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INTRODUCTION

I, the Chairman of the Public Accounts Committee, as authorised
by the Committee, do present on their behalf this 7th Report on the
Action Taken by Government on the recommendations of the Committee
contained in their 44th and 46th Reports (Third Lok Sabha) relating to
Audit Report (Civil) on Revenue Receipts.

2. On 27th June, 1967, an *“Action Taken” Sub-Committee was
appointed to scrutinisc the replies received from Government in pursuance
of the recommendations made by the Committee in their earlier Reports.

The composition of the Sub-Committee is as follows: —

1. Shri D. K. Kunte Convener.

2. Shri C. K. Bhattacharyva
* 3. Shrimati Tarkeshwari Sinha l
4. Shri M. C. Shah ‘
5. Shri B. K. P. Sinha J

Members

3. The Draft Report was considered and adopted bv the Sub-
Committee at their sitting held on 4th October, 1967 and finally adopted
by the Public Accounts Committce on the 1967.

4. For facility of reference the main conclusions/recommendations
of the Committee have been printed in thick tvpe in the body of the
Report. A statement showing the summary of the main recommendations’
observations of the Committee is appended to the Report (Appendix V).

5. The Committee place on record their appreciation of the assistance

rendered to them in this matter by the Comptroller and Auditor General
of India.

New DELurn: M. R. MASANI,
November 13, 1067 - Chairman,
Kartika 22, 1889(S). Public Accounts Committee.
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CHAPTER 1
GENERAL

In this Report the Committce deal with action taken by Government
on the recommendations contained in their 44th and 46th Reports (Third
Lok Sabha), which were presented to the House on the 4th March, 1966
and 2%h March, 1966, respectivelv.

1.2 The number of recommendations contained in each Report and
the number out of them to which interim or no replies have so far been
received are as follows: —

Date of presenta- Total No. of- No. of Recommendations

No. of Report tion Recommenda-  to which only interim
tions replies have been
received
44th 4-3-1966 62 2
46th 29-3-1966 83 3

1.8 It will be seen that interim replies have been received in respect
of 2 recommendations (S. Nos. 28 & 47) pertaining to the 44th Report
and 3 recommendations [S. Nos. 16, 32 and 46 (para 1.196)] pertaining to
the 46th Report.

1.4 The statement showing action taken on the recommendations of
the Commitiee contained in their 44th and 46th Reports (Third Lok
* Sabha) have been categorized under the following headings: —

(i) Recommendations observations that have been accepted by Gov-
ernment.

(i) Recommendations ‘observations which the Committee do not
desire to pursue in view of the Government’s reply.

(iii) Recommendations/observations in respect of which replies of
Government have not been accepted by the Committee or which
require reiteration.

(iv) Recommendations ‘observations to which Government have fur-
nished interim replies.

1.5 In respect of a number of recommendations the Committee
observe that the Ministries/Departments have replied as ‘noted’. It is
not clear from such replies as to what specific action Government have

21 LS/PAC/67
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taken or intend to take to give effect to the Committee’s recommendations
in letter and spirvit. The Committee desire that Government's reples
should be explicit and self contained. In particular where remedial
measures are called for the details of action laken or intended lo be
taken should be specifically spelt out.

1.6 The Public Accounts Committee in para 1.1}11 of their 46th
Report (Third Lok Sabha) had expressed surprise to learn that Wealth
Tax, Gift Tax and Estate Duty which are also direct taxes had not been
authorised by Government for being brought under the purview of Revenue
Audit. The Committee felt that this should have been done simultaneously
when Revenue Audit was extended to Income Tax. It was the considered
opinion of the Committee that the scope of the Revenue Audit should
be suitably extended forthwith so as to include all the central taxes with-
out any distinction and reservation.

1.7 The Committee are glad lo note that Government have now
extended the statutorv audit to the FEstate Duly, Wealth Tax and Gift
Tax receipts and refunds, and that the scope of audit in respect of these
laxes will be the same as in the case of Income Tax receipts and refunds.

1.8 The recommendations/observations in respect of which Govern-
ment’s replies have not been accepted by the Committee or which require
reiteration have been dealt with in Chapter II.



CHAPTER I
!
RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH
REPLIES OF GOVERNMENT HAVE NOT BEEN ACCEPTED BY
THE COMMITTEE AND WHICH HAVE BEEN REITERATED -

MinisTRY OF FINANCE

(Department of Revenue & Insurance)

Non-levy of Additional Excise Duty on Jute Batching Oil—Paras 3.37,
3.38 and 3.40 of 44th Report (Third Lok Sabha) (S. Nos. 32 & 33).

In paras 3.37, 3.38 and 3.40 of their 44th Report (Third Lok Sabha)
the Committee had regretted the action of the Government in giving
retrospective exemption from additional excise duty, in the case of jute
batching oil, in their notification issued on 26th December, 1964 although
there was no legal authority empowering the Government to give exemp-
tion retrospectively. They had observed “The Committee appreciate
that there might be a practical necessity to issue exemptions retrospects-
vely in some cases. They however, desire that the question of extent of
authority required and of amending law for the purpose should be
thoroughly examined in consultation with the Ministry of Law.”

2.2 The Minisuv of Finance have in their reply dated the 26th
August, 1967 stated: —

............ after discussion with the Ministry of Law, it is proposed to
take enabling powers for the Central Government to give retros-
pective effect to excise duty exemptions under Central Excise
Law. The wording of such a provision has in fact been finalised
and incorporated in the draft Central Excise Bill which secks
to comolidate and amend the existing Central Excises and Salt
Act, 1944, This draft Bill at present is being rescrutinized in
consultation with the Ministry of Law. Finalization of the draft
Bill for introduction in the Parliament will however, take some
time."”

2.3 The Commiltee regret to nole that the Ministry of Finance have
taken a considerably long time in scrutinizing the provisions of the Bill,
They hope that the Bill in question will now be drafted in consullation
with the Ministry of Law without any further delay and brough! before
Parliament as early as possible.



4- . .

Duty ]orcgonc on Nitrocellulose Lacquers—Para 3.70 of 44th Report
(Third Lok Sabha) (S. No. 37).

2.4 The Public Accounts Committee had observed in para 3.70 of
their 44th Report (Thifd Lok Sabha) thai “the question of separating
the executive and judicial functions of the Collectors of Excise Depart-
ment should be seriously examined so that the parties do not have to go
in appeal to the very same persons who had alveady passed exccutive orders
in the same case”. The Committee had further observed that “both in
the Income Tax and Customs Departmnents, Appellate Authorities have
been separated from the executive. They would, therefore, suggest that
Government should consider the question of extending the same principle
to the Excise Department also”.

2.5 The Ministry of Finance in their reply dated the 24th August,
1967 stated:

“Similar suggestions have been considercd by Government earlier but
have not been found feasible.................. The matter could be
considered afresh when the new Central Excise Bill (to replace
the existing enactments) is taken up for consideration by Parlia-
ment.”

2.6 The Ministry of Finance were asked to supply further intormation
indicating the reasons why it is not feasible to separate the executive and
judicial functions of the Collector. They were further asked to state whe-
ther the new Central Excise Bill has been drafted or not whether the re-
commendations of the Committee have been kept in view while drafting
it.

2.7 The Ministry of Finance in their reply dated the 15th Septentber,
1967 have stated: —

“At the outset it may be stated that even under the existing practice,
appeals do not have to go to the very, same persons who passed
the executive orders in the same case. Attention in this connec-
tion is invited to the provisions in rule 213 of the Central Excise
Rules, 1944——

2. “The question of setting up an appellate tribunal as in Income-
tax was considered more than once in the past. It was felt that
a purely judicial authority like the Income-tax tribunal might
place undue emphasis on technical requirements which might be
difficult of accomplishment. 1t would lead to delays in the settle-
ment of disputés, encourage litigation in regard to classification
of goods for duty purposes and ultimately hamper clearance of
goods. The existing system was cheap and fairly quick and the
volume of work was not likely to be sufficient to justifv setting up
of wholetime appellate tribunals. The analogy of income-tax
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is not applicable to customs or Central Excise appeals; income-
tax is assesscd with reference to the ‘previous year’ while customs
or excise duties are assessed before the goods are about to pass
into consumption.

3. “In this connection, the proposal for constituting Appellate
Collectors as in Customs was also considered. In Customs, such
Appcllate Collectors started functioning only in  April, 1963.
They hear appeals against decisions of all oflicers other than those
of the Collector of Customs. The Appeals against the decisions
of the Collector of Customs still lie to the Board. No change
was made in the procedure for dealing with revision applications.
However, the experiment with Appellate Collectors was new and
its working was 1o be watched for sometime beforz any firm
conclusions could be drawn. In view of this, the draft Central
Excises Bill contains provisions only to continue the existing
procedure under the Central Excises and Salt Act. 1944 and the
rules made thereunder.”

4. “Recently, the Customs Study Team has examined the working
of the Appellate Collectors and have recommended as follows: —

“02. Appellate machinery somewhat on the lines of Income-tax
appellate tribunals should be set up. Thev may dcal with
revision applications against the orders of the Appellate
Collectors as also against the orders of the Collectors. (7.14).”

93, In case of delav in setting up of such machinery, at least the
appellate and revisionary functions should be separated from
the exccutive and administrative functions by suitable
arrangements at the Board's and Government’s level. (7.13).”

The above recommendations are still under consideration and it
will take some time before Government's decision thercon
is available. It is also understood that Administrative Re-
forms Commission are looking into this verv question. The
Board has, therefore, kept the question open for the time
being.

L]

5. "The draft Central Excises Bill is still under scrutiny in consula-
tion with the Ministrv of Law, in the light of the comments and
suggestions reeeived from the Collectors of Central Excise, Direc-
tor of Inspection, Customs and Central Excise and the concerned
Ministries.”

28 The Committee would like to reiterate their observations con-
tained in para 330 of their-vith Report. They desire that the question
of setting up separate authorities for the exercise of judicial and executive
functions in the Department ol Central Excise should be examined serious.
{v in all ils aspects and an carly decision taken.
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Short levy of duty on aluminium products—Paras 3.1%6 to 3.192 of 44th
Report (Third Lok Sabha) Sl. No. 51.

29 The Public Accounts Committee in paras 3.191 and 3.192 of
their 44th Report had observed as under: —

“The Committee are not convinced of the logic of the Board’s clarifi-
cation of September, 1964 laying down that aluminium pipes and
tubes having uniform wall thickness are assessable as such at the
higher rate of duty (i.c. 10 per cent ad valorem) whatever be the
shape of the cross sections, whereas in case of extrusious only the
tubular pieces having a circular cross-section are made assessable
as such at the higher rate. They are of the view that the instruc-
tions of September, 1964 issued by the Board in fact create an
exemption in favour of extruded hollow sections, which could
be given only by a notification issued under Rule 8 of the Central
Excise Rules. The Committee have already in another case,
disapproved the practice of making exemptions through execu-
tive orders. The Committec, however understand that with
effect from 1-3-1965, the tariff item ‘27-aluminium’ has been
amended so as to provide for levy of duty at the higher rate
(1.e. 10 per cent Ad valorem) for all extruded shapes and sections
including extruded pipes and tubes. The Committee hope that
in future such artificial distinctions will not be introduced in
determining the classification of a product for levy of duty.”
Para 3.191.

“As regards the applicabilitv of these clarificatory instructions to
carlier clearances, the Chairman of the Central Board of Excise
and Customs agreed during evidence that the ruling could not
be said to be relevant to the earlier assessments particularly those
nmade before the tariff was amplified in 1964. Logically a distin-
ction could be drawn between the position before and after the
inclusion of extrusions of the class within the tariff schedule. The
Committee hope that necessary steps will now be taken to recover
duty short levied in the clearances made prior to 1964.” (para
3.192).

2.10 The Ministry have sent a reply to these recommendations as

follows: —

“As already explained before the Public Accounts Committee, no
artificial distinction had been introduced in determining the
classification of hollow extrusions under Item 27(c). Since the
trade practice and specifications in the technical treatise on the
subject, viz., the Indian Standards, the British Standards and the
American Society for Testing Materials Specifications, recognised
the distinction between items of aluminium, produced by the
process of extrusions and otherwise for the purpose of their
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classification as ‘Pipes and Tubes' this distinction was accepted
and adopted for Central Excise Tariff also. The September, 1964
instructions, merely clarified as to what the term ‘Pipes and
Tubes' denotes and any extruded piece, which could accordingly
be classified to be a ‘pipe’ or a ‘tube’ was liable to pay duty at
the higher rate. These instructions, therefore, by themselves did
not create any exemption. .

The clarification was to the effect that only those extruded tubular
pieces which have circular cross section and uniform wall thick-
ness should be classified to attract duty under Item 27(c) and
that all other hollow extrusions will attract duty is “extruded
shapes and scctions in any form or size” under Item 27(b).

The clarification being in the nature of interpretation of the term
‘Pipes and Tubes' is to apply right from the introduction of
Item 27(c) in the Central Excise Tariff, i.e. 1-3-1961 as the ruling
did not alter the law but merely stated what, in the Board's
view, the law was already. The latter part of the clarification
{as underlined above) indicated the sub-item under which those
hollow extrusions. which according to the instructions, could
not be deemed to bhe ‘Pipes and Tubes', were to be charged to
duty. :

The reference in the cvidence. tendered by the Chairman, Central
Board of Excise and Customs. before the Public Accounts Com-
mittee about the applicability or otherwise of the clarificatory
instructions to earlier clearances (during the period prior to
1.3-64) apparently was to this latter portion of the ruling. Since
during the period prior to 1.3-64 extrusions as such were not
covered under the then Item 27(b), extrusions other than pipes
and tubes were not liable to pav any duty, though the appro-
priate duty on aluminium in anv crude form utilised in the
manufacture of such extrusions was recoverable which had all
along been realised. There has, therefore. been no short-levy and
the question of effecting any recoverv would not, in these cir-
cumstances, arise.

Moreover, acceptance of the recommendations of the Public Accounts
Committee will amount to disregarding the advise of the techni-
cal experts and the Ministry of Law. It will also mean dis-
regarding the trade and commercial usage of the terms supported
by L.S.S. and BS.S. Standards. The alleged short-recovery during
the period prior 1o 1-3-64, even if accepted, stands no chance of
realisation since recovery thereof is barred by the statutory limit
under rule 10 of the Central Excise Rules, 1944.

The Minister (Revenue and Expenditure) has approved of the stand
taken by the Ministry in their inabilitv to accept the observations
of the Public Accounts Committee.
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2.11 While the Committee do not desire to pursue the matter at this
stage, they feel that, in determining the rate of excise duty, Government
should have taken into account the market value of the end product, apart
from technicalities involved. In the present case as there was a rise in the
value of exiruded tubular pieces the Commitiee feel that to charge the
lowest rale of duty and treat them as crude aluminium was no less inaccur-
ate than to treat them as pipes and tubes.

2.12 The Committee note that the position has been rationalised
from 28th February, 1965 by bringing all extruded sections including
extruded pipes and tubes under a single item of taviff atiracting the higher
rate of duty i.e., 10 per cent ad valorem.

INCOMEF. ESCAPING ASSESSMENT

(Paras 1.170, 1.171, 1.172 & 1.173 of 46th Report (Third Lok Sabha) (S.
No. 43)

2.13 In paras 1.160. 1.161 and 1.162 of their 46th Report (Third Lok
Sabha) the Committee had pointed out that income to the extent of
Rs. 26.64 lakhs involving approximately a tax of Rs. 11.56 lakhs had
escaped assessment in the hands of a company.

2.14 Briefly the facts are that a joint stock company had a paid-up
capital of Rs. 38.79 lakhs. Rs. 3874 lakhs of this share capital stood
registered in the name of one person and the balance of Rs. 5,000 was held
by another. Of the sum of Rs. 38.79 lakhs, Rs. 38.05 lakhs represented
preference shares entitled to a fixed rate of dividend of 10 per cent. No
dividend was however, paid on these shares ever since 1948. Though she
shares sto ‘d registered in the name of the two persons, they were actually
transferred under blank transfer from time to time to certain other com-
panies belonging to the same group.

2.15 On 31st Mav, 1955, a block of these shares held by one of these
companies was transferred by it to a second company within the group
which, in turn, sold all these shares to a third company belonging to the
same group. On 31st October. 1955, dividend for 7 years was declared
and the third company which held the shares at that time became entitled
to the entire dividend of Rs. 26.64 lakhs. The dividend income of
Rs. 26.64 lakhs became assessable in the hands of the third company for
the assessment year 1956-57 but that company did not submit its return
of income for this vear on the plea that its books had been seized by the
Special Police Establishment. An ex-parte assessment was, therefore, made
on 17th March, 1958, estimating the income of the company at Rs. 86,488.
The dividend income of Rs. 26.64 lakhs in the hands of that company,
thus escaped assessment.
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‘216 The Committee in paras 1:170 to 1.173 of the same Report had
felt that this was a deliberately devised and planned scheme to evade tax
and defraud the Government. They also felt that special -care was neces-
sary in assessing the companies and there should have been co-ordination
between the Income-Tax Officers dealing with them. The Gommittee
regretted that the Income Tax Officer made unnecessary haste in com-
pleting the assessment without looking into the books of the company
which were with the Special Police Establishment. )

2.17 The Committee desired to know the outcome of the present
case. The Committee suggested that mecessary investigation should be
made to discover the possibility of collusion between the assessee Group of
companies and the revenue officers. They also suggested that cases per-
taining to the other companies of this Group should be reviewed. The
Committee emphasised that Government should take necessary measures
to prevent recurrence of such cases.

2.18 The Ministry of Finance in their reply dated 13-3-1967 informed
the Committee that: —

“The observations of the Committee in paras 1.170 to 1.173 have
been noted bv the Government and have been brought to the
notice of the officers concerned.

Eor proper coordination in dealing with the cases of this group, they
have been centralised with one Income Tax Officer each in three
Central Commissioner’s charges at Bombay, Calcutta and Delhi.
The Director of Inspection (Investigation) has been asked to
supervise investigations in this group of cases and report the
progress. It may, however, be observed that the circumstances in
which the assessment was made do not indicate any deliberate
hurry in completing the assessment.

Enquiries are in progress to find out the real beneficiaries and the
final outcome will be intimated to the Committee. The possi-
bility of collusion between the assessee group of companies and
the Revenue Officers was examined and the Directorate of Inspec-

tion (Investigation) have stated that there is no such indication.

The cases of other companies of this group are being reviewed.

In order to prevent recurrence of such cases, the question of tighten-
ing up the provisions relating to filing of returns of dividends
declared and action against failure to file the same is being
examined and necessary instructions are being issued.”

2.19 The Ministry of Finance in a further note dated the 24th
August, 1967 have stated inter alia that:
(1) “It is proposed to assess the dividends in the hands of ........
Lad., as well as in the hands of six nominees as a protective
measure. Investigations regarding real ownership are not yet

3—1 LS/PACI67



10

complete. Instructions have been issued to complete the investi-
gations early. : :

- There will, however, be delay in completing the assessments as
accounts books of ......... Ltd. were seized in a search by the
Company Law Department in July, 1964, and are at present in
the custody of Calcutta High Court. We are moving the High
Court to allow us to inspect the books for purposes of assessment.

(2) Cases of this group have been centralised with 3 Income-tax
Officers, one each in Central Commissioners’ Charges at Delhi,
Bombay and Calcutta. A review is being made by examining the
returns under section 19A of Income-tax Act, 1922/286 of Income
Tax Act, 1961 as well as records of the companies to check that
items of large amounts of dividends declared have been accounted
for by the shareholders in their respective assessments. Instruc-
tions have been issued to expedite the review.

(3) The circular letters No. 64/163/66-1T(Inv) dated 29-5-1967 con-
taining instructions were issued on the subject in this respect. A
copy of each of them is enclosed.”

2.20 The Committee note that Government propose lo assess the
dividends in the hands of the Company as well as in the hands of six
nominees as a prolective measure and that instructions have been issued to
complete early investigations regarding the real ownership of the shares
on which dividends have been distributed.

221 The Committee need hardly stress that Government should
complete the investigations early and take every cave to ensure that the
taxes due on the dividend received by beneficiaries are collected.

2.22 The Committee would also like to stress that the review of other
companies in the Group should be completed early so as to ensure that
large amounts of dividends declared have been accounted for by the share-
holders in their income-tax returns and that taxes due on them have
not been evaded.

223 The Commiitee would like Government to ensure that the
instructions issued under the Central Board of Direct Taxes letters No.
64/163/66-1T (Inv) dated the 29th May, 1967 on the subjects of the
failure to furnish returns under Section 286 of Income Tax Act, 1961 and
evasion of Income-Tax by blank transfer of shares by companies of the same
group are strictly given effect 1o by the Income Tax Officers, so that cases
of such a nature do not recur.

4

New DeLui
November, 13, 1967 M. R. MASANI,

Kartika, 22 1889(s) Chairman
, Public Accounts Committee.



APPENDIX I
44th REPORT
Recommendations | Qbservations that have been accepted by Government
MINISTRY OF FINANCE

Recommendations

The Commiltee note that the percentage of overall variation between
the budget estimates and actuals for tax revenues, which was 14 in 1961.
62 and 18.24 in 1962-63, has come down to 1099 in 1963-64. The
Committee, however find that the position in regard to the budget esti-
mates of individual items have not improved in the year 1963-64. ds
against an overall variation of (+) 10.99 per cent in the tax revenue in
the year 1963-64, there was a variation of (+) 95.03 per cent in the esti-
mate of excise duties on coal & coke, (+) 86 per cent on Iron & Steel and
plus 33.71 per cent on Rayon & Synthetic fibre and yarn. There was a varia-
tion of (~) 18.32 per cent in the case of excise duly on sugar in the year
1963-64 as against a variation of (+) 3054 per cent in the year
1962-63. In the case of sea customs (imports), there is a variation of plus
28 per cent and 20 per cent on H.S.D. and veporising oil and machinery
respectively and (—) 25 per cent in kerosene oil and motor spirit. In the
year 1962-63, there was a variation of (+) 28 per cent under this head
viz.,, Kerosene oil and motor spivit. There was a variation of (+) 31.19
per cent under the head “Corporation Tax” ordinary collection. In the
case of Taxes on income other than Corporation Tax, there was a varia-
tion (-) 58.5 per cent under the head “additional surcharge (Union)”.

[S. No. | para 1.9 of Appendix XXI to the 44th Report]

From these wide variations under different heads, the Committee feel
that the overall average varigtion under tax revenue does not give the
true picture of the difference between the actuals of revenue receipts and
the budget estimates. They [eel that there is ample scope for improvement
in the preparation of the budget estimates more accurately. Since the
Comnittee had already commented upon the subject of variation belween
the actuals and the budget estimates in detail in their 27th and 28th
Reports, they would like to watch the results of action laken by the
Government in this respect in preparation of the budget estimates for the
year 1965-66. They, however, suggest that the Government should keep
a close waich on variation between the actuals and the budget estimates
and the variation exceeding 3 to 4 per cent should be regarded as a matter
of concern requiring special remedial measures.

[S. No. 2 para 1.10 of Appendix XXI to the 44th Report]
AcTiON TAKEN
A memorandum explaining the position is enclosed.

11



12
No. F. 8(15)-B /66

GOVERNMENT OF INDIA
MINISTRY OF FINANCE

(Department of Economic Affairs)

New Delhi the 27th October, 1966.

The observations of the Public Accounts Committee in para-
graplis 1.9 and 1.10 of their 44th Report (3rd Lok Sabha) were noted
by the Department of Revenue & Insurance vide their No. F. 2/2/66-Cus.
(¥.4) dated 13-5-66 for necessary action. In this connection a reference
is also invited to the note No. F. 8(6)-B/66 dated the 2nd February, 1966
forwarded to the Committee in replyv to S. No. | of Appendix XVII of the
27th Report of the Committee (8rd Lok Sabha). It was indicated therein
that the question of making arrangements for collecting information on
matters connected with the framing of the estimates under the main-
revenue heads viz. Customs, Union Excise Duties and Income-tax includ-
g Corporation Tax was under consideration. The question of impro-
ving the budgetary techniques in respect of the receipts under these
revenue heads has since been considered. The following steps are now

proposed (o be taken.

(a) Excisc Duties. —The Central Board of Excise and Customs has
a Statistics & Intelligence Branch where the actuals as well as the estimates
of production and revenuc arc compiled on the basis of information
received from the Collectors and the administrative Ministries. A change
has now been introduced in that the information regarding the actuals
and estimates of production is obtained from the Director General, Tech-
nical Development on the basis of which better estimation would be
possible. At the time of the framing of the estimates the production
estimates etc. would also be discussed in a meeting of the officers of the
Board, the Economic Affairs Department, the Director General, Techni-
cal Development and the administrative Ministries with a view te facili-
tating better estimation. In addition, a continuous study of the produc.
tion trends, particularly of the major items, in order 1o make projections
for the future, having regard to the developments taking place from time
to time would also be undertaken. The assumptions made and the
pesults of the review would also be communicated to the Collectors for
thetr guidance. .

(b) Customs. —The Balance of Payments statistics will be utilized
for estimating the likely total value of imports and its break-up amongst
different commodities etc. and for estimating the Customs Revenue with
referemec to these data. Further, as in the case of the Excise Revenue,
a selective review in respect of Principal commodities, which account
for bulk of the Customs Revenue, would be attempted at regular inter-
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vals and the results thereof communicated to the Collectors for their
guidance.

(¢) Income Tax and Corporation Tax.—The revenue potential of
companies which account for the bulk of the revenue from Corporation
Tax is proposed to be studied continuously and necessary arrangements
made for the purpose. For this purpose the following would be taken
into account:

(i) amount of arrcar demand likely to be collected during the current
year and the following financial year;

(ii) amount of demand likely to be raised and collected on the basis
of returns (on provisional assessment or self-assessment) or on
regular assessment, over and above the demand which has already
been collected as advance tax or by way of deduction at source;

(iti) amount of advance tax likely to be collected during the cuirent
vear on the basis of the last assessed income or last returned
income;

(iv) existence of unabsorbed development rebate and depreciation;

(v) the point of time at which the companies enjoving tax holiday
would be emerging out of the tax holiday period; and

(vi) devaluation, upward revision of authorised prices, decontrol of
prices or distribution of commodities, liberalisation of imports,
credit control measures, sharp variations in crop yields etc.

Regarding ‘Taxes on Income other than Corporation Tax also, a
continuous study, on similar lines, of the revenue potential in cases account-
ting for the bulk of the revenue is being undertaken. Besides, a separate
estimate will be made of the expected revenue from deductions of tax at
source from salaries, interest on securities and dividends where the trend of
revenue collections could be estimated with a reasonable degree of accu-
racy on the basis of the actual collections during the past vear and the
normal potential of growth as inferred from the trend of growth in the
past few years and other relevant factors which are known at the time of
framing the estimates. In case of income from house property, business
and profession, etc., the methods of estimation would take into account
the demands for advance tax, the collections likely to be made out of the
arrears demand and the collections on completion of provisional assess-
ments, after setting off the advance tax collections and deductions at
source. It is expected that the selective study indicated above would
facilitate better estimation of income and corporation tax revenue. In
view of the arrangements being made, the proposal to appoint a study
Group as mentioned in the note No. F.8(6)-B/65 dated 2-2-65 is not being
pursued.

(A. R. SHIRALI),

Joint Secretary to the Government of India.
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FURTHER INFORMATION

‘The observations of the Public Accounts Committee have been noted
for necessary action.

[F. No. 2/2/66-Cus.(T.U.)]

Recommendations

The Committee also hope that the fprocess of mechanisation of the
calculation work which will economise on certarn calegories of staff would
be speeded up. But if there are difficulties in swilching over to mechani-
sation because of lack of foreign exchange or other faclors, the staff
deficiencies should not be allowed to continue indefinitely and impair the
efficiency in revenue collection. The Commiltee, therefore, suggest that
the Ministry should strike a balance and take necessary steps to amelio-
rate the present difficult position.

[S. No. 4, Para 2.13 of Appendix XXI to the 44th Report.]

AcrtioN TAKEN

The recommendations of the Committce have been noted for action.
There has been progressive mechanisation of the calculation work in
the various Custom Houses and 7 Calculating Machines have been sanc-
tioned in addition to the existing 27 calculating machines in the Custom
Houses. Adequate staff has also been provided for operating these
machines. The question of purchasing 12 more calculating machines for
the Customs Department is under consideration of the Government with
reference to the availability of funds, surplus staff possibilities etc. The
position is continually under watch.

[F. No. 24/28/66-Ad.V]

[This has been vested by audit wide Shri R. K. N. Pillai’s D.O. No.
3520-REV /394-65 Pu. 11, dated 7th October, 1966.]

Recommendations

The Committee note that the number of mistakes detected by the
Internal Audit Department have been fairly large. Though in none of
these cases, mala fide have been allvibuled, a [ew of them have been
attributed to carelessness or negligence. The Committee feel that cases
involving serious irregularities duc lo carelessness or negligence should
be taken more serious notice of.

[S. No. 5, Para 2.16 of Appendix XXI to the 44th Report, 1965-66.] ,
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AcrioN TAkeN

The recommendations of the Public Accounts Committee have been
noted for compliance and all Collectors of Customs and Collectors of
Central Excise have been instructed that the lapses of the kind referred
to therein should be viewed seriously and suitable action taken against
the persons concerned.

[F. No. 23/3/66-Cus. 11’}
Recommendations

The Committee feel that most of the difficulties could be avoided
tf the Instructions issued by the Board are clearly worded avoiding any
ambiguities or doubtful points. The Committee consider it a matler of
utmost importance that the Board's instructions in the matter of classifica-
tion elc. are uniformly followed by all collectorates. They suggest that
the Board should also devise a procedure to periodically verify and ensure
that their instructions are correctly and precisely carried out by all the
collectorates uniformly.

[S. No. 6, para 2.18 of Appendix XXI to 44th Report.]

AcTioN TAKEN

The suggestions have been noted for necessary action.

FUrRTHER INFORMATION

The Board has noted the Committee’s observations that there is need
to word the instructions issued clearlv so as to avoid ambiguities or
doubtful points. The Board also recognises the need to ensure uniformity
of practice of classification and assessment of goods imported.

The Customs Study Team. which was set up by the Government of
India, has in its report recommended (vide extract of recommendation
No. 190 appended) that a unit called the Central Exchange for Assessment
Data should be set up for achieving systematic control over assessment
for ensuring uniformity. The Central Exchange will receive assessment
data from all the Custom Houses and process them with a view to
ascertaining whether there is uniformity in approach and also with a
view to detecting errors, discrepancies, lack of consistency in assessment,
abnormalities in valuation etc. so that suitable instructions may be issued
to the Collecorates for rectifving the defects noticed. This will ensure
that the Board's instructions are correctly and precisely carried out by
all the Collectorates uniformly. The Empowered Committee which
examined the recommendations of the Customs Studvy Team has accepted
this recommendation and it has been decided to set up a Central Exchange
in the Board’s office on an experimental basis for 6 months; the details
are being worked out.

[F. No. 2/1/66-Cus. (T.U.)}
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APPENDIX

EXTRACT FROM THE REPORT OF THE STUDY TEAM ON THE CusTOoMS DEPART-
MENT, PART 1—CLEARANCE OF CaARGO.

Chapter IX: Miscellaneous:

(190) For achieving systematic control over assessments, for ensuring
uniformity and for equipping the department with useful data,
a new unit called “Central Exchange for Assessment Data” should
be set up.

Recommendations

The Committee consider it unfortunale that in spite of a provision
in the Act that the date of the Bill of Entry was the date which regulated
the rate of duty to be charged, incorrect procedure of charging duty in
force on the date of reversion of vessels to coastal trade was followed in
some Collectorates for several years, without the knowledge of the Board.
On a reference received from one Collector, Law Minisiry's opinion was
obtained only in March, 1964 and circulated to all the Collectors in April,
1964. The Committee would Ilike the Board to take due note of such
cases of administrative fatlure. The Committee (rust that correct proce-
dure is now being followed in all the Collectorales.

The main reason for this failure consists in the indulgence shown
by the Department to the ships in allowing them to file their bills of
entry in respect of ship’s stores longafter their reversion to coastal tfade.
In Para 29 of their twenly-seventh Report (Third Lok Sabha), the Com-
‘mittee have strongly deprecated inordinale delays of four to five years,
and in some cases even nine vears, in filing bills of eniry by the steamer
agents and the Department’s acquiescence in allowing it. The Gom-
mitlee reiterate their earlier recommendations and desire that the proce-
dure should be streamlined as early as possible.

The Committee would also like the Board to examine the cases wheve
the plea of time bar is taken from the point of view of launching
prosecution.

{S. No. 7, 8 and 9, paras 2.25, 2.26 and 2.29, Appendix XXI, 44 Report
1965.]

AcTiON TAKEN

Regarding para 2.25 of the Report.—It is confirmed that the correct:
procedure is now being followed in all the Collectorates.
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Regarding para 2.26 of the Report.—The recommendations of the
Committee have been noted. Whether any amendment of the Customs
Act is necessary to provide for a separate basis for assessment to duty, or
some other arrangement is necessary to ensure prompt filing of bills of
entry, is also being considered.

Regarding para 2.29 of the Report.—The question of launching pro-
secution against the parties for not filing bills of entry in time has
been examined, but the Ministry of Law have advised that there is no
case for prosecution.

[Duly vetted by Audit]

(F. No. 22/48 /64 LCIL)

Recommendations

The Committee would like to know about the outcome to of the court
case and about the recoveries made in these 14 cases relating to Tuticorin
Port. They hope that demands will also be raised in respect of any other
cases that might have occurred at Tuticorin Port during the period
1962-64.

[S. No. 9, para 2.28, of Appendix XXI to the 44th Report.]

AcTioN TAKEN

The writ petition filed by one of the parties was decided in favour
of the Government. But the party filed a writ appeal in the same
court which is yet to be disposed of. The party was granted interim stay
by the court. In all the 74 cases supplemental demands were issued,
but as the cases were time-barred it has not been possible to recover
the duty short-levied from the parties in any case. It has since been
found that during the period 1962-64 there was one case of short levy
amounting to Rs. 2,136.08 at Tuticorin. Supplemental demand has
been issued in respect of this case also.

[Not vet vetted by Audit.]

[F. No. 2274864 LCIL)
Recommendation

The Committee are surprised how the Cochin and Madras Collecto-
rates did not follow the instructions issued by Government in Apnl,
1960, while other Collectorates understood them corvectly. particularly
when the instructions were clear to the Board and other Collectorates.
But for the omission being brought to the notice of the Mimstry by
Audit the under-assessment would have continued in the two Collectorates.
The Secretary of the Department of Revenue promised that the matter
would be examined fully. The Committee would like to know the
outcome of this examination.

{S. No. 11, para 238 of Appendix XXI to 44th Repart, 1965-66.]

4—1 LS/PAC)67
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AcTION TAKEN

The matter is under examination. A further report will be ‘sub-
mitted to the Commntec as soon as the examination is completed.

[F. No. 20/23 /66-Cus. I]

FURTHER INFORMATION

The matter has since been examined by the Secretary of this Ministry.
The then Collector of Customs., Madras has been informed that if any
doubt existed in the matter the Custom House should have followed
the general instructions which lay down that when the Collector is in
doubt about assessment the higher duty is to be charged leaving it to
the trade to agitate for refund, if necessary, and further that the clarifica-
tion of the Board when brought to his notice should have been imple-
mented straightaway and this matter taken up with the Board later if
there was still anv doubt regarding assessment in his mind.

The attention of all Collectors of Customs has also been drawn to
the standing instructions on the subject and they have been informed
that these should be strictly adhered to.

Instructions have also been issued clarifving when electric motor
imported with machinery become liable to additional (Countervailing)
duty. Cases of misinterpretation are. thercfore, not likelv to recur.

[F. No. 20,/23/66-Cus. 1]

Recommendation

It was deposed before the Committee that the mistake in Madras
Collectorate arose because of a special procedure already followed in the
case of machinery contvact consignments under which component parts
smported separalely were not subject lo tico different rates. If so, the
instructions issued in April, 1960 should have alvo clarified this aspect.
In all cases where the Government instructions ave likely to clash with
earlier instructions, the matter should be clarified bevond any doubt. It
is also regrettable that a copy of the clarificatory instructions issued in
May, 1963 was not sent to all the Collectors, with the result that Madras
Collectorate continued the practice of non-levy of countervailing duly on
electric motors till December, 1963, The Commitiee suggest that in all
cases where the Ministry issued clarificalions on important points of doubt,
copies thereof should invariably be circulated to all the Collectors.

[S. No. 12, para 2.39 of Appendix XXI to 44th Report, 1965-66.)

AcTiON TAKEN

The suggestion of the Committee has been noted by the Government.
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FURTHER INFORMATION

"It has all along been the gencral practice to endorse copies of all
important commuuications to the Collectors of Customs and Central
Excise for their information and guidance. However, on the specific
omission in the instant case being pointed out by the Public Accounts
Committee, extra care is now being exercised to ensure that all lmponant
communications are forwarded to all the Collectors.

(F. No. 20/71/67-Cus. 1]

Recommendation

The Commitice would like to be informed of the criterion adopted
by the Madras Custom Howse in deciding that no duty was found leviable

in 630 cases. The Committce hope that the pending cases would be
finalised carly.

[S. No. 13, para 240 of Appendix XXI to Hth Report.]

