s  ~ h e r c  ~ i rch  ;I notification was 
not iscuid. th:sc W;I\  not ;I p~ssi \ i l i t \  of forcigr, companies escaping 
; ~ ~ + ~ - . n ~ c n t  under Scctirin 2 3  1 A j .  Thc rkprcs~.nt:~tivc. of the Board 
stated. "We 41;t l l  look into that. We appreciate thc suggestion". 

1.260, 711~ Comrl~ittec cfc5irc.J to h n w  thc nunibcr of cases whcrc 
3 nl;ijor portion of the sh;trcs issued by :in Indian company was hcld by 

lorcign con1p;lny and its status wiis trc:ttcd as 3 company in which thc 
public arc subst:lnti~lly intcrc\tccf. In 3 urittcn rc'ply. thc Ministry 
hnvc statcd : - 

"The infcrrmation is n.?t readily avnilnblc and will havc to  he  
collcctcd from the ficld officcrs. who too do not maintain any 



register of statistics incorporating such information. It 
would 'be a p r o d i g i ~ ~  task for them to compile the data by 
referring to the records of cach company for an unspecified 
number of years. The PAC may perhaps like to indicate 
whether: - 

(a) such information shall be collected in the case of onlj such 
lndian companies as have a paid-up ca'pital of Rs. 25 
lakhs and over Jr an assesaed incomc of Rs. 5 lakhs or 
more; and 

(b) the data should be that as obtaining on a particular datc, 
say on 1st April, 1969. 

The Ministry are calling for such information from the Comn~issionsrs 
.of Income-tax in anticipation of the Committee's appr~val". 

1.267. The Income Tax Act provides for companies in which public 
:are not substantially interested paying more tax than companies in which 
-public are subtantially interested. According to the Act, as it stood prior 
,to ameadment in 1965, a company in which 51 per cent or more of the 
shares were held by another company was to be treated as a company in 
which public are not sobstantially interested. even if the company holding 
the shares was itself a ~ O M C  company. The Committee note that in thls 
case the assessing officer heated a company of this type (where more than 
51 per cent of shares were held hy a foreign company) as a widely-hcld 
company, with the result that there was an under-assessment of tax to the 
extent of R5. 23.06 lakhs. The mistake arose because the awessirig officer 
gave the benefit of the amendment of the law retrospectively i.c. with 
effect from the year 1964-65, instead of from the year 1965-66 \then it took 
effect. While the Committee note that the amount of short-levy has since 
been recovered in this case. they cannot help observing that in giving the 
benefit of the amendment to the company in question with rctrospecfive 
effect, the assecsing officer had gravely erred. 

1.268. The Committee observe that a foreign company cnn he treated 
as a company for the purpose of lndian Incomc-tax only when a specific 
notitication to this effect is ifsoed by the Board. In the absence nf a noti- 
fication, such a company CM be treated only as an Assctclation of Penons 
and will not be called upon to pay all the taxes tbat will devolve on a 
similarly situated Indian company, including the tax liabilitirs arising under 
Section 23A of the Income Tax Act. The representative of the Board 
accepted during evidence that this eitoPtion needs looking into. The Com- 
mittee would like tbe matter to be examined and roitaMe action to be fakcn 

'immediately. 



1.269. The Camaittcb hPd asked for data &oat compenies where a 
major portion of the sham are held by a foreign compaay but tbeu utntor 
for purpose of aa8essmsat ia deemed aa companies in which the public are 
substantially interested. The Cornminee note that this is being collected. 
Tbe Committee would like to awnif this information. 

Treatment of .rwplus loom-iiolrrs 

Audh Paragraph 

1.270. Certain companies which ran jute mills wcrc members of the 
Indian Jute Mills Association. T o  protect themsclvcs against loss result- 
ing from over-production, the mcmbcrs of  the association entered into an 
agreement imposing restrictions upon the hours of work of the members. 
The number of hours of working, called loom-hours, allotted to  the 
different mills depended upon the loomage capacity and the agreement 
providcd that where a mill was unable to  utilisc the loom-hours allotted 
to  it,  th: surplus loom-hours available could bc transferrcd by it 1:) 
another mill. The loom-hours being capital assets. any profit or pain 
arising from their transfer was liable to bc taxed as  capital gain under 
the Income-tax Act in  the hands of the transferor. Aq the loom-hourr 
allotted lo  :r niill remained operative for 7nly a year and as surplus loom- 
I ~ o u r s  of one ycnr could not he carried forward to thc next year, these 
werc, by their naturc. short-term capital assets. hcld by a mill for not 
mow thnn twelve months immediately preceding the dntc of rhcir transfer. 

During thc p r c v i . 3 ~ ~  years relevant to the asscssmrnt years 1963-64 
and 1963-65 four companics trnnsfcrrccl qurplus loom-hours nllnttcd to 
?hciii. 7 h c  profit\ arising from thc tr;\n\fcr wcrc taxcd by the departn??nt 
;I< Icng. t rrn~ c ~ p i t a l  gain instc;~d of ; I \  <twrt-~crrn p i n .  Thic incorrect 
trcntn1:iit of t h C  c:~pitril g;~in rc\ultcd !n ;I total undercharge of 131 of 
Rs. 435.7'2 f )r thc :Iwssrrwnt yc;lr. 1903.64 nnd 1964-65. 

1.271, During cvidcncr. thc represmtative of the B~nr i i  stated that 
lrfter thc receipt of the Audit paragraph, a refcrcncc had heen mode to 
the M~nistry o f  Lnw for legal opinion. Thiq was donc on 10th October. 
1969. - 

1.272. Audit have since informcd thc Committcc that t k  Ministry 
of 1 . a ~  t n  whom the maner had k e n  referred had opcncd that the 
receipts from loom-hours should be treated as revenue receipts and the 
expenditure incurred thereon as  revenue expenditure. 



1.27.3. The Committee note that, occonliqg to ths opinion of the Minis- 
try of Law, receipts from surplus loaa&wa shodd be mted as revenue 
receipts and expenditure incurred thereon as revenue expenditme. The 
Committee desire that necessary action skald be taken in tbe light of this 
opinion. 

Inter-Corporate Dividends 

Audit Paragraph: 

1.274. Out of the total dividend of Rs. 13,56,764 received by a con]- 
pany in the year relevant to the assessment year 1965-66, an expenditure of 
Rs. 1,70,929 in~urred in earning thc dividend uas allowed its deduction 
and the income by way of dividend was taken at the net figure of 
Rs. 11,85.835. This intcrcorpuratc dividend incomc was entitled to 
rebate under the Income-tax Act, 1961. It was noticed that the r&atc 
was calculated with referenw to thc gross amount of Ks. 1.3.56.764 instcad 
of thc net amount of Rs. 13.85.835. This led to an excess allowancc of 
rebatc oi  R>. 59,825 ivith consequent undcr-charge of tax hy a n  equivalent 
sum for the asxssmcnt year 1965-66. An additional dc~i~aritl of tax J! 
Rs. 59,825 has since been created by the department. Pcport regarding 
recovery is awaited. 

1.275, L'ndcr thc provisions of Sc~tiim Y9( I ) ( i v )  c:f Incimc-tax Act, 
1961 as it existed prior to the amcndnient by the Finance Act. 1065. intcr- 
corpora1.c dividends i.e, dividends rcccircd by n Comp~ny from another 
cornpan! arc cuempt Tram Super-tax. \ \ '~th thc mcrccr of Fupr-t:ru rvith 
the Income-tax. the Finance Act. 1965 introduccd a ncw Scction M A  with 
effect from 1st April. 1965 providing that the incomc-tax o n  thc intcr- 
corporax dii.idcnds would bc chargcabk ilt the rate c ~ f  2 5 ' ;  . Thi4 
achieved by granting to the cornpan!. rccci\,ing thL, diviili,r~lj\ a rcduclion 
from the income-tax which is chargeable on its total income of so much of 
the amount of Income-tax calculated at the average rate of Inconk:-tax on 
the incon~c so included as cxcccds an amount of' '2.5'; thcrcof. The 
dividend income included in the total incomc for this purposc is thc nct 
dividend arrived at after dcductinp from ttic groz, divirlcntl thc cxpcnscc 
incurred in earning it. 

1.276. In a note. the Ministry have stated that the mistake arose 
because both the gross and net dividend were shown in the body of the 
assessmeat order. The cav had not been checked by the Internal Audit 
Party. 



1.277. During evidence, the representative of thc Board stated that the 
additional demand for Rs. 59,825 raised by t k  Department had since been 
recovered. 

1.278. In reply to a question, thc witness stated that the case had been 
dealt with by the Company Circle. 

1.279. The Committee &sired to know whether a spccinl review of 
assessments of intcr-corporate dividcnds had bccn made, and, if so, witb 
what rcsults. In a writtcn reply, tiic Ministry have statcd: 

"Such mistakes will not arise in the assessment years prior to 1965- 
66 as Section 85A was inserted by tbc Finance Act of 1965. 
No special rcview has been undertaken so far. The mistake 
may not be of common occurrence". 

1.280. Tbe Committee o h e  that under the Inceme-CP. Act, divided 
hcome received by a company from aaother compnny is entitled to nbtr. 
me rebate Is to be calclllated with reference to the net dividend income, 
after deducting the expenses incurred in earning the dividend Income. In 
Ibe case under report, however, the rebate was calculated with refereace 
to the gross amount of inter-corporate dividend, witbout deducting the 
expenditure incurred in earning it. This resulted in excess rebate of 
Rs. 59,825 bcing granted. M'hile the Committee note that Lbe amount of 
tax short-levied has sincc been recovered. tbcy feel that, with a littfc can 
on the part of the nawsing officer, the mistake could have been avoided. 
The Committ~c :rlw notc that though the caw hclongcd to a company circle, 
I( had not h c n  chcckcd in Intcmal Aadit. The Committee tm* that the 
no:ml will rnsurc that such omiqcinns dn not recur, 

An  Kt Paragraph: 

1.2Ul. The incow from intcrcct on Government wcuri!i~*s htld crr 
on behalf of c r~ twhi l c  nrling Cllicfs and Pr:ncckc of India ns heir private 
pmprccy was exempted from incometax and supcr-tax by a Government 
notification issued on 2lst  Dcccrnhcr, 1930. The above cxcmption was 
subsequently withdrawn by the Cmvernmcnt by a notification dated 25th 
June. 1963 with effect from 1st April, 1963. It was specifically mentioned 
in the explanatory note below the notification that the concession has been 
withdrawn with effect from the assessment year 196344. 
875 LA-7 



lo the case of an ex-ruler it  was noticed that a sum of ks. 1,84,793 
derived as incomc from intcrcst ~ I I  Government securiiizs d ~ ~ r i n g  the 
previous ;.car ~ d e v a n t  to the assessment year 1963-64 was erroneously 
excluded from the totd i~~conic  for m a t  asscssn~c~lt ycar rchultiu; in under- 
assessment of tax of Rs. 1,63,179 (approximately). Report regarding 
:cctification anti recovery of th: t ;n  is  waited (hlarcli, lo63). 

[Paragraph 55 (d) of Audit Report (Civil) on Revenue Receipts, 19691. 

1.282. The Committee desired to know whether the assessment had 
been revised and the additional demand raised and recovered. In a 
written reply, the Ministry have stated : 

"The Commissioner of Income-tax had set aside the wrong asscss- 
meni nlndc under Section 263. Frcsh :tssess~nct~t has since 
been made, resulting in an additional demand of Rs. 
1.57,130/-. Rs. 72,964/- has already been collected, and the 
balance has been kept pending, as to whether the entire interest 
income of Rs. 1,84,795/- is assessable for the assessincnt year 
1963-64 0:. n part of it is as~cssabk for 1962.63 " 

1.283. The Committc: 2nquirc.d w!wthcr the Board has issued any 
specific instructions regarding inconiv of Ex-Rulers fro111 interest on G ~ v -  
ernment securities. In thc:r writtc;i reply. the Ministry Iiuve stated : 

"The tax exemption enjoyed by the erstwhile chiefs and princes of 
Indian States in rcqpcct of intcre\t on Cio~ernmcnt securities 
was withdrawn by thc Government by a Notification dated 
25th June, 1963 with cffcct f rom the assewncnt ycar 1963-61. 
There was a failure to notice thc chance in < I  vcrv fcw ems 
in the year of transition. No similar case for latcr years has 
wmc to t+e notice of the D.,p;rrtmcnt or th,: Aucllt. Hence, 
the Board have not issued an> qxcific instruct~nns on Lhe 
matter." 

1.284. The CommiHee observe that erstwhile ruling chiefs and princes 
of Indian Stat- ceased to enjoy with clwt from Id April, 1963 exemption 
in respect of i n ~ m e  derived by them as intere* on Government secar&iea. 
Ja this case, ho*ever, the assessing omccr gave the bcnefit of exemption to 
such income of an ex-ruler ammnting to RF. 1,84,793 in the mwwment 
year 1963-64, aci a resalt of which there was a short-levy of tax of 
RR. 1,63,179. The Committee conqider this failure on tbe part d thc 
smsesdnp omcer regrettable. 



1.28k The Committee note that, after a fresh smemnenf an additional 
demand of Rs. 1,57,130 was raised om thb account ot which a sum d 
Rs. 72,964 has since been recovered. Tbe recovery of the balance lute be411 
kept pending, IH a questfw lnrs arben whether the entire interest of 
Rs. 1,84,793 perlains to the essessment year 1963-64 or e pert of it b 
assessable in 1962-63. The Committee would like to be apprised of the 
decision in this regard. 



WEALTH TAX, GIFT TAX AND ESTATE DUTY 
( a )  Wealth Tax, Gift Tax and Estate Dury receipts: 

'bdif -pa 
2.1. Thc total receipts from Wealth-Tax, Gift-Tax and Estatc Duty for 

the year 1967-68 and the four preceding years are as follows: 

wealth-tax 

-- 
TOTAL 16.28 1 8 . 1 7  20.99 16 .74  18.37 

Paragraph 72 of Audit Report (Civil) on Revenue Receipts, 19691. 
2.2. The Committee desirad to know the reasons for the fall in the total 

raoeipts under the three direct taxes from 1966-67 onwdrds (except in the 
case of Estate Duty where the receipts for 1967-68 were silghtly more than 
t h e  in 1966-67. In a written reply. the Ministry have stated as follows: 

T h e  Collections of Wealth-tax dtrring the last six years were as 
under :- 

( I :  gurcs ~n m e s  of 
l-wm) - 

Yau Amoun~ 



"It $ san that the collections are almost stationary except for 1965-66 
when there was a spurt in collection by about Rs. 2 crores. The collections 
during 1965-66 were substantially higher because the provisions for making 
self-assessments and also provisional assessments were introduced for the 
first timc in the Wealth Tax Act in that year with the result that the collec 
tions which would have been made in the subsequent years after completing 
the assessments were effected in that year itself. The rates of wealth tax 
have remained almost constant during these years. It was only with effect 
from the current financial F a r  that the rates above Rs. 10 lakhs have been 
raised by 3 per cent. 

The main rcasons for wealth tax collections not showing any appreci- 
.able increase over the years are as under:- 

( a )  Exemption was given for self-occupied property upto Rs. 1 
lakh with effect from 1964-65. 

(b)  Exemption in respect of transferred assets to minor children, 
wife etc. was given with effect from 1965-66 in cases where 
the transfcr is eithcr exempt from gift tax or gift tax has been 
charged thereon. 

( c )  Rule ID of the Wealth Tax Kuks waz introdi~ccd prescribing 
a uniform method for valuing unquoted equity share<. The 
valuation 1s to be donc on the b : ~ s  of book v;iluc a5 shonn in 
ttlc halan,r:-41cct of !Iic ;c'nlp:ln! with :I farther provisio!l f x  
discount nf 15 per ccnt f r i m  the break-up valuc. 

(d)  'I'herc arc scvcrul Suprern2 Court decisions which have 
enlarged thc concept of "debt" deductible from the net wealth, 
to such i t c . ~ r l \  as incoruc-tax liabiiit? c.n ti!: incomc of !hc 
currcnt !.c;ir, t!ic outstanding niivancc. tax iils~;lliwr:!s ; ~ n d  cwn 
the wclth-tax payable for the current year itself (59 ITR 
767. 50 1 l'K 56. 69 [TR S04). 

"The Department has taken several steps to assess Wealth-tax more 
effectively. The minimum penalty kviable for concealment of wealth has 
been increased to 100T o the concealed amount by the Finance Act. 1968. 
The penalty leviable for latc submission of return has also been stepped 
up by the Rnance Act, 1969 to 4 per cent of the assesscd wcolth for each 
month's delay. The department has set up its own valuation cell consistine 
of ofkers taken on dcputation from the C.P.W.D. These officers check 



up @e valuations of immoVable propmy in cases where the * assessing. 
officers are not satisfied with the valuation made either by the assessee or 
his valuer. The department hopes to expand the activities of the Cell, to 
valuation of jcwellary also, shortly. As a result of these 'and several other 
measures taken by the departmeat, the number of wealth tax assessees, 
which was 67057 in 1964-65 has gone up to 1,05,934 during 1968-69. 
The number of assessees as on 30th November, 1969 has further gone up 
to 125203." 

Estate Duty wrd Gift Tax: 

2.3. "The collections from gift tax and estatc duty during last five years 
were as under:- 

(Figures in  Crores of Rupees) 

Year Gift Tax &late 
Duly 

.- "- 
1964-65 . a . . s a , 2.22 5'43 

. . . . . . . . .  1965-66 2'27 6.66 

'The collections of .gift tax have falkn from Rs. 2.27 crores in 1965- 
66 to Rs. 1.51 crores in 1968-69 mainly because of the increase in the 
exemption limit from Rs. 5000 / -  to Rs. 10,000/- with effect from 1966- 
67. Simultaneously, the provision for aggregating of "gifts to sarnc donees" 
was withdrawn. Thc collections of estate duty have rcrnnincd at around 
Rs. 6-7 crores, in spite of the fact that exemption for xlf-occupied proper- 
ties upto a value of Rs. 1 lakh was given with effect from 1st April, 1965. 
The collections from gift tax and estate duty moreover are largely &pea- 
dent upon the number of gifts made by the assessees and tho number of 
deaths during a year." 

2.4. During evidence, the Committee desired to know what arrange- 
ments obtained in the Department for varifying thc values of the propcrties 
returned by the assessee. The representative of the Board stated that a 
valuation cell con4sting of 8 Executive engineers with an Superintending 
engineer at the head had been set up in the Board in 1968. Resides thc 
Department had certain registered volucrc. In reply to :I qucstirm, the 
witness added, "This is 'a new institution which has cornc up, and wc are 



trying to bring in measurcs to check thdr valuation and prescribe rules and 
regulations for their condua. Ih i s  wili bc done ,now because the work 
has increased and we want them to have some systematic line." Asked 
whether the valuation reports of the registered valuers were accepted by 
dra Department, the representative of the Board stated, "Generally, in a 
majority of cascs, u c  accept thcm. But where wc havc iirl;, doubt, we 
would reler the case to our own set-up". Further a s k d  how far thc valua- 
tion reports of tllc repistercd valucrs were found to be correct bv the 
valuation cell on verification, the representative of thc Board stated, "It is 
too early to gcncralisc on 11131 Lx.causc i t  is h:irdly a ycar or so that it has 
been set up. But we arc finding the institution very helpful." 

2.5. Thc Comrnittcc enquircd whcther the Board had laid down any 
guidelines in regard to \ .~ luat io~~ of property. Thc representative of the 
Board replied in the negative. 

2.6. The Committee obscrvc that in rc'ply to Unstarrcd Question No. 
4855, the Minister in the Ministry of Finance gave the f~llowing reply OD 
22-12-1969: 

"Government have advised the Central Board of Direct Taxes t o  
conduct a census of housc properties in  the different cities and 
towns to check up whether there has been any evasion of 
wealth Tax. The Central Board of Direct Taxes have recently 
d i e d  the Commissioners sf Income-tax to conduct such census 
in  rhc major cities and town\, to begin with. during the current 
financial year and to report the progress made by the end 
of 1970." 

