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INTRODUCTION

I, the Chairman of Public Accounts Committee as authorised by the
Committee do present on their behalf this 173rd Report on Paragraph
3.1 of the Report of C&AG of India for the year ended 31 March, 1987,
Union Government (Revenue Receipts—Direct Taxes) relating to Assess-
ment Procedure-—Summary and Scrutiny Assessment.

2. The Report of the Comptroller and Auditor Gencral of India for
the year ended 31 March, 1987, Union Government was laid on the
Table of the House on 25 April, 1988.

3. The Committee have noted that as a result of amendment to
Section 143 of the Income-tax Act effective from 1 April, 1971, the
assessing officerc were authorised to rectify arithmetical crrors, allow|
disallow deductions, allowances, reliefs etc. and finalise assessments in a
summary manner in cases to be decided in their best judgment. How-
ever, by utilising the administrative powers vested in Government under
Section 119, the CBDT gave instructions in May 1985 to the effect that
only the arithmetical accuracy of computation of total income and taxes
will be ensured, liabilities for penalty, interest, C.D.S. etc. will be checked
and that “no other checking of any sort will be nccessary” in majority
of the cases prescribed thereunder for summary assessment. Subseguently
by a Communication in July 1986 Government directed that assessment
once done under Scction 143(1) should not be disturbed and by another
communication of 26 August 1987, Government ordered stoppage of
all action on audit findings in summary assessment cases.

4, The Committee have strongly deprecated the action of CBDT
for the exercise of executive powers in such a way that the legal provi-
sions themselves are eroded and have recommended that appropriate
action be taken against those responsible for issue of such instructions
which amended the basic structure of law itself. The Committee have
also 1ecommended that all such instructions which are inconsistent with
law must be withdrawn forthwith and that all such instructions should
be vetted by Ministry of Law before issue. The Committee have also
recommended that in respect of all cases commented in thc audit para-
graph, follow-up action may be taken and a compliance report furnished.

5. Taking note of thc past performances by the assessing officers,
thc Committee have not accepted the stand of the Ministry that an
assessing officer is capable of doing only 100 scrutiny cases, that balance
has to be taken under summary scheme without any scrutiny and that
for conducting scrutiny in all cases as many as 70,000 assessing officers
would be needed. The Committee have recommended that a work study
team of the Department of Personnel may be entrusted with an objective
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study on the workload of assessing officers by an actual watch on their
performance, the expected turnover of assisting stafl and to draw up the
requirement of staff in an objective way.

6. The Committee hav: strongly recommended that the etfectiveness
of the summary assessment scheme may be re-examined preferably by
reputed experts in the field including economists (but not by the concerned
Ministry|CBDT). Pending such an examination the Committec have
recomuncnded that the extent of coverage under scruliny assessment
scheme should be substantially increased.

7. The Public Accounts Committee, (1988-89) examined the Audit
Paragraph at their sittings held on 30 November and 1 December, 1988
and 24 January, 1989. The Public Accounts Committez (1989-90)
considered and finalised this Report at their sitting held on 13 July 1989.
The minutes of the sitting form Par; I1* of the Rceport.

8. For facility of reference and convenience, the obscrvations and
recommendations of the Committee have been printed in thick type in
the body of the Report and have also been reproduced in a consolidated
form in Annexure 6 to the Report.

9. The Committee would like to express their thanks to the Public
Accounts Commniittee (1988-89) for taking evidence on the Audit Para.

16. The Committee would also like to express their thanks to the
officcrs of the Ministry of Finance (Departmen; of Revenue) and to the
representatives of the All India Federation of Income-tax  Gazetted
Services Association for the cooperation extended by them in giving
information to the¢ Committee.

11. The “ommittec also place on record their appreciation of the
assistancc rendered to them in the matter by the Office of the Comptroller
and Auditor General of India.

P.. KOLANDAIVELLU,
Chuirman,

Public Accounts Commiittee.
New DELHI;

July 28, 1989.
Sravana 6, 1911 (Saka)

*Not printed. One cyclostyled copy laid on the Table of the House and 5 copies
placed in Parliamentary Library.



REPORT

ASSESSMENT PROCEDURE FOR INCOME-TAX—SUMMARY AND
SCRUTINY ASSESSMENTS
1. Introductory

L.l Scction i43 of the Income-tax Act recognises two spccific
procedures tor disposal of income tax returns submuted to the assessing
oMficers by the assessees. Under the first procedure |deait with i sub-
section (1) thereof], the assessing officers have been authorised, subject
to certain conditions, to finalise the assessments with reference to the
returns filed by the assessees withoup calling for additicnal documents
andjor presence of assessces for clarification on contents oi the retuins ;
assessments finalised under this sub-section are teimed “summary
assessments”. Under the second procedure [dealt with in sub-section
(2) of Section 143], the asscssing officers arc authorised to call for addi-
tional documents andjor presecnce of the assessces for examining the re-
turns before finalising the assessments; return finalised under this sub-
section are categorised as ‘“scrutiny assessments.”

1.2 To achieve expeditious disposal of ever increasing income tax
returns, the legal provisions in Section 143 have been amended on more
than one occasion since 1970 so as to vest increased disczetionary powers
with the assessing officer for finahsation of cases under summary
assessment procedure. In addition, Government have also been issuing
various instructions on the scope and extent of applicability of Section
143(1). Such instructions are reported to have been issued under powers
vested in them under Section 119, which provides that the Board may,
from time to time, issue such orders, instructions and directions to income-
tax authoritics as it may decm fit for the proper administration of the
Act.

1.3 The implcmentation of the summary assessment and  scrutiny
assessment procedures, as In force from time to time, has been reviewed
by Audit whosc findings arc incorporated in paragraph 3.1¥ of Report
No. 6 of the Comptroller and Audi‘or General of India for the year
ended 31st March 1987 on Union Government (Revenue Recerpis—
Direct Taxes). Ater-alia, Audit has pointed out that (i) despite sub-
stantial reduction in cases to be covered under scrutiny assessment,
pendency had remained practically as high as before, (ii) the guidelines,
issued in 1985 for catgorising assessments into summary and scrutiny
cases, made the exercise cumbersome, time consuming and error pronc,
(iii) the annual disposals were not uniform but picked up generally
during the last quarter of a year, (iv) the prescribed sample scrutiny
procedure for watching success of relaxed summary assessment scheme
did not act as an effective deterrent against tax cvasion or understate-
ment of income, (v) test zudit rcvealed substantial cases of irregularities,
indicating lack of adequate supervisory control, (vi) test check of

*Reproduced in Annexure I. o
2461 LSS/89—2
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cases finalised under modificd summary assessment schemes revealed
escapement of tax to the tune of more than Rs. 8 crores in 5800 cases;

etc.

1.4 This report of the Public Accounts Committce is based on the
above findings of Audit.

2. Legal provisions from time to time and administrative  insiructions
thereunder

2.1 Prior to 1 April 1971, Section 143(1) of the Income-tax Act
read as under :

“Where a return has been made under Section 139 and the
Income-tax Officer is satisfied without requiring the presence
of the assessec or the production by hun of any evidence
that the return is correct and complete, he shall assess the
total income or loss of the assessee, and shal] deiermine the
sum payable by him or refundable to him on the basis of
such return.”

2.2 It will be seen from the above provisions that the Act authorised
the assessing ofticer 10 complete an assessment, accepting the income or
loss declared in the return if he was satisfied, without calling the assessee
or without examining any evidence, that the return was correct and
complete. He had no power to make any adjustment whatsover in the
declared income or loss.

2.3 The Taxation Laws (Amendment) Aci 1970 (effeciive from
1 April 1971) introduced certain changes in sub-section (1) of Scction
143 and empowered the assessing officer to make some adjustments and
complete the assessment withou: calling the assessec or without examining
any eviden'e on his behalf. The amended Section 143(i), as operative
from 1 April 1971 read as under :—

“(1) (a) Where a rcturn has been made under Scction 139, the
Income-tax Officer may, without requiring the presence of the
assessee or the production by him of any evidence in support
of the return, make an assessment of the total income or
loss of the assessee after making such adjustments to the
income or loss declared in the return as are required to be
made under clause (b), with refercnce to the return and
the accounts and documents, if any accompanying it, and
for the purposes of the adjustments referred to in sub-clause
(iv) of clause (b), also with reference to the record of the
assessments, if any of past years, and determine the sum
payable by the assessce or refundable t. him on the basis
of such assessment.

(b) In making an assessment of the total income or loss of the
assessee under clause (a), the Income-tax Officer shall make
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the following adjustments to the income or loss declared in
the return, that is to say, he shall—

(i) rectify any arithmetical errors in the rcturn. accoun‘'s and
documents referred to in clause (a) ;

(ii) allow any deduction, allowance or relief claimed in the
return which, on the basis of the information available in
such return accoun's and documents, is, prima facie,
admissible but is not claimed in the recturn;

(iii) disallow any deduction, allowance or relief claimed in tl:ne
return which, on the basis of the information available in
such recturn accounts and documents, is, prima facie,

inadmissible ;

(iv) give due effect to the allowance referrad to in sub-section
(2) of Section 32, the deduction referred to in clause (ii) of
sub-section (2) Section 33 or clausc (ii) of sub-section
(2) of Section 33A or clause (i) of sub-section (2) of
Section 35 or sub-section (1) of Section 35A or sub-section
(1) of Section 35D or sub-section (1) of Section 35E or
thc first proviso to clause (ix) of sub-section (1) of Sec-
tion 36, anv loss carried forwarded under sub-scction (1)
of Section 72 or sub-scction (1) of section 74 and the defi-
ciency referred to in sub-section (3) of Section 80J as
computed, in each casc, in the regular assessment, if any,
for the earlicr assessmcnt year or years.”

2.4 As a rcsult of these amendments, the assessing officers have
been authorised, without calling the presence of the assessee or additional
documents, to make the following prescribed adjustments to thc income
or loss declared in the return;

(a) rectify arithmetical errors in the return and the accounts and
documents accompanying the return;

(b) allow any deduction, allowance or relief which on the basis
of information available in such rcturn etc. is nrima facie
admissible though no‘ claimed in the return;

(c) disallow any deduction, allowance, relief claimed in the return
but which on thc basis of information available in the return
etc. is prima facie inadmissible ;

(d) give effe~t to the deduction on accoun+ of broveht forward
unabsorted deoreciation, unabsorbed development rebate,
development allowance, Umnabsorbed losses, deficicecy in “tax
holiday” profits etc. etc. '

2.5 In the Finance Act 1980, sub-clauses (ii) and (iii) in Section
143(1)(b) were withdrawn, As a result, under summary a<séssmeat,
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the powers of the assessing officer, either to allow unclaimed deductions,
allowances or relief though admissible or to disallow such dcductions
though claimed but not admissible were withdrawn,

. 2.6 Under the Direct Tax Laws {Amendment) Act, 1987*, (effective
from 1 April, 1988) further modifications were eflected in the provi-
sions of Section 143, both in regard to summary and scrutiny asscssmen's.

2.7 Asked to indicate the assessment procedure in voguc since 1 April
1971 from time to time, the Ministry, in a no'e furnished to the Com-
mittee, gave the following information :

“The Summary Assessment Scheme initially covered non-company
cases wih income upto Rs. 25,000]- (Rs. 50,0C00|- for Rombay
and Calcutta). The income limits were fiist raised in 1977-78
to cover registered firms with income upto Rs. 50,000/-. The
income limits were thereafter raised in 1981-82 and remained
constant up'o 1983-84 and covered the following cases :

(i) Non-company cases with income upto Rs. 1 lakh.

(ii) Company cases where income returned was Rs. 10.000]-
or less, or loss and the paid up capital of the company
was Rs. 5 lakhs or less.

In 1984-85, the company cases were taken out from the purview of
summary assessment scheme. Simul‘aneously the incomc limits in respect
of non-company cases were reduced to cover only "—

(i) Summary cases with income upto Rs. 50,000,- and
(ii) Other non-company cases with income upto Rs. 25,000

In 1985-86, the income limit under the scheme for non-company
cases was again raised, Further, the company cases were also brought
within the scheme. The scheme thus covered :—

(i) All cases, other than company and trust cases, with returncd
income(loss upto Rs. 1 lakh;

(ii) Company cases with rcturned incomelloss upto Rs. 25,000
and paid up capital no: exceeding Rs. 5 lakhs; and

(iii) “ Trust cases and cases of Charitable Institutions having income
upto Rs. 1 lakh before applying the pravisions of Scction 11
provided that the corpus of the trust docs not exceed Rs. §
lakhs.

In 1926-87, the income limit under the scheme for both company and
non-company cases were increased. The scheme thus covered :

(i) Non-company cases having returned incomelless upto Rs.
2 lakh;




s
(ii) Company cases with a returned incomelloss upto Rs. 50,000,

(iii) Trust cases and cases of charitable Institutions having income
up'o Rs. 1 lakh before applying the provisions of Sedtion 11
provided that the corpus of trust does not exceed Rs 5 lakhs,

In 1987-88, thc summary assessment scheme covered

(i) Non-company cascs (including cases of * usts and charitable
institutions) with returncd incomelloss upto Rs. 2 lakhs;

(ii) Company cases with returned incomefloss upto Rs. 50,000.

Under ‘he summary assessment scheme, the assessinz officers were
authorised to complete the assessment without requiring the presence of the
assessee or the production by him of any evidence in support of the return.
The procedure did no require the verification of the correctness and com-
pletness of the rciurn. However, upto 31-3-1980, the Assessing Officers
were authorised to make ccrtain adjustments to the rcturned income cven
under the ‘ummary assessmen’ scheme. Under sut-clause (ii) of section
143(1)(b) of the 1.T. Act, the Income-tax officer was authorised to allow
any deduction allowance or rclief which, on the basis of the information
available in the return, accounts and documen‘s was prima-facie, admis-
sible but was not claimed in the return. Like-wise under sub-clause (iii).
the 1.T.O. was authorised to disallow any deduction, allowance or relief
claimed in the return which. on the basis of the information available in
such return. accounts and documents was, prima-facte inadmissible. The
Asscssing Officer could also carry out any rectification of arithmatical error
and could also give effect to set-off carry forward losses. unabsorbed dep-
reciation. With the deletion of these two sub-clauses w.e.f. 1-4-1980 thc
Income-tax Officers were precluded from making even such adjustments.

In 1985. it was decided that the Assessing Officer shall check onlv
the arithmetical accuracy of computation of total income and taxes and
liabilitv for peralty interest CDS, etc. if any, will also be checked. No
checking of any sort will be nccessary.

In the scrutiny assessment, the Assessing Officers are required to verify
the cotreciness and completeness of the return of incomie by calling the
assessec or his representative andlor required the production of such
books of accounts and documents as the Income-tax Officer may require
to produce”.

2.8 In cfiect, there were frequent revisions in meretary limits and
other gtandards, as a result which accumulations of arrears in <crutiny
cases were shifted to summary category, so as to facilitate early liquidation
of the arrears in assessment.

2.9 In regard to the ra‘ionale behind the various instructions, the
Ministry stated as under :

“The basic rationalelobjective behind the introduction and libera-
lisation of the Summary Asscssment Scheme from time to time
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has been to manage the Department's ever increasing work
with the limited man power resources with the least loss of
revenue re-deployment of the existing man-puwer resources to
more important areas of work i.e. intensive scrutiny of impor-
tant cases where con-ealment of income is cuspected to be in-
volved. Detailed scrutiny in such cases coupled with the de-
terrance of high penalties and prosecution is expected w0 im-
prove compliance in case: which are to be completed under
th¢ Summarv Procedure. It may also e sta‘ed that the PAC
in it~ 217th Report (83-84) at Para 5.14 observed as under :

“5.14 % \c¢ Committee would further like the Board to examine
ma'‘ter in all its aspects and take all necessary stens with a
view to liquidation of pendency of assessments in the short-
est possible time. The Committee would await the steps
taken in this regard, together with the outcome, thereof..”

In liberalising the Summary Scheme from time to time the Board
also kept in view the observations of the PAC queted above.”

2.10 Asked to indicate the safeguards available under the Act to
guard against any misuse or abuse of the provisions of the Act and the
scheme evolved by the Board, the Ministry stated as under :

“It was a conscious decision on the part of the Government to
introduce the summary ascessment scheme and the Govern-
ment was aware of the fact at ‘he time of takine the deci-ion,
that such a procedure may lead to scme loss of rcvenue.
However. to guard against anv misuse or abuse of the sum-
marv assessment scheme, the Department simul'aneonsly in-
troduced the svstem of selaction of cases for scrutinv on
random sampling basis.  The Denartment alsg took to more
intensive survev uls 133A and ~earches u's 132 of he 1.T. Act.
It also directed the Commissioners for streamlining of their
central information branches so as to (oordinate and collate
the various tvpes of information received bv 'hese branches and
detect cases of concealment. Tn fact in order to achieve uni-
formity and effectiveness in the workine of the Central Infor-
mation Branches, ‘hese have now heen put under the charges
of Directors General/Directors of Income-‘ax (Investigation).”