ACTION 1 AREN

The Collector of Customs. Madras, has reported that the criterion
adopted by the Custom Housce in determining the levy of countervailing
duty in the aies relating to the period from 13563 10 25-12.63, and
also in respect of importations after 25-12:63. is based on Government of
India, Ministry of Finance (Deparument of Revenue) letter No. 15, 3,63-
Cus. 1, dated the 21st December. 1965, It is stated thercin that if the
assessinent of the motor is made as one article along with the machine
or equipment. and it is not vegarded as a separate article then no counter-
vailing duty would be leviable on it but that countervailing duty would
be leviable if it is regarded as a separate article for assessment, even
though its assesstient is made as a component part of machinerv under
the proviso to Item No. 72(HLCT. However, the whole question of
non-levy of countervailing duty on eledtric motors in certain cases at
Madras Customnr House was under examination of the Government as
per remarks on the recommendation contained in para 2.38 of the Com-
mittee’s Report under reference. Such examination has since been com”
pleted and a reply has been issued in respect of para 2.38 of the Report.

[OM. No. 20 2%.66-Cus. I, dated 24th August, 1967.]

Recommendation

The Commiltee take a sevious view of the issue of double refund
in this case, which arose on account of (1) the emission to link up the
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papers of the second application with those relating to the first applica-
tion, and (11) the failure to notice this omission even by the Internal
Audit Party who preaudited the bills before payment. They would like
to know the action taken against the persons concerned. The Committee
also desire that necessary investigation should be made to eliminate the
possibility of official complicity andfor conspiracy. The Comnitice also
desire that the Government should satisfy that the sysiem relating lo
receipt and filing of refund applications takes adequate care against
tssue of such double refunds.

[S. No. 15, para 2.51, Appendix XXI of the 44th Report.]

AcTION TAREN

The observations of the Committee have been noted and have also
been brought to the notice of all concerned.

2. The appraiser and Audit Clerk concerned responsible for their
lapse were warned and directed to be more careful in their work in
future.

3. The system relating to receipt and filing of refund applications
so as to guard against issue of double refunds is further being cxamined.

4. This has been vetted by the Audit.
[U.O. F. No. 16/19/66-L.C.1., dated 17-5-1966.)

Recommendations

(1) The Committee are far from happy over the manner in which
Customs Tariff was maintained in the Custom House. The fact that
the particular foot-note under Ilem 72(20) had been cancelled escaped
notice at three stages. First when the Appellate Collector passed orders
on the appeal for re-assessment he consulted an old book. It is serious
that the Appellate Collector was not posted with up-lo-date information
regarding tariff. Secondly the omission was not noticed by the Custom
House at the time of making re-assessment. Thirdly the internal Audit
Party also failed to detect the mistake when they pre-audited the refund.
The Committce feel that it is a strange coincidence that all the three
agencies failed in detecting this. The Commiltee ave surprised at the
plea of Ministry that in case of Government imports, the Customs officers
did not always take all pains as they did in the case of private parties.
If such a tendency exists among the officers, the Committee strongly feel
that it needs (o be curbed, as it not only reflects on the efficiency of the
Department but also amounts to applying double standards lo two (ypes
of assessees. |
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(1i) The Commiltee desire that the work regarding the revision of
forms should be completed as early as possible and it should be ensured
that in future books in the Customs Houses are kepl up-todate.

[S. No. 16, Para 2.54, Appendix XXI of thc 44th Report.]

ACTION TAKEN

The observations made by the Commitiec have been brought to the
noticc of all concerned and it has been impressed upon them that in
future care should be taken to ensurc that Customs Tariff is corrected
immediatcly on reccipt of the copies of notifications instructions issued
by the Government so that such lapses do not recur.

2. This has been vetted by the audit.
[U.O. F. No. 16718 66-LCI, dated 30-8-66.)

Recommendation

The Commiltec consider the misiake as very untortunate and hope
that officers will be more careful in future.

[S. No. 17, para 2.38 of Appendix XXI to 11th Report, 1963-66.]

Acrion TaAKeN

Necessary instructions in the matter have been issued to the Customs
authorities at the ports.

[F. No. 2019 '66-Cus. 1]

Recommendation

The Commuttee ave surprised vver the pertunctory manuer in which
the original assessment was made by the officer without going through the
relevant literature to find out the functions of the equipment. The fact
that the equipment was to be exported and most of the duty was to be
refunded does not justify the omission. The Committee desire that neces-
sary instructions should be tssued to all concerned that duty should be
assessed and levied with full care and vigilance iespective of the fact
whether the same would be retunded it and when the nmported stores are
exported later.

[S. No. 18, para 2,61 of Appendix XNI to 44th Report, 1965-66.]

AcuoN Fanes

Necessary imstructions in the matter have been issued to the Customs
authorities at the ports.

[F. No. 20, 18/66-Cus. 1.]
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Recommendation

The Commitlee reiterate the observation made in para 25 of their
Twenty-scventh Report (Third Lok Sabha) that over-assessment is as much
as irregularity as under-assessment and il causes undue hardship to public
for no fault of theirs. Quver-assessment also resulls from the same type
of failure and mistakes as are responsible for under-assessmend.

[S. No. 18, Para 2.62 of Appendix XXI of the 41th Réport.]

ACTION TAREN

The Committee's earlier recommendation contained in para 25 of
their 27th Report was brought to the notice of all concerned. This is
again being brought to the notice of all concerned for guidance.

2. This has been vetted by the Audit.

[U.O. F. No. 11 2 66-L.C.L, dated 17-5-1966.]

Recommendations

“Para 2.69.—The Committee would hke the Government to look
carefully tnto the breach of Rule 21 by the Clearing Agent involved i
this case and inform the Commiitee o} the action taken against the agents
for this breach of the Rule. They would also like that a review of the
functioning of all the Custom Houses should be undertaken to ensure that
stmilar cases of breach of Rules do not occur anvwhere else.

Para 2.75.—While the Commillee appreciate that Custom House is a
public place and it is difficult to hace the entyy of all persons who come
“there for various purposes, regulated they need hardlv emphasize the
desirability of introducing some check on reprosentatives of clearing agents
ctc. so that cases of impersonation or representation by unauthorised
persons which have dangerous possibilities could be avoided. They, there-
fore, feel that first of all the procedure for the representative of authorised
agents carrving passes with their photographs should be strictly followed.
Secondly, the names of represenlatives of the Clearing Agents should
invariably be circulated to all the Appraisers so that in every case of
doubt they could check up the list and insist on the production of passes.
If the system of photograph passes 1s insisted upon, it would be possible
for the cashier also to idenlify the authorised representative, if necessary,
at the time of payment of Government dues.

Para 2.83.—(1) The Commitiec regrel lo observe that the fraud had
taken place in this case due to defective procedure of presentation of
bills of entry for payment of duly. The Commitiee also learnt during
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evidence from the Chairman, Board of Customs & Central Excise that
as early as 1937 a case of fraud in payment of Customs Duly came for
their notice. In another case a fraud involving non-payment of Customs
duty was brought to the notice of the Department in 1954 as a result of
which Audit suggested to Government cerlain measures to prevent recur-
ring of such cases. Again in 1964, Audit wnade certain other suggestions
as a result of this case. The Commitlee regrel to nole that in spite of
thesé cases no effective system was devised to eliminate their occurrence.”

“Para 2.84.-—(ii) Thev are also surprised to find that once the Bills
of Entry had been appraised those were given lo and remained in the
possession of clearing agents and the Customs authorities did not have
any means to check or detect any alteration or jraud. The clearing agents
were free o manipulate the documents if and when they liked. It reveals
that the whole appraising and depositing system prevailing in the Custom
House is defective.

Para 2.85. (iit) The Committee would like the Central Board of
Excise & Customs to adopt such a procedure early whereby the chances of
perpetrating frauds of the type mentioned in this case as also in another
cases mentioned in evidence could be eliminated.

Para 280, (in) The Commillee find from the writlen note furnished
on the investigation conducted by the Special Police Establishment in
the case of fraund rvelating to Custom House, Calcutta that investigation
had been completed and that a charge sheet for prosecution of the culprit
was to be filed in court shortly.  They hope that Government will now
take all actron including changes in procedure that may be called for,
without de'‘av so that all the Custom authorities are able to implement
them quickly.

Para 290, (v) They could also like to be iniormed o) the action
taken against officials involved in the case of Calcutta Customs Department.

Para 291, (vi) The Commttee also learn trom another note furnished
by the Ministry of Finance (Revenuey that a serutiny of Bills of Entry
filed during the past two years in the Bombay Custom House by the
clearing agent involved in a case of [raud velating to Rs. 20,000 detected
by Internal Audit, has vevealed 3 cases of short or non-payment of duty
totalling Rs. 41.802.78. The cases are stated to be under investigation.
The Committee would like to be appraised of the result of these investi.
gations thraugh futuwre Audit Report.”

[S- Nos. 19,20 and 21 paras 2.69, 2.75, 2.8, 2.84, 2,45, 2.89, 2.90 and 2.9}
‘ of Appendix XXI to the 4ith Report. 1963-66.)



24

AcrtoN TAKEN

In the case referred to in para 2.69 above the Bills of Entry were
presented in the name of the Clearing Agents M/s. Sanyal & Company
who in fact had lent their name to V. D. Arva and his Co. M/s. Veekay
Agencies and the latter were performing the functions of the Clearing
Agents. The Clearing Agency Licence of M/s. Sanyal & Company has
since been cancelled. As regards the general observations made by the
Conimittee in the para, they have been brought pointedly to the notice
of the Collectors of Customs for compliance.

2. The recommendations of the Public Accounts contained in para
2.75 have been noted for appropriate action.

3. The recommendations of the Committee contained in paras 2.83,
2.84, 2.85 & 2.89, have been noted for appropriate action. This Ministry
have always been making efforts to prevent frauds and are, even at present,
examining certain proposals for retifving the procedural drawbacks which
leave scope for frauds.

4. As regards para 2.90 of the Report, the Special Police Establish-
ment have not vet reported anv collusion of Customs officials in the fraud.
The action against the Departmental Officials, if any, will be considered
after their statements in the Court of Law are recorded as they are impor-
tant witnesses in the case against Shri V. D. Arva,

5. The observations of the Committee contained in para 2.91 have
been noted for compliance.

[F. No. 5370, 66.Cus. IV.]

FvrRrner INFORMATION

S. No. 20, Para 2.75.—-Besides noting for appropriate action the recom-
mendations of the Public Accounts Commitice contained in para 2.75,
the Central Board of Excise and Customs have issued instructions to all
the Collectors of Customs at various ports to note the recoommendations
of the Public Accounts Committee carcfully and put the same into effect.
They have also been asked to encourage Customs Ofhcials to check up
the identity of persons coming to do business with the Custom Houses
in all cases in which they fecl any doubt about the identity or bona-fides
of such persons with a view to check impersonation and unauthorised
persons dealing frandulently with the Custom Houses. A copy of the
instructions dated 10th December, 1966 issucd to the Collectors of Customs
in this behalf, is enclosed herew.th.

(F. No. 55/9/66-Cus. 1V}
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/COPY/
FEXPRESS DELIVERY
F. No. 53/9/66-Cus.IV

GOVERNMENT OF INDIA

CENTRAL BOARD OF EXCISE & CUSTOMS

From

Shri AL C. Saldanha,

Under Secretary.

To
The Collector of Customs,
Bombay 'Calcutia Madvas Cechin Goa
Deputy Collector of Cuostoms,
Visakhapatnun
The Collector of Centrad Fxdise,
New Delhi,
10th December 1966
New Delhi, the
19th Agrahavana, 1888
(Saka)
Sir,

I am directed to endose a copy of para 2.75 of the 44th Report of
the Public Aceounms Committee (1063-66) and 1o sav that the Board
particulirly desite the observations made therein by the Public Accounts
Committee to he caretully noted and put into etfect. The Board would
like the Caollectors 1o encowrage Customs officials to cheek up the identity
of persons coming to do business with the Custom Houses in all cases in
which they feel anmy doubt about the id ‘ntity or bona fides of such persons.
In view of the cases noticed in the past of impersonation and unauthorized
persons dealing fruudutently with the Custom Houses, the Bourd wish
every care to be exercised in this behall.

2.1 am o request that the receipt of thexe instractions may Kindly

-

be acknowledged.
Yours faithfully,

(8d./)
(A. C. SALDANHA),
Under Secretary,
Central Board of Fxeise & Customs

-1 LS PAC/67
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S. No. 21, para 2.89—It has been reported by the Collector of
Customs, Calcutta that it has not been possible to obtain a copy of the
judgment in the case against Shri V. D. Arva, which failed in the City
Sessions Court, Calcutta.  In the absence of a copy of the judgment, it is
not possible to state the grounds on which the case failed. Efforts are
being made to obtain a copy of the judgment.

-+ 2. As regards, the fate of other five cases, it is learnt that these cases
are still pending trial,

[F. No. 35/62/67-Cus.IV.]

Recommendation

(1) The Committee are constrained ta find that goods which zwere
confiscated in 19531 could not be disposed of till Y957 due to lack of
understanding between Railways and the Customs Department.  This
resulled in a heaoy amount of Rs. V085 lakhs being paid by the Customs
Departmient on account of wharfage on goods and loss on account of less
sale proceeds vealived by the Customs Departnient.  On auctioning the
confiscated goody as the goods deteriovated while Iving with Railway o)
years together. This iy borne out by the fact that 054 bagy of cement
when auctioned after the period of about six vears fetched only Rs. 100
while wharfage paid on them was Ry 111199

@) The Commiltee feel that had limely action beew laken in dis
posing of confucated goods the paxment of a huge amount of wharfage
would have been avoided and alvo belter prices could have been realived
in disposal.  The tailure ol the two organisations of Governwmenl o come
to a settlement 1or so many vears is indeed regretiabie.

(iiiy The Commillee are unable Lo appreciate the indiflerence shown
by the Customs Department in dealing with this case.  In their opinion
even if the Customs Department had constructed a godown to store the
goods the cost of construction of godown and maintenance charges would
have perhaps been less than the wharlage paid to Railwaye  They tyust
that the Customs Department would benefit by the lesson learned in this
case and avoid recurrence of such cases in (uture.

{S. No. 22 para 2.10}-- 2,102 of Appendix XXI of the 11th Report.]

ACTION TAKEN

The observations of the Committee have been noted and have heen
brought 10 the notice of all concerned. A copy of Central Bowrd of
Excise & Customs letter F. No. 830 30,65 L.CL, dued 1241966 addres
ed to all Collectors of Customs/Central Excise in this regard is enclosed.

2. This has been vetted by the Audit

[U.O. F. No. 30/30/653-L.C.L, dated 16-3-1966.]
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F. No. 30/30/65-L.C.L.
CENTRAL BOARD OF EXCISE AND CUSTOMS

New Delhi, the 12th April, 196.
From
‘The Under Secretary, .
Central Board of Excise & Customs.

To
All Collecrors of Customs.
All Collectors of Central Excise.
The Deputy Collector of Central Excise.
Amnitsan Jaipur/ Jalpaiguri; Thuchinapalli, Cuttack.,

Sunjecr .~ Sudet Report (Cioil on Revenue Receipls, YO6O-- Pare 22-—Loss
on Account of Wharfage Charges  pard  to the  Railways—
Recommendations made by the P.f.C. (1965-66)-—14th Report
- Regarding.

I am directed to sav that a case occurred in a Collectorate where a
huge amount had 1o be paid to the Railwavs as wharfage charges on
goods confiscated and dett with the Railwav authorities for more than
5 vears.  The matter became the subject of audit objection and the P.AC.
(1963-06) in thewr 41th Audit Report (Civil) on Revenue Receipts, 1965
have opined that had timely action been taken in disposing of confiscated
goods. the paivment of o huge amount of whartage would have been
avoided and also better prices could have been realised in disposal.  Thev
are abo of the view that if the Customs Department had constructed a
godown 1o store the goods. the cost of construction of godown and
maintenance charges would have perhaps been less than the wharfage
paid to the Railwass. .\ copy of paras 2101 2103 of the +ith Report
of the PAC (1965667 18 enclosed.

20 It iy requosted that the observatons made by the P.ACin thyy
instant case may be brought to the notice of all othcers and 1t mav he
tmpiessed on them o profit by the lesson leant i this case and that they
should be asked to ensure that such cases do not recur in tuture.

(M. G. VAIDYA)
Under Sccretary
Central Board of Excise and Customs.
Copy torwarded to Customs H1 dection.
(M. G. VAIDYY)
Under Secretan

Ceniral Board of Excigg and Customs.
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Cory oF PARAs 2.101—2.103 or THE 44TH REPORT oF THE P.A.C. (1965-66).

2.101. The Committee are constrained to find that goods which were
confiscated in 1951 could not be disposed of till 1957 due to lack of
understanding between Railwavs and the Customs Department.  This
resulted in a hecavy amount of Rs. 10.85 lakhs being paid by the Customs
Department on account of wharfage on goods and loss on account of
less sale proceeds realised by the Customs Department on auctioning the
confiscated goods as the goods deteriorated while lyving with Railway for
years together. This is borne out by the fact that 459 bags of ccment
when auctioned after the period of six vears fetched only Rs. 100 while
wharfage paid on them was Rs. 141,199,

2.102. The Committee feel that had timely action been taken in
disposing of confiscated goods the pavment of a huge amount of wharfage
would have been avoided and also better prices could have been realised
in disposal. The failure of the two orgauisations of Government to come
to a settlement for so many vears is indecd 1egrettable.

2.103. The Committee are unable to apprediate the indifference shown
by the Customs Department in dealing with this case.  In their opinion,
even if the Customs Department had constructed o godown o store the
goods the cost of construction of godown and maintenance charges would
have perhaps been less than the wharfage paid 1o Raiiways. They trust
that the Customs Department would benebt by the rsson learnt in this
case and avoid recurrence of such cases in future.

Recommendation

The Commitice vegret to note that the sale of goods was not done
systematicat!N.  They hope that the vemeriing itons would be vecanciled
soon. The Commitice cannot help fechng that in the absence of such
correlation therve is no check at all on the sal> ot confiscated govds and
the entire system becomes faulix whatevey e (s othey meritts, The Com-
mittee cannol ovenstress the tmportance of [Hllowive corred accounting
proceduie lo avoid the possibilily of malpractices.

[S. No. 23, para 2.108 ot Appendix NXNT of the 41th Report.]

AcCTION TAREN

The observations made by the Committce have been noted and
communicated to the Collector of Customs, Calcutta. Efforts are being
made to reconcile the remaining items.

2. This has been vetted by the Audit,

[U.O. F. No. 30,6061 1.C.1, dated 26-5-1966.)
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FURTHER INFORMATION

The observations made by the Committee had been communicated to
the Collector of Customs, Calcutta, who has now reported that sale pro-
ceeds amounting to Rs. 4,282.00 remain to be reconciled. Qut of this
Rs. 43,100.65 relates to goods which did not bear anv label or tag or
other identifving particulars and cannot, thercfore, be reconciled. Attempts

are, however. being mwade to reconcile the remaining amount ‘of
Rs. 51,181.55.

2. The accounting procedure has already been modified (o facilitate
corrclation and to prevent malpiactices.

3. The Audit has stated that they have no comments to offer as the
particulars furnished are not readilv verifiable.

[U. O. F. No. 1.8 67-L.C.1, dated 4-10-1967 ]

Recommendation

The Commitice note trom the statement jurnished by the Minstry
that theve are a large number of cases where goods confiscated during
the period 1961 to Scpicmber, 1965 in Bombayx, Calcutla and Madras
Custom Houses. have not vet been disposed of. They desive thal these
cases of confiscated goods should be pursued vigorously with a view
to expedite thetr disposal.

O

[S. No. 23, pata 2.110 of Appendix XXI of the #+1th Report.]

Action T AN

The obscrvations made by the Committee have becn noted and
communicated to all concerned.  Vigorous cfforts are being made to dis
pose of the confiscated goods in question.

2. T'his has been vetted by the Audit.

[U.O. F. No. 50,00 64 L.CI. dated 26-5-19606.]

Foriuer InrorMation

The observations of the Committee were commuticated o the Col-
lector of Customs, Bombav, Calcutta and Madras and thev were urged
to speed up disposal.

Steps taken tor the disposal of goods include the following: —

(1) sale of confiscated consumer goods—

(i) in bulk to the Cantcen Stores Department. Consumers Co-
operative Sucieties / Stores,

(i) in retail through retail shops run departmentally at all
important centres.
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(b) sale to the 8. 1.C. of goods such as cloves whose import is through
the corporation.

(c) sale of confiscated trade goods by public auctions as frequently
circumstances warrant: and

(d) sale of uncut and unpolished diamonds and precious stones by
public auctions to import licence holders.

2. The Department has succeeded in the cfforts o dispose the goods
to a larger extent as will be seen from the following figures: —

Custom House  Value of goods  Disposal till Pending disposal
confiscated 31-8-1967 on 1-9-1967
1. Bombay . . 8,04,36,290 7.27,71,620 76,36,102

i Jan., 61-Sept.. 63

2. Calcutta . . 2.63,32,242 2,43,01,650 18,30,634
April 61—
March 06
3. Madras . . 43,69,092 30,91,690 14,97,402
1Sept., 61-Sept., 63]

TotaL . 11,13,57,624  10,03,64960  1,09,64,138

3. The Audit have stated that they have no comments 1o offer as
the particulars furnished are not readily veribable.

[U.O. F. No. 11.8 67-L.C 1, dated {10 1967 ]

Recommendation

The Commitice are unahle to understand as to why n the present
case the precious stones (Keserwe price Rs. 160650) were not put to
auction again afler the first auction was not successful. Thev feel that
the system of public auction has its own advantages and is definitely pre.
fcrable to sale by pricate negotiations.  They, thevelore, suggest that in
such cases an alempt should be made 1o pul the precious articles lo a
subsequen! public auction in casc the first attempt fails,

[S. No. 23, para 2.116 of Appendix XX1 of 44th Report.]
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ACTION TAKEN

The observations made by the Committee have been noted and
communicated to all concerned. A copy of letter No. 30/60/64-L.C.I.
(para 2.116), dated 20-4-1966. addressed to all Collectors by this Ministry
is enclosed.

2. This has been vetted by the Audit.

[U.O. F. No. 8060 61-L.C.1., dated 26.51966.)

F. No. 30 6064 L.C.L (Para 2.116)
CENTRAL BOARD OF EXCISE & CUSTOMS
New Delhii, the 20th 4pril, 1966,
From
The Secretary,

Central Board of Fxcise & Customs.
To

Al Collectors of Customs.
All Collectors of Central Fxcise.
The Deputy Collector of Cemnral Excise,

Amritsn Jaipw Jalpaiguri Tirachinapalli Curtack.

SUBJEC L~ Judit Report (Cicily on Revenne Receipts, 1965--Para 23—
Naon-submivaon of accounts in proper jorm- -Recommendaltions
ol the PLC Aih Report—-Doposal ot confiscated goods by
public auctions private negotitions--Instructions  regarding.

I am divected 1o invite vomnr autention 10 para 6 of Board's letter
F. No. 1 63 57-Cus IV, dated 791961, which anter alia stipulates that
sale of confiscated goods by private negottaion may he resorted to if other
methods have been tried and hane failed. The question of sale by
private ncgatiation civ a v by public auction was considered by the
P.AC and their obsernvations made in this regird are contained in
pava 2016 of their Hith veport. A copy of para 2116 of the 14th Report
of the P.AC is enclosed. Fhe PAC has opined that the svstem of public
auction has its own advantages and is dehniiely preferable 1o sale by privaie
negotiation.  They have, therefore. suggested that in all such cases, an
attempt should be made 1o put the goods to a subsequent public auction
in care the st atempr fails. The observations of the P.AC should be
kept in view bhefore sale by private negotiation is resorted to. '

(G. P.DURAIRARD

Searetary, Central Board of Excive X Custom,,
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1. Copy forwarded to Cus. III Section.

2. Copy forwarded to: —

() D.I (Cus. & CX)/D.R.L

(ii) The O.S.D. Manual - Bulletin (with 4 spare copies).

(G. P. DURAIRA}J)
Secretary, Central Board of Excise & Customs.

Cory or pir1 2,116 oF 1ux 441n REPOrRT OF THE P.A.C.

2.116. The Committee are unable 1o understand as to why in the
present case the precious stones (reserve price Rs. 1.60.650) were not put
to auction again after the first auction was not successful. They feel that
the svstem of Public Auction has its own advantages and is definitely
preferable 1o sale bv private negotiations. Thev, therefore, suggest that
in such cases an attempt should be made 10 put the precious articles to a
subsequent public auction in case the first attempt fails.

Recommendation

(i) The Committee regret to note that 14,000 itemy pertaining to the
imports for the period from 1M0 onwards were outstanding pending
clearance at the time of Audit Report. Thev feel that there cannol be
any reasonable justification for non-clearance of items for such a long time
as 25 vears. They are of the wview that had the Custom authoyities laken
prompt acltion in accordance with the Manifest tleavance Department
Manual, there would not have been accumulation of items pending clear-
ance for 25 vears.  That it is possible to have these items cleared quickly,
if efforts are made, is evidenced by the jact that as many as 47 items
out of 14.000 could be cleared within a short peviod atley receipt of audit
reponl”

(i) In the opinion of the Committer if the confiscaled goods are
allo:ved to lie (or a lang period then there are chauces of misuse, damage
ete. of goods and it may lead to loss of revenue 1o Government. The
Commillee desire that all efforts should be made 1o clear out standing
items without any [urther delay and some suitable be [ound 1o check
accumulation of goods at ports. They feel that accumulation of goods
conld be stopped to a large extent by proper co-ordination between the
Customs Department and the Port aulhorities.”

1S, No. 24, paris 2122 and 2.124 of Appendix XXI to the
1 I Pt

44th Report, 1965-66.)
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AcTION TAKEN

In pursuance of the Board's instructions to all the Custom Houses
special efforts are being made by them to liquidate the pending items
expeditiously and the progress made in this direction is being watched.
Out of 14,348 pending items, 11,728 have already been cleared and only
2,625 are pending clearance. It is expected that these pending items will
also be disposed of in the next few months. .

2. The recommendations of the Public Accounts Committee contained
in Para 2.123 have been noted for appropriate action.

[F. No. 55/80/64-Cus.IV ]

Recommendation

The Committee comsider it unfortunate that Customs duty to the
extent of Rs. 77.22 lakhs as on 31st October, 1964 was still pending realisa-
tion a major portion of which (viz., Rs. 72.10 lakhs) pertains lo private
parties. They deprecate such abnormal delay in clearing arrears and
desire that the Customs Department should take effective steps to realise
the outstanding Customs duty as speedily as possible.

[S. No. 25, para 2.127 of Appendix XXI to the 44¢h Report, 1965-66.]

Acriox TakeN
The observations made bv the Committee have been brought to the
notice of the offices concerned for early compliance.
(This note has been seen and vetted by Audit.)
[F. No. 27/20/66-Cus.V1.]

Recommendation

The Committee rvegrei to note that the arrears of revenue as old as
since Y055 should have been sull pending.  They would like the Ministry
lo take effective steps to clear these arrears and to avoid such old accumu-
lations in future.

[S. No. 23, para 2.128 of Appendix XXI to the

{4th Report, 1965-66.]

ACTION TAKEN

The observations made by the Committee have been noted and
suitable instructions have been issued to the officers concerned to take
effective steps to realise the outstanding amounts as speedily as possible
and to ensure that such accumulations do not take place in future.

(This note has been seen and vetted by Audit.)
{F. No. 27/21/66-Cus.VL)
6—1 LS'PAC67
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FURTHER INFORMATION

As intimated earlier, the observations made by the Committee had
been noted and suitable instructions were issued to the officers concerned
to take effective steps to realise the outstanding amounts as speedily as
possible and to ensure that such accumulations did not take place in
future. In this connection a copy of the Ministry’s orders F. No. 27/21/
66-Cus.VI, dated the 4th April, 1966 is enclosed. It would be appreciated
that assessment and recovery proceedings are a continuous process in the
Revenue Department and all possible efforts are continuously made to
recover the assessed demands as speedily as possible.

(This note has been seen and vetted by Audit).
[F. No. 27/21/66-Cus.V1.]

IMMEDIATE
F. No. 27/21/6-Cus.VI

GOVERNMENT OF INDIA
MINISTRY OF FINANCE

(Department of Revenue & Insurance)
New Delhi, the 4th April, 1966.
From

The Under Secretary
to the Government of India.

To

The Collectors of Customs,

Bombay /Calcutta/Madras/Cochin /Pondicherry/Goa.
The Collector of Central Excise,
Bombav/Baroda/Madras/Delhi/Shillong /West Bengal,
Calcutta/Calcutta & Orissa, Calcutta.

The Deputy Collector of Customs,

Visakhapatnam.

The Assistant Collector of Customs,

Kandla.

SujecT.—PAC (1965-66) 44th Reporl—Arrears of duly outstanding for
more than one year up lo 31-3-1963.—Suggestion for clearance of.
Sir,

I am directed to enclose a copy of para 2.128 of the 44th Report of
the Public Accounts Committee (1965-66) (Third Lok Sabha) for your
information and necessary action. It is requested that the importance
of the observations made by the PAC may be impressed on all concerned
and effective steps taken to clear these arrears and to avoid accumulation
of such old cases in future.
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2. A report may also please be sent to this Department showing
the progress made in the recovery of these outstanding amounts up to
the 31Ist March 1966. The report should reach this Department by the
20th April, 1966 positively.

Sd/- S. VENKATARAMA IYER,

Under Secretary to the Government of India.

Copy forwarded to the Customs III Section with reference to their
Note for Circulation No. 28/1/66-Cus.11I, dated the 28th March, 1966.
* S8d/- S. VENKATARAMA 1YER,
Under Secretary to the Government of India.
PAC No. 128

PUBLIC ACCOUNTS COMMITTEE
(1965-66)
44th Report.
(Third Lok Sabha)
[Audit Report (Civil) on Revenue Receipts, 1965.]
2.128. At the instance of the Committee, the Ministry of Finance
(Deptt. of Revenue) have furnished a statement showing year-wise break up

of the amount outstanding for more than one vear up to 31-3-1963. The
figures furnished are as under: —

Year Amount

Rs.
1955 . . . . . . . . . 14,747.43
1956 . . . . . . . . o 3,14,860.81
1957 . . . . . . . . . 59,079.04
1958 . . . . . . . . . 1,06,363.48
1959 . . . . . . . . . 2,00,957.35
1960 . . . . . . . . . 2,62,184.57
1961 . . . . . . . . . 3,88,974.55
1962 . . . . . . . . . 5,76,174.53
1963 . . . . . . . . . 470.00
TotaL . 19,24,311.76

The Committee regret to note that the arrears of revenue as old as
since 1935, should have been still pending. They would like the Ministry
to take effective steps to clear these arrears and to avoid such old accumu-
lations in future. '
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Recommendation

The Committee would like to be informed of the progress made in
the direction of withdrawing Note Pass facilities.

' [S. No. 25, para 2.130 of Appedix XXI to the 44th Report.]

. ActioN TAKEN

The decision for gradual withdrawal of Note Pass facilities was taken
at an inter-departmental meeting held on the 14th May, 1965. This was
followed by another inter-departmental meeting on 28rd July, 1965 when
it was decided that for all practical purposes Note Pass facilities would be
withdrawn with effect from the lst January, 1966. The facility could,
however, be utilised by the Ministries concerned, in exceptional circum-
stances, in consultation with the Central Board of Excise & Customs.
As a result, the Note Pass facility has been extended only in exceptional
cases, and this has brought down considerably the arrcars of Note Pass
cases. The reports received from the Collectors concerned indicate that
at the end of December, 1965. onlv about 12,000 Note Pass cases were
pending for adjustment as against 25,000 cases reported by the Public
Accounts Committee. There has since then been further improvement
during the first quarter of 1966 and the arrcars figure as on 3lst March,
1966 stood at 11,600 cases only.

2. The overwhelming number of Note Pass cases were availed of by
the Ministry of Defence, the Oil and Natural Gas Commission, Bharat
Electronics, Madras and Hindustan Acronautics Ltd., Bangalore, who
are engaged in defence oriented production. Even in these cases assess-
ment is being made on a provisional basis and deposits made which are
adjusted against final assessments. The need for final assessments at
the initial stage in these cases on the basis of complete documents and
early submission of the necessary documents in the pending cases has
been impressed on the Departments concerned and it is expected that the
remaining arrears would be disposed of ut a faster pace.

.

[F. No. 10/6/66-Cus.V1.]

Recommendation

The Committee are not satisfied with the explanation offered in
justification of the exemption granted from the pavment of Customs duly
to a private party manufacturing alumimum. While the exemption that
was given does seem o salisfy the crilerion of serving the public inlerest

(conservation of foreign exchange), it does not appear to satisfy the other
condition viz., the circumstances of exceplional nature”.

[S. No. 26, para 2.136 of Appendix XXI1 to 44th Report.]
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AcTioON TAKEN

The observations of the P.A.C. have been noted.

FURTHER INFORMATION

The action to withdraw the concessions given in Ministry of Finamce
Orders No. 13/34/63-Cus.V, dated the 27th March, 1963 had already
been taken on 2nd June, 1965 under Finance Ministry's letter F. No.
13/94/64-Cus.V, dated the 2nd June, 1965. The observations of the
Public Accounts Committee have ever since been borne in mind in grant-
ing ad hoc exemptions from duty.

(copy)
F. No. 13/34/63-Cus .V,
GOVERNMENT OF INDIA

MINISTRY OF FINANCE
(DEPARTMENT OF REVENUE)

Neuw Delhi, the 27th March, 1963.
ORDER

Whereas the Ceutral Government is satished that it is necessary in
the public interest (that is to sav, for conservation of foreign exchange)
to allow export of aluminium ingots manufactured by the Hindustan
Aluminium Corporation, New Delhi for fabrication and re-export in the
form of aluminium foil stock and that aluminium foil stock on such re-

import into India should not be subjected to the full import duty leviable
thereon;

Now, therefore, the Central Government. in exercise of the powers
conferred by sub-section (2) of section 25 of the Customs Act, 1962 (52
of 1962) under the aforesaid circumstances of exceptional nature, hereby
excmpts all aluminium foil stock (manufactured from aluminium ingots
exported by the Hindustan Aluminium Corporation, New Dethi), when
imported into India by the said Corporation from so much of that portion
of the import duty leviable thereon under the First Schedule to the Indian
Tariff Act, 1934 (32 of 1934) which is relatable to the value of the alumi-
nium ingots from which the aluminium foil stock have been manufactured:

Provided that the Assistant Collector of Customs is satished that the
aluminium foil stock in respect of which the above exemption is claimed
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have been manufactured from the aluminium ingots exported by the said
Corporation.
Sd/- J. BANER JEE,

Deputy Secrelary to the Government of India.

(copy)
' F. No. 13/34/63-Cus.V.

GOVERNMENT OF INDIA

MINISTRY OF FINANCE
(DEPARTMENT OF REVENUE)

New Delhi, the 27th March, 1963.

ORDER

Whereas the Central Government is satisfied that it is necessary in
the public interest (that is to say, for conservation of foreign exchange)
to allow export of aluminium ingot manufactured by the Hindustan
Aluminium Corporation, New Delhi for fabrication and reimport in the
form of electrolytic aluminium rods and that aluminium electrolytic rods
on such reimportation should not be subjected to full import duty leviable

thereon;

Now, therefore, the Central Government, in exercise of the powers
conferred by sub-section (2) of section 25 of the Customs Act, 1962 (32
of 1962) under the aforesaid circumstances of an exceptional nature, hereby
exempts electrolvtic aluminium rods (manufactured from aluminium
ingots exported by the Hindustan Aluminium Corporation, New Delhi),
when imported into India by the said Corporation, for manufacture of
aluminium conductors steel reinforced or all alumintum conductors, from
so much of the import duty leviable thereon under the Indian Tarift
Act, 1934 (32 of 1934) as is in cxcess of the duty of 15%, ad valorem
leviable on such rods after excluding the value of aluminium ingots from
which the rods have been manufactured, plus Rs. 360 per tonne:

Provided that the Assistant Collector of Customs is satisfied that the
electrolytic aluminium rods in respect of which the above exemption is
claimed have been manufactured from the aluminium ingots exported by
the said Corporation.

Provided also that the importer undertakes w place the entire quan-
tities of such electrolytic aluminium rods imported into India at the
disposal of the Central Government for allocation to actual users.

Sd/- J. BANERJEE,
Deputy Secretary to the Government of India.
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(copy)
F. No. 13/94/64-Cus.V.
GOVERNMENT OF INDIA
MINISTRY OF FINANCE
(Department of Revenue) p
New Delhi, the 2nd June, 1965.
To

’ M/s. Hindustan Aluminium Corporation Ltd.,
U. Co. Bank Building, Parliament Street,
New Delhi.

Sumect.—Export of aluminium ingots by Hindustan Aluminium Corpo-
ration and import of fabricated items—Concession in Custom
duty—Question regarding.

Dear Sir,

I am directed to refer to vour letter dated the 13th August, 1964
regarding levy of surcharge and to sav that the Government of India
have decided that the amount of Rs. 360 mentioned in this Ministry’s
exemption order F. No. 13/34/63-Cus.V, dated 27-3-63 would be excluded
when computing surcharge leviable on the imports of fabricated E.C.
rods, and consequential refund, if any allowed. Necessary instructions in
the matter have been issued to the Collector of Customs, Calcutia/Bombay,
who may be approached direct in the matter.

2. 1 am to add that the Government of India have further decided
to withdraw with immediate effect the concession in Custom duty allowed
on electrolytic aluminium rods, and aluminium foil stock imported into
India after manufacture from aluminium ingots exported bv vou.

Yours faithfully,
Sd/- M. G. VAIDYA,
Under Secretary.

Copy forwarded to: —

1. The Collector of Customs. Bombav/Calcutta with reference to
their letter No. C/1301/63, dated the 15th December, 1964 /No.
C.VI(87)/63, dated the 6th April. 1965.

2. The Ministry of Steel & Mines (Deptt. of Mines & Metals), New
Delhi, with reference to their U.O. No. (18)Met/64, dated the
17th May, 1965.