2.7. The Committee would like to point out that since 1963-64 fbe 
proceeds from wcaltb h x  have been almost stationary' at Rs. 10 c- 
11 crows, in spite of a rise in tbe number of ausesPreS---frnrn 67.057 
i n  1964-65 to 1,05,934 in 19-9, 'Ibb -5 that tbm b 8 bgc 
8cop for improving the administration of the tax. In the Commht&s 
opinion, tbis would call for darts in two dkdions. I n  tbe liRt phrt, h 
would be necessary to make coacerted efforts to bring down tbc u r a r s  
b asscssmenh. Later in  this Report, the ComnJttce hove dram 
to the fad that tbere arc pending messments l t h t g  back fo 1 9 6 3 4  J 
even earlier years. A programme for t k i i  expeditbos cleammrc 
hwe to be drawa up. Secondly, the procedlvcs for valuation rrfll hum to 
be streamlined. The Committee note that in m g d  lo  real crMc, & 
Board have rerently asked the Commissioners of Incode-tu to cmhd 
a census of house properties in major ckks and towns to check up *rLdhrr 
there had been any evasion of Wealth-Tax and to report tbe progress made 
by tbc end of 1970. Tk Committee would like to be informed of tbe 



d t s  of the cenwa For the pupom d valuation, the B o d  msintaim 
a valuation cell, apart from a p a d  of registered valuers who clssess tbe 
d u e  of properties for purpose of tax, It would be necessary to devise 
adequate checks over the work of valuers to ensure that the valuation b 
correctly and fairly done. Another measore that the Department shodd 
adopt, to have a check on valuation, is a system of integrated return for 
wealth and income tax (from assessees who are liable to pay both), as 
spggested by tbe Committee elsewhere in this Report. 

( b )  Arrears of Tax Dernandr, Assessntents and Appeals 
Arrears nf Demands* of Wealth-tax, Gift Tnx and Estafc Duty 

Audit Paragraph 

2.8, The following table shows the yearwise arrears of demands pending 
without rrcsvery under the three direct taxes, Wealth-tax, Gift-tax and 
Estate Duty as on 31 st March. 1968. 

(In lakhs of rums) 

Wcal:h-tax Gift-rax Estate 
duty - 

Arrears of 1964-65 an3 carl~cr years . . m? 14 225 

[ P a r a y p h  82 of Audit Report (('lvil) nn Rcvcnue Rcce '~ !q .  19693. 

- 
.i:ipircr ;:re furnished as h:: t!,e .Ministry. 



2.1,O. The following table compares the total receipts under the three 
beads Wealth-tax, Gift-tax and Estate Duty during 1967-68 and the arrears 
outstanding as on 3 1-3-1968. 
- - - - -- - -- - - - -- - - . (Rq. in c-oreij - -- - ---- 

I<ecciplc . \ m a r s  as 
Nature of Tax d u r i ~ , ?  on 

:,457.(,< 31-3-rgfiX 
- - - . . - . . -- --. - . . .- 

Wcdth Tax . . .  10.75 7 . 5 8  
Gift Tax , . . . . . 1.30 1 . 2 ;  
Esta te1)u ty .  , . . . .  6 . 3 7  Y ;; 

2.11. In a statenlcnt furnished to the Committee, the Ministrv have 
indicated the f3110wing position of arrcars as on 30-1 I-1969:- 

Currcnr demand , . 41513 7355 '39x7 
A m r  d c m n d  . . 54-5.4 5439 72506 - 

99-6- I z:%+ I c l ~ z 3  -- -- - -. - 
2.12. As to tile sicps taken by the Board to reduct arrcars of demands 

under the a b ~ ~ v e  t a w s .  rhc Ministry havc statcd as  follows: 

2 13 'I'k Commhtce arc concerned over a steep rire in the a r r r m  
of demands under tbe Wealth Tax, Gift Tax and 1:Ftate Dot?. The aggre- 
gutc of the arrears undcr thcw taxcc which amounted to RI. 15.29 crnres 
as on 3191 March 1966 rose to Rs. 21.60 m r e s  on 30th November 
1969-a rise of over 40 jwr rrnt The ('ommittw further observe rhpt 
while in m c  of Gift Tax, the arrears as on 31d March 1968 werv qua1  
to the entire receipts during 196768, in case of FHale DuQ. the arrears 
as on 3191 Mprch 1968 were lh diws the eatire receipts during 1967-68. 
Tbe Committee note that instructions have been issoed by tbe Board 
to the Commkshers of Income-tax to ensure that a m r s  under tbese taws 
m redaccd by at least 50 per cent bv the end of the current financial gmr. 
Tbe Com&n cowdder tMs to be a modest target. Thcp mmld like 
all-out d o &  to be made for the deMncc of vrenrs before the close 
of tk ~nnncial year. 



Arrears of assessments* of Wealthtux, Gift Tax and Estate ,Duty 

Asdit Paragraph 

2.14. The table below shows the year-wise details of assessments pad- 
ing and the approximate amount of tax inv~lved in those assessments as on 
31st March, 1968. 

No. ul' asscssnxnts pending Approximate amount of tax in- 
volved (in thousands of r u m )  

Sear 
Wealth Giir Estate Wealth Gift Estate 

lax toss d u t y  tax taxi$) duty@ 

1963-64 and earlier 
years 6,299 - - 6,250 - - 

1964-65 . . 6,249 - - 6,834 - - 
1965-66 . . 11.866 - - 10,989 - - 
1966-67 . . 22,927 - - 16,904 - - 
1967-68 . . 44,141 - - 32,976 

[Paragraph 83 of Audit Repon (Civil) on Revenlle Receipts, 19691. 

2.15. The Committee desired to know the latest position regarding 
arrears of Gift Tax and Estate Duty assessments as on 31-3-1968. The 
Ministry have furnished the following information: 

The position of arrears of Gift Tax and Estate Duty assessments as on 
3 1-3-1 968 and the approximate tax involved in the pending assessmcots 
is as under: 
----- . 

Year 
Gilt tax Estnte : > ~ t y  Gift tax Estate Duty 

(No. of asscssmmt~ pending (Amnunt of tax involved in 
thousands of rupees) 

1963-64 and earlier 
years 477 

-- - - .--- - 
* F ~ p ~ r c s  ar: ac, fumqshed by the Mlnistn. 
@?art:culan are awa~ted from the M nt\?n8 /March, I*). 



101 
2.16. The following figures of assessments completed under each of the 

three direct taxes-Wealth Tax, Gift Tax and Estate Duty during the years 
1965-66, 1966-67 and 1967-68 were furnished by the representative of the 
Board during evidence: 

Number o j  assessments completed 

Gift Tax , . . . 1965-66 19,521 
1966-67 
1967-68 

15,570 
16,793 

2.17. Taking note of tbc fact that the number of pending wealth-tax 
assessments had gone up from 54,240 as at the end of March, 1966 to 
91,482 as at the end of March, 1968, the Committee desired to know 
whether Government were contemplating any special steps to arrest the 
rising trend of arrears of assessments. In a written reply, the Ministry 
have stated: 

The Board have issued instructions vide their F. No. 17/19(69]WT, 
dated 17-6-1969 to the following cffcct:- 

( 1  \ All the Wcalth tax assessments which arc pending, for the 
assessment years 1964-65 and earlier years should be cornplefed 
before 30-9-69. Similarly, thc pending wealth-tax assessments 
for 1966-67 rh~uld  be completed before 3 1- 12-69. For watch- 
ing the progress of such cases the IACs should obtain monthly 
report regarding these cases. 

(2) No Wealth tax assessment for 1967-68 and earlier years should 
be allowed to ,be cnmed forward to the next financial ycnr 
i.e., 1970-71 without prior approval sf thc 1.4C in the indivi- 
dual cases. The Central h a r d  of Direct Taxes are watchin~ 
the progrcss of disposal by getting quarterly reports. It is 
hoped that as a result of these instructions there would bz 
considerable reduction in the number of pcndiny wcnlth !:IT 

nssessments. 



It may, however, oe stated that the arrears of assessments 'are increas- 
ing mainly on account of the increase in the workload. The cases for 
disposal and actual number of assessments completed during the last five 
years are as under:- 

The number of wealth tax assessments completed has shown a coh- 
.siderable improvement during the current year being 96301 assessments 
U P ~ O  30-1 1-1969. 

2.18. During evidence, the representative of the Board stated, "Our 
officers were concentrating their attention more to income-tax work; I must 
admit this very frankly. That w a s  why they w r e  not disposing of these 
cases more. The assessments went on piling up and new assesments wcre 
also being added. This aspect w h ~ h  was being neglected in tile carlicr 
years has received attention now". 

2.19. The Committee are nnhappj over the rise in pende~ic! of Ncalth- 
tn assessments. Tbe number of pending assessments which as on 31st 
March, 1966 was 54,240 rose to 1,20,666 as on 3lst March, 1969-an 
increase of over 120 per cent in three years. The m o u n t  of tau blocAcd 
P) in pending assessments a$ on 31st March, 1968 was Rs. 7.4 crores corn- 
pared to Rs. 5.26 crores as on 31st March, 1967. During evi&ncc, the 
representative of tbe Board conceded that this item of work had I w n  
megleded till receudy. Tbe Committee note that instructions have now 
been issued by Ibe Board for tbe e x p e d b  clearanre of these cases. The 
Committee would like a deenite deadline to be set for this purpose. 

2.24. Tbe Committee note th.1 the number of pending Gift-tax nssess- 
menin as on 31st March, 19611 was 7762, involving aa amount of R.F. 37.58 
Inlrhs. TBe number of pending Estate J h t y  amsessmmtq on that date was 
-8,299, involving a duly of Rs. 7.48 mm. Tbe Committee would l i b  
concerted efforts for the clearance of these to be made by the ba rd .  



' Appeals pending on 31-3-1969 (Gift Tax)" 

A pals  with Ryieion 
Alppellate p e t m a s  
Assistant wi,th. b- 
Cqmmis- m1mloncrn 

sloners 

2.21 Number of appeals pending with Appeltate Assistant 
~omrni~rionetv~rcvision petitions . . .  5402 950 

(i) Out of appcalslreviaion petititions instituted during 
1967-68 . . . . . . .  3788 500 

(ii! Out of app~~il\lrcvirion petitionsinstituted in d i m  
Y m  . . . . . . .  1614 440 

. . . .  . . . . . . .  - 
Year-wise break-up of the pending appcnls and revision petitions is shown below: 

Year of Institation Appcalt with Revision 
Appellate petitioas 
Asslstant wrth Com- 

Corn- missioners 
mirrroncn 

*Figures arc u furniahd by the Ministry. 



Appeals pending on 3 1-3-1969 (Gift  Tar )  * 
Audit Paragraph: 

Appcnls with Revision 
Appcllare pctltions 
Assistarit with Com- 

?om- missionen 
missluncrs 

222. Number ofpendingappeals revision petitions . 934 62 

(1) Out of appi.als,'rev~sian prtit~ons instituted during 
1967-68 , . . . , . 664 26 

( l i )  Out of appeals,'revis~sn petitions instituted in earlier 
Years * o . * s . .  270 '36 

Yepr-wise b r d - u p  of the pendmg appeals a d  revision ptitions is shown below: 

Year of Institutions 

A p p d  air h Revision 
Appllatc petitions 

Assistant with 
-s- Cnmmis- 
sionen sioam 

- -- P 

1962-63 and earlier ycan . . . Q .  7 6 

1963-61 . . . . . . . . .  9 I 

1964-65 . . . . . . . . .  25 6 

1965-66 . . . . . . . . .  56 I 8 

1966-67 . . . . . . . .  173 5 

1W-68 . . . . . . . . .  664 26 

TOTAL . , , , , 934 62 
--- - --. -- --- -. -. ---- -- . - 

*Figures are as furnished by the Minititry 



2.23. The comparative position of arrears of revision petition in I* 

pect of Wealth Tax as on 31 -3-1 966 and 31 -3-1968 is as follow$: 
----- . . 

-. -- 

Year of Institution 

2.24. The year-wiw break-up of the pcndency of appeals in respect of 
Gift-tu as on 3 1-3- I966 and 30-6-1968 was as foUows : 

- .. . "- . *. . ... ... ~ ".--- 

1g62.63 and cnrl~cr years . . , , . t 6 7 

1963.64 . . . . . . . . -I 5 9 

1964-65 . . . . . . . . . 23Y 25 

1965-66 . . . . . . . . . h9- 56 

1966-67 . . . , . . , . . . . 173 

1967-68 . . . , . . . . , . . 664 
- ___._ 

Y i :  934 

. . . . . _ _ . _ - I . _ . _ _ . . . I _ _ _ _ _ . _  - . . - . - .. . .. -. .- 



2.25. The year-wise break-up of the pendency of revision petitions no 
en 31-3-1966 and 30.6-1968 was es follows:- 

Year of Institution 

- 
1962-63 and earlier years . . . . .  . . 6 

2.26. Tk Committee are concerned over the bmvy pedemq 4 
appeals in respect of Wealth Tax and Gift Tax. Tbey o b e  Yb 
weals peading for more than one year under both tkse d e p d c 8  
accounted for nearly 30 per cent of tbe qgqate pendewy OD that date. 
TZle position in respect of revision petitions is more di6quieEening. 'Ib 
wmber of peadiag Wealth Tax revisin petitions on 31-3-1968 was mom 
than 24 times of that on 31-3-1966, The rk?e is steeper in case d GCt 
Tax. Tbe n u m k r  of revision petition\ in respect of this tax pending an 
31-3-1968 was more than foar times that on 31-3-1966. Tbe Committee 
w d  like Government to take steps to bring down the pendency of rp- 
p#ls/revision petitions in respect of these taxes. 

Appeals pending on 3 1-3-1 968 (Estate Duty)  * 

- - -  - - " 

2.27, Number of appeals p e n d q  w,!h AppcllatcC~ntndlcr 
of Estate Duty . . 1595  

(i) Outofappeals inrtitutcdduring 1967-68 1x95 
( i i )  Our of appdsinr~itutcd in carlicr yeor 4 0 0  

BFjgurcs  ore rc fwnirhed by the Ministry. 



Yc#r-wise hrcak up of the pending rppc Is i s  shown belnw :- .. - -- 
Year o f l n s ~ i t u f i o ~ ~  Nirintir ojapfmds 
..-._ -. .-_-.__--- - ---- -- 

1962-63 . . . . . . . . . .  3 
1963-64. o . . . . . . . .  17 

w4-65 , . . . . . . . . .  26 

1965-66 . . . . . . . . . .  72 

1966-67 . . . . . . . . .  282 

1967-6s . . . . . . . .  1195 

paragraph 84(c) of Audit Report (Civil) on Revenue Receipts, 19691. 

2.28. J3c pndcncy of appeals as on 31-3-1966 and 31-3-1968 was 
as follows : 

2.29. l'he Coasmitla r e p 4  to aote tbe steep rise ia the p e d a q  d 
m t e  Duty appeals. Tbe aambtr of apptols pending vdth tk Appca8ta 
CIlntroUer of Estate Duty which was 997 on 31st March 1966 mae to 
1595 on 31rt March, 1968-a rise 01 about 60 per cent ia two yern. Tk 
Cmrmittce would like Government to take concrete mcrrsam to br@ dom 
tbe pcndcncy of Btate Duty appeals to tbe barest midmam. 
875 L.S.--8. 



(c) Under arsrssment of duty due to incomct vduafion of property 

2.30. Under the Estate Duty Act the valuation of a property chptge- 
able to duty is to be determined with reference to the price which it 
would fetch, if sold in the open market at the time of death of the de- 
ceased. As per the Kules framed under the Act, if the property has 
actually been sold out within a short time after the death of the deceased 
under open market conditions, the gross sum realised shall be taken as the 
principal value of the property. 

In un assessment completed in September, 1964, the value of 
Rs. 14.4s lakhs rcturned by the accountable person in respect of one of 
the properties included in the estate, was accepted by the Controllei. 
According to an agreement of sale entered by the docountabk person on 
4th Septcmtwr, 1963. the value of thc property was Ks. 50.74 lakhs at 
which p i i ~ c  it n,as itituall) sclld. \+'llt..rl thc xcountdAc psrson submitted 
his rcrurn of illcome fur purposcs 01' asxwncnt of cilpitrtl gain on the sale 
of this propert!, availing himself of the op~ion to substitute the value of 
property as on 1st Jiinuary, 1954, hs dcclarcd the valw a5 Rs. 18.31 lakhs. 

The Ministr! h a ~ c  s t~ tcd  in reply that when thc property was sold in 
September, 1963, the propsrty W'A in vacant posssshn and thereforc 
commcrnded an appreciably higher vdus. For working out capital gains, 
the value as on 1st January, 1954, was calculated at Rs. 28.31 lslkhs 
assuming that i t  uouid haic been in \,acnnt possession. 

[Paragraph 80 of Audit Report (Civil) an  Hcvenue Receipts, 19691 

2.3 1. During e\'iils~lis. thc rcprcscnt;m\c of the Iioard stated that the 
date of dcath of the dc~cascd w a s  1 Y.12.19O2. 'The .~czountable persons, 
that is, the heirs of thc ;i\>cssrc, dc;l~scil thc i . i i lu t  of thi\ property at 
Rs. 24.48.000 on thc bLr>i, of a certificate giwn by thc vduer. Tbe 
valucr had  mentioned in :hc Report that thc building H i i s  f i ~ i ! i ~ l ;  practically 
right into thc sta and \ i i , ,  i n  rc neglc~tcd condition. 'I'hc rateable value 
of the building was fiscd by the n~unicipality at about Rs. 17,000 and the 
municipal tax arnou~itcil ro about Rs. 4,000. Since the property w;r\ 
underdcvclopcd the \.tlucr felt ~ii;lt capitahsing the incorrlc from property 
would yieid a very low. ~.ill.i~lion. lie, thcr~fore, proceeded to value the 
property by follvwin~ tbc la~~t l - ; rnd.bui ld i~~~ nlethod. klc noted that the 
municipality had paid cc1mpens;ttion for acquiring I;~ntls in ths t  ncighbour- 
hood for widening the rc~.icl\ elc., at Ks. 120 pc.r qua rc  yard. The valuer 
adopted a \slue of R i .  250 per squarc pnrd for 7,920  squarc yards of 
land. 



2.32. I 'he Committee drew attention to Rule l4 (3 )  of the Estate DUW 
Rules which provides that if a property is actually sold out within a short 
time after the death of the deed under open market conditions, the 
gross sum realised should be taken as the principal value of the property. 
The Conmittce desired t o  know why this Rule was not applied in the 
case under rcfercncc and the value of the propcrty taken as 50.74 lakhs, 
i.e., the value shown in the agreement for sale of property executed in Sep- 
tember, 1963. The representative of the Board stated that, according to 
records, in Scpternber, 1964 when the Estate Duty Officer completed the 
assessments he was not aware that the accountable persons of the deceiued 
had entered into iin agreement for the sale of the same property in Septem- 
ber, I963 for ;I sum of Ks. 50.74 lakhs. The agreement was filed sub- 
sequently (1965 J with thc Irlcomc-tax Officer concerncd in connection with 
capital gains tux. 'I llc Committee enquired whcthcr it was not incumbent 
upon the a.ssesscc to h a w  ~ n f o r n ~ e d  thc concerned authorities that he 
had cntcrcd into ;I I I  agnxlncrlt for the sale of thc property. The  represen- 
tative of the Board stated, "for a clearance ccrtificatc for the purpose of 
salc. Ilc !la* !O irifcrrril thirt ;I wlc it i r ~ t ~ n d c d .  11  is not laid down in the 
particular forin i l l  which c , l C d ~ r : ~ w L ,  ccrtific:~ts is required that the sale 
pricc must bc iiliirnatuti." i \ \kcJ whcthcr in \uch 3 c:sc the officer con- 
ccrncd s l ~ ( u l d  not h31.c found out the ~ i i l ~  price, the representative of 
the Boxrd stated that hc  \hauld have but he did not. 

2.33. The Committee enquired whether the Income-tax Ofticer with 
whon~ tile s;ik ; tp -c rwni  uas  tikd in 1965 in connection with the capital 
pain5 t;lx informcd thc i.3t;lic I ) u t y  Otliccr th,~t thi' rtcsountablc persons 
of ihc c l ~ i c i ~ ~ ~ c l  11;1J ~ n \ ~ r c d  ilito ,111 ; ~ g r e t " ~ ~ c n t  for thc. salc of the property 
in Scptcnlhcr, 1963. 'The represuntativc of the Board st:~tcd: ' ,He should 
I o n  I Normally they do." Thc \vitncsh adri,.d t ! u t  thc Estate 
Duty Officer nnd the Income-tax Offrccr bere in different c. rclcs. In reply 
to a further question, he staicd that both the cirdcs arc in thc same city. 

