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INTRODUCTION

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

2. The Audit Report (Civil) on Revenue Receipts, 1969 was laid om
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
December, 1969 (AN), 22nd December, 1969 (AN), 5th January, 1970
(AN), and 6th January, 1970 (AN). The Committee considered and
finalised this Report at their 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 conclusions/recom-
mendations of the Committee is appended to the Report (Appendix). For
facility of referencz these have been printed in thick type in the body of
the Report.

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

5. The Committeec would also like to express their thanks to the officers
of the Ministry ot Finance for the cooperation extended by them in giving
information to the Committee.

'NEw DELHI;
April 27, 1970. ATAL BIHARI VAJPAYEE,
Vaisakha 7, 1892 (Saka). : Chairman,

Public Accounts Committee.

#Not printed (One cvclostyled copy laid on the Table of the House and five copics
rplaced in Parliament Library).



AUDIT REPORT (CIVIL) ON REVENUE RECEIPTS, 1969
CHAPTER I
TAXES ON INCOME

(a) Proceeds from waxes 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)

1965-66 1966-67 1967-68

Taxes on income other than Corporation Tax

(Gross proceeds) . . . 271-80 306-63 325,80
Deduct share of net proceeds assigned to States 12334 137°10 17452
Net . . . . . . 14846 16953 151437
Add Corporation Tax . . 30484 33080 310' 51
TotAaL . . . 453°30 50033 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,
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1967 was 27,02,282. The number of assessees status-wise for the two
periods is as follows:—

As on Ason
315t March, 31st March,

1967 1968
Individuals 22,34,417 22,14,093
Firms'’ 2,86,266 3,10,821
Companies 26,787 26,525
Hindu Undivided 1,40,203 1,42,180
Family
Others 14,609 14,845

27,02,282 27,08,464

[Para graph 46(a) and (b)—Audit Report (Civil) on Revenue Receipts, 1969]

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

Year Total Percentage increase in
op;x;x;ebszzes the number of assessees.

1961-62 . 12,00,367

1962-63 . . . . . 13,08,854 8

1963-64 . . . 15,59,149 19

1964-65 . . 21,26,398 36

1965-66 . 24,31,5§36 14

1966-67 . . . . . 27,02,282 I

1967-68 27,08,464 2

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,
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965-66 and "1966-67 have been furnished by the Central Board of Direct

“Taxes:

Year

(rounded off to ‘o00)
Approximate increase in
the number of assessces

under
1964-65*Category 1 7,000
11 . . . . . 8,0c0
I . . . . . 28,000
v
v } . . . . . 5,174,000

*Category 1
Category II

Category 11T

Category IV
Category V

: Business cases having income over Rs. 24,000,

: Business cases having income over Rs. 15,000 but not exceeding

Rs., 25,000,

: Business cases having income over Rs. 7,500 but not exceeding

Rs. 15,000.

+ All other cases except those mentioned in Category (V) and refund cases

: Small incom: scheme cases, Government salary cases and non-Gov-

m:nt salary cases below Rs. 18,000,

Year

1965-66 Category 1

1966-67 Category I

1967-68 Category I

‘rounded off to  ‘o00)
Approximate increase in
the number of assessees

under
. . . . . 9,00
17 8,000
111 . 15,000
4
Mooy e
. . . . 18,5°0
II . . . . . 13,000
111 . . . R 21,000
I\\,/ } * * ’ 2,18,005
14,000
11 12,000
111 . . . . 21,000
I\}/ } . . . . . (—)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, 2,11,984 related to Government salary and non-Government
salary cases below Rs. 18,000.
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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 g 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 new assessees, 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 assessees 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 manpower available to sclective
survey only. It is felt by the Ministry that jt 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):

1962-€3 1063-64 1964-65

(a) No. of assessments completed 10,013 11,766 12,638
(b) Amount of tax realised (in lakhs of

rupees) . . . 5748 §7°92 6062

1.8. Commenting upon the above data, the 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
Delhj has not shown a very perceptible rise over the period 1962-63 to
1964-65. Tt 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.”
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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: i

(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; B

(e) Chiet 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 made 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 the Income-tax Officer while ex-
amining the accounts of an assessee about substantial pay-
ments made by him for the purchase of goods, payment of
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’ offices. 1t would
appear that the attention paid to this work has not been adequate. 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 recti-
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 great importance to the successful working of these Branches.
Their working should be reviewed immediately and any needed addition to
stuff should be provided. We have clsewhere rccommended that the In-
ternal Audit Department of the Commissioner should be placed in the charge
of an Inspecting Assistant Commissioner. This officer may also be in
charge of the Special Investigation Branch. He should continuously keep
himself informed about the progress of the work of the Branch as wall as
of the utilisation of the information furnished by it as well as by such
Branches in other Commissioners’ charges. (The Special Investigation
Branch in each Commissioner’s charge should receive 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 Tnvestigation 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 a
"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-
mation relevant for purposes of assessment and their energies should not
be directed to other items of work.
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(c) They should be placed under the immediate supervision of aa In--
specting Assistant Commissioner who will also be in charge of Internal:
Audit Department.

(d) 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 obscrve 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 of 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
realised, :

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, mumicipalities and
other organisations like banks, financing companies etc., so as to discover
new assessees or sources of income not disclosed by existing ones. The
Administrative Reforms Commission reported that the working of these
Special Investigation Branches is “unsatisfactory” due, amongst other
things, to lack of adequate supervision and their being saddled with items
of work not relevant to their main functions., These defects in the working -
of these branches should be removed. The Committee feel that if all the
avatlable 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 peragraph 1.31 of their Hundredth Report.

(b) Results of Test Audit Under-assessments
Audit Paragraph:

1.12(i) In the course of test-audit during the period from 1st Septem--
ber, 1967 to 31st August 1968 a total under assessment of tax of Rs..
1062.52* lakhs was noticed in 10,980 cases. Over-assessment of tax
of Rs. 85.25 lakhs was also noticed in 2,872 cases. Besides these, vations:

defects in following the prescribed procedure also came to the notice of
audit.
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Of the total 10,980 cases of under-assessment, short-levy of tax of
Rs. 934,99 lakhs was noticed in 689 cases alone. The remaining cases
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

(1) Errors and omission attributable to negligence or failure to apply the
correct rates of tax. R , . s R . . §2+21

(2) Under-assessment of tax due to incorrect determination of status
of assessees. . . . . . . . . . 33-16
(3) Incorrect determination of income under the head “salary”, R 281
{4) Incorrect determination of income under the head “house-property” 918
(5) Incorrect computation of income from business. . 4928
{6; Mistakes in computing depreciation and development rebate, . 93" 80
(7> Incorrect computation of Capital gains and levy of tax thereon. 772
(8) Irregularexemptionsorexcess reliefs given . . . 7762
(9) Incorrect computation of tax payable by companies . 4988
(10) Omission to levy tax on Section 23A 104 companies . 846
(11, Income escaping assessment . . . . . . 2580
(12) Omission to levy penalty correctly . . N . . 135
(13) Non-levy'incorrect levy of penal interest . . R 63°56

(14) Incorrect determination of Super-profits tax or sur-tax payvable by
companics . . . . . . . . . 11'84
(15) Other lapses . . . . . . . . . 132°F§

*This includes a sum of Rs, 4.03 crores in the case of two Corporations
-on account of incorrect deduction of interest paid, in the assessments, The
Jegality of the issue involved is under examination of the Attorney General

«of India.

[Paragraph 47—Audit Report (Civil) on Revenue Receipts, 1969]
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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 of 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 under consideration. The number of cases
involving an under charge of less than Rs. 10,000 was 10,291,

1.14, The Committec enquired how many of the above cases of under
assessment had also been checked by Internal Audit. The representative
of the Board stated that as priorities for examination by Internal Audit
had been laid down only recentlv. in some cases. 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 desired to know the measures taken by the Board
to make the functioning of Internal Audit more effective. The
representative of the Board stated that the following steps had been taken
by the Board to this end:

(i) the number of Internal Audit partics had becn increased;

(il) the scope of functions of Internal Audit had been extended
and made co-cxtensive with Revenue Audit;
(iii) priorities hud been fixed for the 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 time-barred.

.~ 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 stated: “In that case the work-
{0ad would not be manageable with the existing staff that we have. We
are trying to experiment with the increased units of the Audit party. Later
on, when this is established on a firmer footing, we will reduce the limit
from Rs. 50,000 to say, Rs. 25,000.”
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1.17. The Committee desited to know the latest position regarding
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 end 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 purpose, they
propose to approach the Comptroller 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 Income-tax and the
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 settle-
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 assessces, 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 Income-tax Officers. Our previous
strength was somewhere roundabout 1800 or so. It is now nearer to 2400.
Simultaneously we have increased both the strength of Assistant Commis-
sioners as well as the Appellate Assistant Commissioners. We have added
15 in the current year. All these additions of officers have brought
ebout quite a substantial addition to the strength of our lower ea@egoricl com
Our hope is that this addition of strength will take care of the more routiss
Xinds of work. This would enable our experienced officers to be able to
devote better attention to their cases in making their assossments.”
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1.19. In reply to a question, the representative of the Board added:
“So far as the quality question is concerned, I would submit that, with
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 been 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 smail’s pace. But the speed goes up in these three months.
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 reasens why cases were dragged on.”

1.21. The Committee desired to know the views of tae 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 stated: “All the while our efforts have been to
ensure disposal of assessment cases on this line but somehow we have not
been able to do it so far.” In reply to a question he added : “Now we have
set up scparate 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 beforc 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 between 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, A

'S
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at the carliest so that the ITO may not forget the facts and figures and the
discussions he had with the party in coming to a decision.” He further
stated : “There is a regular order sheet kept in which the officer has to make
entry from day-to-day, After hearing if he again takes up the case, he
writes that he has partly examined the case on such and such date and he
has fixed the case again for further hearing, After getting some more
information from the assessee he completes the assessment after
six weeks’ time or after a month if he so likes.”

1.23. In reply to a question ag to what would be a reasonable 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: “Qne
of the specific functions of the I.A.Cs (Inspecting Assistant Commissioners)
is to pick up the records to see whether the ITO has done his job

propetly........ 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 X1I,

para 22(xvii) of the Officc Manual, Vol. 1I, Section II. 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 another before the issue of demand notices or
refund orders. In cases of income of over Rs. 10.000 or
refunds of over Rs. 1,000 either the Head Clerk or the
Supervisor should check and initial I.TN.S. 150 form. The
Income-tax Officers’s responsibility does not cease at that; be
must satisfy himself that calculations are being properly made.
He is, therefore, advised that he should personally re-check
demands in cases with incomes over ! lakh and refunds over
Rs. 10,000. The working sheets showing the calculations
should not be destroyed either, but be filed in each case in the
Miscellaneous Record, duly signed by the person doing the
original work as also the person checking it.

(b) 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.”
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1.26. The Board invited the attention of the Commissioners of Income-
tax to these instructions on 13th December, 1968. The Committee enquired
about the nature of check exercised by the Inspecting Assistant Commis-
sioners. The representative of the Board stated: “The inspection by the
Inspecting Assistant Commissioner is not from the point of view of finding
out the mistakes in tax calculation as such. Hig point of view is whecther
the TTO 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 final assess-
ment, self-assessment and demand notices. The representative of the Board
stated: “The computer helps both in accuracy and speed and we tried it
in Bombay and some other places where the volume was great. If we take
the total of category I and II 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 Officers 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 a large number of cases
of under-assessment. During the year under report (1st September, 1967—
31st August, 1968), the number of such cases detected by Audit was 10,980,
Involving an under-assessment of Rs. 10.63 crores. The Committee note
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that Government have so far accepted the under-assessment to the extent
of Rs. 2.09 crores in 374 cases. 64 cases of under-assessment are stated
to be under examination, including 2 cases, involving a reported under-
assessment of Rs. 4,03 crores, where the legality of issues is under examina-
tion by the Attorney-General. The Committee would like to be apprised of
the outcome of this examination and of the rectificatory action taken
pursuant to the acceptance of under-assessment in all the foregoing cases.
The cases under examination should also be speedily finalised.

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 a deep
seated malaise in the Income Tax Department. It is significant that these
cases were thrown up in the course of a test-audit which covered only 2
percentage of 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.”

1.32. 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
and rush through 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 mistakeg or irregularities
occurred had been rushed through in the months of February-March., The
representative 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 Committee 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 eflorts should be to finalise all such cases hy
the end of December. The Committee would like the Board to issue suifable
instructions to this effect, so that range officers who are responsible for
fixing the priorities for assessment take suitable action in the matter,

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

(i) The time-lag between the final hearing in a case and the decision
by an assessing officer should be the minimum. The Board
should consider whether as a working rule the time-limit for
issuing an aesessment order should be fixed as fourfcen days
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«after the date of last hearing. The representative of the Board
m during evidence that this would constitute a reasonable

(i) Internal Audit has not so far played an effective role in checking
faulty assessments. A number of assessments were in fact
checked by it only after they had been scrutinised by statutory
audit. Now that Internal Audit Organisation has been
strengthened and the scope of its functions also enlarged, the
Committee hope it would be possible for this organisation to
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.

(iif) Under the Board’s instructions, in cases of incomes over
Rs, 10,000, tax calculations are required to be checked by the
Head Clerk/Supervisor and in cases of incomes over Rs. I Iakh,
calculations are required to be counter-checked by the Income-
tax Officer himself. The Committee 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 serfous view of such lapses, To speed
up arithmetical computation, the Board should arrange fo 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 asscssing officers. The Com-
mittee note that the Department is now maintaining 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 should
examine 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 Committee have made suggestions from time to time
and should engage the constant attention of Government.

(¢) Arrears of Assessments, Tax demands and appeals
Arrears of Assesments*
Audit Paragraph

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

—~—

#FRigures are as furnished by the Ministry.
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position of pendency of assessments for the last three years is indicated
below:—

As on As on As on

Year 31-3-1966  31-3-1967  31-3-1968

1963-64 and earlier Years . . . 3,60,283 1,93,101 37,928
1964~65 . . . . R . . 6,01,100 3,14,037 2,117,397
1965-66 . . . . . . . 12,08,146 6,38,623 3,02,572
1966~67 . . . . . . .. 12,01,752 5,64,55%
1967-68 . . . . . . .. . 12,07,198
ToTAL . . . . . 25,60,520  23,47,513 23,29,650

[Paragraph 65 (8) of Audit Report (Civil) on Revenue Receipts, 1969.}

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

Ason As on
31-3-1967  31-3~1968

(i) Business cases havingincome over Rs. 25,000 1,41,277 1,64.81C

(if) Business cases having income over Rs 15,000 but
not exceeding Rs. 25,000. . 1,36,498 1,62,337

(iii) Business cases havmgmcome over Rs, 7,500 but not
exceeding Rs, 15,000. . 3,35,866 3,96,989

(iv) All other cases except those mentloned in category
(v) and refund case 13,58,222 12,38,023

(¥) Smallincome scheme cases, Government salary cases
and non-Government salary cases below Rs. 18,000 3,75,650 3,67,491

ToTtaL . . . . . 23,47,513 23,209,650
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1.37. The number of assessments completed out of the arrear assessments
and out of *current assessments during the past five years are given below:-—

Financial year

Number

Number of agsessments completed

Number of
of assess-  Outof Outof Total % assess-
mentsfor current  arrears ment
disposal pending

at the end

of the year
1963-64 27,09,107 9,22,670  5,60,031 14,82,70I 547 12,26,406-
1964~65 36,26,144 11,54,834 6,86,795 18,41,629 508 17,84,515
1965-66 45,58,556 14,59,776  9,29,251 23,89,027  52:4  21,69,529
1966-67 47,65,607 13,32,672 10,85.422 24,18,004  50'7  23,47,513
1967-68 48,856,204 13,31,493 12,250€1 25,56,554  52'3  23,29,650

(The percentage in column 6 represents cases disposed of tototal number of assess-
ments for disposal).

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

ategory of Cases

Pendency Disposal during Pendency

as on
ason 1967-68 1968-69 31-3-69 (adjusted
31-3-68 upto 31-7-1969)

163 ) 3) “ s

1 1,64,810  1,52,679 1,95,26 8 1,94.,4 54 )
[+289/ in relationto [+ 189 in relation to
figures given in Col- figures given in Col-
umn (3)] umn (2) ]

1r 1,62,367 1,209,791  1,75,242 1,64,232

111 . 3,96,989 3,02,403  4,33,313 3,275,979

v . 12,38,003 13,65,258 18,39,841 794,088

Y 367,481  6,06,423 7,87,618 2,658,589

ToraL . 23,29,650 25,56,554 34,21,282 17,46,339
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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, 31st March, 1967, 31st March, 1968 and 31st
March, 1969;

Ason No. of cases pending
31-3-1966 . 1,20,185
31-3-1967 . 1,41,277
31-3-1968 J1,64,810
31-3-1969 1,94:454

1.41. During cvidence, the representative of the Central Board 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 forward 15 lakhs
assessments and this year we proposc to reduce that by further 1/3, and
carry forward only 10 lakhs”. Asked whether by 1972, the Department
would be able to reduce the pendency to an insignificant figure, the repre-
sentative of the Board replied in the affirmative.

1.42. The data furnished by Govemment indicates that the number of
pending Income-tax assessments has come 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, however, observe
that the reduction has been only in lower income categories (categories 111,
VI and V). As regards Category I—business incomes exceeding Rs. 25,000,
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 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 increase in pending
assessments of bigger cases. The Committee 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 high

revenue potentiality, receive greater attemticr at the hands of assessing
officers.
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1.43. The Committee note that the Board expected to reduce the
'pendency to ten lakh assessments by the end of the financial year 1969-70
amd to “an insignificant figure” by 1972. The Committee trust that vigorous
-efforts will be made by the Board to fulfill the undertaking given by it.

Arrears of tax demands*
Audit Paragraph

1.44, The total effective demand of tax outstanding on 31st March, 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 cffective arrears representing recoverable demands was
Rs. 410.05 crores. The balance Rs. 58.81 crores comprised the following:—

(Rs. in crores)

1* Reduction expected on account of:

(@7 D.LT. relief . . . . . . . 3'79

(b) Appellate relief . . . . . . . 12-94

(c)' Protective assessments . . . . . . 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 . R . . . 468

(¢} from cases pending beforc certificate officers . 2149
36-15
58 81

*Figures are as furnished by the Ministry,

The net elfective arrears of Rs. 410.05 crores included Rs. 56.30 crores
being the amount of advance tax rclating to the demands 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 arrears . . . . . . . (Rs. in crores)
As on 318t March, 1964 . . . . . . . 161-41
As on 318t March, 1965 . . . . . . . 18485
As on 315t March, 1966 . . . . . . . 24467
As on 31t March, 1967 . . . . . . . 33770

As on'31st March, 1968 . . . . . . . 410-05%
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(iii) The figures of corporation tax, income-tax and interest comprised
in the gross arrears of Rs. 622.61 crores and the years to whigh they relate

are shown below:

( Figures in crores of rupees)

Corpo- Income Interst Total
ration Tax
Tax
(i) Arrears of 1957-58 and earlier
Years . . . §:01 51-61 179 §8-41
(ii) 1958-59to 1965-66 28-33 122-12 7:26 15771
(iif) 1966-67 3212 8057 6:83 119°52
(iv) 1967-68 110° 1§ 16323 13°%9 286+97
ToTAL 17561 41753 29:47 62261

(iv) The table below shows the number of cases from whom gross arrears.
of Rs. 622.61 crores are due together with the dues involved range-wise.

Arrvear demand No. of Total
cases arrears
(in crores
of Rs.)
Upto Rs. 1 lakhin each case . . . F11,83,488 33823
Over Rs. 1 lakh upto Rs. § lakhs in each case ' 4,467 9829
Over Rs. § lakhs upto Rs. 10 lakhs in each case . 737 50°09
Over Rs. 10 lakhs upto Rs. 25 lakhs in each case . . 474 $3°37
Over Rs. 24 lakhs in each case 147 82+ 63
ToTAL 11,89,313 632:6r

[Paragraph 66(a) of Audit Report (Civil) on Revenue Receipts, 1969.T
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1.45. The following table brings out the comparison between the
demands of tax in arrears to total realisation in the corresponding years:

Period (year ending) Total Arrears Percentage
realisation outstanding of Column 3.
to Column 2

(Amount in crores of rupees)

Mar:zi, 1965 . . . . . 456" 80 32272 70
March, 1966 . . . . 45330 38188 84
March, 1967 . . . . . 500°33 $41°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 are 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 respectively.

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 S 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 § lakhs
are concerned, the Commissioners are watching them personnally. They
are keeping a similar eye on the progress of these items and items below 1
lakhs are being watched by the Inspecting Assistant Commissioners.

Our efforts are all along to reduce the arrears not only of 5 lakhs and'

above but below as well.” ARY
. AMENT LIBRARY
m&; & Reference Bervice]

ioations.
Osetral Gomt. B 5L



22

1.49. While considering the problem of mounting tax arrears, the
P.A.C, (1968-69), inter alia, made the following observations 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 Officers
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 Inspecting

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 Income-
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 the assessment”.

(ii) “An allied suggestion made by the Working Group to reduce

(iii)

arrears is to fix “a time limit for giving effect to appellate

orders”, so that tax demand disallowed are promptly refunded
to assessees”,

“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 consi-
dered whether amendment of the law to make it permissible
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td 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
bave found it unacceptable because of certain difficulties, have, inter dlia,
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 under consideration of Government.

1.54. The Committee are perturbed over the progressive increase of
(vet effective) arrears of Income-tax., The net effective arrears which
amounted to Rs. 16141 crores as on 31-3-1964 rose to Rs. 435-49 crores
as on 31-3-1969. The percentage of realisations to outstandings has beenr
continuously geing down and has fallen from 141 on 31-3-1965 to 74 on
31-3-1968.  Year after year, Government have been enumerating the steps
taken by them, besides addition to the numerative strength of the staff, to.
arrest the growth in arrears but it is obvious that they have not had the
desired effect. The Committee feel that the Department would have to
Iaunch 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 Committee 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. 28438 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
connection also like Government to consider whether a sort of system of tax
insurance, on the lines of that prevalent in the United States, could be in-
troduced in case of high incomes in this country.

1.56. One of the supggestions made by the Working Group of the Ad-
ministrative Reforms Commission was that the Act should be amended “fo
provide that where an appeal is preferred against an assessment, such an
appeal 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 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. To ensure that by filing appeals, assessees are not able to retaln
undisputed tax dues, the Committee desire that Government should issue
instructions to assessing officers to make maximum use of their powers for
timely recovery of tax dues. This would also reduce the number of frie

volous appeals.
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1.57. In their 73rd Report (Fourth Lok Sabha), the Public Accounts
‘Committee (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
Government to consider whether an amendment of the law to make it per-
missible to re-open 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 30tk Fune, 1968%
.Audit Paragraph

Income-tax Incomne-tax
appzals witl revision
App:ilate | pstitions
Assistan: . with Com-

Commis- missioners
sioners
1,58,
(a), Nuad::s 19305275001 potitions . . 2,00,928 { 35 7,342
_ , 11 ‘I
(b) O1:07 193:1's 's2/5101 petitions instituted during q - &
1957-68] e e xz,479‘ M 3,348
(3) D1t ol 2visi0a petitions instituted in earlier .
years 4 . . . . . T2797 2,384

Year-wise break-up of appeal cases and revision petitions pending with
the Appellate Assistant Commissioners and Commissioners of Income-tax
tespectively 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 ¥ petitions
late Assistant Com-" Wwith Commissioners
Year of Institution missioners @ 4 [} F"of Income-tax

30-6 67 | 30-6-68 ‘l '30-6-67 ' 30-6-68

1953-54 . . . R . . 1

1954-55 . . . . . . 1 .. 1 1
1955-56 . . . . . . 8 1 5 3
195657 . . . . . . 14 7 3 2
1957-58 . . . . . . 17 8 10 3
1958-59 . . . . . . 27 1 27 15
1959-60 . . . . . . 50 31 34 18

+Figures are as furnished by the Ministry,
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Appeals with Appel- Revison petitions with
Year of Institution late Assistant Com- Commissioners o
missioners Income-Tax

—— e
30-6-67 30-6-68 30-6-67 30-6-68

1960-61 . . . . . . 60 26 53 38
1961-62 . . . . . . 162 88 37 28
1962-63 . . . . . . 486 234 127 62
1963-64 . . . . . . 1,301 517 299 165
1964-65 . . . . . . 461 1,887 465 271
1965-66 . . . . . . 16,744 5,088 1,126 512
1966-67 . . . . . . 90,086 20,083 3,100 1,266
1967-68 . . . . . . 53,934 1,512,479 1,257 3,348
1968-69 . . . . 30,478 . 1,610

ToraL . . . . 1,67,512  2,00,928 6,544 7,342

[Paragraph 66(b) of Audit Report (Civil) on Revenue Receipts, 1969.]

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 number of cases

30 th Junc, 1965

1,20,736
30 th Jure, 1966 1,56,162
30 th June, 1977 1,67,512
30 th June, 1968 . . . 2,00,928
30 th June, 1969 2,30,78¢9

1.60. In paragraph 167 of their 100th Report (Fourth Lok Sabha),
the Public Accornts Committee, inter alia, observed as follows:

“The Committee would like to suggest that Government 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”.
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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—m—————(However)-
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, they are rushed assessments”,

1.64. The Committee enquired whether the mounting arrears of
appeals were, inter alia, due to two ifrequent amendments of the income-
tax law. The representative of the Board stated, “So far as the result (of
too frequent amendments of the Income-tax law) is concerned there has
been too much litigation. 1 do accept it. But the so called tinkering with
(the law) is nc essary in a developing economy. We have to provide for
new things that are coming up. We have to provide for incentives to mew
industries, relief to our taxpayers etc. That is why the so called tinkering
is not totally unjustified.”

1.65. The Committee enquired whether it was a fact that the 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 appéals, the
witness stated that the number of Members of Income-tax tribunals amd
the number of Appellate Assistant Commissions had been increased. It
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was also proposed to empower a single Member of tribunal to hear and

dispose of appeals involving incomes upto Rs. 50,000 instead of
Rs, 25,000,-as before.

1.67. The Committee desired to know the views of the Ministry 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 successive Reports on Direct Taxes, the Committee have
been expressing concern over the heavy pendency of appeals with Appel-
late Assistant 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 increase of over 90 per cent. It is not only the Jarge 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 smggestions 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. "

(d) Income escaping assessment
Audit Paragraph

1.70. On the death of his wifc in 1958, an assessce inherited two house
properties the values of which were declared in the wealth-tax returns of
his wife at Rs. 1,80,000 and Rs. 1,00,000 respectively. 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 previdus year relevant to the assessment year
1961-62. As a result of these transactions the assessee derived a capital
gain 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 Revenuc Receipts, 1969.]

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 respect 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
exchange, relinquishment or transfer took place.

875 LS.—3
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1.72, During evidence, the Committee enquireq wien the dsissee maﬂé
the capntal gains. The representation of the Board stated that &ie o
the two properties was acquired by Govt, “during the previols year rele-
vant to the assessment year 1960-61.”

In a note on this point farnished to the Committee, the Ministry has
stited:

“One of the ‘properties was acquired by a Govcrnment Notification
datqd 24th March, 1960 and the Land AchISltan Officer gave an award
on 25th June, 1960 for Rs. 21,81,217 for this property. The other property
was acquired in December, 1959 as per Land Asquisition Case No, 23
of 1939-60. The compensation payable was put at Rs. 10 lakhs.

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

1.73. During evidence, the representative of 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 it was
done on 21st March, 1962.

1.74. As to the latest position regarding rectification/recovery of the
tax short levied, the Ministry have stated:

“Assessments for 1960-61 were reopened under Section 147 for
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 reopened on 25th March, 1969 for
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. In their written reply the Ministry stated:

“Penalty proceedings were initiated under section 271/(1)(c) for
the assessee’s failre to return capital gains tax for the assess-
ment year 1960-61. These are pending.”

1.76. During evidence, the representative of the Board stated that the
Commissioner of Income-tax was examining what further action could be
taken against him for concealment of income.
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1.77. The Committee learnt from Audit that the Capital gain made
by the assesbéc was noticed by Audit by collecting the Income-tax &
wealth-tax assessments,

1.78. In paragraph 1.50 of their 73rq Report (Fourth Lok Sabha),
the 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 Income-tax could be improved and it could
be ensured that tax evasion is curbed. The Committee would
in this connection like Government to examine the suggestion

made by the Working Group of the Administrative Reforms
Commission for an integrated return.”