Sd/- M. G. VAIDYA,
Under Secretary to the Government of India.
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Recommendation

(1) The Committee feel concerned to note the increase in the short-
levy of excise duties disclosed in test audit from Rs. 8.52 lakhs as reported
in the Audit Report, 1962 to 181.72 lakhs as reported in the Audit Report
1965. As against this, the Internal Audit parties which numbered 30 in
1963-64 and covered 936 out of 8,228 ranges were able to delect an under-
assessment  of about Rs. 15.56 lakhs during the year. While the
Committee appreciate that the present scope of the Inlernal Audit parties
is limited inasmuch as they do not question the interpretations by the Col-
lector or the Board they feel that their performance leaves much leeway.

(1) In their 27th Report (Para 453) the Commillee expressed their
sense of alarm at the extremely inadequate inlernal audil organisation
in the Central Excise Deparitment as revealed by the Report of the Central
Excise Reorganisation Commiltlee. In their note (Appendix IX) showing
action taken on the recommendation of the Committee, the Minisiry
have stated that the Government have under consideralion a scheme for
the implementation of the recommendations of the Ceniral Excise Re-
organisation Committee in regard to the strengthening of the Internal
Audit Organisation. The main features of the scheme are that the Audit
and Accounts staff funclioning in the Collectorates and Custom Houses
will form a separate cadre under the technical conirol and guidance
of an independent Directorate of Audit. Pending the examination of the
full implications of such a long-term scheme in all its aspecls, certain
interim measures for the strengthening of the internal audit organisation
in the Central Excise Department are stated to be under examination,
such as:

(i) The amalgamation of the Regional Audit which looks after the
auditing of accounts of faclories producing excisable commodities
which are under audit type of control and the internal audit
department.

(ii) The augmentation of the number of audit parlies.

(iii) The upgrading of the status of the Examiner from Superinten-
dent of C.E. to an Assistant Collector.

(i) The Commitlee regret to observe that despite recommendation
of the Central Fxcise Reorganisation Committee and the P.A.C’s recom-
mendalion referred to above nol much progress has been made in strength-
ening the internal Audit Organisation of the Central Excise Department.
The Committee desire that early action should be taken in the matter.
The Committee understand from the C. & A.C. that a comprehensive
review of the internal Audit Department from the point of view of ade-
quacy and scope is being undertaken by him. They would await the
resulls through future Audit reports.

[S. No. 27, paras 3.8 to 3.10 of Appendix XXI to 44th Report.]
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AcTioN TAKEN
(i) The observation has heen noted.

(ii) & (iii). The scheme of strengthening the Internal Audit Orga-
nisation by constituting a separate cadre of the Audit and Accounts staff
under the guidance and control of an independent Directorate has had
to be deferred for the present on grounds of economy; this decision was
taken in December. 1965, with the approval of the then Finance Minister.
However necessary organisational changes within the limits of the man-
power and financial resources available have been made to improve the
functioning of the Internal Audit parties and the more important of such
changes effective from 8-12-1966 are listed below: —

(1) Regional audit parties has becn merged with the Internal Audit
in each Collectorate and placed exclusively under the charge
of an Assistant Collector.

(h) The number of audit parties has been enhanced from 31 to
5.

() Audit work in each Collectorate has been made the personal
responsibility of each Collector.

(d) The Examiner(s) of Accounts has have been placed under imme-
diate supervision and direct control of the Assistant Collector
(Audit).

[F. No. 1 48 '67-CERC(Admn.)Cell.]

Recommendation

The Committee appreciate that the Excise Officers cannot prevent the
sugar factories from exporting sugar out of fully rated stock even if
concessionally rated sugar of the previous vear is Iving in stock. Bul,
since there is vearwise segregation of stocks, it should be possible for
the officers to know whether any export is made from the left over stock
of concessionally raled sugar of a particular vear at the fag end of the
year or early next vear, and they should be cautious if such sugar is
cleared for export.

The fact that demands for Rs. V.31 lakhs out of under-assessment of
Rs. 2049 pointed out by Audit is sustainable according to the Board,
indicales that there have been failures in some cases.

[S. No. 29, paras 3.20 & 3.21 of Appendix XXI to 44th Report.]
T—1LS/PAC/67
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ACTION TAKEN

The observations of the Committee have been noted.

[F. No. 15/12/66-CXIV.]

Recommendation

* The Commillee are surprised to learn that the two Collectorates in
this case did net issue supplementary demands under Rule 94 of the
Central Excise Rules consequent upon enhancement of duty in April,
1962 and March, 1963, in anticipation of the decision of Government to
withdraw such supplementary demands and 1o recover duly only at the
rale at which the initial assessments weve made at the curer's premises.
The decision was aclually taken only in September, 1965 ic. 31 years after.
In the opinion of the Committee it is a clear case of failure of the two
collectorates for which responsibility should be fixed.

[S. No. 30, para 3.27 of Appendix XXI 1o the 44th
Report, 1965-66.]

Acrion TAREx
The observations of the Committee have been noted and action to
fix responsibility on individual oflicers for failure to issue supplementary
demands has already been initiated. '

(Vetted by Audit).
[F. No. 15717 /66.CXIV]

Recommendation ,

The Commitiee consider il unfortunate that orviginally duty was
charged only on alcohol mixed with other denaturants was omilled from
levy of duty. While the committee appreciate that Central Excise Duty
was levied on power alcohol for the first time they feel that the Ministry
should have known about the varvious tvpes ol denatured alcohol used by
the industry. The Commitee [ecl that once a laviff item is clear and
unambiguous, the practice of modifyving it with reference (o what the
executive considers as practical consideration or de-faclo position is not
desirable.

S. No. 31, para 8.32. of Appendix XXI 44th Report, 1965-66.
P rp p

AcTION TAKEN
The observations of the Committee have been noted.

[F. No. 18/20/64-CX.111]
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Recommendation

While the Commillee appreciate that introduction of compounded
duty scheme is intended 10 be a step towards simplification of excise control
in the case of small manufacturing units, they cannot view with equani.
mily irregularities commitied by 1he excise officers while deciding the
eligibility of the manufacturers to work under the scheme. The Com-
mitlee desire that the Ministry should lake necessary steps to ensure that
no malpractices are followed with vegard 1o the eligibility of manufacturers
to work under the scheme.

[S. No. 35, pura 347 of Appendix XXI1 10 the #4th Report, 1965-66.)

ACTion 1 AKEN

The observations made by the Committee have heen noted. It mav,
however, be mentioned in this connection that consequent on the with-
drawal of duty on raw V.N.E. Oils the compounded levy scheme has also
been withdrawn since 1-3-1963 and is no louger in voguc.

(K. No. 18 7 64-CXIIL}

.
Reconumendations

3.62. The Committee regret to note that witro-cellulose lacquers, an
excisable product, which was being manulactured by the factory since
October, 1955 was brough! under excise control only e from Seplember,
1962, They feel that this inordimate delay o havdly excusable,

3.63. The Commitice would have liked the Board to lake into con-
sideralion the failure of the puarty to pay excise duty from 1955 to 1962,
before they agreed 1o give exemption on grounds o} equity ele.

3.64. The Conumitice nole that the Departinent agreed with  the
Audit view that the whole ot the quantity produced 1y excisable but thal
for the sake of equity and on economic considevations it had decided to
charge duty onlv on the product consumed.

3.65. The Committee note jrom the ecidence tendered that the appeal
of the manufacturer contending that the nitvocellulose lacquers being
produced by it is not excisable at all s sull pending.  They would like
to be informed about the final owtcome o) the case.

[S. No. 36 Paras. 5.62, 3.63 and 5.65 of Appendix XXI to Hih Report]

Acrion TakgeN

3.62. The manufacturers were manufacturing cellophane which was
brought under excise control in 1961 for the first time and it was not
known that they were abvo nunufacturing nitvocellulose lacquers as well,
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since it was not cleared from the factory. It only came to the notice of
the Department in 1962 that nitrocellulose lacquer was also being manu-
factured and it was brought under excise control. The Committee’s
observation has been noted.

3.63. The Recommendation has been noted.

« 3.64. The Committee’s views have been noted.
3.65. The revision application of the party has since been rejected.

[F. No. 22/9/66-CX. VI]

Recommendations

3.90. The Conuuitiee find this ta he a clear case af evasion of duly.
The facts that the assessee company changed the name, advertisement
and surrenderved the licence under drug contvol act, show a clear and
deliberate intention on ils part to evade the payment of duty on the
product which was in any case dutiable.

3.91. They note that the necessary demand had since been raised and
paid but they wish to point out that the omission to license the factory
and (o recover duly constitutes a very servious negligence on the part of
the Central Excise offictals concerned. The Committee are of the opinion

" that mere surrender of the dvug licence on the jurt of the fom was no
reason to assume that the fom was nol manufjacturing a medcinal
preparation, particularly when the Central Facise Inspector had recorded
in his file in March, V961 that “Vox Jubes” had the same formula as
“Vox Pastilles” and the faclory commmenced poduction of the Jules in
April, 1961, no excise licence was oonted wpon and the dearvance of the
“Vox Jubes” was allowed free of duty.

$.92. The Commitlee regret to note that ccen after the evasion was
discovered, the firm was treated with undue lenieney.  The Committee
also note with regret that a supplementary demand for the difference of
2} Per cent. in the rate of duly was raised only on the insistence of audil.
In view of the circumstances the Committee cannot completely discount
the possibility of collusion and malafides in the transaction.  They,
therefore, suggest a thovough investigation and adequate action in the
maller.

3.93. The Commitiee hope that steps would be taken to prevent
administrative lapses on the part ol the Exase Officers which vesult in
omission (o assess excisable products.

[S. No. 39—Paras. 3.90 10 3.93, Appendix XX1 to 44th Report 1965-66.)
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AcTION TAKEN

‘The observations of the Committee have been brought to the notice
of the Collector of Central Excise, Muadras with instructions to institute
a thorough investigation and take adequate action in respect of non-
recovery of duty on “Vox Jubes” w.ef. 74-1961. The Collector of
Central Excise, Madras has also been asked 1o hand over the case to the
S.P.E. for a thorough investigation separately. *

Necessary instructions have also been issued to all Collectors of
Central Excise to take eflective steps so as to prevent administrative
lapses which result in omission to assess excisable product.

[F. No. 36 27 o4-CX.1]

FURIHER INFORMATION

A copyv of the imstructions psued i this regard iy endosed  vide
F. No. 36 27 . 64-CNX-I, dated 16-3- 14966,

2. The Collearor, Cential Excise Madras wis asked o hand over
the case o the S PE. for imvestigation. It is reported I the Collector
of Central Exase  Madias  thar the SPE. has since completed  the
investigation and the 1eport of the investigating Otheer s ander scrutiny
by the Headquarters Ofhce of the S.PE. Then fmal dedsion is awaited.

[F. No. 36 27 64 CN-L)

Cory o Bowp's 1erter FooNoo 3o 27 04-CONCI(Pry. paviep 1ue 101TH
Mo, 1966 [Circvrawr CEFieR NOU 5 MEDICINE) G6] ADBRESS 10 ALL
Corrrcrors or CENIRAL ENCISE.

Stejrct. - Patent or Proprictary, Medicines— Omisvion Lo awess excisable
product - Yith Repori o the Public Acoounts Commuttee
{1905 66) - - Regarding.

I am diteced o sav that the Public Adcounts Commitiee have
observed as follows in paa 93 of their 44th Report, 193666 in a case
of omission to asess an excisable product. (Fiode para 37 of the Audit
Report, 1965 extract enclosed).

“Fhe Committee hope that steps would be tuken to prevent adminis-
trative lapses on the part of the Excise Othcers which result in
onission o assess excisable products.”

2. The Boawrd desires that effective steps should be taken so as to
prevent recwrrence of such administrative lupses on the part of the
Excise Oflicers.
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PUBLIC ACCOUNTS COMMITTEE
Audit Report (Civil) on Revenue Receipts, 1965
CHAPTER 111

Uxtox Exaise Dunres

Para 37 (Pages 28-29)
PATENT OR PROPRIETARY MEDICINES
(Tavif Item No. VLE)
Omission to assession excisable products - -Rs. 156,607,

A factory wis manutacaring under o drug Licence, a medicinal
preparation called “"Vox Pastitles™ which was advertised as a remedy for
cough and sore throat.  On the imposition of excise duty on patent or
proprietarv medicines with cllear brom Ist March, 1961, the factory
stopped the manufacture of the diug atier cearing the stocks on hand
by 2Ist March, 1961 on paviment ot dunn. From 7th April. 14961, the
company started manufacture of a proparation named as “Vox o Jubes”
having the same ingredients and medicinal properties as ity predecessor,
but the speciication that it was o remedy for cough and sore throat was
omitted from the packers. The factory abo intimated the stoppage of
manufacture of the “Vox Pastilles” w0 the Drug Conuol authorities and
got its drug licence cancelled. While doing <o it did not inform them
about the muroduction of the “Vox  Jubes”. The cancellation ol the
drug licence was. however. tahen by the Cenual Excise Department as
proof that the new produa was not o diog and when the factory
commenced production of the Jubes in Aprile 1961, no exdse licence
was insisted upon and the dearance of “Vox Jubes” were allowed free of
duty.

2. During the audit conducted in Julv, 1963, 10 was obsenved than
even though the Central Excise Inspector had reconded v his file in
March., 1961 that “Vox Jubes™ had the same fornnida as “Vox Pastilles™,
no action wis Giken to levy daty o the product. The faillure was
pointed out to the Depariment as also the face that there was no
specific dedlatation by the Diag Controller that the "Vox  Jubes” was
not a drug. The Department veplied that no action was called for in the
matter as the Drug Conutoller had cancelled the licence given 1o the
factory. On the matter being pursued further by Audit, a detailed
questionnaite was isued to the munufacturers in December, 1963 calling
for full particulws relating 10 the manutacime of “Vox  Jubes” and
asking them to state why they should not be requited 1o take out an
excise licence. The mamacturers agiced o obtain the excise licence
as well as the drug licence with ellect from st March, 1964 and agreed
also o pay duty for past dearances. The Central Excise Department
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raised demands amounting to Rs. 1,209,489 in respect of the clearances
for the period 7th April, 1961 to 28th February. 1964 by applying the
concessional effective rate of 74 per cent. ad wvalorem. Audit pointed out
that no concessional rate was applicable in this case as initiallv, goods
were cleared without pavment of duty and that the full standard rate of
10 per cent. should be applied.  The Department has accepted  the
contention of Audit and has ruised a supplementay demand of Rs. 27,118
making in all Rs. 1056607, Ou of this amount, a sum of Rs. 85000
has since heen paid.  The balance remains uncolledted ~o far. (December,
1964).

Recommendations

(1) The Commitice constder it unjortunate that the Board should
have left commenicial plywood wndefined when i June, 1962 11 issued
the notification limiting the duty on 1 to 15 paise pey square melre.

(1) Thex e of the opmion that wlile the mattey of fixing the rates
of duty on different vanciies ot plvicood was under considevation of the
Board, the Board could caviy huce asked the Collector concerned to
withhold pavment of any yetund due tdl the matter was decided finally.
They ave also of the view that 0 the amendoient made in Julv, 1963
to the Government notification had been made ecarlier, the additional
revenue should hace legiimately and cquitabiy doorned to Government.

[S. No. 40, paras 2100 and 3,101 of \ppendix XXT o +Hth Report,
1965-66.]

Acrion Fawen

(1) In June, 1962, specific rates of duty were fixed for (@) "Commercial
plywood other than decorative” and (b “decorative phwood and all
boardy.  Decorative phwood was detined in owm letter Fo Noo 22 4 62
CXVIL dated the ith June, 1962 as “phiwond with ornamental veneers
on one or both sides. wed tor decorative purposes, of a superior timber
like teak, walnut, vose, mahagam. ash o1 chenar et Al other phiwood
which was not decorative in terms of these instructions man be deemed
to have been implicithy covered n the term commercial plvwood’.

(1)) In view of what is stated in the preceding paragraph. the plywood
in question was assessable at the specific rate applicable o commericial
plywood and the question of withholding pavment of refund did not arise.

The question of amending Notification No. 126 -62.CE. dated the
13th June, 1962 on the lines subsequenthy incorporated in Notitication
No. 105°63-CE, dated the Ist Juhv, 1963 was in fact considered in the
month of January, 1963 but as the production ol costly varieties of
plywood was reported to be less than H5000 sq. metre involving relatively
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insignificant additional revenue of Rs. 7,500 against total revenue of
seventy lakhs from this product. the decision on the issue was deferred
until reveiw of Notification No. 126/62-CE, dated the 18th June, 1962
was undertaken in June, 1963.

(Not vetted by Audit.)

[O.M. No. 9/6.65-Cx.VII, dated 28rd August, 1967.]

Recommendations

(1) The Committee regret lo note that due to three diffevent findings
of the Chemical Examiner on three occasions, in yegard lo the same tvpe
of paper, duty could not he realised at the proper rates and at the proper
time, with the result that the vecovery of duly due became time-barred.
The Committee desive that the clastfication of diffevent varieties of paper
should be systematised as fay as possible in order to minimise the visk of
wrong assessment.

() The Committee are glad to nole that the Government proposes
to amend the law in order to take powers of revtew and to extend the
period ol Umitation in cases of misclasification or collusion or fraud.
Thex note that steps have been taken ta effect recovery in the present
case through a croil wit. They scoudd like to be informed of the result
of this suit.  Keeping tn view the outcome of this case, the question of
taking specific powers to cffect yecovery by means of il suit should
also be decided.

(111 The Commuttee hope that inhuctions isued by the Board that
Chemical Fxanuners should be sesponsible jor finding out the consti.
tuenis ete. only and the actual assefication showld be done by the officers
and not by the examiner, il be strictly adliered to.

{S. No. AL, paras 511210 5.1 H of Appendix XNXT o Hith Report.]

Achion Takes

(iy Paper and paperboard are grouped into four difierent sub-items
under Item No. 17 of the Fira Schedule to the Central Excises and Salt
Act, 1941, subsitem (1) flad covering saricties not specified i other sub.
items.  In cases of doubt whether o particular variety of paper/board is
to be assessed under one or the other subqitem the nuatter is referred to
the Board by the Collector concerned after making necessary enquiries
and consulting other Collectors.  In such cases the Board examine the
matter having regard to all relevant factors and issue a ruling, where
considered necessary,

However, the Committee’s suggestion that the classification of different
varicties of paper should be svstematised as far as possible, is noted.
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(ii)) A Writ Petition filed by the party in the High Court at Calcutta
against the demands for duty raised by the Department is at present
pending. The question of effecting recovery of dues through a civil suit
will be considered further afier the Writ Petition has been disposed
by the High Court. '

(iti) The Committee’s observations have been noted.

[Vetted by Audit.}

[F. No. 22/14/67-CX. V1]
FURTHER INFORMATION

Para 41 (ii1) The instructions have been reiterated and the Com-
mittee’s observations in the matter have been brought to the notice of all
Collectors of Central Excise etc. for strict compliance, wvide Board’s
circular letter F. No. 4068 66-CX.I, dated the 2ud Januarv, 1967, a
copy of which is enclosed.

[Vetted by Audit.}
[F. No. 22 14:67-CX.VL}

Cory oF CExTRAL Boarp or FExcise avp Cisroums CIRerLar LETTER Misc.
No. 1'67.CX.I (F. No. 4068 66.CX.1), patep THE 2N Janvary, 1967
ADDRESSED 10 At Coritrcrors oF CENTRAL Excise asp Avurn DepurTy
Correcrors or CExrrar EXcIse, erc.

SUBRJECT.— Test reports of samples and technical opinions for Customs
and Central Excise purposes.

I am directed 10 sav that instances have come to the notice of the
Board in the recent past wherein the laboratories had given categorical
tariff classification.  Based on this opinion the products were assessed
1o duty by the assessing officers.  Subsequently, at a higher level the
classification was decided 1o be otherwise.  This has resulted in an
embarrassing situation.

2. It has been pointed out from time to time that it is not the
function of the Board's laboratories to classifv a product for purposes of
tarifl. In this connection your attention is drawn to (i) paragraphs 147,
148 and 189 of Manual of Chemical Laboratory Custom House, Calcutta,
which is applicable mutatis mutandis to all the Board's laboratories, (ii)
paragraph 5 of Board's lewer No. 534(14)-Cus.lIIl 54, dated the 18th
January 1935 (iii) paragraphs 2 and 3 of Board's letter F. No. 83/75/63-
CX.1I, dated the 2nd Julh. 1964 (iv) Irem No. 5 of the Combined
Conference of Collectors of Central Excise and Customs held at Madras
in November, 1964 and (v) parvagraphs 3.114 of the Public Accounts
lommittee report 1965-66 extract of which are enclosed.

$. The Board reiterate that the assessing officers at the various levels
should not ask the Deputy Chief Chemist, Chemical Examiner, to give
8—1LS/PAC;67
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the tariff classification but should put the proper query enabling the
laboratory to carry but tests required for determining the classifications.
When technical opinions regarding classification are obtained from the
Deputy Chief Chemist/Chemical Examiner, these should neither be made
available to the party nor should they state that their assessment is
based on such opinions.

4. Receipt of this letter may please be acknowledged and the Board
informed of the steps taken to ensure strict compliance with these
instructions.

Cory ofF ExTrRACT FrROM Maxvar or THE CHEMIcAL Laporatory Customs
House, CaLcuTra,

REPORTS

147. The reports must contain enough data to help the Executive
Departments take a decision about assessment, classification etc. The
chemist must not load the report with figures and observations which
are not of use to the exccutive officers. Similarly no extrancous matter
should be entered on the Test Memo by anv oflicer of the departmemt
sending samples for test. The memo should strictly be confined to the
queries concerning the test and replies of the Chemical Examiner as the
independent technical adviser. They should not be used as notc sheets.

148. Classification. assessment and similar matters are the province
of the Executive departments. In order to save cmbarrassment, the
report must as far as possible avoid all mention of these aspects. It is,
however, impossible in many cases to eschew all such indications and be
at the same time intelligible. Reports like, “it is Sago flour”, it is
bleaching powder”, “it is Portland Cement other than white” cannot be
helped and can do no harm.

COPIES OF TEST REPORTS FOR PARTY

189. If a party asks for it. there is no objection to issue to him a
copy of the technical details of the Chemical Examiner's report.  If the
Chemical FExaminer has made anv suggestion regarding classification or
assessment, it should not be transmitted. These copies are issued by the
department concerned (not the Laboratory) usually after consulting the
Chemical Examiner about the technical portions which may be issued
to the party. Fee of Re. 1 is charged for each copy.

ExTracr oF Lerirgr No. 54(11)Ces 111/54, parep 18-)-1955 FROM THE
Unper SeCRETARY, CENTRAL Boarp or REVENUE, ApbRESSED TO Cot.-
1LECTORS OF Cusroms, Bompay, CArctrra aNpD MADRAS,

5. The report from the laboratory should similarly be confined to
data which would assist the Appraising Department to decide classifica-
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tion, assessment etc. If the Chemical Examiner wishes to make a
recommendation re: the classification or on other aspects, it should not
be made on the test report itself, but on a separate note sheet. There
are certain types of materials where a report should not be loaded with
figures or observations which are not likely to be of use to the appraising
Dcpartiment.

ExtracT of CIrcurar LErrer No. Misc. /64, F. No. 35;75/63-CX. 11
FROM SECRETARY, CENTRAL Boarp or Excisg axp Cusroms, Niw
DELHI, ADDRESSED TO ALl COLLECTORS OF CENTRAL EXCISE, E1C. ETC.

2. Some recent instances of assessment problems which have been
considered by the Board show that the assesing and the conuolling
officers do not often apply their own minds to the problem of classifica-
tion of articles for assessment and the tendency scems to be growing on
their part to take the path of least resistance and refer samples in doubt-
ful or disputed cases to Chemical Examiner; Chief Chemist. etc. not
merely for analysis and opinion as o the nature of goods but also asking
for their advice about the item of the tariffi under which the goods
should be classified.  On receipt of such opinion thev merely ditto the
advice disregarding all other factors. At times this often leads to
palpably wrong orders which it takes time to correct, resulting meanwhile
in avoidable hardship to the manufacturers and additional work all along
the line for the administration.

3. In this connection syour attention is invited to Part 11, Chapter 11,
paragraph 21 oun p. 100 of the Report of the Central Excise Reorganisation
Committee in regard to the role of regional and control laboratories in
excisc administrationn. The Government has noted this recommendation.
The Board would like to emphasise that the dedision as to the item of
the Central Excise Tariff under which any article should be dassitied
has to be that of the assessing ofhcer.  He mav obtain expert technical
market advice from any sources from where useful advice can be had. but
in the hinal analysis the decision has to be his and not that of am
adviser induding the Chemical Examiners or the Chief Chemist.

Exiract or Minties o e CoMpned CONPERENCE OF COLLECIORS OF
CenrrAL Excise asp COLLectors oF CUSTOMS HELD Al MADRAS FROM
10TH 10 131H NOVEMBER, 1904,

Item No. V

Role of technical experts in deaiding clasification for assessments,

It was once more stressed upen the Collectors that the responsibility
for deciding the correct classification lav on the assessing ofticers and on
their superior executive officers and not on the Chemists or the technical
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experts. It was also pointed out that while the technical experts would
give correct analysis of the article in dispute, they were not expected to
be equally familiar with the actual use of the article, legal decisions etc.
As such they would be handicapped in suggesting the actual classification.
Further the tendency of shelving responsibility by requesting Chemists
to advice classification was  producing other undesirable, effects, e.g:,
slackness on the part of assessing officers, resort to provisional assessment
in avoidable cases etc. The Collectors were therefore, advised that while
they were free to seek the advice of the experts regarding the chemical
or physical composition of the article under dispute, they (and their
assessing officer) should apply their own minds and come 10 a decision on
the correct classification themsclves.

(Action all Gollectors)

-

Para 3.114 of Public Accounts Committee (1963-66)
FORTY-FOURTH REPORT

The Committee hope that instructions issued bv the Board that the
Chemical Examiners should be responsible for finding out the consti-
tuents etc. only and the actual cdassification should be done by the
officers and not by the examiner, will be strictly adhered to.

Recommendations

(1) The Commitice are not happy over the time-lag of four years
which occurred in this case between the issue ot the report of the Tarif]
Commission regarding aclual wse of offset paper above particular gram-
mage for drawing and the final decision taken by Goeernment to classify
it as such oy the purpose of levy of excise dutx. (The Tariff Commission
reported on the matter in 1959 and Government issued instructions in
August, 1963.)  In case of one factory the loss of revenne due to delay
in issue of classification amounted to Rs. V7R lakhs duving the period
July, 1962 to August, 1963. .

(1) While the Commitlee note that the Tariff Commission’s report
was not directly concerned wilh enforcement of excise tanff, they are
surprised why the Board did not then take note of their expert opinion
on a matler haiing a bearing on the excise control.  What is more
disturbing is that even after the point was raised by a Collector in 1961,
the ruling given by the Board in March, 192 was not in consonance
with the opinion of tariff Commission and it took them a further period
of about 1 1/2 years lo come to the final conclusion. Qbviously the
earlier ruling was given after a perfunclory examination of the malter.
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(¢55) The Committee are also not salisfied over the different Col-
lectorates charging different rates of duly on the same articte. They
feel that the Board should have a close coordination with the various
Collectorales in order to ensure uniform application of excise lariff, and
necessary sleps should be taken in this divection.

[S- No. 42, paras 3.121 to 3.123 of Appendix XXI to 44th Report.]

Acrion TAkEN
(i) and (ii) The Committece’s observations have been noted.

(iti) Instructions already existed to the efiect that v matter of
classification of paper where a doubt arises in anv Collcctorate, the
Collector concerned should consult the other Collectors and where there
is divergence of practice get a ruling of the Board. thus ensuring that
the same variets ot paper is classified in the same way in all the different
Collectorates.  Instructions have also been issued laving down certain
guiding principles regarding dassihcation and assessment of paper and
paper board.

Further gencral instructions emphasising the need o avoid lack of
uniformity in administration of tax laws have abwo since been issued
vide this Ministry's letter ¥. No. 1 14 64-CX.1I, dated the 16th Febru-
arv, 1967, 4 copy of which is enclosed.

[Vetted by Audit]
[F. No. 22715 67-CX.VL]

Cory or Minvisigy o FInance (DepsriMeND 0 REVENUE aAD INSURANCE)
Ciretinar Letier Noo Mise, 167 (F. Noo T H 60CNCED, paTED THE
1611 FEBRUARY, 1967 apbrEsseD 1o v Corrkctors wo Dervey Cor-
LECTORS 01 CENIRAL EXCGISE, EIC,

Svrjectr~~Public Accounts Commuttee’s Wih Repor!——ddmintstiation of
Tax Laws—Recommendations ot the P.4.C. Instructions
regarding.

The Public Acvounts Committee in thewr Hih Report had drawn
atiention to the disquicting  feature regarding Lk of  uniformity in
administtation of tax  laws; different oftiers sometimes give  different
interpretations of the law with the result that atizens may be taxed
differently under the same statute which in their view obviously amounts
to executive discrimination. The Committee have further stated in their
46th Report that they cannot overemphasise the basic need of ensuring
that under the same statute and at the samie time people are not charged
different rates of tax only duc to different administrative interpretations
or other failures.
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2. The Government of India have noted the recommendations of
the Committee and desire that suitable steps may be taken to implement
the recommendations of the Committee of different levels. While the
Government of India have already taken necessary steps to strengthen
the internal audit in all the Collectorates, the Board feels that effective
watch at all supervisory levels and proper training of the assessing officers
will go a long wayv towards avoiding the executive discrimination pointed
out by the P.A.C. I have. therefore, been directed to request that neces-
sary action may be taken in the matter urgently.

Recommendations

(1) The Comnnlttee regret to find [rom the note furnished (Appendix
X1ID that in these cases there was delay in drawing out samples for
chemical analvsis. Further, although the cases relate to the same Col-
lectorate no uniform practice was followed in  recovering  back duty
(after the Chemical Examiner’s veport was recerved).

(t1) The Commitlee note with surprise tha! not only no uniform
procedure was followed in the vecovery of back duly but also the decisions
were taken by the officers at different levels. The Commitiee feel that
the procedure needs streamlining with a view to achieving uniformity
in regard to both vealisation of back duty and delegation of these powers
to the officers.

[S. No. 43 paras 3.132 and 3.133 of Appendix XXI, 44th Report ]

ACTioN TAKEN

The Commitiee’'s observations have been noted for necessary action.
[F. No. 22,8/66-CX.V1]

Recommendations

The Commuttee regret lo point out that this was a clear case of
fatlure of the Cential Excise Officers to levy duty on the yarn wed in
trade samples in spite of the clear instructions of the Board to impose
such a levy. They hope that the officers will be more careful in future,
and that such lapses will not occur again.

The Comwmultee are not happy over the practice of allowing exemp
tion of dutly by executive orders inslead of isuing a proper notification
as required under rule 8(1) of the Central xeise Rules. Apart from the
legal position, they are not satisfied with the explanation that there being
alrcady so many nolification, bulletins elc. involving the possibility of
the officers overlooking some provisions, the Board were not keen onm
fssuing too many nolification.  For, the same difficulties will arise in the
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case of issue of executive orders. But if for administrative flexibilily,
Government desire some latitude in such matter, they should obtain
authority to do so from Parliament by introducing an amendment lo
excise law. The Commillee hope that the difficulties faced by the
Department and the extent of delegation of powers required to resole
them would be carefully examined.

The Commiltee desite that the procedure should be rectified early
making it obligatory to lay a copy each of all notifications issued by the
Department before Parliament.

[S. Nos. 44, 45,46, paras 3.138, 3.141 and 3.142 of Appendix
XXI. 44th Report]

AcTioN TakKEN

The above observations ‘recommendations of the Committee have
been noted.

(F. No. 1 7 64CXIL]

Recommendations

(1) The Commitice consider it unfortunate that the particular
Collectorate should have ignored the classification given by the Board in
October, 1962 that ‘Sized waste of yarn' was awessable to duty and
continue to clear such varn without pavment of duly. Such a tendency
on the part of Collectorates to i1gnore Board's imstructions needs to be
put down. In the present case if the Collectar had a genuine doubt about
levy of duty on sized waste of yarn having regard to the definmition given
in the Textde Control Order that this type of yarn was to be treated as
waste varn, he should have referred the matler to Board, and in ihe
meanichile imposed duty thereon.

(1) The Convmittee have come across a few other instances also
where the Board's instructions haie not been followed by the Subordinate
officers.  The Committee regard this as both sevious and unforiunate.
They desire that a ery serious view should be taken of such deliberate
violation and immediate steps should be taken to ensure supervisions and
precise comphiance with such orders.

[S. No. 48, paras 3.152 and 3.153 of Appendix XXI, 44th Report]

Acrion TAKEN

The above observations of the Commitiee have been noted.

(F. No. 1/6 64+.CX.I1)
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Recommendations

The Committee regret to note the omission of the Board to define
the word ‘hank’. This resulled in the hanks of longer length being
cleared at concessional rales of duty before the issue of clarification in
August, 1962, involving a considervable loss of revenue (Rs. 40.03 lakhs
in nine Collectorates). Apart from this loss, the purpose of giving the
concession i.e. not to levy duly on that part of the colton yard which
was used by the handloom weavers, was also not probably fully achieved,
for according to the Minisiyy's own admission there was a grealer danger
of hanks of longer length being misused by powerlooms. The Commitlee
desived that in view of the financial and other important implications
involved in the notifications issued by the Board, these should be more
specific and worded move carefully.

[S. No. 49, para 3.16] of Appendix XXI 10 44th Report ]

ActioN TakeN
The above recommendation of the Committee has heen noted.

With regard 1o para  3.160 of the Committee’s report it  may
incidentally be observed that in the light of further data that has since
become available. the information furnished to them earlier (and which
has been reproduced at Appendix XIIT of the Committee’s Report) needs
to be revised as shown in the enclosed note.

[F. Nao. 1722 64.CX.TL]

NOTES

The total number of units producing and clearing cotton yarn in the
form of ‘Hank’ is 388. The number of those units where hanks produced
and cleared contained more than 840 vards, and concessional rates of duty
were denied on the strict interpretation of the term ‘hank’, was only 10,
In the remaining 378 units either the hanks produced and cleared did
not contain more than 840 yards or the concessional rates of duty were
applied irrespective of the length of varn contained in hanks.

(F. No. 1/22,64-CX.11.)

Recommendation

The Committee also desire that hoth in view of letter of the Law
and the intention efforts should be made to yecover this amount [rom
those who got this uninlended proft.

[S. No. 49, para 3.162 of Appendix XXI to 44th Report.}
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AcTION TAKEN

The desire of the Committee to make good the amount of Central
Excise duty involved in the case under consideration is appreciated but
it has been felt that further action in the matter may not be taken in
view of the following considerations: —

(i) in terms of the wording of the notifications in force during the
relevant period it could not legally be possible to deny grane of
exemption to those hanks also which contained more than 840
vards of cotton yarn;

(1i) assessment of cotton varn of longer length had acquired the
force of an established practices: and

(iii) even if despite (i) and (ii) above demands were to be issued at
this late stage the legality of such an action in view of the time-
limit imposed by rule 10 of Central Excise Rules, 1944, would
be doubtful.

[F. No. 1/2264-CX.I1}

Recommendation

The Commiltre note that in the present case the whole question
hinges on the interpretation of the expression ‘fully manufactured ¢ondi-
tions’ used in the budget instructions. The Committee understand from
Audit that in another case, the carlier instructions of the Board were
that only the goods in packed condition and ready for delivery on the
date of imposition of dutv were not chargeable to duly and in other
jute Mills this practice was followed. (The Chairman of the Board
promised to check up the position). It so, the Committee hope that this
aspect will also be examined before coming to a final decision. The
Comnuttee feel that such difficulties can be avoided (f the instructions
issued by the Board are more specific.

[S. No. 50, para 3.171 of Appendix XXI to 44th Report.]

AcTioN TAKEN

The position has been checked upon an all India basis and it is
found that generally speaking only those jute manufactures were consi-
dered to be “fully manufactured” as were lying on the crucial date in a
properly packed or baled condition ready for delivery.

Regarding the appeal, referred to by the Committee, it may be
stated by way of elucidation that till now it is a claim for refund of part
of the duty in the specific case of New Central Jute Mills, under consi-
deration. While finalising action on that claim, and while dealing with

9—1LS/PAC;67
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appeal/revision application, if any, that might be preferred in connection
therewith, the local Central Excise authorities in Calcutta and Orissa
Collectorate, as well as the appellate/revisional authorities, will no doubt
take the above position into account.

The need of the instructions issued by the Board being more specific,
stressed by the Committee, has been noted.

Lt &

(F. No. 1/14/64-CXI1]

Recommendation

(ii) The Committee cannot over-emphasize the basic need of ensuring
that on the same commodity at the same time people are not charged
different rate of duty due to different administrative interpretation other
failures. This would obviously amount to execulive discrimination.
Therefore, there must be a system of giving uniform interpretation, so that
all the assessees who were liable to pay a certain tax on a certain commodity
under a certain statute were uniformly treated.

(iti) The Commutlee are not satisfied over the present administration
of the excise duties, where the instances of short levy and excess levy are
notl infrequent. Normalily the burden of excise duty is passed on to the
consumer by the producer. Moreover, when duty is short levied in the
first instance, the burden of the exira duty paid laier had to be borne
by the manufacturer himself, as he might not be able to pass it on to
the consumer. In case of collection of excess dutv in the first instance,
the refund paid to the manufacturer later would be vetained by him,
as he would have already passed on the burden of higher duty to the
consumer. Theve would also be cases where persons who have paid
excise duty might not get refund either due to time-bar or other reasons.
Such persons would be sufferers. The Committee desire that these aspects
should be carefully examined and necessary steps taken to mitigate the
difficulties, and to ensure uniform application of excise duties throughout
the country.