2.35. ' lhc  Con~mittcc cnrluir~~d on what h;~sis the value of the property 
wils tisccl ;it Ks. 28 3 1 1;1hlls 01; I .  1 . 1954 for purpose of computing capital 
gi~inl; ;mtl whethcr thc.  mill^, 1x14s t.oi11J not l x  fo!li~:wii for fhcling out the 
nlarlct value on the d;ttc of dr:\th of thc nsscssee. In n written reply, the 
Mini\try hiivc stated: 

" 1 1 1 ~  v:rlucr ; ~ p p o i ~ ~ t c d  hy the :tsscsscc has wotkcd out the vdue d 
111c propsrty ;IS on 1.1.19SJ ;I( Rs. 28.31 Inkhs. This vnlua- 



tion was made for the purpose of working out the capital 
gains on the sale of property. The value was estimated on 
the presumption that the property could have been given in 
'vacant possession' as on that date. Since the actual sale was 
on the condition that 'vacant possession' would be given, the 
assessee worked out the value of the property as on 1.1.1954 
by assuming that the property was in 'vacant possession' as 
on that date also. The same basis cannot be followed for 
finding out the market value on the date of death because the 
property was not actually in 'vacant possessiou' on that date. 
It may be pointed out that the valuation of Rs. 28.31 lakhs 
has not been accepted by the Income-tax Officer. The Income- 
tax m c e r  is ascertaining the correct value of the property 
as on 1.1.1954 by referring the matter to the department's 
Valuation Cell." 

2.36. The Committee enquired whether the Estate Duty Officer was 
justified in adopting [he value of the property as Ks. 24.48 lakhs in Sep- 
tember, 1964 when the sale agreement entered into in Scptembcr, 1963 
showed that the properly was worth morc than Rs. 50 lakhs. Thc repre- 
sentative of the Board stated. "on thc date of death the property was not 
vacant and so the Esutc Duty Olficcr had to take the valuc on that day 
taking into consideration the circumstance prevailing at that time for thc 
purpose of Estate Duty." The Committee enquired whether in detennin- 
ing market valuc for purposc of assessment of estate duty, the question 
whether a building is vacant or not is material. The witness replied that 
this "is a very niatcrial factor bwau.w the intending purchaser would 
always look at that point." Asked  hen the sale deed as such was 
cxecuted, thc witness stated that thc deed was executed on 30th March, 
1965. In reply to a further question, he d o n n e d  the Committee that 
it must be presumed that vacant possession of the property was given when 
it was sold. Audit have in this connection brought the following position 
to the notice of the Committec: 

"L'ndcr Section 36 of Estate Duty Act, I953 the principal value 
of any propcrty should be estimated to bc the price which in 
thc' opinion nf thc Controller it would fetch if sold in the open 
market at thc time of deceased's death. While determining 
the rnarkct baluc, u-liich is a notional figure whether the 
building was vacant or not would not come into picture at all. 
1-lie crrirm~ti. hhoultl be made un thc presumption that 
poc<c3sior! w o ~ ~ l d  bc givcri when a sak  is effected. As a 
rn.,tw: c ~ f  f;tcl Section 3h(Z I providch whcn ;I reduction can 
be made. Even while determining the air market value as on 
1 . 1  .I454 at  Ks. 28.31 lakhs thc valuer had proceeded on the 



assumption that the property would have been in vacant pas. 
session. There is nothing in the Act  preventing the Estate 
Duty W i c c r  making thc same presumption for finding out the 
rnarkct value as oil the date of death." Section 36 of the 
Estate Duty Act referred to in the foregoing comment5 of 
Audit reads as follows: 

"36 (1)  The  principal value of :my property shall be estimated 
to be the princc which, in the opinion of the Controller 
it would fetch i f  sold in thc open market at the time of 
Jeccased's death." 

" ( 2 )  111 estimating thc principal \;duc undcr t h ~ s  section the 
< ontroller sh;ill lix tlic pricc of thc p r o p m y  according to 
the m:~l.kct p r i c ~  i ~ t  the time of the dcccased's death and 
shall not rmkc a:iy reduction in the estimate on account 
of the chtimatc being niadc on the :~ssumption that the 
ivllol~~ prc~pcrty is t(1 tw pI:~ccd on thc: r n a r k ~ t  at one and 
the same time: 

"Provided that whcre it i b  provcd to the batisfaction of 
the Cuntrolltr that the value of the property has 
depreciated by rci~son of t h ~  dcath d the deceased, 
the depreciation shall bc t ; ~ k ~ i ~  into account in fix- 
ing the price." 

2 .37 .  Aslicd w!~cthcr i i  \vas ;I f;1i.1 that hy the date of the assessment, 
t hc  purch,rscr hkrd paid K. 35 !;~khs ns part c~\nsidernriou, the representa- 
tive of thc Board stated that i t  was su. In reply to a further quesion 
whcther thc purchnwr \v;L.; ;iwiirc of the condition of the property when he 
niailc 111c part p;iyrnent, thc witness replicd in thc affirmative. 

"On completion of the salc. the vcndors shall put thc purchawrs in 
vacant possession of the said premises, the said prcmiscs ;1rr occupied by 
some n ~ c m t x r s  of thc family of the deceased and some liccnscc.; and tcn;i~:ts 
and thcy shall bc entitled to rcmave all the furniture 2nd othcr :trticles 
and things hclonginp to them. including the fixtures belong to them. . . . . "  

2.39. The Committcc desired to know the pro'portion of thc property 
in the posscssion of ( a )  thc asscssee and (b) other tenants in September, 
1963 when !hi salt  :lgreemcnt was signed and further whether thc p\7pcny 
was in w m n t  possession when the salc (teed was signed. In thcir written 
reply, thr Ministry h w e  stntcd: 

"7%~ legal representatives of the deceased are reluctant t .> supply nnp 
additiannl information at this stage. Efforts, are, howcvcr. 



being made to obtain these details and as  soon as tlrc infor- 
mation is obtained a further report would be submitted." 

(The report is awaited). 
2.40. The Committee desired to know the value of the property for 

the purpose of Wealth-tax assessments. The representative of thc Board 
staled: "For the assessment years 1957-58 to 1959-60. the Wealth Tax  
was made on an assessment of Rs. 3.1 8.500; for 1960-61 to 1961-62 
Rs. 3,20,000; for 1962-63 the assessment is still pending." In reply t o  
a question he stated that the above assessments were made on thc , \ ) ;~s~c 
of nlunicipal valuation-16/20 times thc municipal valuation. 

2.41. The Conirnittec: desired to kn )u. whether the Department pro- 
posed to take any steps to ensi~rc that the omission of the type noticed in 
the Audil paragraph did not recur. Tllc Finance Sccrcti~ry stated: "Thc 
point is, thcrc wils somc lack of co-ordination bctwccn ofliccrs dealing 
with capital gains and officer\ dealing with Wealth-tss. Wc. would like 
to have inte~vated form of returns regarding incomc tax and wealth tax. 
In this case. t l ~ c  party did ;~pply and say he \vas going to scll thc property. 
Therc wak no nlcntion as tu ~ v h a t  the sale value waq. I f  \vc could have 
intcgratcd fornlz by which these can be ascertained that i k  c~nc way by 
which thik could be n u d e  effective. Whcrwcr there arc tr:~ns:~ctions of 
this naturi.  thcrc should bc much cl.wr co-ordination het\\'c.cn income- 
tax, wealth-tax and estate duty officcrs to see that thik sort of thing is 
avoided in futurc. It is a matter for cxtcutive instructicmb." Thc Chair- 
man. C c n t r J  Bmrd of Direci Taxe, added, "one rtrnedi:~l rncasurer that 
we arc thinkins of is tllib. There ic a prescrihcd fnml which rtquirc.: thc 
officer 1 3  m:AC rncnticln of i t  when :I s:iIc is 10 hC e f l i ' c t ~ ~ ~ l .  nu t  therc 
is nn incntion about the ;imount. 1 think i t  uo:~ld be u ~ f i r l  to h3 \ ' i  1 1 )  

E.D. 3 forni a column t i \  show thc <ale prici. of the prop?rt\ for . t  

w r t i ( i ~ s t e  und:. Sectiot; - I ( ?  1 . "  

7 42.  Th: Committee J ;~ i r~d  1 k11 ~ ' 1 .  :twr : l ic r~% L:. .IW pr(k,- 
dure 10 ?nhurc cn-ordination bcta.ccn Incomc-!.I\ cyfficcr\ ,111i! i.k!,~tc Dr~tv 
i r t ? :  r L  in ~:r:lrd tn tnu assessment\ and ~,;!lti ; l : i~~n 1 1 '  pr i \p i ,+* \  711 : l t C i l  

,.I. r ; ~  ,;, : r,::);~.. the Ministrt. h w e  statcd : 
.'?!I, f l ! n i h ! n .  h : ~ s  2 no! ',lit( do\\ I :#r:$ \pcci,il nrri:;.,iil~,. t,)  

Lbp<llrc p?-qr:l;n2ti I . ,  h?!-*.%s.l friro~~i:.t:~v c ~ f i i ~ ~ ~ ~ r ~  : ! ~ i  ! [ ' I % -  

.?i-iit:~n! Cnn t rn l l c r~ ,  of E,t.!l~* Duly, i l l  rcwrci t i ,  the ! ( Y  
, , , .7?.,;*< :)?(I *;,I,,-!+ '1: !>' 7 ; -  lr)crtiec \f')l.... (1 -  . . Y *  I ! -  

'!!!, , , * c , : . - ~ i ! * q f q  , I T , )  . ~ * l l n l ,  [ , ,  ) iq,, > , > >  * *,,.,. , , ,,.-(I - 
V.) '~C . I  * j l  ,CIC !!I +I?  1 ,  , I ,' r:,':lt, p** 

. . ,.\,h:, ,irp r~>( .c ts  I t o  <c. r i ! ' t , ! : k i .  !hi- inco,rlc.-!;~~ rt.c"\r5' \ ,* . '  

. . r . , ;  . T I . .  <i:r~ll.~-lv ! + p  I ; . : ) ~ ,  . :,tln-itcd in th - ( $  ! , * + ! .  : I , : ! \  

,,. -i:pt i .  I '  :nn.ilrln;,.,ltc,r 1.. 117:. \ ! ' t - , ' q ? , ! T ,  



Ofticer in case a higher valuation is adopted for estate duty 
purposes aa compared to the value adopted in the wealth-tax 
assessments. The Assistant Controller of Estate Duty had 
actually intimated the Wealth-tax Officer the value adopted 
for estate duty purposes immediately on completion of estate 
duty assessments in the case referred to in para 80 of the 
Audit Report, 1969. In that case the difference between the 
value adopted in the estate duty assessment and the value 
shown by the asscssee for capital gains purposes is attributable 
t~ the fact that in the former case the value was worked out 
on the basis that the property was not in 'vacant possession' 
whereas in the latter case the value was arrived at on the 
presumption that it was in 'vacant possession' on that date. 
Moreover, the income-tax return disclosing the value of pro- 
perty on 1st January, 1954 at Rs. 28.31 lakhs was filed after 
the estate duty assesst~ment was c3mplcted. Thc Ministr), 
thcrcforc. fccl that there was no lack of co-ordination in the 
case under consideration. 

However, the Central Board of Direct Taxes are examining issue 
of instruction< to cnsurc co-ordination between ITOs and 
4CEDs " 

2.43. The Csmmittec desired to know the feasibility of having cell!, 
for &tale Duty and Gift Tax under the Commissioner of Incomctax. 
Tbc reprcwntativc of thc Board stntcd : "Wc shall try to integrate the 
Departmen! ( , t i  thc  linck 9u?gttsted." 

2.45. Thc Committrc. runnilf hclp frdfnp thnt therr wnc zyrtemrtic 
undcrvrfuntiot~ of the property in this c:\sr nt every sfage. 

2.46. In the firct place. the valrre of the property m a o  rrwewd for the 
V W ~ C  of wrrlth tnv for fhr ,cnm 1357-93 to 1061-62 nt RF. 3.20 latch*. 



TUI represented a lposa Plder-valuation as a ntarn Ned subsequently, In 
connection with the PSM%BIIL- of cnpital g a b  tax, &owed Be value uf H e  
properts La Jmluuy, 1954 to be as much as b. 28.31 Iakhs. 

2.47. Secondly, the property was valued by the Income Tax Depart- 
ment in September, 1964, at Rs. 24.48 l a b  for purpocpe of levy of estate 
duly (~r;l,ch became payable with the assessee's death in December, 1962). 
This again did not represent the correct value, as a year prior to the 
assessment, i.e., in September, 1963, an agreement had been executed for 
the sale of the property at Rs. 50.74 lakhs. Of this, a sum of Rs. 35 lskhs 
Bad also been paid to the accountable person before the assessment took 
place. The officer who assessed the estate duty was apparently not aware 
of this transaction when he made the assessment, nor was he apprised of 
it thereafter by the officer who assessed the capital gains tax, when he 
received the copy of the sale agreement. 

2.48. Government have argued that tbe valuation shown in the sale, 
agreement for the property mag not be relevant for purpose of nssessment 
of estate duty, as that valuation assumed vacant possession of the property 
which did not exist at the time of the death of the assessee. The Com- 
mittee are not convinced by this v e n t  for the following reasons: 

(i) The Committee had specifically asked for information about tbe 
proportion of the property in possession of the assessee and 
other tenants in September, 1963, when tbe sale agreement wm 
executed. Tbe Committee had nlso asked whether vacamt 
possession of the property was available when the sale deed 
was signed. The Board have not so far been able to furnish 
information on tbese points. Tbe Committee arc not, there- 
fore, able to undersCaad on what basis the view bas been taka 
that vacant possession of tbe property was not available when 
the a l e  took place. 

(ii) Even assuming that vacant possession was not available, the 
Committee are not able to see why that sbonld make a diffe- 
rence to the valuation for purpose of assessment of estate duty. 
Section 36 of Estate Duty Act, 1953 provides that the value of 
any p ropee  should be esthnsted at Whe price which it wanld 
fetch if sold in the open market at tbe time of deccrsetf'n 
death." Tbe msemhg ofiicer bns, therefore. to make an 6 
mate a d  the only conPidedon for whkb a rrducti la the 
&mate an be mde Is (hrt set oat h t h  proofso to Wh 
36(2) whkb utipuhtes that "if tbt velar d f k  pm- hw 
~ b d b y m m o n o l t L e k e t b d & ~ i l ~ l d  
be taka into RTEWnt. 



(Ut) It eccms to be neeeo6ary to heve W o r m  pnindples for valuing 
a* property, be it for the purpose of wealth tax, capital gains 
tax or estate duty. The valuation adopted by the Department 
for the purpose of capital gains tax did not discount the value 
on the consideration that vacant possession was not available : 
in point of fact, the valuation as on 1st January, 1954 assumed 
vacant possession whicb obviously did not then exist. There 
is, therefore, no reason why vacant possession should not be 
~imilarly assumed when valuing the property frlr purpose of 
estate dnty. 

2.49. In the Committee's view, the whole case calls for a comprehensive 
review, with a view to detenninbg what should be the value for purpose of 
estate duty. In the course of the review, it should also be examined why 
sach a grossly depressed value as Rs. 3.20 lakhs was accepted for purposes 
of wealth tax assessments during the period 1957-58 to 1961-62. It would 
also be nwessary to investigate to what extent the asscssee failed to 
declare the correct value, both for purpose of wealth tax and estate duty 
tlnd to what extent the assessing olficws were lax and why different valoes 
declared at different points of time were not linked up. Appropriate action 
should be bken to recover the taxes the assessee ecicaped by under-valuing 
the property at different stages. 

2.50. The case also highlights the need for coordination between officers 
who assess estate duty and those who asses wealth tax and capital gains 
tpt 

2.51. These are two otber points arising out of the evidence given in 
thEP c ~ s c  whicb the Committee wouid U e  Governmeat to take M e  of: 

(i)  Rule I J(3) ef the Estate Dul? Rules provides for the sale \ abe  
of the properly beiig taken on the of asw?scment. if the 
property bas actually been wld "within a short-time after 
death." Since the term “short timc" has not been d M ,  the 
wag is Ieh open for diflerent a~sessing officers adopting diffe- 
rent periods in this regard. As this would lead to dicicrimina- 
tory treatment, the Committee would like Go\cmrncnt to 
consider bow best consistency m l d  be brought in its determi- 
nation. 

(il) For obtaining a tax clearance certificate for the pmpctsed sale 
of pmperty, an assessee has only to apprise the tax authority 
of hi9 intention to sen. In tbe form prescribed for this purpose 
for submidon lo the fax aothorf@. he Q not reqtlired to 
iadicrte the price at wbkh tbe property is proposed to be sold, 



As informatioa about the actnd sale price is necesmy for tbc- 
proper determination of taxes, it is necessary that the relevant 
f a ~ n  ( E 9 . 4 3 )  be amplibled to indicate the sale prke. 

2.52. A de'duction of Rs. 2,64,618 claimed as debt owed by a deceased 
was allowed under section 44 of the Estate Duty Act from her estatc. 
The debt represented the debit balauce in ~ l l c  iianle of her late husband 
with a firm in which he was a partner till loth April, 1944, when he 
expired. No interest was charged on thc dcbit balance ' ~ y  the suwiving 
partner wh3 took over the business of the tirm. for thc reason, that the 
deceased partner's s h ~ e  ot goodwill as also thc a s s t ~ s  and liabilities of 
the firm were not distributed to his wifc as his Iegul heir. Undcr the 
circumstances i t  \\.as pointed out that thc debt in qucstion could not be 
considered as incurred by the wifc of the dcccewd partncr for considc- 
ration of money or money's worth and would not tticrcf.)re qualify for 
deduction in her estate duty assessment. The allowance of the debit in 
computing the value o f  her estnk chargcablc to dut!. r c s u l t c ~  i r ~  short- 
levy of duty amounting to Rs. 2.19.200. 

The Minist? have justified thc nllowancc of the debt on the basi, of: 

( a )  certain  observation^ occurring in Dyrnond', D t ~ t h  Duties; and 

( b )  the legal disability in claiming the shnrc of gotdwill owing 
to limitation of time. 

The observations in Dyrnond's Death Duties referred to by the Mtnis- 
try relate to an incumbrance created not by the deceased but by a pe- 
decessor in title. In thi, case. neither the dcccased wab predecessor in 
title; nor was any incumbrance created, As regards the legal disability to 
claim the share o f  goodwill. thc samc lcgal disability protected the dc:e.~s- 
ed agoinst an! claim arising from 311y scttlcment of ~tccounts of hcr 
husband. 



"legally enforceaYc ob~lgation for  payment of money" (C.I.T. V s .  Bas& 
ma1 Jagatnarain, 38 ITR 447). In Shanti Prasad Jain V s .  Direct.)r of  
Enforcement (33 Com'pany case 23 1-Supreme Court) it was obscrvccl: - 

2.54. "In its ordinary as well as  its legal sense a debt is a Aum of 
money pnyablc under an existing obligation. I t  may bc 
payable forthwith, solvendutn in prcrewnti, then i t  is a debt 
duc or it may be payable at a future date, solvendurn in 
frrrrrre, then it is a debt ~iccruing. But in eithcr case it i q  ;I 
debt." 

Thc deceased's husband was a partner in the firm and died on 10 th  
April. 1944. The surviving partner took Jver the business of the firm. 
O n  thc tiate of his death (10th April. 1944) therc was a debit balancc 
of Rs .  2,55,277 in the name of the dcceascd's husband in the books or  
the firm 

2.55. During evidence, thc rcprcseni,l~ii.r ot ~ h c  Board 3tatc.d that 
or~pinally the dcbit was in the name of the d ~ - c ~ a s e d ' s  h u s h n d  partner. 
After his death on 10th April. 1943. it was transferred in thc name of 
the deceased. 