1.79. Government’s reply to the above recommendation was as
follows: —

“As regards the linking of Income-tax and Wealth-tax assessments,
the Government have to state that even now the Income-tax
Officers 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
IT. O. In charge of both the Income-tax and Wealth-tax
assessments of the same assessee.”

1.80. The suggestion of fhe 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. Tae
number of Wealth-tax assessees is only about 4 per cent of the number of
Income-tax assessees. An integrated Income-tax-cum-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 for the Wealth-
tax Officer to oYtain 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 continue,

1.81. During evidence whén the Committee drew attention to tﬁeir
observations in the Seventy Third Report and Government's replv thereto,
the Finance Secretary stated, “We have given some. further consideration
to this point in the fast few weeks or so........ We feel we neéd not
have an integrated return but to have some system of coordifation By
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which on either side we could have some additional two or three columns
added to the Wealth-tax return as well as, if necessary, to the income-tax
return, where the assessee would have to give information that either he
is a wecalth-tax assessee or not. If he is one, he files such a return, and
the officer would be the same. We are working out g system where we
can enlarge the present form t; 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 concerncd
had failed to take the capita] gains into account. The representative of
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 of acquisition by Govern-
ment.” This view was, however, not accepted by Government and the
Income-tax Officer was given a warning. In reply to a question, the
witness added, “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 Department.
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 purposes,
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 this case,

1.86. The assessee made substantia] capital gains amounting to
Rs. 33.60 lakhs in 1960-61 which he did not report in his assessments.
The assessing officer, who finalised the assessment on the 31st March, 1962
also failed to detect 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 omission had occurred, after which the Department raised
the demand,
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1.87. The Committee were informed during evidence that the explans-
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-
tion. Considering 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 warned.

1.88. An important issue which emerges from this case is the magunitude
of the problem of under-declaration of value of properties for tax purposes.
The value of one of the properties acquired by the State at Rs. 26.40 lakhs
had been declared by the assessee in the Wealth Tax return as
Rs. 1,80,000, The declared value in this case was thus about 1/15th of the
market value. In the case of the other property, the declared value was
about 1/10th of the market value determined by the Land Acquisition
Ofticer. 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 1.30 of their Hundredth Report (Fourth Lok Sabha) drawn
attention to the results of a sample ‘survey recently conducted by the
newly created Valuation 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 refurns. The Committee note that for proper
evaluation of properties, a Valuation Cell has been created by Government,.
The Committee have already emphasised the need to undertake a survey of
all metropolitan properties in accordance with a time-bound programme
(vid~ 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
return covering both wealth and income tax. The experience in the instant
case itself suggests 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 further suggested im para 1,23 of their Hundredth Report 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
fncome 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 comsider these suggestions and
come to an early decision. Tt seems to the Committee imperative that
i the quality of tax administration is to be improved, it is essential to
co-ordinate properly the administration of income-tax and wealth-tax.
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&) Caseg involving bogus hundi loans
Audit Paragraph

1.90. A sum of Rs. 1,25,000 representing bogus hundi loans shown im
the books of account of a registered firm for the assessment year 1962-63,
which was 10 be added back to the total income of the firm was, at the
time of computing the total assessable income on 28th February, 1967,
omitted to be added back to the total income. As a result, the sum of
Rs. 1,25,000 escaped assessment.  Besides the tax calculated by the
department on the total income assessed was undercharged by Rs. 10,000
due to a mistake in totalling. As a result of these two mistakes tax was
under-charged to the extent of Rs. 1,15,034.

[Parazraph 48(c)—Audit Report (Civil) on Revenue Receipts, .1969]

191, During evidence, the representative of the Board stated that iic
facts mentioned in the Audit paragraph were correct, The Income-tax
Officer 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.
He, however, forgot to include this amount while computing the tota!
income of the firm for the purpose of assessment. Asked whether tne
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 here
is that the quantum of work involved 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. In a note, the Ministry have added:

“The assessment in question has been sct aside by the Appellate
Assistant Commissioner of Income-tax and it will have to be
made afresh. About the assessment originally made, t.c
Ministry would like to place before the Committee, the follow-
ing factors, which establish the ‘bona fides’ of the Income-tax.
Officer: —

(i) The details regarding thc hundi loans were discussed at
length in the assessment order.

(ii) Penalty procecdings were initiated by the Income-tax Officer
on the ground that Rs. 1,25,000, representing the unex-
plained amount of hundi loans, was the assessee’s concealed
income.

‘The Ministry feel that in this context, the failure of the Income-
tax Officer to include Rs. 1,25,000 in the computation »f in-
come from the head office of the assessez, should be hetd 4o
be a ‘bona fide’ mistake.” '
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e

5.93. I reply to a written question, the Ministry have stated that toe
assessinent had not been audited by the Internal Audit Party,

1.94. The Committee enquired whether the Department had prepared
a list cf pames operatmg bagus hundncs and circulated it to formatiuns
For miormanon The * representatxve of the Board stated: “This list Has
‘heen well circulated and we are workmg on that. This racket was be-
coming very common and extending to all parts of India. We organisea
a large-scale search of such hundi-wallahs in 1965 and collected necessary
information. Since then........ this racket has disappeared more or iess.

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 of hundis, for concealing 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 any
steps had been taken to ban cross-word puzzles used as a device for ¢on-
cealment of income, the witness stated: “So far as banning is concpmed
it is not 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 been set aside by the Appellate Assistant Commissioner. The repre-
sentative of the Board stated that in this case the Appellate Assistant
Commissioner had given a chance to the L.T.O. to reframe the assess-
ment after giving the assessee full opportunity. The assessment had not
yet been completed by the Income-tax Officer.

1.97. In reply to a question, he added: “The problem of hundi loans
lias been a fairly complicated problem. Unless all witnesses connected with
the hundi lyans are examined by the 1.T.Os and they are given an oppor-
tunity of being cross-examined, the appellate bodies do not accept such
additions, the experience so far has been that the appellate authorities
ucually <ct aside the assessments.”

1.98. In reply to another question, the representative of the Board
stated: “After an order of the Appellate Assistant Commissioner is received
by the Commissioner, he looks into that and if he considers jt necessary
he gocs in appeal to the tribunal”

1.99. The Committee enquired whether the Board had anv machinery
to satisfy itself that the Appellate Assistant Commissioners had perfom'ed
their ;judicial work properly. Tbo rcpreseqtauve of the Board :tatcd
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“Sometime back, we had the Director of Inspection (Income-tax) who
was Jooking into inspection 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 of the Appellate Assistant Commissioners.”

1.100. The Committee are surprised to note that the Income-tax
Officer in this case who had himself detected in the course of assessment
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 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 Commit-
tee consider the omissions regrettable.

1.101. The Committee were given to understand that the assessment
in this case is being reframed after the assessee went up in appeal. The
Committee would like 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 assessing officers. They desire that the Board
should keep the position under constant watch with a view to finding out
whether any new devices are being used for concealment of income. It
was stated during evidence that in a recent case some assessees had resorted
to the expedient of crossword puzzies to conceal incomes. The Commit-
tee trust 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 should take
such other measures as may be found necessary for making concealment
of income unrewarding.

Audit Paragraph x

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
genuine and the assessments were finalised accordingly in March, 196_5.
It was pointed out that the names of some of the creditors had appeared in
the iist ot “Bogus Hundi dealers” published by the Central Board of
Direct Taxes in their circular dated 12th May, 1964 and the credits sheculd
have to be treated as concealed income and the tax levied accordingly,
Whea the cases were scrutinised again by the Income-tax Officer regard-
ing the genuineness of the Hundi Loans after the above mist.ake was
pointed out, it was found that cash credits worth Rs. 3,36,500 introduced
by the assessees for the assessment years 1961-62 to 1964-65 required to
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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).

[Paragraph 58(c)—Audit Report (Civil) on Revenue Receipts, 1969]

1.104. Under Section 68 of Income Tax Act, 1961 where any suiv
is found credited in the books of an assessee maintained for any previous
year and the assessee offers no explanation about the nature and source
thereof to the satisfaction of the Income-tax Officer, the sum so credited

is chargeable 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 operated
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 bz 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 of accounts of assessees against
Hundi dealers 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 of its partners had introduced cash credits in its books
in the previous years relevant to the assessment years 1963-64 and 1964-
65. These cash credits were treated as genuine by the Income-tax Officer.
Tt was peointed 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 genuire, the same should be subjected to tax. As a result of
the audit objection, the Income Tax Officer reviewed the assessments of
the firm and partners and found cash credits as detailed below were not
genuine:

1961~ 1962~ 1963- 1964- Total
62 63 64 65
Pirm . . . . . 29,000 35,000 95,000 . 1,50,£¢0
Partner ‘A’ . . . 16,000 42,500 62,000 78,000 1,26,5C0
Partner ‘B’ . . . 27,000 10,000 20,000 10,000 60,6¢0

ToTAL . . . . . . . 2,36,5¢0
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and had since initiated proceedings under Section 147(a) for the avsess-
ment of the firm and partners. The addmanal tax that would be recover-
able if the above cash credits are treated as not genuine is as under:

Rs.
Finn . . . . . . . . ' 13,092
Parater ‘A’ . . R . . . . . 34,324
Pmn‘r ‘B' . . . . . . . . 92,584
1,40,7 00

1.107. The Commmee desired to know whether the Ministry had
accepted the audit objection. In a written reply, the Ministry have
stated:

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

1.108, The Committee learnt from 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:

“In 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 proccedings started
under Section 147(a) are completed. Detailed investigations
have to be made in this case before the assessments can be
finalised. It was also stated that not all Hundi loans from
even the suspect Hundiwallahs 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.”

1.109, A similar case was brought to the notice of the Committec in
Audit Report, 1967. The Committec learnt from Audit that the casc
under reference alss related to the same Commissioner’s charge,

1.110. The Committee desired to know whether the Board had issued
any instructions to Commissioners to arrange for a review of all high
income group assessments so that incomes escaping assessments by
wav of bygus hundi loans could be brought to tax. In their reply, the
Ministrv have stated: “The Board have issued instructions for special
review by Internal Audit Parties of all high income group assessments,
where the total income is Rs. 50,000 or more, irrespective of whether
they involve bogus Hundi loans or not.”
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1.111. The Working Group of Administrative Reforms Commjission
which had considered the problem of bogus hundi transactions made the
following suggestions:

“As a considerable amount of black money is introduced through

indigenous bankers and hundi brokers, legislation may provide
that in thenr cases, every such indigenous banker or hundi
broker or a person engaged in money lending business other
than a banking company should not ‘possess a book cash
balance exceeding Rs. 20,000 and that gvery paynient made
or amount received by him in excess of Rs. 10,000 shouid
be by way of a crossed ‘Account Payee’ cheque on a sche-
duled bank. It should further be provided that they should
not hold cash outside the accounts exceeding Rs. 5,000.”

1.112. The Administrative Reforms Commission which considered thesc.
suggestions 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 excess of a prescribed 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 be
by way of a crossed cheque, we find that a variant of this.
suggestion has already been implemented by a provisien in
the Income-tax Act, 1961 as introduced by the Finance Act
of 1968 to the effect that subject to certain exemptions, no
payment excceding Rs. 2,500 at a time would be permitted
to be deducted as an admissible expenditure for purposes of
computing income from business unless it is made by way
of a crossed cheque or draft.”

1.11, The Committee feel that the assessing officer in this case failed
to take cogmisance of very important instructions issued by the Board
while finallsing the assessment. The Board had issued a detailed circular
in May, 1964 bringing to the notice of all assessing officers the prevalance
of bogus Hundi transactions and cautioning them particularly against trans-
actions involving certain Hundi brokers. In the present case, though the
assessees’ books showed certain cash credits stated to have been obtained”
from Hundi brokers who figured in the suspect list circulated by the Board.
fhe assessing officer held these Hundi loans amounting to Rs, 2,75,000
as genuine. Subsequent investigations conducted at the instance of Audit
revealed that credit worth Rs. 3,36,000 introduced by the assessees in:
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question during the assessment years 1961-62 to 1964-65 represented
secreted income which was required to be taxed. In the opinion oi the
Committee, this is a fit case for investigation for fixing responsibility.

1.114. The Committee note that relevant assessments of the assessces
have been re-opened, The Committee would like to have 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 instrucfions 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 escaping assessments by way of such
loans brought within the tax net, The Committee also hope that Govern-
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 indigenous
bankers or hundi brokers or persons engaged in money lending, other than
banking companies, should be required to indicate in the accounts of the
business the money available for business and keep in banks all amounts
in excess of a maximum to be prescribed by law,

(£Y Errors and omissions attributable to carelessness and negligence and
failure to apply the correct rates of tax.

Audit Paragraph

1.117. Under-assessments on account of errors and omissions attribut-
able to carclessness and ncgligence and failure to apply the correct rates
of tax have been commentcd upon in the Audit Reports on Revenue
Receipta¥rem 1964 onwards. The figures for the years 1965 ty 1969 are
as follows:

Year of \ndi* Renort N~,of Amount of under-
cases  arsessmert (in lekhs of
Rupees)
1965 . . . . . . . . 1786 3857
1956 . . . . . ‘ . 1089 41-86
1967 . . ) . . . 1455 3581
19638 . . . ) . 2612 33°99

1969 . : . . : . . 2650 §2:21
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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 of his tota] income above Rs. 20,000 at the 1ate
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.

(1) In the case of an assessee whose assessment for 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 payable by the assessee, the Income-tax Officer calculated
the income-tax and super-tax on the total income of Rs.
1,00,000 and multiplied the same by threz in order to arrive
ar the tax on the first Rs. 3,00,000 of his total 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 adept-
ed by the department resulted in an undercharge of tax of
Rs. 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.

(ii) 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 mentioned
above was adopted by the department resulting in an under-
charge of tax of Rs. 48,335. An additional demand of

Rs. 48.335 has since been raised. Report regarding recovery
is awaited.

[Paragraph 48(a)—Audit Report (Civil) on Revenue Receipts, 1969

1.118. Cases involving similar mistakes were als> reported in.pam-
graph 61(d) of Audit Report. 1965 and paragraph 41(a) of Audit Re-
port, 1968.

1.119. During evidence, the representative of the'Boal_'d stated that
the Upper Division Clerk who had calculated the tax in this case ?md at
the particular point of time 80 limitation cases. He took the assxjtance
of others for this purpose, and his work was “reall)j perfunctory-' The
Income-tax Officer was required to check the calculation but he failed to
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do so. Asked whether the uitimat responsibility for the proper calcula-
tion was not on the Income-tax Officer, the witness replied in ¢he affirma-
tive. In reply to another question, he stated: “This is not & human
error. .. ... 1 do agree that this sort of serious mistakes should not have
been committed by an officer who is handling the assessments of over
Rs. 3 lakhs.” The Ofticer concerned had been warned in this case.

1.120. In reply to a further question, the witness stated that a subse-
quent rechecKing of tax calculations made by the Upper Division Clerk
concerned in all category I cuses after 30-9-1965 revealed that he had
made mistakes in 8 cases.

1.121. The Committee enquired whether ready reckoners were supplied
to the clerks employed on tax calculations, the representative of the Board
stated that ordinarily these were supplied.

1.122, As to the latest position regarding recovery in the cases referred
to in sub-paragraph, the Ministry have stated in a written reply:

“Assessments in both the cases were rectific] on 21st August, 1968
raising additional demand of Rs. 49,648 in the case referred
to in sub-paragraph 48(a)(i) and Rs. 48,335 in the case
referred to in sub-paragraph 48(a) (ii). Both the assessments
have been reduced in appeal before the A.A.C. The figures of
reduced total income and the tax due thereon in these two cases

are as under

Name of the a cesse To'a! Demand on
incomre as the reduced
rec uced total ircome
inappral
before the
A.AC.

Case 1 . ‘ ‘ : : : . . Rs, 31,573 Rs. 7,0c4

Case 2 . . . . . . . . . Rs, 6),982 Rs. 14,187

Addftional démand raised has been realised in full in both the cases.”

1.123. The Committee note that in respect of both the cases mentjoned
in the Andit paragraph which were handled by the same Income-tax officer,
the tax on an income of Rs. 3 lakhs to be worked out on a siab basis was
calculated by computing the tax on Rs. 1 lakh in the first instance and
then mftiplying it by 3. It is surprising that such an elementary mistake
was made by an assessing officer. There have been other instances in the
past of similar mistakes. Asactlonhssbeenukenngahutheom«r,the
Commitfée do fiot wish to pursue this case further. The Board should,
bowever, take stéps to ensure that these mistakes do not recer.
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Andit Paragraph ‘ -

1.124. While determining the o8] incdme of a company for the assess-
ment year 1962-63, the assessing officer décided to disallow various items
of expenses which aggregated to Rs. 2,93,975. In the assessment complet-
ed on 31st Match, 1967, it was noticed that 3 sum of Rs. 1,93,975 only
was disalowéd and added back to income. The arithmetical mistake
resulted in under-assessment of income by Rs. 1,00,000. 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 some other
grounds, the mistake in totalling remained undetected by the department.

[Paragraph 48(b) of Audit Report (Civil) on Revenue Receipts, 1969]

1.125. The, Committee learnt from Audit that the mistake had occurred

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

1.126. During evidence, the Committee enquired whether the tax short
levied had been recovered. The representative of the Board stated that
the assessment was revised on 16th March, 1968 and the additional
demand raised. There was, however, an appeal in this case. The
cambined effect of the additional demand raised on this account and the
refund aflowed in appeal on other grounds was a net refund to the assessee.

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

“Neither the origihal assessment nor the rectification made on 29th
April, 1967 seem to have been counter-checked. Besides, the
rectification related to the computation of income of the
General Department, while the mistake in totalling had oc-
cured in the computation of income from the Cotton Depart-
ment. Sincé the entire computation was ot required to be
revised, the mistake remained undetected at this stage.”

1.128. The Committee enquired whether the under-assessment had been
checked in Internal Audit and if not, the reasong therefor. The represen-
tative of the Board stated that the assessment was completed by the
Department on 31st March, 1967 and audited by Revenue Audit in October,
1967. The Interna] Audit had not scrutinised the assessment by then.
In reply to a question he stated that the work to be done by the Internal
Audit Department was moare than they could cope with, with the result
that sometimes big cases like the one under consideration were lift out.
To remedy this, priorities for scrutiny of assessments by Internal Audit
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had now been laid down. According to the relevant instructions, the
following categories would have priority:

(i) Asscssments compieted 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 responsible 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 carefully considered the circums-
tances in which the mistake had occurred. He found that the
concerned Income-tax Officer was very busy in March, 1967
when he had to dispose of 16 limitation assessments, of which
all but one was in the high income group. Besides, the
particular Income-tax Officer was also incharge of establigh-
ment matters relating to the staff in the Central charge. After
examining the circumstances 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 the various items of expenses disallow-
ed by the assessing officer in this case aggregated Rs. 2,93,975. Due, how-
ever, 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 pointing out that the mistake occurred in a Central Circle where
the nomber of assessments dealt with is comparatively less, The
Committee further observe that though this was a big income case,
it had not been subjected to a counter-check at the original assessment or the
revised assessment stage. Nor had the assessment been scrutinised in Inter-
nal Audit. The Commitiee note that according to the instructions now issued
by the Board cases of the present type would come in priority category for
the purpose of scrutiny by Internal Audit. The Committee trust that the
Board will ensure that their instructions in regard to counter-check of tax
calculations as also scrutiny by Internal Audit are strictly complied with.

Avudit Paragraph

1.130. For the assessment year 1966-67 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 on income-
tax were leviable, the Income-tax Officer charged only income-tax and did



43

not levy ahy surcharge on income-tax. As a result a sum of Rs. 2,64,754
was undcr-charged for the assessment year 1966-67. The Ministry have
accepted the audit objection but they have stated that retrospective recogni-

tion of ihe status of the ussessce us a company is under  ¢ousidesn.on
(March 1969).

[Paragraph 48(d)--Audit Report (Civil) on Revenue Receipts. 1969.]

1.131. Under the provisions of the Finance Act 1966, an assessee
individual, Hindu Undivided Family Association of Persons, whose total

income includes carned income in excess of Rs. 1 lakh is liable to pay a

surcharge on the Income-tax attributable to such income in excess of Rs. 1
lakh at the following rates.

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

T the cats berare e B . R 1ooyer g o Ircome-tax
200,000

LS Dy i wr e Rs. z.hc,0010 100, of Tucome-tax
o

(3 10 over ol 3,005,000 18 ol ] tolie-1eX

Further the assessees are also hable to pay a special surcharge calcu-
tated at the rate of 10 per cent on the amount of Income-tax and earned

income,‘uncarned  surcharges  (on corned/unearned)  payable by the
assessec,

1.132. The Commitiec were given to understund by Audit that in the
case mentioned in the Audit Paragraph. the Central Board of Direct Taxes
had since issued a notification on recognising the status of the assessce as
a company with retrospective effect.  The Committee desired to know the
considerations that led to the recognition of the status of the assessee as
a company with retrospective effect. In o written reply, the Ministry
have stated.

“Tie company in question was recognised as a “Company”™ by
Board's letter F. No.  16(ix,-1T/53 dateg 30th September,
1953, This company later thok over the assets and liabilities
of another concern which is now extinct. In the process, the
name of the concern was changed. Therefore, the assessee
was declared to be a company with effect from the assessment
year 1965-66 by the Board. Hence, what happened in this
case was that the Board continued the recognition already
granted as a company to an existing concern with effect from
the assessment year 1965-667.

875 1.5—4
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1.133. The Committce desired to know the usual policy «followed by
the Board in such cases. In their written reply, the Ministry have stated:

“The usual policy followed by the Board in such cases is to grant
recognition with effect from the assessment year for which
assessments are pending on the date of filing of application
tc the Board requesting for the issuc of a declaration under
section 2(17). However. in certain cxceptional cases, having
regard to the circumstances of the case, recognition is allowe
even for those assessment years for which assessments had
been completed on the datec of the filing of application”.

1.134, The Committee enquired whether the statute authorised the
Board to issue an order according the status of a company to an assessee
with retrospective effect.  In their written reply. the Ministry have stated:

“The orders declaring an Association as a company are issucd by
the Central Board of Direct Taxes under the powery vested
in them under section 2 (17} of the Income-tax Act, 19G1.
This section does not bar the C.B.D.T. to issuc such an order
with retraspective cffect. However, no legal opinion on this
particular point has been taken so far. But s reference has
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 assessee arising from his recognition as a
company for assessments pending on the date on which the assessee applies
for such recognition. In this case, however, recognition as a company was
given with retrospective effect covering those assessment years for
which assessments had already been completed on the crucial date, The
Committee do not in principle approve of deviations from general policies
laid down by Government. They feel that if. in any case. an exception has
to be made, it should be in accordance with well defined criteria within
the four corners of Law. It is also essential that the henefits of such excep-
tions should be available to anyone who statisfies the criteria.

1.136. The Commitee 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,

Audit Paragraph

1.137. The Finance Act, 1964 provides that super-tax is to be charged
at the cftective rate of 35 per cent on the income of a company provided
(i) the company’s income exceeds rupees five lakhs, (ii) the company
js one in which the public are not substantially interested and (iii) the
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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
industrics specificd in the Finance Act, 1964 itself.

It was neticed that in the case of a company the department incorrectly
treated the company as engaged in priority industry and levied super tax
at 29 per cent.  Further, though the assessec’s non-business income c¢f
Rs. 44,045 for the same assessment ycur was chargeable to super-tax at
35 per cent under the provisions of the Finance Act, super-tax was charged
by the depuartment at 23 per cent.  The total under-charge of tax for the
assessment vear 1964-65 was Rs. 8.83,738.  Report regarding rectification
and recovery of the tax is awaited (March, 1969),

[Parugraph  56(c)—Audit Report (Civil) on Revenue Receipts, 1969.]

[.13%, Under the provisions of Finance Act 1964, (Paragraph ‘D’ of
the dirst Schedule o the Finance Act 1964) a company is liable to be
charged t 1 super-tux at the generu] rate of S5 per cent and from this
rate, a rtebate at a prescribed percentage is allowed depending upon the
nature of the company, the source from which it derived its income and
the amount of its total income. In the case of a company in which the
public are not substuntially interested and whose total income exceeds
Rs. 5 Iukhs, the percentage of rehdate admissible to it from the general
rate of super-tax viz. 55 per cent, is 26 per cent if its income is attributabie
to the huciness of generation or distribution of clectricity or of the manu-
fucture or production of any one or more of the articles specified in the
list in part IV of the first schedule to the Finance Act and 20 per cont in
respect of ity other incorme. Thus the effective rate of super-tax in respest
of the former company is 29 per cent (55 per cent—26 per cent) or 35
per cent (S5 per cent—20 per cent) in the case of companies of the
latter type. S

1.139. Fxplaining the circumstances in which the under-assessment had
taken place in the case mentioned in the Audit paragraph, the Finance
Sccrc!ary stated that the word "Metal’ occurred in the name of the com-
pany in question.  Because of this, the clerk who worked out the calcu-
lation treated the company as one engaged in a priority industry.

1.140. In a note furnished to the Committee, the Ministry have stated:
“In this particular case, it was not the Income-tax Officer who
mentioned that the assessce was engaged in “priority industry™
but while computing the tax it was his office who made that
assumption. The ITO’s mistake lies in not detecting the error
in tax calculation when he signed the tax calculation sheet

and the demand notice.”
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1.141. It has also been added in the note that “the 1.T.O. did not
check the tax calculation although the income exceeded Rs. 1 lakhs.”

1.142. Pointing out that the assessee in this casc was a well-known
company, the Committee enquired during evidence whether the Income-
tax department was not expected to have a knowledge of the line of its
manofacture.  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 cncck
before the assessment was finalised. The representative of the Board
stated that under the instructions, the Income-tax Officer was required to
check all cases of income of over Rs. 1 lakh. Below that amount, the

counter check was exercised by subordinate staffi—Upper Division CGlerk
and Head Clerk.

1.144. In reply 1o a question, the representative of the Board stated

that the assessment was not counter checked Yy Internal Audit before
issuz.

1.145. The Committee cnquired whether a list of priority industrics
was furnished to Income-tax Officers. The representative of the Board
stated that it was, but added that the relevant assessment year was the

very first year in which the jdea of priority industries had been intro-
duced.

1.146. The Commitlee desired to know the measures taken by the
Department to obviate the recurrence of such cases. The representative
of Board stated that a list of priority industries had been included in the
Internal Audit Manual and the officers concerned before treating a concern
as one engaged in a priority industry, were required to ensure that it was

specifically mentioned in the said list. Internal Audit was also being
strengthened.

1.147. In reply to a question, the representative of the Board informed

the Committee that the assessments had been rectified and the tax short
levied recovered.

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 Character
role warning had been given to him.
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1.149. The Committee observe that the company in question, not being
a priority industry, was assessable to super-tax st 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 super-tax (29 per cent) applicable to priority industries, Another
mistake made by the Department was that non-business income of the
company which was chargeable to super-tax 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.

1.150. While the Committce note that the whole amount of short-levy
has since heen recovered, they consider that the officials concerned were
extremely lax. Another lapse that occurred in this case was that though the
assessment was {0 have been counter-checked by the Income-Tax Officer,
as the assessee’s income excecded Rs. 1 lakh, this was not done, with the
result that the mistake made at the lower level remained undetected. It was
stated that this cofficor was found to have made mistakes in as many as 49
cases assessed by him and that a character roll warning had been given to
him. Fhe Commuiittee are not satisfied with this. They desire that Govern-

ment should review the matier and see whether detervent punishment is
not catled for in this case.

1.151. A further omission reveajed 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,

(g) Mistakes in computing depreciation and development rebare
Audit Paragraph

1.152. For the purpose of allowing depreciation on plant and machinerv
in assessing the inzome of a business under the Income-tax Act, 1961, the
term ‘actual cost” has been delined us the actual cost of the asset to the
assessee, reduced by any amount met directly or indirectly by any other
person or authority. In the case of an Electric Supply Company, however,
it was noticed that the depreciation allowance had been allowed on the
entire cost of the additional meters, mains angd service connections provide.
during the asscssment years  1962-63 ty  1966-67, without deducting a
portion of the cost met out of the contributions made by the consumers.
The written down value of thc meters. mains and service conngctions,
carried forward from the assessment year 1961-62 to the assessment year
1962-63 for assessment under the Act of 1961, was also not reduced bv
the amount contributed by the subscribers. An additional demand of
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Rs. 1,73,857 has since been created against the company i respect of
the asscssment years 1962-63 to 1966-67. Of this, a sum of Rs. 1,51,632
is reported to have been recovered by adjustment. Report of recovery
of the balance amount of Rs. 22,225 is awaited (March 1969).