(S. No. 50, paras 3.173 and 3.175 of Appendix XXI to 44th Report]

ActioNn TakeN

- The above observations/recommendations of the Committee with
regard to steps being taken to avoid, as far as possible, short levies and
excess levies, have been noted.

(F. No. 1/14/64-CX.IL}
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Recommendation

Since the case is sub-judicc the Committee would like lo await the
judgment of the High Court.

[S. No. 52, para 3.196 of Appendix XXI to the 44th Report,
1963-66.]

.

AcrioNn TAKEN

Since the Committee have not recommended any action, Govern-
ment have no comments to offer, except to say that the case filed by
the party in Bombay High Court has alrcady been decided against the
Government. However an appeal against the said decision has since
been filed.

{File No. 12,27 66-CXVIL]

Recommendation

(ty The Commultee regret to note that there was an initial failure of
the admumistratice machinery o) the Delhi Collectorate to enforce licensing
of small avssemblers of wireless recerving sets after the Central Excise duty
was levied thereon trom lst March 1961, While the Committee appre-
cate that the product having been brought under excise control for the
first time, there was some agiation by the manujacturers, they are sur-
prised that the Department waiied Uil Seplember-Ocober, 1961, ie., for
mare than six months, before the manujacturers were made to take out a
licence. What 1s worse, the manufacturing firm A" referred to in the
present case took oul a licence only in November, 1961, and firm ‘B’
continued to manulacture sels without a licence and without being de-
tected till Junc, 1962, The nertia vy the Officers menits sevious notice.
The Committee hope that such delays will be avoided in future.

(ii) Another fatlure was that in this cave at the time of issue of the
licence to the manufm'lun'ng firm concerned or even atter, no attempts
was made to verify whether the actual value of receiving sels manufac-
tured by it duwiing the period 1st March to November, 1961, did not
exceed the non-excisable limat of Ry, 150, until @ complaint was recesved
from a competitor. That the party to whom the manufacturing firm
was selling its sets at Rs. 130 at Rs. 145 was only an associale firm of its
oun could not be discovered by the Department. The Commitlee desire
that the excise control in the imposition and collection of duties should
be more strict.  With this end in view and gaining experience from this
case, the Mimistyy should examine to which extent procedure and super-
vision need tightening up.
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(iiiy The Committee also desive that the investigalion by the Special
© Police Establishment into this present case should be finalised early and
“they should be informed about the outcome.

[S. No. 53, paras 3.205 to 3.207 of Appendix XXI to the
44th Report, 1965-66.]

AcTtioN TAKEN

(i) The observations of the Committee have been noted.
(ii) Action is being taken.

(iii) Special Police Establishment are being informed of the Com-
mittee’s observations and the outcome of the case will be intimated o the
Committee in due course.

[Vetted by Audit.}
[F. No. 5/17/64-CXVIL]

FURTHER INFORMATION

Para 3.207—As stated in this Ministrv's carlier reply “Statement
showing action taken on the recommendations of the Public Accounts
Committee made in their 44th Report. 1965-66” sent under U.O. F. No.
5/17/64-CXVII the Special Police Establishment were informed of the
Committee’s observations. The Special Police Establishment recom-
mended regular departmental action against three non-gazetted staff
besides suggesting that such action as may be deemed fit be taken against
the Assistant Collectors of Central Excise concerned. The Department
in consultation with the Central Vigilance Commission has warned the
non-gazetted staff involved in the case. It has also been decided that no
action is called for against the Assistant Collectors. The Commission
have not advised black-listing of the firm as such a course was neither
feasible nor would it serve the purpose of denving them any import
licence.  Demands for excise duty have alreads been raised against
Shri Jagatjit Singh on 1322 Wircless Receiving Sets.

2. After action on the lines advised by the Central Vigilance Com-
mission had been completed, the Certral Bureau of Investigation
approached the Central Vigilance Commission for re-consideration of
their advice. The Commission has stated that no re-consideration of
the advice is called for.

[Vetted by Audit.)
[F. No. 5/17/64-CXVIL]
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FURTHER INFORMATION

The report furnished by the Special Police Establishment stated that
such action as deemed fit may be taken by the Department against
[S/Shri ——] the then Superintendent of Central Excise (Technical) and
later Assistant Collector of Central Excise [......... ] and [C. L. Beri,]
Assistant Collector of Central Excise. The report of the Special Police
Establishment was referred to the Central Vigilance Commission who
advised in their letter No. 11/33/66-V, dated the 2lst January, 1967 (copy
enclosed) that “it would be sufficient if the officials against whom regular
departmental action has been recommended by the Special Police Estab-
lishment are warned.” No regular departmental action was suggested
against 5/Shri [Iver and Beri] by the Special Police Establishment. The
Deputy Inspector-General of Police later addressed the Central Vigilance
Commission on 4th April, 1967, requesting the Central Vigilance Commis-
sion to reconsider their advice. In their letter No. 11/33/66-V, dated the
Ist Mav, 1967 (copy enclosed), the Commission observed that ‘it does not
appear nccessary that reconsideration of the advice given earlier is called
for’. In the light of the views expressed by the Central Vigilance Com-
mission, the question of instituting departmental action, apart from

, warning the said ofhicers, did not arise and had to be dropped.

[Vetted by the Comptroller &
Auditor General of India.]

[F. No. 5/17/64-CXVIL]

Cory ot LEMER No. 11,33 66-V, patep tHE 2isr JaNvary, 1967 rFroM
Suri C. M. Naravaxay, DeErury SEcReETARY, CENTRAL Viciiance Cows-
MmisstoN, 3, DrR. Rajenpra Prasap Roap, Ngw DELHI ADDRESSED TO
Suri 8. P, Kasmeant, Direcror or INspecrion (V) Cusrosms axp Cen-
TRAL ExCISg, INDRaPRASTHA BHawaN, New Derui

SvnjEcT.— R, C. No, 48 65-DLI agatnst Shre Mathura Dass, Deputy Super-
mtendent, Central Excise and »ix others.

Please refer to the report of S.P.E. in the above case. The report
only shows how a dealer has evaded excise dutv and the officials have
not been sufficiently vigilant in (a) bringing the manufacturer on their
list, (b) in assessing the correct duty: and (¢) in taking adequate steps
to recover the duty. No complicity or wanton negligence has been
proved. The Commission would. thercfore, advise that it would be
sufficient if the officials against whom regular department action has
been recommended by the SPE arc warned. No action is suggested
against the other two officials. Blacklisting of the firm is not possible
mor would it serve the purpose of denving them any import licence.
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Cory oF CONFIDENTIAL LETTER No. F. 11/33/66-V, DATED THE 1ST May,
1967 rrom Suri C. M. NARAYANAN, Dvy. SecrRETARY, CENTRAL VIGI-
LANCE COMMISSION ADDRESSED TO THE CENTRAL BUREAU OF Invabn-
GATION, NEw DELHL

Susjecr.—R.C. No. 48/G5-DLI against Shyi Mathura Dass, Dy. Supdt.,
Central Excise and six others.

Please refer to your letter No. 2607,3,48/65>-GW I-DLI, dated the
5th April, 1967. The Commission has examined the note forwarded. It
does not appear that reconsideration of the advice given carlier is called
for.

Recommendation

Last year it came to the notice of the Commiltee that the tariff
value fixed in respect of certain motor vehicles produced by a particular
company was far less than the wholesale price of many vehicles in this
category, resulling in less collection of duly amounting to Rs. 30.45
lakhs. In the present case according to Adudit less collection of duty on
carbon dioxide and cellophane amounted lo Rs. 10.74 lakhs and Rs. 4.85
lakhs respectively. As pointed out by the Commitlee last vear |[c.|.
Para 61 of 27th Report (Third Lok Sabha)) apart from the loss of re-
venue suffered, fixing of lower tantff rate amounts to circumventing the
Parligment’s intention by executive fiat. . The Committee had desired
last vear that in vicw of the anomalics brought to notice and thewr vbser-
valions, Government should gree an early attention to this question and
take necessary remedial action. The Committee cannot but express their
disappointment at the delay which has taken place in taking action on
the recommendation contained in para 61 of their 27th Report (1964-63).
The Comnittee desired tha! such recommendations which have an im-
portant bearing on the administration of taxation in the country should
be given prompt attention by the Ministry of Finance. In the mean-
time, the Commitlee cannot view with the equanimity such huge losses
of revenue due to unscienlific and ad hoc fixation of tanff values which
results in dilution of authovity of Parliament in the field of taxation.

[S. No. 54, para 3.216 of Appendix XXI 1o the
44th Report, 1965-65.]

AcCTION TAKEN

So far as the loss said to have occurred in respect of carbon dioxide
is concerned, tarifi values had been fixed much earlier than the Com-
mittee's recommendations made in para Gl of their 27th Report (1964-65).
Regarding the remedial measures in the matter of fixation of tariff values,
the Government had informed in para 2 of their replv to those recom-
mendations of the Committec, that this could be achieved by suitable
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amendment of section 3(2) of the Central Excises and Salt Act, 1944.
Amendment of Section 3(2) is a part of the over-all amendment of the
said Act, a bill in regard to which is being processed for introducing in
the Parliament. In the aforesaid reply, it had also been stated that the
procedure for fixing tariff values itself had alreadv been revised. It is
expected that this would ensure that the tariff values fixed would cor-
respond more closely to the weighted average values of the products.

[File No. 7/4/66-CXVI1.]
FURTHER INFORMATION

The Central Excise Bill incorporating amendment of section 3(2)
of the Central Excises and Salt Act, 1944, has not been introduced in

the Parliament so far. .

2. The Bill referred to above does not merely seek to revise section
3(@) of the existing Central Excises and Salt Act, 1944 but is a con-
solidating and amending Bill in order to make the Central Excise Law
self-contained. The Bill also incorporates a provision requiring copies
of all notifications including those relating to tariff values to be laid
before the Parliament. The draft of the Bill is at present under re-
scrutiny in consultation with the Ministry of Law. Because of its com-
prehensive nature, its finalisation for introduction in the Parliament
will take some time.

3. Meanwhile the work of fixation of tariff values for excisable goods
has been entrusted to the Economie Adviser. Ministrv of Industry and
Supply—an agency independent of the Central Board ‘of Excise &
Customs—-so that such tariff values could be fixed after proper enquiry.
It is expected that this revised procedure would ensure that the tanff
values hxed correspond more closely to the weighted average values of
the guads.

{Vetted by Aundit.)
[F. No. 77 67-CXVIIL]

Recommendation

The Committee are not jully convinced that in the present case the
manutacturer had not passed on the burden of higher duty, already
paid, to the consumer. The Committee, therefore, do not consider it
proper to fix lower tariff values with retrospective effect as it involves
granting a concession retrospectively.  Thex desire that 1t should also
be examined in consultation with the Ministry of Law whether theve is
a legal authority for taking such action by the Ministry giving retrospec-
tive effect to the notification fixing tariff values.

[S. No. 53, para 3.222 of Appendix XXI to the
44th Report, 1965-66.]
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AcTioN TAKEN

The Committee’s observation that in this .particular case the con-
cession should not have been granted retrospectively has been noted.
Similarly, the Committee’s observation that the general question, whether
Government have powers to give retrospective effect to such exemption
notification requires to be further examined in consultation with the
Ministty of Law has also been noted for action accordingly.

[Vetted by Audit.]
[F. No. 7/53/66-CXVIL]

FURTHER INFORMATION

The g.encral question, whether Government have powers to give
retrospective effect o notifications fixing Tariff values has been examin-
ed in consultation with the Ministry of Law and it has now been decided
that Notifications affecting tariffi value will in future be effective from
the date of issue or from a later date to bhe specified in the notification.

[Vetted by Audit.]
[F. No. 7/5/66-CX.VIL.]

Recommendation

The Committee are surprised over the delay of three vears on the
part of the Collector in passing orders in this case. Such delays do not
speak well of the working of the Executive machinery. The Committee
trust that overtime fees are being levied in other cigarette factories after
the Central Excise offices were declared as Customs Offices. The Com-
mittee would like to be informed of the action taken against the Collector
for the unjustifiable delay of 3 vears.

[S. No. 56, Para 3.226, Appendix XXI of 44th Report, 1965-66.)

AcTiON TAKEN

The Director of Inspection (Customs & Central Excise) has heen
asked to enquire into the reasons for the delay mentioned by the Com-
mittee and to recommend suitable action against the officer responsible
for it.

It may also be mentioned that overtime fees are being collected from
all cigarette factories as and when such fces are leviable,

[Duly vetted by Audit.]
[F. No. 13/2/66-L.C.IL}
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Recommendation

The Committee feel concerned to note that the particular Collecto-
rate omitted to enforce the clear provision in the Central Fxcise Rules
that overtime fees will be double of the prescribed rates if work charge-
able 1o such fees was done from 6 P.M. on any day to 6 A.M. on the
following day including Sundays and Public holidays. They trust that
necessary remedial measures have been laken 1o avoid such mistakes in
future.

[S. No. 57, para 3,229 of Appendix XX to
44th Report, 1963-66.]

ActioN TAKEN

Soon after the short-levy of overtime fees was brought to the notice
of the Government, correct rates of overtime fees leviable were again
brought to the notice of all concerned.

[F. No. 15 14 66-CXIV)

Recommendations

(i) The Commitiee regret to note that the establishment charges
which were previously recovered from the two factories in respect of
the Customs staff attached to them for supervision of bond arrange-
ments of imported tobacco, were omitied to be recovered after the same
work was taken over by the Central Excise Officers fram December, 1933.
What s more disturbing, the mistake was continued for about seven
years until this was pointed out by audit in August, 1962. In iew of
the fact that under the General Bond entered into by the jactories
enjoying the benefit of deferved pavment of dutv. they were habie to pay
the establishment charges, the Commuttee are surprised at the explana-
tton given for non-recovery, ic.. there was no provision in the Central
Excise law for recovery of such charges. The Committee hope that
such a routine approach in financial matters would be avoided by
Collectors in future, and also that the supervision over the performance
of the Collector would be mare strict.

(it) The Commitiee would also like the Ministry of Finance to re-
concile the recovery of Rs. 78.107. agaimyt Ry. 213548 ponted out by
audit.

[S. No. 38, Paras 3.223 and 3.234 of Appendix XXI of
44th Report, 1965-66.)

10-1 LS/PAC/6?
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ACTION TAREN '

Para 3.233.—Public Accounts Committee’s recommendations have
been duly noted and communicated to all the concerned Collectors.

Para 3.234.—The dificrence between the amount pointed out by Audit
as'the arrears recoverable from the two factories and the amount actually
recovered by the Department has arisen due to the fact that Audit’s
contention that establishment charges should have been recovered for
at least 2 Inspectors. 3 Sub-inspectors and one Sepov in respect of one
factory and one Inspector and 3 Sub-inspectors in respect of the other
factory could not he accepted by this Department.  Considering  the
requirement of staff determined for the same tvpe of work in cigarette
factories in other places in India this Department came to the conclusion
that establishment charges for one inspector and one sepoy only were
recoverable from cach of the 1wo factories. The Collector was asked
to recover charges from the two factories on the above basis.  Accord-
ingly, a total amount of Rs. 7R17.01 P owas recovered from the two
factories.

[Duly vetted by Audit.]

[F. No. 13 1,66-LC.11]

Further information relating to recommendations in Serial No. 58
(para 3.233): —

The Government took note of the observations of the Commirtee
and also communicated the same to the Collecrors of Central Fxcise
concerned for future guidance. Instractions have been issued again to
the Collectors to take steps to ensure that such failines 1o recover estab
lishment and other charges when due e avoided  in furure. They
have also been asked 1o intimate whether any other case of similar
nature has come to their notice.  The Directorate of fospection (Customs
and Central Fxcise) have also been asked 1o keep a spedial watch on
cases of this nature and 1o hring to the nouce of the Board lapses on
the part of Customs authorities in this regard whenever they are noticed.

[Vetted by Audit as intimated by the Ministry vide
F. No. 131,66 L.C.I, dated 18-10-67.]

[F. No. 18/1/66.LC.11]



67

Recommendations

3.26).—According to Audit the total amount of demands oulstand-
ing as on st April, 1961 in respect of Union Excise Duties was
Rs. 801.03 lakhs. The Chairman of the Board stated in evidence that
there was some discrepancy between the Audit figures and the Board’s
figures which had not-been veconciied so far, the witness stated that
Audit para was not sent to thew for vertfication. On being pointed
out that the matter could be diciissed with Audit aflter the publication
of the Audit Report, the Secretary op Department of Revenue agreed
that this should have been done. The Compiroller and Auditor General
pointed out that Audit had wrillen to the Ministry on 1-1-1965 asking
jor the figures, but these were not supplied.  Again in June, 1963 the
Ministry were asked to verify the Audit figures but they had not done
so far. :

3.262.--The Comnnttes regret to note thet the figures or arrears of
Central Excise dulies asked ten by Awdir in Jansar., 1965, were not sup-
Plied by the Minstrs and subsequentiy the figioes gioen in Audit Report
were not reconcled ecen aster the Minniry were vequested to do so by
Audit an June, 190 The Commuttee desiee that in all cases where
the Minustry want to condvovert any tacts and figuves appearing in Audit
Reports, winche had not been coeripied at the Wrati stage for any reasons
whatever, the correct posiion showid be brocght to the notice of the
Commttee trough Audi: as soan as possibie to caable them to arrive
at proper conclustons withost any weeste o1 tome. The Committee in
this connection would e to draw atteniion to para 9 (Introduction)
of their A2nd Repori (Third Lok Sabha).

8208, —The Commuttce destved to be turmshed with a statement
showeing (i) the total amoun: of arvears as on 141064, (going break-up
of the amount pending tor more thar one month bt not more than
one yeary, (i) the charges thad acorued danng the period 141964 10
41960, and  (un the owdilanding ay oon LEIOGS The tnjormation
furnished by the Mty o gooen o Appendin NIL

[S. No. 60, paras 3200, 3.262 and 3.263 of Appendix XXI of
Hih Report, 1965-66.]

Actton TangN
The Directions of the Public Accounts Committee have been noted.

{F. No. 36,12,66-CX.1]
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Recommendations

3.264. According to the Ministry’s nole the arvears as on 1st April,
1964 amounted to Rs. 602 lakhs out of which an amount of Rs. 368
lakhs was pending for more than one year. The tolal demands outstand-
ing as on 1-4-1965 amounied to Rs. 1,110 lakhs (Provisional) oul of
which an amount of Rs. 458 lakhs was pending for more Lhan one year.
The position of arrears in the previous year was Rs. 366 lakhs on
1-4-1961, Rs. 409 lakhs on 1-4-1962 and Rs. 363 lakhs on 1-4-1963.

3.265. The Committee feel concerned 1o nole considerable increase
in the arrears of excise dulies from vear lo vear. The Commillee had
vide para 62 of their 27th Report (Third Lok Sabha) desived that vigor-
ous steps should be taken to liquidate the arvears. Thev regret to nole
that the position in this respect, instcad of improving has dclerioraled
further.

[S. No. 60, Para 3.265 of the Appendix XXI of
44th Report, 1965-66.]

AcrioN TakeN

The observations of the Committee have been noted. The Col-
lectors of Central Excise have again been instructed to pursue arrcar
cases energetically so that arrears could be efiectively reduced. .

[F. No. 36/11,66-CX.L]

-
FURTHER INFORMAFION

(Para 3.265) From time to time we have been issuing directions to
the Collectors to devote personal attention and pursuc recovery action
in all pending cases energetically so that arrcars arc cffectively reduced.
Copies of instructions issued are enclosed.

[F. No. 36/3.66-CX.I]

Cory of Boarw’s LETTER F. No. 36,11;66-CX.1, paiev 20-4-1966 (CIRCULAR
LETIER No. Misc. (CE)21,66) 10 a1, Corrkctors oF CENTRAL Excise.

SuBject.—Union Excise Duties—Arrears of Revenue—Recommendalions
of the Public Accounts Committee, Para 265 of 44th Reporl.

I am directed to reproduce below the conclusions of the Public
Accounts Committee in para 265 of their 44th Report, 1965-66.

“265. The Committee feel concerned o note considerable increase
in the arrears of Excise duties from year to year. The Committec had
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vide para 62 of their 27th Report (Third Lok Sabha) desired that vigorous
steps should be taken to liquidate the arrears. They regret to note

that the position in this respect instcad of improving has deteriorated
further.”

2. The Board desires that the above recommendations of the Public
Accounts Committee should be kept in view and suitable measures taken
to pursuc recovery action in all pending cases cnergetically so that
arrears arc effectively reduced. In this connection your attention is also
invited to Board’s letter F. No. 36/8/64-CX-1, dated the 3th December,
1964.

The Board may be furnished with analvsis of the pending arrears
with an indication of the steps taken to liquidate the same. Monthly
progress reports should thercafter be sent to the Board regularly to
enable the Board to appreciate the eftorts made to reduce the arrears.
Bad cases of arrears where there are no chances of recovery, and cases
where the matter is pending because ot Court cases should be indicated
suitably. In regard to cases where there iv no chance of recovery, it is
better to write oft the arrears after proper examination in conformity
with the instructions on the subject, instead ot carrving a dead load of
arrears on record, year after year.

Cory o Boarp's D.O. tErter F. No. 36 11 66-CX-I, patep 23rD AvcusT,
1960, BY NaMmE 10 ALl COLLECIORS oF CeNIRAL EXCISE.

Senjrcr—Umon Excise Duties—-Ariears or Revenue—Recommendations
ot the Public Accounts Commitice--Para 2063 ot $4th Report.

I am directed to invite vour attention o the Board's letter of cven
number, dated 20-1-1966 and to state that the Board s seriously per-
turbed to hnd that the arrcars of revenue, particularly in manufactured
products arc showing an upward trend vear abter vear. Adverse com-
ments of the Public Accounts Committee in this connection and the
Ministry's assurance to initiate energetic measure to liquidate the arrears
have already been communicated to vou. In view of the present eco-
nomic situation of the country, it has become all the more necessary
that all Government dues should be realised without delay.

I am directed by the Board to request vou to devote vour personal
attention to the matter and to ensure that the arrears particularly those
pertaining to cases which are not sub judice, ave realised promptly. It
is also desired that the monthly progress report called for under the
Board's letter of even number dated 20-1-1966 should be critically exa-
mined by you before being despatched o the Board.
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Cory or Boarp’s LETTER F. No, 36/8/67-CX-I(Pt.), pATED 31sT MARCH,
1967 (CircurLAr LEITER No. 16-Misc/67-C.E.) 10 ALl COLLECTORS OF
CENTRAL EXCISE.

SuBjecT.—drrears of Central Excise Revenue--Liquidation of.

I am directed to refer to the Board's D.O. F. No. 36/11/66-CX-I, dated
the 23rd August, 1966 and to say that Chief Secretary or Revenue
Secretary of the State Government concerned mayv be addressed by you
demi-officially and if necessary contacted personally to request him to
issue urgent instructions to District Collectors or otiier Recovery Officers
for expediting recovery of arrcars of Central kxcise duty in cases where
certificate action has been taken.

Cory or Boarn's LEITER F. No. 56 8 67-CN-I, paven 1ue 2710 Jrey, 1967
TO ALL COLLECTORs OF CEN{RAL LEXCISE.

Susject.—Union Excise Duties Aricars of Recenue-- Liquidation of.

1 am directed to refer to Board's letter F. No. 36711 06, dated the
20th April, 1966 and the 23rd August, 1966, A copy of paras 1 w0 3
of the Director of Inspection. Customs and Central Excise’s U.O. Note
No. 303 2,67, dated the 11-7-1967 on the subject noted above is en-
closed. The Board desires that suitable measures mav please be taken
to effectively reduce the arrcars and to dispose ot appeals as quickly

as possible.

Pava 1 to 3 from U.O, Note Noo 505 2 07 dated 1H7-1967 of Dioeclor of

Inspection, Customs and Central bxene, New Delha.

Reference is invited to the statement of ancars of revenue for the
month ending March, 1967. It would be observed that the total amount
of arrears in case of muanubuctwred and unmanufactured products at the
end of March, 1967 are more than the contesponding month of the Last
year except in case of West Bengal, Poona, Madhya Pradesh and Calcutta
and Orissa Collectorates.  An analvas o the statement of  arrears of
different Collectorates shows that hardly any cllorts we being made to
liquidate the arrcars in right carnest. It has been observed in a large
number of cascs that the disputed assesments in tase of manufactured
products are under correspondence cither between the assessees and the
assessing officers or they arc pending at the Collectorate Headquarters
for one reason or the other. In a large number of appeals, the papers
are reported to be under scrutiny in the Collectorate ofices.  In most
of the cases, the Collectorate oflices have tuken more than two to three
years to finalise the cases. By and large the officers take their own time
in finalising cases, with the result that the arrcars are mounting up

day by day.



71

2. In case of unmanufactured products, the position is far from
satisfactory. Every year the arrears show an upward trend. Special
terms to realise the arrears have not been formed in most of the Collec-
torates. In fact, the realisation of the arrears is not being given the
attention, it deserves. In most of the Collectorates, the arrears in respect
of tobacco pertain to the years as far back as 1936.

3. It is high time that all officers take up the work of liquidation
of arrears and finalisation of appeals and other cases under disputes
with all zeal and earnestness since the total amount involved is of the
order of about Rs. 15,00,00,000.

Recommendation

(itiy The Committee desive that the information may be made avail-
able to them as soon as possible.  Further, tn the light of these details,
the Board should consider wha! steps are nccessary tn rvealisejwrite off
the arrears pending for long periods and to prevcent therr accumulation
i future,

[S. No. 60 (Para 3.268) of Appendix XXI to
44th Report 1963-66.]

ActioN TAKEN

The information desired by Public Accounts Committee has been
furnished scparately.  All possible steps are continuously being taken to
liquidate the arrears in respect of unmunufactured tobacco. The arrears
that have become inecoverable e invariably written off.

[F. No. 1315 '66-CXIV.]

Recommendation

3292 The golloieing statement  gives the  position  relating  to the
number o cases prosecuted for offences wder the Central Fxelse law for
fraud and ecasion, togehes wih the amowne of penaities imiposed and the
value of goods confiscated : —-

Rs.
{1 Total number of offences under the Central 10
Excise law prosecuted in Courts,
(1} Total number of cases resulting in conviction . 1
(#1)  Total value of goods seized . : . . 87,359,877
(10) Total value of goods confiscated . . 1,00,072

()  Total number of penalties imposed . . 5,22,642,



Rs.
(v)  Total amount of duty assessed to be paid in 35,32,592
respect of cases where levy of duty was ad-
judged.
(#ii)  Total amount of fine adjudged in lieu of con- 3,72,620
fiscation.
(viii) Total amount settled in composition . . 1,06,021
(ix)  Total value of goods destroyed after confiscation 92,530
(x) Total value of goods sold after confiscation . 72,656

8.278. The Commitice desired to be furnished with a note (i) staling
the total value of the goods seized. and (i) the outcome of the prosecutions
in the remaining 9 cases out of 10 mentioned in the Audit para. The
information* furnished by the Ministry is given at Appendix XX.

3.274. Judging from the above figures of value of goods seized and
confiscated and amount of penalties!fines imposed, the Commitiee feel
that the magnitude of the offences commitied under the Central Fxcise
law for fraud and evasion is fairly lavge. They are, however, surprised
that only in 10 cases, prosecutions were launched, out of which four cases
have resulted in convictions, three are pending and in the remaming three,
the persons concerned weve acquitted. They desive that in glaring cases
of frauds and large scale evasions, prosecution of delinquents should be
preferred ta imposing penalties as the Jormer course wounld be more dete-
rent to check offences.

[S. No. 62—Para 5.274—Appendix XXI 44th Report 1965-66].

AcTion TAKEN

The observations of the Committee have heen brought to the notice
of all Collectors of Central Fxcise for guidance.

[F. No. 36/8/66-CX.11]

MINISTRY OF COMMERCE
Recommendations

The Commiltee are [ar from happy to note the manner in which
this Act has been kept on the Statule book for over 8 years without being
implemented. They observe that the Government issued a notification
enforcing the Act from 15th January, 1958 but merely by not [framing the
rules thereunder, it effectively prevented ithe intentions of Parliament
from being carried out on a technical ground and thus frustraled the
expressed intentions of Parliament! and sidetracked its authority.
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The Commillee were told in evidence that after about one year only
100 looms had been put up as against 18,000 which had to be put up
and it became clear that the scheme would not work in the way in which
it was inlended. The Committee, therefore, doubt the wuisdom of
Gooernment in taking the time of Parliament in getting the B¢l passed
withou! assessing the likely reactions or response of the indusiry to the
scheme envisaged in it

They [eel that the statement made during evidence that the manu-
Jacturers weve prepared (o pay additional excise duly but objected to its
method of pavment as penal excise duty is hardly convincing, as the initial
scheme envisaged in the Act remains practically unchanged in as much
as the export vbligation and the obligation 1o pay penalty on any shor!-
fall against export obligation still remains.  The rate of penalty was, if
anything, ligher than the contemplated penal excise duty.

The Commitiee note from evidence that at least 2.000 avtomatic
looms have been set up by nlloweners to date. They are of opivion 'hat
it the rules had been framed. the Act would have been in operation and
the Government would have been entitled to collect revernue tvom them.

The Commitiee albvo [eel perturbed to note that the Rules required
to be pramed under the Act had not been framed as it was decided thet no
further steps nevd be taken to implement the Act. They arve not convinced
by thes wrgument. When an Aet of Parliament specifically providzs for
framing of Rules thereunder, it s ancumbent upon Government to do <a
within a reasonable peyiod of time. If on the other hand, it was dec ded
that no nothey steps be taken to Dmplement the Aet, i1 is not understood
why the Parliwment’s permision was not taken for that and why steps
were not iaken cnmediately to hace the 40t repealed.

The othey action o the Manistry to which the Commnttee take objec-
tron v the subsiitution o the scheme enviaged in the Aot by a wew
schenie introduced under Fxecutive Orvder. Since the new scheme, & not
the one encoaged an the Act, the Government should have obterned Uie
previous appnoval of Pavlinent to it. This, in the opinion of the Com-
matlee, s oa sevions lapne,

5 Nos 389 Paras. 3.255 to 3.260 of the Hirh Repord}

ActioN TAkEN

The Cotton Fabrios (AAditional Fxcise Duiy) Act. 1957 was enacied
by the Parlinent o as w provide for the levy and collection of an
additional duty of exdise in those cases where the quantity of cotton
fabrics exported by any mill in any vear fell short of the export quota for
that vear.  The Act was passed on 17th September, 1937 and brought
into force in Janrary, 158 but no rules weve framed by the Government
for the purpose of collecting excise.

111 LS/PACI67
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3.235. The implementation of the Act (framing of rules and collection
of additional excise duty) depended upon the successful working cf the
scheme for the licensing and installation of 18,000 automatic looms on the
basis of export obligation which comprised the entire production of
coth on new automatic looms and 8739 of the past exports of the
licensee mill, if anv. Licences for the installation of automatic looms
started to be issued in the beginning of 1957 The Cotton Fabrics (Addi-
tional Excise Dutyv) Act. 1957 was brought into force in Junuarv, HIGS.
The experience during the vear 1957 and part of 1938 showed that the
scheme for the licensing and installation of 18.000 automatic lonms was
not making any headwav.,

In the middle of 1958, representatives of cotion textile industry
represented to the Commerce & Industry Minister about the problems
which the industry was then facing.  After examination of the same, it
was decided that it would be necessary to set up a Committee to consider
these problems and suggest a solution. A Textile Enquiry Committee
was accordingly set up on 20558 1o undertake a rapid stady of the
problems facing the industey with a view to dingnosing the cases thereof
and 10 explore and suggest vemedial meastves. The Committee, inte
alia was 10 make special studies of the causes of the dedine in the export
of doth which had occurred just then and suggest appropriate weasmes
to arrest the tendency and 1o promoie and maintiin expoits, The Com
mitice submitted s Report in fulv, 1958 which contimned « chapter on
export promotion. Fhe Commitice observed that it had been cepresented
toat with great force that exports could not be maintuned even at the then
existing levels and would continue 1o Fadl unless doth to be exported was
produced on automatic looms. The Committee admitted the force of this
contention and reviewed the scheme for the msaliation of 15000 e
matic looms in that context. The Committee’s observation was that the
rosponse to the scheme had been extremely inadequate and then i was
anticipated that the scheme might not function effectiveh. The Com
mittee, therefore, yecommended & vevised scheme under which 000 o
matic looms were to be licensed on condition that the entire: production
of such looms was exported. This yecommendation of the Committee
wias accepted and o decision was taken in November, VS not o proceed
with the licemsing scheme involving the penal excise dutv. It wis onh
thereatter that in Januwary, Y059 for dhe Just time, a 1eport was received
trom the Textile Commissioner that 12 tomatic looms hiad  been
installed.  Since the scheme for the Licensing of 18,000 muomatic Jooms
could not be made fully effective, it was not tound practicable to frame
rules under the Conton Fabries (Additional Excise Dutyy Aa 1957, T is
much regretted that because of change in the situation, the intcmtion
with which the Act had been paswd by Parlinment could not he imple-
mented by the Ministry
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3.256. Before the scheme for the installation of 18,000 automatic
looms way formulated, Government had gaken full care to cousult the
representative organisations of the industry and took them into conhdence.
The proposals for the scheme had been discussed with the representatives
of the Export Promotion Council and  millowners of Bombav and
Ahmedabad at a meeting held on the 5th April, 1956, Al present at
the meeting agieed that in allocating the automatic looms a guarangee
from the individual mills about exports should be taken and rhe guarantee
should cover (4) the entive production of cloth on the additional auto-
matic looms and (b) a quantity equivalent to a fixed percentage of past
exports of the mills. The representatives also agreed that some sore of
sanction was requited to enforce the export obligation and a suggestion
was made at the mecting that this could take the form of penalty regu
Lited according 1o the quantity of doth.  Cash payment and penal excise
dity were mentioned in this context. After the scheme was approved by
the Government, detailed discussions were again held with the various
Millowners Associations in June and Julv, 1956 and the wheme was put
mio effect ondy tharcatier. e was, however, only after industriad licences
had been issued to the individual mills that the response of the mills was
tound 1o he uncnthosiastic. Tt will be seen that Government did not
spare amy efforts 1o consult the indusoy betore putting into operation the
scheme of 000 qutomatic looms.

Eaport iguies morespeat of cotton textiles for the vears 1931 to 19538

are indicted below:

Year Exports in

metres
l‘).',")-i | o . : . . . 792 901 M¥)
1950 . . . . . 638,322,000
1456 . . . . . 630, 1H9 O
1957 : . . . . . . . 802 815,060}
1958 . . . . . . . 363,947 000

Ie will be seen that when the scheme was discussed with the industey
t PG, the exports were guite encuoraging and further prospects scemed
bright and perhaps this determined the then attitude ot the indisuny to
the scheme. Exports in 1957 were higher but prospects for subsequent
exports were not bright. "Fhere was sharp dedline in export in 1953 and
the export mhet was beeoming ditlicult. It seems when the licences were
issued in 1937 and 1955, the mills did not find it worth-while 10 implement
thewr becawse of the export obligation in the face of dificult export market.
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3.257. While the scale of penalty remained more or less the same as
the penal excise duty, the reyised export obligation comprised cutire
production of cloth on_additional automatic looms plus 509, of the past
exports, if any, as against 874%, of the past exports envisaged originally.
Penal excise duty could be collected as arears of lund revenue against
which collection of penalty was taken to be less rigorous.

3.2538. As stated under para 3.25) there was hardly amv installation of
automatic looms until the original scheme was given up and a decision
was taken in November, 1938 1o intoduce a new scheme for the installa-
tion of automatic looms on the basis of revised export obligation.  For
the first time in January, 1959 it was reported that 12 automatic looms
had been installed. It may be added that hitherto there has been no case
where a mill has been called upon to pav the penalty as the nulls have
been tulfilling their export obligation satisfactorily. It is, therelore,
difficult to sy whether Government has sufleted or would have suftered
any loss in revenues.

3.250 K 5.2600 After a decision was taken to give up the scheme for
the installation of 18,000 automatic looms in the light of the recommen-
dations made by the Textile Enquiry Committee, 1905, the ¢uestion ol
repealing the Adt was taken up for consideration i consultation with
the Minisuy of Law.  Meanwhile, the policv and programme tor the
expancion ol cotton textile industry during the "Fhird Phin period also
came up tor consideration. A Scheme was in the ofting for the licensing
of 25000 automatic looms on the condition of export: this was abso a
much bigger scheme than the carlier scheme of 18000 automatic looms.
It was, therefore. felt that there could be a powibility of the provisions
of the Cotton Fabrics (Additional Excise Dwivy Act, 19O being made use
of. Tt was decided that the yepeal of the Adat need not be proceeded with
for some thine. Later however, it was dedided some time in 1962 thay the
altocations of 25000 automatic Jooms may he made on condition of expont
which was also be enforced by micans of bond and guannwee. A Bill
{No. 42 of 19663 has since been intioduced in the Lok Sabha on 27-7.66
for the wepeal of the Cotton Fabries (Addiitional Excise Duty) Adt, 1957,
However, the Department of Paliimentary Aflairs have intimaned that a
large numnber of Bills inttodaced in the July September 1966 session of
Parliament have remained pending and in view of a heavy programme
awaiting the November December, 1966 session, it may not be possible o
tuke up all the pending Bills and have asked this Ministiy 1o reenamine
the pending bills and indicate such ot those as could convemently wait
till the nexe General Elections. 'The Departusent of Palivmentary Affais
is being told that this repeal bill is not of such wgeney as w justify its
taking precedence over other more important bills.