2.56 'The C vnmittce enquired whether t i12  survi\.ing partner, who 
tiwk over the business of  the firm, consideret! at any tinic the our\tnnding 
balance as a dcbt due by the dcce-used's husband partner and his legal 
ticir. In a notc, thc Ministry of f'irlance h a w  stated: 

"From the records it appear5 that the surviving partncr ionsidered 
the outstanding balance in the dccount of the deceased partner 
as a dcbt duc not only fr )in the deceased but also from thc 
legal hL4r namcly Mrs . . . . .  . . . . .  The account o f  thc 
L ~ X C ; I ~  \ \ ; I 4  tramfcrrt,t in t t i c  narnc of  the la+ aftcr thc 
licath and ,111 thc dcbil, and ~ r c d i t s  in rc.;pcct of trnnsac!ion.; 
with hcr WCri rn;ldc t11rou;h thi, ;iccourit, I t  h;\s kt~: : w e r -  
t ; ~ i n ~ d  (hilt rhc dsht II : I<  110u h ~ r i  dul! pnid i ~ f  i r i  full." 

2 \T rli: Comnlittcc t~bscrvc tliat, on A n  snquiry frorn the Incc7mc- 
t..:  O!llci.! ., 1 0  w! i \  irit~,ic\t \ \ , I \  not hein? L,ti;t iyd i w  ihc &hi! h n h r ~ i ~ .  
in thc ncccxlnt of thc I ; I ~ c  pnrtncr's widow. In their r c p l ~ .  dated 14th 
lk,.cii>hi.:. 1062 ~ h c  li!in. i t ~ ~ t , r  d i c l ,  st;~tr.tf .!. follnws: 

"We h:~\,c Iwirdly mythin? 10  add 1 0  ufh:~c has ~ l r e a d v  k e n  stated 
,,n tli: subject of di.bit bnl:~rici. of I:~tc 'p;!rtncr'c widnw. i n  0!1r 

h Onc pnint rn;l\. h,  ~ v ; ~ d r *  clL.:lr. l i l . l t  thr. m o u n t  \n.r: 
111: ~lcliit i . .  not h \ ,  \\..I;, 0 1  .1 i!>an mnd: to th:. 1 . 1  

p 1 : '  1 ,  1: <\nl  .1 ,.o.ltirl~~;!,: >f  Illc aciou!?; of 1'1 ' 
!.I(? ?:irtnt.r f o r  ,.ir..'l.,!<t { % . , .  1 ! 3 . . : 1 ! \  -yr) l  i : ; l , '  ,f :Inti \ \ , tx \ \ # \ , l t t !  

! ,!i: l!i:~t f t b * !  11i ;1t  i.1 \i:\l, of f!>t- f i \ - t  f11:11 n17 ? 0 1 ~ 1 t 7 ~ : ! !  



hiis becn paid to thc late partner's widow, this little service 
rendered by us cannJt bc considered to be extraordinary or 
beyond what we should do in the circutnstances already 
explained. 

"The Ministry feel thw the rcply (dated 14th Dcccmber, 1962) 
s c ~ t  by the firm \vould 1101 in any \\;I! : r I l ' ~ ~ t  the c~ucstihn its 
to whether the outstandhg b:il:ini.e in ~ h c  :ICCOLIIII of thc 
dcceased lady was a debit due by her o r  not." 

2.59. In repi! to a question. tlic rcprescntrltl\c ot thc 130'11cl ~.lnrificd 
during evidence that thcre were both debits and crcdits involvcd in this 
case. 

2.60. The Committee enquired whtthel. or: thc d:;ttk of husband pllrt- 
ner in 1944. the surviving pnrtner dissolved the firm 2nd credited the 
xccounts of the husband partner with all the assets and liabilitiw ::nd pooti- 
i l l  Ir. their reply. the Miniztry have ctated a4 fo1lcnv~:- 

"The .4ccountable P e r s ~ n ' ~  representativc has statcd th:t~ I ~ C  firm 
was not dissolved in 1944 on the death of thc hurb:\nd 
p:irtner but i t  was continued by the w r v i v i ~ l ~  partner :iftcr 
admi t t in  two new partners into thc Partnership f w ~ i n c s \ .  
The asscts and liabilities including goodwill were not credited 
to the account of thc husband partncr. It h:i\ hccrt ;t+:sl. 
tained that the goodwill n.25 not valued in 1943 and therefore, 
the question of its being credited to the old p:trtner.: . \ c i (un l  
doe\ not arise. Thc in,-oming p:lrtncr.s wcrr ;11\o not < h : t ~ : i !  

nny th in~  for goodwill hv the sun'ivinr partncr." 

2 61. D ~ ~ r i n g  evidence. the Committee dcgired t kncw u l l c t h ~ r  {ny 
steps were taken by thc surviving partncr to recover the debit balance. 
The  representative of the Board stated that n o  such s t c p  werc taken. 
Asked whether having repard to the provisions in the Act limiting the 
period5 of recovery of  debt, etc.. the surviving p7rtnm crwld l r ~ ~ ~ l l \  
enforce the recovery of the debit balance from the late partner's widow. 
The representativc of the Board stated : "Yes. Since it was a running 



account and was actually operated during the three years M o r e  the 
deceased, the presumption would be correct." 

2.62. Thc Committee referred to the Ministry's reply to Audit in 
which a reference to Dymond's Death Duties had been made. The 
representative of the Board stated that the relevant observation in 
Dymond's Death Duties was like this. Where an encumbrance was creat- 
ed not by the deceased b t  by a predecessor-in-title, the amount or value 
is prima fwie deductible without reference to the question whether the 
predecessor received the consideration or not. As to its application to 
the present case, he stated that since the debit balance originally standing 
in the ciccci~sed's husband partner was later on transferred in the name 
of thc cic,ceriscd, he felt that the requisite condition was satisfied. 

On thi?. Audit have made the following observation: 

"The observations in the Dymond's Dentti Duties relate to an in- 
cumbrance crcatcd not by the deccascd but by a predecessor- 
in-title. In the case reported neither the deceased was 
predecessor-in-title nor was any incumbrance created. An 
incumbrance is a burden :)r chxgc upon property or a lien 
or a liability resting on an Estate such that the estate cannot 
be disposed of without being subjected to thc ch:irpe or with- 
ou! thc liability being discharged. Tn this case what is involvcd 
is a 'dcht' and not an incunihrancc." 

2.63. The Committee enquired whether legal opinion had been taken 
on the question whether thc survivinp partner could lcglly enforce the 
rccowrv of the debit balance. In their reply. thc Ministry hnve stated:- 

"So legal opinion and been taken by the Ministry in so far as the 
allowability of the debt from the Principal Value. It has 
now been asccrta~ncd that thc amount of Rs. 2.64.618 has 
actuidly been paid in full by the hcirs of the late partner's 
widow to be firm. This would clearly show that the amount 
reprcsented a debt duc by thc decenrcd to  the firm In view 
of t h k  development. there appcnrs to hc no doubt regarding 
thc admissibility of the deduction." 

2.64,  The Committee desired to knou whcthcr thc assessment could 
he re-rrpcncd in this case. I n  thcir rcply, thr' Ministry hnve stated:- 

"The nwssment was cmpleted on 29th Au.mst. 1966 and there- 
fnrc. the assessment cmnot now be reopened now u/s 
73(A)." 



2.65. In reply to a question, thc representative of the Bdard clarified 
 at the limitation period f,or re-opening of assessments under the Estate 
Duty Act was three years from the date of completion of the assessment. 

2.66. This Case is of more than ordinary interest beca;llse of #ro 
peculiar features. On the death of a partner in a ~ e r s h i p  Brm (in Ap* 
1944) his widow inherited all his assets and liabilities in the tirm. While 
assessing duty on her estate after her demise (Jrme, 1964, a deduction wm 
allowed by the assessing officer on account of a debit balance of Rs. 2.64 
lakhs in the books of the firm which appeared in her husband's name, em 
the ground that it represented a debt owed by the deceased lady. However, 
account was not taken of her husband's share of goodwill in the fum, which 
had not been paid to her by the firm, on the ground that the deceased 
could not legally have enforced the claim because of the operation of time- 
bar. If the time-bar precluded a claim for share of goodwill by the 
deceased, it also protected the deceased lady against any claim on account 
of the loan which stood in the name of her husband in the firm's  book^. 
It is not clear why the assessing officer chose to disregard this aqpect of the 
case while assessing duty. The Committee also note in this connectim 
that in their letter of 14th December, 1962 the firm itself had clearly indi- 
cated that the debit balance was not considered by them as "a loan m a d e  
to the deceased lady. In the circomstances, the deduction on this account 
made in the estate duty assessment clearly lacked justification. 

1.67. The Conimittw note that the amount of Rs. 2.64 Iakhs has since 
heel\ paid to the firm by the heirs of the deceased lady. It is significant that 
this settlement has taken place after Audit became seized of the matter. 
While this 110 doubt validates the assessment made in this case, the Com- 
mittee would like the Board to investigate fully the circumstances in wbkh 
the settlement took place as they appear prima facie saspecf. 

IParapraph ?4( ;1)  of Audit  Rc'porr (("ivil\ 01: RC\CIIUC Ktcc.il~r\. 1969.1 
2.69. The Cnmmittce dcsircd to knnw why the Wealth Tax Offi~er, 

bcforc fin:ilising the  a s w s m c n t  for thc yr:lr 1966-07, & t l  not aicert:rirl the 



what ion  adopted in earlier years' assessments. I n  their reply, the 
.Ministry have stated: "The Wealth Tax Officer wh3 was responsible for 
the mistake has since retired from service. It has, thercfore, not been 
possible to obtain his explanation." 

2.70. As to the recovery of the tax short-levied, the Ministry have 
stated:- 

"Thc assessment was rcviscd on 30th 1 Dcccnlhcr. 1968 raising 
an additional demand of Rs. 215. Tlic c1cni:md I r a $  collect- 
cd on 3rd September, 1969." 

2.71. The Committee observe that, while finalising the Wealth Tax 
assessment in this case, the assessing officer failed to look into earlier yean' 
assessments. Consequently, he accepted the value of a property aa 
Rs. SH.000 as indicated by the assessee. thouph for the earlier assessment 
years (1964-65 and 1965-66) the Wealth Tax Oficcr had valued 
properties in question at Rs. 1,01,080 as against the 'returned valae O! 
Rs. 58.000. While the Committee note that the amount of short-levy 
has since been rc.covered. they cannot help observing that the Wealth Tax 
Officer cc~ncerned had failed to properly discharge his functions. As tbe 
offirrr i5 reported to have retired, the Committee do not wish to pur(;ue this 
caw further. The Conimittce desire that the Board +hoold take strict 
action in cases of such lapses. 

Audit Paragraph 



2.75. The Committee 0 b ~ e ~ e  that while ~ompotiag tbe net of 
the assessee for the purpose of Wealth Tm, the wessing 0- OooL klb 
account the value of the land sold by the m%ee, instead of the value d 
the residual land owned by him on the date of valuation (3bt Mar&, 
1966). This resulted in an under-assessment of net wealth by Rs. 28,364, 
While the Committee note ihat the tax short-levied has shoe been 
recovered, they feel that the assessing officer very lax. The Cormn&ee 
[rust that tllc Road will impress upon the assessing officers to exe&e *@ 
greater care in future. 

t f )  Incorrect exenrptiorr from Werrlth-taxr 

Audit Paragraph 
2.76. The Unit Trust of India Act, 1963 provides for exemption from 

the payment of income-tax to the extent provided therein but dpes not 
permit any exemption from wealth-tax. In the case of two assessees 
the value of unit certificates of Rs. 20,000 was incorrectly exempted from 
wealth-tax for thc asscssnient year 1965-66. The mistake has been accep- 
tcd by the Ministry. Report regarding rcctificntion and recovery of the 
additional tax is awaited. 

[Paragraph 75(a) d Audit Repon (Civil) on Revenue Receipts, 19691. 

2.77. Under Section S(i) (xvi) of the Wcalth T a x  Act. 1957 ccrtain 
kinds of investments in Government securities are to be excluded from 
wealth. Investment in Unit certificates undrr the Unit Trust of India 
Act. 1963 arc not listed in the said section of the Wealth Tax Act. 
The Unit Trust of India Act also specifically provides in section 32 
thereof for exemptions of income from Unit Trust from In- Tax 
subject to certain limits but not from Wealth Tax. 

2.78. The Committee also understand from Audit that under drcular 
kttcr No. F. 17/15/65(WT), dated 2nd September, 1965, thc Board had 
clarified that the market value of the Unit certificates should bc included 
in the net nrealth of the assessee for purpose of Wealth Tax. 

2.79. During evidence, the representative of the Board stated that 
income from units upto a limit of Rs. 1.000 was exempt from income- 
tax but no exemption from Wealth-Tax was available to  investments 
unit\ ln~tructions clarifyinp the position had becn icsued by the h a r d  
in 1965 hut somehow thc officer did not see the Circular. Assessmea~ 
i n  both the c a w  had becn rcctifici] and the ;dditionnl demand of Rs. 228 
rcmvered. 

2.80. Tn reply to a question, the Minktry h v c  stated that the in- 
exemption for the vdue of unit trust certificates wa5 allowed by the same 
M'enlth-T:IY Ofiiccr. 



2.81., The Committee enquired whether the Ministry had ascertained 
that a slmilar mistake had not been committed by other Wealth-Tax 
Ofiicers. The representative of the Board stated that they were proposing 
to conduct a general survey to find this out. 

2.82. The Committee observe that neither the Wealth Tax Act, 1957 
nor the Unit Trust of India Act, 1963 cxempts investments in units from 
Wealth Tax. In their circular letter of 2nd September, 1965, the Board 
bad aLw clarified that, for thc purpose of wealth tax, the markt value 
of Unit Certificaies should be included in the net wealth d ass-s. In 
this caw, however, the assessing officer p n t e d  exemption to Unit Certi- 
ficates of the value of Rs. 20,000 while assessing Wealth Tax in hro 
cases. Wbile the Committee note that the tax short-levied has since beem 
recovered in both the cases, the Committee cannot help observing ihet 
the assessing officer showed utter bck of familiarity with the provisions 
of the law hL.nring on hi9 work. The Committee hope that these cases 
will not recur. 

2.83. The Committee note that the Board propose to c o d w t  8 
general survey to find out whether a similar mistake had been committed 
by any other officer. The Committee would iike to be informed of the 
resul~s of the survey, as also of rectificatory action, if any, taken parmmt 
thewto. 
Audit Paragraph 

2.83. Under thc Wcalth-tax Act, prior to the amendment by the 
Finance Act. I063 jcwellcry upto a value of Rs. 25.00O n.ai cxempt from 
wealth-tnx. From thc assessment year 1963-64. the cxcmption was 
witl idr :~w~ :~nd jcwcllcry irrcspcctivc of value is chargcablc to wealth-tax. 
In thrcc ;Is<cs.;nicnts ~.i.l;~tirig to iiic iisscsirncnt ycars 1963-64 and 1965-66 
value 01 jcwt.!Icr! of Rs. 38.000 rcrnaincd 10 be added to the net 
wealth ;l,lil ch:~r!?c(l to  IS. The onlissim has hccn r ~ c c p t c d  hy the 
Mini\ t r \ .  K:port rcy:iriling rectification and r e c j v c r ~  of the additional 
t . 1 ~  in\t,d\,c<l i c  ; ~ w i t c d .  

[Paragraph 7 5 ( 6 )  of Audit Report (Civil) on Revenue Receipts. 1969.) 

Z.h'S. Thc Committee ~ b i r c d  to krlow whcthcr the thrcf nssc~ui;cnts 
mcnt i~-w~; i  ir: :tic . . \ i~~lit  pnr.~t '~r:~ph l 1 : d  h i n w  twcn rcctificd : ~ n d  [he nc!Ji- 
i n  I I ~  i d  I r ~ c  111 3 not:, ~hc .  Xlinistry h w e  
st;~tcd. -- 

"In !lit> first c;lsc, the rniztnke wnz rcztificd on 2 n d  March. !968 
~.:iiciny nn :~tlditicwnl demnnd of Rq. 2 to ' - .  This  has brcn 
n<lju+,tc.d :lc;linqt the rcfund due to lhc :Irct3;ac. In the 
second case, the mistake wns rectified on 26th Fcbruay ,  1969 
raiving :In addi~ionnl demnnd of Rs. 35'-. Here too rhe 
drnI:\nd wns adjusted apinst thr refund due to the a s s ~ e e .  

X ' I S  1 .  '.;..,..C) 



In the third case, the assessment has been reopened' and the 
reassessment proceedings are pending While completing the 
reassessment proceedings the mistake would be rectified." 

2.86. In  reply to another writtcn question, the Ministry have stated 
that the first two cases were not scrutiniscd by the Internal Audit Parties. 
In the third case, the Internal Audit Party scrutinised the assessment and: 
detected the mistake. 

2.87. In reply to a further question, the Ministry have stated that 
the assessments mentioned in the Audit paragraph werc completed b y  
three different Wealth Tax Officers. The Ministry have also stated that 
after the amendment of the relevant provisions of the Wealth Tax Act, 
1957 by the Finance Act, 1963, the Board had issued dctailcd instructions 
for the guidancc of Wealth Tax Officers. 

2.88. The Committee observe that although exemption for jewelley 
for purposes of wealth tax was completc.ly withdrawn with effect from 
the assessment year 1963-64, the exemption was incorrectly given in 
three assessments for the years 1963-64 and 1965-66. A regrettable 
feature of the case is that the omission took place, in spite of the detailed 
instructio~ issued by the Board after the amendment of the relevant 
provisions of the Wealth Tas Act. It is apparent that the assessing offi- 
cers had not taken note of either the change in the relevant provisions 
of the 1:1w or the instructions issued by the Board. 

2.89. The Committee note that while in the first two cases the tax 
short-levied has been recovered by adjustment against the refunds due 
to the assessees, in the third case, the assessment has been re-opened. 
Government have indicated that at the time of completing the re-ossess- 
ment proceedinm they would rectify the mistake. The Committee would 
like to have a further repon in the matter. 

(g) Wealth escaping mse.~smnt 

- Aadit Paragraph 
2.90. A person making an annuity deposit under the Inc~me-Tax Act is 

entitled to receive annuities in respect of the deposit over a period of 10 
years commeocing after the expiry of 12 months from the date on which- 
the deposit was made. As the annuity receivable is an 'asset' the same 
is to be included in the net wealth of the individual for tcvy d wealth-tax. 
It was noticed in six wealth-tax assessments for the assessment years 
1965-66 and 1966-67, annuity deposit of Rs. 76.971 wag incorrectly 
omitted to be added to the net wealth charged to tax. The mistake has 
been accepted by the Ministry in al l  the cascs. Report regarding r e d -  
fication and recovery of the tax involved is awaited. 

Paragraph 76(a) of Audit Report (Civa) on Revenw Recdpts, 1969.3 



2.91. The Committee learnt from Audit that undcr Circular No, 
5-D(W1') ol 1965 datcd 7th September, 1965 (issued after consulting the 
Ministry of Law), the Central Board of Direct Taxes had clarified that 
the annuities rcccivable in respect of Annuity deposit should be treated 
as "assets" in the computation of nct wealth and the commuted value 
of such annuities receivable on the relcvant valuation date is therefore 
includiblc in the nct wealth of an individual for the purpose of Wealth 
Tax. 

2.92. In a notc furnished to thc Committee, thc Ministry have stated 
that out of six asscssmcnts mentioned in the Audit paragraph three assess- 
ments had hccn co~nplctcd by one Wealth Tax Oflicer, two by another and 
onc by a third one. 

2.03. Thc Cornnlittce cnquircd whether the Board had issucd any  
iostructions rcprdirlg inclusion of c~mrnutcd wluc of annuit? deposit9 
in net wc.~lrl; I'or 111: guidance of Wcnlth Tar Ofiiccrs. In thcir note, 
the Ministry ha\ .( .  s i ;~~ccl : -  

"'l'hc Uoard had issued instructions in their Circular KO. 1 47,164- 
W ' ,  datcd 27th July, 1968 clarifying that the commuted value 
of annuity deposits was taxable undcr the Wcalth Tax Act. 
Iiow.c\c,r. thcx instructions were rcvicwed and a public 
Circuliir No. 17 datcd 10th Junc, 1969 was issucd stating 
tlx~r thc annuity dc'psits rcccivihlc ~tndcr the Annuity Deposit 
Schcn~c arc eltcmpt u , s  2 ( a )  ( i v )  of the Wealth Tax Act." 