[Paragraph 53(a) of Audit Report (Civil) on Revenue Receipts, 1969.]

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

Year No.of Amount of urder-
cases assessment
(in lakhs of mpcc;)'
1966 . . . . . . 979 36142
1967 . . . . 892 97 85
1663 B . . . . . . 637 4194
1969 . . . . . . 759 93 8O

1.154. During evidence, the representative of the Centrul Board of Dircct
Taxes stated that the following steps had been taken to reduce the number of
mistakes in computation of depreciation and development rabate:

(i) Internal Audit Partics which were till recently concerned only with
arithmetical calculations had been authorised to check the
correctness of written down values.

(it) An Internal Audit manual had been issued for the use of Internzl
Audit Parties.

Gii) Steps were also being taken to simplify the depreciation ratc
schedule. Draft rules to replace the existing rates of deprecia-
tion by consolidating rates on industry-wise basis had been
‘published in the Gazette for cliciting public opinion. These
rules would be brought into force in due course after tuking
into account the suggestion received.

1.155. Under the provisions of the Income-tax Act, 1922/1961 [(10)
(2) (vi) of Income-tax Act, 1922/32(ii) of Income-tax Act, 1961] an
assessee i« cntitled to depreciation on the assets used by the assessee for
the purpose of the business on the actua) cost of the asset of written down
value thercof according as the asset was acquired during the previous year
or they were ucquired before the previous year.
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1.156. Under the explanation below sub-section (§) of Section 10 of
Income-tax Act, 1922 the ‘actual cost’ meant the actual cost of assets to the
assessee reduced by any portion of the cost met by the Government or a
local public autiority,  However, in the Income tax Act, 1961 a slight
modification was made in the term of ‘“actual cost”. Under Section
43(1) of Income tax Act, 1961 “actual cost” me.ns the actual cost of the
assets 1o the assessce, reduced by that peition of the cost thereof, if any,
as has bteen met directly or indirectly by anv other person or authority.
Thus under the provisions of the new Act, whatever expenditure is not
met by the assessee in acquiricg an asset is to be deducted for the purpose
of arrivirg at the “actual cost’ of the asset.  So also under the new Act
[Section 43(6)], “written down value™ meant in the case of assets acquired
in the previous yeur. the actual cost to the asscssee and in the case of
assets acjuired before the previous year, the actual cost to the assessee

less all depreciation allowed to him under the new Act or under the old
Act.

1L1ST The Committee were informed by the representative of  the
Central Bouard of Direct Taxes that the entire amount of short-levy of
Rs. 1.73 %57 had been recovered in this case.  All the assessments had
been cor ploted by the same Income-tax Officer. This  was the reason
thit the ivake oceurring in the first assessment had been repeated in the
subsequer toassessments.

1158 Asked whether the assessiments had been cheched in Internnl
Audit, th representative of the Board stated that these had been but
guestion of admissibiiity of depreciation wllowance on the  original or
written dovon values of assets did not falt within the jurisdiction of Internal
Audit then,  Instructions enturking the scope of functions of
Audit hal since been issued.

the

Intornd

11589, The Committee enquired whether o oroview of  assesstients of
ather Fletric Power Supply Companios had been made and if so. with

what restdts.  In a written replv. the Ministry have stated:

“The Board issucd instructions on 12-8-69 to all the Commission-
ois to review the  depreciation  calculations  of all  electric
supply companies in the light of the audit objection.  Reports
from 16 Commissioners have been reccived which indicate
that mistakes have been found in 20 cases and  corrective
action, wherever possible, was taken.  The approximate
amount of under-asessment of tax detected, as a result of the
review, was about Rs. 86,0007,

1.160. The Committee enquired whether the Board had analvsed the
rcason for an identical mistoke occurring in all thesc cases. The repre-
seatative of the Board stated that it was a peculiar feature of Electric
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Companies that a part of the cost of meters, mains and service connections
was recovered tfrom consumers. In all these cases, depreciation was allow-
ed on the cntire cost without deducting the portion of the cost recovered
from the consumers. The Committee enquired whether instructions re-
gardin; the important change made in the definition of the term “actual
cost” in the 1901 Act were issued for the guidance of Assessing Officers.
The representative of the Board stated: “The 1961 Act was a comprehen-
sive Act which replaced the (entire) Act of 1922, Therefore the Board
did not issuc instructions on all points, it issued instructions only on
points which were to be highlighted.”

1.161. The Committee observe that in computing the allowance to he
made for depreciation, the assessing officers failed to apply correctly the rele-
vant provisions in the Income Tax Act. This mistake occurred not in one
but 16 other Commissioners’ officcs, None of the assessing officers was
apparently aware that the Income Tax Act, 1961 had made a substantial
departure from the provisions of the 1922 Act in that the actual cost of gn
asset (for purpose of depreciation) was to be reckoned alter ex-luding the
portion of the cost mef not oniy by Government or a local or public authority
alone (as in 1922 Act), but by “any person or authority™ other than the
assessee. I was stated that the mistake thar occurred could not be detected
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 Committec would like the Board as a working rule to ensure
that whenever important changes are made in the Income Tax law, the
implications thereof are fully explained to all the assessing officers, so that
correct assessments are facilitated, The implications of such changes in Law
should also be brought ¢ the notice of the public through notices or hand-
outs which incorporate suitable working illustrations,

Audit Paragraph

1.163. In the =ae of an wsossee  engaged in the  manufacture  of
blades. it was roticed thut for the assessment yeans 1962-63 and i903-64.
the department allowed depreciation allowance on the plant and muchiery
owned by the assessec at the rate of 10 ner cent.  In the Income Tuax Rules,
1962, no special rate was prescribed in respect of blade  munufacturing
concerns and in the ahsence of such a special rate, the general rate of 7
per cent was applicablc in this case. Ag a result of the allowance of
depreciation at a higher rate than admissible, there was under-assessment
of income of Rs. 2.52.478 for the assessment years 1962-63 and 1963-64.
The undercharge of tax on this account was Rs. 1.26,239 for both the
assessment years. Report regarding rectification and rccovery of the tax
is awaited (March, 1969).

[Paragraph 53(b) of Audit Report (Civil) on Revenue Receipts, 1969].
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1.164. Appendix 1 to the Income-tax Rules, 1962 provides for the
rates at which depreciation is admissible. 1In respect of plant and machi-

pery, the rates at which depreciation is admissible fall under the follow-
ing three categories:—.

(i) Generalrat:

(i) Spacial rates 1o be applied 10 the wirnle of the
moeiters ard phot aged in the co.cerns
sprcifizdia tems LIHAD of Appoadix | Varving rates ranging from
976 TV 40705,
(Y Special rates 10 be applicd to oger machinery
and plaat 2 . Varing rates rangi, g Lrom
280, 10 409,

1.165. In the case reported in the paragraph. the assessee in guestion
was cngaved in the muanufacture of blades. The Dblade manufosiuring
industry is not specifically mentioned either in item 11i(ii) or item LD
of Appendix I to the Income-tax rules.  As such. according to Audit. the

asscssee would be entitled to the general rebate of 7 per cent only appliceble
to machinery and plant.

1.166. During cvidence. the Committee desired to know whether it
was a fact that while the concern mentioned in the Audit paragraph was
allowed « depreciation of 10 per cent, another blade manufacturing con-
can in the same distict had been allowed w rebate of only 7 per cent.
The representative of the Board replied in the aflirmative bat he added
that both the concerns did not stind on the same footing. One of these was
doing some other business also.

1.167, The Committee enquired whether both the
since been rectified and the additional demand recovered.
tive o ths Tos

assessiicns  had

The representi-
CYoaated aecibicudon has not been possible in this  case.
Action was luken for 1964-65 asscssment vear, The case was rcopened.
The asscssce went in a  writ and  proceedings have been quashed. In a
written reply. the Ministry have added:

“The two assessments have not yet been rectified. The proceedings
initiated under Section 147(b) for 1964-65 have been guashed.
For the two earlier years, the C.LT. had directed the issue of
notices under Section 147(a).  The advisability of taking
action under Section 154 is being considered by the Commis-
sioner”,
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1:168. In reply to a question, the representative of the Board stated
that in subsequent years they had bcen allowing a rebate of 7 per cent
only to blade manufacturing concerns.

1.169. The Committee enquired whether assessments of similar blade
manufacturing concerns had been reviewed. In their written reply, the
Ministry huve stated:

“It has not yet been possible to undertake a review of the ussess-
ments of similar blade manufacturing concerns in the country
to find out the rate of depreciation allowed in their assess-
ments; the Ministry propose to do so early in the next finan-
cial year.”

1.170. The Committee enquired whether any action was taken against
the ITO concerned. the representative of the Board stated that the matter
was brought to the notice of the Commissioner concerned who made an
enquiry. According to him, it was a bona fide mistake.

1.171. Drowing attention to the fact that classification of industries was
done long back and newer industries were since coming up, the Committee
enquired whether it would not be desirable to make a fresh classifization
covering all the industries.  The representative of the Board stated. “the
list as it existed was a large onc. We gave an increased rate of deprecia-
tion so that the residuary industries could be covered under that”.  Accord-
ing to information furnished to the Committce by Audit some of the im-
portant industrics for which no industry-wise rates of depreciation have
been liid down arci——

(i) Manufacturing fertilisers:

(ii} Plywood:

(iih Radics. Electronic Equipment;
{iv) Scooters and Automobiles;

(v) Pharmaccutical Works;

(vi) Cable Industry;

(vii} Tractors.

(viii) Printing Press;

(ix) Typewriters;

(x) Pen Industries.

1.172. The Committee observe that the assessing officer allowed dep-
reciation in this case at a higher rate than admissible under the rules. The
rules allow varying rates of depreciation ranging from 9 per cent to 40 per
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cent to specified industries and a general rate of 7 per cent which would
apply to industries not so specified. Accordingly, the assessee, a blade
manufacturing concern, which was not covered by the special rates specified
in the rules was entitled to depreciation at 7 per cent. However, the assess-
ing officer allowed depreciation to the assessee at the special rate (10 per
cent) in two successive assessments, with the result that there was a short

levy of tax to the tune of Rs. 1.26 lakhs, A similar mistake occurred im
the subsequent year also.

1.173. The Committee note that rectification 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 contemplating
action under Section 154 of the Act. The Committee would like to be
apprised of further developments in this regard,

1.174. The Government have also informed the Committee that they
propose to undertake a review early in the next financial year to ascertain
whether a similar mistake had occurred in assessments of other blade manu-
facturing concerns. The Committee would like to be informed of the
results of the review and the rectificatory action taken pursuant thereto.

1.175. 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 depreciation on an
industry-wise basis. The Committee, however. note that for important
industries like scooters and automobiles, electronics etc,, industry.wise rates
of depreciation have not been prescribed. The Committee desire that Gov-
ernment should consider the question of laying down suitable rates of
depreciation in respect of these industries also at an early date.

Audit Paragraph

1.176. The following mistakes were noticed in the assessments of a
certain company for the assessment years 1954-55 to 1962-63:

(i) The company purchased certain lease-hold land along with the
old cinema house standing thereon, The consideration paid by
the company on account of the cost of the land and incic}cntal
charges amounted to Rs. 13,48,268 on which no cepreciation
of u}ly kind would be admissible. But initial, addirional and
normal depreciation was aliowed on this expenditure  along
with that on the construction of the new cinema building.
The total amount of inadmissible depreciation amounted to
Rs. 5,78.772 for the assessment years 1954-55 to 1962-63.



54
(i) For the purposes of depreciation allowance the cost of the
new cincma house was adopted as Rs, 22,65,653 instead of
Rs. 17,23,653 shown in the certified accounts of the company,
lcading to the grant of depreciation in excess to the extent of
Rs. 2,32,663 or the assessment years 1954-55 to 1962-63.

These two mistakes together with certain other discrepancies led to a
total under-assessment of tax of Rs. 5,25,419 for the assessment years
1956-57 to 1962-63.

[Paragraph 53(c) of Audit Report (Civil) on Revenue Receipts. 1969.]

1.77. Under the provisions of the Income Tax Act, while computing
the business income of an assessee, depreciation js admissible on buildings,
machinery, plant or furniture. The Supreme Court. in the case of Commis-
sioner of Income Tax, Punjab Vs. Alps Theatre (65, Income Tux Reports
377) (15th March. 1967} held that for the purpose of depreciation oa build-
ing it would not be possible to include the cost of land.

1.178. The Committce were given to understand by Audit that in addi-
tion to allowing depreciation on the cost. the assessing officer made  the
following omissions:

(a) The income from house property wos compnneed on e Dusis
of municipal valuation even though the rent receivable far
excecded the former for the assessment years 1956-57 1w
1960-61, This resulted in under asscssmont of income  of
R, 6%.895 for assessment years 1956-57 to 1960-61.

(b} The intevest paid on the loans sceured by the morizage against
the cinema and office buildinoe for the con-traction thereol was
entircly charged to the business ineomz instead of allocoting it
botween the income from busincss and income from house-
property.

{¢) Certain inadmissible cxpenses reloting to the prop:ry let out
were not disallowed and added buack in the computation of in-
come rtesulting in under-assessment of business income to the
extent of Rs. 142,987 for the assessment ycars 1954-55 to
1962-63.

1.179 The Committee desired to  know whether Government  had
accepted Audit objections and if so, what rectificatory action it had taken.
in a written reply, the Ministry have stated :
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“Al| the objections, except item (i), have been accepted by the Minis-
try. As refards item (i), the decision of the Supreme Court in the case of
1'\1ps Theatre, relicd on by the audit, was communicated by the Board in
its circular, dated 12.9.1967. The asscssments for the nine years were
completed during the period 31st May, 1958 to 13th March, 1967. There
was, therefore, no mistake in the assessments. However, the Board has
asked the C.LT. to examine the facts. It appears that the assessce com-
pany was paying ground rent for the land, in which case the audit objection
that depreciation was allowed on the land may not stand. The case is
also being examined critically to ascertain whether

(i) the buildings concerned fall in the category of 4 newly cons-

tructed building entitled 1o initial and additional depreciation;
and

(it) the cost thercof is shown correctly for purposes of the depre-
ciation claims.

The ussessments have not  vet been revised. The  audit objection
was received on 3rd April, 1968, when remedial action under section 154
was already barred by limitation for the asscssment years 1954-55 to
1961-62. The Board feel that the case requires detailed investigations so
as to muake out a good case for taking action u/s 147(a), read with section
151(1) for assessment years 1954-55 and onwards. This would help
the department ty revise the asscssments for 1954-55  assessment  vear
onward and retricve the lost revenue. The assessments for  1957-58 to
1960-61 were rcopened for considering certain items of hundi loans.”

1.180 The Committee enquired whether assessment for all the cight
years were completed by the same Income-tax officer or by different Income-
tax officers and if different Income-tax officers. how the mistuke escaned the
attention of all. In their written reply, the Ministry have stated:

“The assessments were completed by different officers.  Investigations
are still in progress.”

1.181 The Committee cnquired whether, in the light of the Audit
paragraph, the Board had issued instructions to the Commissioners of
Income-tax to arrange for a review of all assessments wherein depreciation
was allowed on cost of land, and if so. with what resulis. In their wrtten
reply the Ministry have stated:

“The Board had already issued a circular on 9.11.1967, draw-
ing the attention of all the officers to the decision of the Sup-
reme Court in the case of M/s. Alps Theatre, They had alsor
asked for particulars regarding the number of such cases and
the approximate revenue involved in each case for each of the:
assessments that may have to be reopened.”
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1.182. The Committee enquired how the Income-tax Offfcers allowed
depreciation on a value (of the Cinema Housc) higher than that shown jn
the certified accounts of the company. In their written repiy, the Ministry
have stated that investigations were still in progress,

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

(i) Under the Income-tax law, no depreciation is admissible on the
cost of land. Yet initial, additional and normal depreciat on was
allowed on such cost for nine consecutive assessment years
(1954-55 to 1962-63). The total (inadmissible) deprociation
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, instead of Rs.
17.23.653 shown in the certified accounts of the company. The
excess depreciation on this account amounted to Rs. 2,32,663.

(iit) The income from house property was computed on the basis of
municipal valvation even though valuation on the basis 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 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. 142,987,

The aggregate under-assessment of tax as a result of all the ahove mis-
-takes as also some other discrepancies amounted to Rs. §.25419,

1.184. A regrettable aspect of the case is that although the assessmeats
were completed by different assessing officers, all made the same mistakes.
Another significant feature of the case is that the assessee had certain suspect
hundi transactions on account of which assessment for certain years were re-
-opened. The Committee note that Government have accepted audit «b-
jections in respect of all the mistakes cxcept (i) above. Investigations into -
the mistakes are stated to be in progress. The Committee would like to
await the results of the investigations and of the action taken against the

‘officers pursuant to the findings.

As regards (i), Government have stated that certain facts are being as-
certained. The Committec would like to be informed of Government’s deci-
gion in regard to admissibility of depreciation on lands in the light of the
‘facts coflected.
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As regar(}s revision of assessments for the year 1954.55 onwards, the
Board huve expressed the view that detailed investigations will have to be
carried out for making out a case under section 147(a) of the Act, read with
Section 151(1) thereof. The Committee trust that, after the completion of
investigations, the Department will take necessary steps for retrieving the
revenue lost,

1.185. The Committee note that the Board have asked the Income-tax
Officers to furnish data regarding cases in which depreciation had been
allowed on the cost of land together with the revenue involved. The Comm
mittee trust that efforts will be made by the Department to recover tax in ail
such cases where depreciation has been wrongly allowed on the cost of land.
Audit Paragraph

1.186 Under the Income-tax Act, an allowance by way of development
rebate at the rate of 25 per cent is admissible in respect of new plant and
depreciation on a value (of the Cinema House) higher than that showp in
machinery installed prior to 1st April, 1961 and used for the purpose of
business.

In one casc. it was noticed that development rebate of Rg. 60,611,762
was allowed in the assessment year 1958-59 completed in 1963 without
ascertaining whether all the plant and machinery had actually been pur-
chased and installed during the previous year. A review of the case by the
department revealed that the development rebate admissible 1o the asses-
sece was only Rso 3380825 und  the excess development  rebate of
Rs. 26.80.877 allowed to the asscssce was withdrawn.  Since the assessce
was assesw2d on loss for the year 1958-59, the withdrawal of excess develop-
ment rebate for this vear, reduced the carry forward loss to the extent of
Rs. 26.80,877 and the actual under-assxssment on account of the above
mistake would be reflected when the company is assessed to o positive in-
come in & subscquent year.  The Ministry have replied that there cannnt be
a total withdrawal of the development rebate but only a shift'ng of the claim
from this year to the carlier vear.  While it may be that it would be more
cquitable to try and shift the claim to an carlier vear, there appears to be
no provision under the existing law to cnable when the Mintary feels in
cquity should be allowed,
fParagraph 53rd) of Audit Report (Civil) on Revenue Receipts, 1969 ]

1.187. Under the provisions of section 10(2) vi) of Income-tax Act,
1922 an assessce is wntitled to development rebate at 25 ver cont of the
actual cost of new machinery installed and put into use in the business.
The above deduction was admissible only in the year in which it was
installad and put inty usc in the business. The above deduction would be
admissible subject to fulfilment of certain conditions by the assessee wiz.,
the prescribed particulars of the plant and machinery are furpished and a
reserve equal to 75 per cent of the cost of the plant and machinery in
respect of assets installed after 1st January, 1958 is also created.
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2.188. The Committee learnt from Audit that in this case the Income-
tax Officer had allowed development rebate amounting to Rs. 60,61,702

for the assessment yocar 1958-59 (completed on 15-12-1963) on the follow-
ing assets valued at Rs. 2.42 crores.

Development rebete

@ 259,

1. Plunt and machinery . .

Cost
1,63,21,5009 42,05.452

[

C U ilergerand cables

. . . . ’ 1,934,700 + 47,00
3. Oeerzad oy . . 63.64,0c0 17,16,000
4 Mot Vel . .o 373,274 93,250

204247000 60,061,702

The development rebate was allowed by the Department on the basis
of figures of addition to assets furnished by the assessce without actually
ascertaining whether they had been actually purchased, installed and put
inte use during the previous year relevant to the assessment vear. It was,
thercfore, suggested in Audit that this would require a detailed scrutiny in
order to ascertain whether the assets on which the development rebate had

been claimed and allowed would really be entitled to the same under the
provisions of the Act.

1.189. As suggested by Audit the Income-tax Officer reviewed the
casc and rectificd the assessment for 1958-59 on 16th December, 1966
holding that the assessec would be cntitled to  dewelopment rebate of
Rs. 33,80,825 on as under:—

Value Development
rebate
allowed

.. P pam——
Rs. Rs,
1. Plant arid Muchinery . . . . Nil
2. Undergroundeable. . . . 2,86,070 71,5¢0
3. Overhead cabjzs . . . . R . 1,2%,64.300 32,16,675
»
4. Mororvehizles 8, . . . . . 3,7.,0¢0 91,250

et e ov—

33,8¢c,825

e e n  m Y R e e W e o — At A Sama———
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Rs.
Devzlopment rebate as ongmally allowcd as per assessment order dated
15-12-1963 . 60,61,702
Dezvelopment rebate allowed as per the rectxﬁcator; order dated
16-12-1966. . . . 33,80,82%
Exce;s D:velopmentrebateallowed. Withdrawn 26,80,877

1.190. The Committee further understand from Audit that the assessce
in compliance with Section 19(2) vi(b) of the Income-tax Act, 1922 had
not furnished the date of installation of the assets elc. 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 the asset Figures of cost as in Figuresas per Audxted
the Developmentre-  Statement
bate chart furnished  Capital expendlturc

by the assessee
1. Plant and Machinery . . 1,63,21,809 1,03,93,066
2, Overhead Cables . 68,64,000 1,04,10,460
3. Ualerground Cables and devices . 1,88,000 1,88,706
4. Mbotorvehicles . . . . 3,73,274 2,89,329

1.191. The representative of the Central Board of Direct Taxes stated
that assessment for the assessment year 1958-59 had been revised and the
cxcess development rebate computed was Rs. 7.24,677 as against
Rs. 26,80,877 reported in the Audit paragraph.

1.192. The Ministry of Finance had originally intimated Audit in reply
to the Audit paragraph that the development rebate though inadmisable
for 1958-59 could have been shifted to carlier assessmeunt  years. The
Committce cnquired whether the assessee was a new one and if so, how
it was possible to give the allowance during the carlier 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 L8—5
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1.193. The Committee enquired what checks were applied by the
Department to ensure that the assets on which depreciation or develop-
ment tebate 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 ag if they were made on the first day of the next
year, that is they will be treated for the purpose of the Electricity Act a»
having come into use from that year. Though the L. 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 experiencing a lot of difficulty. That is why in the assessment
for 1958-59 the computation had to be changed four times—it was first
changed on 15th February, 1963 which was rectified on 11th November,
1965. Thereafter it was rectified on 16th December, 1966 and again on
28th March, 1969 because of various additions and because of distribution
of over fifty units spread over the whole of the M.P. arca. 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 Pradesh. Therefore, the
officer knowing 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 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 rele-
vant to the assessment year. In this case, however, the assessing officer
allowed development rebate without verifying whether this requirement had
been fulfilled. Subsequently when Audit pointed out the omission, the
Department reviewed the case and found that rebate to the tune of Rs,
26,80,877 had been allowed in excess. After a further review the excess
development rebate has been computed at Rs, 7,24,677, as against
Rs. 26,80,877 initially reported. It was urged by Government that the

officer had relied on the figures of cost of plant and machinery,
duly certified by the Accountant General, Madhya Pradesh. The Com-
mittee are unable to accept this explanation, for they find a wide variation
between the figures of cost mentioned in the Development Rebate Chart
furnished by the assessee and figures contained in the Audited statement of
capital expenditure. Besides, the assessing officer failed to notice that the
assessec had not given particulars regarding date of installation of assets in
respect of which the rebate was claimed. In the absence of this data it is
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not clear how the assessing officer came to the conclusion that the assets
were in use, 'In the opinjon of the Committee, the assessing officer failed to
verify whether the essential conditions of admissibility of development
rebate laid down under the law had been fulfilled, The Committee desire
that Government shomd take a serious notice of such omissions,

1.195, In their successive Reports on Direct Taxes, the Committee have
been expressing concern over mistakes in working out depreciation and
development rebate. There has been no perceptible improvement in the
position. The amount of under-assessment on this account reported to this
Committee last year was Rs. 41.94 lakhs and it has risen now to Rs, 93.80
lakhs. In paragraph 3.66 of their 73rd Report (Fourth Lok Sabha), the
Committee had assessed the need for the rationalisation of the provisions of
the Act 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 imdustry-
wise basis and invited public 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 g simple and rational depreciation rate
schedule,

1.196. Another aspect to which the Committee would like to draw
attention is that Internal Audit had not been going into questions 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 required to check
whether depreciation on a particular asset has been calculated with reference
to the period of use and also whether the total depreciation allowed exceeds
the original cost, there are still no specific instructions authorising them to
check the admissibility of depreciation on intangible assets. The Committee
feel that this should be specifically brought within the purview of Internal
Audit. The Committee would in this connection draw attention to their ob-
servation in para 1.41 of their Hundredth Report (Fourth Lok Sabha).

1.197. The Committee also feel that in the course of check of assess-
ments by Inspecting Assistant Commissioners, the allowances made in
assessments on account of depreciation and development rebate should
receive their special attention,

(h) Incorrect determination of super Profitsstax 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
the 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 sepay-
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 treated 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
chargeable 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 have accepted that to the extent of Rs, 34.48 lakhs being the
excess of the pledged security over the actual amount overdrawn did not
qualify as capital for the purposes of the Act. They have maintained 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.
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(2) !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 have stated in reply (March 1969) that the matter will
have to be cxamined further and the Sur-tax rules or the Act amended
with a view to making the intention clear. The mistake regarding the

claim of Rs. 15 lakhs relating to ‘Provision for taxation’ has been accepted
by the Ministry.

{Paragruph 61(b) of Audit Report (Civil) on Revenue Receipts (1969)]

1.199. The Sur-tax Act provides that long-term loans taken from
Government, Industrial Finance Corporation, Industrial Credit and Invest-
ment Corporation of India should be taken as ‘capital’ provided they are
not repayable during a period 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
under reference 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:—

“A copy of the relevant entries in the Company’s Balance Sheet as on
31st October, 1963 is given below:
SECURED LOANS

Debentures:

640, Dectenture Stocks 1967 created . . . 75,00,000

D:de:r—Stocks allotted tobank as Security for Cash
Credit Account No. 2 in the State Bank of India

(as noted below) . . . . 75,00,000 )
LOANS & ADVANCES FROM STATE BANK OF INDIA
Cish Credit Account No. 1 . . . . . 2,56,27,985
Cash Credit Account No. 2 2,60,91,462
(secured by the issue of Debenture Stocks amounting to
Rs. 75,00,000) . . . . . . 4,63,477

The 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

(iti) The debenture was shown on the liability side of the Balance
Sheet, but the net liability was nil.”
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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 take the view that debenture means what
it connotes in ordinary usage in company law. A cominon
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 nou strictly
capital in the sense of money invested by share-holders. There
are many points of difference between debenture-holdeys 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 whercas 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 present 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 property. Where no charge is given, there is no
sccurity 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 (Profits)
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
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* 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 cmly 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 arc 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 intended by this law and it would certainly
confer a benefit on such a company which 1 do not think the law intends
to confer 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 understand even this outstanding loan of Rs. 40 lakhs
and odd can be covered by interpretation of this section for qualifying for
this concession only if it is a long-term loan intended to create capital
assets. As far as I know this was a Government company which was
primarily operating an overdraft account intended to advance its working
capital requircments. If that is the case—1I 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 the law to some extent so as to bring out the intention very
clearly. We propose to examine this.”

1.204. The Committee observe that the Companies (Profits) Sur-tax
Act, 1964 miakes sur-tax payable on the amount by which the profits of
a company exceed the amount of statutory deduction. The
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statutory deduction is equal to 10 per cent of the capital computed in the
manner laid down in the Act. Capital 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-term loans as are
intended to create capital assets. In this case the company issued deben-
tores 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 did
not, therefore, contribute towards creation of capita] assets and did not
qualify for inclusion in capital. The assessing officer, however, treated the
debentures forming part of ‘capital’, with the result that the statutory deduc-
tion was over-stated by Rs. 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, thoogh this is not the intention. The Finance Secretary admitted, that
the Act in this respect is “loosely worded” and could, therefore confer an
wnintended concession. As this might result in a substantial amount of
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 conformity with the underlying intention.