[F. No. 1/31/Tex(H)/65.]
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MINISTRY OF FINANCE
(Devarisent or REVEMCE & INSURANCE)
Recommendation

The Comnultee would like to be furnished with complele informaiion
in respect of the amounts vealised out of the under assessments ponted
out by dudit, )

(5 No. Lo Para 1.3 of Appendix X1V 1o 16th Repot.]

ACrion T AKEN

The complete intormation in respect ob the amounts realised out of
the Audit Reports, 1962, 1963 and 1961 is as under: -

Audit Report Amount realised
(Figures i Lakhs of Rs)

1962 15.19
106 EERE
190} 96.52%

* 1 his figine mddades the amounts realised out of under-assessments
pointed out by aduit in the Audit Reports 1962 and 1963 10 1espect of
Bombay City LI & TH Charges.

( Fhis has been vetted by audit vide Shri RO KN, Pillai's D.O. No. 3487

Rev. N 29061 VHIT dated the 7th Nov., 1066),

Recommendation

The Committee ave plad o nole the stepy daion Lo imove e
working of the lncometay Depavtment and the Infernal anudit o gariisa-

tron. They st dhat with the enlargement ot the scope ot oternai
andil, iy effecticeness would smproce. The Commidtee wondd suggest

that the Ministiy should consider the teavbility of maitaining in the
Central Office or in the Commnoner’s office a vegister showing the na‘wre
of audit objections, the officers yesponsible, the tax effect and the action
taken on cases detected by the Revenue Audit. Such a regivter wcould
help the Board as well as (o pursue and settle the caves obyected to by
Revenue tudit at one place. 1t would abo help an keeping a wa'ch over
cases which ave kel to get time bavred with the passige of time.

[S. No. 2-Para 110 of Appendix NIV to the Forty-Sixth Report].



78
AcTiON TakeN

Instructions regarding maintenance of a register of audit objections
in the hecadquarters office of the Commissioner of Income-tax have been
issued vide Board’s letters dated 19-12:1966 and 2-6-1966 (copics enclosed).

(This has been vetted by audit vide Shri Gauri Shanker's D.O. No.
2399-Rev. A/200-66 dated 11-7-66.)

[F. No. 83/71/63-1.T.(B).]

. No. 85,710 63 LT (B)
CENTRAL BOARD OF DIRECT "I AXES
New Delhi, the Yoth February, 14964,

From
Shri M. M. Prasad,
Under Secrctary, Central Board of Direat Taxes.

To
Al Commissioners of Income tax,

Sn,
SUBJECT: —Registers showing the fnogress of audit objections Main.
ltenance of-- Suggestion by the Comptioller and  luditoy
General of Indig—-

b am directed o sav that in the comtse of the recent mecting ot the
Public Accounts Commiittee the Comptroller and  Auditor General of
India had suggested that a aegister showing the progress of the audit
objections pointed out in the Audit Reports should be maintained in the
Headquarters ofhce of the Commissioner of Income tax.  This suggestion
has been agreed 1o by the Board, T am to request that arrangements man
be made 0 open a register on the lines indicated below: -

(i) A Register should be maintained in the ofiie of the Connnissioner
of Incometax in the Proforma at annexure 1 endosed.  The
Register should comist of the following parts: -

Part 1.-Cases of  under-assessment  imvolving  a tax  eftect of
Rs. 10,000 .0r more.

Part 1--Cuases of Under-assessment involving a tax effect of less
than Rs. 10,000/,

Part HI--Cases of over-assessment.
(ii) Evary year the C.AG. is sending to the Board draft audit pavas

in respeat of the cases mentioned in cach of the parts mentioned
above. These paras arc forwarded to the Comuissioners of
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Income-tax for report. Entries should be made in the register
as and when the draft para is received from the Board. Al
the cases mentioned in the para should be entered in the register,
the serial number given in the A.G's/C.A.G's list should be
followed for the purpose of making entries in the register so that
the total number shown in the Jist tallies with the total
number of cases shown in the register.

(ifi) A separate register is 10 be opened for Audit Report of each

Ve,

(tv) Instructions should be issued to the L'T.0s to report about the
developments of each case entered in the register.  Details of
the rectifications, recoveries etc. should be entered in the register
as aned when such intimations are veceived from the L'T.Os so
that 1t should be possible to ascertain the latest position  of
rectthcation at any given time,

vy I anny of the cases emtered in the register is tansferrad 1o some
othir charge an extact of the register should be sent 1o the
concerned CL'T., in case the audit objection has not been finally
wettlhed. Phe Commissioner of fucome-tax concerned should be
ashed o make necessary entries in the register of the relevant vear.
An audit objeciion should be veawed as finallyv settlerd where
cither the amount of unde over assessiment iy either completely
reconered retunded or where the obiection has been withdiawn by
the A G

iver The Register shoukd he Kept antl all the objections enteved
therein ue hisalhy sended.

ivit) The Chiet \uditon or the LT.O. (Hqrs.) should be made res-
pomsible for the maintenance of the Registers and watching the
disposal of auwdit objections,

ivi v 'he Registers should be pericadically reviewed and msiructions
issucd 1o the L'T.Os tor expeditions acnion in respect o cases
renuiining unsettled. It should also be ensured that no case is
barred b lanitation for want of action by the Department.

2 The aegisters are 1o be opened for and from the Audit Report
H6S onwards, Fam o request that immediate action many please be taken
to open the registers in respect of audit reports 195 and 1966,

3 The Comporolles and Auditor General of India desires to have
infarmation relating o rectihcation and realisation of rax in respect of
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under-assessment cases pointed out in the Audit Reports. 1968, 1964 and

1965 in the proforma in Annexure 1I. I am to request that the required
information mav please be furnished to the Board at a very early date.
Yours faithfully.

(Sd.) (M. M. PRASAD)

Under Secretary.

Copyv forwarded 10 the Comptroller and Auditor General with refe-
rence to Shri Vo Gaurishankar’'s D.O. letter No. 76-Rev.A "207.65 dated

711966 1o Shri Wasiq Al Khan.
Sd. (M. M. PRASAD)

Under Secretary.

ANNEXURE 1

REGISTER OF casFs PoINTED ovT IN THE Avpir Rrrorr. ... ...
* Partl -~ Cases involving a tax effect of Rs. 10,000 or more
Part 11 Cases involving a tax effect of less than R, 10,000
Part 111 Cuases of over-assessments.
Serial Name of  Assessment  Amount of under-  Amount of under-
No. as-essee Year asSELSMENL. /OVEr= ASSCSSIMEnt./Over asstt,
assessment as per audit  as per Department
! 2 3 H

Whether rectifica-  Amount of actual Amount Il the recovery is
tion has been made  demand raised’ recovered’ likely to take
refund due refunded considerable time,
the reasons thereof.
O 7 4 9
1 audit objection has not been Indicate whether the Remarks
accepted. indicate whether the assessment is barred
A.G. has withdrawn the objection. by limitation either
If 30, indicate the Number and partly or fully. If
date of 5.G0s Jetter intimating so, the amount time-
the withdrawal barred
11 12

10

—ren s

* Delete whichever is inapplicable.
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ANNEXURE II

Statement showing the present position of undev-assessement cases reported in Andit
Reports (Civil) on Revenue Receipts, 19631964 and 1965.

AUDIT REPORTS

1963 1964 1965

No. of Amount No. of Amount No. of Amount
cases cases cases

(¥) Undcr-asa.smcnt
pointed out by Audit.

(1) Under-assessment in
respect of which the
Department has ac-
cepted the audit ob-
jection (fully or partly)

(iti) Cases out of (ii) above
where rectification ac-
tion has been taken/is
being taken.

(iv) Amount realised out
of (i) above.

(v) Casesoutof (ii) above
which could not be
rectified having be-
come timo-barred.

(i) Cases where the de-

partment is yet to
take action.

(vsi) Brief reasons for the
delay in (vi) above.

12—1 LS/PAC/67
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F. No. 88/71/65.L.T.(B)

G_ENTRA}. BOARD OF DIRECT TAXES
New Delhi, the 2nd June, 1966.
From
Shri M. M. Prasad,

Under Secretary.

.y .

To
All Commuissioners of Income-tax.

Sir,

SuvBJECT: —Registers showing the progresss of audit objections—
Maintenance of—Suggestion by the C.A.G.—

I am directed to refer to Board's letter of even number dated the
19th February, 1966 on the above subject prescribed being a proforma
for the register showing the progress of audit objections and to say that
the Public Accounts Committee has suggested that the register should
contain information regarding the nature of audit objections as also the
particulars of the officers responsible for the mistakes. The proforma
prescribed for the register has accordingly been revised and the revised
proforma is enclosed herewith. I am to request that the columns of the
registers alrecadv opened may be suitably amended so as to bring them in
line with the revised proforma.

Yours faithfully,
Sd. (M. M. PRASAD)

U'nder Secretary.

Copy of Comptroller & Auditor General, New Delhi in continuation
of Board’s endorsement No. 83/71/65-1.T.(B) dated the 19th February,
1966.

Sd. (M. M, PRASAD)
Under Secretary.
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" REGISTER OF CASES POINTED OUT IN THE AuDIT REPORT......
b Pm I — Cases mvolvmg a tax effect of Rs. 10,000 or more
Part I — Cases mvolvmg a tax effect of less than Rs. 10,000

Par.t II1— Cases of over-assessments.

Serial Name of Assessement  Brief nature  Amount of under
No. assessoe year , of audit - assesstment./
objection over-assesstment as
per audit.

1 2 3 4 5
Amount of under- Whether recti- Amount of Amount
assesstment./over- fication has been  actual demand  recovered/
assesstment. as per made raised/refund refunded

Deptt. due ;
6 7 8 9
If the recovery is If the audit objection has Indicate whether the

likely to take con-  nat been accepted, indicate assessment is barred
siderable time the whether the A.G. has with- by limitation either

reasons thereof drawn the objection. If partly or fully. If
so, indicate the number & so, the amount time
date of A.G.’s letter inti- barred
mating the withdrawal
10 11 12
Name and desighation of the officer REMARKS

responsible for the mistake

13 14 .

* Dylete whichever is inapplicable.
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Recommendation
The Committee vegret to note that information desired by them in
para 3 of their 28th Report has taken the Board 12 months to collect and
is still_ incomplete. This gives the impression that the Commissioners do
not act promptly on the instructions of the Board. The Committee hope
that steps would be taken to collect the factual information forthwith and
supplied to the Committee.

S. No. 3, Para 1.11 of Appendix XIV to 46th Report (1965-66).]

Action TAKEN

The required information has already been sent to the Committee
vide Ministry of Finance (Department of Revenue & Insurance) O.M.
No. 7/82/64-Coord dated 19-1-66.

Recommendation

From lhe note furnished by the Board of Direct Taxes, the Com-
mittee observe that sums of Rs. 1783 lakhs, Rs. 57.61 lakhs and Rs. 59.83
lakhs were reported to have been recovered out of the under-assessment
pointed out in Audit Report for the vears 1962, 1963 and 1964 respecti-
vely. The Audit pointed out the under-assessment to the extent of Rs. 1.21
crores, Rs. 1.19 crores and Rs. 2.29 crores in the Audit Reports of 1962,
1963 and 1964 respectively. The Committee feel that the Depariment
has not been quite prompt in settlement of the cases of under-
assessment pointed out by Audit. During evidence the Committee
were informed that still there were 132 cases involving a sum of Rs. 76.12
lakhs in respect of which action had vet to be taken by the Ministry
though more than 12 months had elapsed. The Commitice feel that there
is a danger of some of these cases gelting time-barred. The Committce
desire that the Board should first clearly decide whether the audit objec-
tions raised on different cases of under-assessment are to be accpted and
if so, demands should be raised well in lime in order Lo prevent these cases
from getting time-barred. They desire that the Commissioner of Income-
tax and the Board should keep a walch over the cases of under-assessment,
so that the amounts under-assessed are realised promptly. In this connec-
tion, the Commitlee were concerned to learn that the work-load of 1.T.
officers had further increased in 1964-65. The average disposals from 1.T.0.
in 1964-65 was 1293 cases as against 1003 cases in 1962-68. The Committee
would also like to reiterate the recommendations made by them in para
3 of their 28th Report regarding reducing the work-load of Income-lax
Officers with a view to obtaining the optimum efficiency and also the
desirability of investigating in detail the cases involving an under-assess-
ment beyond a certain amount.

[$. No. 4, Para 1.12 of Appendix XIV to 46th Report.]
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AcTiON TAKEN

The observations of the Committee have been noted. Instructions
have already been issued to the Commissioners of Income-tax that they
should conduct a review of cases pending rectification, take necessary steps
to have the mistakes rectified and ensure that no case of rectification gets
barred by limitation. In order to reduce the work-load of 1.T.Os the
following further steps have been taken: — .

.

(i) 300 posts of I.T.Os were sanctioned in 1964-65 which have since
been practically filled up. Another 200 posts were sanctioned in
September 1965. Recruitment to these posts is yet to be made
through the U.P.S.C.

(i) Instructions have been issued to utilise qualified inspectors for
disposal of small income cases and for examining the accounts
in higher category cases, if the Commissioners of Income-tax so
desire.

(iii) In order to relieve the L.'T.Os of some routine work, instructions
have been issued, for the creation of Special Recovery Units com-
pristug of one Inspector, one Upper Division Clerk and one Lowet
of one Inspector, one Upper Division Clerk and one Lower
Division Clerk in each unit, which will be assisting the 1.T.Os
in collection work.

[F. No. 83/25/66-1T(B)]

Recommendation

The Committee regret to nolte that this calculation mistake commiited
by the U.D.C. escaped notice of not only by the Income-tax Officer but
also tha! of Internal Audit Party. It appears that even the Internal Audit
did not check arithmetical calculation which was one of their main duties
to do, as otherwise this should have been detected by them and it was
only when this case came to the notice of the Revenue Audit that the
under-assessment came to light. The Commuttee feel that all the persons
involved in this case viz., the U.D.C., Income-tax Officer and the Internal
Audit Party were negligent. The Committee note that the U.D.C. and
the Internal Audit Partv had been warned in this case and that the
mistake in calculation has been rectified and the necessary demands issued.
They would, however, recommend that learning from this case the Board
should examine the desivability of eliminating the paise and introducing
the system of rounding off of the amounts to the nearest rupee in such
cases.in order to minimise the risk of wrong calculation in future,

[S. No. 5 para 1.19 of Appendix XIV to the 46th Report, 1965-66.]
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v

AcTioN TAKEN

Necessary amendment has been made in law by inserting section 288-
B, by Finance Act, 1966.

[Duly vetted by Audit vide D.O. No. 2743-Rev. A/200-66, dated 6-8-66.]
- [F. No. 36/26/64-1T (Al) dated 1-9-66.]

Recommendation

The Committee are surprised to note that in this case, the Income-
tax Officer took the hasty step of trving to vectify the mistake without
reference lo records and in the process commitied another mistake. While
the Committee nole that the Department has since recovered the amount
of underassessment, they would impress upon the Board to instruct the
Officers to cxercise greater vigilance and caulion. They also trust that
with extension of scope of internal audit, such cases will not recur.

[S. No. 6, para 1.24 of Appendix XIV o the 46th Report, 1965-66.]
Acrion TAkeN

As desired by the Committee, necessary instructions have been issued
to all the Commissioners of Income -tax that the observations made by
the Committee should be brought to the notice of the assessing Officers
in their charges and they should be advised to take special care 1o see that
such irregularities are avoided in future. A copy of the instructions
issued [F. No. 36 '8,66-1T(Al). dated 27-8-66.] is enclosed.

[Dulv vetted by audit vide D.O. No. 3351/ Rev. A /200—60, dated
23-9-66.]

[F. No. 36;31-64-1'1(Al) dated 27-9-66.)

Immediate
F. No. 36,8/66-1'T (Al (1D)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRE(Z'I’ TAXES
New Delhi, the 27th August, 1966,

From

Shri J. C. Kalra,

Secretary, Central Board of Direct Taxes.
To

Al Commissioners of Income-tax.
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Sir, . ,
SumjJecT: --1rrcgulén'lies noticed by the Audit parties of the 0.&% A.G.—

Qbservations made by the Public Accounts Comimnitiee—-
46th Report, 1965-66.

I am directed to say that in their 46th Report, 1967-66 the Public
Accounts Committee have made certain observations in regard to the
irregularities which are commonly noticed by the audit parties of the
Comptroller and Auditor General in the Income-tax Departmeut. The
various irregularities as well as the observations made by the Public
Accounts Committee thereon, are listed in the Annexure.

2. The Board desire that the Public Accounts Committee’s observa-
tions should be brought to the notice of the various assessing officers
in your charge and thev should be advised to taLc special care to see that
such irregularities are avoided in future.

3. It may also be emphasized that disregard of the Board’s instructions
and a repetition of such irregularities will be seriously viewed by the
Board and suitable action will be taken against the delinquent officers,

Yours faithfullv,
(8d.) J. C. KALRA,
Secretary, Central Board of Direc! Taxes.

ANNEXURE

Showing the various irregularities commitied by the officers in the
Income-tax Department and observations made by the Public Accounts
Committee thereon.

(1) After the completion of the assessment of a company, reassessment
was made to tax an escaped income amounting to Rs. 75.119. Subsequently
Audit noticed that there had been an excess allowance of depreciation.
While the excess depreciation allowance was withdrawn bv re-opening
the re-assessment, the assessment was based on the original income instead
of on the revised as per the re-assessment income. This mistake occurred
because at the time of the second revision, the records containing the
reassessment proceedings completed earlier, were not available and the
Income-tax Officer rectified the mistake without a reference to those
records.

PAC’s Observations: —

The Committee are surprised to note that in this case the Income-tax
Officer took the hastv step to rectifv the mistake without reference to the
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records and in the process committed another mistake. The Committee
would impress upon the Board to instruct the Officers to exercise greater
vigilance and caution. They also trust that with extension of scope of
Internal Audit, such cases will not occur. (Paragraph 1.24)

(2) Twe Companies were allowed rebate from Corporation Tax on
their exempted income at the maximum rate. In addition, a rebate
@ 309, was also allowed on the total income including this exempted
income with the result that the Companies not only did not pay any
tax on their exempted income, but also obtained an irregular refund
on such income at 309, resulting in a short levy of tax. In one of these
cases, the mistake was pointed out bv the Internal Audit Party in the
middle of 1962 but necessary action to rectify the mistake was not taken
until it was again pointed out by the Revenue Audit in January, 1964.
PAC’s Observations: —

The Committee hope that suitable steps would be taken to ensure
that prompt action is taken to rectifv the mistakes as soon as they are
detected by any Agency. (Paragraph 1.38)

(3) A business carried on by an individual as his proprietary concern
was taken over by a firm consisting of himself and his daughter as partners.
In connection with this transfer of ownership, gratuity payments were
made by the individual and these were allowed as deductions in computing
his total income. However the gratuity amount was not allowable as a
deduction in this particular case as it was necessitated by the closing down
of the proprietary business and the transfer of ownership and not for the
purposes of carrying on business and earning profits. The rectification of
the mistake could not be made as it had become time-barred. It was
observed that the mistake was first pointed out by Audit on 298-63 and
if quick action had been taken on receipt of the audit objection to bring
to the notice of the Appellate Assistant Commissioner, with whom on
appeal against Assessment was pending at the time, the Appellate Assis-
tant Commissioner could have enhanced the assessment and the loss of
revenue could have been avoided.

PAC’s Observations: —

The Committee regret that the Income-tax Officer failed to take
prompt action in this case after the mistake was pointed out bv the Audit.
This failure reflects the apathy on the part of the Income-tax Officer in
regard to the points raised in audit. (Paragraph 1.51)

(4) In the assessment of a Public Limited Co., the assets on which
depreciation was claimed were re-classified by the Income-tax Officer. As
a result, some assets on which depreciation had been claimed by the -
assessee @ 109, with an extra allowance of 59, without extra shift allow-
ance. While working out the depreciation admissible to the assessee, the
Income-tax Officer deducted 10 per cent of the cost of the reclassified
assets from the total claim made by the assessee and added 5% of such
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_ -toht as the depreciation -admissible. In doing se, the extra shift allowance
¢latmed at 59, was lost sight of. This resulted in an underassessment. It
‘was stated by the Income-tax Officer concerned that the mistake ¥ cal-
cctulation had been committed through an oversight.

PAC’s Observalions: —

The Committee feel concerned over such costly mistakes commisted
through oversight by Income-tax Officers as occurred in the present ¢use,
which resulted in non-levy of tax amounting to Rs. 64,332/-. They desire
that ‘the Income-tax Officers should be more careful in dealing with the
assessments involving large amounts of tax with a view to avowding net
only mistakes on points of law but also those relating to calculatiens.
(Paragraph 1.80)

(?) Gains arising out of the sales of capital assets are chargeable to
tax as capital gains but jewellery and furniture held for the personal use
of the assessee are not regarded as capital assets for this purpose. In the
case of an assessee the statement of jewellery and ornaments included
melted gold worth Rs. 1.62.150'-. The melted gold was sold in the
subsequent vear for Rs. 1,95.977 /- resulting in a gain of Rs. 33.8327. This
gain was however, not charged to capital gains tax by the Incosme tax
Officer on the ground that it was covered by the exemption available
in respect of jewellery,

PAC's Observalions: —

The Committee are surprised how the Income-tax Officer treated the
melted. gold as jewellerv and allowed the exemption from capital gains
tax. It was a case of negligence as capital gain even though casual, was
taxable. The Committee feel that general instructions mayv be issued
by the Board for the guidance of the Income-tax Officers to prevent
recurrence of such cases. (Paragraph 1.105)

(6) According to the provisions of the Income-tax Act. if a minor child
is admitted to the benefits of partnership in a firm in which the father or
mother is also a partner. the income of the minor child has to be included
in the total income of the parent. In one particular case, the Income-tax
Officer who made the first assessment in the case of a firm having minors
as well as their father as partners. the share income of the minors was assessed
separately instead of bheing assessed in the hands of the father. The various
Income-tax Officers who made the subsequent assessments in that case,
committed the same mistake over a period of 8 vears mechanically followed
the basis of the earlier assessinent and did not care to check wp the
correciness of the basis of assessment.

PAC’s Obsercations: —

The Committee suggest that based on the defects noticed in this
case, suitable instructions may be issued to all Income-tax Officers to he
more careful in such cases. (Paragraph 1.118)

13—1LS/PAC/67
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~« (7 In the course of assessment of the income of an assessce for.the
assesment year 1957-58 the Income-tax Officer came across a dividend
warrant of Rs. 44,000 the income from which was included by the assessee
in his return for 1957-58. The accounting year of the assessee was Diwali
year and the dividend income was not considered by the Income-tax Officer
for the purpose of the assessment of the total income for the assessment
vear 1957-58 on the ground that the dividend pertained to the period
prior to the previous vear. Accordingly, the assessment for the year
1956-57 should have been reopened for taxing the dividend income. This
was, however, not done and the entire income of Rs. 44,000 thus escaped
. assessment. This particular case was dealt with in a Special Investigation
Cirele.

PAC’s Observations: —

The Committee regret to observe that this is a clear case of cmission
to tax the income when all the facts were available on record. The Com-
mittee rather feel concerned over such omissions occurring in the Special
invcstigation Circles who have to deal with comparatively less number of
cases. (Paragraph 1.81)

(8) Cases of over-assessments

For the taxation of individuals the Finance Act provides slab rates
both for Income-tax and Super-tax upto certain limits of income. In
respect of that portion of the total income which exceeds these limits tax
is pavable at a fixed rate. The Audit have pointed out that in some
cases where the total income exceeded these limits the fixed rates of 259,
for income-tax and 45 per cent for super-tax were applied to the entire
total income ignoring the slab rates which applied to part of the total
income, resulting in over-assessment of tax. In one case the amount of
tax over-assessed was Rs. 57.167, the refund of which has become time-
barred.

PAC’s Observations: —

The committee are not happv over the cases of over assessments
which are as serious mistakes as under assessments. The Committee
feel that for no fault on the part of the assessees, they had been penalised.
The Commitiee take a serious view of the cases of over assessments
which have become time-barred. (Paragraph 1.210)

Recommendation

The Committee wonld like to re-ilerale the vecommendation made by
them in para 29 of their 28th Report (Third Lok Sabha) that since cal-
culations of deprecialion allowance is complicated, the Department should
give adequate training in this respect (o the staf)f im Company Circles sn
that such mistakes are eliminated.

[S. No. 6 and para 1.26 of Appendix XIV to the 46th Report, 1965-66.]
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AcTION TAKEN

'

As desired by the Committee necessary instructions have been issued
to all the Commissioners of Income-tax emphasising the need for giving
adequate training to the staff working in Company Circles. In this connec-
tion a copy of D. 1. (I'T)’s letter No. M-30/3/66-DI'T, dated 20-9-66 is
enclosed.

[Duly vetted by Audit vide D. O. No. 3692—Rev. A/200-666 1I, dated
20-10-66.)
(File No. 36,25 64-1T (AI) 11, dated 26-10-66.)

M-30.3°66-DIT
DIRECTORATE Ot INSPECTION (INCOME-TAX)
New Delhi, Dated 20-9-66
From
The Director of Inspection (Income-tax),
New Delhi.
To
All Commissioners of Income-tax.
Sir,
Supject.—PAC—Implementation o the recommendations—Para 1.26
of the Ath Report, 1965-66—Instructions regarding.

The Public Accounts Comunittee in its 46th Report has once again
referred to the complicated nature of calculation for the allowance of
depreciation and has cmphasised the need for giving adequate training
to the staff working in Company Circles.

‘Though calculation of depreciation is one of the subjects included
in the training scheme for ministerial staff. (advanced course) the special
importance of depreciation cannot be overemphasised. It is necessary to
see that the waining stalt devotes more time in explaining the various pro-
visions regarding allowance of depreciation.  Intensive practical training
should be given in actual calculation of depreciation allowance. The
trainees should also be put in companics circles for sometime and work
out the different tvpe of complicated and difhcult calculations there so that
may have the expericnce of the actual problems. '

A report on the steps taken in this respect may please be sent to thls
Directorate at an carly date.
Yours faithfully,
(8d.) R. N. JAIN
Director of Inspection (Income-tax).
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Recommendation

The.Committee would like to be informed whether Inspecting Assistant
Gommissioner’s explanation has been received and wheiher it has been
found to be salisfactary.

[S. No. 7 and para 1.27 of Appendix X1V to the 46th Report, 1965-66.]

Acrion TAKEN

The Inspecting Assistant Commissioner’s explanation had been
received' and has found acceptable to the Board.

[Duly vetted by Audit vide D.O. No. 2022-Rev. A/200-66. 11, dated
25th May, 1967.)
[F. No. 36/25/64-1'T (ADI111, dated 15-6-1967.]

Recommendation

While the Commitice observe {rom the nole that the relief given
by the ITO was sirictly according to the letter of the law, as it stoo:d then,
and he applied it uniformly in all cases, they feel that the time-lag belween
the enforcement of the original Act and its amendment for the purpose
of removing the defect in the wording of the relevant section was
tnordinately long.

[S. No. 8, para 1.35. Appendix XIV to the 46th Report (1965-66).]

Acrion TAKEN

The point referred to in this paragraph relates to the provision in
section 99 (1) @v) read with section 110 of the Income-tax Act, 1961,
under. which a company was entitled to a rebate of super-tax calculated
at the average rate of super-tax applicable to its total income in respect
of certain inter-corporate dividends. The scheme of the Income-tax Act
in allowing rebates on various items of income has always been to
calculate such rebates at the average rate of tax applicable to the total
income. Upto and inclusive of the vear 1963, the annual Finance Acts
prescribed the levy of super-tax at a concessional raie on that part of the
total income of the company which consisted of inter-corporate dividends.
As the rebate of super-tax allowed to the company under section 99 (1)
(iv) of the Income-tax Act in respect of its income from intercorporate
dividends was required to be calculated at the average rate of super-tax
applicable to its total income, companies often obtained a larger rebate
of super-tax in respect of inter-corporate dividends than the super-tax
chargeable on such dividends under the annual Finapce Act.

In September, 1963, this anomalous position came to the notice of
the Board at the instance of audit. Thereafter, this anomaly was eliminated
by the Finance Act, 1964, which discontinued the provision existing in
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the- earlier Finance Acts for levy of super-tax at a concessional rate on
that part of the total income of the company which consisted of inter
corporate dividends. For the assessment year 1964-65 companies are in
the first instance chargeable to super-tax under the Finance Act, on inter-
corporate dividends at the full rate of super-tax applicable to their total
income, and, thereafter, a rebate is allowable to them in respect of the
inter-corporate dividends at the average rate of super-tax applicable to
their total income. This scheme of rebate in respect of inter-corporate
dividends in substance, continues to be followed for subsequent years.

[Duly vetted by Audit.]
[F. No. 6(31)-66/ TPL]

Recommendation

The Commiliee consider 1 a serious malter thal although the Inter-
nal Audit Party checked one of the two cases tnvolving an under-assess-
ment and pointed out the nustake in middle of 1962, necessary action to
rectify the assessment was not taken until it was again pointed out by
Revenue Audit in January, 1964. The Committee hope that suiiable
steps would be laken lo ensure that prompt action is taken to rectify
mistakes as soon as thev are detected by any agency.

[S. No. Y, Para 1.38 of Appendix XIV to the 46th Report, 1963-66.)

Action TAakeN

Necessary instructions have been issued to all the Commissioners of
Income-tax de Board's letter No. 36 8 66-1'T(AD) dated 27-8-66, that
the olwervations made by the Committee should be brought to the notice
of the various assessing ofhcers and they should be advised to take special
" care to sce that such irregularities are avoided in future. A copv of the
said instructions has been sent to the Committee under our replv to para
1.24 of the Report.

[Duly vetred by Audit vide D.O. No. 3349-Rev.A 200 66, dated the 23rd
September, 1966.]

[F. No. 36 16 64-1T(AD) dated 27-9-1966.]

Recommendation

(@) The Commitice regret to note that the incorrect exemplion
given in (his case vesulled in an under-assessment of tax to the cxtent of
Rs, 28,200 and thal four lucome-tax Officers did not detect thiy under-
assessment. 1t appears that the assessments were made in a rouline manner
by all the officers.  This also resulted in a loss of revenue of Rs. 10.726
for the assessment vears 1958-68 and 195960 on account of time-bar.
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(b) The Commitiee would also like to be informed. of the recovery of -
Rs. 2,892 relating to the demand for the year 1962:63.

[S. No. 10, Para 1.4]1 of Appendix XIV to the 46th Report, 1965-66.]

ACTION TAKEN

(2) Warnings have been issued to the Ofhicers concerned.
(b) The amount of Rs. 2,892 has since been collected.
[Duly vetted by Audit vide D.O. No. 4125-Rev. A/200-60 11, dated 17-11-66.)

[F. No. 36. 18, 63-TT(A-1), dated 9-12-1966.]

Recommendation

The Committee note that the mustake in this case has been rectified
and the full amount due recovered. Thev would, however, like to point
out that such mistakes are mainly due 1o the complicated nature of the
lax laws which are subjected to changes every year. These changes arc
confined not only to the rate of tax, but even the structural changes are
made frequently. The Commillee appreciate thal in a growing economy
appropriale changes in tax structure sometimes do become inevitable.
They, however, feel that the basic change in the scheme of the Act must
be avoided as far as possible. They also feel that an attempt should be
made 1o simplify the taxation law as far as possible and that the changes
in the taxation laws should thereafter be kept to the minimum necessary.

{SL. No. 11, Paragraph 1.45, Appendix XIV to the Forty-Sixth Report,
(1965-66).)

ACHON T'AKEN

The obscrvations of the Public Accounts Committee have been noted.

[Duly vetted by Audit.]
[F. No. 6(47)/66-TPL.]

Recommendation

The Commiltee hope thal care will be taken to avoid such mistakes
m fulure.

[S. No. 12, Para 1.48 of Appendix XIV 10 the 46th Report, 1965-66.)
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ActioN TAREN
The obscrvations made by the Committee have been noted.

[Duly vetted by Audit vide D.O. No. 2742-Rev. A/200-66, dated 6-8-66.]
[F. No. 3620 /64-1T(AT) dated 1.9-66.]

Recommendation

It is learnt from Audit that the local audit Memo was issued on
29-8-1963 and the draft report was discussed on 9963. The appeal was
disposed of on 28-9-63. The report received by the Income-tax Officer on
11-10-63 was the formmal inspection report. Therefore there was adequate
time for the Income-tax Officer to ask for enhancement on the basis of
the local audit Memo which he had received in August, 1963 itself before
the Appellate Assistant Commissioner disposed of the appeal. The Com-
mittee regret that this has not been done. This failure reflects an apathy
on the part of the Income-tax Officers in regard to points raised in audit.

[S. No. 13, Para 1.51 of Appendix XIV 1o the 46th Report, 1965-66.]

ACTION TAKEN

In the Board's letter F. No. 36 8 '66-IT (AI) dated 27-8-66, necessarv
instructions have been issued 10 all the Commissioners of Income-tax that
the observations made bv the Committee should be brought to the notice
of the various assessing officers and thev should be advised to take special
care to see that such irregularities are avoided in future. A copy of the
said instructions has been sent to the Committee under reply to para 1.24
of their Report.

[Duly vetted by Audit zide D.O. No. 3350-Rev. A '200-66, dated the 231d
September. 1966.]

{F. No. 36. 14 61IT(AD. dated 28-9-66.]
Recommendation

The Committee hope that with the amendment of Section 134 of the
Income-tax Act, such losses of revenue would be avoided as Ut confers
powers on the Government to rectifv mistakes by Income-tax Officers even
where an order has been passed by the Appellate Assistant Commissioner.

[S. No. 1. Para 153 of Appendix XIV to the 46th Report. 19635-66.]
Acriox Takex
The observations made bv the Commitiee have been noted.
[Dulv vetted by Audit 1ide D.O. No. 2744-Rev. A, 200 /66, dated 6-8-66.)
| [F. No. 36 14 ‘64.IT(AI) dated 1.9.66.)
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Recommendation *

The Committee would like to know the circumstances under which
the Commissioner of Income made reference to the High Court thet royal-
ties and dividends should be regarded as capital expenditure, when the
Board’s circular was to the contrary.

[S. No. 15, Para 1.63-of Appendix XV to the 46th Report, 1965-66.]

ActioN TAKEN

The position has been explained in this Ministry's Note F. No. 36/
32/64-TT(AI). dated 24-3-66. a copv of which is sent herewith.

[Buly vetted by Audit, vide D:O. No. 20438-Rev. A /20066, dated 22-8-66.]
[F. No. 36 '32:64-IT(AT), dated 1-9-66.]

F. No. 36 /32 64-IT(AT) (II)
GOVERNMENT OF INDIA

MINISTRY OF FINANCF
(Department of Revenue)

New Delhi, the 24th March, 1966

SuntecT.—Parn 65(c)y—Failure to compute the income from business pro-
perty—M !s. Pholpur Stone & Co. Litd.

The Public Accounts Committee raised the following two cquestions
while discussing para 63(c) of the Audit Report (Civil) on Revenue Receipts,
1965 :

Question 1: —When the Supreme Court’s decision in Pingle Industries
case was received did the Board consider this point specifi-
cally with a view to review .ts carlier instructions issued
in 1952z

Question 2: —Why did the Board agree to a reference to the High Court
in the case of Gotan Lime Syndicate when such expendi-
ture was considered allowable under the Board's instruc-
tions issued in 1932,

A note explaining the position in regard to the points raised by the
Public Accounts Committee is enclosed.

[Dulv vetted by Audit vide D.Q. No. 1094-Rev./297-65-11 dated the 16th
March, 1966.]

(Sd.) G. S. SRIVASTAVA,
Joint Secretary to the Government of India.
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NOTE

In 1952, the Board had issued instructions that tonnage rovalty should
be treated as revenue expenditure incurred wholly and exclusively for the
purposes of business as it was in substance a rent for the liberties and
privileges of entering the land and extracting the mineral and such royal-
ties could not be considered as part of a pre-ascertained capital sum paid
for the right o exploit mineral for o term of yvears or upto a given
quantits.  These instructions were issued after considering the decision
of the Allahabad High Court in the case of Sardir Bahadur Singh & Sons
(12 T'TR 504 where it was held that the price or compensation for earth
paid for manutacture of bricks was capital expenditure.

2. In 1960, the Supreme Comnt decided in the case of Pingle Industry
Lid. Vs, CTT (40 I'TR 673 than the pavment to acquire the right to lime-
stone was neither rent nor rovalin but o hamp pavnent in instalments for
acquiring o capital asset of endaring benefit 1o the trade. The leases
conveved 1o the assessee o part of Lud which was a capital asset from
which, after extraction, the avesee could get his stock-in-trade. In view of
this the pivment was held 1o be capital expenditine. When this decision
wias received, the question of the review of carlier instructions was not
specthcally considered.  The reason for this was that this decision of the
supreme Court did not enunciate ans new principle as the Bombay High
Court had upheld the contention of the Department in 19%4 in the same
e, The dedision of the Supreme Court or the earlier decision of the
Bombav High Court in this case was not on the question of allowability
of tomage tovaliv av contemplated i Boards circular of 1952, The
fact thae the pavment was in the nature of rent or rovalty was not accepted
cither by the High Court ot by the Supieme Court. The Courts had
come o the dedision which thes did on the pardeular faces of the case.
The Supreme Court alvo feht than no conclusive tests have been laid down
which can apply 1ol the cases. The dedision was thar the pavment could
not be allowed as 10 was for the acquisition of an enduring beneht. The
tomnage rovalty had, however, been considerad by the Board as rent and
not expenditine for bringing info exitence anv asser of an enduring
muture  In view of the speaic mention by the Supreme Court that what
they were holding as capital expenditare was veither rent nor rovaly the
question of making o modification in the Board™s istructions issued in
1952 did not anise.