2.11 Accordine to instructions issn~Ad in Mav 1985* the Assessing Offi-
cers have heen authorised to check onlv the arithme‘ical accuracy of com-
putation of total income and taxes. and liahility for nenalty interest, CDs.
etc. if anv. would also he checked. T wac also directed that no other
checking of anv sort would he necessarv. Tn Julv 1986** instructions were
issned to the effect that assessments cnee completed under this  scheme.
shall not be disturbed under Section 123(2) (b) (Notice for verification

*Annexure 3.
s*Annexure 4.
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of the correctness and completeness of return and production of evidence
etc.) or Section 154 (rectification of mistakes) under any circumstances.
In their subsequent instructions of 1-4-1987 * the Board stated that where-
ever computers had been installed and if the summary assessment had
been made by the computers, the assessment might ¢ rcopened under
Section 143(2)(b) for the purpose of sample scrutiny.

2.12 Audit has pointed out that the Act does not specify the category
of cases on the income or the loss limit which will determine the category:
of cases to be decided under the summary assessment procedure and tkat
these are prescribed by the Board under instruciions issued from time
to time. Asked to specify the power of the Board in this regard, the
Ministry stated as under:

“It is a fact that the Income-tax Act docs not specify the category
of ca:es or thc incomelloss limit which will determine the
category of cases to be decided under the Summary Assess-
menit procedure. These have been prescribed by the Board
in exercise of its power u|s 119(1) of the Income-tax Act.
Under this Section the Board is au horised to issue such orders]
instructions and directions to other income-tax authorities, as
it may deem fit, for proper administration of the Income tax
Act and such authoritics andl all other persons employed in the
execution of this Act, shall observe and follow such orders,
instructions and directions of the Board.”

2.13 Asked to state whether the instruciions of May 1985 are not
contrary to law, the Ministry stated :

“The ins'ructions of the Ministry issued on 18-5-1985 (Instruc-
tion No. 1617) saying that in thc summary assessment cases,
the arithmetical accuracy of computation of total income¢ and
taxes will be ensured and liability for penalty, interest, etc. if
any, will also be checked and that no other checking of any sort
will e necessary, cannot be said to b contrarv to law. In
fact, it was a conscious decision of the D:partmen: even at
the risk of some possible small loss to revenue for the ex-
peditious disposal of assessments specified under the summary
assessment  scheme, after a thorough conideraton of  the
fact that 100 pcr cent checking does not lead to any consi-
derable addition to the revenue.”

2.14 In regard to instructions of July 1986 wherein it was mentioned
that the assessments completed under the scheme should not be distuibed

*Annexure-S.
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or re-opened to verify the corrcciness or complcteness of the return, the
Ministry were of the view :

“Strictly speaking, for the sake of argument the instructions issued
by the Department in July, 1986 that the assessmenis comp-
leted under the Summary Assessment Scheme should nct be
disturbed or reopened, may be said to be not so consistent
with the basic provisions of the Act. However, it was realised
that if thc assessment completcd under the summary assess-
ment scheme were to be disturbed or recopened for rectifying
mistakes involving small and insignificant loss to revenue, the
very purpose of the introduction of the Summary Assessment
Scheme would stand defeated and the assessing officers’ time
would be wasted in correcting inconsequential and petty mis-
takes.”

2.15 When during cvidence, it was asked whether the instructions
issued by the Board in this regard are incon:istent with the Act or not,
the Chairman, CBDT stated :

“Scction 119(1) only says that no such orders, instructions and
directions shall be issued so as to rcquire any income-tax
authority to makc a particular assessment or dispose ot a
particular case in a particular manncr, or interfere with the
excrcise of the judicial authorities. ‘Then, section 119(2)
says : “the Board may, if it considers nccessary or expedient
s0 te do. for the purpose of proper and cfficient management
of the assessments and collections of revenue and so on
issue from time to time, general or special orders in respect
of any class of income or class oi cases, setting forth
directions or instructions to the guidelines, principles or pro-
cedures to be followed by other income-tax autheritics in the
work of collection of revenue........". Now, we cannot give
individual directions but we can give dircctions for a class
of income of a class of people as to how asscssment is tc be
done. If we give individual directions. those dircctions would
be rcally opposed to the law because we do not have anv
powers to give dircctions which arc opposed to law”.

2.16 To a spccific question what would nappea if any Incomc Tax
Officer applicd <eciion 143(1) of the Incom=-Tax Act in a case hut
wrongly calculate the tax, the witness stated :

“l pick up a rcturn. There are two ways in which I can dcal
with it. One way is the procedure under Section 143(1) and
the other is 143(2). Under Section 143(2), [ scrutinise every-
thing and compute the total income. But, that total income is
bound to be more than what I accept. 1 procecd under Section
143(1). The asscssce says that he has earned an income of
Rs. 40.000 and he claims that his income is Rs. 40,000. When
I am treating under Section 143(1), 1 will accept his income
and calculate the tax. If you examine this return and if you
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make assessment under section 143(2), then income can
mcrease. It can be done. 1 might go up to a hgure ot
Rs. 80,000. That avenue is closed to me if 1 am doing
ussessment under Section 143(1) under which 1 am obliged
to accept the return. lf you make this total icome at
Rs. 45,000, then the Income Tax Oilicer cannot be at fault.
‘They would say that the tax on Rs. 43,000 comes to Rs. 6,000
and we calculate only Rs. 2,000 we rectify it. We issued a
Circular in February, 1988.” :

2.17 When asked to explain why the Circuiar was issued as late as
in February 1988, the Chairman stated :

1 explained to the Audit and I still say that if our 1'1Q is doing
the right thing by applying the Board's Circular i.e., accepting
the return under Section 143(1) in summaiy scheme and
then applying it rightly, he is right. While applying if he
mahes a mistake, then it is his mistake. The tax on Rs. 1
lakl) is Ks. 29,000. Under the summary scheme, he has rightly
paid tax on the total income at Rs. 1 lakh. If the ITO calculates
the tax at Rs. 18,000, hc has made a mistake in computing
the tax. Even in a summary scheme, we will rectity it.”

2.18 In a subsequent note to the Comnuitee. the Ministry have
explained the position that the Central Board of Dircct Taxes have always
taken the view that a:ithmatical errors in the reiurns submitted by the
assessces or mistahes in giving effcct to various allowances mentioned in
Scction 143(i)(b)(iv) o©. the Act or errors committed by the assessing
oflicers while traming the asscssment or calcuiating the wax which are
apparent from record should be rectified. Thc Minisiry added that the
circular of the Board issued in February 1988 was intended only to clarify
the policy of the Board and to set right any doubts in this regard. The
Ministry have further stated that to remove further doubts in this regard.
they have issucd another circular in December, 1988.

2.19 On the cxtent of cases being covercd under summary and
scrutiny assessment, as a result of various instructions issued from time
to time, the Chairman, CBDT stated during evidence as under :

“At micro level we will have scrutiny of 3 per cent cases, We have
a certain manpower, We fix the norms. If they handle morc

than that, then they canpot reully make anv worthwhile
assessment”.

2.20 The Committee note that as a result of amendment to Section 143
of the Income Tax Act effective from 1 April 1971, the assessing officers
were authorised to rectify arithmetical errors, allow|disallow deductions,
allowances, rellefs etc. and finalise asessments in a summary mammer in
cases to be decided in their best judgment; these discretions are without
prejudice to the right of the assessing officers, if the circumstances of the
2461 LSS/89-- 3
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cases warranted, for treatment as scrutiny assessment under sub-section (2)
of the sume Seciion. The Committee nlso note that under the Finance
Act ‘1980, the powers of assessing oflicers to allow|disallow deductions,
allowances, relief etc. were withdrawn. The Committee are shocked to
note that by utilising the administrative powers vested in Government
under Section 119, the CBDT gave instructions in May 1985 (Instruction
No. 1617) to the effect that only the arithmetical accuracy of computa-
tion of total income and taxes will be ensured, liabilities for penalty, in-
terest, C. D. S. etc. will be checked and that ‘“no other checking of any
sort will be necessary  in majority of the cases prescribed thereunder for
summary assessment. The Committee are of the opinion that the Instruc-
tions in 1985 underlined above are at yvariance with the spirit and latter
of the legal provisions contained in Section 5 under which tax is to be
charged in respect of the total income as compared in the manner laid
down under the Act and section 143 of the Act and have evoded the
powers of the assessing officers substantially.

2.21 The Committee are equally tuken a back by the directive in July
1986 that assessments once done under Section 143(1) should not he dis-
turbed. In_regard 1o these instructions, the Ministry themselves have ob-
served that the instructions “may be said to be not so consistent with
the basic provisions of the Act”. The Committee strongly deprecat: the
action of CBDT for the exercise of exccutive powers in such a way that
the legal provisions themselves are eroded and recommend that appropriate
action be taken aaginst those responsible for issue of such instructions
which amended the basic structure of law itself. The Committee fecl and
recommend that all such instructions which are inconsistent with law must
be withdrawn ferthwith and that all such instructions should be vetted by
Ministry of Law before issue.

2.22 The Committee note that from time to time instructions have been
given to enlarge coverage under summary scheme and the effect of the
instructions has been to take away accummulated arrears of assessment
under scrutiny scheme into summary assessment scheme. The consequence
of such instructions that the treatment meted out to the assessees of same
assessment year has not been uniform und varied with reference to instruc-
tions as operative when the actual assesment is taken up. As a result of
such intructions, a premium has been placed over the inefficient assessing
officers who have tended to accumulate arrears. On the other hand, the
Committee are strongly of the opinion that a consistant set of instructions
must apply for all cases relating to a particular assessment year, irrespective
of the date on which the assessment is taken up by the assessing authority
for examination and that it would not be proper to modify the instructions
during the course of a nassessment year. This would avoid differences in
treatment between one set of assessees and others relating (o same assess-
ment year. In the circumstances, the Committee recommended that before
the commencement of every assessment year, the instructions as applicable
should be reviewed and a uniform set of instructions issucd for compliance
by all asessing officers for cases relating to that assessing vear and that no
changes should be made to these instructions thercafter for assessment of
cases relating to that assessment year.
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3. Objectives

3.1 The summary assessment schcme is based on the presumption
that the bulk of the assessment -cases involved no substantiai points of
dispute and the income returned was subject to only routine adjustments
so as to correct obvious errors.

3.2 The main cbjectives behind the introduction of Summary Assess-
ment  Scheme  were  stated as  under :

(i) To manage the cver increasing work load of a Department
with limited manpower resources with the lecast loss of revenue.

(ii) To speed up the work of completion of assessments which
had grown up from 47.31 lakhs ian 1970-71 to 75.73 lakhs
in 1987-88 without corresponding ircrcase in the number of

officers available for assessmment work (2311 in 1970-71 and
2717 in 1987-88).

(iii) To release the limited manpower of the Department for more
intensive scrutiny of other important cases.

(iv) To create trust amongst the tax payers and generate confidence
in thc Department thereby increasing voluntary compliance.

(v) To prevent harassment of tax payers by ruling out the for-
malities of comiag to Income Tax Officer, engaging lawyers.
consultants, etc. and increasing expenditure on legal
praceedings.

3.3 In chest, the objective was to speed up. the cases of general and
routine nature s¢ as to deploy the limited manpower for concentrating
on more mmportant casecs.

3.4 The representative of the Ministry mentioncd in this regard during
cviderce that the number of assessees had becn increasing steadily and
the work load also increased accordingly and that the onlv way to cope
up with the scrutiny scheme was to have about 70,000 cfficers as against
the cxisting staff of about 2700. He further addzd that the alternative
before the department was either to increase the number of oflicers in the
same proportion, (which is not possible) or to opt for ‘ABC analysis’
that is, important work getting more attention and comparatively less
imrortant work getting less attention. According to him, the summary
schame was in fact the application of ABC worinciples of management
to the workload of the Department and the summary acsessment scheme
was accordingly started to manage workload, which had been increasing
every  year.
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the evient of workload vis-a-vis the number of  officers
r the work, the Ministry gave the following particulars

" Total assess- No. of officers
ments for disposal available for

(in lakhs) assessment work
1970-71 47.31 2311
1971-72 49.68 2182
1972-73 49.90 2150
1975-76 57.34 2484
1980-81 65.91 2754
1981-82 72.07 2818
1986-87 85.15 2506
1987-88 75.73 2717

e

3.6 Audit has pointed out that despite extension of summary assessment
procedure to cover increased number of cases, th: pendency remained
practically as Ligh as before. On the position of outstanding assessments.
following particulars were furnished by the Ministry :

Financial Year No. of assessments pending as on
3Ist March (in lakhs)
1981-82 26.59
1982-83 25.80
1983-84 20.81
1983-85 12.56
1985-86 11.51
1986-87 14.59
1987-88 11.08
3.7 On

under :

the reasons for arrears, the Department stated in a notc as

“The pendency of cases is directly dependent upon the amoun: of

worklvad that the department has. If the workload records
an increase because of the phenomenal rise in the number
of tax payers and there is no augmentation of administrative
resources of the department, the pendency of assessments
is bound to increase. The following figures would however



-

13

show that therc is a marked improvement in the productivity
per  Asscssing  Oflicer :

Financial year. Workload Disposal No. of officers Avcrage dis-
(Lakhs) (Lakhs) on Assessment posal per
duty Assessing
Officer
1978-79 52.36 40.44 2747 1205
1982-83 70.15 44.35 2832 1566
1987-88 75.73 64.65 2717 2379

It may be emphasised that since 1978-79, the workload
has increased from 52.36 lakhs assessments to 75.75 lakhs
assessments in 1987-88. Against this increase in workload, the
strength of officers that we could employ on assessmen: duty
has dcclined by 30 i.c. from 2747 in 1978-79 to 2717 in
1987-88. As stated above, in view of the increase in the
workload vis-a-vis the available strength of Assessing Officers
the department had no alternative but to increase thc ambit
of summary assessment scheme from time to time...... It is cor-
rect that revision of the criteria for summary assessment reduced
thc number for scrutiny assessments. Howcver, it would nof
be correct to say that the overall pendency remained static.
The idea of bringing more and more assessments under the
Summary Assessment Scheme was to speed up disposal of
assessments and the samc was substantially achieved. The
disposal of scrutiny assessments also shewed improvement both
qualitatively and quantitatively. Tt is not a correct presumption
that the procedurc followed for bringing more and more
ascessments under the Summary Assetsment Scheme  has
diluted the quality of assessments. The cpposite could be <aid
to be true. Investigation in a limited number of cases has
improved the qualitv of scrutinv assessments. The interest
of rvevenue has not been jeopardised by the revised scheme
for ascessment. The increase in collections of income-tax from
vear to year showed that the conclusion drawn is not correct.

3.8 On the extent of turnover by each assessing officer. the Secretary
(Revenue) stated during evidence that an assessing officer normallv does
100 scrutiny casces. Taking note of the fact that nrior to ctension of
summary assessment scheme. there were about 2200 assessing officers
doine 34 lakh cases. giving an average of 1500 cases ner acsessing officer,
the Committee enauired on the norms adopted for ctaff reaquirement. The
Seoretary (Revenue) stated that tha ascessments were much simnler then:
a Member of the Board observed that the Department have fixed a norm
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of about 35 cases involving incomes of Rs, § lakh and above for cach
assessing  officer.

3.9 Not satisfied on the assessment of average turnover expected of
assessing officers, as intimated to the Committee, the Committee requested
the Ministry to conduct a work study. The Ministry have since got one
done by the¢ DOMS (IT) and furnished a copy of the report. Tt is
noticed that thc work study has been ocnducted cn the basis of parti-
culars of actual work as reported to have been done by the selected
assessing cfficers: based on those data, certain conclusicrs have been
drawn, which are yet to be examined by the Ministry.

3.10 The DOMS (IT) has, in para 6.6 of his report made the following
recommendations.

“We have to first take cognizance of the fact that all the returns
will in the first instance have to be processed under Section
143(1). In the balance time available, we have to see how
much scrutiny work an officer can do. A number of permuta-
tions and combinations are possible. We would,  however,
cuggest the following mixes under (he new and old law

respectively :
TABLE 1
DC AC 1TO

(i) Asszssment tim: available (in hours) . 1254 1204 1204
(ii) No. of returns to be processed under sec.