(i) Incorrect computation of Income from ‘business’

Audit Paragraph:

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 ecxisting oil
company. At the initial stages the major part of the operations was being
carried on conjointly by the two companies and the 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 £2,50,000 to its holding company in London
as 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
nself. The sum of £82,707 was subsequently reimbursed by the new
company to the old company.

In the assessment of the old company for the assessment year 1960-61,
the Income-tax Officer did not accept the management charges of £2,50,000
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 consequence the balance
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£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 income 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 order.
The Income-tax Officer did not limit the admissible cxpenditure on the
ground of 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, 1969].

1.207. During evidence, the Finance Secretary stated that the old
<company showed a payment of £2.5 lakhs to its principals as manageinent
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 made 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 sct aside by the Assistant Appellate Commis-
sioner and fresh examination was ordered. As a result the disallowance
was reduced from £1.5 lakh to £1 lakh. In appeal the disallowance was
further reduced to £67,000 by the Appellate Assistant Commissioner. Even
against this disallowance, the assessee had gone to the Tribunal in appeal.
The witness further stated that as the amount of £82,707 paid by the new
company had been taxed as a receipt in the hands of the old company,
there was no difference from the revenue 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 L.T.O.,
obviously he should have thought that there was another case also and he
should have linked it up. 1 admit this is logical”.

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

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



68

1.209. The Committee observe that in the original assessment of the old
company for the year 1960-61 made in March, 1962 an amount of £2.5
lakhs representing management fee paid to the holding compeny in London
was allowed as reasonable expenses. On this basis. £82,707 allocated by
the old company to the new company as its shure of management fee was
allowed by the assessing officer in the assessment of the new company for
that assessment year made in February, 1965. The assessment of the old
company was, however, reopened in September, 1965 when the managemest
fee of £2.5 lakhs originally allowed was reduced to £1 lakhs. The amount
of £82,707, however, allowed to the new company as its share of the total
management fee remained unaltered, The Committee feel that, after revis-
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 of disallowance is+ now
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 as

the new company.

Audit Paragraph:

1.211. Any expenditure which is of a capital naturc is not allowable
as deduction in computing 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 asscssment 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, 1969].

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:

“The 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
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returned unapproved. Mecanwhile, 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 1.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 1.T.O. had failed to exercise care.

1.214. The Committee learnt from Audit that although the assessee
company belonged to a high income group the assessment was not subjected

to check by Internal Audit for about a year till the file was taken for scrutiny
by Revenue Audit.

1.215. The Committee enquired why the assessment could not be
checked by the Internal 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 taken 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™.

1.216. The Committee enquired whether the Department had ascertain-
ed that there had been no undcr-assessment on this account in the assess-

ments of the company for other years. 1In 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 prospecting expenses have beoq dis-
allowed. Assessment for 1968-69 is pending and there is no
claim for such expenses.”
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1.217. In reply to another question, the Ministry have stated that the
assessment was rectified on 18th 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 deduc-
tion in this case which the assessee himself had not claimed. The consequent
undercharge was Rs. 56,402. The mistake was noticed neither by the officer
‘who initially made the assessment nor by his successor who actually finalised
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 group, the assessment was not scrutinised by the
Internal Audit before statutory Audit took up the case.

1.219. As the short-levy has been recovered, the Committce do not
wish to pursue the case further. The Board should, however, take precau-
tions against the recurrence of such cases,

v

(i) Issue of irregular Circular by the Board
Circular regarding ‘Tax Holiday', etc.

Audit paragraph

1.220. Profits of newly established industrial undertaking to the extent
of six percent of the capital employed therain are exempt from tax. To
secure this “Tax holiday” benefit, the building, machinery or plant employ-
ed in the undertaking should not have been previously used in any other
business. Likewise, an assessee introducing new plant and machinery in
his business is entitled for development rebate to the prescribed extent. No
development rebate was admissible on second hand plant and machinery,

The Income-tax Act, 1961, which takes effect from Ist April, 1962,
amended the provisions relating to ‘Tax holiday’ benefit providing that the
‘benefit can also be given in cases where sccond hand plant and machinery
of the value not exceeding 20 per cent of the value of the total assets, is
used in a newly established industrial undertaking: but the value 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, providing that newly imported second hand plant and machinery
arc also entitled to development rebate subject to certain conditions.

The erstwhile Central Board of Revenue issued instructions in Decem-
‘ber, 1962 that second hand machinery and plant which had been imported
into India from abroad by an assessee for whom it is a fresh installation
might bte treated as new for purposes of the grant of development rebate
and ‘Tax holiday’ relief. The value of such second hand imported plant
and machinery is also included in the capital employed for calculating the
quantum of tax holiday benefit under the said instructions. In the absence
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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 dm-
ported plant and machinery is extra legal in nature.

[Paragraph 64(a) of Audit Report (Civil) on Revenue Receipts, 1969.]

1.221. Under the provisions of the Income-tax Act [Section 33(1) of
the Income Tax Act, 1961] 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, 1964] in favour
of imported plant and machinery, with effect from Ist April, 1964, Prior
to the introduction of the above amcndment in the Income Tax Act 1961
by the Finance Act 1964, the erstwhile Central Board of Revenue in their
circular No, 40 (XLVII-16) of 1962 dated 3rd December, 1962 issucd ins-
tructions that second hand machinery newly imported in India from abroad

by an assessee might be treated as being new for the purposes of develop-
ment 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 apy other business under the provisions of the old
Act. The Income-tax Act 1961, which took effect from 1st April, 1962.
however, provided that the “Tax holiday” can be given to those industrial
undertakings employing second hand machinery and plant also, provided the
total value of such second hand machinery and plant does not exceed
20 per cent of the tota] value of machinery and plant used in the business.
The new Act also provided that such second hand plant and machinery
which does not exceed 20 per cent of the total value of the machinery or
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 machinery newly imported into India from abroad might be
treated as new for the purposes of grant of “Tax holiday” relief. =~ The
cffect of the circular is that even for detcrmining 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 considerations 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:
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“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 should 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 grant of development 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 be treatcd as having
been satisfied by using reconditioned plant and machinery newly imported
into India from abroad. This request is stated to be justified 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-
tial and is, therefore, new so far as India is concerned. There is consider-
able force in this argument. In fact, by considering the difficultics 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 depn:ciation
and development rebate on second hand ships imported from abroad if such
ships had not previously been in Indian waters by an Indian owrer. It s,
therefore, proposed that second hand machinery and plant not used in India
previously for any purposes nor used abroad by any assessee for any pur-
pose may be trcated as new machinery for the purpose of the provisions
relating to tax holiday and development.”

1.224. The Committee desired to know whether the 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 the 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 assessee
for whom it was a fresh installation as mew for the purpose of granting
developing 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 mew. 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. Ttre
Supreme Court held in Cochin Company vs. 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, assets
which had not previously been used in India are to bhe treated as new
because that would represent a distinct addition to the country’s industrial
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potential. This view is also in consonance with dictionary meaning of word
‘sew’. ‘New’ means ‘not existing before, now first made, brought into exist-
ence, invented, introduced, known or heard of, experienced or discovered,
unfamiliar to’. There 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 ir. India 'and would satisfy the dcfinition 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 dated 25th February,
1969 by the Madras High Court in the case of M/s. Fenner Cockil Private
Ltd. (73 ITR page 15 short notes). The High Court held that relief under
section 15C had been properly allowed on machinery which was as new as
a reconditioned machinery could be. The decision is not being contested
before the High Court.”

1.225. During evidence, 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,

1.226. Asked whether the Board could issue instructions contravening
the provisions of the Act, the Finance Secretary stated: “Nobody can issue
instructions legally which are contrary to any provision in the Act.”

1.227. The Committee enquired whether, as recommended by the Pub-
lic Accounts Committee in an earlier Report (46th Report—Third Lok
Sabha), instructions of the above nature were issued in consultation with
the Comptroller and Auditor Gereral. The representative of the Board
stated: “Yes, we do. There may be omissions. But we do consuit when
we issue such sort of rclaxations. 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 O:ntral 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.
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1.229. The Committee feel that the executive 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-imported second hand plant and machinery eligible for ‘Tax Holiday’
and Development Rebate benefits, the position in law was that no deve-
lopment rebate was admissible on second hand plant and machinery. ‘Tax
holidey’ was admissible to a newly-established industrial undertaking using
second hand plant and 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 valve of assets. In view of this position, the Board
clearly exceeded their authority while issuing the instructions,

1.230. The Committee do not consider the concessions extended by
these executive instructions objectionable in principle. But the concessions
should have been extended by the due process of law. The Commnittee
pote 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 should also be taken to give due statutory
backing to the tax holiday concessions extended by the executive instruc-
tions of 1962.

Treatment of rent-free accommodation for the purpose of Income-tax:

Audit Paragraph

1.231, Where as assessee receives a perquisite by way of rent-free
accommodation provided to him by his employer, the value of such per-
quisite is taxable as part of the assessee’s income from salary. The value
of the rent-free accommodation to be included in the assessment ds cal-
culated at prescribed percentage of the salary received by the assessee 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 variable and which
was less than 50 per cent of the salary was required to be excluded for the
purpose of computting the value of rent-free accommodation. Thes: ins-
tructions being conflict with hte definition of ‘salary’ for the purpose of
calculating the value of rent-free accommodation as given in the Income-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 ealier
years should be completed on the basis of the instructions contained in the
circulars of 1956 and 1960. The circular of the Board issued én 1965
thus permitted continuance of the procedure which was otherwise irregular
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upto the gssessment year 1964-65 without giving the assessing officers any
opportunity to follow the correct procedure even where such action was
possible after issue of the Board’s circular,

A test check in six charges of Commissioners of Income-tax rewcaled
that 116 cases could have been rectified immediately after the issue of the
Board’s circular of 1965 but these were not rectified and rectification subse-
quently became time-barred. The under-charge of tax involved 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.]

1.232. During evidence, the representative of the Board read out the
following extracts from the circular of 1965:

“Instructions were issued in both Circular No, 2D of 1956 dated
19th January, 1956 to the effect that variable bonus or com-
mission which is not in excess of SO per cent of the sulary
should not be included in the term ‘salary’ for the purpose of
computing the value of perquisites of rent free accommodation
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. These instructions have, however, been found to be
in conflict with the definition of ‘salary’ in clause (2) of the
Explanation to Rule 3 of the Income-tax Rules 1962, accord-
ing to which salary includes inter alic bonus or commission
payable monthly or otherwise. It has, however, been decided
to withdraw the instructions referred to above with effect from
the asscssment year 1965-66.  Asscssments for 1964-65 and
carlier vears should however be completed on the basis of the
instructions of the ecarlier circulars.”

1.233. Asked when the instructions dssued in 1956 and 1960 were
found to be in conflict with the Income-tax Rules, 1962, why the Board n
their Circular of 1965 had directed that all assessments prior to the assess-
ment year 1965-66 should be completed on the basis of these instructions.
The representative of the Board stated: “This Circular was issued on 25th
January, 1965 when @ major portion of the financial year was over and a
large numter of assessments must have been completed by the...... ... It
would, therefore, be inequitous to make some cases according to this and
others according 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 allowed an illegality to continue in this case,
he stated: “........ From the administrative point of view, it would have

875 LS—6
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meant a large number of assessments where the revenue may not be
large.”

1.234. The Committee note that in terms of the Board’s instructions
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 valve of rent-free accommodation. These instructions, be-
ing in conflict with the definition of the term ‘salary’ in the Imcome-tax
Rules, 1962, were withdrawn by the Board in 1965. While withdrawing
these instructions, the Board however, directed that assessment for the
year 1964-65 aud earlier years should be completed on the basis of earlier
instructions, 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 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 sizeable
amount of revenve (over Rs, 1.60 lakhs) 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 future,

Treatment of assets parily used for business and partly for non-busiress
purposes

Audit Paragraph

1.235. 1f an asset is used partly for business purposcs and partly for
non-busincss purposes, the assessee under the provisions of the Income-tax
Act is entitled only to the fair proportion of the full depreciation which
would be allowable if the asset was wholly so use. The allowance is to
be calculated on the asset as a whole. Further s per the statute, written
down value is to be arrived at by deducting from the actual cost of an asset
to an assessee, all depreciation actually allowed to him under the Act. It
was judicially decided in a number of cases that while arriving at the writ-
ten down value of an asset. onlv the depreciation actually allowed to the
assessee should be taken into account and not any notional depreciation al-
Jowance permissible under the Income-tax Act.

As it was found that the correct procedure of the allowances of depre-
ciation in respect of partly used assets was not being followed by the depart-
ment, the issue was taken up with the Board in March, 1966. Though
the Board’s attention to the correct legal position was specifically drawn in
March, 1966, the Board issuzd a circular in October, 1967 for the guidance
of the assessing officers that in respect of partly used asscts only propor-
tionate cost of the asset should be taken as the actual cost for purposes of
allowing depreciation or alternatively the full depreciation allowable (not
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depreciation actually allowed) should be taken into account for the pur-
poses of computing the, written down value for the next year.

While these circular instructions of the Board to the assessing officers
may indicate the true intention, they are not in consonance with the law as
worded or judicially interpreted.

[Paragraph 64(c) of Audit Report (Civil) on Revenue Receipts, 1969.]

1.236. At the instance of the Committce, the Ministry have furnished
a gist of the following judicial decisions on the subject:—

Name of case Reference to Gist of the decisions
the volume
and page of
Income-tax
Reports

‘Venkatam Lahkshminarayana v. 43 ITR 526 Depreciation on a car used for both
GIT (Andhra Pradesh High (decided on business and non-busjness pur-
Court) 7-9-1960) poses had been allowed ir pro-

portion to the use of the car for
business purposes. Ior computing
the terminal benefit on the sale
of the car u’s 10(2) (vii), the Income-
tax officer took the written down
value of the car on the basis of dep-
reciation allowable and potactially
allowed. The court held that the
calculation should have been based
on depreciation actually allowed.

C.I.T. v. Dharampur Leather 60 TTR 156 In this case. no Jepreciation had
Cioth Company Ltd. (SC) (dt.7-10-1061Y been actually allowed in earlier :ears
ot business assets used solely for the
tusiness.  The Supreme Court Leld
that depreciation: “actually aliowed”
only was to be considered ter ceter-
mining the written down  vaite of
the assets in question,

Allied Pablishers Private 1td., 63ITR 546 In the case of un asset used partly
v. C. I. T. (Bombay High (Jdt.15-9-1967) for business or profession and
Court’ partly for personal purposes, the

proportionate dpreciation should be
calculated not by taking propor-
.onate part of the cost of assets, but
by deducting from the cost of assets
the actual depreciation allowed ior
past user. The court observed that
the expression *‘depreciation actually
allowed” {n Section 10 (5)(b) of the
Indian Income-tax Act. 1922 means
Jdepreciation of which the assessce has
received effective advantage or benefit
and not merely depreciation which
is notionally allowed or which is
allowable.”
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1.237. The Committee enquired whether, at the timg of-issuing the
Circular in October, 1967, the position brought to the notice of the Board

by audit was kept in view. In their written reply, the Ministry have stated.
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 Supreme Court
decision also was clearly distinguishable. Though no appeal
had been filed to the Supreme Court against the Andhra ruling
(the revenue yield was very small in that case), a similar
matter decided by the Benches of the Income-tax Appellate
Tribunal was taken by the Department in reference applica-
tions to the Supremw Court. At this stage the Law Ministry
also had advised that the references filed might be pursued.
The Supreme Court decision was distinguished on the g'round
that they were concerned with a case where there was no dis-
pute about the asset being a business asset, while the Andhra
ruling had been given in a case in which the asset in question
was used partly for business and partly for personal purposes.

The Board, however, reconsidered the matter after the Bombay
High Court decision in the case of the Allicd Publishers Pri-
vate Ltd, [Initiallv this decision too was not uccepted and a
reference application was authorised.  but the High  Court
declined to grant leave of appeal to the Supreme Court,
Meanwhile, on an ddentical point in another cuse the matter
was referred to the Ministry of Law. who did not agree with
the Department's views. In this changed context, the Board
decided to withdraw instructions dated 18th October. 1967 and
a circular dated 4th November, 1969 was issucd (F. No. 10
72:69-1T-All) superseding the earlier instructions.”

1.238. During evidence, the representative of the Board stated that
the Department was firmly of the view that the instructions of October,
1967 and the procedure detailed thercin were correct. the Department
wanted to appeal to the Supremec Court against the Bombay High Court
decision in the Allicd Publishers cas: as it belicved that the contrary view
was not tenable. But the High Court refused permission. The Depart-
ment thought it better to be uniform,

1.239. The Committee enquircd whether the Department proposed to
rectify the assessments based on the old instructions. The representatives
of the Board stated that if an assessce felt that the basis of assessment was
not in his favour he had the right to go in for appeal.
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1.240. The Committec note that, according to the law, as judiclally
interpreted, the written down value of an asset used partly for business
purposes and partly for non-business purposes is to be arrived at, after
deducting from the actual cost the depreciation actually allowed to an
assessee and not any notional depreciation allowable. The Committee
regret to observe that cven though Audit drew the attention of the Board
1o 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 issued instructions which were at variance with the law as inter-
preted by judicial authorities. The Committee note that after the Bombay
High Court refused leave to the Department to appeal to the Supreme
Court in a case bearing on the point, it withdrew the aforesaid nstructions.
The Committee desire that before issuing instructions in such matters, the
Board should invariably take into account the inerpretation of the Jaw by
the judiciary and take adequate legal advice.

1.241, The Committce would also like to stress that if Government
feel that § law, as judiciary interprefed, does not properly translate the
intention underlying the law, they should come before Parliament with an
amending Bill. 1t is not appropriate to get round difficulties of th's nature
by issuing instructions which are incompatible with the law as inferpreted
by the judiciary.

(k) Delay Omission 10 levy additional 1ax on Section 23A4/104 companics.

Audit Paragraph

1.242. (a) In the case of two companics in which the public were not
subsequently interested, it was noticed that no additional super tax was
Tevied by the department. even though such additional super-tax was levi-
able. In the case of one company. a demand for additional super-tax for
a total swn of Rs. 1,52.183 has since been created by the department for
the assessmient years 1956-57 and 1958-59. In the case of the other com-
pany. no action can be taken by the department, as action to levy additional
super-tax for the assessment year 1962-63 has already become time-barred
under the Incame-tax Act. 1961, resulting in a loss of revenue of Rs.
61.656.

[Paragraph 57¢a)—Audit Report (Civil) on Revenue Receipt, 19697

1.243. Under the provisions of Section 23A/104 of Tncometax 1922/
1961, if a company in which the public arc not substantially interested fails
to distribute the prescribed percentage of its distributable income as divi-
dends within twelve months following the expiry of the relevant previous
vear. then such company is liable to pay as additional supcr-tax/Income-tax
at the rate of fifty percent in the case of an “investment company” and
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“thirty seven percent” in the case of any other company (25 per cent. in the:
case of a non-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:

{1) Inthecaseofan invastmentcompany. 92% Prior to the Finance Act, 1660
this was 1809, .

(2) In the case of a company where busi- 459, upto assessment year 1959-60
ness consists wholly in the manufacture 509, for 1960-61 ana 1961-62
or processing of goods or in mining or 459, from 1962-63 10 1964-65.
in the generation or distribution of
electricity or poOwer.

(The Finance Act 1965 amended the pro-
visions of the Income-tax Act so as to '
exerapt completely such companies from
the provisions of additional Super-
tax/ncome-tax).

(30 Anyv other Indian company nat covered 609,  upto 1959-60
by the above two tydes and which does 6597 from 1960-61 onward:
not satisfyv the conditions referred in
iteny 4 below :

.4) Inthe case of any other comrany where
the accumilared profits and reserves
exceed erther 1 the aggregate of the
paid-up capital exclugive of the capital
created  out ot jts  profits and
gains which have a0t been the supject
of a1 order under ection 104 and any
loan capital which s the property of the
shar: holders or (2. the value of the
fixe.! asses showa i the books of the
com iy whichever iy greater . 908

1.244. The Committee were informed by the representative of the:
Central Board of Direct Taxes that proceedings under Section 23A had
been completed in the first case on 3rd January 1968. However, the:
demand nctice could not be served because of a restraint order issued by
the Calcutta High Court. 1In the second case, the Department had not ac-
cepted the Audit objection. The Comptroller and Audior General inform-
ed the Conimittee that a letter dated 1 7th December, 1969 was reocived in
his office on 18th December, 1969/19th December, 1969 just on the eve of
the consideration of the matter by the Committee.

1.245. The Committee learnt from Audit that the Board had prescribed
a register to watch the action for levy of additional tax under Section 23A/
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
which relates to the assessment year 1956-57........1t is not possible to-
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trace thesd old registers even though a search was made.” Asked whether

it was possible that the prescribed registers might 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 Department to show as to which particular Income-tax Officers had
repeatedly failed to levy additional tax under Section 23A/104 of the old/
new Act. The representative of the Board stated: “We have 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 are going to take action.”

1.247. Under Section 23A/104 of the 1922/1961 Act, if a company in
which the public are not substantially interested fails to distribute a pres-
cribed percentage of its 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 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 levied for these years was calculated as Rs.
1,52,183, but the Department has not been able to recover the money,
owing 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 finally decided by the court to
examine 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 Aundit, there was an omission to levy super-tax of Rs. 61,656, is still
under correspondence. The Committee would like the case to be settled
early and steps taken to recover short-levy, if any. The Committee would
also like to be furnished with particulars of cases where action under sec-
tion 104 had become time-barred during the three years 1966-67 to 1968-
69, together with the approximate revenue forgone.

Outstanding cases in which penal Super-tax/Income-tax under Section
2341104 of Income-Tax Act. 19221961 is to be levied for failure
to distribute the statutory percentage of dividends,

1.249. Audit Paragraph

‘3)  Numher of cises pending as on 1-4-1967

3,059
(" Nuamber of cases added during 1967-68 4,676
ey Number of cases disposed of durirg 1967-68 5,258
fd) Namber of cases dpending on 31-3-1968 2,477

(e} A" rximate amount of additional tax involved Rs, 302 lakhs

[Paragraph 69 of Audit Report (Civil) on Revenue Receipts, 1969.]
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1.250. Under the Income Tax Act, 1961 if the Income Tax Officer 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 prescribed rates. The addi-
tiona] levy should be made before the expiry of four years from the end of
the assessment year relevant to the previous year or before the expiry of
one year from the end of the financial year in which the assessment or re-
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 (Income Tax Act, 1922) no such time-limit for passing an
order levying penal super-tax/income-tax was prescribed. In the absence of
any time-limit in the old Act, the Board issued instructions that the time-
limit prescribed under the new Act should alsg be followed in respect of
cases under Section 23A. |

1.251. An analysis of the year-wise pendency of cases together with the
estimated amount of tax involved, as on 31st March, 1969 is given below:—

Assessment Year No. of Estimated amount of
cases tax involved

(In thousands of Rs.)

1954-55 . . . . . 1 205§
1955-56 . . . . . 19 416
1956-57 . . . . . 28 1,336
1957-58 . . . . . 26 1,509
1958-59 . . . . . 42 1,668
1959-60 . . . . . 45 1,567
1960-61 . . . . . 46 3.246
1961-62 . . . . . 47 6,192
1962-63 . . . . . 3 I
1963-64 . . . . . 58 2,473
1964-65 . . . . . 281 5,661
1965-66 . . . . . 320 3,009
1966-67 . . . . . 441 3,909
1967-68 . . . . . 637 5,511
1968-69 . . . . . 629 6,399

Torar . . 2,593 43,102
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1.252. The Committee desired to know the position of pendency as
on 30th September, 1969,

(a) under the Old Act, 1922; ang

(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 of Income-tax. It may, however,
be stated that the total number of such cases pending on
Ist July, 1969 was 2,990.”

1.253. During the course of cvidence in January, 1969, the Com-
mittee were informed by the representative of the Board that instructions
were proposed to be issued impressing upon the Commissioners of
Income-tax the need to complete all the cases pending under the Old
Act by 30th September. 1969 at the latest. The Committec desired to
know whether the above target had been achieved. In their reply, the
Ministry have stated:

“Instructions were issued for the completion ur cases falling u/s
23A of the Income-tax Act, 1922, It was, however, not
possible ty finish the cascs within the target date of 30th
September, 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 March 1968 to 2593 as on 31st March 1969. The amount of
tax involved which on 31st March 1968 was Rs. 3.02 crores rose to Rs. 4.31
crores on 31st March 1969-—an increase of over 50 per cent. The
Committee note that the Board had issued instructions to the Commission-
ers of Income-tax to complete all the cases pending under the old Act by
30th September 1969. This could not be done and the indication now
is that it would take another vear 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 progress also
made towards the clearance of cases pending under the 1961 Act.
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(1) Other Topics of interest

Under-assessment 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 deecmed to be a company in which the public
are substantially interested if not 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 intercsted despite the fact that in the previous year relevant to
the assessment year 1964-65 less than 40 per cent of the equity sharc
capital was held by the public. The mistake resulted in an under-charge
of tax of Rs. 23,06,458.

[Paragraph 49-—Audit Report (Civil) on Revenue Receipts, 1969.]

1.256. Under the provisions of the Income-tax Act, 1961, as they
stoxd prior to amendment by the Finance Act, 1965. a manufacturing
company would be treated as a “company in which the public are subs-
tantially interested™ if, in addition to not being a private company as
defined in the Companies Act. [also in section 2(18) of Income-tax Act,
1961] 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 been allotted
unconditionally and held by:—

(i) the Government or

(if) a corporation established 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 vear 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 provisions of the Finance Act “companies in which
public are substantially interested” are liable for lesser rate of tax than
other companies.
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In the’case reported in the paragraph, the company had issued.
28,00,000 ordinary shares. The following entities held the 28,00,000.
shares indicated against each:

No. of

shares

(1) Non-resdeint (foreign) company . . . 16,80,000
(2) Directors 274
(3) Resident companics . . . . 3,01,576
(4) Others . . . . . . . 8,18,150
Toral. . . . . . . 28,00,000

— S e e e —— v —— —

It would be observed that more than 60 per cent of the shares were
held by the non-resident company and the Directors.

1.258. During evidence, the representative of the Board stated that
the Ministry had acecepted the Audit objection,

1.259. The Committee desired to know the circumstances in which
the mistake was made by the Income-tax Officer concerned. The
representatives of the  Ministry of Finance and the Central Board of
Direct Tuaxes stated thut the Income-tux Act was amended in 1965 to
muke it clear that the companies of the type referred to in the Audit para-
graph were eligible for a lower rate. The mistake made by the Income-
tax Officer was that he applied the aforesaid amendment with retrospec-
tive effect.  The Board had agreed with the Audit view that the Finance
Act of 1965 which operated from Ist April. 1965 was not retrospective.
But the view expressed by an eminent authority on Income-tax Law—
was that the said amendment was only clarificatory in mature and did not
make any change in the position of the law as it existed prior to the said
amendment.  The representative of the Board added that this interpre-
tation had also stood the test of appeal in the Calcutta High Court.

1.260. The Committee cnquircd whether the Board had ascertained
that there had not been short-levies on this account in the earlier vears”
assessments o! the asscssee. The Finance Secretary stated that the
change in the structure of the Corporate Tax, with higher rate for com-
panics in which the public are not substantially interested, was effected
only from the year 1964-65. Prior to that, effective rate of Income-tax
and Super-tax payable by all types of companies including the ones in
which the public were not substantially interested was the same (viz. 25
ner cent).  So. there could not have been any short levy on this account
in the carlier years' asscssments of the company. In the subsequent
vears also there could not have been an under-assessment on this account
as the company became eligible for the lower rate according %o the law..



86

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

“The Government's basic policy regarding the taxation of income
of companies has becn to divide companies into two broad
categories viz., those in which the public arc substantially
interested and others in which the public are not substan-
tially interested, and impose some additional tax liability on
the latter.  (For convenience, these two types of companies
will be referred to later in this reply as “widely held” and
“closely held” companies respectively).  Prior to 1964,
additional lability attached to the closely held companies in
the form of an obligation to distribute a minimum specified
percentage of their profity as dividend, failing which they were
required to pay an additional amount of tax on its undistri-
buted profits. Since 1964, a closely held company is, in
addition to this liability, also required to pay tax at g rate
higher than that by a widely held company on its income.