2 94. The Committee desired to know whether the assessments refer- 
red to in ~ h c  :\utIit paragraph had been rectified. In their note, the 
Ministry haw statcd: 

"Sincc [he Audit raised the objection, the Board have taken a 
viow that thc commuted valuc of annuity deposits are exempt 
frcm wenlth tax. The Ministry h a ~ c  proposed to make a 
clarificatory amendment in the Wealth Tax Act with rttros- 
pcctlve effect. The necessary arnendmcnt has been sponsored 
In the Taxation Laws (Amendment) Bill, 1969. The Board 
have issued instructions to the Wealth Tax Officers not to 
include the commuted value of annuity deposits in the nct 
wealth. The Wealth Tax Officers havc been further instruct- 
ed that the assessments which havc already been completed 
should be as far as possible rectified. suo mom, so that the 
commuted value of annuity deposits is deleted from the net 
wealth. In view d these instructions the question of recti- 
fying the assessments in the six cases does not arise." 



2.95. The Committee note that the Board have now taken 'the view 
that commuted value of annuity deposits should be exem,pt from Wcalth 
Tax and that to give their view a statutory backing, Government e e  
to amend the relevant provisions of the Wealth Tax Act with retrospective 
effect. However, at the time the assessments in question were made the 
instructions from the Board were that the commuted value of &tie, 
receivable on the relevant valuation date should be included in the net 
wealth of an individual for the purpose of wealth tax. It & regftttable. 
that in spite of these instructions, three assessing officers omitted to include 
the commuted value of aunuity deposits in net wealth in six asmxments 
which they finalised. This is not the only case of its kind in which 
instructions rqarding computation of net wealth issued by the Board were 
over-looked by its officers in the course of their work. The Committee 
have mentioned other such instance in this Report. The Committee 
would like the Board to devise ways to ensure that its instn~ctions are 
strictly complied with by its officers in the c o m e  of their work. Persbtwt 
disregard of such instructions should be visited with appropriate plaish- 
ment. 

Audit Paragraph 
2.96. An assessee's share of wealth from a firm in which he was a 

partner was not taken into account 'pending ascertainment for the assess- 
ment year 1962-63. On o scrutiny of the assessmcnr records. it was found 
that the sharc of wealth was ascertained in April 1964 as Rs. 67,059. 
But no actim was taken to assess the wealth of Rs. 67,059 to tax till the 
omission was 'pointed out in January, 1968. 

In another case the share of wealth from a firm provisionally taken 
as Rs. 21.154 for the assessment ye;ir 1962-63 was not rcviscd till 
January 1968 though the final share uf w r a l ~ h  was :~sccr!;~ined in April, 
1964 as Rs. 27.028. 

The omis,ion in thc two caws has \>:c,n acccpfcrf b! ihc Mini'itry and 
the assessments have also been revised. Report rcg;~sd~ng recovery of 
thc tax involvcd is awaited. 
[Paragraph 7 6 ( h )  of Audit Rcport (Ci~i1) on Revenue Receipts, 1969.1 

2.97. The Comrnirtce desired to know why the W c a l ~ h  T a x  Ofliccar 
did not take any nc thn  for ovcr three ycxrs for ~ h c  I-ctificntion of thc 
two assessments a f t u  he became awarc of the final sharc o f  wedth .  I n  
a written reply, the Ministry have stated : 

"The intimation of the sharr. of w a l t h  of the wqessee in the firm 
of MIS.  . . . . . . was received and placed on the file by the 
office. But this fact was not noticed by the Wcalth Tax 
Officer who completed the assessment hecause there was n o  
mention of the share intimation in the order-sheet of the 
file. The fact that the a s s w e e  had a share in a firm escaped 
the attention of the Wealth Tax Ofiicer mainly becausc! the 



' intimation in respect there3f was not properly indexed and 
brought to his notice by the oficcr. It was due to this that 
there was considerable delay in thc rectification." 

1.98.  In their written reply, the Ministry have further stated: 

"Both the assessments were rectified on 20th December, 1969 
raising an additional demand of Rs. 975 and Rs. 58 res- 
pectively. Thc demands have been collected on 17th April, 
1969." 

2.09. The Conimittcc understand from Audit that in regard to Income 
i a x  ;~ssessmcnt thc C'cntral Board of Direct Taxcs have prescribed a regis- 
ter  callcd "Register for rectification of provisional share incomes." This 
rqistcr is intended to enable thc Income Tax Olficer to keep a watch over 
the rectification of assessments wherein share incomes were provisionally 
taken as nil or at a certain figure as returned by the asscwes. No such 
register appears to have been prescribed on the Wealth Tax side. 

2.100. The Committcr note that in the Wealth Tax assessment for the 
year 1962-63. the assessre's share of weelth from a firm was provisionally 
taken as nil in the first case and Rs. 21,124 in the second case, pending 
ascertainment of their actual shares. Although intimation was received in 
the Wealth Tax Office that the actual share of the assessee in the first 
case was Rs. 67,059 and Rs. 27,028 in the second case, no action to 
.rectify tbe assessment was taken by the assessing officer till J-, 1968 
when the omission was pointed out by Audit. The explanation of the 
Ministry for the omission is that there was no mention of the s h a ~  inti- 
mation in the order-sheet of the file. Nor had the intimation been pro- 
perly indexed. The Committee ngret thnt the assessment records were 
not properly mainktined in this case. Tbey feel that the Board should issue 
instructions to the Commissioners to streamline the procedures for main- 
tenance of assessment records so tbat they clearly indicate whether any 
action in the case still remahis to be taken and wbether any information 
bas bew received after the Ble was last seen by the asessiag officer. Tkr 
Committee w te  in this connection &at, oa the Income-tnx side. the Board 
have prescribed a register d e d  "Regbter for recti6cation of Provisional 
share incomen. The purpose d this- Register is to enable ibe Income-tax 
Officer to keep a watch over the redlcation of assessments in cases where 
share incomes were p~y)visionaIly taken a8 nil or at a certain figan rs 
returned by apsessees. Tbe Committee would like tbe Board to coconpidcr 

;tbe feesiMWy d mplataining mcb rcgistcr on tbe Wealth-Tax side also. 

2.101. An assessee advanced a sum of Rs. 5,33.200 to an industrialist 
in Burma in 1953. From the assessment records it was found that the 
loan was to be repaid to the assessee in India and was to be added to the 



msessee3s wealth in India. The assessee did not disclose this a&et in his 
wealth-tax returns in any of the years. The omission was detected by the 
assessing officer in 1965-66. The assessing officer addcd back the sum of 
h. 5,33,200 to the net wealth of the assessee in the assessment ye= 
1965-66 completed on 31st March, 1967. But no action was taken to 
reopen the cssessnlcnts 1957-58 to 1964-65 to assess the escapcd wealth of 
' ~ s .  5,33,200 in each of thesc ei&t years. The Ministry while accepting 
~e omission have stntcd that remedial action has becn taken for the assess- 
ment years 1960-61 onwards and for the years 1957-58 to 1959-60, action 
bas beconle timc-barred. Report regarding rectificaticm and recovery of 
&he additional tax for the assessment year 1960-61 onwards is awaited. 

[Paragraph. 76(c) of Audit Report (Civil on Revenue Rcccipts, 1969.] 

2.102. The Committee desired to know the circumstanccs in which the 
Wealth-tax Oficer overlooked to revise the previous assessments wheq he 
detected thc escapement of wealth for thc assessrncnt ycor 1965-66. In a 
written reply, the Ministry stated: 

"The assessment for assessment ycar 1965-66 was completed on 
31st March, 1967. On that date the asscssment for assessment 
year 1957-58 was petting barred by timc. Sincc, however, the 
loan was given only on 5th April. 1957. therc was no question 
of including the loan in the net wealth of the valuation date 
corresponding to assessment ycar 1957-58. As far as assess- 
ment year 1958-59 is concerned, the messee had explained 
in the coursc of assessmcnt procccdinp that the loan given to 
Shri . .  . . . . . . . . . . . . . . . . . . of Arrah, Rihar (who had busi- 
ness connections in Burma also). was admnccd by taking an 
overdraft from the State Bank of lntlin 2nd the explanation 
given was accepted by tht Wcalth-Tax Officer. For the ossess- 
ment year 1959-60 the amount of loan given to Phri. . . . . . . . 
was included in the net wealth hut thc amount of overdraft 
taken to advance the loan was not dccluc~ed for at-riring at the 
net wealth. In view of these factr; thc qucstion 01  rcopcning 
the assewmsnt for assessment yc;lr\ lO5X-59 and l9.CO-60 tl:w. 
not arise. The Wealth-tax Officer w h o  completed thc assess- 
ment for assessment year 1965-66 has been asked to explain 
why he did not consider it necessary to reopen the asscssmenrs 
for assessment years 1960-61 to 1965-66, as soon as the assess- 
ment for the assessment ycar 1965-66 was completed. His 
explanation is awaited. The assessments hnvc since been 
reopened and t he reassessment proceedings arr pending.- 

2.103. During e3dence, the representative of the Board stated that the 
date of the loan was 5th April, 1957. The Wealth-Tax OfIiccr first detected 
%be c o n d e n t  on 31st March, 1967. If prompt action had been taken. 



re-assessdents for the years 1958-59 and 1959-60 could have been re- 
q e d .  The audit paragraph was received on 6th January, 1968 and if 
prompt action had been taken even then, assessment for the year 1959-60 
could have been reopened. In reply to ir i@estion, the witness stated that 
.4ha tax effect of the concealed wealth would be Rs. 5,332 per anntun pro- 
vided it were not counter-balanced by the new claim for deduction of bank 
averdrafts. 

In reply to another question, the representative of the Board stated that 
,the explanation of the Wealth Tax Officer for not reopening earlier assess- 
ments had been callcd for "this month only (January, 1970)." 

2.104. The Committee desired to know the latest position regarding 
revision of assessments for the years 19W61 to 1964-65. In their written 
aeply, the Ministry have stated: 

"Action has already been taken under section 7 of the Wealthltax 
Act to assess the wealth that might have escaped assessment for 
assessment years 1960-61 to 1964-65. The assessee has 
pointed out to the Wealth-tax Officer that the loan given to 
Shri. . . . . . . . . . . . . . . . . . .was fully covered by the overdraft 
takcn and thcrcforc, thcrc was no question of any escapement 
of ~ 4 t h  for these assczsment years. This reprecentation of 
the nwxsce i \  k ing  enquired into. The Wealth-t:ix Cficcr 
has been wked to expcdite the finalisation of the reopcwd 
proceedings." 

2.105 In reply to another question, the Ministry have clarified that the 
loan mentioned in the Audit paragraph was utilised only in India. 

2.106. The Committee notc that the Wealth Tm Officer who bad 
detected the ombsion of the asmwe to retorn the particulars of a loan of 
Rq. 5.33200 in the IYcalth T a x  return for the =sessmcnt year 1965-66 did 
not -pen assessments for the earlier yean in whicb the same ombsion hsd 
taken place. Thc Comrnittrr notc that the h p a h n e n t  had called for the 
explanation cd Wealth Tax Weer for his fanure to do so. The Committee 
wodd B e  to be infomcd of the outcome of the examination of the matter 
by tbe Department. 

2.107. The Committee note that the assessment for the assessment 
yearn 194041 to 1964-65 ha\ e since been re-opened. But the assessee bas 
represented t h t  the loan of Rs. 5.33.20 mentioned in the Audit paragraph 
was M y  c~vercd by an overdraft and &ere r~rrs, tbefffore, w esrspement 
of wealth. The assc5liee's representation b stated to be under the considcra- 
tbn of the Department. The Committee would like to be Informed d the 
oadcome of t4 re-ame~rnmt ptocecdinp. . - 
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2.108. Another aspect to which the Committee would I#e to draw 
mention is that tbe Board became aware of the omission on the part of tk, 
Wealth Tax: Oflicer sometime in January, 1968. The explanation of tk 
assessing officer was, however, called for only a few days before tbe con& 
&ration of the matter by the Public Accounts Committee (January, 1974)) 
i.e. after a period of two years. The Committee desire that the Board 
should act promptly in such matters. 

(h) Incorrect Vuluation of uriqlroled slzares 

Arrdit Paragraph 

2.109. An assessce owned 459 shrucs of a company and these sharea 
were not quoted in the market. Thc assessee therefore valued these shares 
on the basis of the Balance-sheet figures of the company as on 3 1 st Octo- 
ber, 1965 relevant to the assessment year 1966-67 and the value of &ch 
share worked out at Rs. 2.069.34 by the assesscc was accepted by the 
Wealth-tax Officer. From the Balance-sheet of the company it was noticed 
that the company had some investments in other limited companies and the 
value of such investments was shown at cost price in the Balance-sheet d 
the company. But a note was appended to the Balance-sheet that the mar- 
ket value of these investment would be Rs. 5,19,274 as against the cost 
price of Rs. 2,46,320 shown in the Balance-sheet. The market-value of 
the investments is to be taken into account for arriving at the value of each 
share as was done in the earlier assessments. The market value of each 
share worked out to Rs. 2,387.70 against Rs. 2,069.34 adopted in the 
wealth-tax assessment. This has resulted in under-valuation of shares and 
consequent under-assessment of wealth of Rs. 1,46,127 for the assessment 
year 1966-67. The mistake has been accepted by the Ministry and the 
assessment has since been revised. Report of recovery is awaited. 

[Paragraph 77 of Audit Report (Civil) on Revenue Receipts, 19691 

2.110. The Committee desired to know what procedure was followed 
by the Wealth Tax OfEcer in valuing the equity shares for the assessments 
prior to the assessment year 1966-67. In a written reply, the Ministry 
have stated: 

"For assessment years 1958-59 to 1960-61, the Wealth Tax O f e ~  
adopted the book value of the various assets of the anupany 
in arriving at the break-up value of the shares. For t h e ~  
years however there was no note in the respective bala~co 
sheets, regarding the appreciation in the value of the invest- 
ments as compared to their book value. For the a88ets-t 
years 1961-62 to 1965-66 (except for assassmeat par 
1962-63), the Wealth Tax Officer, while amving at the brtslr 
up value, took into account the appreciation in the value 



investments. For assessment year 1962-63, however, the 
Wealth Tax Officer did not take into account the appreciation 
in the value of investments." 

2.1 11. The Committee understand from Audit that th,: Wealth Tax 
,:Officer in all assessments earlier to 1966-67 followed the market value of 
-the equity shares. 

2.112. In reply to a written question, the Ministry have stated that the 
additional demand of Rs. 2,922 was recovered on 30th September, 1968. 

2.113. In reply to another written question, the Ministry have stated 
that the assessments for assessment years 1965-66 and 1966-67 were com- 

,gleted by different officers. 

2.114. Tbe Committee note that for three consecutive years 1963-64, 
1964-65 and 1965-66, the value of equity shares held by the asseslsee in 
fLSs case was determined on the basis of market value. However, for the 
assessment year 1966-67, the velue returned by the assessee at cost price 

shown the Balance Sheet figures d the company war accepted. It hs 
regrettable that the Wealth Tax Officer was so remiss that he overlooled 
the note appended to the Balance Sheet that the market value ot equity 
shares w ~ s  much more than the cost price mentioned in the Balance Sheet 
The officer also failed to cross-check the assessment in this respect with 
m m  to previous assessments. The Committee would like tbe Mink 
.e to impress upon the assessing officiers the need to exercise greater care 
in making Pssessments. 

( i )  Over-(wessments 

2.1 15. Under the Wealth-tax Act, debts owed by an assessee other than 
the .prescribed categories, on thc valuation date, are to be deducted from 
.total wealth to anive at the net wealth. In computing the net wealth of an 
assess= as on 24th October, 1965 debts owed by him to the extent d 
Rs. 1,68,964 has not been allowed with the result that the net wealth of 
.t& assawe was determined as Rs. 18,79,195 as against the correct amount 
ot Rs. 17,10,231. This has resulted in over-assessment of net wealth by 
Rs. 1,68,964. The Ministry have accepted the mistake and rectified the 
a~sessment. Report regarding refund of the tax excess-assessed is awaited. 

[Mgrapb 78 of Audit Report (Civil) on Revenue Receipts, 19691 

2.1 16;In a n o ~ e  furnished to the Ccmmittce, the Ministry have steted 
that e x m s  collection d Rs. 3378 had been refunded on 4th January, 
:1%9. 



2.1 17. The Committee desired to know what counter-checks *had  been 
.,prescribed for Wealth Tax assessments before demands were issued to the 
. assessees. In their note, the Ministry have stated: 

"The Wealth Tax Officer is fully responsible for the computation of 
net wealth made by him in the wealth tax assessments. The 
computation is not generally checked by another officer. In the 
matter of tax calculations, the responsibility lies with the Wealth 
Tax Officer's office. In big case of tax demand, the calcula- 
tions made by thc U.D.C. are checked by his supervisor." 

2.118. While the Committee note that the tax excess collected has since 
been refunded to the assessw, they cannot help observing that there was en 
omission on the part of the Wealth Tax Officer in not having deducted from 
the total wealth of the assessee the debt owed by him on  the date of valua- 
tion. Suitable instructions should be issued to prevent recurrence of a &we 
of this kind. 

Excess demand of interest for [ate filing o f  estate duty returns 

Audit Paragraph 

2.119. Under the Estate duty Act, an account of the Eqtate of a deceased 
person is required to he filcd hl; the accountable person within six months 
of the death of the deceased. The Controller may, however, allow exten- 
sion of the time limit. subjcct to levy of interest. for the period of extension 
on the amount of duty finally determined as chcirgeable on the estate, as  
reduced by duty if any already paid on the basis d the provisional estimate 
of duty, made by him. 

It was noticed that in a caw whcrc extension of time was allowed for  
filing the estate duty accounts. intercst was incorrectly levied for the period 
from the date of dcnth to the date of filing return instead of the s a c  being 
restricted to the period of extension allowed. 

In  another case duty already paid on the basis of the provisional csti- 
mate of the Controller was not dcducted from that as finally determined 
before calculating the amount of interest leviable for the delay in filing thc 
accounts of the estate. 

The mistake resulted in excess levy of interest aggregating Rs. 32,209. 
" T h e  Ministry have accepted the mistake in both the cases. 

[Paragraph 81 d Audit Report (Civil) on Revenue Receipts, 19691 



2.129. Under Section 53(3) of the Estate Duty Act, 1953, Estate 
Duty accounts of a deceased person are to be filed by the Accounulbk 
person within six months of the death of the deceased. Under Rule 42 
.of Estate Duty Rules, the Controller may allow extension of time to thc 
Accountable person for delivering the accounts subject to leavy of interebt 
for the period by which the original limit of six months has been extended. 
Interest is chargeable on the difference betwccn the duty determined in 
assessment and the amount deposited within the period of six months of 
the death of the deceased. If any further amount is deposited after the ex- 
piry of the said period of six months and durinz the period of extension 
then in computing the interest credit for the amount so paid should bc 
given with cffect from the date of payment. 

2.121. Thc Committee undcrstand from Audit that Instructions ex- 
glaining thc pr~vision of Rulc 42 wcre issued by the Central Buard of 
Direct Taxes in May, 1963. 

2.122. Thc Committee enquired whether thc two cases were noticed 
in the same Estatc Duty Ofiice or in  different oficcs. In a written reply, 
.the Ministry have stated: 

"Thc two mistakcs occurred in two differcnt Estatc Duty Circles 
in Bombay. Thc Board are in<tructing the Collector of 
Estatc Duty. Domhay to review all cases ~vhcre intercst has 
lxcn Ic~icd for the late f i l in~ of estate duty returns". 

2.113.  :Is regards rcctilication and rcfund of ovcr-asscssmcnts, the 
Ministry have s ~ ; I L c ~ : -  

"'rhc assessments i n  the first :~nd sccond c : ~ s s  wr r .  rxtified on 
!5th April, 1968 and 3rd October, 1968 rcspcctivcly. The 
ovcrch;~rgc o f  intcrcst has bccn adjusted and revised dcmsnd 
notice5 have bccn issued in these c:~scs. The Board have 
issucd  instruction^ clarifying submission of estate duty returns. 
A copy of thc Board's Circular 1'. No.  12 1 62-E.D, datcJ 
6th May, 1'163 is cnclosccl. The instructions contained thcre- 
in wcrc not followcd in thcsc two cascs by the UDCs due to 
inadvcrtcnce." 