143(1) . . . . . . . 397 484 3512
(iii) Time required to process cases under

section 143(1) (in hours) . . . 496.25 242 643.86
(iv) Time left for 143(3) assessments

(in hours) . . . . . . 757.75 962 560.14
(v) Time taken for one scrutiny assessment

(in hours) . . . . . . 13.30 9.41 7.00
(vi) No, of scrutiny assessments possible in

given time (iv) divided by (v). . . 56.97 102.23 80.02

(ROUNDED OFF TO). . . . 57 102 R0

3.11 The Committee note that the bulk of the assessment cases do not
involve substantial points of dispute and that the income returned is to be
subjected to only routine adjustment so as to correct obvious errors. The
Committee also note that in the past, the average number of cases handied
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under scrutiny was about 1500 by each assessing officer. In the circums-
tances, the Committee are not convinced with the stand of the Ministry that
an assessing officer is capable of doing only 100 scrutiny cases, that balance
has to be taken under summary scheme without any scrutiny and that for
conducting scrutiny in all cases as many as 70,000 assessing officers would
be needed. The Committee consider it unfortunate that the work study in
this regard which has been conducted is based on statistical data furnished .
by the assessing officers themselves, the Committee do not consider this
basis for work study acceptable. The work study has also failed to take note
that the assessing officers are assisted by subordinate staff like inspectors
who carry out a large part of routine and clerical work in examining the
returns. The Committee consider it unfortunate that an objective assessment
of the work load has not been done. The Committee do not approve of
the manner in which the study was conducted and recommend that a work
study team of the Department of Personnel may be entrusted with an ob-
jective study on the workload of assessing officers by an actual watch on
the performance, the cxpected turnover of assisting staff and to draw up
the requirement of staff in an objective way. In conducting the study, the
Committee recommend that past performances as in operation prior to
relaxations of summary assessment scheme may be duly taken note f and
conclusions related to those facts also.

3.12 The Committee are surprised ai the same time to note that as
against 2764 assessing officers in 1980-81 to deal with 65.91 lakh assessment,
the number of assessing officers in 1987-88 stood at only 2717 to deal with
75.73 lakh assessments. As failure to provide additional staff to cope up
with increased work load can only result in dilution of quality of work, the
Committee recommend ihat a study of the staff needs of the Income Tax
Department might be conducted for ensuring proper administration of the
Act.

3.13 The Committee are deeply concerned to note that despite subs-
tantial relaxations made in the treatment of assessment cases as summary
assessments whereby over 97 per cent of cases are stated to be covered
under summary scheme, the pendency of assessment which was 12.56 lakh
cases in 1984-85 has only marginally come down to 11.08 lakh cases in
1987-88. Having regard to the diluted checks expected in respect of Scc-
tion 143(1) ussessments, the Committec find no justification for such a
large number of arrears and recommend that the Ministry may conduct an
investigation on the reasons for such large outstandings and take appropriate
measures under intimation to the Committee, to liquidate the arrears.

4. Achievements

4.1 According to the Mmistry, as already observed, the Summary
procedure was essentially introduced. for the opimum utilisation of the
limited manpower resources and also to increase the  revenue. The
Ministry contended that this was the only method by which the Depari-
ment coald increase the pace of disposal of assessments, carrvout sustained
and detailed investigations in selected revenue yielding cases,  broaden
the tax base, increase tax collections and improve public relations.
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4.2 On the achievements after introduction of the summary assessment
schemc, the Department is stated to have conducted searches and seized
assets in various years as per particulars below :

Year Nbo.of scarches Valuc of assets Avcrage scizuie por
conducted seized scaich
(Rs. incrorcs) (Rs. inlekhs)
1983-84 4332 27.99 0.64
1984-85 4345 25.07 0.57
1985 86 6431 50 32 0.73
1936-87 7054 100. 70 1.42
1987-88 8464 145.02 1.7

4.3 The number of prosecutions launched is also reported to have
increased as per particulars below :

No. of P osccutions launched for

Year Tex Evasion Otheroffences Total
198384 ' 671 1085 1756
1984-85 812 1299 2111
1985-86 1676 2403 4079
1886-87 1426 3832 5258

1987-88 562 6799 7361

4.4 A large number of new assessees is reported to have been added
as a result of survevs conducted by the Department as indicated below.

Year N of P emicssurveyved No. of New Assessecs
1983-84 6,08.165 2,81,788
198485 1.80,693 1,41 ,617
1985-86 1,659'1 1,05,638
1986-87 230,410 6,55,653
1987-88 6,00,918 5.23,376

4.5 The Ministry also claimed that that increasec in tax collections
(as indicated in table below) is an evidence of the success of the summary

assessment scheme

Financial yoar Tax coll:ctions

(incrores of rupres)

1983-84 4191.87
1984-85 4483 .66
1985-86 5374 30
1986-87 6038 .01

1987-88 6644.00 (provicoine I figurcs)
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4,6 On the growth of Income tax collections, the Ministry gave the
following data for the last 13 years :—

—

——
4

(In crores of rupces)
Year Corporate Income
Tax Tax Total %incrcase
1975-76 . . . . . . 861.70 1214.36 2076.06 .
1976-77 . . . . . . 984.23 1194.38 2178.61 4.94
1977-78 . . . . . 12720.77 1002.02 2222.79 2.03
1978-79 . . . . . . 1251.47 1177.39 2428.85 9.27
1979-80 . . . . . . 1391.90 1340.31 273221 12.49
1980-81 . . . . . . 1377.45 1439.93 2817.38 3.12
1981-82 . . . . . . 1969.97 1475.50 3445.47 222
1982-83 . . . . . . 2184.51 1509.72 375423 8.90
1983-84 . . . . . . 2492.73 1699.14 4191 .87 11.66
1984-85 . . . . . . 2555.90 1927.76 4483.66 6.96
1985--86 . . . . . . 2865.30  2502.00 S§374.30 19.86
1986-87 . . . . . . 3159.96 Z878.05 6018.01 12.35
1987-88 . . . . . 3488.00  3150.00  6044.00 10.04

(P ovisional) |

(Note : Figures for 1975-76 to 1986-87 have been udopud as  p.ur

Budget papers tor 1987-88 figures are provisional).

4.7 On the extent of diversion of staff for more important works

relating to searches and unearthing black money, the Ministry stated as
under :

Dcpartment’s efforts to unearth black money and to curb its
generation by taking resort to search and seizure operations
have also yielded quitc substantial results. The man power
released from doing small cascs and routine assessments has
been deployed for detecting areas of tax evasion, identifying
them, collect intelligence regarding tax evasion and give feed
back to Directorate of Invcstlgatlon and the Commissioners
of Income-tax for taking appropriate action in those cases
where prlma—f(-ue there are indications of concealment and
fufnishing of incorrect particulars of indome. Thus search
operations were intensified and there was qualitative improve-
ment in terms of scizures made during search operations”.

4.8 Asked to justify the basis on which the Ministry claimed that the
increase in collection. disclosures etc. was essentially attributable to the
summary asscssment scheme, as implemented, the Chairman CBDT
conceded during evidence that increases could be duc to a variety of

2461 Lsg/89—4
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reason. Subsequently, the Ministry in a note conceded that no final
figures of collections linking them with the justifications for the s
assessment scheme could be given as no such statistics were maintained

by the Department.

On the other hand, the All India Federation of Income-tax Gazetted
Services Associations in a note to the Committee has observed that the
summary assessment scheme as implemented failed to result in reciproca-
tion of tax papers and observed as under :

“Though this summary asstt. system was introduced in 1971-72
yeltl thereafter the CBDT has come forward with the following
scheme : .

(i) Spot Asstt. Scheme of 1973.

(ii) Voluntary Disclosure Scheme of 1976 (w.e.f. 8-10-75).
(iii) Bearer Bond Scheme of 1980 (Black Bonds).

(iv) Amnesty Scheme of 1985 extended upto March 1987,

The response to these schemes was beyond expectations every time.
The CBDT may be asked to furnish figures which will speak
for itself as the response was mostly from those who were
covered under Summary Asstt. Scheme.

Similarly, search and scizure conducted revealed that a good
number of assessees who were subjected to search and seizure
belong to the summary assessment scheme groups”.

4.10 On the inability of the scheme to encourage voluntary disclosures
and unearth black money, the federation has observed as under :

“This scheme not only faited to curb the tax evasion, rather
generated more black money in this country. A large number
of files have been created in tax in India 1n the name of ladies.
minors and other persons who have no exact source of
income. Such files have been created with a view of capital
formation and cross verification. It is our experience that
while dealing with a big income case, wherever cross reference
has been made for verification of credits etc,, nothing has
been found on the record which has been dealt under Summary
Assessment Scheme because the Assessing Officer has not to
call for any information but to accept the return. The
assessec in turn did not furnish any such basic information.
Even the prima-facie mistake resulting into loss of revenue
could not be rectified under Board instruction F. No. RA-I(86-
87'DIT dated 26 August, 1987 Circular No. 176 which is

reproduced

“No remedial action is necessary in Summary Assessment cases,
as the revenue loss if any is consciously suffered by the
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Government to utilise  resources for scrutiny ana investi-
gations of larger cases. In such cases, CIT should only

inform Audit that the cases are completed under the
Summary Assessment Scheme.” '

There can be no better surprising instructions than the above,
Of course, this instruction has now been modified vide CBDT’s
instruction dated 26-12-1988 (F. No. 237/5|84/PAC-11). But
what about the revenue lost.”

4.11 Taking note of the fact that as on 31 March, 1987, about 47 lakh
assessees fell within taxable limits and that about 46 lakhs out of them
fell within income limit of less than Rs. 1 lakh, the Committee felt that
most of the taxpayers fell in the first slab of income tax at 25 per cent.
The Committee enquired in this connection whether it maintained records
to indicate how many assessees fell only in the first slab of 1.T., how many
in first and sccond slabs, how many in first, second and third slabs. Though
the Chairman, CBDT told the Committee that such information was
available and would be furnished for the last 3 years, the Ministry in a

subsequent note stated that the requisite particulars and break-up was
“not readily available”,

4.12 The Commiittee note that the Ministry have attributed the increases
in prosecution, survey, number of assessees, tax collections etc., to the imple-
mentation of the summary assessment scheme. On the other hand, when
asked to identify the increase in assessment cases and tax collections as
attributable to the scheme. the Ministry have expressed inability to sapport
their claim with facts and figures. The Committee disapprove the practice

of the Ministry in making claims of success without any basic data to sup-
port the claims.

4.13 The Committee note, on the other hand that

(i)c wmost of the assessees apnear to fall in the lowest taxable slab
of taxable income and hence increase in assessees is more attri-
butable to increases in level of income rather than the Scheme.

(ii) the highest percentage of increase in collection was reached in
1986 in which year a special scheme for voluntary disclosure
was brought into operation;

(iii) the reported diversion of staff for search and seizure has mot
resultcd in any noticeable increase in income because value of
assets seized was only Rs. 145.02 crores (tax effect not given)
in 1987-88, which worked out to  hardly 2 per cent of tax
collections of that year.

(iv) the very officers who are to implement the scheme have mo

faith in the scheme and are highly sceptical of its achievements
as revealed from the representation received from Al India
Federation of Income Tax Gazetted Services Association.

The Committee, hence strongly recommend that a relook into the effec-
tiveness of the scheme may be comducted preferably by reputed experts
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In the field including economists (but not by the concerned Ministry|CBDT).
. Pending such an examination the Committee recommend that the extent of
coverage under scrutiny assessment scheme should be substantially

4.14 The Committee consider it unfortunate in this regard that whereas
the Chairman, CBDT informed the Committee during evidence that the
Ministry possessed details of tax payers relating to various slabs, the
Ministry have failed to give the data when called for stating that the data
is “not readily available”. The Committee recommend that the Ministry|
CBDT may compile appropriate details without delay, conduct a critical
study on extent of increases in assessees etc. and give comprehensive data
to the Committee.

5. Random Sampling of summary assessnients

5.1 To guard against misuse or abuse of the sum:ary assessment
scheme, the Ministry is reported to have introduccd the system of sclec-
tion of cases for scrutiny on random sampling basis. The CBDT's instruc-
tions in June 1984 and 1985 provided that S per cent of the cass
assessed in a summary manner will be taken up for a thorough scrutiny
on a random sample basis and that the required number of cases
would be selected in the month of August as prescribed.  Based on
tést check in certain circles on compliance of these instructions, Audit
has pointed out that:—

(i) Cases that were selected for sample survey included assessces
whose assessment had no: been completed ;

(ii) the average percentage of selection fell below the prescribed
percentage, less than 3. 2 and 1 per cent even;

" (i) the disposals agains: the selected ca-es were still less ;
(iv) no sample scrutinies were conducted in <evernl units ;

(v) the prescribed registers to record cases «f sample scrutiny and
findings thercagainst were either not maintained or maintained
incompleicly and failed to serve any purpose.

5.2 Further during their Study tours to Bombay, Calcutta, Trivandrum

etc., the Study tram of the Commitec enquired from the Commissioncrs
- of Income Tax the results of the random sampline chccks. Beyond
stating that the action required to be taken in the reviewed cases was
initiated, ncee of the Commissioners could give any idca on their assess-
.ment of ihe efiectiveness of implementation of the summary asscssmen:
.scheme. The Ministry stated in this regard, “by and large the procedure
laid down for the selection of such cases and :uhksequcnt asscssmen' in
such cases after due scrutiny has been followed in the Department. How-
ever. it may be that such procedure has not been strictly followed at
.certain- places!charges,”
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5.3 On the checks exercised by the Board to avoid non-observance of
instruction by the assessing officers or ssessees, the Board stated  as
under :—

“The Controlling officers i.e. Chief CommissionerslCommissioners
of Income-tax|Deputy Commissioners exercise con'rol from a
day to day by checking thi abuse of the Summary Scheme by
the departmental officers, The Board also cxercises due
contro] in this respect by way of regulxr and vigilance inspec-
tions by the senior officers and inspection by ‘he  Inspection
Division of th= Board.

As regards the abuse of this Scheme by the assessees, the Board
exercises control through the Scheme of selecting cases for
scrutiny in subscquent years. It also exercises control  over
such abusc, misuse by the unscrupluous asessecs through
increased survevs, scarches':eizures and  consequent resort
to prosecution.”

5.4 The Ministry have claimed that to guard against misuse or abuse of
summary assessment scheme, a sample scrutiny system for 5 per cent of
cases covered under the summary assessment scheme was introduced in
1984 (reiterated in 1985). The sample scrutinv in the opinion of the Com-
mittee can also help in assessing obiectively the utilitv and effectiveness of
the summary assessment scheme both by the Commissioners in their respec-
tive jurisdiction and by the Ministry Lased on reports from the Commis-
sioners. While the Committee deplore the failure of the Commissioners (o
implement the dircctives, what is more perturbing to the Committee, is the
apathy shown by the Ministry in conducting a review of the scheme based
on such random sampling checks. The Committee consider the observations
of Ministry in this regard (viz. “it may be that such procedures has not heen
strictly followed at certain places'charges”) as highlv unfortunate and one
lacking in accountability for successful implementaion of the scheme. The
Committee recommend that, not withstanding the lapse of sufficient time,
the Ministrv may ensure implementation of the instructions by all Com-
missioners bv a time bound programme. for all past periods obtain the
results of such implementation and make an assessment of the scheme, bascid
on such sample survey reports. The Comniittee also recommend that the
results of such assessment mav be intimated to the Committee within a
period of six months. The Ministry wav also intimate the action taken
against those who failed to implement the instructions for so long.

6. Results of Audit

6.1 The intcrnal audit partics of the Income Tax Deparment  have
been instrucied by the CBDT in 1981 not to coaduct anv audit in the
cases which have been completed under the summary asses:men  scheme.
According to the Ministry. such ins‘ructions were issued because  the
manpawar available for internal audit was found to be sufficient to cover
all scrutiny caves where maior mis‘akes arc expected to arisc.

6.2 In repard to  statutorv audit, the Ministry have stated that the
statytory audit parties weré freé to Took into summary assessment cases
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that the issuec regarding audit in such cases was discussed in March 1986
with Audit and that based on the discussions, Audit has also confirmed
the following arrangements in its letter dated 21st March 1986.

“You indicated that the scheme “is a deliberate decision at the
highest level” taking into account the load on the Income Tax
Department and the revenue involved, with a view to take
up more investigation work of large reverue cascs. You also
pointed out that random selection of summary assessment
cases for detailed scrutiny was likely to be done through
computers in the near future thereby casuring comprehensive
coverage. 1 mentioned that in the context of these steps the
“sudit observations on summary asseisment cases would be
communicated to the concerned C.1.Ts in the form of consoli-
dated reports every six months and that a further annual
report thereon would be made to the Board. Further no
replies would be insisted upon from the [.T.Os in respect of
these objections.”  You agreed that such a procedure would
enczble the Board also to have a fced-back on the working
of the scheme and to find out whether there was gross abuse,
Monitoring of the scheme on the basiy of information furnished
would also enable the Board to take up timely and adcquate
steps to curb such abuses, if any. “We have issued neces-
sarv instructions to our field officers on these lines.” 1In
addition T shall bring to your notice from time to time any
speciai and interesting points comin2 to our knowledge in the

scrutiny.”

The Ministry have stated that the procedure agrced upon is being
follcwed.

_6.3 However in the Audit paragraph under considcration, Audit has
pointed cut that z test check of summary assessment cases in various

circles. revealed escapement of tax to the tune of more than Rs. 8 crores
in 5800 cases. The mistakes detected by Audit fell broadly under the

following categories.