‘Section 2(18)(b) of the Income-tax Act, 1961 lays down the
test of "a company in which the public arc substantially
interested”. One of the tests is whether S1 ‘per cent or more
of the equity capita] is held by the public. Another test is
whether the controlling interest in the company is held by
five or less persons. For both these purposes, the shares
held by a company were being 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
Ist April, 1965, Section 2(18) was amended <o as to treat
the shares held by widely held companics as those held by
the public. The benefits of this amendment would be
available in respect of the shares held by both Indian and
foreign widely held companies”™.  “It has been the Govern-
ment’s policy to encourage widely held forcign companies to
participate in India’s industrial] development through their
Indian subsidiaries rather than their Indian branches. This
policy is in keeping with the intentions of the Legislature
which would be evident from the following observations made
by the Select Committee while considering some  drafting
changes relating to Section 2(18)(b) before the Income-tax
Act, 1961 was passed:
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“The Committee have substituted the words ‘not a private
company' for the words ‘public company’ in conformity
with Section 23A of the existing Income-tax Act so that
forcign companies are also included within the definition
of a company in which public are substantially interested.”

The tests of “a company in which the public are substantially
interested”, as laid down in Section 2(18)(b) are capable of
application in the case of a forcign company and would have
to be sy applied for determining whether an Indian subsidiary
of a forcign company is a widely held company. In such
cases uniess the foreign company satisfies the test of a widely
held company, the Indian company would have to be taxed
as a closcly held company”.

1.262. During evidence, the representative of the Board added, “It
(the policy pursued by the Board in this regard) is uniform.  There may
be somc slips.  But in order to avoid such a situation we have concen-
trated all company cascs with one officer so that there may be uniformity
in handling these cases.  That is how we try to sce that the law is applied
uniformly”.

1.263. The Comumittee pointed out that a foreign company did not
automatically become a company under the Indian Income-tax Act. It
became so onhv when o notification to this cffect was 1ssued by the Board.
The Committee enquired whether in cases where such a notification was
not issucd. thore wias not g possivility of  foreign companies  escaping
assecsment under Scction 23(A). The representative of  the  Board
stated, “We shall look into that.  Wc uappreciate the suggestion™.

1.264. In reply to a que-tion, the representative of the Board stated
that the assessment had sinee been rectificd and an additional demand of
Rs. 23.06.458 representing the short evy raised and recovered.

1265 In reply U another question, the witness  stated  that  the
original assessment was made on 29th March, 1965 ang the additional
demangd raised nearly three and a half years thereafter.

1.266. The Committee desired to know the number of cases where
a major portion of the shares issued by an Indian company was held by
a foreign company and its status was treated as a company in which the
public are substantially interested.  Tn a written  reply, the Ministry
have stated:—

“The information is nat readily available and will have to be
collected from the field officers, who too do not maintain any
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register of statistics incorporating such information. It
would be a prodigious task for them to compile the data by
referring to the records of each 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 only such
Indian companies as have a paid-up capital of Rs. 25
lakhs and over or an assessed income of Rs. 5 lakhs or
more; and

(b) the data should be that as obtaining on a particular date,
say on Ist April, 1969,

The Ministry are calling for such information from the Commissionets
-of Income-tax in anticipation of the Committec’s approval™.

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 substantially interested. According to the Act, as it stood prior
'to amendment in 1965, @ 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 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 mistzke grose because the assessiug officer
gave the benefit of the amendment of the law retrospectively i.c. with
effect from the vear 1964-65, instead of from the vear 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 piving the
benefit of the amendment to the company in question with retrospective
effect, the assessing officer had gravely erred.

1.268. The Committee observe that a foreign company can be treated
as a company for the purpose of Indian Income-tax only when a specific
notification to this effect is issued by the Board. In the absence of g noti-
fication, 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
similarly situated Indian company, including the tax liabilitics arising under
Section 23A of the Income Tax Act. The representative of the Board
accepted during evidence that this situation needs Jooking into. The Com-
mittee would Iike the matter to be examined and suitable action to be taken
‘immediately.
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1.269. 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 collected.
The Committee would like to await this information.

Treatment of surplus {oom-Hours
Audijt Paragraph:

1.270. Certain companies which ran jute mills were members of the
Indian Jute Mills Association. To protect themselves against loss result-
ing from over-production, the members of the association cntered 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
provided that where a mill was unable to utilise the loom-hours allotted
to it, the surplus loom-hours available could be transferred by it
another mill.  The loom-hours being capital assets, any profit or gain
arising from their transfer was liable to be taxed as capital gain under
the Income-tax Act in the hands of the transferor. As the loom-hours
allotted to a mill remained operative for only a vear and as surplus loom-
hours of onc vear could not be carricd forward to the next year, these
were, by their nature, short-term capital assets, held by a mill for not
more than twelve months immediately preceding the date of their transfer.

During the previsus vears relevant to the assessment years 1963-64
and 1964-65 four companies transferred surplus loom-hours allotted to
them.  The profits arising from the transfer were taxed by the department
as leng-term capital gain instead of as <hort-term gain. This incorrect
treatment of the capital gain resulted in 4 total undercharge of rax of
Rs. 4,55,272 fir the assessment vears 1963-64 and 1964-65,

{Paragraph 54(a) of Audit Report (Civily on  Revenue  Reccipts,
1969.]

1.271. During cvidence. the representative of the Board stated that
after the receipt of the Audit paragraph. a reference had been made to
the Muinistry of Law for legal opinion. This was done on 1fith October,
1969. -

1.272. Audit have since informed the Committec that the Ministry
of T.aw t> whom the matter had been referred had opened that  the
receipts from loom-hours should be treated as revenue receipts and the
expenditure incurred thereon as revenue expenditure.
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1.273. The Committee note that, according to the opinion of the Minis-
try of Law, receipts from surplus loom-hours should be ¢reated as revenuve
receipts and expenditure incurred thereon as revemme expenditure. The

Committee desire that necessary action should be taken in the light of this
opinion.

Inter-Corporate Dividends
Audit Paragraph:

1.274. Out of the total dividend of Rs. 13,56,764 received by a com-
pany in the ycar relevant to the assessment year 1965-66, an expenditurc of
Rs. 1,70,929 incurred in carning the dividend was allowed as  deduction
and the income by way of dividlend was taken at the net figure of
Rs. 11,85835. This intercorporate dividend income was entitled to
rebate under the Income-tax Act, 1961, It was noticed that the rebate
was calculated with reference to the gross amount of Rs. 13,560,764 instcad
of the net amount of Rs. 11.85.835. This led to an excess allowance of
rebate of Rs. 59,825 with consequent under-charge of tax hy an equivalent
sum for the assessment year 1965-66.  An additional demand of tax 0!
Rs. 59,825 has since been crcated by the department. Report regarding
recovery is awaited.

[Paragraph 55(b) of Audit Report (Civil) on Revenue Receipts, 1969].

1.275. Under the provisions of Scction 99(1) (iv) of Income-tux Act,
1961 as it existed prior to the amendment by the Finance Act, 1965, inter-
corporate dividends /e, dividends received by a Company from  another
company are cxempt from Super-tax.  With the merger of Super-tax with
the Income-tax. the Finance Act, 1965 introduced a new Scction 85A with
effect from 1st April, 1965 providing that the income-tax on the inter-
corpora.: dividends would be chargeable at the rate of 259 . This s
achieved by granting to the company receiving the dividends a reduction
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 Income-tax on
the income so included as cxceeds an amount of 25, thereof. The
dividend income included in the total income for this purpose is the net
dividend arrived at after deducting from the gross dividend the expenses
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 im the body of the
assessment order. The case had not been checked by the Internal Audit
Party.
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1.277. During evidence, the representative of the Board stated that the
additional demand for Rs. 59,825 raised by the Department had since been
recovered,

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

1.279. The Committce dzsired to know whether g special  review  of
assessments of inter-corporate dividends had been made, and, if so, with
what results. In a written reply, the Ministry have stated:

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

1.280, The Committee observe that under the Income-tax Act, dividend
imcome received by a company from another company is entitied to rebate.
The rebate is to be calculated with reference to the net dividend income,
after deducting the expenses incurred in eamning the dividend income. Inm
the case under report, however, the rebate was calculated with reference
to the gross amount of inter-corporate dividend, without dcducting the
expenditure incurred in earning it. This resulted in excess rebate of
Rs. 59,825 being granted. While the 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 asisessing officer, the mistake could have been avoided.
The Committee also note that though the case helonged to a company circle,
it bad not been checked in Internal Audit. The Committee trust that the
Board will ensure that such omissions do not recur,

Government securities held hy Fx-Rulers

Auvd’t Paragraph:

1.281, The income from interest on Government <ecuritios held ko oop
on behalf of cretwhile ruling Chicfs and Princes of India as their  private
proprety was cxempted from income-tax and super-tax by a Government
notification issued on 21st December, 1930, The above exemption was
subsequently withdrawn by the Government 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 1963-64,

875 LS -7
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In the case of an ex-ruler it was noticed that a sum of Rs. 1,84,793

derived as income from interest on Government  securiiies  during  the

previous year relevant to the assessment year 1963-64 was  erroncously

excluded from the total inconie for that assessment yeur resulting in under-

assessment of tax of Rs, 1,63,179 (approximately). Report regarding
cectification and recovery of thy tax is awaited (March, 1969,

[Paragraph 55 (d) of Audit Report (Civil) on Revenue Receipts, 1969].

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-
ment made under Section 263.  Fresh assessment 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 assessihent year
1963-64 or a part of it is ascessable for 196263

1.283. The Committer onquired whether the  Board  has issued  any
specific instructions regarding income of Ex-Rulers from interest on Gaov-
ernment securities. In their writtea reply. the Ministry have stated

“The tax exemption enjoved by the erstwhile chiefs and princes of
Indian Statcs in respect of interest on Government sccurities
was withdrawn by the Government by a Notification dated
25th June, 1963 with effect from the assessment vear 1963-64.
There was a failure to notice the change in & very few cases
in the year of transition. No similar case for later years has
come to the notice of the Depoartment or the Audit.  Hence,
the Board have not issucd any specific instructions on  the
matter.”

1.284. The Committee observe that erstwhile ruling chiefs and princes
of Indian States ccased to enjoy with effect from Ist 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 cxemption to
such income of an ex-ruler amounting to Rs. 1,84,793 in the ussessment
year 1963-64, as a result of which there was a short-levy of tax of
Rs. 1,63,179. The Committee consider this failure on the part of the
assessing officer regrettable,
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1285, The Committee note that, after g fresh assessment, an additional
demand of Rs. 1,57,130 was raised on this account of which a sum of
Rs, 72,964 bas 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 pertains to the assessment year 1963-64 or a part of it is
assessable in 1962-63. The Committee wounld like to be apprised of the
decision in this regard.



CHAPTER II
WEALTH TAX, GIFT TAX AND ESTATE DUTY
(a) Wealth Tax, Gift Tax and Estate Duty receipts:
Audi¢ Paragraph
2.1. The total receipts from Wealth-Tax, Gift-Tax and Estatc Duty for
the year 1967-68 and the four preceding years are as follows:

(Figures in crores of rupees)

1963-64 1964-65 1965-66  1966-67 1967-68

Wealth-tax 1050 10°§2 12:06 10°73 10°70
Gift-tax 1413 2722 2-27 175 1°30
Estate Dury 4-65 543 6-66 626 6-37

TOTAL 16-28 18-17 20'99 18-74 18-37

[Paragraph 72 of Audit Report (Civil) on Revenue Receipts, 1969].

2.2. The Committee desired to know the reasons for the fall in the total
receipts under the three direct taxes from 1966-67 onwards (except in the
case of Estate Duty where the receipts for 1967-68 were silghtly more than
those in 1966-67. In a written replv. the Ministry have stated as follows:

“The Collections of Wealth-tax during the last six years were as

under ;—
(¥ gures in crores of
rupees)
Year Amount
1963-64 1050
1964-65 10°52
1965-66 12:06
1966-67 10-73
1967-68 10°73
1968-69 - 34' (3

94
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“It is seen 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 time 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 eflect
from the current financial ycar that the rates above Rs. 10 lakhs have been
raised by 4 per cent. )

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

(a) Excmption was given for sclf-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 transfer is either exempt from gift tax or gift tax has been
charged thereon,

(c¢) Rule ID of the Wealth Tax Rules was introduced prescribing
a uniform method for valuing unquoted equity shares. The
valuation is to be done on the basis of book value as shown in
the balanwve-sheet of the company with a further provision for
discount of 15 per cent from the break-up value.

(d) There are several Supreme  Court  decisions  which  have
enlarged the concept of “debt” deductible from the net wealth,
to such items as income-tax lability en they income of the
current veur, the outstanding advance tax instalments and even
the welth-tax payable for the current year itself (59 ITR
767, S9 ITR 56, 69 [TR 864),

{c¢) High Courts have held that the value of  fimmovable property
governed by Rent Control Aut should be computed only by
capitalising the income (60 ITR 103).

“The Department has taken several steps to assess Wealth-tax more
effectively. The minimum penalty leviable for concealment of wealth has
been increased to 100% o the concealed amount by the Finance Act, 1968.
The penalty leviable for late submission of return has also been stepped
up by the Finance Act, 1969 to } per cent of the assessed wealth for each
month's delay. The department has set up its own valuation cell consisting
-of officers taken on deputation from the CP.W.D, These officers check
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up the valuations of immovable property 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 jewellary also, shortly. As a result of these and several other
measures taken by the department, 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 Dury and Gift Tax:

2.3. “The collections from gift tax and estate duty during last five years
were as under:—-

(Figures in Crores of Rupees)

Year Gift Tax Estate
Duy

1964-65 . . . . . . . . . 222 543
1965-66 . . . . . . . . . 227 6-66
1966_67 . . . . . . . . . 1 75 6. 26
1967-68 . . . . . . . . . 1'30 637
1968-69 . . . . . . . . . 1§t 6-74

“The collections of gift tax have fallen from Rs. 2.27 crores in 1965-
66 to Rs. 1.5] 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 same donees”
was withdrawn. The collections of estate duty have remained at around
Rs. 6-7 crores, in spite of the fact that exemption for self-occupied proper-
ties upto a value of Rs. 1 lakh was given with effect from Ist Apnrl, 1965.
The collections from gift tax and estate duty moreover are largely depen-
dent upon the number of gifts made by the assessees and the number of
deaths during a year.”

2.4, During evidence, the Committee desired to know what arrange-
ments obtained in the Department for varifying the values of the properties
returned by the assessee. The representative of the Board stated that a
valuation cel] consisting of 8 Executive engineers with an Superintending
enginecr at the head had been set up in the Board in 1968. Besides the
Department had certain registered valuers. In reply to a  question, the
witness added, “This is a new institution which has come up, and we are
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trying to twing in measurcs to check their valuation and prescribe rules and
regulations for their conduct. This wili be done now because the work
has increased and we want them to have some systematic line.” Asked
whether the valuation wports of the registered valuers were accepted by
the Department, the representative of the Board stated, “Generally, in a
majority of cases, we accept them. But where we have any  doubt, we
would reter the case to our own sct-up”. Further asked how far the valua-
tion reports of the registered valuers were found to be correct bv  the
valuation cell on verification, the representative of the Board stated, “It is
too early to generakise on (hat because it is hardly a yeur or so that it has
been set up. But we are finding the institution very helpful.”

2.5, The Committec enquired whether the Board had laid down any
guidelines in regard to valuation of property. The represcatative of the
Board replied in the ncgative.

2.6. The Committee obscrve that in reply to Unstarred Question No.
4855, the Minister in the Ministry of Finance gave the following reply on
22-12-1969:

“Government have advised the Central Board of Direct Taxes to
conduct a census of house 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
asked the Commissioners >f Income-tax to conduct such census
in the major cities and towns, 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 the
proceeds from wcalth tax have been almost stationary at Rs. 10 crores—
11 crores, in spite of g rise in the number of assessves—from 67,057
in 1964-65 to 1,05934 in 1968-69. This suggests that there is g large
scope for improving the administration of 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 pssessments. Later in this Report, the Committee have drawn sttention
to the fact that there are pending assessments dating back to 1963-64 and
even earlicr years. A programme for their expeditions clearance wouald
have to be drawa up. Secondly, the procedures for valuation will have to
be streamlined. The Committee note that in regard fo real estate, the
Board have recently asked the Commissioners of Income-tax to cendwct
a census of house properties in major cities and towns to check up 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 informed of the
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results of the census, For the purpose of valuation, the Board maintains
a valuation cell, apart from a panel of registered valuers who assess the
value of properties for purpose of tax. It would be necessary to devise
adequate checks over the work of valuers to ensure that the valuation is
correctly and fairly done. Another measure that the Department should
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
suggested by the Committee elsewhere in this Report.

(b) Arrears of Tax Demands, Assessments and Appeals
Arrears 0f Demands* of Wealth-tax, Gift Tax and Estate Duty
Audit Paragraph

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

(In lakhs of rupees)

Wealth-tax Gift-tax Estate

duty
Arrears of 1964-55 and carlicr vears . . . 209 14 22¢
Arrears of 197c-R6 . . . . . 68 22 62
Arrears of 135%-47 . . . . . 118 32 223
Arrears of 1957203 . . . . . ) 58 143
o "8 126 0973

[Paragraph 82 of Audit Report (Civihh on Revenue Receipts, 19697,

2.9. The arrears o/ demands under the Woeobhooax, Gift-tax and Estate
Duty as on 31-3-1966 and 31-3-1968 were o folious:
Raper, o grores)
Yeartnwhichche  Wealtherax TGty Eeate Dty
arrears  Toioty as o as 1 qy 0

21-3-6F 31-3-68 27-3-66  11-1-AR ¥ 3(-3.66 * 31-3-68

1964-65 and carl'er

years 294 200 073 014 193 29§
1965-66 . 227 0-6R 0 6 022 340 062
1966-67 - - .. 141§ . 0-32 .. 2:23
1967-68 . . . 3-68 .. 0 s8 .. 463

621 748 137 1-26 733 " 973

*Figures are furnished as by the Ministry,
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2.10. The following table compares the total receipts under the three
heads Wealth-tax, Gift-tax and Estate Duty during 1967-68 and the arrears
outstanding as on 31-3-1968.

(Rs. in crorey)

Receipts  .rrears as
Nature of Tax durn.u on

195763 31-3-1945%

Wealth Tax 10070 753
Gift Tax . 1.30 2
Estate Duty | 637 973

2.11. In a statement furnished to the Committec, the Ministrx have
indicated the following position of arrears as on 30-11-1969:—
Note on Point 114(i)

Wuhh (inx Estare
Tax Tax Dury
Curren! demand . . . . . . 41513 7355 20917
Arrear demand . . . . . . . $3254 5439 72506
99767 12794 103423

2. 12 As to the slt.ps takcn by thc Board to reduu arrears of demands
under the above taxes, the Ministry have stated as follows:

Note on Point 114(11) NC

“The Board have issucg instructions to the Commissioners of In-
come-lux to vnsure (oat the arrcars of estate duty, wealth-tax
and gift wax domnnds are reduced by the end ol the current
financial year 1o ot lea t SO per cent of the arrears as  on
1-4-1069. A copy of the circular  issued by  the Board is
enclosed™.

2.13. The Committee are concerned over 3 steep rise in the arrcars
of demands under the Wealth Tax, Gift Tax and Estate Duty, The aggre-
gate of the arrears under these taxes which amounted to Ry, 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 cqual
to the entire receipts during 1967-68, in case of Estate Duty, the arrears
as on 31st March 1968 were 1} times the entire receipts during 1967-68,
The Committee note that instructions have been issued by the Board
to the Commissioners of Income-tax to ensure that arrears under these taxes
are reduced by at least 50 per cent by the end of the current financial year.
The Commitiee consider this to be a modest target. They would Jike

all-out efforts to be made for the clearance of arrears hefore the close
of the finnncial year.
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Arrears of assessments* of Wealth-tax, Gift Tax and Estate 'Duty

Audit Paragraph

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

No. of  assessments pending Approximate amount of tax in-
volved (in thousands of rupces)
Year
Wealch Gitt Estate Wealth Gift Estate
tax tax @ duty@ tax tax(@) dutya

1963-64 and earlier

vears 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

TortaL . 91,482 — — 73,953 — —_

[Paragraph 83 of Audit Report (Civil) on Revenue Receipts, 1969].
2.15. The Committee desired to knmow the latest position regarding
arrears of Gift Tax and Estate Duty asscssments as on 31-3-1968. The
Ministry have furnished the following information:
The position of arrears of Gift Tax and Estate Duty asscssments as on
31-3-1968 and the approximate tax involved in the pending assessments
is as under:

Gift tax Estate Daty Gift tax Estate Duty

Year
(No. of assessments pending’ fAmount of tax involved in

thousands of rupees)

1963-64 and earlier
years . 477 802 383
1964-65 . . 486 535 343
1965-66 . . 879 128¢ 358
1966-67 . . 2033 2169 931
1967-68 . . 3887 4504 1743 .
7762 8299 3758 74,764

*Figures are as furnished by the Ministry.
@Particulars are awaited from the Ministry ‘March, 1969),
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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
Boarg during evidence:

Number of assessments completed

Wealth Tax | . . . . 1965-66 80,733
1966-67 87,695
1967-68 92,764
Gift Tax . . . . 1965-66 19,521
1966-67 15,570
1967-68 16,793
Estate Duty! . . . . 1965-66 18,101
1966-67 18,919
1967-68 19,236

2.17. Taking note of the 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 cffect:—

(1Y All the Wealth tax assessments which arc pending for the
assessment years 1964-65 and earlier years should be completed
before 30-9-69. Similarly, the pending wealth-tax assessments
for 1966-67 should be completed before 31-12-69. For watch-
ing the progress of such cases the TACs should obtain monthly
report regarding these cases.

(2) No Wealth tax assessment for 1967-68 and earlier years should
be allowed to be carried forward to the next financial year
ie., 1970-71 without prior approval of the IAC in the indivi-
dual cases. The Centra] Board of Direct Taxes are watching
the progress of disposal by getting quarterly reports. Tt is
hoped that as a result of thesc instructions there would be
considerable reduction in the number of pending wealth tax

assessments.
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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 durmg the last five
‘years are as under:—

1964-65  1965-66  1966-67  1967-68  1968-69

Wealth tax :
(a) cases for disposal . . 95,196  1,34,800 1,61,927 1,35,148 2,26,540
(b) disposal , . . . 63,068 80,733 87,695 92,764  1,05.874

The number of wealth tax assessments completed has shown a con-
siderable improvement during the current year being 96301 assessments
upto 30-11-1969.

2.18. During evidence, the representative of the Board stated, “Our
officers were concentrating their attention more to income-tax work; 1 must
admit this very frankly. That was why they were not disposing of these
cases more. The assessments went on piling up and new assessments were
also being added. This aspect which was being neglected in the carlier
years has received attention now™.

2.19. 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
wp in pending assessments as on 31st March, 1968 was Rs. 7.4 crores com-
pared 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
been issued by the Board for the expeditions clearance of these cases. The
Commiittee would like s definite deadline to be set for this purpose.

2.20. The Committee note that the number of pending Gift-tax assess-
ments as on 31st March, 1968 was 7762, involving an amount of Rs, 37.58
lakhs, The number of pending Estate Duty assessments on that datc 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.



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

Andit Paragraph

Appeals with Revision
ppellate petitions
Assistant  with -
Commis- missioners
sioners
2.21 Number of appeals pending with Appclhte Assistant
Commissioners,revision petitions . 5402 9s0
(i) Out of appeals/revision petititions instituted during
1967-68 . . . . . . . 3788 500
(i1} Outof appealsfrevision petitionsinstituted in earlier
years . . . . . . . 1614 450
Year-wise bresk-up of the pending appeals and revision petitions is shown below:
Year of Institation Appeals with  Revision
Appellate petitions
Assistant with Com-
Com- missioners
missioners
1959-60 . . . . ) . . . . I <
1960-61 . . . . . ‘ . . 3 t
1961-62 . ) . . . . . . 2t 6
1962-63 . . . . . . . . 31 13
1963-64 . . . . . . . . 74 56
1964-65 . . . . . . . . s &9
1965-66 . . . . . . . . 311 95
196667 . . . . . . . . . 988 205
1967-68 . . R . . . . . . 3788 500
ToraAL , . . . . 5402 950

*PRigures are a3 furnished by the Ministry.
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Appeals pending on 31-3-1969 (Gift Tax)*

Audit Paragraph:

Appeals with  Revision
Appellate petitions

Assistant with Com-
- Com- missioners
missioners
222. Number of pending appeals revision petitions . 934 62
(1) Out of appeals’revision petitions instituted during
1967-68 [ [ . . . . . 664 26
{11} Out of appeals/revision petitions instituted in earlier
ycars L] . [ 1] Y . . 270 ’36

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

Appeals with  Revision
Appellate petitions

Year of Institutions Assistant with
Commis- Commis-
sioners S100CTS

196263 and earlier years B . . . . 7 6

1963-64 . . . . . . . . 9 1

196465 . . . . . . e e 25 6

1965-66 . . . . . . ... 56 18

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

196968 ., . . . . ... 664 26

ToTAL . . . . ) 934 62

fParagraphs 84¢a) and (b) of Audit Report (Civil) on Revenue Receipts, 1969)

»Figures are s furnished by the Ministry.
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.

2.23. The comparative position of arrears of revision petition in res-
pect of Wealth Tax as on 31-3-1966 and 31-3-1968 is as follows:

Year of Institution As on As on
11-3-1666  31-3-1968

1958-59 . . . . . . . . . 4
1959-60 . . . . . . . . 13 5
1960-61 . . . . . . . . 13 1
1961-62 , . . . . . . . 2 6
1962-63 . . . . . . . ‘ 29 13
1963-64 . : . . . . 74 56
1964-65 | . , . . . . . 147 69
196366 . . . . . . 139 95
1966-67 ) . . . . 208
1957-68 | ; . , , , . ) , .. 500
412 950

2.24, The year-wise break-up of the pendency of appeals in respect of
Gift-tax as on 31-3-1966 and 30-6-1968 was as follows:

Year of lnstitution As on As on

31-3-1966  30-6-1968

1962-63 and carlier years . . . . . . 26 7
1963-64 . . . . . , . . 45 9
1964-65 . . . . . . . : 209 28
1965-66 . . . . . . . . 6g7 56
1966-67 | . . ' . . . . . . 173
1967-65 . . . . . . . . .. 664

Y77 934
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2.25. The year-wise break-up of the pendency of revision petitions as
on 31-3-1966 and 30-6-1968 was as follows:— *

Year of Institution As on Ason

31-3-1966  31-6-1968

1962-63 and earlier years . . . . . e 6
196364 ., , e e e 1
r9é4-6s ., . . ., . 4 6
1965-66 . e . .. 10 18
196667 . . . . . . . 5
1967-68 . . . . . . . . . . 26

14 61'

2.26. The Committee are concerned over the beavy pesdency eof
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 mearly 30 per cent of the aggregate pendency om that date,
The position in respect of revision petitions is more disquietening. The
mamber of pending Wealth Tax revision petitions on 31-3-1968 was mere
than 2% times of that on 31-3-1966. The rise is steeper in case of Gift
Tax. The number of revision petitions in respect of this tax pending on
31-3-1968 was more than four times that on 31-3-1966. The Commiitee
would like Government to take steps to bring down the pendency of ap-
peals/revision petitions in respect of these taxes.

Appeals pending on 31-3-1968 (Estate Duty)*
Audit Paragraph

2. "7 Number ofapp&ls pmd ngw zh Appclhtc Cnmmllcr

of Estate Duty 1595
(i) Outofappeals instituted during 1967-68 . 1195
(i1} Out of appeals instituted in earlier year . 400

sFigures ate as furnished by the Ministey.
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Yemr-wise break up of the pending appe. Is is shown below fem

Year of Institution Nignber of appeals
1962~63 . . o . 3
!963'64 . . . s 17
1964-65 s e e . . . . . 26
1965-66 . . . . . . . . . 72
1966-67 . . . . . . R . . 282
1967-68 . . . . . . . . . 1198

Torar . . . . . . 1595

[Paragraph 84(c) of Audit Report (Civil) on Revenue Receipts, 1969].

2.28. The pendency of appeals as on 31-3-1966 and 31-3-1968 was
as follows :

Year of Institutron As on As on
31-3-1966 31-3-1968

1960-61 | . . 3 ..
1961-62 . . ) . : , . 12

1962-63 | . . . . , . 26 2
1963-64 . . . . . 85 17
Y6408 . . . . . . . 187 26
1965-66 . . . . . 684 72
1966-67 . . . . . . . . .. 282
1967-6% . s . . . . . . . . 119¢

997 1595

2.29. The Committee regret to note the steep rise in the pendency of
Estate Duty appeals. The number of appeals pending with the Appeilste
Centroller of Estate Duty which was 997 on 31st March, 1966 rose to
1595 on 31st March, 1968—a rise of about 60 per cent in two years. The
Committee would like Government to take concrete measures to bring dows
the pendency of Estate Duty appeals to the barest minimum.