2.124. The Commitlee note that there was over-levy of interest in h t b  
the c w s  mentioned in the Audit paragraph. Although thc Estate Duty 
Rules by down that intcrcqt for belated fifing of rctnrns is to be levied for 
& period after the expiry of first six months from thc date of death, in the 
Brst crse the Estate Duty Officer charged interest for the entire period from 
tbe date of death. In the second case, although the accountable person had 



.paid provbbnal duty to the extent of Rs. 3,25,000, the Estate D U ) ~  OBBcet 
did not take it into account while determining the total amount of interest 
due. The cumulative effect of the two mistakes was 8n over-essessment of 
Rs. 32,209. Whtle the Committee note that the assessments have since 
been rectitied in both the cases, they cannot help expressing a sense of na- 
easiness because these mistakes have occurred in spite of detailed instrpc- 
tions on the subject having been issued by the Board. The Committee feel 
dhat the Board should take a serious notice of such lapses. 



GENERAL 

3.1. The Committee have not made recommendations/o~aHom b' 
respect of some of the paragraphs of the Audit Report (Civil) on Rev- 
Receipts, 1969. They expect that the Department will nonethelea bb 
note of the discussions ~ J A  the Committee and take such adion as is food 
necessary. , 

NEW DELHI; 
April 27, 1970. 
Vdsokha 7, 1892 (~oka). ATAL BLHARI VAJPAYEE, 

Chairman, 
Public Accounts Committee. 



-:-,.;.. - APPENDIX 

Summary of main c~n~l~sion.~/recornmendatio~ 

NO. Para NO. MinistryIDeptt. . .. . 
concerned 

I 1-10 Finance The Committee observe that while the drive to locate new assessees 
has produced very impressive rerults in terms of numbers, the addition 
to the assessees has k e n  mainly of salaried and small income cases. 
The addition of thcsc cases might not sub~tantially augment the tax re- t; 

OI venue, particularly in rcspect of small income groups, where it is even 
powble that thc cost of collection might outweigh the revenue realised. 
The Committee have already drawn attention to this point in paragraph 
1.10 of their Hundredth Report (Fourth Lok Sabha) and would like pilot 
studies to bc conductcd in selected ranges to determine the cost of cokc- 
tion in respect of various income brackets vis-a-vis revenue realised. 

do. The Committee feel that the emphasis in the drive to enroll new 
aszeswes should be on cases with revenue potential. There are special In- 
veatieation Brancher in Commissioners' charges which are responsible for 
collecting information from Government aeencies, municipalities and other , 
organisations like banks. financing companies, etc., so as to discover new 
assessees or sources of income not disclosed by existing ones. The Ad- 
ministrative Refoms Commission &ported that the working of these Specid 



Investigation Branches is "unsatisfactory" due, amongst other things, to lack 
of adequate supervision and their beiig saddled with items of work not 
relevant to their main functions. These defects in the workmg of these 
branches should be removed. The Committee feel that if all the available - 
information is collected from these sources and systematically analysed and 
promptly processed in each Commissioner's charge it would lead to the 
discovery of most of the persons liable to assessment. Apart from this, 
external surveys should also be conducted in selected areas in accordance 
with a time-bound programme as suggested by the Committee in para- 
graph 1.3 1 of their Hundredth Report. 

I '30 do. Over the years Audit has been reporting a large number of cases of 
under-asscssrncnt. During the year under report (1st Ssptember, 1967 to 
3 1 st Aupst .  1968). the number of such cases detected by Audit was 10,980, 
involvin? an under-asscssment of Rs. 10.63 crores. The Committee note 
that Govcrnrncnt h;wc so far accepted the under-assessment to the extent 
of Rs. 2.09 crores in 374 c a w .  64 cases of under-assessment are stated 
to hc undcr unn~ination. inclr~dinc 2 cascs, involving a reported under- 
a w x w e n t  of R3. 4.03 crores, where the legality of issues is under examin- 
ation by thc At:ornry-General. The Committee would like to be apprised 
of the outcomc of this cxaniination and of the rectificatory action taken 
pursuant to the acceptance of rmder-assessment in all the foregoing cases. 
The cases under examination should also tx speedily finalised. 

4 1-31 do. In thc opinion of the Committee, the large number of cases of under- 
assessment hrought to notice year after year is indicative of a deep seated 
malaise in the Income Tax Department. I t  is significant that these cases 



were thrown up in the course of a test-audit which covered only a percent- 
age uf assessments done in the Department. The Finance Secretary himself 
admitted during evidence that the number of cases of under-assessment 
"has been going up in the last three or four years" and that this tendency 
has been causing Government "grave concern." 

I . 3 2  Finance (i) While the under-'assessments have been caused by a multiplicity of 
reasons, an important contributory factor, in the opinion of the Committee, 
has been the tendency on the part of many Income-tax Officers to delay 
snd rush through assessmmts at the close of the financial year. During the 
cotlrse of discussions on individual Audit paragraphs, the Committee notic- t; 
ed that quite a number of cases in which mistakes or irreplarities occurred 00 

had been rushed through in the months of February-March. The represen- 
tative of the Board also conceded that the Income-tax Department tended 
to work at a "snail's pace" in the initial months of the financial year. The 
Cornmittec have already drawn attention to this matter in their previous 
reports and would like Government to take effective steps to curb this 
tendencv co that work is evenly spaced out over the year. 

do. (ii) In re-ordering the assessment work. it i~ im~ortant to ensure that 
hlgh income cases are taken up for assessment sufficiently in time during 
the course of the year. The efforts should be to finalise all such cases by - 
the .:nd of December. The Committee would like the Board t o  issue 
witable instructions to this effect, w that ranee officers who are responsible 
for fix@ the priorities for aqsessment take suitable action in the mattFr, 
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6 1 '34 do. The Committee would like the following steps to be taken to minimise 
cn the possibility of under-assessments: 
!- 
V, (i) The time-lag between the final hearing in a case and the decision 
I by an assessing officer should be the minimum. The Board - 
o should consider whether as a working rule the timz-limit for 

issuing an assessment order should be fixed as fourteen days 
after the date of last hearing. The representative of the 
Board agreed durine evidence that this would constitute a re- 
asonable period. 

(ii) Internal Audit has not so far played an effective role in check- 
ing faulty assessments. A number of assessm'ents were in f a d  .. 
checked bv it only after they had been scrutinised by statutory 
audit. Now that Internal Audit Organisation has been streng- 

'0 thcned and the scope of its functions also enlarged. the Com- 
mittec hope it would be possible for this organisation to detect 
all cascs of under-assessments well in time. Based on the 
experience of its performance, Government should also consider 
the question of extending its scrutiny to cases below 
Rs. 50.000. 

(iii) Under the Board's instructions, in cases of incomes over 
Rs. 10,000, tax calculations are required to be checked by the 
Head Clerk/Supewisor and in cases of incomes over Rs. 1 
lakh, calculations are required to be counter-checked by the 
Income-tax Officer himself. The Committee observed durinp 
their examination of cases that in a number of high income 

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



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

cases (over Rs. 1 lakh), the prescribed counter-check had not 
been exercised by Income-tax Officers. The Committee desire 
that the Board should take a serious view of such lapses. TO 
sped  up arithmetical amputation, the Board should arrange 
to have ready reckoners supplied to the staff in charge of the 
work. 

(iv) It was stated during evidence that there had been a deterior- 
ation in the quality of work done by assessing officers. The 
Committee note that the Department is now maintaining a re- * wrd of the Inwme-tax Officers making mistakes. b 

The Inspecting Assistant Commissioners have also taken action to watch 
the work of assessing officers. Apart from this, Government should ex- 
amine what positive measures should be adopted to improve quality through 
'in-service' training, rationalisation of assessment procedures. relief from 
routine work etc. This is a matter on which the Commitlce have made 
suggestions from time to time and should engage the constant atti t ion of 
Government. 

The data furnished by Government indicates that the number of, Finance pnding income-tar assessments has mme down from 23.29,650 as on 
31st March, 1968 to 15.84,657 as on 31st March, 1969. From the 
category-wise analysis of the pending assessments, the Committee, how- 



ever, observe that the reduction has been only in iower income cate80rics 
(categories 111, IV and V). As regards Category I-business incomes ex- 
c d i n g  Rs. 2W00, the pendency has been continuously going up. The- 
number of pending cases in this category which was 1,64,810 as on 31st 
March, 1968 rose to 1,94,454 as on 31st March, 1969-an increase of 
1,8 per cent in one year alone. Compared to the pendency on 31st March, 
1966, the increase was as hlgh as 62 per ctnt. The Commltke are un- 
happy at the increase in pending assessments of bigger cases. The Com- 
mittee have already drawn attention to this matter in paragraph 1.12 of 
their Hundredth Report (Fourth Lok Sabha). They would like the Board 
to draw up a suitable programme of priorities for disposal of assessments 
so that these cases, which have h a  revenue potentiality, receive greater 
attention at the hands of assessing officers. 

u 

do. 2 
Tbe Committee note that the Board expected to reduce the pendency 

to ten lakh assessments by the end of the financial year 1969-70 and to 
"an insignificant figure" by 1972. The Committee trust that vigorous 
efforts will be made by the Board to fulfil the undertaking given by it. 

do. The Committee are perturbed over the progressive increase of (net 
effective) arrears of Income-tax. The net effective arrears which amount- 
ed to Rs. 161.41 crores as on 31st March, 1964 mse to Rs. 435.49 crores 
as on 31st March, 1969. The percentage of realisations to omstandings 
has been continuously going down and has fallen from 141 on 31st March, 
1965 to 74 on 31st March, 1968. Year after year, Government have been 
enumerating the steps taken by them, besides addition to the numerative 
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strength of the staff, to  arrcst the growth in arrears but it is obvious that 
they have not had the desired effect. The Committee feel that the De- 
parment would have to launch an all-out drive if a substantial reduction 
in tax arrears is to be brought about. 

Finance From the data regarding gross arrears, the Committee observe that cases 
involving tax arrears of over Rs. 1 lakh numbered 5,825, as  o n  31st 
March. 1968. Thesc account for arrears of Rs. 284.35 crores out of total 
(gross) arrears of Rs. 662.61 crores. The Committee desire that special 
attention should be paid to these eases. The Committee would in this - 
connection also like Government to consider whether a sort of system of 2 
tax insunnee. on the line5 of that prevalent in the United States, could be 
introduced in case of high incomes in this country. 

do. One of the suggestions made by the Working Group of the Adminis- 
trative Reforms Commision was that the Act should be amended "to pro- 
vide that where an appeal is preferred against an assessment, such a n  ap- 
~ c a l  will not be admittcd unless the tax is paid on the undisputed amount 
involved in the assessment." While expressing difficulty in implementing 
the above suggestion. Government have stated that Income-tax offfcers 
have. even now. adequate powers under the Income-tax Act to  enforce the 
collection of taT even where assessments are under appeal. T o  ensure that - 
by filing appeals. asseseees are not able to  retain undisputed tax dues. the 
Committee desire that Government should issue instructions t o  as$essjn? 



officers to nlalie maximum use of their powers for timely recovecy of tax 
dues. This would also reduce thc number of frivolous appeals. . 

do. In their 73rd Report (Fourth Lok Sabha), the Public Accounts Com- 
mittee (1968-69) had also referred to a tendency on the part of assessees 
to "go underground till the period of limitation of 8 years was over" to 
evade demands made against them. The Committee had desired Govera- 
ment to consider whether an amendment of the law to make it permissible 
to reopen assessments in such cases without any time-limit would help to 
meet this situation. In their reply. Government had indicated that the sug- 
gestion is under their consideration. The Committee &$re that an early 
decicion should be taken on the suggestion. 

do. In successive Reports on Direct Taxes, the Committee have been ex- 
pressing concern over the heavy pendency of appeals with Appellate Assis- 
tant Commissioners. The number of such cases, which. at the end of 
June, 1965, was 1.20.736 increased to 2.30.789 at the end of June. 1969- 
an incrcaw of over 9 0  per cent. It is not only the large number of pend- 
 in^ appeals that is disturb in^ but alw the timc taken for disposal. Of the 
appeals pending with the Appellate Assistant Commissioners on 30th June. 
1969. nearly 8.000 had been pendin? for more than three years. 

do. Thc Comnlittee have madc certain su~xs t ions  in regard to the 
measures nccmsarv to cope with this situation in paras 1.67 and 1.68 of 
their Hundredth Report (Fourth I.ok Snbha). They would like them to 
he actcd upon. 



r5 1-85 Finance 

I 6 1.86 -do- 

The Committee take a very serious view of the omission that occurred 
in this case. 

The assessee made substantial capital gains amountiny to Rs. 33.60 
lakhs in 1960-61 which he did not report in his assessments. The assessing 
officer, who finaliscd the assessment on the 31st March, 1962, also failed 
to dctcct this concealment. It was left to Audit to point out. after a cross 
check of the income-tax return with the relevant wealth-tax return, that an 
onlission had occurred, after which the Department raised the demand. 

The Committee were informed during evidence that the explanation of 
the Inwme-bx Officer for his failure to take the capital gains into account 
was that as the properties had bean acquired by Government. it was not a 
case of capital gains. The Committee see little force in this explanation. 
Considcrinp the magnitude of the case, the assessing officer should have. 
even if he had entertained such doubts, sought instructions from his 
superiors. The Committee note that the officer concerned has been warn- 
ed. 

An important issue which emerges from this case is the magnitudtx of 
'the problem of under-declaration of value of properties for tax purposes. 
The value of one of the propertie4 acquired by the State at Rs. 26.40 lakhs 
had been declared by the assessee in the Wealth Tax return 
Rs. 1,80,000. The declared value in this case wa5 thus about 1 ! 15th of 
the market value. In the case of the other propertv, the declarcg value 



was about I :l(hh of the market value determined by the Land Acquisition 
Officei. Thcsc arc not stray isolated cases. Jn another c a s  mentioned in 
the later part of this Report, the declared value of the property for h e  
purpose of Wealth Tax which was based on municipal valuation was fouM 
to be just a fraction of the market value. The Committee have also in 
para 1.30 of thcir Hundredth Report (Fourth Lok Sabha) drawn den t ion  
to the results of a sample survey recently conducted by the newly created 
Valuation Cell which disclosed that the value of 71 properties in Delhi was 
73% more than what was shown in the returns filed by asscssees. These 
cases illustrate tl~c extcnt to which property ~.alues are depressed in tax 
returns. The Con~mittce note that for proper evaluation of properties, a 
Valuation Cell has been cwatcd bv Government. The Committee have 
already cmphnsiscd the need to undertake a survey of all metropolitan , 
properties in accordance with a time-bound programme (vide para 1.31 of & 
their Hundrcdrh R c p r t ) .  Thev would like immedijtc action to be taken 
in this reyard. 

-do- Another useful safc.wrmard would be to have an integrated tax return 
covering both wealth and income tax. The experience in the instant case 
itself supFests that it \voold be 3 uscfr~l tool for checkin;: concealment of 
income. The Committee have already suprested the institution of an 
integrated return in nnra 1.50 of their Seventy-Third Reoort. The Commit- 
tee have further srlgec~tcd in para 1.73 of thcir Hundredth Renort that it 
would not he necessary to burden all the assessee!: with thc obligation of 
hadng to submit an intevatcd rctnrn. Only assessees liable to both 
income tax and wealth tax need be called upon to do so. This purpose 



could be achieved by having a different form of return for such assessees. 
The Committee would like Government to consider these suggestions and 
come to an early decision. It seems to the, Committee imperative that if 
the quality of tax administration is to bc improved, it is essential to co- 
ordinate properly the administration of income-tax and wealth-tax. 

~i~~~~~ The Committee are surpnised to note that the Inconletax Officer in 
this case who had himself detected in t k  course of assessment concealed 
inwmc of Ks. 1,25,W, representing bogus hundi loans and discussed it 
at length in his assessment order should have omitted to add it back to the 
total income of the assessee. Then: was also a mistake in totalling. The 
cumulative effect of the two mistakes was short-levy to the extent of " 
Rs. 1,15,034. The Committee note that although this was a high income 
case it was not scrutinised in Internal Audit. The Committee consider the 
omissions regrettable. 

do. The Committee were given to understand that the assessment 
in this case is being ~cframed after the assessee went up in appeal. The 
Committee would like to bc apprised of the further developments in this 
case. 

do. The Committee note that tin: Board have circulated lists of bogus h u e  
dealcrs to the assessing olticcrs. They dcsire that the Board should keep 
the position under constant watch with a view to finding out whether any 
new devices are being used for concealnicnt of income. It was stated 
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25 I ' 115 Finance The Committce note the Board have, issued instructions for a special 
review of all high income group assessments. The Committee trust that 
as a result of the review, other cases of bogus hundi loans, if any, will be 
unearthed and incomes escapinn, assessments by way of such loans brought 
within the tax net. The Committee also hope that Government would 
maintain constant vi@Iance lest new rackets emerge in place of old rackets 
detected by the Department. 

-do- The Committee would also commend to Government the suggestion 
made by the Administratwe Reforms Commission that i ~ d i p n o u s  bankers 
or hundi brokers or percons engaged in money lending, other than banking ;; 
companies, should tx required to indicate in the accorlnts of the business O0 

the money available for business and keep in banks all amounts in excess 
of a maximum to be prewvjbed by law. 

-do- The Committee note that in respect of both the c a w  mentioned in the 
Audit paraeraph which were handled by the same Incometax Ofticer, the 
tax on an income of Rs 3 lakhs to be worked out on a slab basis was 
calculated bv cmput ine  the tax on Rs. 1 lakh in the first instance and 
then multiplyinc it by 3. It is ~urprisine that such an elementary mistake 
was made hy an assescin? oficer. There have been other instances in the 
past of similar mistakes. As action has been takcn against the o k r ,  the 
Committee do not wish to pursue this case further. The Board should, 
however. take steps to ensure that these mistakes do not recur, 



-c~o- l'ltc C'or~lrnittcc riotc that thc variou.; items of cxpenses disallowed by 
the asse5cing oficer in this case aggrqated Rs. 2,93,975. Due, however, 
to a mistake in totalling. the amount of disallowed expenses was taken 
as Rs. 1,93,975, resulting in an under-assessment of Rs. 55,024. While_ 
the Committee note that tax short-levied has since been adjusted, they 
cannot help p int ing out that the mistake occurred in a Central Circle 
where the numher of assessments dealt with is comparatively less. The 
Committee further obscrvc that tbouph this was a b i ~  income case, it had 
not been subjected to a counter-check at the original assessment or the 
revised azrcssrnent stagc. Nor had the assessment been semtiniscd in hter-  
nal Audit. The Committee note that accordin? to the instructions nowissued 
by the Board. caws of the present type would come in priority category 
for the purpose of scrutiny hv lnternal Audit. The Committee trust that 
the Board will ensurc that their instructions in reeard to counter-check 

V) of tax calculations as also scrutiny by Internal Audit are strictly complied 
with. 

40- The Committee note that the normal policy followed by the Board is 
to allow bcnefit t11 :In as.;rscec arkin? from his recognition as a companv 
for nssewnentq p t n d i n ~  on the date on which the assessee applies for 
such recopnition. Tn this caw. however. recocmition as a company was 
given with retro~pcctive effect covering those assessment vears for which 
assessments had already h e n  c o m ~ k t e d  on the cn~cinl date. The Con\- 
mittee do not in principk approve of deviations from general policies laid 
down by Government. Thev feel that if. in any case. an exception has 
to be mndc, it should he in accordance with wcll-definrd criteria within the 
four comers of law. Tt is also essential that the benefits of such 
cxce.ptions should he availnMe to nnvnne who satisfies the criteria. 

. - . - -- -. - - - 



30 1 .136  Finance The Committee note that there is no provision in the Income Tax Act, 
1961 enabling or barring the Board from issuing an order according the 
status of a company to an assessee with retrospective effect. After the 
matter was raised by the Committee, it has been referred to the Ministry 
of Law for opinion. The Committee would like to be informed of the 
opinion of the Ministry of Law in the matter. 

40- The Committee observe that the company in question, not being a 
priority industry, was a5sessable to super-tax at the effective rate of 35 
per cent. However, just on the basis of the company's name which in- 
cluded the word 'metal' ( a  priority industry), the Income Tax Department - 

(n 
treated it as one engaged in a priority industry and assessed it to a lower 0 

cffcctive rate of super-tax (29 per cent) applicable to priority industries. 
Another mistake made by the Department was that ncn-business income 
of the conlpany which was chargeable to supertax at 35 per cent was 
charged at the rate of 25 per cent. The cumulative effect of the two 
mistakes was an under-charge of+tax to the tune of Rs. 8,83,738. 