Nature of :"rcg;u‘arif T - No. of ;r;'xeﬂ'rct
cases (in takhs
of rupecs)

(i) Arithm_ticelerrorsin retun.2ccounts ard documen's 283 36.56

(ii) Omi son to dral'ow any de luction, al'owarce or
relief, prima facie inadmissible but cleimed in the re-
turn . . . . . . . . 4,437 626 43
(iii) Ic-eguler set off and carry forward and set off of un-

absarbe 1losses, dep eciationetc,and certainother telief  2€4 32.15
(and excess carry

forward and set off
losses of Rs.
17.09 lakhs).

142.65

N
(8]

(iv) Other i ‘regularities viz., incor “ect 2doption of status 8
non adop'ion of cor-ect share of income, incoOmMe ¢s-
caping assassm:nt, i“regular refunds. nen levy of in-
terest. penalty etc. . . . . .
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6.4 No actron was, however, taken on the cases reported by Audit
and in this connection, attention of the Committcc has becn drawn by
the Federation of Association of Gaze:ted employces to the instructions
given CBDT on 26 August 1987 to the effect that no remedial action
is necessary in summary assessment cases as the revenu: loss, if any, is
consciously suffered ond that the Commissioners should only inform Audit
that the cases were completed under the summary assessment scheme.

6.5 During cvidence, the Committee enquired on the practical difficul-
ties in taking follow-up action on audit comments. The Chairman,
CBDT stated :

“Assuming that we have to take remedial action, in that case,
ITO has to act under Section 143(1). Remedia] action here
vsould mean that ITO would call for records under Section
147 because he has to say that income has escaped assess-
ment. Then he will have to restart the whole case and ask
for further returns and make the assessment under Section 143.”

6.6 Since it is obligatory to investigate irregularitics of all kinds, the
Committee erquired why Ministry gave instructions not to go into all
the aspects raised by Audit. The Chairman, CBDT then s'ated that the
Board’s instructions in this regard have since becn revised and that any
mistake in the application «f Section 143(1) would be rectified. In a
subsequent note to the Committee on action taken, the Ministry stated
as under :—

“Action has been taken in respect of the majorty of the cases
referred tc  in paragraphs 3.1.16 and 3.1.18. Two statements
relating to the cases mentioned in these two paragraphs have
been prepared and are enclosed. Thesc statements  would
indicate that in cases where remedial aciion was called for
has already been taken. In none of these cases. action has
become time-barred. In respect of other cases, we do not
have the information immediately but it could be presumed
that appropriate remedial action must have becen taken cven
in respect of these cases also in accordance with the Board's
instructions on the subject.”

6.7 Some of the cases cited by Audit included cases where tax deduc-
tion certificates given by persons no: borne on the books of the Dcpart-
ment were accepted and even refunds allowed.  Asked to indicate the
action taken, the Ministry stated as under :—

“The position in respect of para 3.1.19 of the Audit Report has
been clarified in the earlier replies sent to the Audit. The
procedure relating to issue of Tax Deduction Certificate had
been in vogue in the Department for past manv pas: vears
and Department’s experience in respect of many past years
had been that the system worked properly. However, in the
course of past few years some instances have come to the
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knowiedge of the Department which indicate wmat some
unscrupulous taxpayers in collusion with some of their tax
advisers and also some black-sheeps in the Department
manzged to put claims on the basis of forged certificates relat-
ing to tax deduction. As soon as such instances came to the
Department’s notice, action were initiated against persons who
were a party to such frauds and steps were lso taken to
cxamine the existing procedures with a view to see that in
future no such instances occur.”

6.8 Income Tax Audit, whether it is done by internal audit wing of the
CBDT or by statutory audit by the Comptroller and Auditor General is-
based only on the returns submitted by the assessees and records already
available with the tax authorities; in other words, neither internal audit nor
statutory audit involves summoning of additional records and|or the asscs-
sees themselves. In the circumstances, the irregularities, under assessments
etc. that are pointed out by Audit, in the opinion of the Committee, can
have nothing to do with scrutiny assessment under Section 143(2), but on
the other hand, are directly indicative of the failures of the assessing officers
in carrying out the summary assessments in a proper way. The Committee
are not, therefore, able to appreciate the stand of the Ministry on its un-
willingness to take follow-up action nor on the provocation for the arrange-
ment detailed in Audit’s letter of March 1986. The Committee, however,
note that the arrangement as agreed to in March 1986 by Audit did provide
for Audit to convey a gist of objections to the Commissioners concerned,
the implication being that the Commissioners would take follow-up action.
Notwithstanding this. the Committee are shocked to note that CBDT
directed in August 1987 that no follow-up action should be taken in any of
the cases. The directions of the CBDT, fo say the least, are highly improper
and irregular, apart from the fact that such directions compromised loss of
revenue to the extent of over Rs. 8 crores, in only 5800 cases. Though in
response to Committee’s enquiry, in respect of cases cited by Aundit, some
action is reported to have been taken, the information as given, has failed
to indicate in how many cases, follow-up action has been taken, 10 what
extent, additio.al revenue has been raised, etc. The Committee recommend
that in respect of all cases commentcd in the audit paragraph, follow-up
action may be taken and a compliance report duly vetted by Audit, fur-
nished within a period of six months.

6.9 The Committee note that the irregularities were noticed by Audit in
the very records subject to assessment by the assessing officers. The Com-
mittee desire that the instructions of 26 August 1987 for stoppage of all
action on audit findings in summary assessment cases be withdrawn forth-
with. The Committec strongly deprecate the issue of such instructions and
recommend that exemplary action be taken against those responsible for the
issue of such improper circulars and a report be given to the Committee
within a period of three months.

6.10 The Committee are equally shocked to note that even retunds of
revenue were granted on cases covered under summary assessment schemes
without verifying the fact regarding actual remittance of the tax by the
claimants. What is more surprising is the tacit support given for the irregu-
larity by the Ministry. The Committee strongly deplore the stand of the
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Ministry and recommend that in no casc refund shall be authorised without
ensuring the actual remittance ot the jax. 1he Committee aiso recommend
that ali the cases commented by Audit in this regard must be fully investi=
gated and result intimated.

6.11 As over 97 per cent of assessment cases are now being dealt with
in a summary manner, the Commuttee consider it imperative that the manrer
in which sucn cases are dealt with, will have to be subjected to both internal
and statotory audit. 1he Commuttee recommend that the arrangement for
both internai and statutory audit may be reviewed in consuitation with the
C&AG and both audits 10r summary assessment cases placed on a sound
tooting.

7. Intensive scrutiny of top 100 cases

7.1 According to B-CBD'1's ins'ructions in November 1983, the Com-
missioners and inspecung Asstt, Commissioners should actwvely associate
themselves in pre-assessment scrutiny in some selected cases ; this would
include watching of the important cvents in 1U0 top cases. Ine Board has
also instructed tne Director General (Investigation) to watch the progress
made in the top 100 cases of the country for eiiiCient supervision and
control over the work.

7.2 On the implementation of these dircctives, Audit has pointed out
as under :—

“The information regarding the list of the iop 100 cases wcere
not produced to audit in 6 Commissioners charges test-checkea.
One Commissioner of lncome-tax reported that no separate
reccord is being maintained about the vatious  instructions
issued by the Inspecting Assistant Commissioners to Income-
tax Officers in thc completion of the assessments. In three
o'her Commissioners’ charges the requircd number of cases
was generally not selected and there was also no  proper
follow-up actiun taken regarding issuc of nstructions In
respect of the cases sclected.

7.3 Clarifying the position in this regard, the Ministry stated s
under :—

“Keeping in view the working of the Dxpariment, nc interfercnce
in the day-to-day functioning of the Asscssing Oflicer is cither
nceessary, possible or desirable.  Monitoring of cases is done
only to scc that investigation is on  proper lines and no
mis-handling of bigger cases takes place.  Senior officers
do take care to scc that thc work progresses in the right
dircction. It may be correct that in some offices registers and
records might not have bcen maintained properly and strictly.
It may be added that the Assessing Officer is a quasi-judicial
authority and hc cannot be dirccted to make the assessments
in a particular manncr. In fact, the higher authorities are
precluded from giving such a direction, except ujs. 144A of

2461 LSS/89—5
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the Income-tax Act. As such, there has not been a praclice
of seeking formal|wriiten direc.lons as to the manner 19 which
the assessments should be made. For this very reason, there
would not be much correspondence on such issues between
the Assessing Oilicer and his controlling otlicer. ‘Lhe control
by C11|Dy. Commissioner may not be exercised by approving
the draft orders. Legally speaking, such a procedure as also
the assessment made after such a [ormagl approval can be
challenged in a court of law. In fact, in the past it has been
done. As such the correct position in regard to the main-
tenance of dossicrs of 100 cases wherein assessments are to be
mouni.orted by the controlling Officer is that such monitoring
1s bcing done by the senior officers but proper records and

correspondence in respect thercof might not have been
maintained”.

7.4 The Committee are concerncd to note that while on the one hand
for sunimary assessment cases, the Commissioners have failed to take action
either to ensure prescribed percentage of sample survey or to follow up
audit findings, on the other hand, the prescribed data for important scrutiny
assessment cases, are not properly mamntained. The Committee are not fully
convinced by the clarifications given and feel that the administrative machi-
nery needs to be revamped so as to ensure accountability for compliance of
instructions. The Committee fervemtly hope that the Ministry wili take
appropriate positive steps to see that its direclives are comphed, both in
letter and in spirit.

8. Conclusions

Having considered (i) the audit paragraph, (ii) the material furnished
by the Ministry from time to time, (i) the evidences tendered by the ofli-
cials of the Mmistry, (iv) on the spot study by the Committee at Calcutta,
Bombay and Trivandrum, (v) the representations received by the Com-
mitice, etc. the Committee are comvinced that the applicability of the
summary assessment scheme has been enlarged beyond the scope envisaged
in the Act, by use of the administrative powers vested in Section 119 of
the Act. In doing so, the Committee are concerned to note that the only
basic objective which has guided the Ministry to take decision has been “to
manage the ever increasing work load of the Department with limited man-
power resources” and that the decision is not also based on any reliable
data or scientific study and has failed to take note of the substantial loss
of revenue. It is a matter of deep regret that in doing so, the Ministry even
failed not only to provide adequate counter checks so as to comtrol, if not
totally avoid, leakage of revenue by possible concealment of income, but
also to ensure that even the limited checks which were provided under the
scheme, were properly implemented. It is equally important that the
summary assessment cases should not have been taken out of the purview of
internal audit and appropriate action ought to have been taken on the find-
ings of statutory audit. The consequence has been that evasion of fax to
the extent of over Rs. 8 crores in about 5800 cases test-checked, was allow-
ed to remain without remedial action. 'Thc Committee are equally concerned
to note that the reported diversion of staff to intemsive scrutiny, search,
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seizure etc. so as to unearth concealed income, black money, has also failed
to achieve their objective to any noticeable extent. In the circumstances,
the Committee consider it imperative that a review of administrative action
on the legal provisions may be taken wn and appropriate remedial measures
taken.

New DEeunr; P KOLANDAIVELU,
July 28, ]989f Chairman,

Sr:zwana 6, 19_11 (S;I;;) Public Accounts Committee.




ANNEXURE 1

(Vide para 1.3 of the Report)

Test of Paragraph 3.1 of the Report of the Comptroller and Auditor General
of India for the year ended 31 March 1987 No. 6 of 1988 Union Govern-
ment (Revenue Receipt—Direct Taxes) regarding Assessment Procedure—
summary and Scrutinv Amendments.

3.1 Assessment Procedure—Summary and Scrutiny Assessments.

Introduction

Summary assessment procedure

3.1.C1 With effect from 1 April 1971, the procedure of rcgular asscss-
ments under the Income-tax Act was streamlined and a new procedure was
evolved whercby the Income-tax Officer is empowered to complete a regu-
lar assessment in a summary manner on the basis of income or loss return-
ed by making the prescribed adjustments. The new procedure does not
require the verification of the correctness and completeness of the return.
The assessment under the scheme, described as  summary assessment
scheme, is generally final, but the tax payer may object to suck an assess-
ment or it may be reopened by the Income-‘ax Officer for a de novo regular
assessment.

Objectives

3.1.02 The scheme was introduced in the Act as the bulk of the assess-
ment cases generally involved no substantial points of dispute and the
income returned was subject to only routine adjustments so as to correct
obvious errors.

The twin objectives envisaged under the scheme were :

(i) the new proccdure would speed up the work of completion of
regular assessments.

(ii) it would save time for a more intensive  scru'iny of cther im-
portant cases with a view to guard against any lcakage of re-
venue by possible concealment of income.

Institution of the Inspecting Assistant Commssioners (Assessment)

3.1.03 1In their 186th Report (1975-76) (Fifth Lak Sabha), the Public
Accounts Committee, while expressing concern over the inadequa‘e role
played by the Inspecting Assistant Commissioners as Tnspecting Officers,
hoped that if Assistant Commissioner of Income-tax werc given assessment
power to a:sess directly cases of over five lakhs of rupeces, the standard of

28
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performance would improve and the possibility of mistakes would be reduc-
ed. In their 187'h Report (1975-76) (Fifth Lok Sabha), the Committce
urged that these recommendations should be dealt with on priority basis
and implemented forthwith.

Pursuant to the recommendations of the Public Accounts Committec,
by an amendment to the Income-tax Act the work of assessment in import-
ant assigned to senior officers of the rank of Inspeciing Assistant Com-
missioners from the year 1978.

Scope of audit

3.1.04 Noticing that there was no preciable reduction in the pendency
of assessment even after the introduction of the summary assessment pro-
cedure, the Public Accounts Committee in their 217th Report (1983-84).
(Seventh 1.ok Sabha) had expressed the hope that the enlargement of the
scope of the scheme would resort in substantial reduction in pendency in the
future and that the Central Board of Direct Taxes would take positive steps
to prevent the large scale evacion of taxes in high income cases. The com-
mittee also noted that according to a studv conducted bv the Board. the
summary assessment scheme was not being abused so as to cause loss of
revenue and the revenue benefit bv conversion of a summary assessment
into scrutiny assessment was marginal.

~ On the institution of the Inspecting Assistant Commissioner (Assess-
ment), the Committee fel* that it had not plaved the mecaningful role expected
of it and recommended a study on the functioning of the institution in all its
aspects.

The object of this review is to make an assessment of the procedure of
summar and scrutiny assessments and to make an eveluation of the work-
ing results of the system. In doing this i* is not the intantion to criticise
the policy of the government to simglify the assessment procedures but only
to help in improving the system so that while on the one hand the tax
payer is not harassed. on the other hand there is no less of revenue.

Prescribed Procedurc
Taw

3.1.05 The summary assessment procedure originally provided for the
following adjustments

(i) rectification of any arithme‘ical error.

(ii) allowance of any deduction, allowance or relief prima facie,
admissible, though not claimed.

(iii) disallowance of any deduction. allowance or relief so claimed
which is, prima facie, inadmissiblc.

(iv) giving effect to certain expenditure, set off of carricd forward
Josses, unabsorbed depreciation, etc,
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From 1 April 1980, the adjustments relating to allowance of the
admissible unclaimed deduction, allowance or relief and disallowance
of similar wrong claims, wcre deleted on the consideration that such
adjustments were few in number and the speedy completion of assessments
as envisaged under the scheme was not being achieved.

Sumunary assessment cases

3.1.06 The Income-tax act doc: not specify the category of cases
or the income or loss limit, which will determine the category of cases to
be decided under the simplified procedurc. The types of cases in which
summary|assessments should be made are decided under executive instruc-
tions issued by the Central Board of Direct Taxes from time to time.
A small percentage of the assessments so finalised is subjected to a
detailed scrutiny on random sampling basis as prescribed by the Board.

Scrutiny assessment procedure

3.1.07 In June 1985, the Board issued instructions that there should
be intensive scrutiny and relentless investigation of cascs under the scrutiny
assessment procedure so as to unearth possible concealment of income
and to ensure that the incrcasing faith reposed on the tax payers on
voluntary compliance was not abused.

Highlights

3.1.08 (i) The tax assessment procedure was streamlined in the year
1971 providing for an assessment of the income returned by tax payers
in a summary manner by carrying out only routine adjustments and
without any detailed scrutiny as for other regular assessments. The assess-
ment machinery was also restructured during the year 1978—1984 and
the assessment of important cases with income of Rs. S lakhs or more
was entrusted to senior officers in the rank of Inspecting Assistant Com-
missioners (Assessment). These changes were exnected to bring down the
pendency in assessments and reenlt in fair and correct assessments and
augment Government revenues. The test-check in  audit revealed that the
pendency remained practically as hiesh as beforc and many assessments
were not final due to disputes and appeals.