875 L.S.—8.
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(c) Under assessment of duty due to incorrect valuation of property

Audit Paragraph

2.30. Under the Estate Duty Act the valuation of a property charge-
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 Rules 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 an assessment completed in September, 1964, the value of
Rs. 24.48 lakhs rcturned by the accountable person in respect of one of
the properties included in the estate, was accepted by the  Controller.
According to an agreement of sule entered by the accountable person on
4th September, 1963, the value of the property was Rs. 50.74 lakhs at
which price it was actually sold.  When the accountable person submitted
his return of income for purposes of assessment of cupital gain on the sale
of this property, availing himself of the option to substitute the value of
property as on lst Junuary, 1954, he declared the value as Rs. 28.31 lakhs.

The Ministry have stated in reply that when the property was sold in
September, 1963, the property was in vacant possession and therefore
commanded an appreciably higher value. For working out capital gains,
the value as on 1Ist January, 1954, was calculated at Rs. 28.31 lakhs
assuming that it would have becn in vacant possession.

[Paragraph 80 of Audit Report (Civil) on Revenue Receipts, 1969)

2.31. During evidence, the representative of the Board stated that the
date of death of the deceased was 19.12.1962.  The uccountable persons,
that is, the heirs of the assessee, declared the value of this property at
Rs. 24.48.000 on the busis of a certificate  given by the valuer. The
valuer had mentioned in the Report that the building was falling practically
right into the sea and wus in a neglected condition.  The rateable value
of the building was fixed by the municipality at about Rs. 12,000 and the
municipal tax amounted to about Rs. 4,000. Since the property was
underdeveloped the valuer felt that capitalising the income from property
would vyicld a very low vuluation.  fe, therefore, procceded to valuc the
property by following the land-and-building method.  He noted that the
municipality had puid compensation for acquiring lands in that ncighbour-
hood for widening the rouds ete., at Rs. 120 per square yard. The valuer
1adodptcd a value of Re. 250 per square yard for 7,920 square yards of
and.
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e

'2.32. The Committee drew attention to Rule 14(3) of the Estate Duly
Rules which provides that if a property is actually sold out within a short
time after the death of the deceased under open market conditions, the
gross sum realised should be taken as the principal value of the property.
The Committce desired to know why this Rule was not applied in the
case under reference and the value of the property 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 Scptember, 1964 when the Estate Duty Officer completed the
assessnients he was not awarc that the accountable persons of the deceased
had entered into an agreement for the sale of the same property in Septem-
ber, 1963 for a sum of Rs, 50.74 lakhs. The agrecment was filed sub-
sequenty (1965 with the Income-tax Officer concerned in connection with
capitul gains tux. ‘The Committee enquired whether it was not incumbent
upon the assessee to have informed the concerned authorities that he
had entered into un agreement for the sale of the property. The represen-
tative of the Board stated, “for a clearance certificate for the purpose of
sale, he has to inform that o «ale i intended. 1t is not laid down in the
particular form in which clearance certificate is required  that the sale
price must be intimated.”  Asked whether in such a case the officer con-
cerned should -not have found out the sale price, the representative of
the Board stated that he <hould huve but he did not.

2.33. fn reply 1o another guestion, the witness stated that on the com-
pletion of the Estute Duty assessment the Estate Duty Officer informed
the Wealth Tux Officer that the valuation of the  property was Rs. 24
lakhs odd.

2.34. The Committee enquired whether the Income-tax Officer with
whom the sale agreement was filed in 1965 in connection with the capital
gains tax informed the Estate Duty Otlicer that the accountable persons
of the deceased had entered into an ugreement for the sale of the property
in September, 1963, The representative of the Board stated:  “He should
have done that,  Normally they do.” The witness added that the Estate
Duty Officer and the Income-tax Officer were in different c¢ireles.  In reply
to a further question, he stated that both the circles are in the same city.

2.35. The Committee enquired on what basis the value of the property
was fixed at Re. 2831 Iakhs on 1.1.1954 for purpose of computing capital
gains and whether the samy basis could not be followed for finding out the
market vatue on the date of death of the assessee. In a written reply, the
Ministry have stated:

“The valuer appointed by the assessee has worked out the value of
the property as on 1.1.1954 at Rs. 2831 lakhs. This valua.
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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 possession’ 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 Officer 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 the value of the property as Rs. 24.48 lakhs in Sep-
tember, 1964 when the sale agreement entered into in September, 1963
showed that the property was worth more than Rs. 50 lakhs. The repre-
sentative of the Board stated. “on the date of death the property was not
vacant and so the Estate Duty Officer had to take the valuc on that day
taking into consideration the circumstances prevailing at that time for the
purpose of Estate Duty.” The Committee enquired whether in determin-
ing market value for purpose of assessment of estate duty, the question
whether a building is vacant or not is material. The witness replied that
this “is a very material factor because the intending purchaser would
always look at that point.” Asked when the sale deed as such was
cxecuted, the witness stated that the deed was executed on 30th March,
1965. In reply to a further question, he informed the Committce 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:

“Under Section 36 of Estate Duty Act, 1953 the principal value
of any property should be estimated to be the price which in
the opinion of the Controller it would fetch if sold in the open
market at the time of deccased’s death. While determining
the market value, which is a notional figure whether the
building was vacant or not would not come into picture at all.
I'he estimate  should be mude on the presumption  that
possession would be given  when a sale is effected. As a
mutter of fact Section 3602) provides when a reduction can
be made. Even while determining the air market value as on
1.1.1954 a1 Rs. 28.31 lakhs the valuer had proceeded on the
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assumption that the property would have been in vacant pos-
session. There is nothing in the Act preventing the Estate
Duty Officer making the same presumption for finding out the
market value as on the date of death.” Section 36 of the
Estate Duty Act referred to in the foregoing comments of
Audit reads as follows:

“36 (1) The principal value of any property shall be estimated
to be the prince which, in the opinion of the Controller
it would fetch if sold in the open market at the time of
deceased’s death.”

“(2) In cstimating the principal  value under this  section the
Controller shall fix the price of the property according to
the market price at the time of the deccased's death and
shall not muke any reduction in the estimate on account
of the estimate being made on the assumption that the
whole property is to be placed on the market at one and
the same time:

“Provided that where it iy proved to the -atisfaction of
the Controller that the value of the property has
depreciated by reason of the death of the deceased,
the depreciation shall be taken into account in fix-
ing the price.”

2.37. Agked whether it wus o fact that by the date of the assessment,
the purchuser had paid Rso 35 lakhs as part consideration, the representa-
tive of the Board stated that it was so. In reply to a further question
whether the purchaser was aware of the condition of the property when he
made the part payvment, the witness replied in the affirmative.

238 Para 13 of the Sale Agreement inter alia reads as fullows:

"On completion of the sale, the vendors shall put the purchasers in
vacant possession of the said premises, the said premises are occupied by
some members of the family of the deceased and some licensees and tenants
and they shall be entitled 1o remove all the furniture and other articles
and things belonging to them, including the fixtures belong to them "

2.39. The Committec desired to know the proportion of the property
in the possession of (a) the assessee and (b) other tenants in September,
1963 when the sale agreement was signed ang further whether the propenty
was in vacant posscssion when the sale deed was signed.  In their written
reply, the Ministry have stated:

“The legal representatives of the deceased are reluctant t5 supply any
additional information at this stage.  Efforts, are. however.
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being made to obtain these details and as soon as thc infor-
mation js 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 the Board
staled: “For the assessment years 1957-58 to 1959-60. the Wealth Tax
was made on an assessment of Rs. 3,18,500; for 1960-61 to 1961-62
Rs. 3,20.000; for 1962-63 the assessment is still pending.” In reply to
a question he stated that the above assessments were made on the hasts
of municipal valuation—16/20 times thc municipal valuation.

2.41. The Committee desired to know whether the Department pro-
posed to take any steps to cnsure that the omission of the type noticed in
the Audit puragraph did not recur. The Finance Scerctary stated: “The
point is, there was some lack of co-ordination between  officers  dealing
with capital gains and officers dealing with Wealth-tax. We¢  would like
to have integrated form of returns regarding income tax and wealth tax.
In this case. the party did apply and say he was going to scll the property.
There was no miention as to what the sale valuc was.  If we could have
integrated tforms by which these can be ascertained that is one way by
which this could be made effective. Wherever there are  transactions of
this naturc. there should be much closer co-ordination between income-
tax, wealth-tax and estate duty officers to see that thix sort of thing is
avoided in future. It is a matter for cxecutive instructions.” The Chair-
man. Central Board of Direct Taxes added, “one remedial measures that
we are thinking of is this.  There is 4 prescribed form which requires the
officer 1> make a mention of it when a sale is to be effected.  But there
is no mention about the amount. 1 think it would be useful to have e
E.D. 53 form a column to show the <ale price of the property for o
certificute under Section 74037

2.42. The Committee Jesired +0 knoa whoether there wos any proet-
dure 1o ensure co-ordination between Income-tux officers ond Fstate Duty
oMo re dn regard to tax assessments and valuation of propesy In thed
writivy repiv, the Ministre have stated:

“The Ainiiry have not Taid dowre omv special nrocedare
encure en-ordinatiog hotooay the Income-tay officers ant the
Assistant Controllere of Evtnte Duty, in recard to the 1y

vt and v Tuntian of mroanerties When the aarqe
oty peecaaments are cvmnbate T the fncoens v e :
made svailihle 1 fho A o Contraller f Foaes Do
wha are ecwnected ta cortinies the income-tax reenn! oo
pes€ette s Qiilary the valye adonted in o the e

woment oot comanmicated by the Weethore
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Ofticer in case a higher valuation is adopted for estate duty
purposes as 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
to the fact that in the former case the value was worked out
on the basis that the property was not in ‘vacant posscssion’
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 Ist January, 1954 at Rs. 28.31 lakhs was filed after
the estate duty ossessment was completed. The  Ministry,
therefore. feel 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 ensure co-ordination between ITOs and

ACEDs ™

2.43. The Committec desired to know the feasibility of having cells
for Estate Duty end Gift Tax under the Commissioner of Income-tax.
The reprecentative of the Board stated : “We shall try to integrate the
Department on the lines suugested.”

2.44 The Committee pointed out that under Rule 14(3) of the Estate
Duty Rules, 1953 if the property has actually been sold within a short
time after the death of the deceased. the gross sum realised has to be
taken as the orincipal value of the property for the purpose of assessment
of duty. The Committee enguired whar the term ‘short time”  implied.
The witnees replied: It should be almost immediate. The term ‘shont
time’ has rot been defined anyvwhere, It should be immediate—as imme-
diate as pocible” When the Committee enouired whether ‘short time’
could be considered ax  “immediate” and it was not desirable to be
gpecific, the Chuirman of the Bourd of Direct Taxes  <aid: "W shall
cxamine this ™

2.45. The Committec cannot help feeling that there was systematic
undervatustion of the property in this case at every stage.

2.46. In the first place, the value of the property was assessed for the
purpose of wealth tax for the yearc 1957-88 to 1961-62 at Rs. 3.20 lakhs,
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This represented a gross under-valuation 85 a retum filed subsequently, in

connection with the assessment of capital gains tax, showed the value of the
property fn January, 1954 to be as much as Rs, 28.31 lakhs.

2.47. Secondly, the property was valued by the Income Tax Depart-
ment in Scptember, 1964, at Rs, 24.48 lakhs for purpose of levy of estate
duiy (w..ch became payable with the assessee’s death in December, 1962).
This again did not represent the correct value, as ga 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 lakhs
had 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
reccived the copy of the sale agreement.

2.48. Government have argued that the valuation shown in the sale,
agreement for the property mayv not be relevant for purpose of assessment
of estate duty, as that valuation assumed vacant possession of the property
which did not exist at the time of the death of the assessce. The Com-
mittee are not convinced by this argument for the following reasons:

(i) The Committee had specifically asked for information about the
proportion of the property in possession of the assessee and
other tenants in September, 1963, when the sale agrcement was
executed, The Committee had also asked whether vacamt
possession of the property was available when the sale deed
was signed. The Board have not so far been able to fumish
information on these points. The Committee are not, there-
fore, able to understand on what basis the view has been taken

that vacant possession of the property was not available when
the sale took place.

(ii) Even assuming that vacant possession was not avallable, the
Committee are not sble to see why that should make a diffe-
rence to the valuation for purpose of assessment of estate duty.
Section 36 ot Estate Duty Act, 1953 provides that the value of
any property should be estimated at “the price which it would
fetch if sold in the open market at the time of deceased’s
death.,” The assessing officer has, therefore. to make an esti-
mate and the only consideration for which a reduction in the
estimate can be made is that set ont in the proviso to section
36(2) which stipulates that “if the valae of the property has

depreciated by resson of the denth of the deceased it should
be taken into nccomnt.
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(iif) It seems to be necessary to have uniform principles 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 valge
on the consideration that vacant possession was not available :
in point of fact, the valuation as on 1st January, 1954 assumed
vacant possession which obviously did not then exist. There
is, therefore, no reason why vacant possession should not be

similarly assumed when valuing the property for purpose of
estate duty.

2.49. In the Committee’s view, the whole case calls for g comprehensive
review, with a view to determining 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 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 diffcrent valoes
declared at different points of time were not linked up. Appropriate action

should be taken to recover the taxes the assessee escaped by under-valuing
the property at different stages,

2.50. The case also highlights the need for coordination between officers

who assess cstate duty and those who assess wealth tax and capital gains
tax,

2.51. There are two other points arising out of the evidence given in
this case which the Committee would like Government to take note of;

(1) Rule 14(3) of the Estate Duty Rules provides for the sale valoe
of the property being taken on the basis of assessment, if the
property has actually heen 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 adopting diffe.
rent periods in this repard. As this would lead to discrimina-
tory trcatment, the Committee would like Government to

consider how best consistency could be brought in its determi-
nation.

(i) For obtaining a tax clearance certificate for the proposed sale
of a property, an assessee has only (o apprise the tax authority
of his intention to sell. In the form prescribed for this purpose
for submission (o the tax aunthority, he is not required to
indicate the price at which the property is proposed to be sold,
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As information about the actual sale price is necessary for the-
proper determination of taxes, it is necessary that the relevant
form (E.D.-53) be amplified to indicate the sale price.

(d) Incorrect allowance in computing the value oj the estate

2.52. A deduction of Rs. 2,64,618 claimed as debt owed by a deceascd
was allowed under scction 44 of the Estate Duty Act from her estatc.
The debt represented the debit balance in the name of her late husband
with g firm in which he was a partner till 10th April, 1944, when he
expired. No interest was charged on the debit balance Sy the surviving
partner who took over the business of the firm, for the reason, that the
deceased partner's share of goodwill as also the assets and liabilities of
the firm were not distributed to his wife as his legal heir. Under the
circumstances it was pointed out that the debt in question could not be
considered as incurred by the wife of the deccased partner for conside-
ration of money or money's worth and would not thercfore qualify for
deduction in her estate dutv asscssment. The allowance of the debit in
computing the value of her estale chargeable to duty resulted in short-
levy of duty amounting to Rs. 2,19,200.

The Ministry have justificd the allowance of the dedt on the basiy of:
{a) certain observations occurring in Dymond’s Dcath Duties; and

{b) the legal disability in claiming the share of goodwil] owing
to limitation of time.

The observations in Dymond's Death Duties referred to by the Minis-
try relate to an incumbrance created not by the deceased but by a pre-
decessor in title. In this casc. neither the deccased was ‘predecessor in
title; nor was any incumbrance created, As regards the legal disability to
claim the share of goodwill, the same legal disability protected the deceus-
ed against any claim arising from any scttlement of accounts of her
husband.

[Paragraph 79 of Audit Report (Civily on Revenue Receiprs. 1969.]

2,83, The Committee understand from Audit that the assessee reterred
to in this paragraph dicd on 27th Junc. 1964 In the Estate Duty assess-
m.nt of this ladv. completed on 29th Aurust, 1966 4 debt of Rs. 2,634,615
was allawed a¢ o deduction from the total edate under Section 44 of the
Fetate Duty Act 1952 Accarding 1o Audit. to constitute 5 valid
d-htotve meney most have beem advanced with reasonable helief o the
o that dowould peid. For o the purpoce of  taxation, n debt i
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“legally enforceadle obigation for payment of money” (C.LT. Vs. Basu-
mal Jagatnarain, 38 ITR 447). lIn Shanti Prasad Jain Vs. Director of
Enforcement (33 Company case 231—Supreme Court) it was observed; —

2.54. “In its ordinary as well as its legal sensc a debt is a sum of
money payable under an existing obligation. It may be
payable forthwith, solvendam in praesenti, then it is a debt
duc or it may be payable at u future date, solvendam in
juture, then it is a debt accruing. But in either case it is o
debt.”

The deceased's husband was o partner in the firm and died on 10th
April, 1944, Thc surviving partner took over the business of the firm.
On the date of his death (10th April. 1944) there was a debit balance

of Rs. 2,55,277 in the name of the deceascd’s husband in the books or
the firm

2.55. During evidence, the representative of the Board stated  that
originally the debit was in the name of the deceased’s husband  partner.
After his death on 10th April. 1944, it was transferred in the name of
the deceased.

2.56. The Committee cnquired whether the surviving  partner,  who
took over the business of the firm, considered at any time the outstanding
balance as a debt duc by the deceased’s husband partner and his legal
heirs  In a note, the Ministry of Finance have stated:

“From the records it appears that the surviving partner considered
the outstanding balance in the account of the deceased partner
as a debt due not only from the deccased but also from the
legal heir namely  Mrs. o000 The account of the
deceased was transferred in the name of the lady  after  the
death and all the debits and credits in respect of transactions
with her were made through this account. Tt has been uscer-
tuined that the debt has now heen duly paid of in full”

287 The Committee observe that, on an enquiry from the Income-
oy Officer o to why interest was not being charged on the debit balance
in the account of the late partner’s widow. In their reply, dated 14th
December, 19620 the firm, imer alia. stated o follows:

“We have hardly anything 1o add to what has already been stated
on the subject of debit balance of late partner’s widow in our
hooks.  One point mav be made clear. that the amount shswn
on the debit i not by wav of 3 inan mads ta the e
partner’s widewe Trfeontl g continuite of the accoun: of the
Lite partner for circnstane s aleade exolined and we wenld
veoe e that we feel that in view of the fact thay no gondes
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has been paid to the late partner's widow, this little service
rendered by us cannat be considered to be extraordinary or
‘beyond what we should do in the circumstances

already
explained.

As regards your contention that interest hay been puid on the
loan taken from the lale partner’s widow, we have to state
that this Joan was taken by us from the late partner’, widow

“as we required finances badly, for business purposes.  This
money was paid by the late partner’s widow from her own
personal accounts,™

2.58. The Ministry have offered the following comments on the ubove
reply of the firm:—

“The Ministry feel that the reply (dated 14th December, 1962)
sent by the firm would not in any way affect the question as
to whether the outstanding balance in the account  of  the
deceased lady was a debit due by her or not.”

2.59. In reply to a question, the representative of the Board clarified
during evidence that there were both debits and credits  involved in this
case.

2.60. The Committee enquired whether or the death of husband part-
ner in 1944. the surviving partner dissolved the firm and credited the
accounts of the husband partner with all the assets and liabilities und good-
will.  In their replv, the Ministry have stated as follows<:—

“The Accountable Person’s representative has stated thay the firm
was not dissolved in 1944 on the death of the thushand
partner but it was continued by the surviving partner  after
admitting two new purtners  into the  Partnership  husiness,
The asscts and liabilities including goodwill were not credited
ta the account of the husband partner. Tt has been ascor-
tained that the goodwill was not valued in 1944 and therefore,
the question of its being credited to the old puartners nccount
does not arise.  The incoming partners were also not charaad
anything for goodwill by the surviving partner.”

2.61. During evidence. the Committee desired tr know whether any
steps were taken by the surviving partner to recover the debit balance.
The representative of the Board stated that no such steps were taken.
Asked whether having regard to the provisions in the Act limiting the
periods of recovery of debt, etc.. the surviving partner  could Teoally
enforce the recovery of the debit balance from the late partner’s widow.
The representative of the Board stated: “Yes. Since it was a running
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account anrd was actually operated during the three years before the
deceased, the presumption would be correct.”

2.62. The Committee referred to the Ministry’s reply to  Audit
which a reterence to Dymond’s Death Duties had been made.
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 but by a predecessor-in-title, the amount or value
is prima facie 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 deccased’s husband partner was later on transferred in the name
of the deceased, he felt that the requisite condition was satisfied.

in
The

On this, Audit have made the following observation:

“The observations in the Dymond’s Death Duties relate to an in-
cumbrance created not by the deceased but by a predecessor-
initle.  In the case reported neither the deceased was
predecessor-in-title nor was  any incumbrance crcated. An
incumbrance is a burden or charge upon property or a lien
or a liability resting on an Estate such that the estatc cannot
be disposcd of without being subjected to the charge or with-
out the liability being discharged. In this case what is involved
is a ‘debt’ and not an incumbrance.”

2.63. The Committee cnquired whether legal opinion had been taken
on the question whether the surviving partner could legally enforce the
recovery of the debit balance. In their reply. the Ministry have stated:—

“No 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 ascertained that the amount of Rs. 2,64.618 has
actually been paid in full by the heirs of the late partner’s
widow to be firm. This would clearly show that the amount
represented a debt due by the deceased to the firm.  In view
of this development. there appears to be no doubt regarding
the admissibility of the deduction.”

2.64. The Committee desired to know whether the assessment could
be re-opened in this case. In their reply. the Ministry have stated: —

“The assessment was completed on 29th August, 1966 and there-

forc. the assessment cannot now be reopened now u/s
73(A).” .
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2.65. ln reply to a question, the representative of the Bdard clarified
that the limitation period for 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 because of some
peculiar features. 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
assessing duty on her estate after her demise (June, 1964), a deduction was
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, on
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 firm, whick
had not been paid to her by the firm, on the ground that the deceased
could not legaily have enforced the claim because of the operation of time-
bar. If the time-bar precluded a claim for share of goodwil] 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 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 indi-
cated 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 assessment clearlv lacked justification.

2.67. The Committee note that the amount of Rs, 2,64 lakhs has since
beer paid to the firm by the heirs of the deceased lady. 1t is significant that
this scttlement has taken place aiter 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 as thev appear prima facie suspect,

(e) Mistakes in computation of net wealth

Audit Paragraph

2.68. Even though an assessee returned a value of Rs. SR.O000 for
his immovable properties cxcluding the value of 94 grounds of vacant
plot, the Wealth-taux Officer valued them at Rs. 1.01.080 in  both the
assessment years 1964-65 and 1965-66. TFor the assessment year
196667, however. the value of the same propertics was  adopted s
Re. 58000 as returned by the assecwe, resuline in under-ussessment of
wealth by Rs. 43080 The mistuke has been accented by the  Ministry
and the assessment has also heen revised.  Report regarding recovery of
the additional tax is awuited.

[Paragraph 74(a) of Audit Repory (Civihy o Revenue Receipts, 19691

2.69. The Committce desired to know why the Wealth Tax Officer,
before finulising the assessment for the year 1966-67_ did not ascertain the
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valuation adopted in earlier years' assessments. In their reply, the
‘Ministry have stated: “The Wealth Tax Officer who was responsible for
the mistake has since retired from service. Tt has, thercfore, not been
.possible to obtain his explanation.”

270, As to the recovery of the tax short-levied, the Ministry have
stated:—

“The assessment was  revised on 30th «December. 1968 raising
an additional demand of Rs. 215. The demand was collect-
ed on 3rd September, 1969.”

2.71. The Committee observe that, while finalising the Waealth Tax
‘assessment in this case, the assessing officer failed to look into carlier years’
assessments.  Consequently, he accepted the value of a property as
Rs. SR.000 as indicated by the assessee, though for the earlier assessment
years (1964-65 and 1965-66) the Wealth Tax Officer had valued the
properties in question at Rs. 1,01,080 as against the ‘returned® valoe of
Rs. 58,000, While the Committee note that the amount of short-levy
bas since been recovered. they cannot help observing that the Wealth Tax
Officer concerned 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 <hould take strict
action in cases of such lapses.

Audit Paragraph.

2.72. An assessee owned 11 ground und 1.074 sq. ft. of land on lst
April. 1965 out of which he sold 4 grounds and 701 sgq. ft. on  31st
Muarch, 1966, In computing the net wealth of the assessee as on 31st
Muarch, 1966, the value of 4 grounds and 701 sq. ft. sold was taken
instaad of the value of the residual lang 7 grounds and 373 sq. fto resalt-
ing in under-assessment of net wealth by Rs. 28,364 for the assessment
verr 1966-67. The mustake has been acceptad by the Ministry.  Report
repording rectification and recovery of the tax s awaited,

[Paragraph 74(b) of Audit Report (Civil) on Revenue Receipts, 1969.]

2.73. In a note furnished to the Committee, the Ministry have stated
that the additional demand for the tax shortdevied has been raised . nd
recavered.

2.74, The Ministry have also stated in their note that the assessment
was not checked by cither the Internal Audit Party or the  Inspecting
Ascistang Commissioner.,
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2.75. The Committee observe that while computing the net wealth of

the assessee for the purpose of Wealth Tax, the assessing officer took fnte

account the value of the land sold by the assessee, instead of the value of
the residual land owned by him on the date of valuation (31s¢ March,
1966). This resulted in an under-assessment of net wealth by Rs. 28,364,
While the Committee note that the tax short-levied has sinoce been
recovered, 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,

() Incorrect exemption from Wealthetax

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 does 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 the assessment year 1965-66. The mistake has been accep-
ted by the Ministry. Report regarding rectification and recovery of the
additional tax is awaited.

[Paragraph 75(a) of Audit Report (Civil) on Revenue Receipts, 1969].

2.77. Under Section S(i) (xvi) of the Wealth Tax Act, 1957 certain
kinds of investments in Government securities are to be excluded from
wealth.  Investment in Unit certificates under the Unit Trust of India
Act, 1963 are 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 Income Tax
subject to certain limits but not from Wealth Tax.

2.78. The Committce also understand from Audit that under circular
fetter No. F. 17/15/65(WT), dated 2nd September, 1965, the Board had
clarified that the market value of the Unit certificates should be included
in the net wealth 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 in
units. Instructions clarifying the position had been issued by the Board
in 1965 but somehow the officer did not see the Circular, Assessments

in both the cases had been rectified and the additional demand of Rs. 228
recovered.

2.80. Tn reply to a question, the Ministry have stated that the incorrect

exemption for the value of unit trust certificates was allowed by the same
Wealth-Tax  Officer.

L1



123

2,81, ’I'he Committee enquired whether the Ministry had ascertained
that 2 similar mistake had not been committed by other Weaith-Tax

Officers. 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
kad also clarified that, for thc purpose of wealth tax, the market value
of Unit Certificates should be included in the net weaith of assessevs. In
this casc, however, the assessing officer granted exemption to Usnit Cerfi-
ficates of the value of Rs. 20,000 while assessing Wealth Tax in two
cases, While the Committee note that the tax short-levied has since beem
recovered in both the cases, the Committee cannot help observing that
the assessing officer showed utter lack of familiarity with the provisions
of the law bearing on his work. The Committce hope that these cases
will not recur.

2.83. The Committee note that the Board propose to conduct a
general survey to find out whether a similar mistake had been committed
by any other officer. The Committee would like to be informed of the

results of the survey, as also of rectificatory action, if any, taken pursusst
thereto,

Audit Paragraph

2.84, Under the Wealth-tax Act, prior to the amendment by the
Finance Act. 1963 jewellery upto a value of Rs. 25,000 wac exempt from
wealth-tax. From the asscssment year 1963-64, the cxemption was
withdrawn and jewellery irrespective of value is chargeable to wealth-tax.
In three assessments relating to the assessment years 1963-64 and 1965-66
value of jewellery of Rs. 38000 remained to be added
wealth and charged to tx. The omission has been accepted by the
Ministry. Roport regarding rectification and recovery of the additional
tax involved e awaited.

to the net

[Paragraph 75(6) of Audit Report (Civil) on Revenue Receipts. 1969.)