30 In the case of M oss Gown Lime Syndicate the question was
vegarding the allowubihitv of the fined amount of rovalv of Rs. 96,000
for cach vear.  Thiv wmount was not based on the quantity of lime
extracted but on the area of Land in respect of which mining rights were
granted. :

The Tribunal held this pavment o be revenue expenditure but con-
sitlering the ratio of the judement of the Supreme Court in the case of

14—1 LS'PAC 67



98

Pingle Industry Ltd., it was considered that the Government had a fairly

- arguable case. The Law Ministry which was also consulted advised that
* the pavment was not for acquisition of raw materials but for acquiring
a right to a source of raw material. As in the particular case, the decision
was not regarding tonnage rovalty, the decision to contest the decision of
the Tribunal was not in conflict with the instructions issued by the
Board in 1952. However. when the decision of the High Court was
received, it appeared that it had verv wide implications and after consider-
ing the ratio of the judgment it was decision to withdraw the ecarlier
instructions regarding the allowance of tonnage rovalty,

The Supreme Court has since held in the case of Gotan Lime Syndi-
cate that paviment of deed rent was of a revenuce nature as it had relation
with the stock-in-trade.  Thev have also distinguished this case from
Pingle Industries Lid., wherein the question considered was not regarding
rovalty. In view of this decision. the instructions have been revised
clarifving the legal position as it stands now.

Recommendation

Since the numerous mistakes take place in caleulation of development
rebate and depreciation allowance which vesult in an underassessment,
the Committee suggest that

(a) suitable instructions containing comprehensiie details should be
isued to all the Income-tax Officers for calculation of theve
rebates and allowances.

(b) traiming should be given to the field siafl in making such
calculations.

[S.- No. 17, Para 169 of Appendix XIV to the 16th Report, 1965 66.)
AcrioN TakeN

(a) A compendium of the various mstuctions issued from time to
time on the subject of development rebate was compiled as desived by
the Public Accounts Committee and issued 1o the Incometax Officers in
Oct.. 1963. A similar circular consolidating the Board's instructions on

depreciation is being prepared and will be isued to the Incometax
Officers shortly.

(b) Instructions have been issued to all the Commissioners of Income-
tax about giving more time to practical training in calculation of depre-
ciation, etc. to the staff under training.

[Duly vetted by Audit vide D.O. No. 4126-Rev.; A 200760, 11,
dated 17.1166.
(F. No. 36/28/64-1T(ADI, dated 20-12-66.)
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Recommendation

The Commitlce are nol convinced by the explanation given by the’
Department for this error. Where there is a dispule or absence of informa-
tion in regard lo the figures of actual cost of wrillen douwn value, it is
understandable that the figures are laken provisionally, subject to revi-
sion later on. But where a particular asset is not at all entitled to depre-
ciation allowance or extra shift allowance such as those referred so in
this case it is not understood how a provisional depreciation or extra shift

allowance was at all given. [t appears that the Income-tax Office had not
looked nto the nature of assets.

1.73. The Commillee note that this assessment has been set aside on
appeal.  They would like to be informed whether the mistake has been
rectified in the re-assessment and tax due recovered.

[S. No. 18, paras L72 and 1.73 of Appendix XIV 1o the
46th Report, 1965-66.]

Act11oN TaKeEN

The Public Accounts Commmittee’s observation that the Income-tax
Ofhcer had not looked into the nature of assets while allowing deprecia-
tion is correct and the Income-tax Officer. whose explanation had been
called for. has been warned to be more careful in future.

20 Av regards completion of assessments, which were set aside by the
Appellate Assistant Commissioner,  these could not be completed for
want of the conect valuation of the assets which were taken over by the
Mysore State Electricity: Board from the Electricity Department of the
Government of Mysore and which had to be certified by the Accountant
General. However, the necessary audic centilicates have since been furni-
shed by the Accountant General. Mysore. and  the Commissioner of
Income tax has been asked 1o expedite the completion of these assessments.

(Duly vetted by Audit vide DO Noo H32-Rev . 200-66 11,
dated 13-11-66.)

[F. No. 30 28 0111 (Al) LI dated 18-8-1967.]
Recommendation

The Commitiee are greatly surprised to nole that the mistakes of
allowing a higher rate of depreciation on machinery went on undetected
for almaost 22 vears and was noticed only when pointed out by Audit.

They would desive that responstbility should be fixed jor the loss of mistake
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in the assessments carlier (o A957-38 having become lime-barred. 1f depre-
ciation was allowed at 209 as was done by the FI'O who originally com-

" milled the mistake in 1943, the entive machinery would have been written
off tn five to six vears and the succeeding 1T°0s should have realised the
mistake while calculating the depreciation on new machinery,

The Commitice would like to be informed whether the additional
demand raised in rvespect of assessment vears 1957-58 to 195960 has since
been realised.

[S. No. T paras 176 and 177 of Appendix X1V o the
Joth Report, 1965-66.]

ACToN ] AKEN

With reference to PACS observations concerning the loss of 1evenue,
it may be mentioned that, since the assessment vear 1939160, depreciation
is being allowed on the diminishing value basis, e deprediation is cal-
culated on the wada. which s wrrived we by dedudating the depiediation
actuallyv allowed in the earliev vears trom the originad cost. Thus, the
depreciation in cach succeeding vewr iv caleuluted with reference 1o a
progressively declining w.d.v. but the w.da, never becomes zero.

The revenue los tor the assessmient veans 1285 0 195657 (which
have become time-barred and which coudd not be rectified) is Rs. 1,060,240,
1t may be menuoned that this i not actual loss 1o revenue. because accor
ding to the diminishing value  method ol granung depreciation.  this
amount will be rcalised in later vears.

The assessients for 1215 (o 195007 have been wade by difleremt
ofhcers (seven in number) and some of them ae no longer in the service
of the Department now.

As regards recovery, the Commissioner of Income-tay has reported
that the entive demand of Ry, LG9 TO7 raised For the assessient vears 1957
38 to 105960 has been rcalised.

[Not veued by Audit|
[F.No 36 27 61 FEAL, dated 1166,

Reconmmendation
The Committee feel concerned over such contly mistakes committed

through oversight by Income-tax Officers as occwvred in the present case
which vesulted in non-levy of tax amounting to Rs. 64,332, They desire
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N - . .
that the Income-tax Officers should be more careful in dealing with assess-
ments involving large amounts of tax with a view to avoiding not only
mistakes on points of law, but also those relating to calculations.

[S. No. 20, Para 1.80 of Appendix XIV 1o the 46th Report, l!’ﬁ.’;-(iﬁ.]

ACTION FAKEN

L]

Necessary instractions (Board's Tetter Fo No. 568 66-F1'(Aly dated the
27th August. 1966) have been issued to all the Commissioners of Income-
tax that the observations made by the Committee should be brought o the
notice of the various assessing ofhicers and they should be advised o take
special care to see that such inregularities are awvoided in future. A copy
of the said mstructions has been sent to the Comimittee under  reply
to para 124 of the Report.

[Duly verted by Nudit vide DO Now 3350-Revi A 200-60,
dated the 25rd September. 1966.]

ko No oSG T o THAL dated 28-9:466.]

Recommendation

The Compattee vegret to poind out that in this case the Income-tax
Officer made a nustake 1n not disallowing a dlearly tnadmissible item ot
development vebate on a cevtarn assei. 1t iy alva surpriving that although
the Inspecting Asistant Comnisstoner chiecked up the assesment, he did
nol go nto the accwraes o the wrthmetieal computation o1 mcome.  If
the tspection by Asistant Comtmpsioners s 1o be pu posetuld, they should,
while snpecting the asesmenis, besides goang ando the legal pornty abso
ensive that the avithmetical colewdazions ave convect espeaally an the case
of compuntes, when large amonnis are involeed.

15 No. 2 Para L83 of Appendin NIV 1o the foth Report, 1965-66.]

Acton e

Necesary nistructions have beenr isued o Comnusstoners ot Income-
tax, that the observations made by the Public Accounts Committee may
be brought to the notice of all the Tncometan Ofticers and the Inspecting
Assistant Conumissioners and they nen be ashed 1o cany out their duties
in a more ethicient manner. .\ copy of the mstucnions issued ivde Board's
lenier 1o Noo 308 o6 1AL, dated the Bt Xagust, 19600 15 enclosed.

[Duls vetted by Audit ivde DO No. 298 Rev. A 20060, dated 22.8-66.)
b No 36 1 et TR dated 1:9-66.)
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F. No. 36/8/66-IT(AI)
CENTRAL BOARD OF l)lREC;I’ TAXES,
New Delhi, dated 4th August, 1966.

From

. Shri J. C. Kalra,
Secretary, Central Board of Direct Taxes.

To

All Commisstoners of Income-tax.

Sir.
Sumject: —Scrutiny made by Income-tax Officers and Inspecting Assis-
tant Commissioners and inspections carried out by them—
Observations made by the PAC n therr 46th Report,
1965-06.

I am directed to say that in their 16th Report for the year 1965-60,
the Public Accounts Committee have made certain observations in regard
to the scrutiny of accounts and statements by the Income-tax Ofhcers and
inspections by the Inspecting Assistant Commissioners.  The observations
are cnumerated in the Annexure to this letter. It is requested that the
observations made bv the Public Accounts Commnittee may be broughbt w
the notice of all the Income-tux Officers and the Inspecting Assistant Com-
missioners and they may be advised to carry out their duties in a more
cflicient mauner.

Yours faithfully,
(5d.) J. €. KALRA,

Secrctary, Centrval Board of Direct Taxes.

ANNEXURL

Observations made by the Publie Accounts Commutiee

(I) The Committee regret to point out that in this case the Income-
tax Officer made a mistake in not allowing 2 clearly inadmissible item of
development rebate on a certain asset. It is also surprising that although
the Inspecting Assistant Conutiissionet checked the assessment, he did not
go into the accuracy of the arithmetical computation of income. If the
inspection by Assistant Commissioners is to be purposeful, they should,
while inspecting the assessments, besides ‘going into the legal points also
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ensure that the arithmetical calculations are correct, especially in the case
of companies, where large amounts are involved.

(Paragraph 1.83)

(2) The Committec regret to note that in' the present case neither the
Income-tax Officer who made the assessment. nor the Inspecting Assistant
Commissioner who checked it. was able to detect that a clear item of busi-
ness profit was shown as a capital gain. This was perfunctorv. The Com-
mittee desire that the officers should be more careful while scrutinising
the accounts of companies. even though these might have been certified
by qualified accountants.

(Paragraph 1.115)

(3) The Committee regret 1o note that although in each of these three
cases, the excess refund involved was more than Rs. | lakh, the calculation
was not checked by the L'T.O. concerned as required under departmental
instructions and the mistake remained unnoticed for about 30 months.
till it was pointed out by Audit. The Committee hope that the L.T.Os.
will strictlv observe the instructions issued bv the Board in July, 1964, that
in all cases where refund granted as a result of revision of assessment con-
sequent on an appellate order exceeded Rs. 1 lakh, the LT.O. should
obtain prior approval of the Inspecting Assistant Commissioner and such
cases of Jarge excess refunds will be strictly avoided. The Committee sug-
gest that the Inspecting Assistant Commissioners should specifically check
during these inspections as to how far the departmental instructions were
carried ont bhv the Income-tax Officers so far as assessment of taxes was
concerned. Failure to carry out departmental instructions should be viewed
seriously.

(Paragraph 1.4
Recommendation

The Commutiee vegret to find that in this case the clear provisions of
the Income-tax Act cere ignored by the Income-tax Officer. resulling in
underassessment of Rs, 24065, They hope that such mistake would be
avoided tn future.

[S. No. 22, para 1.87 of Appendix XIV to the $tth Report, 1963-66.]
Acniox TakEeN

The observations made by the Committee have been noted.

[Duly vetted by Audit vide D.O.No. 2864-Rev. A ' 200-66.
dated 13-8-66.)
[F. No. 36 '11 66-1T (Al IIL dated 2-9-66.]
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Recommendation

The Committee take serious note of such omissions in determination
of the income in case of firms. It is unfortunale that even though the
Department lhad a svstem of internal audit, this aspect was outside their
scope at that time. The Commillee hope that with the extension of the
scope of Internal Audit such mistakes will not go undetected by them.

S, No. 23, para 1L.91 of Appendix X1V 1o the 46th Report, 1965.66.]

ActioN TAaREN
The observations made by the Commitiee have been noted.

[Dulv vetted by Audit, oide DO No. 2863-Rev. A 1200-66,
dated 18-8-1966.]
[F. No. 36 29 6411 (AL dated 1-9-66.]

Recommendation

In view of the gact that two contradictory opinions have heen
expressed by the  Ministry of Laie in 199 and 1964, the Comnuittee
suggest that the opimon of the Attorney-General may bhe obtained.

[S. No. 24, para 1.97 of Appendix X1V 10 the 46th Report, 1965-66.]

ACr1ioN TAWKEN

As suggested by the Public Accounts Commitiee. the opinion of the
Auornev-General is being obtained.  The Committee will be informed
of the opinion given by the Attornes General,

[Daly vetted by Nudit cede DUOL Noo 5355 Rev, A 200 66,
dated 23 9.1966.]
N0 3682 68 TT (AT) dated 27 9 19661

Recommendation

Frrimer INFORMATTON

In this connection a reference is invited to this Ministrv's Nowe of

even number dated 27th September. 166

The opinion of the Solicitor General has since been obtained in the
matter and a copyv is enclosed for the information of the Public Accounts
Committece.  The Solicitor General has expressed the view that the
character of income in the hands of the partner is the same as in the
hands of the firm (g, capital gains ete), and thae the imerpretation that
the share of a partner is assessable in his hands as business income.
regardless of the source of that income in the hands of the firm, is not
correct.  Thus. according 10 the Solicitor General’s view. the Audit
objection mav be withdrawn.

[F. No. 36 326111 (AD, dated 1991967 ]
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OPINION

It seems to me that the question which arises for consideration must
be answered by reference to the scheme of, and the principles embodied in,
the Act and not by reference to the consequences such as whether the
individual partner would receive the benefit of section 17 (6) of the
consequences indicated in the Finance Ministry’s reply to the Audit
objection (Annexure A) at page 3 of the case for opinion. Equally what
the Law Commission said (quotation at Annexure A) is not relevant.
Nor can section 67 (2), since it is not declaratory of the law as it stood
before, be of assistance in answering the question. Nor is section 16 (1) (b)
of the Act of 1922 of much use. Since ‘salary’ paid by a firm to a partner
would not come within section 10 [since it is paid by himself (and others)]
a specific provision has been made in section 16(1) (b) namely, whether
or not there is profit or loss made by the firm any salary, commission or
remuneration received by him from the firm would be deemed to be his
share for the purpose of his assessment.

The decisions cited in Annexure 2 (Mr. Gae's Note) do not deal
with the question with which we are concerned. The decisions in
Shantikumar Morarji I's. C.LT. (1955) 27 LT.R. 69 and Ramanlal
Prabhudas Shah I". CIT (1957) 31 1.T.R. 924 lay down that where a
business is carried on bv a firm and the profits of the firm are allocated to
different partners. the income received by each partner from the profits
of the firm is assessable under the head ‘profit and gain of business’
(section 1) and not under the head ‘income from the other sources’
(section 12) either for the purpose of determining the rate of tax or for
the purpose of charge since each partner carries on the business of the
firm. The specific question here posed did not arise in those cases, the
question being whether section 10 or section 12 applied.

What is pertinent is that since prior to 1956, whatever the position
under the general law of partnership (which does not recognise a firm
as an cntity separate from the partners), a firm has been recognised as a
separate taxable entitv or an entitv apart from its individual members,
for the purpose of taxation. Though bv the Finance ‘Act, 1956 only
the registered firms got the benefit of specially reduced rates, an individual
partner as an assessce and the firm of which he is 2 member continued
to be and are still regarded as two separate taxable entities. It is only
to avoid double taxation that provision is made in section 14 (2) (a).
Incometax is levied and paid by an individual partner on what he
actually receives as his share of the total income less the income-tax paid
by the firm. Once one reaches the conclusion that under the Act am
individual partner is scparately assessed as an entity (apart from the firm)
it must follow, unless an express provision is found in the Act, that his
assessment must proceed without any reference to the assessment of the
partnership firm and go through all those normal processes to which

15—1 LS/PAC/67
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the income of any other assessee is subject. In other words at that stage
the Assessing Authority has to assess his income by reference to the heads
. mentioned in section 6. In view of this approach I take the view that where
the income of a firm or part of it is determined under the head ‘Capital
gains’ the share of partners in such income would be assessable not as
business income but as capital gains and that the same observation would
apply to every head of source which goes up to make up his total income.

"There is no express provision to the contrary. There is however one
provision which falls to be considered in this context. That provision
is to be found in section 23(5)(a)(ii) and (b). For instance the provision
in (a)(ii) reads “the total income of each partner of the firm, including
therein his share of its income, profits and gains of the previous year,
shall be assessed and the sum payable by him on the basis of such assess-
ment shall be determined”. The provision lays down that the total income
of each partner of the firm shall be assessed and the sum payable by him
on such assessment shall be determined. This would naturally mean that
his total income, that is. his income, profits or gains from whatever
source shall be assessed and the sum pavable by him on the basis of such
assessment shall be determined. He, like any other assessee, has to be
assessed in the same manner under the heads mentioned in section 6 unless
a different course is laid down. His total income would indisputably in-
clude any salary he may have received from sources other than the firm,
his dividend income, his income from property, his profits and gains from
any other business, and his income from securities and so on. What the
provision however brings out is that the total income of each partner
of the firm would include therein “his share of his income, profits and
gains of the previous year”. What is significant is the use of word ‘income’
as well as the words ‘profits and gains’. In other words his share in the
firm may be his share of income of the firm as well as the profits and gains
of the business properly so called; such share of the ‘income’ of a firm is
referable to the income of the firm in the shape of capital gains, dividends,
securities or of properties of the firm. In other words the share in the
firm is taken to include the share not only of the profits and gains under
section 10 but also of the income under section 8, 9 and 12 (as the case
may be) as well. This would tend to show that it is intended that the
share of the income and profits and gains is to be taken by reference to
the heads mentioned in section 6; otherwise it would have been enough to
use only the words “profits and gains”. In the absence therefore of an
express provision, such as now been made in section 67(2) it is not
permissible to depart from the normal method or process of assessment by
reference to different heads. A similar provision is made in section 28(5)(b)
in regard to unregistered firms. The language used in section 23(5)(b)
is the same ‘income, profits and gains’' and surely it cannot be suggested
that an individual partner of an unregistered firm is not to be assessed
by reference to separate heads. What is more, the Act does not show that
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any distinction is sought to be made in this regard between a partner in
an unregistered and a partner of a registered firm.

I am therefore of the view that the question must be answered in the
negative. ~ [N.B.—I should however like to add that it is possible to urge
the view taken by Shri Gae on the basis of the forms on which he has
relied and section 4 of the Indian Partnership Act.]

S. V. GUPTA,*

Solicitor General of India.
NeEw DELHI,

January 27, 1967.

Recommendation

The Committee feel concerned over such omissions of the Income-tax
Officers as occurred in the present case in respect of the assessment years
1955-56, 1956-57, and 1957-38. The Income-tax Officer failed to notice
that the firm’s application for registration was not complete inasmuch
as it had not been signed by all the adult partners of the firm and granted
registration for the years without having this requirement fulfilled. What
is more serious, although the officer who scrutinised the application for
the assessment vear 1958-59 did detect the mistake, he took the extreme
step of refusing renewal of registration for want of this rather technical
requirement and assessing it as an unregistered firm. He should better
have asked the firm, to get the application signed by all its adult pariners.
This omission on the part of the Income-tax Officer resulted in the case
going before the (ribunal and hardship to the firm.

The Commilttee are glad to note that the Income-tax Act, 1961,
contains a provision that an Income-tax Officer should not reject the
applications merely on the ground that the same was not in order, but
he should give sufficient opportunity to the assessee to rectify defects within
one month. The Committee understand that the Board have also issued
instruction in 1961 that if the technical defects were of the nature that
could be removed, these should be got removed. But what the Commitiee
are anxious about is that this liberalisation envisaged in the Income-tax
Act and instructions should actually be observed in letter and spirit by the
Income-tax Officer so that the intention of the Parliament may be imple-
mented and undue hardship to the assessce avoided. The Committee would
like the Board to take effective steps to ensure that the spirit of the Act,
as well as instructions of the Board in this respect are precisely observed.

[S- No. 25 and 26, paras 1.101 and 1.102 of Appendix XIV to the 46th
Report, 1965-66.)
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AcTION TAKEN

Necessary instructions have been issued to all Cs. I. T. in the matter
vide Board's F. No. 36/14/64-IT (AI) dated the 22nd August, 1966. A
copy of the said instruction is enclosed.

[Duly vetted by Audit vide D.O. No. 3167-Rev.-A /200-66, dated the
12th September, 1966.]

[F. No. 36/14/64-IT (AI) dated 22-9-66.]

F. No. 36/14/64-1T (Al) II
GOVERNMENT oOF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, dated the 22nd August, 1966.

From

Shri J. C. Kaira,
Secretary, Central Board of Direct Taxes.

To

All Commissioners of Income-tax.

SuBjecT.—Grant of registration lo firms—Need for observance of the
provisions of the Income-tax Act in the matter of.

1 am directed to refer to the observations made by the Public Accounts
Committee in paras 1.101 and 1.102 of their 46th Report, 1965-66 (extracts
enclosed) in regard to the grant of registration to firms.

" 2. The Board desire that the attention of the assessing officers should
once again be drawn to the provisions of section 185 (2) of the Income-
tax Act, 1961, which lay down that the Income-tax Officer should not reject
an application for registration merely on the ground that the same is
not in order, but he should give the firm an opportunity to rectify the
defects in the application within a period of one month.

R Yours faithfully,
(Sd.) J. C. KALRA,

Secrelary, Central Board of Direct Taxes.
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EXTRACTS FROM P.A.C’s REPORT, 1965-66

* * * » *

1.101. The Committec feel concerned over such omissions of the
ITOs as occurred in the present casc in respect of the assessment years
1955-56, 1956-57 and 1957-58. The ITO failed to notice that the firm's
application for registration was not complete inasmuch as it had not been
signed by all the adult partners of the firm and granted registration of the
years without having this requirement fulfilled. What is more serious,
although the officer who scrutinised the application for the assessment year
1958-59 did detect the mistake, he took the extreme step of refusing
renewal of registration for want of this rather technical require-
ment and assessing it as an unregistered firm. He should better have asked
the firm to get the application signed by all its adult partners. This

omission on the part of the I'TO resulted in the case going before the
tribunal and hardship to the frm. :

1.102. The Committee are glad to note that the Income-tax Act, 1961,
contains a provision that an ITO should not reject the applications merely
on the ground that the same was not in order, but he should give sufficient
opportunity to the assessee to rectify defects within one month. The Com-
mittee understand that the Board have also issued instructions in 1961 that
if the technical defects were of the nature that could be removed, these
should be got removed. But what the Committee are anxious about is
that this liberalisation envisaged in the Income-tax Act and instructions
should actually be observed in letter and spirit by the Income-tax Officers
so that the intention of the Parliament may be implemented and undue
hardship to the assessec avoided. The Committee would like the Board to
take effective steps to ensure that the spirit of the Act, as well as instruc-
tions of the Board in the respect are precisely observed.

Recommendation

The Commuttee feel concerned about the practice adopted by the
assessee in this case lo circumvent the levy of capital gains tax while
submitting his income-tax return by undervaluing the share sold to his
own relative. In his return for Wealth-tax submitted earlier and
subsequently the shares were assessed at a much higher value (about
double the face value). Similar cases of undervaluing assets in income-lax
returris were reported in para 34(b) of the Audit Report (Civil) on
Revenue Receipts, 1963, The Committee suggest that a suitable procedure
should be adopted by the Department whereby assessment of both the
income-tax and Wealth-tax is done simultaneously so that the 1.T.O. should
be able to correlate the value of assets disclosed in the two returns.

-[S. No. 27, para 1.109 of Appendix XIV to the 46th Report, 1965-66.]
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AcTION TARKEN

As suggested by the Committee, necessary instructions have been
issued to all the Commissioners of Income-tax in the matter, vide Board's
letter F. No. 36/25/64-IT(Al)1l, dated 19-9-66. A copy of the circular
giving the instructions is sent herewith.

[Duly vetted by Audit, vide D.O. No. 3692-Rev. A/2OO -66 1I, dated
20-10-66.]

[F. No. 36/25/64-1'T(AI) II, dated 26th October, 1966.]

Recommendation

The Committee are surprised to learn that Wealth tax, Gift tax,
and Estate duty which are also direct taxes have not yet been authorised
by Government for being brought under the purview of Revenue Audit.
The Committee feel that this should have been done simultaneously
when Revenue Audit was extended to Income-tax. The receipts from
these taxes are increasing and it is also necessary to correlate the data given
in income tax relurns and other laxes relurns to detect malpractices of

“the kind reported in the present case. In view of the singular service
rendered by the Revenue Audit to the assessment and collection of Income-
tax, Customs and Central Excise, it is considered opinion of the Committee
that the scope of the Revenue Audit should be suitably extended forthwith
50 as to include all the Central taxes without any distinction and reservation.

[S. No. 28 para 1.111 of the Appendix XIV to the 46th report)

AcrioNn TAKEN

The observation of the Committee have been noted.

[This has been vetted by Audit vide Shri Gauri Shankar’s D.O. No.
3130-Rev. A/200-66 dt. 7-9-66.]

[F. No. 83/29/66-1.T.(B).]
FURTHER INFORMATION

The recommendations made by the P. A. C. in para 1.111 of its
46th report have since been implemented vide Ministry of Finance
(Deparument of Revenue and Insurarce), letter No. 83/65/66-1. T. (B)
dated 10th May, 1967 (copy enclosed).

[This has been vetted by Audit vide Shri Gauri Shankar's D.O. No.
3883-Rev. 200-66/111, dated 1-9-1967.]

{F. No. 83/82/7-1TB.)
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F. No. 83/65/66-1T (B)
GOVERNMENT OF INDIA
MINISTRY OF FINANCE
(Department of Revenue and Insurance)

New Delhi, the 10th May, 1967.

From

Shri R. N. Muttoo,

Joint Secretary to the Government of Ihdia.
To

The Comptroller & Auditor General of India,
New Delhi.

Sir,

Sunject.—Audit-Extension of audit to the Estate Duty, Wealth Tax and
Gift Tax receipls and refunds.

I am directed to state that under paragraph 13(2) of the Audit
and Accounts Order 1936 read with Article 149 of the Constitution, the
President has approved the extension of statutory audit to the Estate
Duty, Wealth Tax and Gift Tax receipts and refunds. The scope of audit

in respect of these Taxes will be the same as in the case of Income Tax
receipts and refunds.

(This has reference to Shri R. K. Khanna's D. O. letter No. 2882-
Rev. A/272-65 dated the 6th August, 1966 addressed to Shri R. C. Dutt.)

Yours faithfully,
(5d.;-) R. N. MUTTOQO,

Joint Secretary to the Government of India.

Copy to: —
All Commissioners of Income tax/Directorates of Inspection.
All Sections in the Income tax Wing.
(Sd./-) WASQ ALI KHAN,
Deputy Secretary to the Government of India,
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- Récommendation

The Committee regret to note that in the present case neither the
Income-tax Officer who made the assessment, nor the Inspecting Assistant
Commissioner who checked it, was able to detect that a clear item of
business profit was shown as a capital gain. This indicates that scrutiny
made by the two officers was perfunclory. The Committee desire that the
officers should be more careful while scrutinising the accounts of companies,
even though these might have been certified by qualified accountants.”

. [S- No. 29, para 1.115 of Appendix XIV to the 46th Report, 1965-66.]

AcTioON TAKEN

The observations made by the Committee have been brought to the
notice of the Commissioners of Income-tax vide letter F. No. 36/8/66-1T
(AI), dated the 4th August, 1966, a copy of which has been sent to the
Public Accounts Committee under reply to para 1.83 of the Report.

[Duly vetted by Audit vide D.O. No. 2042-Rev.A /20-66, dated 22-8-66.]
[F. No. 36/18/64-IT(ADII, dated 1-9-66.]

Recommendations

(i) The Commitlee regret to note that the same mistake, ie., failure
to apply the provisions of the Income-tax Act to assess the income of
minors in the hands of pariners, was persistently committed by nine 1.T.0s.,
over a period of eight years from 194748 to 1955-56. Once the mistake
occurred, the succeeding officers repeated it without independently going
into the basis of assessment. It is most unfortunate that in spite of the
Board telling their officers repeatedly not 1o follow the basis of the earlier
assessment, a mistake like the present one has happened. This shows the
routine or casual treatment which is given to the Board’s instructions/
advice. The Committee suggest that based on the defects noticed in this
case, suitable instructions may be issued to all Income-tax Officers to be
more careful in future.

(i) The Commillee would like to know the result of the appeal made
by the Department.

[S. No. 30, para 1.118 of Appendix XIV to the 46th Report, 1965-66.]

AcTiON TAKEN

(i) Necessary instructions have been issued to all the Commissioners
of Income-tax in the matter, vide Board's letter F. No. 36/8/66-IT(AI),
dated 27-8-66. A copy of the said instructions has been sent to the Com-
mittee under reply to para 1.24 of the Report.
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(ii) The appeal filed by the Department against the orders of the
single judge for the assessment years 1952-63 to 1955-56 have been un-
successful. The High Court has confirmed the decision of the single judge.
The Department has accepted the High Court’s decision.

{Duly vetted by Audit, vide D.O. No. 3840-Rev.A /200—6611, dated
' 26-10-66.]

[F. No. 36/18/64-IT(ADII, dated 28-K-66.)

Recommendation

The Committee are surprised that in 1933-54, the Commissioner at
his own level gave a ruling that the ladies in question were not wives of
the assessee but ‘ladies in position’. As the case was complicated and
unique, without any parallel, and also involved a large amount of revenue,
the officer should have referred it to the Board and the Law Ministry.
This omission on the part of the officers resulted in jeopardising consider-
- able revenue (Rs. 38,496 for the years 1951-32 to 1934-3), the assessments
for which have become time barred, and Rs. 996,828 for the subsequent
years 1955-56 to 1958-59.

[S. No. 31, Para 1.122 of Appendix XIV to the 46th Report, 1963-66.]

AcTiON TAKEN

The observations made by the Committee have been brought to the
notice of the Commissioner of Income-tax.

{Duly vetted by Audit vide D.O. No. 3266-Rev./200-66,
dated the 21st September, 1966.]

[F. No. 36/15/64-1T(AI), dated 20-9-66.}

Recommendation

The Committee feel concerned to note that even though these cases
of allowance of insurance rebates were not so complicated, there appeared
to be a general type of mistake committed by the Income-tax Officers, as
judged from occurrence of 155 defective cases out of a small number of
cases checked in test audit in the charges of only 16 Commissioners. The
Committee hope that with the simplification of the law by providing for
straight deductions instead of rebates, the mistakes would be substantially
reduced, if not completely eliminated. The Committee suggest that the
matter should be kept under review with a view to introducing further
simplification in procedure, if necessary. For this purpose, it would be
desirable that some percentage of cases is checked by the Internal Audit
also.

[S. No. 33, para 1.130 of Appendix XIV to the 46th Report, 1965-66.)
16—1 LS/PAC/67
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ACTION TAKEN

~ The observations made by the Committee have been noted. Instruc-
tions have already been issued to the Internal Audit Parties regarding
checking of life insurance premium rebates vide Board’s letter F. No. 83/
40/65-IT(B), dated the 17th March, 1966 (copy enclosed).

[Duly vetted by Audit vide their D.O. No. 3753-Rev.A /200-6-11T,
dated 3-10-67.]

[U.O. F. No. 36/34/64-IT(AI), dated 25-9-67.]

“

Recommendation

The. Committee find it surprising that tn these 40 cases, rebale was
allowed on the amount in excess of the sum claimed by the assessee. They
hope that these cases will be scrutinised carefully and action taken against
the delinquent officers.

[S. No. 34, para 1.132 of Appendix XIV to the 46th Report,
1965-66.]

AcTiON TAREN

In the earlier Note submitted by this Ministry to the Public Accounts
Committee, it was stated that in about 40 cases rebate had been allowed
on an amount in excess of the sum claimed by the assessces. However, on
receipt of the detailed information from the Commissioners of Income-tax
it is found that only in 6 cases was rebate on life insurance premium
allowed on amounts in excess of those claimed bv the assessees. In the
remaining cases excess rebate was wrongly allowed, not on an amount
in excess of the sum claimed by the assessee, but due to mistake of other

types.

2. A scrutiny of the above 6 cases has shown that the mistakes had
occurred for reasons like:

(i) the figure shown in the earlier vear's return being adopted by
mistake;

(ii) the figure shown in the earlier year's assessment being adoptéd
by mistake; and

(iii) arithmetical mistake caused by decimal point being lost sight of.
The total tax ifivolved in the mistakes in the above 6 cases is about
Rs. 3,000.

3. The delinquent officers have been asked to be careful.

[Not vetted by Audit.)
[F. No. 36/34 /64-IT(AI), dated 25-8-66.)
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Recommendation

The Commitlee regret to nole that this is another case where although
a difficult point was involved, the Income-tax Officer did not consider it
necessary to refer the matter to the higher authorilies before completing
the assessment of a big company like the one in the present case for the
years 1957-58 to 1960-61. What is more regreltable is that even after the
Board issued a circular in 1961 containing comprehensive instructions
regarding computing of capilal employed in an undertaking, the Income-
tax Officer made the same mistake in January, 1962 while making the
assessmenl for the year 1961-62. The mistake made in 1961-62 merits
serious notice. The Commiltee also view with concern the omission on
the part of the Inspecting Assistant Commissioner who looked into some
of these assessments, but did not report anything. But for the point taken
up by the Audit a tax revenue of Rs. 3.90 lakhs would have remained

unrealised in these two cases of companies and Rs. 3.92 lakhs in the case
of shareholders.

The Commitlee suggest that the Board of Direct Taxes should take
serious vetew of such omission and cases involving an under-assessment of
tax of Rs. 10,000 or above should be investigated in detail with a view
to remove any defecls in procedure as also lo see that no mala fide
was involved. They should also fix responsibility for such lapses.

[S. No. 35, para 1.137 of Appendix XIV to the 46th Report, 1963-66.}
Acriox Takex
The obscrvations made by the Committce have been noted.
[Duly vetted by Audit vide D.O. No. 3267-Rev.A; 200-66,

dated 20th September, 1966.]
[F. No. 36,/18/64-1T(AI), dated 27th August, 1966.]

Recommendation

The Comumittee destre that the performance of the Income-tax
Officers in Company Circles should be assessed from time lo time in order
to apply any further corrective.

[S. No. 36, para 1.139 ot Appendix XIV to the 46th Report, 1965-66.]
ActioN TakeN

As desired by the Committee, steps have been taken for an annual
assessiuent of the performance of the Income-tax Officers in Company Cir-
cles in January, every year. The first such assessment will be made in
January, 1967.

{Duly vetted by Audit vide D.O. No. 3169-Rev.A /200-66,
dated the 12th Sept., 1966.)

[F. No. 36/18/64-IT(AI) dated 20-9.66.}
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Recommendations

(1) The Committee regret to nole that although in each of these
three cases, the excess refund involved was more than Rs. 11 lakhs, the cal-
culation was not checked by the 1.T.0. concerned as required under depart-
mental instructions and the mistake remained unnoled for about 30
months, till it was pointed out by Audit. The Commitlee hope that the
1.T.Gs. will strictly observe the instructions issued by the Board in July,
1964, that in all cases where refund granted as a result of revision of
assessment consequent on an appellate order exceeded Rs. | lakh, the
LT. should obtain prior approval of the 1.A.C. and such cases of large
excess refunds will be strictly avoided. The Committee suggest that the
L.A.C. should specifically check during lhese inspections as to how far
the departmental instructions were cavried out by the 1.T.Os so far as
assessmenl of taxes was concerned. Fatlie to carry out departmental
instructions should be viewed seriously.

(2) The Commiltee also desive that adequate action should be taken
against the 1.T.O. for his negligence and failure which jeopardised the
Governmen! revenue to this large extent.

[S. No. 37, para 1.144 of Appendix XIV 10 the 46th Report, 1963-66.]

AcTioN TAKEN

(1) Necessary instructions have been issucd to all Commissioners of
Income-tax that the observations made by the P.A.C. may be brought
to the notice of all the Income-tax Officers and 1.A.C. and that they
may be asked to carry out their duties in a more cficient manner. A
copy of the Board's letter F. No. 36/8/66-1.T.(Al), dated the 4th August,
1966, is enclosed.

(2) The Income-tax Ofhicers concerned have been warned to be more
careful in future.

[Duly vctted by Audit' vide D.O. No. 3076-Rev.A 1200-66
dated 2:9-66.]
[F. No. 36/16/64-1T(AI), dated 7-9-66.]

Recommendation

The Committee consider it unfortunate that A.A.C. mentioned the
figure of development rvebate as 34.98 lakhs instead of Rs. 26.90 lakhs.
What is more regretiable is that the 1.7.0. who had himself earlier cor-
rected the arithmetical error of a sum of Rs. 8.08 lakhs having been added
twice over did not check up the amount of allowance while giving effect
to the ovder of the A.A.C. and this resulted in an excess refund of

S

Y
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Rs.-5.08 lakhs. The Commiltee are surprised to know that although this
case related to a big company involving a substantial amount of refund,
it was neither checked by the Internal Audit Party nor the inspecting

staff.
[S. No. 38, para 1.148 of Appendix XIV to the 46th Report, 1965-66.]