(ii) Keeping the main obijective of summarv assessment scheme as
reduction in the pendencv. the Central Roard of Direct Taxes substantially
revised their instructions in June 1984 and Mav 1985. and brought
within its fold also company cases with higher incomelloss upto Rs. 25.000.
all trust cases and cases where. prima facie, incorrect deductions and
exemptions were claimed and even first assessment cases. with certain
exception<. The instructions also stated that the returns would be linked
with the assessment records and bharrine checking of the arithmetical
accuracy of the computation of total income and taxes and liability for
interest. penalties etc., no checking of any other short was necessary.
These liberalisations on summary ascessments had not led to any appre-
ciable reduction in the pendency in summary assessment cases,
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The revision of standards of summary assessment schecme from year
to year, especially in March 1985 resultcd in the conversion of @ numcer
of sciutiny cases pending as on that date inio summary cases and conse-
quently in an automatic reduction in the pendency in scrutiny assessments.
‘The scheme of Inspecting Assistant Commissioner (Assessment) was
extended to many more charges from October 1984. The position of
pendency nevertheless, continucd to be static at the end of 1985-86.

The scheme had evidently not succeeded in reducing the pendency
in summary or scrutiny cases.

(iii)) The Economic Administration Reforms Commission (1982-83)
had observed that the controllable &accumulation of arrears lead to
ever incrcasing demand for additional manpower which simply could not
be met and an attempt to tailer the work-load according to tie available
manpower and material resources by streamlining the existing practices and
procedures were called for, The 1985 guidelines for segregation of sum-
mary and scrutiny assessment subject to many conditions and exceptions,
made the exercise cumbersomc, time-consuming and error-prone and the
application of thc scheme more laborious than the assessment proper.

(iv) The Central Board of Direct Taxes had fixed targets for disposal
of summary and scrutiny assessment cases through Annual Action Plans.
Instructions also exist that there should be no rush ot assessments towards
the end of a year and time-barring assessments should not wait till the
last moment. The test audit revealed that the annual disposals were far
below the targets fixed and there was no control over the annual disposals
or over a time-bound programme of even disposals during the 12 months
of a year. The disposal of assessments including time-barring assessments,
generally picked up during the last quarter of a financial year.

(v) The tuccess of summary assesment scheme ir required to be
cvaluated by the results of the sample scrutiny and the extent of com-
pliance of thc procedure prescribed. I'he review results in the number of
assessments selected for sample scrutiny and the number of scrutiny
assessments completed out of such assessments, showed that the procedure
for sample scrutiny had not been followed or had casually been observed,
which showed that the inspection machinery of the Inspecting Assistant
Commissioner and the Board had failed to ensure strict compliance. Also
there was no ¢lement of secrecy kept in the principles of selection of cases
for sample scrutiny. Besides, the basic register prescribed for monitoring
and control of sample scrutiny was not maintained in many charges or
was not in proper form wherever maintained.

The sample scrutiny procedure appaiantly did not act as an effective

deterrent against tax evasion or under-statement of income by dishonest
assessecs.

(vi) According to thc Board's instructions, the Commissioners of
Income-tax are expected to control and inspect the Inspecting Assistant
Commissioner (Assessment) work by a test-check and the Inspecting
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Assistant Commisisoner and Commissioners of Income-tax should keep
a watch over 100 top cases in each unit of assessment. However, no
records or information were produced to audit evidencing the prescribed
checks being exercised regularly and systematically. The substantial irre-
gularities ncticed in test-audit in scrutiny assessments of big assesses
would indicate lack of adequate supervisory control.

(vii) In the field of assessment the accent in rocent ycars has been
on voluntary compliance. Elaboratc instructions have been issucd regarding
the area of operation of the summary assessment scheme and wide publicity
has been given to the scheme to attract voluntary compliance. In May
1985, the Board instructed that no checking of any sort was necessary
except correction of arithmetical errors in income and tax levy of interest.
In June 1985, the Board issued further instructions that the liberalisation
in the limit of summary asscssments was one limb of the policy to ¢nsure
voluntary compliance. In July 1986, the Board issued instructions that
the assessments completed under the summary assessment scheme should
not be reopencd to verify the completeness 6r correctness of the returns or
to correct apparent mistakes by correlation with previous years' retuins
and other information in accounts and documents.

Thewc instructions of the Board led to the asscssing officers to treat the
summary asscssment cases in a routine manner and to accept the
incomes as rcturned without any check. This also cencouraged a large
number of assessces to resort to tax evasion by deliberate under-statement
of incomc.

The types and extent of irrcgularities noticed during test-audit revealed
that the omissions were, by and large, apparent from records or deliberate
under-statcnents by assessces taking advantage of the «chcne and could
have been corrected by reference to the return and the accompanying
documents. The Income-Tax Act also provided for adequate remedial
safeguards to set right such omissions. The instructions of the Board of
July 1986 were, apparently, not consistent with the provisions of the Act
as they frustrated any possible retricval of revenue.

Even the limited test check conducted by Audit revealed escapement
of tax to the tunc of morc than Rs, 8 crores in 5,800 cascs.

(viii) The Finance Minister in his Budget spcech (1985) felt that in
order to make cffcctive use of administrative machinery in reducing tax
cvasion, the empharsis in tax assessments should shift from routinc cxami-
nation of a very large number of returns to a thorough scrutiny of a sample
of cases and where tax cvasion is detected, the penalties should be swift
and severe. The Finance Act, 1985 restructured the rate schedule for per-
sonal and corporate incomes and reduced the incidence of tax to ensure
better tax compliance. In June 1985, the Board issued instructions that the
total policy package to voluntary compliance, which reposcd increasing faith
in the tax payers and sought to ensure that this faith was not abused,
envisaged intensive scrutiny cases while completing scrutiny assessments
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including sample scrutiny cases and relentless investigation. The Board
also spelt out the twin objectives of scrutiny assessments as being—

(a) there should be no error in the assessment so that audit
objections and the need for rectifications do not arise;

(b) each assessing officers should be able to process about half-
a-dozen cases from the prosecution angle.

The substantial audit objections involving legal and other irregularities
noticed in test audit of scrutiny assessments, the belated disposals during
the closing months of a year, the post-assessment collection, and the
disputed additions in the assessments of Inspecting Assistant Commis-
sioners (Assessment) point out that scrutiny assessments did not get the
expected attention as evisaged by the Government.

(ix) (a) In nutshell, the audit review indicates that the expectations
of the summary assessment procedure and the institution
of the Inspecting Assistant Commissioner (Assessment) have
not fully been realised;

(b) the frequent dilution of the summary assessment scheme
by raising the incomejloss limit of summary assessment
cases and reduction in tax rates had not promoted greater
voluntary compliance by tax-payers;

(c) contrary to the Board’s claim that the summary assessment
schemre was not being abused and the outcome of sample
scrutiny was insignificant, the test-audit revealed substantial
tax evasion by the assessees taking advantage of the various
loopholes in the scheme.

(d) the basis of segregation of summary assessment cases by
income!loss limit undermined the purpose of separate film
circles, professional circles etc. for effective tax
administration;

(¢) the assessment, monitoring and control machinery had not
generally proved effective.

Detailed Review

3.1.09 A review of the working of the scheme of the summary assess-
ment procedure vis-a-vis the institution of the Inspecting Assistant Com-
missioner (Assessment) was conducted by the Audit during the year

1986-87 in selected charges. The results of the review are summarised in
the following paragraphs.

Assessment

The Central Board of Direct Taxes have fixed different norms for

disposal of the cases during a year separately under the summary and
scrutiny assessment procedure :

Summary assessment cases S000 cases
Scrutiny assessment cases 75 real assessments
2461 LSS/89—6



33

According to.th'e Board’s instructions (December 1983) the Inspecting
Assistant Commissioners (Assessment) were required to complete all
pending assessments by March 1986 and the Income-tax Officers were
to bring down the pendency in summary assessments substantially.

Assessments for Disposal

3.1.10 The particulars of the total number of assessments, summary
and scrutiny, for disposal, the number of assessments, summary and
scrutiny, for disposal, the number of assessments disposed of and the
number of assessments pending for disposal in respect of the thrce years
1983-84 to 1985-86 are given below :

Year Number of assessments Number of assessments
for disposal completed

Summary Scrutiny Total Summary Scrutiny Total

1 . 2 3 4 5 6 7
1983-84 51,66,348 17,26476 68,92,824 38,40,167 9,71,654 48,11,821
1984-85 4828645 18,16310 66,44,955 42,75,692 11,13,525 5:,89,217
1985-86 63,13,752  7,54,497 70,68,249 54,55436 4,51,521 59,06,957

Number of assessments pending at the
the end of the year

Summary Secrutiny Total
1 8 9 10
1983-84 13,26,181 7,54,822  20,81,003
1984-85 5,52,953 7,02,785 12,55,738
1986-86 8,58,316 292976  11,51,292

The overall pendency as on 31 March 1986 was 11.51 lakhs cases,
made up of 8.58 lakhs summary cases and 2.93 lakhs scrutiny cases, as
against 12.56 lakh cases pending at the end of 1984-85. In terms of
percentage, the pendency worked out to 17 per cent,

Summary assessmend procedure

3.1.11 Since the introduction of the summary assessment procedure
in 1971, the Central Board of Direct Taxes issued instructions almost
every year liberalising the cases to be decided under the scheme with a
view to bringing down the pendency in assessments. According to the
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instructions issued in May 1983, apart from cases assigned to Inspecting
Assistant Commissioners, special circles, search and seizures cases, cases
of suspected tax evasion, company (with income| loss of Rs. 10,000}
Rs. 5,000 and above and with paid p capital of Rs. 5 lakhs and above)
cases, all cases of trust and charitable institutions, all cases of losses ex-
ceeding Rs. 25,000 or of income of Rs. 1 lakh and above, first assessment
cases with income exceeding Rs. 25,000, income-tax cases with net wealth
of Rs. 5 lakhs or more, all re-opened cases and all cases where incorrect
exemptions and deductions are claimed including cases of Sections 64,
40(b), etc., were to be completed as scrutiny assessments, An on-the-
spot assessment scheme was also framed in June 1984 under which all
- returns filed before the due date were accepted across the counter without
any further scrutiny where the income returned as Rs. 50,000 or less as
regards salary assessment cases and Rs. 25.000 or less in other cases. Tn
May 1985. the Board further liberalised the scheme bringing within its
scope broadly all cases with incomelloss upto Rs. 1 lakh other than com-
pany and trust cases and cases requiring investigation and special exami-
nation in special circles, company cases with incomelloss upto Rs. 25,000
and with paid-up cavital upto Rs. 5 lakhs and trust cases with corpus not
exceeding Rs. S lakhs and with gross income of Rs. 1 lakh and above but
excluding first assessments.

Disposal Vs. Target

3.1.12 Under the liberalised procedure each a<sessing officer with the
help of an Inspector is expec'ed to give a disposal of 5,000 cases a year.

The totai number of summary assessments for dicposal. the number
disnosed of and the number pending in respect of the three years
1983-84 to 1985-86, are :

Yenr Niumber ofacsess- Nnumber of disposed  Numbe! pending
ments for disposal of at th2 end of the
vear
1983-84 . . §1,66,348 38.40.167 13.26,181
1984-85 . . 48,718,645 42.75,692 5,52,953
1935 86 . . . 61,12752 54,55,436 8,58,316

The number of cases for disporal under the summary assessment pro-
cedure during the years 1983-84 and 1984-85 were 51.66 lakhs and 48.29
lakhs and the number of cases pending for disposal at the end of these years
were 1326 lakhs and 5.53 lakhs respectively. During the vear 1985-86,
the number of cases for disposal rose to 63.14 lakhs and the pendency at
thc end of that year also increased to R.58 lakhs. Apparently the libera-
lisation of the cases to be covered by the summary assessment scheme con-
fributed to the rise in pendency during 1985-86.



36

In 24 units in 2 Commissioner’s charges in Rajasthan Circle, the test
check revealed that while the disposal in 6 units exceeded the target fix-
ed by the Board, in other units the total number of cases for disposal itself
-was- far less than 5,000 cases. Even then, the disposal was not total in any
of the units and at the end of 1985-86 there was a pendency of 17,387
out of a total of 1,10,405 for disposal. In Tamil Nadu circle, the pendency
in assessments as oa 31st March 1986 was 73,419 cases, registering an
increase in pendency of 47 per cent over that of last year. In Gujarat Circle
in 21 wards under 6 Commissioners’ charges (other than Rajkot) only
1,42,852 cases were completed against 3,05,000 cases, accounting for a
shortfall of 52 per cent. In West Bengal Circle, a test check of 46 units
showed a disgosal of 50,766 cases against 59,726 to be disposed of during
the year 1985-86, leaving pendency of 15 per cent. The position in respect
of Bombay, Kerala and Karnataka Circles is as given below :

Circle No.of No.of  Nb>. Pendency
units cases disposed
Circle  for of
disposal
Bombay. . . . . . . 19  7,28,775 6,43,950 84,825

Coymmissioners

Kerala . . . . . . . 31 75,518 59,694 15,824
(—)56*
Karnataka . . . . . . 39 95,258 75,454 19,804

*[-an;fer to other wards.

Sample scrutiny
Procedure, assessment and inspection.

3.1.13 In order to ensure that the provisions of the summary assess-
ment scheme are not abused, the Board issued instructions in June 1984
and June 1985 according to which 5 per cent of the cases assessed in a
summary manner will be taken up for a thorough scrutiny on a random
sample basis and the required number of cases would be selected in the
month of August as prescribed. The instructions required the Commis-
sioner of Income tax to furnish a certificate to the Director of Organisation
and Management Services (DOMS-IT) by 15 September of the year
that the afuresaid selection has been made. The cases selected during a
year were also to be disposed of during the year.

Tke scheme also contemplated that some of the cases finalised under
the sample scrutiny should be reviewed by the Inspecting Assistant Com-
missioners during their annual inspections. The inspection division of
the Board, during their tours, is also expected to verify whether the
szmpéc srténniny procedure had been followed and submit a report to
the Board.
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The test-check generally revealed that the sample selection for regular
assessment was far below the prescribed percentage, sometimes upto
1 per cent only, and many of the cases so selected were pending assess-
ment at the end of the relevant year. There was hardly any cffective
control over the procedure prescribed by the Board for compliance. The
position in various circles is indicated below:

Circle . . . . De.ficiencies noticed in sample scrutiny procedure.

Tamil Nadu . . . During 85-86,2,717 cases were selected for semple
scrutiny against 18,485 cases to be selectcd on the
basis of the assessments completd under the sum-
maryassessment procedure. Intheearliertwo years
also the percentage of selection did not excccd 1
percent. Out of 9,885 cases selected for scrutiny
for the three years 1983-84 to 1985-86, 5,534 cases
were also awaiting disposal as on 31 March, 1986,

K-rala . . . . . In29 units test-checked, the average percentage of
selection was hardly 3 per cent, The dispose] of the
cages selected was 35 per cent (328 out of 944 cases).

West Bengal . . . Out of 44 units reviewed in 4 Commissioner’s charges
no selection was made in 4 units and in the rest
selection was not made according to the quantum
prescribed. In all the 40 units all the cases selected
were also not finalised during the year.

Rajasthan . . . . Thenumberofcasesto beselected forscrutiny for the
three years 1983-84 to 1985-86 in 2 commissioner’s
charges was 20,710 whereas only 7,797 (2 per
cent) cases were selected.

Madhya Pradesh . . Sample selection was not done in 7 units for 1983-84
and 1984-85. There was short fall in 5 units in
1983-84 and 7 units in 1985-86 ranging from 1to 70
per cent.

Bombay. . . . . In13 units, no sample scrutiny was conducted and in
another 14 units , the percentage applied were less
than the prescribed percentage of 5 per cent.

Gujarat . . . ) . In6units(otherthanRajkot)the percentage of selec-
tion was 1.34 and 3.74 per cent during 1984-85
and 1985-86 and there was a pendency of 10,248
cases for sample scrutiny as at the end of March
1986. In Rajkot charge, out of 10,725 cases
selected durmg 1984-85 and 1985-86 only 3,431
cases were finalised by March 1986.

Karaataka . . . . In 9 units in 2 Commissioner’s charges out of 714
cases selected, 199 only were finaliscd ty March
1986. According to the Action Plan for 1986-87
(letter of July 1986) these pending assessme nts were
not to be subjected to scrutinyin 1986-87.

Puqjad . . . . . Out of § units, sample scrutiny was not done ir one
unit and there was short fall in another.
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Haryana . . . . Outof4,277casesselected for1985-86,321 cascs were
completed under the summary assessment scheme
and anoher 1,125 cases were pending at the end of
the year. .

Bihar . . . . . Out of5 572 and 5,368 cases selected in2 Commissi-

oner’s charges,z /451 and 2593 cases were pending
at the end of March 1986.

Otissa, . . . . . Qut of 2,864 cases selected for sample sciutiny, 1,443
cases were pending at the end of March1986.
Andhra Pradesh . . . In 10 units in 4 Commissioner’s charges no sample

scrutiny was done during the three ycars 1983-84 to
1985-86 andin8 other unitstheselection wasbelow
the prescribed percentage.

Maintenance of prescribed register.