-do- While the Committee note that the whole amount of short-levy has 
since been recovered, they consider that the officials concerned were 
extremely lax. Another lapse that occurred in this case was that t h o u s  
the assessment was to haw bccn counter-checked by the Income Tax 
Otliccr. aa the assessee's income ex& Rs. 1 lalb, tbis was not done, 
with the result that the mistake nwde at the lower level remained undetect- 
cd. i t  w , s  stated that this ofliccr was found to have made mistakes in as 



many ;IS 49 c;~scs a.;scwd by him that 3 character roll warning had 
bccn given t.) him. The Comrni~tcc arc not satistied with this. They 
desire that G(~vcrnnicnt should revicw thc mattcr and see whether deterrent 
punishment is not calkd for in this case. 

e 

40- A further omission rcvealcd was that although the case belonged to a 
company circle. the assessment was not checked in Internal Audit. The 
Committee woultl like such omissions to he seri~usly viewed in future. 

-do- The Committee observc that in computing the allowance to be made 
for depreciation, the assessing officers failed to apply correctly the relevant 
provisions in the Income Tax Act. This mistake occurred not in m e  but 
16 other Commissioners' offices. None of the assessing otficers was 
apparently aware that the Income Tax Act, 1961 had made a substantial 
departure from the provisionq of the 1922 Act in that the actual cost of an 

C asset (for purpose of depreciation) was to be reckoned after excluding the 
portion of the cost met not only by Government or a local or  public autho- 
rity alonc (;!c in 1922 Act), but by "an" person or authority" other than 
the assessee. It was stated that the mistake that occurred could not be 
detectcd by Internal Audit as at that time its scope did not extend to 
checking correctness of depreciation allowances made in assessments. 

The Committee would likc the Board as a working rule to ensure that 
whenever important changes are made in the Income Tax law, the impli- 
cation~ thercof :Ire fully explained to all the assessing officers, s3 that cor- 
rect assessments arc facilitated. The implications of such changes in law 
should also be brought to the notice of the public through notices or hand 
outs which inc:)rporntc suitable working illustrations. 
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36 11 - 72 Finance The Committee observe that the assessing officer allowed depreciation 
in this casc at a higher rate than admissible under the rules. The rules 
allow varying rates of depreciation ranging from 9 per cent to 40 per cent 
to specified industries and a general rate of 7 per cent which would apply 
to industries not s3  specified. Accordingly, the assessee, a blade manufac- 
turing concern, which was not covered by the special rates specified in the 
rulcs, was entitled to depreciation at 7 per cent. However, the assessing 
officer allowed depreciation to the assessee at the special rate (10 per 
cent) in two successive aswssrnents, with the result that there was a short- 
levy oi tax to the tune :)f Us. 1.26 lakhs. A similar mistake occurred in , 
thr subsequen( year also, VI ra 

d o  - The Committee note that rectification has not 3een possible so far as 
proceedings initiated in this regard for one of the assessment years were 
questioned in court. The Department is stated to be cmtem'plating action 
under Section 154 .)f the Act. The Committee would like to be a-pprised 
of further developments in this regard. 

- ( . !I  ) Governnient have also informed the Committee that they propose to 
undertake a review earlv in the next financial year to ascertain whether a -  
similar mistake had occurred in assessments of other blade manufacturing 
concerns. The Committee would like to be informed of the result.; of the 
review and the rectificatory action -taken pursuant theret3. 



Pursuant to suggestions made by the Committee in paragraphs 3.65 
and 3.66 of their Seventy-Third Report, Government have published draft 
rules for rationalisation of the provisions regarding depreaation on an 
industry-wise basis. The Committee, however, note that lor importank 
industries like scooters and automobiles, electronics, etc., industry-wise rates 
of depreciation have not been prescribed. The Committee desire that 
Government should consider the question of laying down suitable rates of 
depreciation in respect of these industries also at an early date. 

In the opinion of the Committee, this is a bad case in which a numkr 
of lapses occurred. These were mainly:- 

( i )  Under thc Income-tax law, no depreciation is admissible on the 
cost of land. Yet initial, additional and normal depreciation 
was allowed on such cost for nine consecutive assessment years 
( 1954-55 to 1962-63). The total (inadmissible) depreciation 
so allowed was Rs, 5,78,772. 

(ii) For the purpose of depreciation allowance, the cost of the ncw 
cinema house was taken as Rs. 22,65,653, instead of 
Ks. 17,23,653 shown in the certified accmnts of the company. 
The excess depreciation on this account amounted to 
Rs. 2,32,663. 

( 5 )  Thc income from house property was computed on the basis 
of municipal valuation even though valuation on the basis of 
the rent reccivable far excceded the formcr. This resulted in 
an under-assessment of inmme of Rs. 68,895. 



(iv) Certain inadmissible expenses relating to the property let out 
were not disallowed and added back in the computation of 
income resulting in under-assessment of business income to the 
extent of Rs. 1,42,987. 

The agrcgate under-assessn~cnt of tax as a result of all the above 
mistakes as also some other diccrc.pancies amounted to Rs. 5,25,419. 

1.184 Finance A regrettable aspect of the case is that although the assessments were 
completed by different assessing officers. all made the same mistakes. 
Another sipnificant feature of the case is that the assessee had certain 
suspect h11ndi transactions on account of which assessments for certain E 
years were re-opened. The Committee note that Government have accept- 
ed audit nhjcctions in respect of all the mistakes except (i) a b x e .  In- 
vestigations into thc mistakes are stated to be in progress. The Committee 
would like to await the rcsults of the investigations and of the action taken 
against the officers pursuant to the findings. 

.A9 repnrdr f i) .  Gnvernment have stated that certain facts are being 
ascertnincd. The Committee would like to be informed of Government's 
decision in rennrd to ndmiwihility of depreciation in lands in the light of 
thr f x t c  cnllected. 

As regard< revisinn nf assessments for the year 1954-55 onwards. the 
Board have expressed the view that detailed investigations wiU have to be 



%If>- 

do- 

carried out for making out a case undcr section 147(a) of the Act. read 
with Section 151 ( 1 )  thereof. The Committee trust that, after t lk com'pki- 
tion of investigations. the Department will take necessary steps for 
retrieving the revenue lost. 

The Committee note that thc Board h a w  asked the Income-tax Olticers 
to furnish data regarding cases in which depreciation had been allowed on 
the cost of land together with the revenue involved. The Committee trust 
that effort$ will be made by the Department to recover tax in all such 
cases where depreciati3n has been wrongly allowed on the cost of land. 

An essential condition for admissibility of development rebate under 
the Income-tax law is that the plant and machinery in respect of which 
such rebate is claimed should have been in use in the previous year 
relevant to the assessment year. In this case, however, the assessing 
ofticer allowed development rebate without verifying whether this require- 
ment had Seen fulfilled. Subsequently when Audit pointed .out the 
omission. the Department reviewcd thc case and found that rebate to  the 
tune of RP. 26.80.877 had been allowed in excess. After rt further review 
the excess development rebate has bcen computed at Rz. 7,24,677, as 
against Rs. 26,80,877 initially reported. It was u r g d  hv Government 
that the asressinr officcr had relied on the figures of cost of plant and 
machinery, duly certified by the Accoontant-General, Madhva Pradesh. The 
Committee are unable to accept this explanation. for thev find 3 wide 
variation between the figures of cost mentioned in the Development Rclwte 
chart furnished by the nssessee and fi-pres contained in the audited stats:- 
mcnt of czpital expenditure. Besides, the assessing officer failed to notice 

-. - - - - - . -- -- - -. . - - . . . - - - - - - - -'- 



that the asscssee had not given particulars regarding date of installation 
of assets i:i rcspect of which the rcbatc was claimed. In the absence of 
this data it is not clear how the assessing officer came to the conclusion 
that the assetc were in use. 1" the opinion of the Committee, the assessing 
officer failed t~ verify whether the essential conditions of admissibility of 
development rcbatc laid down under the law had been fulfilled. The 
Committee desire that Government should take a serious notice of such 
omissions. 

In their successive Reports on Direct Taxes, the Committee have been 
expressing concern over mistakes in wxking out depreciation and develop- r 

UI mcnt rebate. There has bccn no perceptible improvement in the position. cn 
The amount of under-assessment on this account reported to this Committee 
last yea1 waq Rs. 41.94 lakhs and i t  has risen now to Rs. 93.80 lakhs. In 
paragraph 3.66 of their 73rd Repx t  (Fourth Lok Sabha), the Committee 
had stressed the need for the rationalisation of the provisions of the Act 
hearing on depreciation and development rebate. Pursuant to this recom- 
medation. Government have framed and published draft Rules to  rep!ace 
the existing rates .3f depreciation by consolidated rates on industry-wise 
hnsis and invited public opinion thereon. The Committee trust that, in 
thc light of sugestions received from the trade and industry, Governmenf - 
will be able to work out a simple and rational depreciation rate schedule. 

do- Another aspect to which the Cpmmittee would like to draw attention 
is that Internal Audit had n>t  been going into questions relating to depre- 
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debentures did not, therefore, contribute towards creation of capital assets 
and did not qualify +fix inclu\ion in capital. The assessing officer, how- 
ever, treated the debentures forming part of 'capital', with the result that 
the statutory deduction was over-stated by Rs. 7.5 lakhs with a correspond- 
ing reduction in chargeable pwfits. 

Finance The Committee observe that the Act, as it at 'present stands, permits 
of debentures being reckoned as part of capital under these circumstances, 
though this is not the intention. The Finance Secretary admitted that the 
Act in this respect is "loosely worded" and could, therefore, confer an 
unintended concessinn. As this might result in a substantial amount of t; 
profits of companies escaping tax, the Committee would like Government 
expeditiously to consider the question of amending the relevant provision 
so as to bring it in clnformity with thc underlyinp intention. 

The Committee ohccrve that in the original assessment of the d d  com- 
pany for the year 1960-61 made in March. 1962, an a m u n t  of E 2.5 lakhs 
representing management fee paid to the holding company in London was 
allowed as rcasonablc cxpcnscc. On this basis, £ 62,707 allocated by 
the old cmpany  tc~ the new company as its share of management fee was 
allowed 5y the assessing officer in the assessment of the new company for 
that assessment year made in Februarv. 1965. The assessment of the old 
companv was, however, re-opened in September, 1965 when the manag- 
ment fee of £ 2 . 5  lnkhs oripinally allowed was reduced to 
& 1 lakh. The amount lf £ 82,707, however. allrrwcd tr, the new ~ o q -  



pany as its share of the total management fee re& unaftered. The 
Committee fcsl that, alter revising the assessment of old company the 
income-tax officer, who had also made the assessment of the new compafiy, 
should have re-opened it and made a consequential change therein. This 
unfartunately was not done. 

The Committee note that the question of disallowance is now under 
appeal t3 the Tribunal. After a final decision is reached, appropriate 
adjustments should be made in the assessments relating to the old as well 
as the new company. 

The Committee note that the assessing officer allowed a deduction in 
this case which the assessee himself had not claimed. The consequent 
undercharge was Rs. 56,402. The mistake was noticed neither by the 
oflicer who initially made the assessment nor by his successor w h  actually 
finalised the assessment. It is obvious that the scrutiny done by both 
these ofticcrs was far from thorough. It is also regrettable that though 
the assessee belonged to a high incame group, the assessment was not 
scrutinised by the Internal Audit before statutory Audit took up the case. 

do-  

-do- 

As the short-levy has been recovered, the Committee do not wish to 
pursue the case further. The Board should, however, take precautions 
against the recurrence ,a[ such cases. 

The Committee feel that the cxecutive instructions issued by the Board 
in this case were contrary to the provisions of law as it then stood. In 
December, 1962, when the Board issued instructions making newly-im- 
ported second-hand plant 'and machinery eligible for 'Tax Holiday' and -- - - 



I 2 3 4 
-- -- - - - -  - 

--I 

avelopment Rebate benefits, the position in law was that no development 
rebate was admissible on second-hand plant and machinery. 'Tax holiday' 
was admissible to a newly-established industrial undertaking using xcond- 
hand plant and machinery, but the law clearly stipulated that the value 
of such second-hand plant and machinery should be excluded while corn- 
puting capital for purpose of tax and that it s h ~ ~ l d  not exceed 20 
cent of the total value .of assets. In view of this position, the Board 
clearly exceeded their authority while issuing the instructions. 

mance r' The Committee do not consider the concessions extended by these 
L-. 

executive instructions objectionable in principle. But the concessions 0 
0 

~hould  have been extended by the due prxess  of law. The Committee 
note that in regard to development rebate the position has since &en 
lepliscd by amendment to the Act which came into effect ,from the assess- 
mcnt year 1965-66. Similar action should also be taken to give due 
statutory backing to the tax holiday oncessions extended by the executive 
instructions of 1962. 

The Committee note that in terms of the Board's instructions of 195" 
and 1960. variable bonus or commission not in excess of 50  per cent of 
salary was required to be excluded from salary for the Pufwse of compu- 
cation of value of rent-free accornmodati ?n These instructions. being_in 
conflict with thc definition of the tcrm 'salarv* in the Income-tax Rule%. 
lq(i?. werC withdrawn by the Roard ir, 1965. While withdrawin2 these 



instructions, the Board, however, dirccted that assessments for the year 
1964-65 and earlier years should be completed on the basis of e a r k  ins- 
tructions. In the opinion of the Committee, it was not correct on the part 
of the Board to have given such a direction. They feel that after the, 
Board had c m e  to the conclusion that their instructions of 1956 and 1960 
violated the statutory provisions, they should have applied the correct pro- 
vision with immediate effect and taken rectif i~ator~ action wberevcr 
possible. By not adopting thic coursr. the Board n>t only lost a sizeable 
amount of revenue (over Rs. 1.60 lakhs) but also dirccted an illegality to  
be continued till thc clozc of the financial year. The Committee trust 
that thc Board will take cnrc to av.>id such mistakes in future. 

-do- The Committee note that, according to the law, as judicially intetpreted, 
the written down value of an asset used partly for business purposes and r 

partly for non-businesp purposes i s  to be arrived at. after deducting from 
the actual cost the dcprcciation actually al l~wed to an assessee and not 
any nctional depreciation allowable. The Committee regret to observe 
that even though Audit drew the attention of the Board to the fact that 
the practice of deductins the notional all.~wablc depreciation followed bv 
the Department was not com'patiblc with the judicial interpretation of the 
law. the Board allowed the old practice to continue. Even in October. 
1967. when the law on the subject had suficicntly crvstr~;iiscd. the Board 
issued instructions which wcrc at variance with the law as interpreted bv 
judicial authorities. Thc Committee note that after the Rombnv High 
Court refused leave to the lkpartment to appeal to the Supreme Court in 
a case bearin9 on the point, it withdrew the aforesaid instructions. The 
Committee desire that bcforc i sz r~ in~  instr~~ctions in s w h  matters. th,- 

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



Board should invariably take into account the interpretation of the law by 
the judiciary and take adequate icgal advice. 

57 I 241 Finance The Committee would also like to stress that if Government feel that 
a law, as judicially interpreted, does not properly translate the intention 
underlying the law, they should come before Parliament with an amending 
U111. It is not appropriate to get round difliculties of this nature by issuing 
instrdctions which arc incompatible u ~ t h  the law as interpreted by the 
judiciary. 

L 

Under !kction 23A/104 of the 1922/ 1961 Act, if a company in which E 
the public are not substantially interested fail to distributee a prescribed 
percentage of ~ t s  distributable income as dividends within a specified 
period, it is liable to pay additional super-tax. The Committee note that 
in respect of the first company mentimed in the Audit paragraph the 
additional supcr-tax wa5 not levied for a period of three consecutive 
years. The tax that was s~mitted to be levied for these years was calcu- 
lated as Rs. 1,52,183, but the Department has not been able to recover 
the money, owing t.) a restraint order 'passed by court. The Committee 
would like to bc apprised of the further developments in this regard. 'I'be 
Committee would also like the Board, after the case is finally decioed by 
the court to examine, whether there was an omission on the part of the 
assessing officer and, if so, to take ap'propriate action. 



59 I - 248 Finance The Committee note that the second case, where according to Audit, 
there was an omission to levy super-tux of Rs. 61,656, is still under 
correspondence. The Committee would like the case to be settled &y 
and steps taken to recover short-levy, if any. The Committee would also 
like to be furnished with particulars of cases where action under Sedion 
104 had become time-barred during the three years 196667 to 1968-69, 
together with the approximate revenue forgone. 

al ,- The Committee are concerned to observe that the number of outstaad- 
ing cases in which penal Super-tax/lncome-tax under Section 23A/l(W of 
the Income-tax Act, 1922/ 1961 is leviable has risen from 2477 as on 
31st March, 1968 to 2593 as on 31st March, 1969. The amount of tax 
iovolved which on 31st March. 1968 was Rs. 3.02 crores rose to Rs. 4.31 
crores on 3 1st March, 1969--an increase of over 50 per cent. The Com- . . mittee note that the Board had issued instructions to the c o r n m S S S l o ~ ~ ~  
of Income-tax to complete all the cases pending under the OM Act by 
30th September, 1969. This could not be done and the indication now 
is that it would take another year to clear these cases. The Committee 
would like all the cases pending under the old Act to be finalised by the 
new target date (30th September, 1970) and substantial PrOjYeSs also 
made towards the clearance of cases pending under the 1961 Act. 

-do- The Income Tex Act provides for companies in which pub& are not 
substantiaily interested paying more tax than companies in which ~ b k  
are substantially interested. According to the Act, as it stood prior to 
amendment in 1965, a company in which 51 per cent or more of the 

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



- - -- - - - . . - - 
shares were held by another company was to be treated as a c ~ ~ ~ p a n y  in 
which public are not substantially interested, even if the company holding 
the shares was itself a public company. The Committee note that in this 
case the assessing officer treated a company of this type (where more than 
51 per cent of shares were held by a foreign company) as a widely-held 
company, with the result that there was an under-assessment of tax to the 
extent of Rs. 23.06 lakhs. The mistake arose because the assessing officer 
gave the benefit of the amendment of retrospectively the law i.e., with 
effect from the year 1964-65, instead of from the year 1965-66 when it 
took effect. While the Committee note that the amount of short-levy has 
since been recovered in this case, they cannot help observing that in givlng & 
the benefit of the amendment to the company in question with retrospeG P 

tive effect, the assessing officer had gravely erred. 

I 268 Finance The Committee observe that a foreign company can be treated as a 
company for the purpose of Indian Incomc-tax only when a specific noti- 
fication to this effect is icsued by the Board. In the absence of a notifica- 
tion, such a company can be treated only as an Association of Persons 
and will not be called upon to pay all the taxes that will devolve on a 
siniilarly situated Indian company, including the tax liabilities arising 
under Section 23A of the Income Tax Act. The representative of the 
Board accepted during evidence that this situation needs looking into, 
Thc Committee would like the matter to be examined and suitable action 
to be taken immediately. 



-do- The Committee had asked for data about companies where a major 
portion of the shares are held by a foreign company but their status for 
purpose of assessment is deemed as companies in which the public are 
substantially interested. The Committee note that this is being cdectep 
The Committee would like to await this information. 

40- The Committec note that, according to the opinion of the Ministry of 
Law, receipts from surplus loom-hours should be treated as revenue r s  
ceipts and expenditure incurred thereon as revenue expenditure. The Com- 
mittee desire that necessary action should be taken in the light of this 
opinion. 

-do- The Committee observe that under the Income-tax Act, dividend in- 
come received by a company from another company is entitled to rebate. 
The rebate is to be calculated with reference to the net dividend income, - 

QI 
after deducting the expenses incurred in earning the dividend income. In ul 

the case under report, however. the rebate was calculated with reference 
- 

to the gross amount of inter-corporate dividend, without deducting the 
expenditure incurred in earning it. This resulted in excess rebate of 
Rs. 59,825 being granted. While thc Committee note that the amount 
of tax short-levied has since been recovered, they feel that, with a Little 
care on the part of the assessing officer, the mistake could have been 
avoided. The Committee also note that though the case belonged to a 
company circle, it hnd not bccn checked in Internal Audit. The Com- 
mittee trust that thc Board will ensure that such omissions do not recur. 

66 I .  284 do- The Committee obscrvc that erstwhile ruling chiefs and princes of 
Indian States ceased to enjoy wlth effect from 1st April, 1963 exemption 



- - - - . - -- -- -- - - 
in respect of income derived by them as interest on Government securities. 
In this case, however, the assessing officer gave the benefit of exemption 
to such income of an ex-ruler amounting to Rs. 1,84,793 in the assess- 
ment year 1963-64, as a result of which there was a short-levy of tax 
of Rs. 1,63,179. The Committee consider this failurc on the part of the 
a~scssing officer regrettable. 