2.85. The Committee desired to know whether the three assessmicis
mentioned in the Audit parreraph had since been rectified and the addi-
tional dermund raised and recovered. Inoa note, the Ministry have
stated:-—

“In the first case. the mistake was rectified on 22nd March, 1968
ruicing an additional demand of R 210'-. This has been
adju«}cd acainst the refund due to the assessee.  In the
second case, the mistake was rectified on 26th February, 1969
raising an additional demand of Rs. 45'-. Here too rhe
demand was adjusted against the refund due to the assessee.

I8 149
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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 written question, the Ministry have stated
that the first two cases were not scrutinised 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 assessmenits mentioned in the Audit paragraph werec completed by
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 dctailed instructions
for the guidance of Wealth Tax Officers.

2.88. The Committee observe that although exemption for jewellery
for purposes of wealth tax was completely withdrawn with effect from
the assessment year 1963-64, the exemption was incorrectly given in
three assessments for the vears 1963-64 and 1965-66. A regrettable
feature of the case is that the omission took place, in spite of the detailed
instructions issued by the Board after the amendment of the relevant
provisions of the Wealth Tax Act, It is apparent that the assessing offi-
cers had not taken note of either the change in the relevant provisions
of the liw 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-assess-
ment proceedings, they would rectify the mistake. The Committee would
like to have a further report in the matter.

(g) Wealth escaping assessment
Andit Paragraph

2.90. A person making an annuity deposit under the Income-Tax Act is
entitled (o receive annuities in respect of the deposit over a period of 10
years commencing 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 levy of 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 was incorrectly’
omitted to be added to the net wealth charged to tax. The mistake has:
been accepted by the Ministry in all the cases. Report regarding recti-
fication and recovery of the tax involved is awaited.

{Paragraph 76(a) of Audit Report (Civl) on Revenue Receipts, 1969.}
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2.91. The Committee learnt from Audit that under Circular No.
5-D(WT) of 1965 dated 7th September, 1965 (issued after consulting the
Ministry of Law), the Centra] Board of Direct Taxes had clarified that
the annuities reccivable in respect of Annuity deposit should be treated
as “assets” in the computation of nct wealth and the commuted value
of such annuities reccivable on the relevant valuation date is therefore

includible in the nct wealth of an individual for the purpose of Wealth
Tax.

2.92. In a note furnished to the Committee, the Ministry have stated
that out of six assecssments mentioned in the Audit paragraph three assess-

ments had been completed by one Wealth Tax Oficer, two by another and
one by a third one.

2.93. The Committce enquired whether the Board had issucd any
jastructions regarding inclusion of commuted value of annuity deposits

in net wealth for the guidance of Wealth Tax Officers.  In their note,
the Ministry have stated:—

*The Board had issued instructions in their Circular No, 142'64-
WT, dated 27th July, 1968 clarifving that the commuted value
of annuity deposits was taxable under the Wealth Tax Act.
However, these  instructions were reviewed and a pubtic
Circular No. 17 dated 10th June, 1969 was issued stating
that the annuity deposits receivable under the Annuity Deposit
Scheme are exempt u’s 2(a) (iv) of the Wealth Tax Act.”

2.94. The Committee desired to know whether the assessments refer-

red to in the Audit paragraph had been rectified. In their note, the
Ministry have stated:

“Since the Audit raised the objection, the Board have taken a
view that the commuted value of annuity deposits are exempt
from wealth tax. The Ministry have proposed to make a
clarificatory amendment in the Wealth Tax Act with retros-
pective effect. The necessary amendment 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 have been further instruct-
ed that the assessments which have already been completed
should be as far as possible rectified, suo motu, so that the
commuted value of annuity deposits is deleted from the net
wealth. In view of these instructions the qutsnon of recti-
fying the assessments in the six cases does not arige.”
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2.95. The Committee note that the Board have now taken the view
that commuted value of annuity deposits should be exempt from Wealth
Tax and that to give their view a statutory backing, Government propose
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 apnuities
receivable on the relevant valuation date should be included in the net
wealth of an individual for the purpose of wealth tax. It is regrettable
that in spite of these instructions, three assessing officers omitted to include
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
instructions 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 Committee
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

disregard of such instructions should be visited with appropriate punish
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 a scrutiny of the assessment records. it was found
that the sharc of wealth was ascertained in April 1964 as Rs. 67,059,
But no action 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 vear 1962-63 was not revised till

January 1968 though the final share of wealth was ascertained in April,
1964 as Rs. 27.028.

The omission in the two cases has been accepted by the Ministry and

the assessments have also been revised. Report regurding recovery of
the tax involved is awaited.

[Paragraph 76(b) of Audit Report (Civily on Revenue Receipts, 1969.]

2.97. The Committce desired to know why the Weahth Tax Officer
did not take any action for over three vears for the rectification of the
two assessments after he became aware of the final share of wealth. In
a written reply, the Ministry have stated:

“The intimation of the share of wealth of the assessee in the firm
of M/s. ...... was received and placed on the file by the
office. But this fact was not noticed by the Wealth Tax
Officer who completed the assessment because there was no
mention of the share intimation in the order-sheet of the
file. The fact that the assessee had a share in a firm escaped
the attention of the Wealth Tax Officer mainly becausc the
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' intimation in respect thereof was not properly indexed and

brought to his notice by the officer. It was due to this that
there was considerable delay in the rectification.”

2.98. In their written reply, the Ministry have further stated:

“Both the assessments were rectificd on 20th December, 1969

raising an additional demand of Rs, 975 and Rs. 58 res~
pectively. The demands have been collected on 17th April,
1969.”

2.99. The Committee understand from Audit that in regard to Income
iax ussessment the Central Board of Direct Taxes have prescribed a regis-
ter called “Register for rectification of provisional share incomes.” This
rezister is intended to enable the Income Tax Officer 1o 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 assessees. No such
register appears to have been prescribed on the Wealth Tax side.

2.100. The Commiitee note that in the Wealth Tax assessment for the
vear 1962-63, the assessce’s share of wealth from a firm was provisionally
taken ag 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 fto
rectify the assessment was taken by the assessing officer till Janrary, 1968
when the omission was pointed out by Aundit. The explanation of the
Ministry for the omission is that there was no mention of the share intl
mation in the order-sheet of the file. Nor had the intimation been pro-
perly indexed. The Committee regret that the assessment records were
not properly maintained in this case. They feel that the Board should issue
instructions to the Commissioners to streamline the procedares for main-
tenance of assessment records so that they clearly indicate whether any
action in the case still remains to be taken and whether any information
has been received after the file was last seen by the assessing officer, The
Committee note in this connection that, on the Income-tax side, the Board
have prescribed a register called “Register for rectification of Provisional
share income”. The purpose of this Register is to enable the Income-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
ithe feasibility of maintaining such ® register on the Wealth-Tax side also,

Audit Paragraph
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
Toan was to be repaid to the assessee in India and was to be added to the
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assessee’s wealth in India. The assessece did not disclose this asset in his
wealth-tax returns in any of the years. The omission was detected by the
assessing officer in 1965-66. The assessing officer added back the sum of
Rs. 5,33,200 to the net wealth of the assessee in the assessment year
1965-66 completed on 31st March, 1967. But no action was taken to
reopen the zssessments 1957-58 to 1964-65 to assess the escaped wealth of
Ws. 5,33,200 in each of thesc eight years. The Ministry while accepting
the omission have stated that remedial action has been taken for the assess-
ment years 1960-61 onwards and for the years 1957-58 to 1959-60, action
has become time-barred, Report regarding rectification and recovery of
the additional tax for the assessment year 1960-61 onwards is awaited.

{Paragraph 76(c) of Audit Report (Civil) on Revenue Receipts, 1969.]

2.102. The Committec desired to know the circumstances in which the
Wealth-tax Officer overlooked to revise the previous assessments when he
detected the escapement of wealth for the assessment year 1965-66. In a

written reply, the Ministry stated:

“The assessment for assessment year 1965-66 was completed on
31st March, 1967, On that date the asscssment for assessment
year 1957-58 was getting barred by time. Since, however, the
loan was given only on Sth April, 1957, there was no question
of including the loan in the net wealth of the valuation date
corresponding to assessment year 1957-58. As far as assess-
ment year 1958-59 is concerned, the assessec had cxplained
in the course of assessment procecdings that the loan given to
Shri......... .. ... ..., of Arrah, Bihar (who had busi-
pess connections in Burma also). was advanced by taking an
overdraft from the State Bank of India and the explanation
given was accepted by the Wealth-Tax Officer.  For the assess-
ment year 1959-60 the amount of loan given 1o $hri. .. ... ..
was included in the net wealth but the amount of overdraft
taken to advance the loan was not deducted for arriving at the
net wealth. In view of these facts the question of rcopening
the assessment for assessment vears 1958-59 ang 1989.60 duoes
not arise. The Wealth-tax Officer who completed the assess-
ment for assessment year 1965-66 has been asked to explain
why he did not consider it necessary to reopen the asscssments
for assessment years 1960-61 to 1965-66, as soon as the assess-
ment for the assessment  year 1965-66 was complcted. His
explanation is awaited. The assessments have since been
reopened and the reassessment proceedings arc pending.”

2.103. During eévidence, fhe representative of the Board stated that the
-date of the loan was 5th April, 1957. The Wealth-Tax Officer first detected
the concealment on 31st March, 1967. If prompt action had been taken,
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ve-assessnfents for the years 1958-59 and 1959-60 could have been re-
opened. The audit paragraph was received on 6th January, 1968 and if
prompt action had been taken even then, assessment for the year 1959-60
<ould have been reopened. In reply to i Guestion, the witness stated that
the tax effect of the concealed wealth would be Rs. 5,332 per annum pro-

vided it were not counter-balanced by the new claim for deduction of bank
overdralts,

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 called for “this month only (January, 1970).”

2.104. The Committee desired to know the latest position regarding

revision of assessments for the years 1960-61 to 1964-65, In their written
geply, the Ministry have stated:

“Action has already been taken under section 7 of the Wealthitax
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
Shrio ..o was fully covered by the overdraft
taken and therefore, there was no question of any escapement
of wealth for these assessment years. This representation of
the assessee is being enquired into. The Wealth-tax Cflicer
has been asked to expedite the finalisation of the reopened
proceedings.”

2.105 In reply to another question, the Ministry have clarified that the
foan mentioned in the Audit paragraph was utilised only in India.

2.106. The Committce note that the Wealth Tax Officer who had
detected the omission of the assessee to retumn the particulars of a loan of
Rs. §.33.200 in the Wealth Tax return for the assessment year 1965-66 did
Dot re-open assessments for the earlier years in which the same omission had
taken place., The Committee note that the Department had called for the
explanation of Wealth Tax Officer for his faflure to do so. The Committee
would like to be informed of the outcome of the examination of the matter
by the Department,

2.107. The Committce note that the assessment for the assessment
years 1960-61 to 1964-65 have since been re-opened. But the assessee has
represented that the loan of Rs. 5.33,200 mentioned in the Audit paragraph
was fully covered by an overdraft and there was, therefore, no escapement
of wealth. The assessee’s representation is stated to be under the considera-
tlon of the Department. The Committee would like to be informed of the
cutcome of the re-assessment proceedings,
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2.108. Another aspect to which the Committee would like to  draw
attention is that the Board became aware of the omission on the part of the
Wealth Tax Officer sometime in January, 1968. The explanation of the
assessing officer was, however, called for only a few days before the consi-
deration of the matter by the Public Accounts Committee (January, 1970)

ie. after a period of two years. The Committec desire that the Board
shouid act promptly in such matters,

(h) Incorrect Valuation of unquoted shares
Agdit Paragraph

2.109. An assessce owned 459 sharcs of a company and these shares
were not quoted in the market. The assessee therefore valued these shares
on the basis of the Balance-sheet fizures of the company as on 31st Octo-
ber, 1965 rclevant to the assessment year 1966-67 and the value of each
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 of
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, 1969]

2.110. The Committee desired to know what procedure was followed
by the Wealth Tax Officer 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 Officer
adopted the book value of the various assets of the company
in arriving at the break-up value of the shares, For these
years however there was no note in the respective balance
sheets, regarding the appreciation in the value of the invest-
ments as compared to their book value, For the asscssment
years 1961-62 to 1965-66 (except for assessment Yyear
1962-63), the Wealth Tax Officer, while arriving at the break
up value, took into account the appreciation in the value of
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investments. For assessment year 1962-63, however, the
Wealth Tax Officer did not take into account the appreciation
in the value of investments.”

2.111. The Committee understand from Audit that th: Wealth Tax

«Qfficer 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-
Ppleted by different officers.

2.114. The Committee note that for three consecutive years 1963-64,
1964-65 and 1965-66, the value of equity shares held by the assessee im
this case was determined on the basis of market value, However, for the
assessment year 1966-67, the value returned by the assessee at cost price
as shown in the Balance Sheet figures of the company was accepted. It Is
regrettable that the Wealth Tax Officer was so remiss that he overlooked
the note appended to the Balance Sheet that the market value 0f equity
shares was much more than the cost price mentioned in the Balance Sheet.
The officer also failed to cross-check the assessment in this respect with
reference to previous assessments. The Committee would like the Minis-

try to impress upon the assessing officers the need to exercise greater care
.in making assessments.

(i) Over-assessments

Audit Paragraph

2.115. Under the Wealth-tax Act, debts owed by an assessee other than
the prescribed categories, on the valuation date, are to be deducted from
‘total wealth to arrive at the net wealth. In computing the net wealth of an
assessee as on 24th October, 1965  debts owed by him to the extent of
Rs. 1,68,964 has not been allowed with the result that the net wealth of
‘the assessee was determined as Rs. 18,79,195 as against the correct amount
of 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
.assessment. Report regarding refund of the tax excess-assessed is awaited.

[Paragraph 78 of Audit Report (Civil) on Revenue Receipts, 1969]

2.116.°In a note furnished to the Committee, the Ministry have stated
that excess collection of Rs. 3378 had been refunded on 4th January,
‘1969,
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2.117. 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 the 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 assessce, they cannot help abserving that there was an
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 dase

- of this kind.

Excess demand of interest for late filing of estate duty returns

Audit Paragraph

2.119. Under the Estate duty Act, an account of the Estate of a deceased
person is required to be filed by the accountable person within six months
of the death of the deceased. The Controller may, however, allow exten-
sion of the time limit, subject to levy of interest, for the period of extension
on the amount of duty finally determined as chargeable on the estate, as
reduced by duty if any already paid on the basis of the provisional estimate
of duty, made by him.

It was noticed that in a case where extension of time was allowed for
filing the estate duty accounts, interest was incorrectly levied for the period
from the date of death to the date of filing returp instecad of the same being
restricted to the period of extension allowed,

In another case duty already paid on the basis of the provisional esti-
mate of the Controller was not deducted from that as finally determined
before calculating the amount of interest leviable for the delay in filing the
accounts of the estate.

The mistake resulted in cxcess levy of interest aggregating Rs. 32,209.
“The Ministry have accepted the mistake in both the cases.

[Paragraph 81 of Audit Report (Civil) on Revenue Receipts, 1969]



133

2,120, Under Section 53(3) of the Estate Duty Act, 1953, Estate
Duty accounts of a deceased person are to be filed by the Accountable
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 the
Accountable person for delivering the accounts subject to leavy of interest
for the period by which the original limit of six months has been extended.
Intercst is chargeablec on the difference between the duty determined in
assessment and the amount deposited within the period of six months of
the death of the dececased. If any further amount is deposited after the ex-
piry of the said period of six months and during the period of extension
then in computing the interest credit for the amount so paid should be
given with cffect from the date of payment,

2.121. The Committee understand from Audit that Instructions ex-
plaining the provision of Rule 42 were issued by the Central Board of
Direct Taxes in May, 1963,

2.122. The Committee cnquired whether the two cases were noticed
in the same Estate Duty Office or in different offices. In a written reply,
the Ministry have stated:

“The two mistakes occurred in two different Estate Duty Circles
in Bombay. The Board are instructing the Collector of
Estate Duty, Bombay to review all cases where interest has
been levied for the late filing of estate duty returns™.

2.123. As regards rectification and refund of  over-assessments,  the
Ministry have stated:i—

“The assessments in the first and second cases were rectified on
15th April, 1968 and 3rd October, 1968 respectively. The
overcharge of interest has been adjusted and revised demand
notices have been issued in these cases. The Board have
issued instructions clarifying submission of estate duty returns.
A copy of the Board's Circular F. No. 121 62-E.D. dated
6th May, 1963 is enclosed. The instructions contained there-
in were not followed in these two cases by the UDCs due to
inadvertence.”

2.124, The Committee note that there was over-levy of interest in both
the cases mentioned in the Audit paragraph, Although the Estate Doty
Rules lay down that interest for belated filing of returns is to be levied for
the period after the expiry of first six months from the date of death, in the
€irst case the Estatc Duty Officer charged interest for the entire period from
the date of death, In the second case, although the accountable person had
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spaid provisional duty to the extent of Rs. 3,25,000, the Estate Duty Officer
did not take it into account while determining the total amount of interest
due. The cumulative effect of the two mistakes was an over-assessment of
Rs, 32,209, While the Committee note that the assessments have since
"been rectified in both the cases, they cannot help expressing a sense of un-
easiness because these mistakes have occurred in spite of detailed instruc-
tions on the subject having been issued by the Board. The Committee feel
.that the Board should take a seriovs notice of such lapses,



CHAPTER Il
GENERAL

3.1, The Committee have not made recommendations/observations in’
respect of some of the paragraphs of the Audit Report (Civil) on Revenoe
Receipts, 1969. They expect that the Department will uonetheless take
note of the discussions in the Committee and take such action as is found
pecessary, ,

\

New DELHI;
April 27, 1970,

Vaisakhg 7, 1892 (Saka). ATAL BIHARI VAJPAYEE,
Chairman,

Public Accounts Committee. .




APPENDIX

Summary of main conclusions/recommendations

Conclusions/Recommendations

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 of salaried and small income cases.
The addition of these cases might not substantially augment the tax re-
venue, 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 colkec-
tion in respect of various income brackets vis-a-vis revenue realised.

No. Para No. Ministry/Deptt.
concerned
I 2 3
1 1-10 Finance
2 1-1X do.

The Committee feel that the emphasis in the drive to enroll new
assessees should be on cases with revenue potential. There are special In-
vestigation Branches in Commissioners’ charges which are responsible for
collecting information from Government agencies, municipalities and other
organisations like banks. financing companies, etc., so as to discover new
assessces or sources of income not disclosed by existing ones. The Ad-
ministrative Reforms Commission reported that the working of these Special

9¢l
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do.

Investigation Branches is “unsatisfactory” due, amongst other things, to lack
of adequate supervision and their being saddled with items of work not
relevant to their main functions. These defects in the working 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 1.31 of their Hundredth Report.

Over the years Audit has been reporting a large number of cases of
under-assessment.  During the year under report (1st September, 1967 to
31st August. 1968). the number of such cases detected by Audit was 10,980,
involving an under-assessment of Rs, 10.63 crores. The Committee note
that Government have so far accepted the under-assessment to the extent
of Rs. 2.09 crores in 374 cascs. 64 cases of under-assessment are stated
to be under examination, including 2 cases, involving a reported under-
assessment of Rs. 4.03 crores, where the legality of issues is under examin-
ation by the Attorney-General. The Committee would like to be apprised
of the outcome of this examination and of the rectificatory action taken
pursuant to the acceptance of under-assessment in all the foregoing cases.
The cascs under examination should also te speedily finalised.

In the opinion of the Committee, the large number of cases of under-
assessment bhrought to notice ycar after year is indicative of a deep seated
malaise in the Incom¢ Tax Department. It is significant that these cases

LEI
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were thrown up in the course of a test-audit which covered only a percent-
age of 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) 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
and rush through assessments at the close of the financial year. During the
course of discussions on individual Audit paragraphs, the Committee notic-
ed that quite a number of cases in which mistakes or irregularities occurred
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
Committec 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.

(i) 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 by
the 2nd of December. The Committee would like the Board to issue
suitable instructions to this effect, so that range officers who are responsible
for fixing the prioriti¢s for assessment take suitable action in the matter.

8€l
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134 do. The Committee would like the following steps to be taken to minimise
the possibility of under-assessments:

(i) The time-lag between the final hearing in a case and the decision

by an assessing officer should be the minimsm. The Board ~

should consider whether as a working rule the time-limit for
issuing an assessment order should be fixed as fourteen days
after the date of last hearing. The representative of the
Board agreed during evidence that this would constitute a re-
asonable period.

(i) Internal Audit has not so far played an effective role in check-

ing faulty assessments. A number of assessments were in fact
checked bv it only after they had been scrutinised by statutory
audit. Now that Internal Audit Organisation has been streng-
thened and the scope of its functions also enlarged, the Com-
mittec hope it would be possible for this organisation to 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 Boards instructions in cases of incomes aver

Rs. 10,000, tax calculations are required to be checked by the
Head Clerk/Supervisor 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 during
their examination of cases that in a number of high income

6¢l
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cases (over Rs. 1 lakh), the prescribed counter-check bad not
been exercised by Income-tax Officers. The Committee desire
that the Board should take a serious 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 deterior-
ation in the quality of work done by assessing officers. The
Committec note that the Department is now maintaining a re-
cord 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 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 Committee have made

suggestions from time to time and should engage the conmstant attention of
Government.

- . The data furnished by Government indicates that the number of,
Finance

pending Income-tax assessments has come 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 pemding assessments, the Committee, how-

u4
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do.

ever, observe that the reduction has been only in iower income categorics
(categories 1HI, IV and V). As regards Category I—business incomes ex-
ceeding Rs. 25,000, the pendency has been continuously going up. The
number of pending cases in this category which was 1,64,810 as on st
March, 1968 rose to 1,94,454 as on 31st March, 1969—an increase 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 Commitice 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 high revenue potentiality, receive greater
attention at the hands of assessing officers.

The 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 iosignificant figure” by 1972. The Committce trust that vigorous
efforts will be made by the Board to fulfil the undertaking given by it.

The Committec are perturbed over the progressive increase of (met
effective) arrears of Income-tax. The net eflective arrears which amount-
cd to Rs. 161.41 crores as on 31st March, 1964 rose to Rs. 435.49 crores
as on 31st March, 1969. The percentage of realisations to outstandings
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 stcps taken by them, besides addition to the numerative

vl
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strength of the staff, to arrest the growth in arrears but it is obvious that
they have not had the desired effect. The Committec 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.

From the data regarding gross arrcars, the Committee observe that cases
involving tax arrears of over Rs. 1 lakh numbered 5,825, as on 31st
March. 1968. These account for arrears of Rs. 284.38 crores out of total
(gross) arrcars of Rs. 662.61 crores. The Committee desire that special
attention should be paid to these cases. The Committee would in this
connection also like Government to consider whether a sort of system of
tax insurance, on the lines of that prevalent in the United States, could be
introduced in case of high incomes in this country.

One of the suggestions made by the Working Group of the Adminis-
trative Reforms Commission was that the Act should be amended “to pro-
vide that where an appeal is preferred against an assessment, such an ap-
peal 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 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. To ensure that
by filing appeals, assessees are not able to retain undisputed tax dues. the
Committee desire that Government should issue instructions to assessing

crl
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officers to make maximum use of their powers for timely recovery of tax
dues. This would also reduce the number of frivolous appeals.

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
2vade demands made against them. The Committee had desired Govern-
ment to consider whether an amendment of the law to make it permissible
to re-open assessments in such cases without any time-limit would help to
meet this situation. In their reptv. Government had indicated that the sug-
gestion is under their consideration. The Committee desire that an early
decision should be taken on the suggestion.

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 increase of over 90 per cent. It is not only the large number of pend-
ing appeals that is disturbing but also the time taken for disposal. Of the
appeals pending with the Appellate Assistant Commissioners on 30th June,
1969, nearly 8.000 had been pending for more than three years.

The Committee have made certain  suggestions 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.

134!
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The Committee take a very serious view of the omission that occurred
in this case.

The assessee made substantial capital gains amounting to Rs. 33.60
lakhs in 1960-61 which he did not report in his assessments. The assessing
officer, who finalised the assessment on the 31st March, 1962, also failed
to detect 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
omission had occurred, after which the Department raised the demand.

The Committee were informed during evidence that the explanation of
the Income-tax Officer for his failure to take the capital gains 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 explanation.
Considering the magnitude of the case, the assessing officer should have,
even if he had entertained such doubts, sought instructions from his

supertors. The Committee note that the officer concerned has been wamn-
ed.

An important issue which emerges from this case is the magnitude of
the problem of under-declaration of value of properties for tax purposes.
The value of one of the properties acquired by the State at Rs. 26.40 lakhs
had been declared by the ‘assessee in the Wealth Tax return ad
Rs. 1,80,000. The declared value in this case was thus about 1/15th of
the market value. In the case of the other property, the declercd valug

144"
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was about 1/10th of the market value determined by the Land Acquisition
Officer. These arc not stray isolated cases. In another case mentioned in
the later part of this Report, the declared value of the property for the
purpose of Wealth Tax which was based on municipal valuation was fouhd
to be just a fraction of the market value. The Committee have also in
para 1.30 of their Hundredth Report (Fourth Lok Sabha) drawn attention
to the results of a sample survey recently conducted by the newly created
Valuation Cell which disclosed that the value of 71 propertics in Delhi was
73% 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 proper evaluation of properties, a
Valuation Cell has been created by Government. The Committee have
already emphasised the need to undertake a survey of all metropolitan
properties in accordance with a time-bound programme (vide para 1.31 of
their Hundredth Report). They would like immediate action to be taken
in this regard.

Another useful safeguard would be to have an integrated tax return
covering both wealth and income tax. The experience in the instant case
itself sugpests that it would be 2 useful tool for checking concealment of
income. The Committee have alrcady suggested the institution of an
integrated return in para 1.50 of their Seventy-Third Renort. The Commit-
tee have further suggested in para 1.23 of their Hundredth Revort that it
would not be necessarv to burden all the assessces with the obligation of
having to submit an interrated return. Only  assessees  liable to  both
income tax and wealth tax need be called upon to do so. This purpose
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could be achieved by having a differcnt 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 be improved, it is essential to co-
ordinate properly the administration of income-tax and wealth-tax.

The Committee are surprised to note that the Income-tax Officer in
this case who had himself detected in the course of assessment concealed
income of Rs. 1,25,000, representing bogus hundi loans and discussed it
at length in his asscssment 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 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 Committec consider the
omidssions regrettable.

The Committee were given to wunderstand that the assessment
in this case is being rcframed after the assessee went up in appeal. The

Committee would like to be apprised of the further developments in this
case.

The Committee note that the Board have circulated lists of bogus hundi
dealers to the assessing officers.  They desire that the Board should keep
the position under constant watch with a view to finding out whether any
new devices are being used for toncealment of income. It was stated

14
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during evidence that in a recent case some assessees had resorted to the
eapedient of crossword puzzles to conceal incomes. The Committee trust
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 should take such other
measures as may be found necessary for making concealment of income

unrewarding.

The Committee fecl that the assessing oflicer in this case failed to take
cognisance, of very important instructions issued by the Board while
finalising the assessment. The Board had issued a detailed circular in
May, 1964 bringing to the nouce of all assessing officers the prevalance of
bogus Hundi transactions and cautioning them particularly against transac-
tions involving certain Hundi bankers. In the present case, though the
assessces” books showed certain cash credits stated to have been obtained
from Hundi bankers who figured in the suspect list circulated by the Board,
the assessing officer held these Hundi loans amounting to Rs. 2,75,000 as
genuine.  Subsequent investigations conducted at the instance of Audit
revealed that credit worth Rs. 3,36,000 introduced by the assessees in
question during the assessment years 1961-62 to 1964-65 represented
secreted income which was required to be taxed. In the opinion of the
Committee, this is a fit case for investigation for fixing responsibility.

The Committee note that the relevant assessments of the asscssees have
been re-opened. The Committee would like to have a report regarding
recovery of the tax short-levicd, and the action taken as a result of
investigations,

349
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25 I-115 Finance The Commitwe note the Board have, issued instructions for a  special
review of all high income group asscssments. The Committee trust that
as a result of the review, other cases of bogus hundi loans, if any, will be
unearthed and incomes escaping assessments by way of such loans brought
within the tax net. The Committee also hope that Government would
maintain constant vigilance lest new rackets emerge in place of old rackets
detected by the Department.

26 1-116 -do- The Committee would also commend to Government the suggestion
made by the Administrative Reforms Commission that indigenous bankers
or hundi brokers or persons engaged in money lending, other than banking
companies, should be required to indicate in the accounts of the business
the money available for business and keep in banks all amounts in excess
of a maximum to be prescribed by law.