3.1.14 According to the instruction issued i July 1977, a rcgmter
called the Sample Scrutiny Register is required to be maintained in
summary assessment charge$ to record the results of scrutiny in respect
of cases picked up for -sampl: scrutiny out of assessments made under
the summary assessment scheme. The columns in the Register are designed
to indicate the net total income as per re'urn, and the actual a:sessed
income after scrutiny. The Register also gives an indication of cases
transferred to special circle etc., requiring investigation.

In 10 States covering 24 Commissioners’ charges test-check in 244
units indicated that in 75 units the prescribed Register was not maintained
and in another 91 units the Register was not maintained in the proper
form. Evidently, no effective control over the procedure of random
sampling of cases and the monitoring of sample scrutiny of the cases so
selected exisied in the department.

Results of test-andit »
3.1.15 During test-audit of the summary assessment cases decided
by the department irrecularitics were noticed in 5.836 cases involving
a total revenue effect of Rs. 837.79 lakhe. The mistakes feel broadly
under the follomng categories :

N im: of icregularity No. of Tax effect
cases (inlakhs of rupees)
(i) Arithm-tial errors in return, accounts and documents 283 36.56
(i}) O n'ssion to disallow any deductjon, allowance or 4,437 626.43
relief, prima facne madmnssnble but clanmed in the
return

(iii) Trregularsetof andcarryforward and set offofun-
absorbadlosses, depreciation etc., and certain

other reliefs 264 32.15

(and excess carry
forward and set off
of losses of Rs.

17.09 lakhs).

(iv) Othsrirregularities viz., incorrect adopuon of
status, nonadopllon of correct share income,
income escaping assessment, irregular refunde

non-levy of interest, penalty etc. . 852 142 .65
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Mistakes of Law

3.1.16 Under the Income-tax Act, the summary assessment is to be
completed by making the following adjustments :

(a) rectification of ari:hmetical error in the return, accounts or
other documents ;

(b) giving effect to unabsorbed depreciation invesiment allowance,
losses, etc. as provided in the Act.

According to the instructions issued by the Board in May 1985, apart
from cnsuring the arithmetical accuracy of the computation of the total
income and tax and liability for interest, etc., no other checking of any
sort would be necessary. These instructions did not require to  verify
the correctness of the amount of losses, deficiencies etc., determincd in
earlier years for carry forward in so far summary assessments are
concerned.

On test-check it was noticed that in 15 Commissioners’ charges in
Karnataka, Delhi and Kerala Circles, arithmetical mistakes in the return
filed by the assessees were not corrected by the assessing officers in 127
cases having a tax effect of Rs. 26.32 lakhs. In 66 Commissioners’ charges
in 264 cases incorrect or excess carry forward of an set off of loss|deficiency
of R;i 17.09 lakhs involving revenue effect of Rs. 32.15 lakhs was also
noticed.

(i) Arithmetical errors in the returns, accounts, or other documents

In one case iu Kerala circle, due to an arithmetical mistake the incomec
;)vashs short-computed by Rs. 1,60,000 involving revenue cffect of Rs. 1.16
akhs.

(ii) Irregularities in carry forward and set off of losses, etc.

Bombay (a) In one casc for the assessment  year 1984-85,
a loss of Rs. 21,830 arrived at after deducting
the brought forward losses of Rs. 1,88,098
in respect of previous years from the tax-
able income of Rs. 1,66,266 was accepted
as returned, though the correct loss to be
carried forward and adjusted as per records,
was Rs. 56, 179 only (Under-charge of t&x
of Rs. 63,876 including interest leviable).

(b) In another case the returned income of
Rs. 5,000 for assessment year 1983-84 after
adjusting business losses of assessment
years 1973-74 and 1974-75 was accepted,
though thesc losses incurred beyond eight
assessment years preceding were not avail-
able for set off under the Act (Short levy
of tax of Rs. 26,733).
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Haryana Inonecase setoff of loss of Rs. 5,02,595 claimed
for the assessment year 1984-85 and 1985-86
was allowed, though the business in which the
loss was incurred was not carried on during
the previous years.

. Andhra Pradesh In another case for the assessment year 1982-83,
the assessing officer did nct allow the carry
forward loss of Rs. 1,41,390 for assessment
years 1980-81 and 1981-82 in the scrutiny as-
sessments made but for assessment year 1983-84,
the assessee filed a return setting off ot the afore-
said loss which was allowed.

Irregular disposals under the scheme

3.1.17 According to the Board’s instructions of 1985, cases assigned
to Centra] Circles, Special Investigation Circles, Special Circles, etc., and
new cases do not come under the purview of the scheme and are always
to be completed as scrutiny assessment cases.

In Punjab circle in 21 units the scheme was not implemented.

In Tamil Nady and Haryana Circle, in 5 Commissioners’ charges
(6 units), the test-check indicated that 1,284 cases assigned to these
charges were erroneously completed in a summary manner.

In Madhya Pradesh, Himachal Pradesh and Andhra Pradesh Circles,
in 33 units (5 Commissioners’ charges) the Demand and Collection
Register for 1984-85 showed that 2,103 assessments were completed under
the scheme, including one company case, though not covered by the
Board’s instructions. Similar irregular assessments were also made in 5
units in 3 Commissioners’ charges in Jammu and Kashmir and Karnataka

Circle.

In Uttar Pradesh circle 279 cases in 18 units test-checked, were
completed under swrmmary assessment though the cases were not covered
by the Board's instroctions.

In Andhra Pradesh, 116 new cases were assessed under the scheme
contrary to the Board’s instructions.

A registered firm in Tamil Nadu filed the return of income for the
asscssment year 1984-85 due on 31 July 1984, on 5 August 1985 dis-
closing a total incom: of Rs. 1,60,540 without applying for extension
of time for filing the return. A revised return was filed by the assessee
on 30 October 1985 declaring a reduced total income of Rs. 72,084
which was accepted by the assessing officer and assessment completed
under the “summary assessment scheme” in December, 1985, though the
original return was not filed within the statutory time limit prescribed
and the assessee was ntt entitled to furnish the revised return. As the
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income disclosed in the origina] return exceeded Rs 1 lakh, the assesssee
was not cntitled 10 be assessed under the “summary assessment scheme”,
and the return shovid have been subjected to detailed scrutiny.

Cases, Prima facie, requiring scrutiny comgpleted under the new procedure

3.1.18 According to the scheme, all cases with returned income of
Rs. 1 lakh and above will require scrutiny assessment. The test-audit
disclosed that many assessees filed returns for the relcvant years with
returned income less than Rs. 1 lakh by adopting a lower profitate that
in earlier years, by deliberate arithmetical or copying mistakes, and by
claiming inadmissible allowances and deductions and incorrect exemptions
so that they are covered by the summary asscssment procedurc. A few
instances :

et

(i) Adoption of low profit rate

Andhra Pradesh A firm engaged in contract works returned a
profit of 10 per cent of the net bills for the as-
sessment year 1982-83 but in the scrutiny as-
sessment the assessing officer estimated the pro-
fit at 11 per cent of the net bills. For the next
two assessment years completed under the
summary assessment scheme,t he assessee showed
a profit of 1.5 per cent and 0,63 per cent of the
net bills returning Rs. 79,070 and Rs. 49,770
only as against Rs. 7,73,175 and Rs. 8,82,126
at 11 per cent of the net bills.

Rajasthan In the assessment for the years 1983-84 and
1984-85 completed as scrutiny assessments,
the net profit rate of 8 per cent adopted was
accepted by a firm. In the assessment for the
next vear 1985-86, a net profit rate of 4.3 per
cent and an income of Rs. 76,490 was returned
and assessed. At 8 per cent rate, the inccme
would have becn assessed at Rs. 1,21,676.

Madhya Pradesh In the assessments of 5 assessess in 2 Com-
missioners” charges for the assessment years
1980-81 to 1985-86 completed during 1985-86
under summary assessment scheme, the as-
sessees returned the profit rates less than that
applied by the assessing oiticer in earlier years
in scrutiny ossessments which were either
accepted by the assessee or confirmed in appeals.
The consequential under assessment was Rs.
10.37 lakhs involving short levy of tax of
Rs. 4.50 lakhs.

Orissa In one casc a rgistered firm of contractors
was assesscd under scrutiny assessment proce-
dure for assessment ycar 1984-85 estimating

2461 LSS/89--7
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the profits at 12.5 per cent of the net receipts.
In the assessment for assessment year 1985-86
the assessee returned a profit rate of 8 per cent
(Rs. 95,210 only on net receipts of Rs.12,06,031.)

(i) Dzliberate arithmetical or copving mistakes

Andhra Pradesh

Madhya Pradesh

Haryana

Punjab

Himachal Pradesh

West Bengal

Assam

(a) Tn one case of an assessce for the assessment

year 1985-86, an assessee firm worked out
the tctal income as Ks. 1,70,460 in the state-
ment of total income appended tc the return
but rcturned only Rs. 94,196 in the return
proper.

(b) In another case, the total of the credit side

of the trading account was struck at Rs.
21,32,313 instead of Rs. 22,32,313 and the
gress profit was computed less by Rs. 1 lakhs
for the assessment year 1985-86.

In the assessments of 5 contractors for the

assessment years 1983-84-to 1985-86 in 2 Com-

missioners’ charges contract receipts were offered
less by Rs. 13.10 lakhs than the actual receipts

shown in the certificates granted by the Gcvern-

ment departments, autoncmous bcedics for

works executed.

In one case against the earned busincss income
of Rs. 23,18,901 a sum cf Rs. 21,06,357 only
was returned for assessment leading to under
assessment of incom: of Rs. 2,12,544.

A firm enaged in the businzss of exccution of
coatract accounted for reccipts amounting tc
Rs. 2.40 lakhs, whereas the actual receipts
amounted to Ks. 5.11 lakhs for asscssment
ycar 1984-85.

In onc case closing stock of timber of
Rs. 29,80, 357 in the trading account of
business was not included in the balance
sheet and income involving tax effect of
Rs. 15.16 lakhs escaped asscssment.

In onc case, the clesing stock was incorrectly,
shcwn in the accounts as Rs. 5,17,337.87 in-
stead of the correct figure of Rs, 6,17,337.87
involving under charge of tax of Rs. 22,287.

An individual engaged in contract wcrks also

derived somz income from other sources during
the assessment years 1983-84 and 1984-85. As
per deed of agreement submitted alongwith
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the return for thc assessment year 1981-82,
the contract work of the assessee was being
not done through two agents on payment of
2 per cent commission to each of them on
the net contract receipts. Accordingly, in
the assessment for the assessment
year 1982-83 the  assessing  officer
treated these commission as charges to con-
tract work and thcreafter profits on contracts
work was worked out at 9 per cent cf the con-
tract receipts. In the assessment years 1983-84
and 1984-85 the contractor executed the samc
work in addition to a year 1984-85. But at the
time of computation of profit on contract work
for assessment years 1983-84 and 1984-85, the
assessee estimated profit at 7 per cent for old
works and 8 per cent for some new works for
the assessment yecar 1984-85 and deducted 4
per cent commission from contract receipts.
Applying the same principle and rate of 9 per
cent as was assessed for the assessment year
1982-83 for old work and taking 8 per cent
declared profit for new works, the profit from
contract werks stood at Ks. 294,726 and
Rs. 2,03,404 for the assessment years 1983-84
and 1984-85 respectively. While completing
assessments for the assessment years 1983-84
and 1984-85, the assessing oificer accepted the
profit as disclosed by the asscssee lcading to
under assessment of income of Rs. 1,656,398
and Rs. 1,82,30%4 with resultant under charge
of tax of Rs. 2,32,584 in aggregate.

An asszssec showed for the asscssment year
1985-86 gross profit of Rs. 9,57,174 in the
Trading Account whereas the gross profit as
per the certified statement of the Clhrtered.
Accountant was Rs. 10,61,924 due t* I .. .ale
shown. Income short computed aa ;! to
Rs. 1,04,750 (tax effect Rs. 57,913;

(2) Deduction aggregating <. 2.52,393 on
export of goods for m:rcaindise under
Section 80 HHC was allowed i assos-
sment year 1983-84 tc 1934-85 without
veriflying the fulflm:1t of conditicns
(Revenuc effect Rs. 34.033).
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(b) Deduction under Section 80 RRA was
claimed and allowed on gross emoluments
instead of on 50 per cent on the amounts
received in foreign currency (Revenus
effect Rs. 33.898).

(a) Invcstment allowance and depreciation
aggregating to Rs. 2,31,430 was allowed in
agsessment year 1985-86 without any check
in the case of a firm dealing in stationcry
and printing works (Revenuc effect Rs.
1,02,268).

(b) Depreciation of Rs. 2,32,020 debited to
accounts was not added back before al-
lowing admissible depreciation (Revenue
effect Rs. 79.085 net).

Income from leased hotel was assessed as busi-

2ss income instead of house property income
(Revenue effect Rs. 1,24,545 in asszssment
years 1983-84 and 1985-86).

A trust, the shares of which werec held to be
indeterminate for assessment year 1978-79 to
1981-82, was assessed at ordinary rate instead
of the maximum marginal rate for assessment
years 1983-84 and 1984-85 (Revenue effect
Rs. 40,398).

(a) Investm:znt allowance of Rs. 1,92,133 on

exacavator ladder costing Rs. 7,68,531 was
allowed in asszssm:nt year 1985-86, though
the assessee had leased it out and had
received only hire charges (Revenue effect of
Rs, 67,177).

(b) Double claim of lorry hire account’ expenses
of Rs. 64,513 was allowed in assessment
year 1985-86 (Revenue effect Rs. 37,359).

(c) Reserves carried to balance shect of Rs.
3,36,133 were not disallowed in assess-
ment years 1984-85 and 1985-86 (Revenue
effect Rs. 1,98,614).

(d) The Board in their instructions issued in
March 1980 pointed out that, where reccipt
audit finds a systematic abuse of’ a conces-
sion by a group of assessecs involved in the
assessmants completed under summary
assessmant scheme, such instances have to
bz brought to the notice of the Board for
further investigation,
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Six assessees who took voluntary retirement
from an industrial company during the
previous years relevant to assessment ycars
1983-84 and 1985-86 reccived in addition
to pay and allowances upto the date of re-
tirem>nt, amount of gratuity and ex-gratia

compensation which were taxable. The
certificates oftax deducted at sources
enclosed to the recturns of income by the
ass2ssecs showed that the cmployer had
rightly deducted tax from the payments
made towards gratuity and ex-gratia com

p:nsation. The rcturns of income filed by
one assessee for the assessment year 1983--
84, threz asscssecs for the asscssment year
1984-85 and two assessees for the assess-
meant year 1985-86, showed considerable
amounts as losses arising from the business
ventures stated to had been  started by
them shortly after rectirement. These losscs,
when set off against their salary income
reduced their total incom: to such a figurc
asto rosultin a refund of mojor portion
of the tax deducted at source.

From their total salaries of Rs. 3,35, rcturned
(after allowance of standard deduction),
a total business loss of Rs. 1,86,346 was
claimzd and allowed to bz set off in the
assessments coaclud:d  under  summary
assessment scheme between March 1985 and
June 1986 and refunds amounting to
Rs. 77,750 cut of tax deducted at source
of 96,609 were made to the six assessees.

Audit scrutiny revealed that: —

(1) from profit and loss accounts and bal-
ance sheets enclosed to the returns the
niturc  of business  activitics could
not b> ascertained and though the names
of the business indicated that two were
engincering works, and two were traders,
nevertheless the type of articles or things
produced or traded in were not specified,
in two other cases the activities were not
named.

(i) Rents ranging from Rs. 500 to Rs 3,200
were claimed though these were shown as
proprietary business and the activities of
manufacture, processing or trading were
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conducted in the residential premises of
the assessees.

(iii) There was no indication of any licence
fee on this account for obtaining licence
from Government or City Corporation
thou *h essential before starting a business.

(iv) The partics from whom machinery or
furniturc was purchased or invoices ctc.,
supporting the purchases werc not avail-
able, although depreciation and investment
allowance on such machinery were claimec.

(v) The source and extent of fixed or working
capital, viz., the nature and extent of savings,
if aay (apart from retirement benefits) and
the nature, extent and details of creditors
from whom borrowings were made, were
not cxplained.

(vi) In the case of onec assessec the profit &
loss account and balance sheet were signed
by a pcrson other than the assessee
although the assessee had not appointed
anybody as his authorised representative.

(vii) Nonz of the assessces filed returns
for subsequent years i.e. 1985-86 or 1986-87,
even though they had incurred losses in
business. One of the six assessees showed
a net business loss of Rs. 40,398 for the
assessment year 1985-86 but no return
was filed for the asscssment ycar 1986-87
so as to take advantage of the provisions
in the Act for carry forward and set off of
business losscs. All the assessment were
concluded under summary assessment
scheme with reference to the income
returnsd with no further scrutiny and
refunds of Rs. 77,750 were allowed to
the six assessces.

(¢) Interest paid to wives of partners of a regis-
tered firm governed by Portugese Civil
Code aggregatingto Rs. 1,24,620 was not
disallowed in assessment year 1983-84
(Revenue effect Rs. 79,714).