AcrioN TAKEN

The observations made by the Commitiee have been noted.

[Duly vetted by Audit vide D.O. No. 3073-Rev.A [/ 200-66,
dated 2-9-66.]

[F. No. 36/29/64-1T(AI) dated 7-9-66.)

Recommendation

The Committee regrel to observe that in this case the orders of
Appellate Tribunal were not properly given effect to resulting in an
under-assesstment of tax to the extent of Rs. 19412, The Committee con-
sider it very unsatisfactory that the 1.T.O. who committed the mistake
was so much over-burdened with work at the particular time that he had
to hold five important charges. The Committee hope that suitable admi-
nistrative arrangements will be made to avoid such mistakes in future.

[S. No. 39, para 1.151 of Appendix XIV to the 46th Report, 1965-66.]

ACTION TAKEN
The observations made by the Committee have been noted.

[Duly vetted by Audit, vide D.O. No. 3047-Rev.A / 200-66,
dated 2-9-66.]
[F. No. 36714 /64-IT(AI), dated 7-9-66.}

Recommendation

The Commitlee feel concerned over the mistakes made by the 1.T.O.
in the levy of additional super-tax involving short-levy of tax to the
extent of Rs. 3,14,756. It is regreltable that the Assistant Commissioner
who checked up this case, could not detect the mistake, although it
involved a question of application of law. The Committee hope that the
Central Board of Direct Taxes would take suitable steps lo ensure that
such mistakes are avoided in future.

[S. No. 40, Para 1.154 of Appendix XIV to the 46th Report, 1965-66.]
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AcTION TAKEN

The mistake in this case has since been rectified and the additional
demand of Rs. 3,14,773 has since been collected.

2. The Committee have observed that the Assistant Commissioner
failed to check the mistake which was one of law. It may be mentioned
that the lnspectmg Assistant Commissioner only gave approval for apply-
ing the provisions of section 238A(1) and he had no occasion to detect the
mistake committed by the L.T.O.

3. The explanation of the 1.1.0. who committed the mistake, has been
obtained. He has been warned.

4. Instructions have also been issued to the Commissioners to bring
to the notice of all the Income-tax Officers the proper method of calculat-
ing super-tax under section 23A/104.

[Not vetted by Audit.]
[F. No. 52/13/66-1'T(A-11), dated 16-9-67.]

Recommendation

The Commiliee regret to observe that the incorrect notice issued by
the Income-tax Officer to the company to declare further dividends result-
ed in clear loss of revenue to the exten! of Rs. 47,%0.

[S. No. 41, para 1.158 of Appendix XIV to the 46th Report, 1965-66.]

AcTION TAKEN

The observations of the Committee have been noted by the Govern-
ment. The Officer concerned has been warned and a copy of the warning
has been kept in his character roll.

[Vetted by audit vide Comptroller and Auditor General's D.O. No.
2401 /Rev.A /200-66, dated 11-7-66.)
[F. No. 52/14/66-1T(Inv.))

Recommendation

In their earlier Reports (Para 53 of 21st Report and para 41 of 28th
Report—Third Lok Sabha), the Cominitice have adversely commented
upon non-levy of additional super-tax under section 234 of the Income-
tax Act, 1922 and desired that the procedure should be tightened, and
the Board should keep close walch on the position. The Commiltee are
concerned to find that the Audit Report, 1965 had also disclosed under-
assessment of super-tax of Rs. 25.57 lakhs involved in 80 cases. The
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Committee would like to know about the action taken by the Board of
Direct Taxes to tighten the procedure with a view to eliminate such
cases.

[S. No. 42, Para 1.159 of Appendix XIV to 46th Report, 1965-66.]

AcTtioNn TAKEN ) .

There was no time-limit for taking action under section 23A of the
1922 Act. This was remedied in section 106 of the Income-tax Act, 1961.
Administratively also, a register has been prescribed by the Board which
is required to be maintained by the Income-tax Officers. Administrative
time-limits have also been laid down for completing each stage of action.
Though the time-limit laid down in the 1961 Act does not apply to
proceedings under section 23A of the Income-tax Act. 1922. Board have
directed that these time-limits. should be kept in view for completion
of section 23A proceedings under the 1922 Act also. A copv of the instruc-
tions issued on 13-6-1963 is enclosed.

2. Instructions are again being issued for expeditiously completing
pending cases relating to assessment vears up to 1961-62. A copyv of the
instructions is enclosed.

[Vetted by Audit vide Comptroller & Auditor General's D.O.
No. 2416 'Rev.A /200-66. dated 6-7-1966.]

[F. No. 32/15/66-IT(Inv.)]

ExTracTs FROM Boarp’s Circrrsar No. 15-D(LXXV-22) or 1963. pATED
13-6-1963.

The provisions of section 23-A of 1922 Act have been split up into
a number of convenient sections in the New Act. The relevant Sections
are 104 to 109 of the 1961 Act. “A company in which the public are
substantially interested” is defined in Clause (1R) of Section 2 of the
1961 Act.

2. Under the Act of 1022, there was no time limit for the passing
of an order creating a demand for additional super-tax. However, under
section 106 of the new Act, the following time-limits have been laid down
for making such an order: — -

(a) 4 vears from the end of the assessment vear relevant to the
previous year;

or

(b) one vear from the end of the financial vear in which the assess-
ment or re-assessment has been made,
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whichever is later. The following exal;lple, taking asses;ment year 1962.-63
into consideration, will illustrate the manner in which the time limits
imposed under the new Act will operate: —

Date of completion of Last date for completing pro-

Assessment year assessment or re- ceedings under section 104 of
' assessment the Income-tax Act, 1961.
1. 1962463 Before 1-4-1966 31-3-1967
2. 1962463 After 1-4-1966 31-3-1968
but before 1-4-67.
3. 1962-63 Reopened under sec- By 31st March of the Financial
. tion 147 after year following the Financial
31-3-1967 and re- year, in which the re-assessment
assessment comple-  was completed e.g. if the re-
ted later. assessment was completed on

30-12-1968 the last date for
making order under section 104
is 31.3-1970.

3. The imposition of these time-limits makes it absolutely essential
that the scrutiny of such cases should be made in a systematic manner
immediately after the assessment or reassessment. For this purpose, all
the facts relevant to the application of section 104 for each year of
assessment will be obtained by the Income-tax Officer from the Company
to which the provisions of section 104 are applicable, in form Annexure I
before the completion of the assessment. On completing the assessment,
the Income-tax Officer should simultaneously make entries in the form
Annexure II. A separate sheet should be used for each company and
such sheets should be used for making cntries for six years.

4. After scrutiny of the information obtained from such companics
in form Annexure I, the Income-tux Officer should be in a position to
conclude whether the provisions of Section 104 are applicable to the
company. If it is applicable, he will enter the name of the company in
the register in form Annexure II. After filling up Annexure II the
Income-tax Officer will satisfy himself that additional super-tax is payable
owing to short distribution of dividends. If he is so satisfied, the Income-
tax Officer will have to examine whether action as contemplated in
section 105 is necessary. The notice under section 105(1) should be served
within a period of 45 days from the date of the assessment order. The
report to the Inspecting Assistant Commissioner should be submitted
after considering the company’s reply within 6 months from the date of
the order of assessment or re-assessment. The approval of the Inspecting
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Assistamt  Commissioner for orders under section 04 should Be 'given
within one month of the receipt of the Income-tax Officer’s yepore,: 11"

5. The register should be put up on the Ist of May, 1st of _Au‘q#ﬁ,
Ist of November and Ist of February to the Inspecting Assistant Commis-
sioner for scrutiny. This register should be brought into use immediately
in all Circles which deal with the assessments of the companies. The
Commissioners will arrange 1o print the forms (Annexure [ & 1F) Jocally
under the powers of local printing delegated to them in Bodrd's letter
No. 28/41/62-1T, dated 16-5-1963. The entries in the registers should be
made for and from assessment vear 1962-6%. Annexure I which the com-
panies are requived to furnish, will be filled in the assessment folder along
with the assessment order.

6. Though the above time limits applv only to 196263 and later
assessmenys, the Board desires that section 28A proceedings for earlier years
should also be completed keeping the above time-schedules in mind. Com-
missioner should, therefore. ensure that all 23A assessments pertaining
to assessment vears 1955-56 to 1961-62 are completed by 31-3-1964. Parti-
culars regarding such assessments need not be entered in form Annexure 1,
but these details should be collected and filed below the assessment order.

F. No. 32/15/66-IT(Inv.)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 2‘151 June, 1966.
FroM 7%

The Secretary,
Central Board of Direct Taxes.

To

All Commissioners of Income-tax.
Sir,

SvBjecr.—Section 234 /104—Delay in initiating action and omission {o
take action un(ln~\nd for proper compliance wllh Boar(i'
instriuctions.

As you are aware, the lapse on the part of the officers of the Depart-
ment to initiate prompt action under section 23A/104 of the Income-tax
Act, 1922/1961 has come in for severe criticism by the Public Accounts
Committee in its various reports to the Lok Sabha. In order to avoid
such delays and omissions, instructions were issued in Board's Circular
No. 15D of 1963 for the maintenance of a register by the Income-tax
Officers for keeping a proper watch on the proceedings under section 104.

17—1 LS/PAC/67
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2. Even after the issue of the aforesaid instructions, audit objections

indicating long delays are still being received which shows that the instruc-
* tions are not being followed by the Income-tax Officers. The audit objec-
tiops also show that all cases under section 23A pertaining to assessment
years 1955-56 to 1961-62 which, according to Board's instructions, had
to be disposed of by 81-3-1964, have still not been disposed of.

3. I am directed to request vou to please ensure that the register
prescribed by the Board of 23A/104 cases is not only maintained properly
but is also used as an effective instrument for sub-serving the purpose for
which it is meant, and old cases are disposed of expeditiously. An attempt
should be made to dispose of as manv as of these cases in June and July
1966 as possible.

4. A list of cases for the assessment 1955-56 to 1961-62, requiring
action under section 23A. pending on 31.7-1966. along with reasons for
pendency, mav be sent so as to reach the Board by 31-8-1966.

Yours faithfully.
(Sd.) WASIQ ALI KHAN,
Secretary, Central Board of Direct Taxes.

Recommendation

The Committee are nol happv over the delav in the disposal of the
appeal filed bv the assessee in this case, resulling in a large amount of
demand (Rs. 3.18 lakhs) oulstanding. Thev hope that the Commissioners
will strictly follow the recent instructions of the Roard and that where
substantial amounts were involved pending decision on appeals, the Appel-
late Assistant Commissioner would take up such cases quickly.

[S. No. 44, para 1.177 of Appendix XIV to the 46th Report, 1965-66.]

AcTION TAKEN

The appeal filed by the assessee was disposed of by the Appellate
Assistant Commissioner in February, 1966. As a result of this decision.
there was a reduction in the outstanding demand by Rs. 91,835. The
latest position regarding recoverv is as under:

Rs.
Original demand raised . . . . . 4,40,000.00
Less reduced in appeal . . . . . . 91,834.75
Net demand of tax recovered by the Deptt. . . 3,48,165.25

Interest accrued on delayed payments also recovered
by[the Deptt. . . . . . 11,865.00
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In addition, a further demand of Rs. 4,723 an account of interest on
outstanding demand for the period 1-4-66 to 8-10-66 has also been raised
by the Department.

[Duly vetted by Audit vide D.O. No. 4240-Rev.A /200-66.11,
dated 26-11-66.

[F. No. 36/27/64-I'T(Al), dated 16-8-67.]

Recommendation

The Commillee regret to observe that this is a clear case of omission
to tax the income when all the facts were available on record. The Com-
milttee rather fecl concerned over such omissions occurring in the Special
Investigation Circles who have to deal with Comparatively less number of
cases.

[S. No. 45, para 1.18} of Appcndix X1V to the 46th Report, 1965-66.]

AcrioNn TAKEN

Nccessary instructions have been issued to all the Commissioner of
Income-tax vide Board's letter F. No. 36;3,;66-1T(Al), dated 27-8-66 that
the observations made by the Committee should be brought to the notice
of the various assessing officers and they should be advised to take special
care to sec that such irregularities arc avoided in future. A copy of the
said instructions has been sent to the Committee under reply to para 1.24
of the Report.

[Duly vetted by Audit vide D.O. No. 3350-Rev.A 200-66,
dated the 23rd September, 1966.]

[F. No. 36/14/64-IT(Al), dated 28-9-66.)

Recommendation

In the present case bejore the Income-tax Officer relinquished charge
in April 1962, he should have mentioned in detail the action required
to be taken to his successur, so that the assessment for the year 1936-57
could be re-opened. This apparently was not done. It is all the more
regrettable to nole that the same Income-lax Officer was concerned with
another case involving an under-assessment of Rs. 67,000. The Commiitee
suggest that this case may be investigated in detail with a view to fixing
responsibility, and taking disciplinary action against officers concerned.

[S. No. 43, para 1.132 of Appendix XIV to the 46th Report, 1965{:6,]
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G ACTION' TAKEN -
The e:’&pll'ainatiohvof the officer concerned has ‘becnv obtaqu‘ and; he
has been wamed to be careful in future

oo
[Duly vetted by Audit vide D.O. No. 3170-Rev.-A /200-66.
dated the 12th September, 1966.]

[F. No. 36/14/66-1T(ADI, dated 22-9-66.)

Recommendations

The Commitlee regret to nole that in the case of the first company
the In come-tax Officer [ailed to gross up dividends corvectly, though the
assessment records of the company declaving dividends were available in
the same incame-tax Office. What is more serious is that although the
percentage of laxed profils was indicated as ‘nil’ in the dividend warrant
filed by the assessee for the year 195960, the Income-tax Officer concerned
grossed up the net dtiidend by laking 100 per cent of profits as taxable.
The lapsc on the part of the Income-tax Officers resulted in excess eredit
of Rs. 2,36,344 in respect of the years 1955-56 to 195960, a part of which
has become a loss as the rectipcalion of assessments had become time-
barred.

Another uncalisfactory aspect of this case ts that theve was delay in
investigating into this after il was brought to the notice of the Board by
Audit. The Committee would l'lke to know about the action taken
against the company for filing false cevtificates and also against the Income-
tax Officer lor his omission. The Ministry shonld alse examing what
further remedial measures are necessary o guard against the shareholder
filing false returns.

[S. No. 46, paras 1.194 and 1.195 of Appendix XIV to the
46th Report, 1965-66.]

ACTION TAKEN
Para 1.194: —

The P.A.C. have observed in parigraph L1941 of their report that
cven though the asessment records of the Company declaring the divi-
dends were available in the same Income-tax Office, the Income-tax Officer
failed to gross up the dividends correctly. It might however, be explained
that while it is true that the assessment records of both the Companies,
namely, the dividend paying company and the dividend receiving Com-
pany were in District III. Calcutta, under the same Commissioner of
Income-tax’s charge, but the said two Companies were being assessed I
different Income-tax Officers in the same District. M/s. Rickin and
Colman Lid., were being assessed in B. Ward, uhew.n \I/s Rl(Lcu &
iColman (India) Lid. was being assessed in D. Ward.
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-~ “FThe Public Accounts Committce have also observed that the lapse
on: the part of the Income-tax Officer resulted in excess credit of Rs. 2,36,344
in ‘respect of the years 1955-36 to 1939-60, a part of which has become’
a loss as the rectification of agsessments has become time-barred. This
is not' quite correct. The Commissioner of Income-tax has stated that
in the case of this Company (M/s. Reckitt and Colman, U.K:) the assess-
ments have been revised under section 35 for all the 5 years in question
and in no case rectification action has become time-baried and kence
there is no loss of revenue.

It is no doubt true that in respect of the assessment year [959-60,
the Income-tax Officer grossed up the dividends by taking 100, of the
profits as taxable was indicated as ‘nil’ in the dividend warrane.

Para 1.195: —

The Public Accounts Committee has observed that there was delay
in the investigation of this case after it was brought to the Department’s
notice by the audit. In this connection the position is that as stated by
the Commissioner of lncome-tax, the audit objections were received by
the Income-tax Officer on 4-2-64 and the mistakes in all the cases were
rectified by him on 3-7-64.

The Public Accounts Conunittee hay been pleased w ask for following
points: —

(i) Action taken against the Income-tax Ofhcer for his omission.

(ii) Action taken against the Companv for hling false certihcates;
and

(iif) The remedial measures taken for future.
The position on these points is explained below seriatim: —
1. Action taken against the Income-tax Officer

In regard to the assessments relating to the assessment years 193536
to 195859, the Income-tax Ofticer merely adopted the percentages shown
in the dividend certiticates for the purpose of grossing up. According
to the instructions issued by the Board, the percentage should have been
verified later with reference o the records of the dividend-paving Co.
or by making a reference o the Income-tax Officer assessing the dividend
paying Co. ‘The Commissioner of Income-tax has reported that the officer
assessing the dividend paving Company had not communicated the per-
centage of taxable profits to the Income-tax Officer who made the assesws-
ment of the non-resident Company. It is unfortunate that the Income-tax
Officer also failed to maintain a Register showing the percentages of taxed
profits of companies, as required under the Board's instructions.

In regard to the assessm:ont for the vear 1939-60. the dividend
watrants showed the percentage of taxable profits “nil” but the Income-tax
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Officer grossed up the net dividend on the footing that 1009, of the
Company's prpfits were taxable. It is true that in this case, the Income-
‘tax Officer was clearly in error. Although the Income-tax Officer has
tried to explain the reasons for his action but the Board are not satisfied
and the Commissioner of Income-tax has been asked o administer a
warning to the Officer. '

2. Action taken against the Company

The Company was called upon to explain why incorrect certificates
had been issued by it. In their reply, the Company has stated that as
the questions of 15-C relief, Development rcbate and Depreciation etc.
had not yet been finalised at the time of issuing the dividend warrants,
it was not practicable for the Company to issue the certificate of deduc-
tion in any other satisfactory manner than what was actually done. The
question whether any legal or penal action can be taken against the
Company for issuing incorrect certificate, has been examined by the Board.
It is seen that the form of the certificate which was in force prior to the
introduction of the revised form in 1937, was so worded that it will be
difficult to maintain that any false statement had been made by the officials
of the Company who had given these certificates.  So far as the dividend
paying Company is concerned, whatever profit is computed under the
Income-tax Act, the whole of it would be chargeable to tax ac 100v,
at Indian rates. The main portion of the exempted prolfits is the portion
which represents the depreciation allowance and development rebate
allowed in excess of the provision made in the accounts of the Company.
Working out the correct percentage by taking inmo account such item,
was not provided for in the old form prescribed for dividend warrants
and it will be very difficult to take any legal action against the Company
for mentioning the percentage of taxable profits as 100. The revised
form prescribed in 1957 is relevant for assessment year 1959-60 and in
that vear, the percentage mentioned by the Company in the dividend
warrant is “nil” and hence there was no mistake in the certificate of
that vear. The accompanving statement shows the various details re-
garding the declaration of dividends, completion of assessments and
settlement of 15-C claims ete. for the various assessment years. Having
regard to the circumstances of the case, the Board are of the view that no
legal action can reasonably be taken against the Indian Company.

3. Remedial Measures

Although the grossing up of dividends has been abolished from
1960-61 onwards, instructions have been issued impressing upon the
Income-tax Officers to exercise greater carc and vigilance in allowing
credit for tax in such cases.

[Duly vetted by Audit vide D.O. No. 198-Rev.A 200-66 11,
dated the 17th January, 1967.]

[F. No. 36/18/64-IT(AI)11, dated 26-8-1967.)
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STATEMENT
Date of Date of
Date of A Date of Date of
Assessment o on Completion  ytateel e of settlement
Year of dividends of order ITAT of 1.5 -C
assessment TRl claims
1955-56 7-4-54 25-2-60 28-8-61 14-2-63 5-4-60
8-6-55
1956-57 8-6-55 30-11-60 28-8-61 14-2-63  25-11-60
6-10-55
7-5-56
1957-58 2-4.58 3.2-61 28-8-61 14-2-63 28.9-61
8-10-56
6-5-57 .
1958-.59 14-8-56 3-2-61 28-8-61 14-2-63 28-2-61
25-7-57
1959-60 11-11-58
Recommendation

The Committee are surprised that the Internal Audit Party did not
even check that the 1.T.0. had got the certificates furnished by the com-
panies verified. The Committee were informed that instructions would
be issued to the Intermal Audit to conduct this type of examination. They

frust that in future the Internal Audit would be careful so that such
mistakes may not get undelected.

[S. No. 46 and para 1.197 of Appendix XIV to the 46th Report,
1965-66.]

AcTioN TAKEN

The observations made by the Committee have been noted. It may
be added that necessarv instructions regarding the exercise of greater
vigilance by the Internal Audit Partv were issued in the Board's letter
F. No. 88/70/66-1T(B). dated 24966 (copv enclased).

[Not vetted by Audit.}
[F. No. 36/18/64-IT(A-1), dated  -10:67}
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F. No. 88/T0/66:IT(B) '
CENTRAL BOARD OF DIRECT TAXES

New Delhi the 24th September, 1966.
To h

All Commissioners of Income-tax.
SIR,’

SuBjECT.—Public Accounts Commitice—46th Report of the Commitlee—
Recommendations regarding Internal Audit Parties.

I am directed to sav that the Public Accounts Committee 1965-66 has
made the following recommendations in its 46th Report (Third Lok
Sabha) regarding the items of work to be checked bv the internal audit
" parties: — \

qua 1.130

» .
The Committee feel concerned to note that even though these cases

of allowance of insurance rebate were not complicated there appeared to
be a general tvpe of mistake committed by the I.T.Os. as judged from
occurrence of 155 defective cases out of a small number of cases checked
in the test audit in the charges of onlv 16 Commissioners. The Com-
mittee hope that with the simplification of the law by providing for
straight deductions instead of rebates the mistakes would be substantially
reduced. if not completely eliminated.

The Committee suggest that the matter should be kept under review
with a view to introducing further simplification in procedure. if neces-
sarv. For this purpose it would be desirable that some percentage of
cases is checked by the Internal Audit also.

Para 1.197

The Committee were informed during evidence that the internal
audit party which looked into two asscssments could not detect the mistake
hecause the files of the company were not with them at the time of checking
and they also went by the certificates of the companies. The Committee
are surprised that the Internal Audit party did not even check that the
ITO had got the certificates furnished by the companies veriied. The
Committee were informed that instructions would be issued to the Inter-
nal Audit to conduct this type of examination. They trust that in future
the Internal Audit would be careful so that such mistakes may not go
undetected. :

Para 1.220

The Committee appreciate that in order to avoid assessments becom-
ing time-barred after four years, the Internal Audit is arranged in such
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<

a way that assessments are checked within a period of three years so as
to allow one year for rectification. But at present the Internal Audit
parties checked only a limited number of assessments and even out of a
few cases checked by them in some cases mistakes escaped their notice.’
The Committee therefore, feel that remedy lies in improving the efficiency
of the assessing machinery and the vigilance by the internal audit
department.

2. The recommendations made bv the Committee in para 1.130
relate to para 71(b) of the Audit Report (Civil) on revenue receipts 1965,
which refers to mistakes committed while allowing rebates on life insu-
rance premia. The provisions relating to rebates on insurance premia
are applicable only to individuals and Hindu undivided families and as
such only a percentage of such cases is liable to be checked in terms of
Board's Circular No. I-D(LVII-3) of 1965, dated the 13th Januarv, 1965.
While checking these cases it should. however, be ensured that the rebate
on Life Insurance Premia is correctlv allowed and recurrence of the mis-
takes of the type pointed out bv Audit is avoided in future.

3. The recommendations made by the Committee in para 1.197
relate to para 75(a) of the Audit Report (Civil) on Revenue Receipts,
1965. dealing with irregular grossing up of dividends. In the cases re-
ferred to in this para. the Internal Audit Parties failed to check whether
the tax deduction certificates furnished bv the Companv have been verified
by the L.T.O. In order to avoid such mistakes in future, it has been
decided that the Internal Audit Parties should check up the tax deduc-
tion certificates with reference to the files of the companies or the intima-
tions received from the [ T.O. assessing the companies.

4. This may be brought to the notice of all the officers working in
your charge. particularly, the Internal Audit Parties so that the efhiciency
of the assessing machinery mav improve and there should be greater
vigilance on the part of the Internal Audit Department.

Yours faithfully,
(Sd.) M. M. PRASAD,

Under Secrelary.

Copy to: --
DI (11D (RSP) and D.I. (Inv),
All Officers and Branches in the I.T. Wing.

(8d.) M. M. PRASAD.
Under Secretary.

18—1 LS/PACi67
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- Recommendations

The Commiltice are unhappy to note that in spite of their earlier
" recommendations—Para 66 of 21st Report (Third Lok Sabha) and para 44
of 28tk Report (Third Lok Sabha)—there had been omission to levy penal
interest. Out of the 347 cases reported in the audit para, in five cases
alone the penal interest omitted to be levied was about Rs. 3.19 lakhs.
This resulted to the loss of revenue to Government as in one case
Rs. 50,475 were waived and in another case Rs. 72,329 could not be rectified
because of time-bar. The Commillee desire that such lapses should be
strictly avoided and penal interest, wherever leviable should be levied,
unleSs warved by the compelent authority, for adequate reasons to be
recorded.

- During evidence, it was stated that instructions had been issued to
Commissioners of Income-tax to ensure that penal inlerest would be levied
in all the cases wherever it was leviable. The 1.T.Os. had also been
asked while making assessment, to look into the earlier assessment also
and to sce whether there had been any mention of it in earlier year also.
They hope, that wilth the issue of these instructions, such lapses will not
occur in future.

[S. No. 47, paras 1.204 and 1.205 of Appendix XIV to
46th Report, 1965-66.]

ActioN TAKEN

The observations of the Committee have been noted.

[F. No. 83/20/66-1.T.(B)

Recommendation

They, however, regret to note that such a mistake had taken place
and yet it was not detecled al any level in Income-lax Department. It
is surprising that even though this irregularity was pointed out by Audit
in June, 1962, yet the Commissioner, who was looking into the case had
not submitted his final report. The Committee desire that the report in
this case should be finalised early end suitable action should be taken
against persons responsible for the lapse.

(S. No. 48, para 1.211 of Appendix XIV to the
-46th Report, 1965-66.]
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ActioN TAKEN

Explanations of the officials concerned have been.obtained and exa-
mined. The explanations have not been found to be satisfactory and the
officials concerned have been warned.

[Duly vetted by Audit vide D.O. No. 2817-Rev.A /200-66.111,
dated 1-867.]

[F. No. 36/31/64-1T(Al), dated the 7th August, 1967.]

Recommendation

The Commitiee are not happy over the cases of over-assessments which
are as serious mistakes as under-assessments. The Committee feel that for
no fault on the part of the assessees, they had been penalised. The Com-
mittee take a serious view of the cases of over-assessments which have
become time-barred.

[S. No. 49, para 1.219 of Appendix XIV to the 46th Report, 1965-66.]

AcrioNn TakKEx

Necessary instructions have been issued to all the Commissioner of
Income-tax that the observations made by the Committee should be
brought to the notice of the various assessing officers and they should be
advised to take special care to see that such irregularities are avoided in
future. A copy of the said instructions has been sent to the Committee
under reply to para 1.24 of the Report.

[Duly vetted by Audit vide D.O. No. 3349-Rev.A /200-66,
dated the 23rd September, 1966.]

(F. No. 36/16/6+-IT(Al), dated 28-9-66.)

Recommendation

The Commitice appreciate that in order to avoid assessments becom-
ing time-barrved after four years, the Internal Audit is arranged in such a
way that assessments are checked within a period of three years so as to
allow one year for rectification. But at present the Internal Audit Parties
checked only a limited number of assessments and even out of a few
cases checked by them in some cases mistakes escaped their notice. The
Committee, therefore, feel that remedy lies in improving the efficiency
of the assessing machinery and the vigilance by the Internal Audit
Department.

[S. No. 49, para 1.220 of Appendix XIV to the 46th Report, 1963-66.}
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AcCTION TAREN-

The observations made by the Committee have been noted by the
Department. Instructions have already becn issued regarding the exer-
cise of greater vigilance by the Internal Audit Parties under the Board's
letter F. No. 83/70/66-1T(B), dated 24-9-66 (a copyv of which has been
sent.to the Committee under reply to para 1.197 of the Report).

2. Suitable steps are also being taken o improve the cfficiency of the
assessing machinery. '

[Not vetted by Audit]

[F. No. 36/16/64-1'T(A-I), dated  10-67.)

Recommendations

The Commitlce [eel concerned over the type of mistakes committed
by the assessing officers in these three cases, even though they were deall
within Company Circles, where gencrally cefficient  officers arve  posted.
The concerned officers included 1.0 the comiputation of capital *Provision
for Taxation” and “Provision [or dividends”, neither of which could be
construed as reserve being the amounts set apart to meet specific liabilities
known to exist on the dale of the balance sheet. This resulted in short
levy of tax amounting to Rs. 141,700 which was realised after being point-
ed out by Revenue Audil. The Commilice weve informed that, at present.
it was beyond the scope of the Internal Audit to check computation of
the capital. The Commillee were, however, assured that the Internal
Audit Department would now be instructed to check up the Super Piofit
Tax cases also. The Commiltee desive that suitable instyuctions extending
scope of Internal Audit to such cases may be issued and the cases already
completed may also be reviewed.

[S. No. 52, para 1.284 of Appendix XIV 1o the 46th Report 1495-66.]

AcTION TAKEN

Instructions have been issued vide Board's Circular No. 10D of 1966
and F. No. 83/40/65-1.T.(B), dated 18-3-66 and 13-6-1966 (copiea enclosed)
extending the scope of the Internal Audit to asscssments under the Super
Profits Tax Act, 1963 and the Companies (Profits) Surtax Act, 1964 and
also a review of cases already completed.

[This has been vetted by Audit vide Shri Gauri Shankar's D.O. No.
2862--Rev.A /200-66, dated 18th August, 1966.]

{F. No. 6(25)66/TPL.]
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F. No. 83/40/65-1.T.(B)
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 18th March, 1966:

CIRCULAR NO. 10-D (LXXIX-4) of 1966

Susjecy.—Internal audil parlies—Checking of—Revised instructions re-
garding—

Reference is invited to Board's Circular No. 5>-D(LXXIX-2) of 1964,
dated the 14th February, 1964 wherein certain specific items were entrusted
to L'I.Os cither full time or part-time for purposes of checking. During
the course of the last meeting of the Public Accounts Committee, the Com-
mittee desired that the calculations made m the Super Profits Tax
assessments should also be checked by the Internal, Audit Parties. The
Board have decided that the checking of the calculations of Super Profits
Tax as also of the Surtax Assessments should be entrusted to the Income-
tax Officers in addition to the six items mentioned in Board's circular
referred to above.

(Sd.) M. M. PRASAD,
Under Secretary.

All Commissioners of Income-tax.

D.L (L'T.)/D.I.(Inv.)/D.1.(R.S.P.) with 4 sparc copies.
Bulletin Branch with 2 spare copies.

The C.A.G. with 20 sparc copies.

All Officers and sections in the I'T. Wing.

(Sd.) M. M. PRASAD.
Under Secretary.

Recommendations

From the statement furnished to them, the Committee regret ta note
that there was inordinate delay in making assessments which ultimately
resulted in writing off of the tax demands. In some cases assessmenls
were completed after the companies had gone into liquidation. The Com-
mittee emphasize the need for making timely assessments and recoveries
in cases of companies involving large tax liabilities, as delay in such cases
is fraught with risks of huge losses to Government. The Committee also
suggest that in future, cases of abnormal delays in making assessments
should also be investigated with a view of finding out the failure of the
Departmental Officers. ‘

[S. No. 53. para 1.241 of Appendix XIV to the 46th Report, 1965-66.)
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AcTION TAKEN '

The importance of expeditious completion of company assessments
has already been emphasized in Board's letter F. No. 9/14/65-1T(Al),
dated the 20th November, 1965 wherein instructions have been issued to
the effect that, normally, company assessments should be completed before
the close of the assessment vear itself, and in no case should such assess-
ments be allowed to drag on beyond the 31st March of the following
year. The suggestion to investigatc into the cases of abnormal delays in
making assessments has been noted and necessary instructions have been
issued to the authorities concerned vide Board's Circular ¥. No. 88/22/66-
1.T.(B) (copy enclosed).

[This has been vetted by audit vide Shri R. K. N. Pillai's D.O. No.
2713-Rev.A /20066, dated 3-8-66.)

[F. No. 83/22/66-1.T.(B).]

F. No. 83/22/66-1.T.(B)
CENTRAL BOARD OF DIRECT TAXES
New Delht, the 9th June, 1966.

FroMm

Shri G. R. Hegde,

Secretary, Central Board of Direct 'Taxces.
To

All Commissioners of Income-tax.
SIR,

k4
Susjecr.—Wrile off of tax demands in cases of Companies where assess-
ments completed after they had gone inlo liquidation—Need for
timely assessments and recoveries in such cases—Instructions

regarding—

The Public Accounts Committee in para 1-241 of their 46th
have observed as under:

“From the statement furnishcd to them, the Committee regret to note
that there was inordinate delay in making assessments, which ultimately
resulted in writing off of the tax demands. In some cases assessments
were completed after the Companies had gone into liquidation. The Com-
mittee emphasize the need for making timely assessments and recoveries
in cases of companies involving large tax liabilities, as delay in such
cases is fraught with risks of huge losses to Government. The Committee
-also suggest that in future, cases of abnormal delays in making assessments
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should also be investigated with a view of finding out the failure of the
Departmental Officers.”

2. In this connection, attention is invited to the last para of Board’s
letter F. No. 9/14/65-1T(AI), dated the 20th November, 1965 wherein
emphasis has already been laid on the importance of expeditious com-
pletion of company assessments. Instructions have been issued therein
to the effect that, normally, company assessments should be completed
before the close of the assessment year itself, and in no case should Com-
pany assessments be allowed to drag on bevond the 3Ist March of the
following year. The Board desire that the Commissioners should ensure
that the above instructions are scrupulously followed bv the 1.T.Os to
avoid any delay in completing assessments leading to demands becoming
irrecoverable. The Board further desire that at the time of considering
the proposal of write off of irrecoverable demand enquiries should be
made to find out if the delav was due to the negligence of the Officers,
and take suitable action against the Officers concerned.

Yours faithfully,
(8d.) G. R. HEGDE,
Secretary, Central Board of Direct Taxes.
Copy to: —
1. All Directors of Inspection.
2. C.A.G. with 20 spare copies.
3. All Officers and Branches in the I.T. Wing.
4. Bulletin Section.

(5d.) G. R. HEGDE,
Secretary, Central Board of Direct Taxes.

Recommendations

(i) The Committee regret to nole that the tax liability of Rs. 22.67
lakhs created initially was over estimated and that “‘if over-assessment
and overlapping additions were set right, the tax demand of
Rs, 22.80.867.45 could be fixed at Rs. 7.74 lakhs”. The Commiltee em-
phasize the need for curbing the tendency on the part of officers to inflate
the assessments as such a tendency would result in undue hardship and
harassment to the assessee.

(ii) It is also surprising to the Committge that in the present case even
after the net liability was fixed at Rs. 744 lakhs, the Special Committee
while analysing the liability of the assessee again took the tax liability
as Rs. 22 lakhs against the assets of Rs. 15 lakhs. Ultimately, hawever,



136

the Special Commiltee came to the finding that if the assessee paid a sum
of Rs. 3 lakhs, the settlement would be fair and reasonable. The Com-
" mittee do not find adequate justification in seitling the tax liability of
the assessee at Rs. 8 lakhs when the assessee had property worth Rs. 15
lakhs. In their opinion Government should have realised Rs. 744 lakhs
which was considered as reasonable assessments.

[S. No. 54, Paras 1.246 & 1.247 of Appendix XIV to the
46th Report of the Public Accounts Committec, 1965-66.]

AcTioN TAKEN

(i) The observations made bv the Committee have been noted and
necessary instructions have been issued 1o the Commissioners of Income-
tax, vide Board’s letter F. No. 83/24/66-IT(B) dated 23rd June, 1966
(copv enclosed).

(ii) The observations of the Committee have bheen noted.

[Vetted bv Audit vide Shri R. K. N. Pillai’s D.O. No. 4072-Rev. A /200-66-11
dated the 6th Nov. 1966.]

[F. No. 83/24/66-1T(B).]

F. No. 83/24/66-L.T.(B)

Central Board of Direct Taxes .
New Delhi, the 23rd June, 1966.
From

Shri Wasiq Ali Khan,
Secretary, Central Board of Direct Taxes.

To

AH Commissioners of Income-tax.

Sir,

SuBJEcT.—Recommendations of the P.A.C. regarding tendency of Officers
to inflate assessmenls—curbing of—Instructions regarding—

In their 46th Report, the Public Accounts Committee referred to a
case where a large amount was written off, as a substantial portion of the
demand was due to over-assessment and overlapping additions. They have
emphasized the need for curbing the tendency on the part of officers 10
inflate the assessments as such as tendency would result in undue hardshnp
and harassment to the assessee.
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' 2. The importance of making realistic assessments which may stand
the test of appeals and may facilitate the recovery of taxes assessed need
hardly be emphasized. It should, therefore, be impressed upon the Officers
not to make inflated assessments which may only result in paper demand
and expose the Department to adverse criticism.

Yours faithfully,
(Sd.) WASIQ ALI KHAN,
Secretary Central Board of Direct Taxes.
Copy to: —

. All the Directors of Inspection.
2. C.A.G. with 20 spare copies.
3. All Officers and Branches of the I.T. Wing,
(5d.) WASIQ ALI KHAN,
Secretary, Central Board of Direct Taxes.

Recommendations !