27 1123 -do- The Committee note that in respect of both the cases mentioned in the
Audit paragraph which were handled by the same Income-tax Officer, the.
tax on an income of Rs. 3 lakhs to be worked out on a slab basis was
calculated by computing the tax on Rs. 1 lakh in the first instance and
then multiplying it by 3. Tt is surprising that such an eclementary mistake
was made by an assessing officer. There have been other instances in thg
past of similar mistakes. As action has been taken against the officer, the
Committee do not wish to pursue this case further. The Board should,
however, take steps to ensure that these mistakes do not recur,
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The Committee note that the various items of cxpenses disallowed by
the assesung officer in this case aggregated Rs. 2,93,975. Due, however,
to a mistake in totalling. the amount of disallowed expenses was taken
as Rs. 193,975, resulting in an under-assessment of Rs. 55,024. While
the Committec note that tax short-levied has since been adjusted, they
cannot help pointing out that the mistake occurred in a Central Circle
where the number of assessments dealt with is comparatively less. The
Committee further observe that though this was a big income case, it had
not been subjected to a counter-check at the original assessment or the
revised assessment stage. Nor had the assessment been scrutinised in Inter-
nal Audit. The Committec note that according to the instructions now dssued
by the Board. cases of the present type would come in priority category
for the purpose of scratiny bv Internal Audit. The Committee trust that
the Board will ensure that their instructions in regard to counter-check
of tax calculations as also scrutiny by TInternal Audit are strictly complied
with.

The Committee note that the normal policy followed by the Board i<
to allow benefit to an assessee arising from his recognition as a company
for assessments pending on the date on which the assessee applies for
such recognition. Tn this casc. however. recognition as a company was
given with retrospective effect covering those assessment vears for which
assessments had already been completed on the crucial date. The Com-
mittee do not in principle approve of deviations from general policies 1aid
down by Government. Thev feel that if. in any case. an exception has
to be made, it should be in accordance with well-defined criteria within the
four corners of law. Tt is also essential that the benefits of such
cxceptions should be available to anvone who satisfies the criteria.
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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 assessec with retrospective effect. After the
matter was raised by the Comumittee, 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.

The Committec observe that the company in question, not being a
priority industry, was assessable 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
treated it as onc engaged in a priority industry and assessed it to a lower
effective rate of super-tax (29 per cent) applicable to priority industries.
Another mistake madc by the Department was that non-business income
of the company 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-chasge of-tax to the tune of Rs. 8,83,738.

While the Committee note that the whole amount of short-levy hat
since been recovered, they consider that the officials concerned were
extremely lax. Another lapse that occurred in this case was that though
the assessment was to have been counter-checked by the Income Tax
Officer, as the assessee’s income exceeded Rs. 1 lakh, this was not done,
with the result that the mistake made at the lower level remained undetect-
ed. It was stated that this officer was found to have made mistakes in as

ost
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many as 49 cascs assessed by him that a  character roll warning had
been given to him.  The Committee arc not satisfied with this. They
desire that Gevernment should review the matter and see whether deterrent
punishment is not called for in this case.

A further omission revealed was that although the casc 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.

The Committee observe 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 one but
16 other Commissioners’ offices. None of the assessing officers was
apparently aware that the Income Tax Act, 1961 had made a substantial
departure from the provisions of the 1922 Act in that the actual cost of an
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 alone (e¢ in 1922 Act), but by “any person or authority” other than
the assessee. It was stated that the mistake that occurred could not be
detected by Internal Audit as at that time its scope did not extend to
checking correctness of depreciation allowances made in assessments.

The Committee would like the Board as a working rule to ensure that
whenever important changes are made in the Income Tax law, the impli-
cations thercof are fully explained to all the assessing officers, so 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 incorporate suitable working illustrations.
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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 industrics and a general rate of 7 per cent which would apply
to industries not sp specified. Accordingly, the assessee, a blade manufac-
turing concern, which was not covered by the special rates specified in the
rules, 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 assessments, with the result that there was a short-
lcvy of tax to the tune of Rs. 1.26 lakhs.

A similar mistake occurred in
the subsequent year also.

The Committee note that rectification has not Yeen 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 contemplating action

under Section 154 of the Act. The Committec would like to be apprised
of further developments in this regard.

Governmcent have also informed the Committec that they propose to
undertake a review carly 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 results of the
review and the rectificatory action 4aken pursuant thereto,
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Pursuant to suggestions made by the Commitice 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
industry-wise basis. The Committee, however, note that for importane
industries like scooters and automobiles, clectronics, etc., industry-wise rates
of depreciation have mot been prescrived. 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 numbecr
of lapses occurred. These were mainly:—

(i) Under the 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 new
cinema house was taken as Rs. 22,65,653, instead of
Rs. 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 from house property was computed on the basis
of municipal valuation even though valuation on the basis of
the rent reccivable far exceeded the former. This resulted in
ap under-assessment of income of Rs. 68,895.

€51



(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 aggregate under-assessment of tax as a result of all the above
mistakes as also some other discrepancies amounted to Rs. 5,25.419.

41 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 significant feature of the case is that the assessee had certain %
suspect hundi transactions on account of which assessments for certain £
years were re-opened. The Committee note that Government have accept-
ed audit objections in respect of all the mistakes except (i) above. In-
vestigations into the mistakes are stated to be in progress. The Committee
would like to await the results of the investigations and of the action taken
against the officers pursuant to the findings.

As regarde (i). Government have stated that certain facts are being
ascertained.  The Committee would like to be informed of Government’s
decision in rceard to admissihility of depreciation in lands in the light of
the facts collected.

As reearde revision of assessments for the year 1954-55 onwards. the
Board have expressed the view that detailed investigations will have to be
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carried out for making out a case under section 147(a) of the Act. read
with Section 151(1) thereof. The Committee trust that, after the comple-
tion of investigations. the Department will take necessary steps for
retrieving the revenue lost.

The Committee note that the Board have asked the Income-tax Officers
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 efforts will be made by the Department to recover tax in all such
cases where depreciation has been wrongly allowed on the cost of land.

An essential condition for admissibility of development rebate under
the Income-tax law is that thc 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 been fulfilled. Subsequently when Audit pointed out the
omission, the Department reviewed the case and found that rebate to the
tune of Rs. 26.80.877 had been allowed in cxcess. After a further review
the excess development rebate has been computed at Rs. 724,677, as
against Rs. 26.80,877 initially reported. It was urged by Government
that the assessing officer had relied on the figures of cost of plant and
machinery, duly certificd by the Accountant-General, Madhva Pradesh. The
Committee are unable to accept this explanation. for they find a wide
variation between the figurcs of cost mentioned in the Development Rebate
chart furnished by the assessee and figures contained in the audited stat--

ment of capital expenditure.  Besides, the assessing officer failed to notice
O
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that the asscssee had not given particulars regarding date of installation
of asscts in rcspect of which the rebate was claimed. In the absence of
this data it is not clear how the assessing officer came to the conclusion
that the assets were in use. In the opinion of the Committee, the assessing
officer failed to verify whether the essential conditions of admissibility of
development rebate 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 working out depreciation and develop-
ment rebate.  There has been no perceptible improvement in the position.
The amount of under-assessment on this account reported to this Committee
last year was Rs. 41.94 lakhs and it has risen now to Rs. 93.80 lakhs. In
paragraph 3.66 of their 73rd Report (Fourth Lok Sabha), the Committee
had stressed the need for the rationalisation of the provisions of the Act
bearing on depreciation and development rebate. Pursuant to this recom-
medation, Government have framed and published draft Rules to replace
the cxisting rates of depreciation by consolidated rates on industry-wise
hasis and invited public opinion thereon. The Committee trust that, in
the light of suggestions received from the trade and industry, Government
will be able to work out a simple and rational depreciation rate schedule.

Another aspect to which the Committee would like to draw attention
is that Internal Audit had not been going into questions relating to depre-
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clation and developmen rebate while checking assessments, Till recently,
the scope of internal audit was limited to scrutiny of arithmetical calcula-

original cost, there are siill no specific instructions authon’sing them to
check the admissibility of depreciation on intangible assets. The Com-
mittee feel that this should be specifically brought within the purview of
laternal Audit. The Committee would in this connection draw attention
to their observations in para 1.41 of their Hundredth Report (Fourth Lok
Sabha).

The Committee also feel that in the course of check of assessments by
Inspecling Assistant Commissioners, the allowances made in assessments
on account of depreciation and devclopment rebate should receive their
special attention.

The Committee obserye that the Companies (Profits)  Sur-tax Act,
1964 makes sur-tax payable on the amount by which the protfisy of a
company exceed the amount of statutory deduction. The statutory deduc-
tion is equal to 10 per cent of the capital computed in the manner laid
down in the Act. Capital for purpose of computing the statutory deduc-
tion includes debentures but it was explained during evidence that the
intention of the Act is only to include such of the long-term loans as are
intended to create capita] assets. In this case, the company issued deben-
tures for Rs. 75 lakhs just for the purpose of lodging them with its
Sankers as security against cash credit obtained from the bank. The
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debentures did not, therefore, contribute towards creation of capital assets
and did not qualify for inclusion 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 correspend-
ing reduction in chargeable profits.

The Committee observe that the Act, as it at ‘present stands, permits
of debentures being reckoned as part of capita] under these circumstances,
though this is not the intention. The Finance Secretary admitted that the
Act in this respect is “looscly worded™ and could, therefore, confer an
unintended concession.  As this might result in a substantial amount of
profits of companies escaping tax, the Committee would like Government
expeditiously to consider the question of amending the relevant provision
=0 as to bring it in cnformity with the underlying intention.

The Committee observe that in the original assessment of the old com-
pany for the year 1960-61 made in March. 1962, an amount of £ 2.5 lakhs
representing management fee paid to the holding company in London was
allowed as reasonable vxpenscs.  On this basis, £ 62,707 allocated by
the old company to the new company as its share of management fee was
allowed Yy the assessing officer in the assessment of the new company for
that assessment year made in Februarv, 1965. The assessment of the old
company was, however, re-opencd in September, 1965 when the manage-
ment fee of &£ 2°5 lakhs originally allowed was reduced to
£ 1 lakh. The amount > £ 82,707, howcver, allowed to the new com-
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Pany as its share of the total management fee remained unaltered. 'The
Committee feel that, after revising the assessment of old company the
income-iax officer, who had also made the assessment of the new compafiy,
should have rc-opened it and made a consequential change therein. This
unfortunately was not done.

The Committee note that the question of disallowance is now 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
as the new company.

The Committee note that the assessing officer allowed a deduction in
this case which the assessec himself had not claimed. The consequent
undercharge was Rs. 56,402.  The mistake was noticed peither by the
oflicer who ipitially made the assessment nor by his successor who actually
finalised 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 belonged to a high income group, the assessment was not
scrutinised by the Internal Audit before statutory Audit took up the case.

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 of 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
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Development 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 second-
hand plant and machinery, but the law clearly stipulated that the value
of such second-hand plant and machinery should be excluded while com-
puting capital for purpose of tax and that it should not exceed 20 per
cent of the total value of assets. In view of this position, the Board
clearly exceeded their authority while issuing the instructions.

The Committee do not consider the concessions extended by these
executive instructions objectionable in principle. But the concessions
should have been extended by the due process of law. The Committee
note that in regard to devclopment rebate the position has since been
legalised by amendment to the Act which came into effect from the assess-
ment year 1965-66. Similar action should also be taken to give due

statutory backing to the tax holiday concessions extended by the executive
instructions of 1962.

The Committee note that in terms of the Board’s instructions of 195g
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 compir-
tation of value of rent-frce accommodation. These instructions, being in
conflict with the definition of the term ‘salary’ in the Income-tax RI;]..CQ,
1962, were withdrawn by the Roard in 1965. While withdrawing these
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instructions, the Board, however, directed that assessments for the year
1964-65 and earlier years should be completed on the basis of earlier 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 thee
Board had come 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 rectificatory  action wherever
possible. By not adopting this course, the Board nat only lost a sizeable
amount of revenue (over Rs. 1.60 lakhs) but also directed an illegality to
be continued till the close of the financial year. The Committee trust
that thec Board will take care to avyid such mistakes in future.

The Committee note that, according to the law, as judicially interpreted,
the written down value of an asset used partly for business purposes and
partly for non-business purposcs is to be arrived at. after deducting from
the actual cost the depreciation actually allowed 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 deducting the notional allawable depreciation followed bv
the Department was not compatible with the judicial interpretation of the
law, the Board allowed the old practice to continue. FEven in October,
1967, when the law on the subject had sufficiently crystaiised, the Board
issued instructions which were at variance with the law as interpreted bv
judicial authorities. The Committee note that after the Bombav High
Court refused leave to the Department to appeal to the Supreme Court in
a case bearing on the point, it withdrew the aforesaid instructions. The
Committee desirc that before issuing instructions in such matters,  the
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Board should invariably take into account the interpretation of the law by
the judiciary and take adequate legal advice.

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 ap amending
Bill. It is not appropriate to get round difficulties of this nature by issuing

instructions which arc incompatible with the law as interpreted by the
judiciary.

Under Section 23A/104 of the 1922/1961 Act, if a company in which
the public are pot substantially interested fail to distributee a prescribed
percentage of its 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 mentioned in the Audit paragraph the
additional super-tax was not levied for a period of three consecutive
years. The tax that was omitted 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 ty a restraint order ‘passed by court. The Committee

would like to be appriscd of the further developments in this regard. The

Committce would also like the Board, after the case is finally decided by
the court to examine, whether there was an omission on the part of the
assessing officer and, if so, to takc appropriate action.
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The Committee note that the second case, where according to Audit,
there was an omission to levy super-tax of Rs. 61,656, is still under
correspondence. The Committee would like the case to be settled easly
and steps taken to recover short-levy, if any. The Committee would also
like to be furnished with particulars of cases where action under Section
104 had become time-barred during the three years 1966-67 to 1968-69,
together with the approximate revenue forgone.

The Committee are concerned to observe that the number of outstand-
ing 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 March, 1968 0 2593 as on 31st March, 1969. The amount of tax
involved which on 31st March, 1968 was Rs. 3.02 crores rose to Rs, 4.31
crores on 3ist March, 1969—an increase of over 50 per cent. The Com-
mittee note that the Board had issued instructions to the Commissioners
of Income-tax to complete all the cases pending under the old Act by
30th September, 1969, This could not be donc 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 progress also
made towards the clearance of cases pending under the 1961 Act.

The Income Tax Act provides for companies in which public are not
substantially interested paying more tax than companies in which public
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
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shares were held by another company was to be treated as a compeny 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 ie., 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 giving
the benefit of the amendment to the company in question with retrospec-
tive effect, the assessing officer had gravely erred.

The Committee observe that a foreign company can be treated as a
company for the purpose of Indian Income-tax only when a specific noti-
fication to this effect is issued by the Board. In the absence of a notifica-
tion, such a company can bec treated only as an Association of Persons
and will not be called upon to pay all the taxes that will devolve on a
similarly situated Indian company, including the tax liabilities arising
under Section 23A of the Tncome Tax Act. The representative of the
Board accepted during evidence that this situation needs looking into,
The Commitice would like the matter to be examined and suitable action
to be taken immediately.
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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 decmed as companies in which the public are
substantially interested. The Committee note that this is being collected.
The Committee would like to await this information,

The Committec note that, according to the opinion of the Ministry of
Law, receipts from surplus loom-hours should be treated as revenue re-
ceipts and expenditure incurred thereon as revenue expenditure. The Com-
mittee desire that necessary action should be taken in the light of this
opinion.

The Committce observe that under the Income-tax Act, dividend in-
come reccived by a company from another company is entitled to rebate.
The rebate is to be calculated with reference to the net dividend income,
after deducting the cxpenses incurred in carning the dividend income. In
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 the Committee note that the amount
of tax short-levicd 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 had not been checked in Internal Audit. The Com-
mittec trust that thc Board will cnsure that such omissions do not recur.

The Committee observe that erstwhile ruling chiefs and princes of
Indian States ceased to enjoy with effect from Ist April, 1963 exemption
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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, a5 a result of which there was a short-levy of tax
of Rs. 1,63,179. The Committce consider this failure on the part of the
asscssing officer regrettable.

The Committee note that, after a fresh assessment, an additional
demand of Rs. 1,57,130 was raised on this account, of which a sum of
Rs. 72,964 has since been recovered. The rccovery of the balance has
been kept pending, as a question has arisen whether the entire interest of
Rs. 1,84,793 pertains to the assessment year 1963-64 or a part of it is
assessable in 1962-63. The Committece would like to be apprised of the
decision in this regard, ’

The Committee would like to point out that since 1963-64 the pro-
ceeds from wealth tax have been almost stationary at Rs. 10 crores—
11 crores, in spite of a rise in the number of assessces—from 67,057
in 1964-65 to 1,05934 in 1968-69. This suggests that there is a large
scope for improving the administration of 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 arreas
in assessments. Later in this Report, the Committec have drawn attention
to the fact that there are pending assessments dating back to 1963-64 and
even earlier years, A programhe for their expeditions clearance would
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have to be drawn up. Secondly, the procedures for valuation wilt have
to be streamlined. The Committee note that in regard to real estate, the
Board have recently asked the Commissioners of Income-tax to conduct
a census of house properties in major cities and towns to check up
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
informed of the results of the census. For the purpose of valuation, the
Board maintains a valuation cell, apart from a panel of registered valuers
who assess the value of properties for purpose of tax. It would be neces-
sary to devisc adequate checks over the work of valuers to ensure that the
valuation is correctly and fairly done. Another measure that the Depart-
ment should 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 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 aggregate
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 tise 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 during 1967-68, in case of Estate Duty, the arrears as on
31st March, 1968 wcre 1} times the entire receipts during 1967-68.  The
Committee note that instructions have been issucd by the Board to the
Commissioners of Income-tax to cnsure that arrears under these taxes
are reduced by at least 50 per cent by the end of the current financial
year. The Committec consider this to be a modest target. They would

L91



1 2

7o 219
it 2.20
72 226

Finance

-do-

4

like all-out efforts to be made for the clearance of arrears before the close
of the financial year,

The Committee are unhappy over the rise in pendency of Wealth-tax
assessments. The vpumber 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 cvidence,
the representative of the Board conceded that this item of work had been
neglected till recently. The Committee note that instructions have now
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.

The Committee note that the number of pending Gift-tax assessments
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.

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

891



s

76

229

2 45

2.46

2.47

~do-

1966. The Committee would like Government ¢ take steps to bring
down the pendency of appeals/revisiop Petitions i fespect of thege taxes,

The Committe Tegret to note the steep rise in the Pendency of Bstage
Duty appeajs. The number of appeals pending with the Appellate Cop-
troller of Egtae Duty which was 997 on 314 March, 1966 T0se to 1595
on 3]st March, 19684 rise of abont 60  per cent in two years, The
Committee would like Govemment to take concrete measureg to bring
down the pendency of Esgaqe Duty appeals 1 the barest minimum,

The Committee cannot help feeling that there was systematic under.
valuation of the Property in this case at every stage. -
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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 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 agrecement.

Government have argued that the valuation shown in the sale
agreement for the property may not be 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 death of the assessee. The Com-
mittee are not convinced by this argument for the following reasons:

(i) The Committee had specifically asked for information about
the proportion of the property in possession of the assessee
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 Com-
Mmittee 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 assuming that vacant possession was not available, the
Committce arc not able to see why that should make 2 difference

A
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to the valuation for purpose of assessment of estate duty.
Scction 36 of Estate Duty Act, 1953 provides that the value
of any property should be estimated at “the price which it
would fetch if sold in the open market at the time of deceased’s
death.”  The assessing officer has, therefore, to make an esti-
mate and the only consideration for which a reduction in
the estimate can be made is that set out in the proviso in section
36(2) which stipulates that “if the value of the property has
depreciated by reason of the death of the deceased™ it should
be taken into account.

JHi) It seems to be necessary to have uniform principles 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 Ist January, 1954
a~sumed vacant possession which obviously did not then exist.
There is. thercfore, no reason why vacant possession should
not be similarly assumed when valuing the property for pur-
pose of estate duty.

In the Committec’s view, the whole case calls for a comprehensive
review, with a view to determining what should be the value for purpose
of estate duty. In the course of the review, it should also be examined
why such a grossly depressed value as Rs. 3.20 lakhs was accepted for
purpose of wealth tax assessments during the period 1957-58 to 1961-62.
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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 difterent 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.

The casc also highlights the nced for co-ordination between officers who
assess estate duty and those who assess wealth tax and capital gains tax.

There are two other points arising out of the evidence given in this
case which the Committee would like Government to take note of:

(i) Ruic 14(3) of the Estate Duty Rules provides for the sale
value of the property being taken on the basis of assessment,
if the property 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
adopting 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-
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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 form (E.D.—353) be amplified to indicate the sale
price.

This case is of more than ordinary interest because of some peculiar
fecaturcs. On the death of a partner in a partnership firm (in April, 1944)
his widow inherited all his asscts and liabilities in the firm. While assess-
ing duty on her ecstatc after her demise (June, 1964), a deduction was
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,
on the ground that it represented a debt owed by the deceased lady. How-
ever, account was not taken of her husband’s share of goodwill in the firm,
which had not been paid to her by the firm, on the ground that the
deccased could not Jegally have enforced the claim  because of the
operation of time-bar. If the time-bar preciuded 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 books. It is not clear why the assessing officer chose
to disregard this aspect of the case while assessing duty. The Committee
also notc 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 assessment clearly lacked
justification.
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The Committee note that the amount of Rs. 2.64 lakhs has since been
paid to the firm by the hcirs of the deceased lady. It is significant that
this settlement 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 as they appear prima facie suspect.

The Committee observe that, while finalising the Wealth Tax assess-
ment in this case, the assessing officer failed to look into earlier years’
assessments.  Consequently, he accepted the value of a property as Rs.
58.000 as indicated by the assessee, though for the earlier assessmernt years
(1964-65 and 1965-66) the Wealth Tax Officer had valued the properties
in question at Rs. 1,01,080 as against the ‘returned’ value of Rs. 58,000.
While the Committee note that the amount of short-levy has since been
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 lapses.

The Committee obscrve that while computing the net wealth of the
assessee for the purpose of Wealth Tax, the assessing officer took intc
account the 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 under-assessment of net wealth by Rs. 28,364.
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While the Commitiee 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.

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 clarified that, for the purpose of wealth tax, the market value of
Unit Certificates should be included in the net wealth of assessees. In this
case, however. the assessing officer granted exemption to Unit Certificates
of the valuc of Rs. 20,000 while assessing Wealth Tax in two cases. While
the Committee note that the tax short-levied has since been recovered in
hoth the cases. the Committee cannot help observing that the assessing
officer showed utter lack of familiarity with the provisions of the law bear-
ing on his work. The Committee hope that these cases will not recur.

The Committee note that the Board propose to conduct a general
survey to find out whether a similar mistake had been committed by any
other officer. The Committee would like to be informed of the results of
the survey, as also of rectificatory action, if any, taken pursuant thereto.

The Committee observe that although exemption for jewellery for pur-
poses of wcalth tax was completely 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 took place, in spite of the detailed instructions
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issued by the Board after the amendment of the rclevant provisions of the
Wealth Tax Act. It is apparent that the assessing otficers had not taken
note of cither the change in the rclevant provisions of the law or the ins-
tructions issued by the Board.

The Committec 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 compicting the re-assessment proceedings, they
would rectify the mistake. The Committee would like to have a further re-
port in the matter.

The Committce note that the Board have now taken the view that
commuted value of annuity deposits should be exempt from Wealth Tax
and that. to give their view a statutory backing, Government propose to
amend the relevant provisions of the Wealth Tax Act with retrospective
effcct.  However, at the time the assessments in question were made, the
instructions from the Board were that the commuted value of annuities
receivable on the relevant valuation date should be included in the net
wealth of an individual for the purpose of wealth tax. It is regrettable
that in spitc of these instructions, three assessing officers omitted to include.
the commuted valuc of annuity deposits in net weaith in six assessments
which they finaliscd. This is not the only case of its kind in which ins-
tructions regarding computation of net wealth issued by the Board were
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over-looked by its officers in the course of their work. The Committee
have mentioned other such instances in this Report. The Committee
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
disregard of such instructions should be visited with appropriate punishment.

The Committee note that in the Wealth Tax assessment for the year
1962-63, the assessec’s share of wealth from a firm was provisionally taken
as nil in the first case and Rs. 21,124 in the second case, pending ascer-
tainment of their actual shares. Although intimation was received in the
Wealth Tax Office that the actual share of the asscssee in the first case
was Rs. 67,059 and Rs. 27,028 in the sccond case, no action to rectify
the assessment was taken by the assessing officer tll January, 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 share intimation in
the order-sheet of the file. Nor had the intimation been properly indexed.
The Committee regret that the assessment records were not properly main-
tained in this case.  They feel that the Board should issue instructions to
the Commissioners to streamline the procedures for maintenance of assess-
ment records so that thev clearly indicate whether any action in the case
still reinains to be taken and whether any informaticn has been received
after the file was last seen by the assessing officer.  The Committee note
in this connection that, on the Income-tax side, the Board have prescribed
a register called “Register for rectification >f Provisional share incomes”.
The purpose of this Register is to cnable the Income-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.
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The Committee would like the Board to consider the feasibility of main-
taining such a register on the Wealth-Tax side also.

The Committee note that the Wealth Tax Officer who had detected the
omission of the assessce to return the particulars of a loan of Rs. 5,33,200
in the Wecalth Tax rcturn for the assessment year 1965-66 did not re-
open assessments for the earlier years in which the same omission had
taken place. The Committce note that the Department had called for
the cxplanation of Wealth Tax Officer for his failure tc do so. The Com-
mittee would like to be informed of the outcome of the examination of the
matter by the Department.

The Committee note that the asscssments for the assessment years
1960-61 to 1964-65 have since been re-opened- But the assessee has
represented that the loan of Rs. 5,33,200 mentioned in the Audit para-
graph was fully covered by an overdraft and there was, therefore, mo
escapement of wealth. The assessee’s representation is stated to be under
the censideration of the Department. The Committec would iike to be
informed of the outcome of the re-assessment proceedings.

Another aspect to which the Committee would like to draw attention is
that the Board became aware of the omission on the part of the Wealth
Tax Officer sometime in January, 1968. The explanation of the asscssing
officer was, however, calleg for onfy a few days before the consideration
of the matter by the Public Accounts Committee (January, 1979) ie.,
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after a period of two vears. the Committee desirc that the Board should
act promptly in such matters.

The Committee note that for three consecutive vears 1963-04, 1964-65
and 1965-66, the value of equity shares held by the assessee in this case
was determined on the basis of market value. However, 1or the assessment
ycars 1966-67, the value returned by the assessee at cost price as shown
in the Balance Sheet figures of the company was accepted. It is regrett-
able that the Wealth Tax Officer was so remiss that he overlooked the
note appended to the Balance Sheet that the market value of equity shares
was much more than the cost price mentioned in the Balance Sheet. The
officer also failed to cross-check the assessment in this respect with
reference to previous assessments. The Committee would like the Ministry
to impress upon the assessing officers the need to exercise greater care'in
making assessments.

While the Committce note that the tax excess coficcted has since been
refunded to the assessee, they cannot help observing that there was an omis-
sivn on the part of the Wealth Tax Officer in not huving deducted from
the total wcalth of the assestec the debt owed by him on the date of
valuation.  Suitable iastructions should be issued to prevent recurrence
of a case of this kind.

The Committee note that there was over-levy of interest in both the
cases mentioned in the Audit paragraph. Although the Estate Duty Rules
tay down that interest for belated filing of returns is to be levied for the
period after the expiry of first six months from the date of death, in the
first case the Estate Duty Officer charged interest for the entire period

“bL1



97 Finan

w
-

A GIPND—L—f7¢ LS—16-7-7C—1.250.

[}

[«

4

from 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 tutal amount
of interest due.  The cumulative effect of the two miistakes was an over-
assessment of Rs. 32,209, While the Commiittee note that the assessments
have since been rectified in both the cases, they cannot help expressing a
sense of uneasiness because these mistakes have occuried in spite of detail-
¢d instructions on the subject having been  issuea by the Board. The
Committee feel that the Bourd <hould take a serious natice of such lapses.

The Committee have not made recommendations/observations in res-
pect of some of the paragraphs of the Audit Repurt (Civil) on Revenue
Receipts, 1969.  They exoect that the Department will nonetheless take
nate of the discussions in the Ccmmittee and take such action as is found
necessary. '
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