(f) Payments exceeding Rs. 2,500 in each casc
made in cash aggregating to Rs. 83.66
lakhs in assessment year 1985-86 in 8 cases
of assessees for which no justification was
forthcoming from the prescribed audit report
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were  not disallowed  (Revenue  effect

Rs. 45.08 lakhs).
Aadhra Pradesh (a) Short-terin capital gains of Rs. 1.5 lakhs
was erroneously exempted under Section
54 of the Act (Revenue cffect Rs. 75,147).

(b) Incorrect allowance of investment allow-
ance on weigh bridge in the hands of a
firm engaged in purchasc and sale of coal
and paper (Revenue eftcet Rs. 70,733).
Bihar In ths case of a trust which provided for a 25
per cent income tc the author of the trust,
the author was not assesscd onfull income cf
the trust (Revenue cffect Rs. 1,98,862).
Madnya Pradesh Incomz from sale of a land in sm=ll lots by
five incividuals was not assessed as business
income in the hands of an association of persons
(Revenue ecffect Rs. 1,27,313).

Bihar, West Bengal, Unpaid sales tax and purchase tax were not

Assam disallowed (Revenue cficet  ils. 3,67,459 in
assessment years  1954-85 and 1985-86 in 5
cascs).

Refunds

3.1.19 Under the Income-tax Act refunds may be granted in cases
where the taxes paid in advance cxceed the tax determined on regular
assessment. In 1,113 cases in Madhya Pradesh and Bombay Circles, the
assessments under the summary assessment procedure resulted in refunds
though in the carlier years in the assessment completed under the scrutiny
assessment procedure no refunds were due to the assessees and the
assessments had resulted in demands,  Besides, in 47 cases in Madhya
Pradesh and Haryana Circles, the assessments were completed though
the assessees were new assessces. In 16 Commissioners’ charges
test-check revealed that in 6,405 cases large refunds were granted

apparcntly without verification of the genuineness of  the certificates|
challans for pre-paid taxes.

A test-check was conducted in West Bengal Ciicle between October
1986 and January 1987 in four income-tax wards under a Spccial Survey
Circle with a view of checking the correctness of refunds issucd on the
strength of the tax deduction certificates filed with returns, it was revealed
that in the regular assessments of income in respect of 102 assessees for
the assessment ycars 1983-84 to 1985-86 completed in a suinmary manner
between July 1985 and February 1986, a total demand of Rs. 33,848
was raised against the tax deducted at sourcc amounting to Rs. 13,44,304
and the excess of Rs. 13,10,546 was refunded.
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Verification in audit of the correctness of the tax deduction certificates
filed by these assessces revealed that the persons who had issucd the tax
deduction certificates were not borne on the books of the department and
were not being assessed. In the circumstances, the genuineness of the Tax
Deduction at Source Certificates issued could not be established and the
genuineness of the refunds of Rs. 13,10,456 on the basis of the certificates
was not susccptible of verification. The tax deducted at source apparently
not having been realised, there is also no demand raised of Rs. 33,84%.

Reduced demand

3.1.20 In Uttar Pradesh Ciicle in onec Commissioner’s charge, the
number of assessments completed under the summary assessment proccedure
in 1985-86 was 1,49,556 as against 1,07,193 in the earlicr ycar 1984-85.
Despite the increase in assessments by 39.5 per cent, the demand created
dropped by 24 crores (33 per cent) in 1985-86.

Scrutiny assessment  procedun:

3.1.21 The particulars of the numbers of ascessments for disposal, the
number of assessments completed and the number of assessments pending
for the 3 ycars from 1983-84 to 1985-86 are as under :

Ycar Number of assess- Number of assess-  Nun ber of assess-

ments {or dispe ments completed monts pendirg
1983-84 17,26,476 9,71,654 7,54,822
1984-85 18,16,310 11.13.525 7,02,785

1985-86 7,54.497 4,51,521 292976

The pendency as on 31st March 1986 was 2.93 lakhs against a total
of 7.54 lakhs for disposal. The corresponding figures for the carlier 2
ycars were 7.02 lakhs and 7.55 lakhs as against 18.16 lakhs and 17.26
lakhs. In teims of percentage the pendency for the 3 ycars 1983-84 (o
1985-86 werc 4.3. 3.9 and 3.9. Evidently, there is no reduction in the

pendency at the end of 1985-86 vis-a-vis 1983-84.

Fendency in Inspection Assistant Commissioner (IACS) charges

The total number of assescces, the number of ascessments for disposal,
the number of assessments finalised and the number of pending assessments
in respect of the 87 Inspecting Assistant Commissione: (Asscssment)
charges (test-checked) for the yecars 1984-85 and 1985-86 arc :

Year No. of assessces  No. of No. of No. of
assessments assessments assessments
for disposal finaliscd pending at

during the year the end of the
year
1984-85 10,534 23,615 10,955 12,660

1985-86 10,882 23,529 11,583 11,946
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According to the instructions issued by the Central Board of Direct
Taxes in July 1984, the assessing officers in Inspecting Assistant Com-
missioner (Assessment) charges were required to complete all the pending
assessments by 31 March 1986. Out of the pendency of 11,946 cases as
on 31 March 1986, 5,018 cases were, however, arrear assessments Whlch
should have been finalised by 31 Marc];, 1986.

Disposal Vs. Target

The Board issued instructions in December 1983 that the annual

disposal of the cases by the unit of an Inspecting Assistant Commissioner
" (Assessment) would be a minimum of 75 real income-tax assessments
and that the Commissioner of Income-tax would closely moaitor the
functioning of the assessing officer. The instructions stipulated that the
assessment of a firm and its partners and of a company and its directors
should be completed simultaneously.

Out of 85 charges test-checked, in 34 charges the annual disposais
fell far below the target fixed by the Board and the shortfall in the
various charges varied from 43 per cent (32) to 73 per cent (55). In
other charges, the quantum of disposal was on an average 192 cases.
However, the total number of assessments completed was inclusive of
assessments of partners, beneficiaries of trusts, etc., which did not re-
present real income-tax assessments.

Trend of disposal

The scheme of the Act and the general instructions of the Board
regarding completion of regular assessments suggest that there should
be no rush of assessments towards the fag end of a year and that the
assessing officer should maintain an even flow of disposal of asscssments
monthly.

The trend of disposal indicated that there is no even distribution of
month-wise disposals and a very large number of assessments were¢ always
completed during the last 3-4 months, especially during March. Out of
11,583 assessments completed during the year 1985-86, the disposals
during the first 8 months was 4,118 cases only the remaining 7,465
assessments were completed during December to March. The total number
of assessments completed during March alone was 3,136 cases.

Administrative control

According to the instructions of the Board (August, 1981 and Decem-
ber 1983), the Compnissioner of Income-tax will closely monitor the
functioning of the Inspecting Assistant Commissioner (Assessment) and
conduct an annual inspection of Inspecting Assistant Commissioners
(Assessment). In the absence of any information in this regard, the
extent of control over the Inspecting Assistant Commissioner’s assessments
is not verifiable in audit.

2461 LSS/89—8
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3.1,22 Result to test-audit .

In their 217th Report (1983-84), the Public Accounts Committee
had commented that the institution of the Inspecting Assistant Commis-
sioner (Assessment) had not played the meaningtul role expected ot them
and desired the Ministry of Finance to undertake a study of its functioning.
Accordingly, the Board issued instructions in July 1984 and expected the
Inspecting Assistant Commissioners to make statutorily and arithmetically
correct assessment so that there is no scope for any audit objection of
the Internal Audit -and Revenue Audit.

Despite the strengthening of the assessment machinery with senior
officers of the department, sizeable number of audit objections have been
noticed both by the Internal Audit and Statutory Audit. T'he total number
of such objections raised during the year 1985-86 was 1,917 involving
under charge of tax of Rs. 80.14 crores, Of these under-charge of tax ot
Rs. 68.17 crores in 11,479 cases was pointed out by the Revenue Audit
alone. These mistakes were detected in 10,035 cases produced for audit
out of 11,537 cases selected for audit during the year.

The test-audit also indicated that a substantial part of the additions
made in assessments was disputed in appeal and the post assessments
collection was comparatively very small.

Non-production of records

3.1.23 There are instructions of the Board (1977) that the assessing
officer should exercise adequate supervisory control to ensure that cases
required by Revenue Audit Parties are made available to them in time
and that on no account should any record be withheld from audit. During
the year 1985-86, however, 1502 cases called for, were not produced for
scrutiny in audit.

Emphasising the need for intensive scrutiny in certain selected cases,
the Board issucd instructions in November 1983 stating that Commissioners
and Inspecting Assistant Commissioners should actively associate them-
selves in pre-assessment scrutiny in some selected cases and drafting of
questionnaires and that it would include watching of the important events
in 100 top cases. The Board also instructed that the Director General
(Investigation) will watch the progress made in the top 100 cases of the
country for efficient supervision and control over the work.

The information regarding the list of the top 100 cases were not
produced to audit in 6 Commissioners’ charges test-checked. One Com-
missioner of Income-tax reported that no separate record is being main-
tained about the various instructions issued by the Inspecting Assistant
Commissioners to Income-tax Officers in the completion of the assessments.
In three other Commissioners’ charges the required number of cases
was generally not selected and there was also no proper follow-up action
taken regarding issue of instructions in respect of the cases selected.

The paragraph was referred to the Ministry of Finance for comments
in September 1987; the reply from the Government has not so far been
received (15 December 1987).



ANNEXURE 2

Provision of Section 143 of the Income Tax Act as amended by the Direct
Tax Laws (Amendment Act, 1987)

48. For section 143 of the Income-tax Act, the following section shall
be substituted, namely :—

“143. (1) (a) Where a return has been made under section 139, or in
response to a notice under sub-section (1) of section 142,—

(i) if any tax or interest is found due on the basis of such return,
after adjustment of any tax deducted at source, any advance
tax paid and any amount paid otherwise by way of tax or in-
terest, then, without prejudice to the provisions of sub-section
(2), an intimation shall bc sent to the assessee specifying the
sum so payable, and such intimation shall be deemed to be a
notice of demand issued under section 156 and all the provi-
sions of this Act shall apply accordingly; and

(ii) if any refund is due on the basis of such return, it shall be
granted to the assessee. Provided that in computing the tax or
interest payable by, or refundable to, the assessee, the follow-

ing adjustments shall be made in the income or loss declared
in the return, namely :—

(i) any arithmetical crrors in the return, accounts or dccuments
accompanying it shall be rectified;

(ii) any loss carried forward, deduction allowance or relief, claimed
in the returns which, on the basis of the information available
in such return, accounts or documents, is prima_facie admissible
but which is not claimed in the return, shall be allowed;

(iii) any loss carried forward, deduction, allowance or relief claimed
in the rcturn, which, on the basis of the information available
in such return, accounts or documents, is prima facie inad-
missibles, shall be disallowed.

(b) Where, as a result of an order made under section 147 or secticn
154 or section 155 or section 250 or section 254 or section 260
or section 262 or section 263 or section 264, or any order of
settlement made under sub-section (4) of section 245D relating to
any carlier assessment ycar and passed subsequent to the filing
of the return referred to in clause (a), there is any variation in
the carry forward loss, deduction, allowance or relief claimed in
the return, and as a result of which,—

(i) if any tax or intcrest if found due, an intimation shall be sent
to the assessee specifying the sum so payable, and such intima-
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tion shall be deemed to be a notice of demand issued under
section 156 and all the provisions of this Act shall apply ac-
cordingly, and

(ii) if any refund is due, it shall be granted to the assessee :

Provided that an intimation for any tax or interest due under this
clause shall not be sent after the expiry of four years from the
end of the financial year in which any such order was passed.

(2) In a case referred to in sub-section (1), if the Assessing Officer
considers it necessary or expedient to ensure that the assessce
has not understand the income or has not computed excessive loss
or has not under-paid the tax in any manner, he shall serve on
the assessee a notice requiring him on a date to be specified
therein, either to attend his of or to produce, or cause to be
produced there, any evidence on which the assessee may rely in
support of the return :

Provided that no notice under this sub-section shall be served on the
assessee after the expiry of the financial year in which the return
is furnished or the expiry of six months from the end of the
month in which the return is furnished, whichever is later.

(3) On the day specified in the notice issued under sub-section (2), or
as soon afterwards as may be, after hearing such evidence as the
assessee may produce and such other evidence as the Assessing
Officer may require on specified points, and after taking  into
account all relevant material which he has gathered, the Assessing
Officer shall, by an order in writing, make an assessment of the
total income or loss of the assessee, and determine the sums pay-
able by him on the basis of such assessment.”



ANNEXURE 3
Copy of CBDT’s instructions dated 18 Mav, 1985

During the Commissioners’ Conference, 1985, certain recommendations
were made to speed up the disposal of income-tax assessments with the
manpower available and to reduce the ever increasing backlog. The
recommendations made in this Conference have beem examined by the
Board and 1 am directed to say that in supersession of all existing
instructions on the subject, the following procedure will now be adopted.

2. Assessments in the following types of cases will be completed under
section 143(1) of the Income-tax Act, 1961 on the basis of the returns
after linking them with the assessment records :

(a) All cases other than company and trust cases, with returned
incomel|loss upto Rs, 1 lakh;

(b) Company cases with returned incomeloss upto Rs. 25,000 and
paid up capital not exceeding Rs. 5 lakhs;

However, the first assessment in all new company cascs
will be a scrutiny assessment.

(c) All trust cases and cases of charitable institutions having
income below Rs. 1 lakh before applying the provisions of
section 11 of the Act provided the corpus of the trust does
not exceed Rs. 5 lakhs.

However, the first assessment in all trust cases will be scru-
tiny assessment.

3. In the above cases, the arithmetical accuracy of computation of
total income and taxes will be ensured and liability for penalty, interest
C.DS. etc. if any, will also be checked. No other checking of any sort
will be necessary. All pending assessments in such cases will alco be
completed in the same manner alongwith the current assessments.

4. However, cases assigned to I.A.Cs (Assessment), Central Circles,
Special Investigation Circles, Special Circles, Search and Scizure cases.
cases re-opened under section 147 and those selected for scrutiny on a

random sample basis, etc. will not come under the purview of this
scheme.

S. All other cases (i.e. cases where the assessments are not tc be
completed in a summary manner), will be dealt with under the normal
procedure of law.
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6. When assessments in cases mentioned in above are completed
under section 143(1) of the Act and there is no additional demand
or refund, demand notices and copies of assessment orders will not be
issued but an intimation that the assessment has been completed under
section 143(1) resulting in ‘nil’ demand|refund will be issued in the
attached  form. This intimation may be got printed in the form of an
inland letter and issued after writing the name and address of  the
assessee.

7. Summary and scrutiny cases should be entered separately in the
Demand and Collection Registers.

8. The intimation of penalty proceedingsicompletion of penalty procced-
ings already initiated will be governed by the instructions which are being
issued separaiely. However, interest under the relevant provisions will be
levied. v R,

9. Five per cent of the cases where assessments are completed in a
summary manner will be taken up for scrutiny on a random sample basis.
The Commissioners shall lay down the random number and the L.I.Os.
should complete selection of cases for random scrutiny by 31st August of
the year. This should be done under the supervisoin of the I.A.C. The
number of cases selected and disposes of should be shown separately in
the Central Action Plan-II Statement. The instructions laid down for
completion of assessments in cases selected for scrutiny on random basis
will continue to be observed.

10. The above instructions will come into effect immediately. These
may kindly bc brought to the notice of all the officers working in your
charge.

11. Hindi version will follow.



ANNEXURE 4

Copy of CBD1’s Circular No. 47 (D.O. F. No. 17|1|86-OD-DOMS)
dated the 8th July, 1986
SUBJECT : Action Plan for 1986-87

Action Plan for 1986-87 has been finalised. The targcts have been
determined after taking into account available resources and past per-
formance (Annexure-1). There are many areas of work which have not
been included in the Action Plan. Those arcas have to be taken into care
of by the Commissioners at their own level.

2. It is important that the available manpower is deployed with a
view to ubtaining the best results. For this purpose, work norms in respect
of the important areas are given in Annexure-1l. The available manpower
should be deployed and workload distributed strictly in accordance with
these norms. The quantum of work for each assessing Ofticer should be
fixed in terms of absolute numbers. As an Administrator, you have to
ensure that no officer is under-worked or over-worked at any time. This
exercise should be undertaken immediately and the results reported by
31st July, 1986 in the prescribed proforma (Annexure-111) to DOMS.

3. In order to bring the workload of scrutiny cases under control, it
has been now decided to extend the summary assessment scheme to
W.T. also. lnstructions in this regard are being issued by the Board
separately. Another step in this direction is the decision to dispose of all
brought forward sample scrutiny cases summarily. The number of sample
scrutiny cases has also been reduced considerably. If you read the instruc-
tions in Annexure-1I carefully and organise your work accordingly, you
would be able to achieve all the targets laid down in the Action Plan
without any difficulty.