67 I .  285 Finance The Committee note that. after a fresh assessment, an additional 
demand of Rg. 1,57,130 was raised on this account, of which a sum of 
Rs. 72,964 has since been recovered. The recovery of the balance has - 
been kept pending, as a question has arisen whether the entire interest of 
Rs. 1,84,793 pcrtains to the assessment year 1963-64 or a part of it is ii 
assessable in 1962-63. The Committee would like to be apprised of the 
decision in this regard. 

-do- The Committee would like to point out that since 1963-64 the pro- 
ceeds from wealth tax have been almost stationary at Rs. 10 m r a c  
11 crores, in spite of a rise in the n u m h r  of assessees-from 67,057 
in 1964-65 to 1,05,934 in 1968-69. This suggests that there is a large 
scope for improving the administration ~f the tax. In the Committee's 
opinion, this would call for efforts in two directions. In the first place, 
it would be necessary to make concerted efforts to bring down the arrears 
in assessments. Later in this Report, the Committee have drawn attention 
to the fact that there are pending assessments dating back to 1963-64 and 
even earlier years. A programhe for their expeditious clearance would 



have to be drawn up. Secondly, the procedures for valuation will have 
to be streamlined. The Committee note that in regard to real estate, the 
Board have recently asked the Commissioners of In--tax to amchroc 
a census of house properties in major cities and towns to checL ap 
whether there had been any evasion of Wealth-Tax and to report the 
progress made by the end of 1970. The Committee would like to  be 
inform& of the results of the census. For the purpose of valuation, the 
Board maintains a valuation cell, apart from a panel of registered vahers 
who assess the value of properties for purpose of tax. It would be neaa  
sary to devise adequate checks over the work of valuers to ensure that the 
valuation is correctly and fairly done. Another measure that the m- 
ment should adopt, to have u check on valuation, is a system of integrated 
return for wealth and income tax (from assessees who are liable to paSr 
both), as suggested by the Committee elsewhere in this Report. 

The Committee are concerned over a steep rise in the arrears of 
demands under the Wealth Tax, Gift Tax and Estate Duty. The eggregate 
of the arrears under these taxes which amounted to Rs. 15.29 crores as 
on 31st March, 1966 rose to Rs. 21.60 crores on 30th November, 1969- 
a rise of over 40 per cent. The Committee further observe that while in 
case of Gift Tax. the arrears as on 31st March, 1968 were equal to the 
entire receipts durinf 1967-68, in case of Estate Duty, the arrears as 
31st March. 1968 wcw 1 $ times the cntirc receipts during 1967-68. The 
Committee note that instructions havc k e n  issucd by the Board to the 
Commissioners of Incomc-tax to ensure that arrears under these taxes 
are reduced by at least 50 per cent by the cnd of the current financial 
year. The Committee consider this to be a modest target. They would 



like all-out efforts to be made for the clearance of arrears before, the close 
of the financial year. 

70 2.19 Finance The Committee are unhappy over the rise in pendency of Wealth-tax 
assessments. The number of pending assessments which as on 31st 
March, 1966 was 54,240 rose to 1,20,666 as on 31st March, 1969--an 
increase of over 120 per cent in three years. The amount of tax blocked 
up in pending assessments as on 31st March, 1968 was Rs. 7.4 crores 
compared to Rs. 5.26 crores as on 31st March, 1967. During evidence, 
the representative of the Board conceded that this item of work had been 
neglected till recently. The Committee note that instructions have now w 

been issued by the Board for the expeditious clearance of these cases. 
The Committee would like a definite deadline to be set for this purpose. 

2 . 2 0  -do- The Committee note that the number of pending Gift-tax afsesments 
as on 31st March, 1968 was 7762, involving an amount of Rs. 37.58 
lakhs. The number of pending Estate Duty assessments on that date was 
8,299, involving a duty of Rs. 7.48 crores. The Committee would like 
concerted efforts for the clearance of these cases to be made by the Board. 

2 -26 .do- The Committee are concerned over the heavy pendency of appeals in 
respect of Wealth Tax and Gift Tax. They observe that the appeals 
pending for more than one year under both these categories accounted 
for nearly 30 per cent of the aggregate pendency on that date. The posi- 
tion in respect of revision petitions is more disquietening. The number of 
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sale of the property at Rs. 50.74 lakhs. Of this, a sum of Rs. 35 lakhs 
had also been paid to the accountable person before the assessment took 
place. The officer who asscsscd the, estate duty was apparently not aware 
of this transaction when he made the assessment, nor was he apprised of 
it thereafter by the oficer who assessed the capital gains tax, when he 
received the copy of the sale agreement. 

Finance Government have argucd that the valuation shown in the sale 
agreement for the property may not bc relevant for purpose of assessment 
of estate duty, as that valuation assumed vacant possession of the property 
which did not exsist at the time of the dcsth of the assessee. The Cm- 
mittee are not convinced by this argument for the following reasons: c 

(i) Thc Committee had spxificcllly asked for information about 
the proportion of the property in possession of the assmsee 
and other tenants in September. 1963, when the sale agree- 
ment was executed. The Committee had also asked whe- 
ther vacant possession of the property was available when 
the sale deed was signed. The Board have not so far been 
able to furnish information on these points. The Cbm- 
mittce are not. therefore. able to understand on what basis 
the view has been taken that vacant possession of the pro- 
perty was not available when the sale took place. 

(ii) Even assuminy th:it vacant possession was not available, the 
Comnlittee arc not able to sa- why that should make a diflerenc~ 



to the valuation for purpose of assessment of estate duty. 
Scction 36 of Estate Duty Act, 1953 provides that the value 
vf m y  property should be estimated at "the price which it 
ibould fetch if  sold in the open market at the time of deceased's 
;'i.:~h." The assessing officer has, therefore, to make an esti- 
mate m d  the only consideration for which a reduction in 
the esti~nate can he made is that set out in the proviso in section 
3h(  2 ) which stipulate5 that "if the value of the property has 
dzjlrcciatcd by reason of the death of the deceased" it should 
hc takcn into account. 

, i i i )  It secmc to be nece\sary to have uniform principles for valuing 
a prlqwrty. be it for the purpose of wealth tax, capital gains 
tax o r  cstiitc duty. The valuation adopted by the Department - 
for tlw purpose of capital gains tax did not discount the value 3 - 
o n  the cnnsidcration that vacant possession was not available: 
in point of fact, the valuation as on 1st January, 1954 
:~-.sr~n~cd vacant po<.;ession which obviously did not then exist. 
There is. therefore, no reason why vacant possession should 
not be similarly assllmcd when valuing the property for pur- 
pose of estate duty. 

-do- I n  thc Cornmittcc'h view, the whole case calls for a comprehensive 
review. with a view to determining what should be the value for purpose 
of e5tnte duty. In the course of the review, it should also be examined 
why such a gozsly depressed value as Rs. 3.20 lakhs was accepted for 
purpose of wealth tax assessments during the period 1957-58 to 1961-62. 



------ -- 
It would also be necessary to investigate to what extent the assessee failed 
to declare the correct value, both for purpose of wealth tax and estate duty 
and to what extent the assessing officers were lax and why different values 
declared at dillerent points of time were not linked up. Appropriate action 
should also be taken to recover the taxes the assessee escaped by under- 
valuing the property at different stages. 

2 . 5 0  ??inancc The case also highlights the need for to-ordination betucen officers~~ho 
assess estate duty and those who assess wealth tax and capital gains tax. 

2 . 5 1  -do- There are two other points arising out of the evidence given in this w case which thc Committee would like Government to take note of: -I 
N 

( i)  Rule 11(3) of the Estate Duty Rules provides for the sale 
value of the property being taken on the basis of assessment, 
i f  the propcrty has actually been sold "within a short time 
after. . . . . .death." Since the term "short time" has not been 
defined, the way is left open for different assessing officers 
ad.fpting different periods in this regard. As this would lead 
to discriminatory treatment, the Committee would like Govern- 
ment to consider how best consistency could be brought in its 
determination. 

(ii) For obtaining a tax clearance certificate for the proposed sale 
of a property, an assessee has only to apprise the tax authority 
of his intention to sell. In the form prescribed for this pur- 



pose for submission to the tax authority, he is not required 
to indicate the price at which the property is proposed to  be 
sold. As information about the actual sale price is necessary., 
for the proper determination of taxes, it is necessary that the 
relevant f m n  (E.D.--53) be amplified to indicate the sale 
price. 

This case is of more than ordinary interest because of some peculiar 
fcaturci. On the death of a partner in a partnership firm (in April, 1944) 
his widow inherited all his assets and liabilities in the firm. While assess- 
ing duty on her cstatc after her demise (June, 1964), a deduction was 
allowed by thc assessing officer on account of a debit balance of Rs. 2.64 
lakhs in the books of the firm which appeared in her husbands name, 
on thc ground that it represented a debt owed by the deceased lady. How- 
ever, account was IIOI taken of her husband's share of goodwill in the firm, 8- 
which had not bscn paid to hsr 5y the firnl, on the pround that the 
dccc:tscd could not legally have enforccd the claim because of the 
npcr;ition of time-bar. I f  thc time-bar precluded a claim for share 
of goodwill by the deceased, it also pr~tected the deceased lady acainst 
any claim on ;mount of the loan which stood in the name cf her 
husband in thc firm's books. It is not clear why the assessing officer chose 
to disregard this aspect of the case while assessing duty. The Committee 
also note in this connection that in  their letter of 14th December, 1962 
the firm itself had clearly indicated that the debit balance was not considered 
by them as "a loan made" to the deceased lady. In the circumstances, the 
deduction on this account made in the estate duty assessnlent clearly lacked 
justification. 



.---- -. -- 

82 2.67 Finance The Committee note that the amount of Rs. 2.64 lakhs has since been 
paid to the firm by the heirs of the deceased lady. It is significant that 
this settlc~nent has taken place after Audit became seized of the matter. 
While this no doubt validates the assessment made in this case, the Com- 
mittee would like the Board to investigate fully the circumstances in which 
the settlement took place a? they appear prima facie suspect. 

The Committee observe that, while finalising the Wealth Tax assess- 
nicnt in this case, the assessing officer failed to look into earlier years' 
assessnlcnts. Consequently, he accepted the value of a property as Rs. 
58.000 as indicated by the assessee, though fix the earlier assessnient years 

4 (1964-65 and 1965-66) the Wealth Tax Officer had valued the properties A 

in question at Rs. 1,01,080 as against the 'returned' value of Rs. 58,000. 
While thc C~nlmittee note that the amount of short-levy has since heen 
recovered, they cannot help observing that the Wealth Tax Officer con- 
cerned had failed to properly discharge his functions. As the officer is 
reported to have retired, the Committee do not wish to pursue this case 
further. The Committee desire that the Board should take strict action in 

. 

cases of such lapscs. 

The Conmittee observe that while computing the net wealth of the 
assessee for the purpose of Wealth Tax, the assessing officer took ink 
account thc value of the land sold by the assessee, instead of the value ot 
the residual land owned by him on the date of valuation (31st March,' 
1966). This resulted in an tinder-assessment of net wealth by Rs. 28,364. 



While the Committee note that the tax short-levied has since been recoverd, 
they feel that the assessing officer was very lax. The Committee trust 
that the Board will impress upon the assessing officers to exercise greater 
care in future. 

-do- The Committee observe that neither the Wealth Tax Act, 1957, nor 
the Unit Trust of India Act, 1963 exempts investments in units from 
Wealth Tax. In their circular letter of 2nd September, 1965, the Board 
had also clarificd that, for the purpose of wealth tax, the market value of 
Unit Ccrtificntcs should be included in the net wealth of assessees. In this 
case. ho\wvcr- the assessing officer granted exemption to Unit Certificates 
of the value of Rs. 20,000 while assessing Wealth Tax in two cases. While 
thc Committee note that the tax short-levied has s i n c ~  been recovered in 
both ths rases. the C'onln~ittsc: cannot help observinz that the assessing 5 
vfticer showed utter lack of familiarity with the provisinns of the law bear- '" 

iny on his \vo~k. Tho Committee hope that these cases will not recur. 

-do- The Committee note that the Board propose to conduct a general 
survey t o  find out whethsr a similar mistake had been committed by any 
othcr officer. The Committee would like to be informed of (he results of 
the survey, ;IS also of rectificatory action. if any, taken pursuant thereto. 

-do- The Committee observe that although exenlption for jewellery for pur- 
poses of wealth tax was confpletely withdrawn with effect from the assess- 
ment year 1963-64, the exemption was incorrectly given in three assess- 
ments for the years 1963-64 and 1965-66. A regrettable feature of the 
case is that the omission t o ~ k  place, in spite of the detailed instructions 



I 2 3 4 

issued by the Board after the amendment of the relevant provisions of the 
Wealth Tax Act. It is apparent that the assessing otticers had not taken 
note of either the change in the relevant provisions of the law or the ins- 
tructions issued by the Board. 

2. 89 Finance The Committee note that while in the first two cases the tax short-levied 
has brcn rccovered by adjustment against the refunds due to the assessees, 
In the third case, the assessn1ent has been rc-opened. Ciovcrnmcnt have 
indicated that at thc timc of completing the re-assesment proceedings, they 
would rectify thc mistake. ?'he Committee would like to have a further re- 
port in the matter. J OI 

The Committee note that the Board have now taken the view that 
commuted v.ilue of annuity deposits should be exempt from Wealth Tax 
and that. to give thcir view a statutory backing, Government propose to 
amcnll the relevant provisions of the Wealth Tax Act with retrospective 
effect. HOWCVC~, at the time the assessments in question were made, the 
instruciiunc from the Board were that the commuted value of annuities 
receivnblc on thc relevant valuation date should be included in the net 
wealth of an individual for the purpose of wealth tax. It is regrettable 
that in \pitc of these instructions, three assessing officers amitted to indudc 
the commuted value of annuity deposits in net wealth in six assessments 
which they finalised. This is not the only case of its kind in which ins- 
tructions regarding computation of net wealth issued by the Board were 



over-looked by its officers in the course of their work. The Committee 
have mentioned other such instances in this Report. The Cornittee 
would like the Board to devise ways to ensure that its instructions are 
strictly complied with by its officers in the course of their work. Persistent _ f 
disregard of such instructions should be visited with appropriate punishment. 

2 .  I 0 0  -do- The Committee note that in the Wealth Tax assessment for the year 
1962-63, the assessee's share of wealth from a firm was provisionally taken 
;IS nil in the first caw and RP. 21,124 in the second case, pending ascer- 
tainment of thcir actual shares. Althouph intimation was received in the 
Wealth Tax Otlicc that the actual share of the assessee in the first case 
was Rs. 67,059 and Ks. 27,028 in the second case, no action to rectify ! 

the assessment wnc taken by the xsessing officer t ~ l l  January, 1968 when 
the omission wag pointed out by Audit. The explanstion of the Ministry r 

4 for thc orniskxi is that there was no mention of the share mtimation in 4 

thc order-shcct o f  the file. Nor had the intimation been properly indexed. 
'1-hc Conimittcc rcgrc.1 that the asscssnicnt records were not propcrly main- 
taincd in this casc. Thcy feel that the HoarJ should issue instructions to 
th-: Commissioners to streamline the procedures for maintenance of assess- 
mcn: rccortls so t h : ~  they clearly indicate whether avy action in the case 
still rri~i;~ins to hc taken :~nd nhcther m y  informaticn has been r~ceived 
after the file was Iact wcn by thr assesin: oficcr. The Committee note 
in this connection that. on the Income-t;~x side. the Board have prescribed 
a register called "Rqister for rectification .?f Provisional share incomes". 
The purpose of this Register is to enable the Incomc-tax Officer to keep a 
watch over the rectification of assessments in cases where share incomes 
were provisionally taken as nil or at a certain figure as returned by assessees. 



The Committee would like the Board to consider the feasibility of main- 
taining such a register on the Wealth-Tax side also. 

Finance The Comniittee note that the Wealth Tax O5cer who had detected the 
omission of the assesscc to return the particulars of a loan of Rs. 5,33,200 
in the Wealth Tax return for the assessment year 1965-66 did not re- 
open assessments for the earlier years in which the same omissiou had 
taken place. The Committee note that the Department had called for 
the explanation of \Yer~lti~ Tax Officer for his failure to do so. The Com- 
mittee would like to be informed of the outcJme of the examination of the - 
matter by the Department. ... 

/; 

T!ie Committee note that the assessments for the assessment years 
1060-61 to 1964-65 have sincc been re-opened. Rut the assessee has 
represented that tlic loan of Ks. 5,33,200 mentioned in the Audit para- 
graph was fully covcrcd by an overdraft and there was, therefore, no 
escapement of wealth. The assessee's representation is stated to be under 
the considcraticm of thc Department. The Committee would iike to be 
informed of thc out~cwic c,f the re-assessment proceedings. 

Another aspect to which the Committee would like to draw attention is 
that the Board becamc aware of the omission on the part of the Wealth 
Tax m c e r  sometime in January, 1968. The explanation of the assessing 
officer was, however, called for oniy a few days before the consideration 
of the matter by the Public Accounts Committee (January, 1970) i.r.. 



after a period of two years. I h c  Committee desirc that the Board should 
act promptly in \uch matters. 

3 114 -do- The Committee note that for three ccmsecutiue w a r s  1963-64, 1964-65 
and 1965-66. the value of equity \hares held by the assessee in  this caw 
was determined o n  the basis of market value. Howrvcr, ior the assessment 
w a r s  196647 .  thc value returwd by the assessee at cost price as  shown 
in the Balance Sheet figures of the company was accepted. It is regrett- 
able that thc Wealth Tax Officer \\-as so remiss that he overlooked the 
notc appended to the Balance Sheet that the market value of equity shares 
was much mot-e rh;tn the cost price mentioned in the Balance Sheet. The  
officer a l w  failed to cross-chccl; the assessment in this respect with 
rcfcreucc to prcbious arxs\mcvts. The Committee would like the Midsir). 
to irnprcss upon the as\es>inp <)tticers the nerd to  excrcisr greater care-in - .... making assessments. 4 

2 118 -do- While the C'on~ntittcc note rnat thc I;IK excess c ~ ~ f l ~ c t e d  h,~s  since been 
refunded to the ;r\sccscc, they cannot help observing that there was an omis- 
sion on the part of the Wealth Tax Officer in not hitving dcdueted from 
the total ncalth of the ; ~ s c \ ~ c  the debt mved by Itim on the  date of 
val~rntion. Suitable in\tl-uc.tionx sh~wld be  iwurd tn prcvrnt recrrrrcnce 
t j !  a cnsc of t h k  kind. 

-do- f h r  Coni rn~t~cc  note that thcrc WAS over-kvy of 11ttere51 tn hc>th the 
caw\ mcntionc~i in the Audit paragraph. Although the Estatc Duty Rules 
lay down that interest for belated filing of returns is to  hc Ir\ied for tbe 
pcrind ;liter thc expiry 4 tint six months from the c!;~tc e f  J w t h .  in the 
first case the Estate Dutv CMccr charged interest for thc cntirc period 



- ------. . ~ - - . . - 
it-om thc date of death. In the second case, although the accountable 
person had paid provisional duty to the extent of Rs. 3,25.000, the Estate 
Duty  Officer did .not take it  intn account while determining the total anlaunt 
of intrrcst due. Thc cumulativc effect o f  the two ntistakes was an over- 
asxasment of Rs. 32.209. W.hr:e the C'ommittee note that the assessments 
h e  since hccn rcctificd in both the cases. they cannot help expressing a 
scnsc of uneasinc%\ because [ h e x  mistakes have occurl-ed in spite d dctail- 
cd i~istructions on the cuhjcct 'lavine been i ~ s u e c ~  hv :he ISoard. The 
C'c~mmittce lcel that the Nmrd +auld takc a wriocrs n.)tice cf such lapses- 

Finance The Committee have not made recommendations/obervations in res- & 
p e t  of somc of the paragraph5 of the Audit Reptrt (Ci i i l )  on Revenue 0 

Wcccipts. 1'169. They exoec.1 that the Department will notrrthelcss take 
ootc of the discussions in thc Crmmitter and take 5rrch .iction as is found 
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