4. It is necessary to ensure that all the pending summary assessments
are disposed of well before 31-3-87. For this purpose, you may constitute
special squads and ask the IACs to supervise them personally. Please
ensure that incomplete disposal under the Summary Assessment Scheme
does not create come-back jobs like failure to adjust pre-paid taxes etc.

5. The Action Plan for 1986-87 shall apply to the Central Charges
also. For these charges, however, there would be no target in regard to
the reduction of current I.T. demand.

6. I may add that there should be no delay in the submission of
Quarterly Control Statement and Monthly Telegraphic Reports in respect
of CAP-I & CAP-II. This information has now to be fed into the personal
computer of the Finance Minister who reviews the performance of the
department every month.

(Note : Annexures to this circular not attached).
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ANNEXURE 5
Copy of CBDT’s Instructions dated 1-4-87

Instruction No. 1753
Sample Scrutiny—Instructions regarding—

Attention is invited to Instruction No. 1072 dated 1-7-1977 on
the above subject. At para 15 of this Instruction it was stated as
follows :—

“Some of the cases in which assessments have been made under
the summary assessment scheme should be picked up for
scrutiny. This should not be done by reopening under section
143(2) (b) an assessment already complete in summary man-
ner under section 143(1). The scrutiny should relate to the
assessment which will be taken up in the following year.”

The same instruction was reiterated in Board’s instructions
No. 1173 dated 8-5-1978. Further as per the existing proce-
dure, as laid down in Instruction No, 1072 and reiterated in
Instruction No. 1381 dated 5-2-1981 and 1508 dated
13-5-1983, cases for sample scrutiny are to be .sclected in
the month of August in every financial year.

2. In view of the decision to computerise summary assessments from
the financial year 1987-88, in place where computers have been introduced
it is intended to centralise receipt of returns and forward all returns
failing under the summary assessment scheme to the Computer Centre for
processing. Thus it may be difficult to segregate the returns relating to
the cases chos:n for sample scrutiny. It is also possible that in some
cases assessments would have been completed before August when cases
are chosen for sample scrutiny.

3. In this background Board have re-examined the procedure for
selecting cases for sample scrutiny and it has been decided that in cases
chosen for samlplc scrutiny, if the assessment has already been completed
under section 143(1) by the Computer, the proceedings should be re-
opened under section 143(2) (b) of the Income-tax Act in scrutiny. The
exilsting instructions on the subject are, therefore, modified to this extent
only.

4. These Instructions may be brought to the notice of all the officers
working under you.

[F. No. 201|10/87-ITA(II) dt. 1-4-1987 from Central Board of
Direct Taxes]
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ANNEXURE 6

Statement of Conclusions and Recommendations

Sl.  Para  Ministryy  Recommendations and Conclusions
No. No. Deptt. con-
cerned
1 2 3 4
I. 2.20  Deptt. of The Committee note that as a result of
to Revenue amendment to Section 143 of the Income-tax
2.22 Act effective from | April, 1971, the assessing

oificers were authorised to rectify arithmetical
errors, allow/disallow deductions, allowances,

‘reliefs etc. and finalise assessments; in a

summary manner in cases to be decided in
their best judgment; these discretions are
without prejudice to the right of the assessing
officers, if the circumstances of the cases
warranted, for treatment as scrutiny assessment
under sub-section (2) of the same Section.
The Committee also note that under the Finance
Act 1980, the powers of assessing officers to
allow/disallow deductions, allowances, relief
etc. were withdrawn. The Committee are
shocked to note that by utilising the adminis-
trative powers vested in Government under
Section 119, the CBDT gave instructions in
May 1985 (Instruction No. 1671) to the effect
that only the arithmetical accuracy of com-
putation of total income and taxes will be
ensured, liabilities for penalty, interest, C.D.S.
etc. will be checked and that *“no other checking
of any sort will be necessary™ in majority of
the cases prescribed thereunder for summary
assessment. The Committee are of the opinion
that the instructions in 1985 underlined above
are at variance with the spirit and latter of the
legal provisions contained in Section 5 under
which tax is to be charged in respect of the
total income as compared in the manner laid
down under the Act and section 143 of the Act
and have eroded the powers of the assessing
officers substantially.

2461 LSS/89 9
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4

The Committee are equally taken a back
by the directive in July 1986 that assessments
once done under Section 143(!) should not
be disturbed. In regard to these instructions,
the Ministry themselves have observed that
the instructions “may be said to be not so
consistent with the basic provisions of the
Act”. The Committee strongly deprecate the
action of CBDT for the exercise of executive
powers in such a way that the legal provisions
themselves are croded and recommend that
appropriate action be taken against those
responsible for issue of such instructions which
amended the basic structure of Law itself.
The Committee fecl and recommend that all
such instructions which are inconsistent with
Law must be withdrawn forthwith and that all
such instructions should be vetted by Ministry
of Law bcfore issue.

The Committec note that from time to
time instructions have been given to enlarge
coverage under summary scheme and the effect
of the instructions has been to take away accu-
mulated arrears of assessment under scrutiny
scheme into summary assessment scheme.
The conscquence of such instructions is that
the treatment meted out to the assessees of
same assessment Yyear has not been uniform
and varied with reference to instructions as
operative when the actual assessment is taken
up. As a result of such instructions, a pre-
mium has been placed over the inefficient
assessing officers who have tended to accu-
mulate arrears. On the other hand, the Com-
mittec are strongly of the opinion that a consist-
ant set of instructions must apply for all
cases relating to a particular assessment year,
irrespective of the date on which the assessment
is taken up by the assessing authority for
examination and that it would not be proper
to modify the instructions during the course
of an assessment year. This would avoid
differences in treatment between one set of
assessees and others relating to same assess-
ment year. In the circumstances, the com-
mittee recommended that before the commence-
ment of every assessment year, the instruc-
tions as applicable should be reviewed and a
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2.

3.11

Deptt. of
Revenue

uniform set of instructions issued for com-
pliance by all assessing officers for cases relat-
ing to that assessing year and that no changes
should be made to these instructions there-
after for assessment of cases relating to that
assessment year.

The Committee note that the bulk of the
assessment cases do not involve substantial
points of dispute and that the income returned
is to be subjected to only routine adjustment
so as to correct obvious errors. The Com-
mittee also note that in the past, the average
number of cases handled under scrutiny was
about 1500 by each assessing officer. In the
circumstances, the Committee are not con-
vinced with the stand of the Ministry that an
assessing officer is capable of doing only 100
scrutiny cases, that balance has to be taken
under summary scheme without any scrutiny
and that for conducting scrutiny in all cases
as many as 70,000 assessing officers would be
needed. The Committee consider it un-
fortunate that the work study in this regard
which has been conducted is based on statistical
data furnished by the assessing officers them-
selves, the Cominittee do not consider this
basis for work study acceptable. The work
study has also failed to take note that the
assessing officers are assisted by subordinate
staff like inspectors who carry out a large part
of routine and clerical work in examining the
returns.. The Committee consider it unfor-
tunate that an objective assessment of the work
load has not been done. The Committee do
not approve of the manner in which the study
was conducted and recommend that a work
study team of the Department of Peronnel
may be entrusted with an objective study on
the workload of assessing officers by an
actual watch on the performance, the expected
turnover of assisting staff and to draw up the
requirement of staff in an objective way. In
conducting the study, the Committee recom-
mend that past performances as in operatiou
prior to relaxations of summary assessment
scheme may be duly taken note of and con-
clusions related to those facts also.
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3. 3.2 Depit of

3.13

4.12

Revernde
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The Committee are surprised at the same
time to note that as against 2,764 assessing
officers in 1980-81 to deal with 65.91 lakh
assessiment, the number of assessing officers
ia 1987-88 stood at only 2,717 to deal with
75.73 lakh assessments. As failure to provide

_ additional staff’ to cope up with increased work

load caa oanly result i dilution of quality
of work, the Cammittee recommend that a
study of the stah needs of the Income-tax

Department might be conducted for ensuring
proper administration of the Act.

The Committee are deeply concerned to
note that despite substantial relaxations made
in the troatment of assessment cases as summary
assessmrents whereby over 979 of cases are
stated to be covered under summary scheme,
the 'pendency of assessment which was 12.56
lakh cases in 1984-85 has only marginally come
down to 11.08 lakh cases in 1987-88. Having
regard to the diluted checks expected in respect
of Section 143(1) assessments, the committee
find no justification for such a large number of
arrears #nd reoommend that the Ministry may
oonduct an imwvestigation on the reasons for
such large eutstandings and take appropriate
measures under imtimation to the Committee,
to liquidate the arrears.

The Committee note that the Ministry have
sttributed the inczeases in prosecution, survey,
mumber of amsessees, tax collections etc., to the
amplementation of the summary assessment
scheme. On theother hand, when asked to identify
the incresse in mmsessment cases and tax col-
lections as wttzbutable to the scheme, the Min-
itry have expressed inability to support their
olaim with faots and figures. The Committee
‘disappsowe the practice of the Ministry in mak-
ing claims of sucoess without any basic data
30 support the claims.

The,Committee note, on the otherfhand that
{i) most of the assessees appear to fall in
the lowest taxable slab of taxable in-
come and hence increase im assesses
is more attributable to increases in
evel of income rather than the Scheme;
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(i)} The highest percentage of increase in
collection was reached in 1986 in which

year a special scheme for voluntary dis-
closure was brought into operation;

(iid) the reported diversion of staff for search
and seizure has not resulted in any
noticeable increase in income because
value of assets seized was only Rs.
145.02 crores (tax effect not given) in
1987-88, which worked out to hardly
2% of tax collections of that year.

(iv) the very officers who are toimplement
the scheme have no faith in the scheme
and are highly sceptical of its
achievements as revealed from the
representation received from All India
Federation of Income-tax Gazetted
Services Association.

The Committee, hence strongly recommend
that a relook into the effectiveness of the
scheme may be conducted preferably by reputed
experts in the field including economists (but
not by the concerned Ministry/CBDT). Pending |
such an examination the Committee recommend
that the extent of coverage under scrutiny as-
sessment scheme should be substantially in-
creased.

The Committee consider it unfortunate in
this regard that whereas the Chairman, CBDT
informed the Committee during evidence that
the Ministry possessed details of tax payers
relating to various slabs, the Ministry have
failed to give the data when called for stating
that the data is ‘not readily available”. The
Committee recommend that the Ministry/
CBDT may compile appropriate details without
delay, conduct a critical study on extent of in-
creases in assessees etc. and give comprehen-
sive data to the Committee.

The Ministry have claimed that to guard
against misuse or abuse of summary assess-
ment scheme, a samlpe scrutiny system for
5 per cent of cases covered under the summary
assessment schemne was introduced in 1984
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(reiterated in 1985). The sample scrutiny in the
opinion of the Committee can also help in
assessing objectively the utility and effective-
ness of the summary assessment scheme both
by the Commissioners in their respective juris-
diction and by the Ministry based on reports
from the Commissioners. While the Committee
deplore the failure of the Commissioners to
implement the directives, what is more pertur-
bing to the Committee, is the apathy shown
by the Ministry in conducting a review of the
scheme based on such random sampling checks.
The Committee consider the observations of
Ministry in this regard (viz. “it may be that
such procedures has not been strictly followed
at certain places/charges”) as highly unfortunate
and one lacking in accountability for successful
implementation of the scheme. The Committee
recommend that, notwithstanding the lapse
of sufficient time, the Ministry may ensure
implementation of the instructions by all Com-
missioners by a time bound programme, for
all past periods obtain the results of such im-
plementation and make an assessment of the
scheme, based on such sample survey reports.
The Committee also recommend that the results
of such assessment may be intimated to the
Committee within a period of six months. The
Ministry may also intimate the action taken
against those who failed to implement the
instructions for so long.

Income-tax Audit, whether it is done by
internal audit wing of the CBDT or by statutory
audit by the Comptroller and Auditor General
is based only on the returns submitted by the
assessees and records already available with
the tax authorities; in other words, neither
internal audit nor statutory audit involves
summoning of additional records and/or the
assessees themselves. In the circumstances,
the irregularities, under assessments etc. that
are pointed out by Audit, in the opinion of the
Comnmittee, can have nothing to do with scrutiny
assessment under Section 143(2), but on the
other hand, are directly indicative of the failures
of the assessing officers in carrying out the
summary assessments in a proper way. The
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Committee;are not, therefore able to appreciate
F thelstandlof the Ministry on itsYunwillingness
F to’take follow-up action'nor on the provocation

for theYarrangement detailed in Audit’s letter

of March 1986. The Committee, however, note
that the arrangement as agreed to in March

1986 by Audit did provide for Audit to convey

a gist of objections to the Commissioners con-

cerned, the implication being that the Com-

missioners would take follow-up action. Not-
withstanding this, the Committee are shocked

to note that CBDT directed in August 1987

that no follow-up action should be taken in

any of the cases. The directions of the CBDT
to say the least, are highly improper and ir-
regular, apart from the fact that such directions
compromised loss of revenue to the extent of
over Rs. 8 crores, in only 5,800 cases. Though
in response to Committee’s enquiry, in respect
of cases cited by Audit, some action is reported
to have been taken, the information as given,
has failed to indicate in how many cases, fol-
low-up action has been taken, to what extent,
additional revenue has been raised, etc. The

Committee recommend that in respect of all

cases commented in the Audit paragraph,

follow-up action may be taken and a compli-
ance report duly vetted by Audit, furnished
within a period of six months.

The Committee note that the irregularities
were noticed by Audit in the very records sub-
ject to assessment by the assessing officers).
the Committee desire that the instructions of
26 August, 1987 for stoppage of all action on
audit findings in summary assessment cases be
withdrawn forthwith. The Committee strongly
deprecate the issue of such instructions and re-
commend that exemplary action be taken against
those responsible for the issue of such improper
circulars and a report be given to the Com-
mittee within a period of three months.

The Committee are equally shocked to
nqte that even refunds of revenue were granted
on cases covered under summary assessment
schemes without verifying the fact regarding
actual remittance of the tax by the claimants.




4

10.

L.

12.

6.11

7.4

Deptt. of

Revenue

-Do-

What is more surprising is the tacit support
given for the irregularity by the Ministry. The
Committee strongly deplore the stand of the
Ministry and recommend that in no case refund
shall be authorised without ensuring the actual
remittance of the tax. The Committee also
recommend that all the cases commented by
Audit in this regard must be fully investigated
and result intimated.

As over 99 of assessment cases are now
being dealt with in a summary manner, the
Committee consider it imperative that the
manner in which such cases are dealt with,
will have to be subjected to both internal and
statutory auadit. The Committee recommend
that the arrangement for both internal and
statutory audit may be reviewed in consul-
tation with the C&AG and both audits for
summary assessment cases placed on a sound
footing.

The Committee are concerned to note that
while on the one hand for summary assessment
cases, the Commissioners have failed to take
action either to ensure prescribed percentage
of sample survey o~ to follow up audit findings,
on the other band, the prescribed data for im-
portant scrutiny assessment cases, are not
properly maintained. The Committee are not
fully convinced by the clarifications given and
feel that the admimistrative machinery needs to
be revamped so as to ensure accountability for
compliance of instructions. The Committee
fervently hope that the Ministry will take
appropriate. postivie steps to see that its di-
rectives are complied, both in letter and in
spirit.

Having considered (i) the audit paragrapn,
(1i) the material furnished by tne Ministry from
time to time, (iii) the evidences tendered by the
officials of the Ministry, (iv) on the spot study
by the Committee at Calcutta, Bombay and
Trivandsum, (v) tne representations received
by the Ccmmittee, etc. the Ccmmittee are con-
vinced that the applicability of the summnary
assessment scheme has been enlarged beyond
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the scope envisaged in the Act, by use of the
administrative powers vested in Section 119
of the Act. In doing so, the Committee are
concerned to note that the only basic objective
which has guided the Ministry to take decision
has been ““to manage the ever increasing work-
load of the Department with limited manpower
resources” and that the decision is not also
based on any reliable data or scientific study
and has failed to take note of the substantial
loss of revenue. It is a matter of deep regret
that in doing so, the Ministry even failed not
only to provide adequate counter checks so as
to control, if not totally avoid, leakage of
revenue by possible concealment of income,
but also to ensure that even the limited checks
which were provided under the scheme, were
properly implemented. It is equally important
that the summary assessment cases should not
have been taken out of the purview of internal
audit and appropriate action ought to have
been taken on the findings of statutory audit.
The consequence has been that evasion of
tax to the extent of over Rs. 8 crores in about
5.800 cases test-checked, was allowed to remain
without remedial action. The Committee are
equally concerned to note that the reported
diversion of staff to intensive scrutiny, search,
seizure etc. so as to unearth concealed income,
black money has also failed to achieve their
objective to any noticeable extent. In the Cir-
cumstances, the Committee consider it impera-
tive that a review of administrative action on
the legal provisions may be taken up and
appropriate remedial measures taken.
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