The Committee are surprised how the Special Committee recommend-
ed that the assessee’s offer of Rs. 3 lakhs should be accepted. Actually
when the Government insisted on the pavinent of Rs. 4 lakhs, the assessee
accepted to pav the amount. The Committee desire that the Special
Committee should not be unduly liberal in recommending write off of
tax demands.

[S. No. 33, Para 1.248 of Appendix XIV to the 46th Report
of the Public Accounts Committee, 1965-66.]

Acriox TAKEN

The observations of the Committec have been noted and necessary
instructions have been issued to the Officers concerned.

[This has been vetied by audit inde Gauri Shanker’s D.QO.
No. 2689—Rev. A /200-66, dated 1-8-66.)
[F. No. 83/26/66-1.T.(B).]

Recommendations

(1) The Committee jeel concerned to note that the gross arrears have
increased from 27043 crores as on 31-3-6% to Rs. 282.37 crores as onm
31-8.64 out of which effective arrears are stated to be Rs. 161.41 crores.
What is more an amoun! of Rs. 38.95 croves relates to the period prior to
%1-3-64 out of which Bombay and West Bengal charges account for Rs.
18.21 crorves and Rs. 15.86 croves respectively (about 75 per cent).

19—1 LS/PACI67
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(ii) The Commitiee have repeatedly impressed that in the context
of the present national emergency and economic development, it is impe-
rative that the past arrears should be realised by intensifying the collec:
tion -effort and current collections should not be allowed to accumulate
(of para 31 of 6th Report, Para 72 of 21st Report and Para 67 of 28th
Report—Third Lok Sabha). But there is no perceptible improvement in
the position. They hope that efforts will continue to be made to liquidate
the arrears.

(iii) During the evidence the Commitlee were informed that a fair
portion of the arrears would be irrecoverable on account of the demands
being inflated. It was stated tha! only course to reduce the arrears was
to expedite the writing off process. The Commillee hope that as a result
of the instructions issued recently after consultation with the Comptroller
and Auditor General, to write off inflated demands partially leaving a
sufficient margin fjor recovery, the arrears would be substantially reduced.
The Commitiee desire that the process should be kept under review. The
Committee also recommend that at the time of agreeing lo scale down
the demand which is accepted as inflated full payment of the balance or
security in lieu thercof should as far as possible be insisted upon. Then,
the inflated portion of the demand as well as the correct amoun! of arrears
would disappear. They would walch the results through future Audit
Reports.

(tv) The Commitlee feel that the root cause of the inflated demands
i.e. over assessments by the ITOs should be effectively dealt with. They
were informed during evidence that it had been impressed upon the
officers that over-assessmen! was worse than under-assessment; but that
the introduction of a system of evaluating the work of individual officers
on the basis of a record of over-assessments or under-assessments was a very
complicated question, which had to be considered much more carefully.
The Committee hope that some more effective procedure would be devised
with a view to ensuring that reasonable demands are raised by the ITOs
and any tendency towards over or under-assessmenls is rooted out.

[S. No. 56, Paras 1.257, 1.258 and 1.259 of Appendix XIV
to the 46th Report.]

AcTtioNn TAKEN

The observations of the Committee have been noted.

[This has been vetted by Audit vide Shri Gauri Shankar's D.O. No.
2587-Rev. A/200-66 dated 25th July, 1966.]

[F. No. 88/30/66-L.T.(B)]
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FURTHER INFORMATION

Consequent on the recommendations made by the Public Accounts’
Comimittee, instructions have been issued vide Board's circular No. 83/24/
66-1T(B) dated the 23rd June, 1966, emphasising the importance of making
realistic assessments, which may stand the test of appeal and may facilitate
the recovery of taxes assessed. It has also been impressed upon the officers
that they should not make inflated assessments, which may only result in
paper demand.

During the course of hearing of appeals the Appellate Assistant Com-
missioners examine a large number of assessments made by the Income-tax
Officers. They are in a position to judge the Income-tax Officer’s work
from judicial angle. Instructions were issued, vide Directorate of Inspec-
tion (Income-tax)'s letter No. M(53)(3)/67/DIT /201, dated the 7th Feb-
ruary, 1967, that for the purpose of assessing the quality of the assessment
of an Income-tax Officers’ work, the Appellate Assistant Commissioner
should maintain a Income-tax Officer-wise register of disposal of appeals.
This register will show whether a particular Income-tax Officer is in the
habit of making over-assessments or under-assessments. These entries
should be taken into consideration by the Appellate Assistant Commis-
sioners while writing the Confidential Reports of Income-tax Officers. The
reports of the Appellate Assistant Commissioners will be taken into con-
sideration by the Commissioner of Income-tax while evaluating the work
of an Income-tax Ofhicer at the time of writing annual Confidential Report.
Since the Confidential Reports are taken into consideration for the promo-
tion of officers, they provide sufficient check against the tendency towards
making over/under-assessments. In case the work of an Income-tax
Officer is not up to the mark he is also pulled up by the Inspecting Assis-
tant Commissioner and Commissioners of Income-tax.

Some of the important measures taken to bring down the gross arrears
of Income-tax since 1966 are as under: —

1. The Commissioners of Income-tax have been asked to form special
Recovery units comprising of one inspector, one upper division clerk and
one lower division clerk in multi-ward circles where there are more than 5
Income-tax Officers. These units are to take all possible steps for expedi-
tious recovery of outstanding arrear and current demands in respect of
all the Direct Taxes, do all the routine work, make enquiries wherever
necessary, and take further follow-up action.

2. The Commissioners of Income-tax have been asked to take the

following steps in case of small demands outstanding for more than 8
years: —

(a) if the amount of arrears is Rs. 25 and below it should be written
off with the remark “ignored as obviously irrecoverable”.
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(b) in all cases of arrears of Rs. 500 and below [excluding (a) above]

the inspectors of Income-tax have been asked to enquire into

" the assets of the defaulters and chances of recovery. In case the

arrears demand is irrecoverable the Income-tax Officer

or Inspecting Assistant Commissioner may straightaway write

off the demands without waiting for a formal certificate of irre-
coverability from the Tax Recovery Officer.

3. In case of demand, part of which is irrecoverable, partial write-
off of the irrecoverable demand is done. The Commissioners of Income-tax
have been asked to expedite the process of partial write off so that the over-
all arrears are considerably reduced.

4. A new system of functional distribution of work has been introduced
in the Department. This system envisages the separation of collection
and assessment work so that collection Income-tax Officers can concentrate
exclusively on collection of tax.

5. Recovery work is being taken over {rom State Governments gradu-
ally. It has been taken over fully in Mysore and partially in Gujarat and
Rajasthan charges. It is also being taken over from the State Government
in West Bengal with effect from 31st August, 1967. Steps for taking over
recovery work from State Government in Bombayv are being processed.

[Not vetted by Audit.]

Recommendation

1.260. In reply to a question, the witness staled that there was a
provision in the Income-tax law o stay recovery of demands pending an
appeal before Appellate Assistant Commissioner but there was na such
provision in regard to the appeals pending before High Courts or Supreme
Court. The witness promised to examine whether a similar provision
should be made in the case of appeals with High Courts or Supreme Court.
The Committec would like to know the results of this examination.

[S. No. 57, Para 1.260 of Appendix XIV to the 46th Report (1965-66).]

ActioNn TakgN

Section 220(6) of the Income-tax Act, 1961 provides that where an
assessee has presented an appeal to the Appellate Assistant Commissioner,
the Income-tax Officer may, in his discretion, and subject to such condi-
tions as he may think fit to impose in the circumstances of the case, treat
the assessee as not being in default in respect of the amount of tax in
dispute in appeal, even though the time for payment has expired. as
long as such appeal remains undisposed of. Under this provision, the
collection of the disputed amount of tax is stayed by the Income-tax
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Officer in a considerable number of cases till the disposal of the appeal by
the Appellate Assistant Commissioner. Although this provision is dis-
cretionary, the courts have held that the discretion in the matter should
be exercised by the Income-tax Officer in an objective and judicious
manner.

9. There is no similar provision for stay of the disputed amount of
tax in cases where further appeals or references are pursued by the
assessees before the Appellate Tribunal, High Court or the Supreme
Court. In fact section 265 of the Income-tax Act, 1961 provides (follow-
ing a similar provision in the Indian Income-tax Act, 1922) that notwith-
standing that a reference has been made to the High Court or to the
Supreme Court or an appeal has been preferred to the Supreme Court,
tax shall be payable in accordance with the assessment made in the case.
This provision does not, however, prevent the Income-tax Officer from
granting time to assessees for pavment of the tax disputed in reference before
the High Court or appeal to the Supreme Court where this is considered
to be justified. This is clear from section 225(1) which provides that
“notwithstanding that a certificate has been issued to the Tax Recovery
Officer for the recovery of any tax, the Income-tax Officer may granu time
for the payment of the tax. and thereupon the Tax Recovery Officer shall
stay the proceedings until the expiry of the time so granted.” In view of
this position, no hardship arises to tax pavers by reason of the absence
of a specific provision in the Income-tax Act on the lines of section 220(6).
for stav of recoverv of the tax disputed in appeal before the higher

appellate courts. namely, the Appellate Tribunal, High Court and the
Supreme Court.

3. In this connection, it may be mentioned that the question as to
whether there should be a specific provision in the Income-tax Act for
stay of collection of the tax disputed in appeal before the higher appellate
authorities like the Tribunal, High Court, etc.. on the lines of the provi-
sion in the 1922 Act for the stay of collection of the tax disputed in appeal
before the Appellate Assistant Commissioner. or otherwise, was specifi-
cally considered by the Direct Taxes Administration Enquiry Committee
(Tvagi Comwmittee). The relevant observations of the Committee on this
question are reproduced below:

“However, we do not favour any statutory provisions being made for
the stav of collections as obtaining in UK. and US.A. In our
opinion, the circumstances prevailing in this counury are diffe-
rent and the introduction of such a system would only result in
putting a premium on defaults in pavment of taxes. We are
not in favour of the suggestion made in this regard by the
Income-tax Investigation Commission ecither. We feel that it
would lead to the filing of frivolous appeals merely with a view to
obtaining time for payment of tax. Moreover, it would also

3
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result in a duplication of the work of appellate authorities
inasmuch as a case will have to be heard by the appellate autho-
rity twice—once for taking a decision on the request made for
stay of collection and a second time for deciding the appeal on
merits of the questions raised.” -

[Paragraph 4.52, page 95.]

4. In view of the position stated above, it is not considered necessary
to make a specific provision in the Income-tax Act, apart from the existing
provision in section 225(1), for the stay of recovery of taxes disputed in
appeal before the appellate authorities after the stage of the Appellate
Assistant Commissioner.

[Duly vetted by Audit.]
[F. No. 6(28)/66-TPL.]

Recommendations

The Committee feel concerned to find that the number of pending
appeals increased from 74120 as on 31st March, 1963 to 84736 as on 30ih
June, 1964 and 1,16,356 as on lst Seplember, 1965. This indicates that
the position has been steadily deleviorating. The oldest case relales to
1953-54. 1In their 21st and 28th Reporls (3rd Lok Sabha) the Commitlee
. had observed that carly and adequate action should be taken to bring
down the arrears with the Appellate Assistant Commissioners so as not lov
exceed four months workload, as suggesied by the Direct Taxes Adminis-
tration Enquiry Committee. The Commitlee hope that with the proposed
increase in the number of Appellate Assistant Comnissioners, the number
of appeals pending disposal would be reduced and special atiention would
be given to dispose of old outstanding appeals which have been pending
disposal since 53-54. The Committee also suggest thal the number of the
Appellate Assistant Commissioners should be increased to the sanctioned
strength without any further delay.

{S. No. 58, para 1.263 of Appendix X1V to 46th Report.]

AC11oN T AKEN

‘The observations of the Public Accounts Committee have been noted.
Instructions have been issued to the Income-tax Oflicers 10 make balanced
assessments o bring down the rate of fresh institution of appeals. Further,
keeping the norm of 4 months' workload with an Appellate Assistant Com-
missioner in view, 40 additional posts of Appellate Assistant Commissioners
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have already heen created. It is expected that with these measures the
pendency of appeals will be considerably reduced.

Vigorous steps are also being taken to dispose of old appeals.

[Duly vetted by Audit.]
[U/O F.No.50/51/65-IT], Dated the 15th July. 1966.]

Recommendation

(iy The Commitlee regrel that the percentage of disposals of assess-
ments had been progressively declining from 1939-60. The percentage
has declined fromn 69.6 in 1959-60 to 54.7 in 1963-64. The pending
assessments have increased from 5.08.777 at the end of 1959-60 to 12,26.406
at the end of 1963-64.

(ii) They trust that the proposed addition of 300 Income-tax Officers
and introduction of mechanisation the position will improve the Commiltee
hope that the Board will carefully examine various aspects while planning
the assessing machinery, so that the past arrears and increasing future assess-
ments are tackled effectively. In this connection the Ministry should
also examine the feasibility of laving down targets to complete the
arrears of assessmenis. The Committee would like to watch the progress
made by the Department of Revenue in this dirvection through future
Audit Reports,

[S. No. 59. Para 1.269 of Appendix XIV to the 46th Report.]

Action TakrEx

[ The observations of the Committee have been noted.]

[F.No. 83 /0 '66—IT (B)]

Recommendation

The Committee are not satisfied about the progress of disposal of
super profits tax assessments. Thev desire that vigorous efforts should
be made to expedite the final assessments. At the same time, utmost care
should be taken in dealing with these complicated cases involving large
amounlts of tax.

[S. No. 60, Para 1.274 of Appendix XIV to the 46th Report.]
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AcTioN TAKEN

Further 767 and 441 Super Profits tax assessments have been completed
in 1964-65 and 196566 leaving a pendency of 1128 cases as on 31-3-1966.
Instructions have also been issued to the Commissioners of Income-tax
vide Board’s letter No. 83,16/66-1.T.(B) dated the 2nd June, 1966 (copy
enclosed) to accelerate the pace of disposal of pending assessments.

[This hag been vetted by Audit vide Shri R. K. Pillai's D.O.
No. 2330-Rev. A/200-66, dated 4-7-66.]

[F. No. 83/16/66-1.T.(B).]

F. No. 83/16/66-1.T.(B)
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 2nd June, 1966,
From
Shri M. M. Prasad.
Under Secretary.

To

All Commissioners of Income-tax.

Sir.

Svmject. —Public  Accounls Committee—Forty-sixth Report of the
Committee-—Recommendations made in para 1.274 of the
report—-Disposal of S.P.T. Assessments—

I am directed to sav that in its 46th Report the Public Accounts Com-
mittee has made the following recommendations regarding the progress
of disposal of Super Profits Tax assessments: -

“The Committee are not satisfied about the progress of disposal of
Super Profit Tax assessments.  They desire that vigorous efforts
should he made to expedite the final assessments. At the same
time utmost care should be taken in dealing with these compli-
cated cases involving large amounts of tax.”

2. According to the progress statement of Super Profits Tax assess-
ment work received from the D.I. (RSP), only 441 cases have heen disposed
of during the vear 196566 out of the total number of 1569 cases for dis.
posal. The Board desire that immediate steps should be taken to accele-
rate the pace of disposals keeping in view the above recommendations of
the Public Accounts Commirtce.

Copy to D.I. (RS.P). New Delhi. Yours faithfully,
p v
M. M. PRASAD.
Under Secretary.
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Recommendation

The Committee feel concerned over the delay in disposal of applica- -
tions for refund. 862 applications for refund involving a refund of about
Rs. 6,57,000 are oulstanding for more than a year. The Committee desire
that necessary steps should be taken to expedite disposal of applications
for refunds. The Ministry may also consider if it is necessary to simplify
the procedure in this regard.

[S. No. 61, Para 1.280 of Appendix XIV to the 46th Report, 1965-66.]

AcTiON TAKEN

The Central Board of Direct Taxes have been issuing executive orders
from time to time impressing upon the officers concerned to expedite the
disposal of refund claims. Last vear, the Commissioners were asked to
observe a ‘Refund Week' devoted exclusively to the clearance of refund
cases. Wide publicity was given to the observance of the refund week
in the local papers. The Income-tax Practitioners were encouraged to bring
to the notice of the Departinent refund matters pending for a long period.

A similar '‘Refund Week' is going to be observed in the current year.

[Dulv vetted by Audit vide D.0O. No. 3265-Rev. A/200-66, dated the 20th
September, 1966.]
[F. No. 36 /8/66-1T(Al) dated the 20th Sept., 1966.]

Recommendation

The Commitlee are alarmed at the amount of concealed income
(Rs. 100 crores) disclosed as a result of about 600 raids and searches carried
ont by the Department. The largest amount involved in a single case was
Rs. t croves. The Committee feel that the existence of large scale concealed
tncome indicates that the Income-tax Department has not been fully
effective in assessing the income correctly and preventing their concealment.
The Committee suggest that immediate steps should be taken by the
Government 1o devise means lo prevent such concealment and evasion
of laxes.

The Committee are glad to note that Ministry is looking into
the question of introducing organisational and legal changes in consultation
with experts to make prosecutions more effective and that officers have
also been sent o the U'S.A. for training in this particular
aspect. The Committee hope that the matter would be kept under consiamt
review.

{S. No. 62, Paras 1.285 and 1.286 of Appendix XIV to the 46th Report
1965-66.)
20—1 LS/PACI67
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AcTioN TAKEN:

_ The observations of the Committee have been noted. Government
is taking all possible steps to prevent concealinent and evasion of taxes.

The observations of the Committee have been noted. The matter is
kept under constant revicw. ’

[F. No. 15/239/66-L.T.(INV.)]
(F. No. 58/61/66-L.T.(INV.)]

Recommendation

The Committee strongly deprecate the tendency as has been quite
evident in the present case to continue o act on old agreements/contracts
which had expired without entering into new ones resulting in a loss of
public revenues. They desire that the Ministry of Finance should issue
suitable instructions on the subject so that this tendency is totally curbed.

[S. No. 76. Para 2.72 of Appendix XIV to the 46th Report.]

Action TAKEN

As desired by the Committee. suitable instructions have been issued
vide copy enclosed of this Ministrv's O.M. No. F. 12(9)-E (Coord)/66, dated
the 14th April, 1967.

[U.0. No. F. 12(9)-E (Coord)/66, dt. 26-7-67.]

F. 12(9}-E (Coord)/66
GOVERNMENT OF INDIA
MINISTRY OF FINANCE
(Department of Expenditure)
New Delhi, dated April 14. 1967.

OFFICE MEMORANDUM

Sumject: —46th Report of the P.A.C. (3rd Lok Sabha) Recommenda-
tion No. 76.—Proper execution o] contract documents.

The Public Accounts Committee, while commenting on a case in
which an Administrative authority had continued to act on an old con-
tract which had already expired without entering into new ones resulting
in some avoidable loss of revenues, have observed in Para 2.72 of their
46th Report (3rd Lok Sabha) as follows: —.

“The Committee strongly deprecate the tendency as has been quite
evident in the present case to continue to act on old agreements/

14
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contracts which had expired without entering into new ones
resulting in a loss of public revenues. They desire that the
Ministry of Finance should issue suitable instructions on the
subject so that this tendency is totally curbed”.

2. Attention in this connection is invited to the existing instructions
on the subject contained in Rules 12 to 14 of G.F.Rs. 1963 and the various
Government of India decisions thereunder. Normally no work of.any
kind should be commenced without the execution of proper contract
documents. It is an obvious requirement that where the tenure of con-
tract /agreement has expired and the work has to be continued, timely
action is taken for rencewing the contract/agreement for the further period
required, after a suitable review of the provisions of the old agreements
to sec whether any modifications are nceded.

3. The Ministry of Commerce etc. are requested kindly to note the
observations of the Public Accounts Committee and issue suitable instruc-
tions to all concerned to avoid the occurence of such situations as have
been refenied to by the Public Accounts Committee.

(5d.) K. SANKARAN,

Deputy Secretary to the Govt. of India.

To

All Ministries Departments of Government of India.

Copy forwairded for information to: —

(h All Expenditure Divisions.

(i) E. II-A Branch.

(i11) Department of Parliamentary Affairs.
(iv) Lok Sabha Sccretariat (P.A.C. Branch).

(v) Ministnn of Home Affairs (A. C. IT Section).
with reference to their O.M. No. 20:1:66-AC II date 18-3-67.

(vi) A.G.C.R., New Delhi.

K. SANKARAN,

Deputy Secretary to the Gout. of India.
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: Recommendétion

The Committee take a strong exception to the dilution of the autho-
rity of Parliament by execulive fiat and or to the non-carrying of the
intentions of Parliament as per the letter and spirit of law. The Com-
mittee desire that the Acts passed by the Parliament should be implemen-
ted fully in letter and spirit. If however, some difficulties arise in imple-
menting an Act, the Executive should approach the Parliament promptly
with suitable amendments to the statutes. The Commiltee also desire
that the Ministry of Finance should issue suitable instructions in this
regard.

[S. No. 82, Para 8.6 of Appendix XIV to 46th Report.]

AcTrioN TAKEN

Replies to paras 3.235 to 3.260 of the 44th Report also cover para
3.6 (S. No. 82 of Appendix XIV of the Report) of the 46th Report.

(Please See Page—.)

Recommendation

Another dis-quieling feature pointed out by the Commitlee in paras
3.173 to 3.175 of their Forty-Fourth Report is regarding lack of uniformity
in administration of tax laws. Different officers sometimes give different
interpretations of the law with the vesult that citizens may be taxed
differently under the same statute. This obviously amounts to execulive
discremination. The Committee cannot over emphasise the basic need of
ensuring that under the same statute and at the same time, people are not
charged different rates of tax due to different administrative interpretations
or other fatlures.

[S- No. 83, Para 3.7 of Appendix XIV to 46th Report.]

Action TAKeN
Recommendations of the Commitice have been noted.

[F. No. 1/14/64-CXIL)

Recommendation

The Commitice are surprised how the Income-tax Officer treated
melted gold as jewellery and allowed the exemption from capital gains
tax. It was a case of negligence as capilal gain though casual, was taxable,
The Commiliee f[eel that general instructions should be issued by the
Board [or the guidance of Income-tax Officers, to prevent recurrence of
such cases.

{Para 1.105 of Appendix X1V to 46th Report 1963-66.)
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AcrioN TaxeN

As desired by the Committee, necessary instructions have been issued -
to all the Commissioners of Income-tax that the observations made by
the Committee should be brought to the notice of the various assessing
officers in their charges and they should be advised to take special care to
sce that such irregularitics are avoided in future. A copy of the said
_ instructions has been sent to the Committee under reply to para 1.24 of
the Report.

[Duly vetted by Audit vide D.O. No. 3352-Rev. A/200/66, dated the 23rd
| September, 1966.]
[F. No. 36/18;64-1T(AI) Dated 28-9-66.}

MINISTRY OF TRANSPORT AND SHIPPING

Recommendations

The Committee consider it very unfortunate that a serious mistake
cropped while drafting the Delhi Motor Iehicles Taxation Act, 1962.
What is more serious was that officers concerned, while giving effect to the
provisions of Act as passed by Parliament, failed to implement the provi-
stons regarding levy of tax at the rate of Rs. 100 for every tonne or pari
thereof on all vehicles with a laden weight exceeding 10 tonnes. The
Commiltee lake a serious nole of the aclion of the officers which was not
tn contormity with the provisions of the Act as passed by the Parliament.

The Committee were given to understand that an enquiry had been
ordered in the case. The Committee understand from the Delhi Adminis-
tration that as a result of the enguiry made into this, action is being taken
against the officers concerned who have been found negligent in perform-
ance of their duties. The Committee desive that Acts of Parliament once
passed must be implemented by executive without any change or modifi-
cation by themselves. If they find any mistake or ‘absurd’ situation arising
from implementation, they must come to Parliament for necessary correc-
tron. The committee also hope that the officers concerned with the drafting
of various bills having financial implication would give uimost care in
embodying the intentions of Government therein before bringing them
to Parliament.

”

[S. No. 63, Para 2.7 of Appendix XIV to 46th Report.]

ActioN TAkEN

The observations of the Committee in para | above have been noted
for future guidance.
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The remarks of the Committee were 'brought to the notice ot the
officers concerned and their explanauons obtained. After studying the
rcplles submitted by them, a written warning was issued to both- the ofhcers
and suntablc cntnu made in their character rolls. ‘

[N ot vetted Audit]

Recommendation

The Committee are not happy over an Automobile Association exer-
cising the powers of a Motor Licensing officer for the years 1962-63 and
1963-64 without any notification by the Chicf Commissioner empowering
it to do so as required under the Act. The tax collected by the Association
amounted to about Rs. 4.16 lakhs and Rs. 5.79 lakhs during 1962-63 and
1963-64 respectivelv.  Notification authorising the association to collect
the tax was issued by the Chiel Commissioner only on the 26th February,
1965. Even no sccurity was obtained from the Association till March-
April 1965 (according to Audit. the security actually obtained from the
Association was Ten Year Defence Deposit Certificates X. Rs. 22,000, cash,
Rs. 3,000 and Bauk Guarantee, which was under consideration of Ministry
Rs. 12,000).  The Committee are surprised to find that the financial
interest of Government was not safeguarded during this period.

The Committee are not convinced of the reasons for the delav in
drafting the agreememt with the Automobile Association. In all cases
where the hnancial interests of Government are involved in wransactions
with private bodics, agreement future should be finalised in advance. The

Committee hope that in futuic such cases will not occur.

[S. No. 64. Para 2.13 of Appendix XIV to 46th Report.]
[S. No. 4. Para 2.13 of Appendix XIV to 46th Report.]

Acnion Takex
No comnents are necessary on the fst pata. The observations in
the second para have been noted for future guidance.
(Not vetted by Audit.)

Recommendation

The Commiltee feel concerned over the delav in finalising the
question of obtaining security from the Cashiers who handled the large
amounts of cash ranging upto Rs. 78,000 per day. They desire that
final decision should be taken in the matter without further loss of time.
The Committee are surprised that the Government should not have agreed
to pay Rs. 10:- towards fidelity bond. The Committee cannot understand
why Clerks ulilised to work as Cashiers should be penalised for the work.

{S. No. 65, para 2.18 of Appendix X1V to 46th Report)
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) . AcioN TaAxex

The necessary securities have heen obtained from the Cashiers in the,
form of fidelity bonds, amounting to Rs. 5,000 from the Head Cashier and
Rs. 2,000 from the Cashiers. The question of suitably compensating the
Cashiers for paving the fee to secure the coverage of risk by the companies
is. under consideration of the Delhi Admn. The Administration has already
mooted a proposal to sanction special pav to the Cashiers or in lieu
thereof to pay the fee for fidelity bonds so that the Cashiers aré not
required to incur undue expenditure.

[Not vetted by Audit.]

Recommendation

(1) The Commiltee feel concerned over the persisting non-observance
of the rules regarding authentication of individual entries by the Motor
Licensing Officer, cheking of the totals of subsidiary cash books etc.

[S. No. 66, para 2.22 of Appendix XIV to 46th Report.]

. Acnion Taken
A system of internal Audit has been introduced.

[Not vetted by Audit.]

Recommendation

.

(¢ They are surprised how, in the absence of authentication of indi-
vidual entries by the Motor Licensing Officer and checking of totals of
subsidiary cash books, it was ensured that there was no leakage of revenue.,

iS. No. 66. Para 2.23 of Appendix XIV 1o 46th Report.]

Acrion TakeN

The Delhi Administration have stated that it is impracticable for one
Gazetted officer to carrv-out cent-per-cent authentication of individual
entries but Upper Division Clerks carrv out cent-per-cent authentication
and at the end of each dav's transaction a certificate is recorded by the
clerks concerned to the effect that authentication has been carried out on
individual entrv basis. Thereafter a SAS Accountant carries out review
of 25%, of all the dailyv entries. Then the Accounts Officer also checks a
certain percentage, normally 107, of the above entries.

[Not vetted by Audit.]
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Recommendation

- (i) The Committee desired that the staff should be adequately
augmenled as necessary to cope with the work as the non-observance of
the rules in this behalf is likely to result in defalcations, losses etc.

[S. No. 66 para 2.24 of Appendix XIV to 46th Report.]

AcTioN TAKEN

38 additional posts (including 12 for Accounts Cell) have already
been sanctioned on 30-12-1966.

[Not vetted by Audit.]

Recommendation

The Commitiee feel concerned 10 note that a test check of one month’s
account showed 23 cases of shortages of cash and 13 cases of cash in excess.
This points to the need of having daily reconciliation, as prescribed under
the rules, between the total amounts for which the tax taken, permits,
elc. had been issued and the total amount collected in cash by the cheques
and by deposits into Treasury elc. They desire that adequate staff should
be provided for doing this reconciliation work.

[S. No. 67, para 2.28 of Appendix XIV to 46th Report.)

AcTion TakEN

The question of further augmentation of staff in the Directorate of
Transport, Delhi, is under active consideration.

[Not vetted by Audit.]

"

Recommendation

The Commitiee regret to note that there is no eflective machinery in
Delhi 1o assess the demand of tax on molor vehicles and to watch ils
recoveries. The Committee desire ihat the systems f[ollowed in other
States, especially in Bombay Cily and (‘alrulm City should be studied with
a view lo devising an effective marhmrrv in Delhi with out adding much
to the cost of cnllection.

[S. No. 68, Para 2.34 of Appendix XIV to 46th Report.]
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AcrioN ‘TakEN

The working of the Directorate of Transport, Delhi, was reviewed by
the Officer on Special Duty (Accounts) in the Delhi Administration; with
a view to overhauling and streamlining the accounting procedure. He
suggested a revised procedure in this behalf. This is under consideration-
and is likely to be finalised soon. Steps have also been taken to study the

accounting procedure followed in. the motor tax collection offices in’ the
cities of Bombav and Calcutta. ‘

[Not vetted by Audit.]

Recommendation

The Commiliee emphasized the need for introducing a system of
internal check in the Department in order to prevent and delect errvors
and irregularities in the financial proceedings of the subordinate officers.
They desive that the necessary action should be taken to provide adequate
(accounts-knowing) staff in the Depariment.

IS, No. 69, para 2.38 of Appendix XIV to 46th Report.]

ActioN TAKEN

A svaem of internal check has since been introduced bv the Dethi
Administration.

[Not vetted by Audit.]

MINISTRY OF HOME AFFAIRS

L]

Recommendation

The Commitiee are surprised to know that because of change of
Administration only, there was a delay o) 10 vears in finalising the agree-
ment between the Administration and the company. The Committee
feel that a delay of 10 years in finaliving an agreement with the company
cannot be justified on any account. In the absence of anv agreement in
force, the Administration had to act on the provision of the old agreemtill
which was not legally binding on any of the parties. The Committee
desivre that the circumstances leading to such delay in renewing the agree
ment he examined with a view to fixing the responsibility.

[S. No. 70, Para Na. 2438 of Appendix XIV to 46th Report.}
21--1LS/PAC;67
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AcTioN TAKEN

‘/The circumstances leading to the delay in renewing the agreement
have been, investigated and in the light of the investigation, action is being
taken with a view to fixing responsibility.

[Not vetted by Audit.]
[D.O. No. 20/1/66-AC.TT dated 23-867.]

v Recommendation

The Commiltee cannot approve of this ad-hoc method of a private
company working Government properties without any valid agreement
but mevely on mutual understanding as in the opinion of the Commilttee
such a procedure is not only irregular but also fraught with risks and
should alwavs be avoided.

[S. No. 71. Para No. 2.31 of Appendix XIV to 46th Report.]

Acrion TAKEN

The Committee’s observations have been noted for future guidance.
[Not vetted by Audit.]

[D.O. No. 20/1/66-AC.11 dated 23-867.)

Recommendation

The Committee regret to note that the Assam rates of voyalty which
were followed by the NEFA Administralion uplo 30th Seplember, 1956,
were given up wilthout any reason w.e.fl. 1st October, 1956. Further, the
profitability of the company and consequently ils capacity lo pay the en-
hanced rales was ndt investigated al the time when the rovally rates
required revision w.e.f. Lst October, 1957 and when this was investigated
in August, 1960 by the Chartered Accountants it was found that the plea
of the company that they were unable to pay enhanced rate of rovalty due
lo the fact that they were incurring loss even on the old rate of royalty,
was found lo be incorrect. It is all the more surprising that when the
Administration increased the rate of rovally [rom 11§ annas to Re. 1 w.e.f.
Ist October, 1959, they went only by the figures which the company had
given regarding extra expenchture incurred by them, and the Administra-
tion accepted those figures without any verification. The Committee can-
nol therefore, view with equanimity the various lapses on the part of the
Adminisiration vii., (i) failure to jollow the Assam rales from st Oclober
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1956 (ii) non-examination of the profitability of the company ‘and ot
taking aclion when it was investigaled by the Chartered Accountants that .
the Company was in a position to pay emhanced royalty (iis) acceptonce
of the figures of exira expenditure furnished by the Company without
any verification and (iv) non-checking of balance-sheet of the company
with their income-lax return. ‘

[S. No. 72, Para 2.53 of Appendix XIV to 46th Report ]

AcrioN TAKEN

The circumstances in which the Assam rates of royalty were not fol-
lowed {rom st October 1956, the profitability of the company and the
report of the Chartered Accountants with regard to the capacity of the
company to pav enhanced rovalty were not taken into account, the com-
pany’s figures of extra expenditure were accepted, and the balance sheet
of the company was not checked with their income tax return, have all
been covered by the investigation referred to against $. No. 70 and
necessary further action is being taken. ’

[Not vetted by Audit.]
[D.O. No. 20, 1,66-AC.1I dated 23-867.]

- Recomnmendation

The Committee uve unable to appreciate the aclion of the NEFA
Admnistiation about the fixation of rovalty from time to time. There
s neither logic nor consistency in the wav the rovalty has been fixed.
The rovaity rate wav Rs. 1-6-0 per c.ft. from 1st October 1960 to 30th
September 1961 with a provision of waiver of b annas per c.ft. for lack of
road but again from st October 1961 to 30th September 1963, the royalty
was Re. 1. while prom 1st October 193 to 30th September, 1966, the rale
has again been fixed at Rs. 1-6-0 jiyrespective of absence of road. Although
it was stated in evidence that the rate would increase by 6 annas per ¢.fl.
as soon as road ;was provided, this increase has taken place because of
increase in sule proceeds, though the road is not vet there.

[S. No. 73, Para 257 of Appendix XIV to 46th Report.}

Acriox TAKEN

“"The royalty rate was actualh onlv Re. 1 cft. from 1-10-1960 to
30-9-1961 because of the lack of road communication. This rate continued
upto 30-9-1963 for the same reason. From 1-10-1963 the rate was increased
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to Rs..1-6-0 because by that time the N.EF.A. Administration had entered
. into another contract with the Nogte Timber Company Ltd. at a. rate of
royalty of Rs. 2 per ¢tft. for an area which was only 11 miles from the
nearest rail head, as against 25 miles in the case of the Assam. Saw Mills
& Timber Company and it was felt by the Administration that a reduction
of 10 annas per c.ft. was reasonable in the case of the latter in view of the
higher cost of transportation due to the absence of an all-weather road link
and the longer distance frony the rail head. It was in these circumstances
that the rate of Rs. 1-6-0 was fixed from 1-10-1963.

[Not vetted by Audit.]
{D.O. No. 20/1/66AC.11 dated 23-8-67.]

. Recommendation

The Committee fail to understand as to why the NEFA Administra-
tion considered the market vate of Rs. 3-6-0 per c.l. adopled by the Char-
teved Accountant excessive as they themsclies had informed the company
that the market yvale was not less than Ry, 3-8-0 per c.ft. If the Adminis-
tration considered the rate of Rs. 3-6-0 per oft. adopted by the Chartered
Accountant ay too high. they should have explained the same in detail
to the Chartered Accountant giving the reasons thevetor. The Committee
regret to nole that this was not done. The Commitiee are not impressed
by the argument that thiy rate of Rs. 3-8-0 per . f1. was a "negotiating plea’.
Since there is nothing lo support this argument they feel that this is put
forward now to cover up their lapse.

[S. No. 74, Para No. 2.64 of Appendix XIV 10 46th Report. |

AC11ON TAKEN

When the report of the Chartered Accountant was examined by the
Administration, it was felt by the latter that the assumption made by the
former as 1o the savings that the Company had made was not consistent
with the losses as revealed in the audited accounts of the Company. There-
after, the rovaliy rates were fixed after tuking into account the rates
prevalent in Assam as also the financial results of the Company’s working
as disclosed in their audited .accounts.  Thus, the market rate of timber
mentioned in the Chartered Accountants’ report was not one of the
factors that was ultimately taken into account for fixation of the royalty
rates.

{Not vetted by Audit.)
[D.0. No. 20/1,66-AC.11 dated 23.8-67.)
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Recommendations

(i) The Commillee regret lo note that while in fixing the royalty rales,
the Administration wholly depended on the figures supplied by the com-
pany and claims made by them without any complete or proper verifica-
tions; they totally ignored the findings of the Chartered Accountant spe-
cially appointed by them to look into the affairs of the company.,

(¢ry What is more objectionable, is the fact that in rejecting the
findings of the Chartered Accountant, the Administralion took up the
argument that the examination was not complete and Government of
India justified that action to Audit by criticising the findings of the
Accountant, whereas the Accountant was prevenied from examining the
complete vecords, being asked not to go to Namsai.

(i) In view of the fact that the Chartered Accouniant’s report was
not acceptable to the NEFA Administration and further in view of the
jact that the Administration did not verify in detail the figures of extra
expenditure supplied by the company, for delermining their claims for

rovally, the Commuttee feel that the working of this contract needs through

and independent investigation. The Committee, therefore, suggest that

the working of this contract should be investigated in detail taking into
constderation the records of the Chartered Accountant, the balance sheets
ol the Company, and the Income Tax returns of the company with a

view to finding out whether the rates of rovalties were fixed correctly from
lime to time.

[S- No. 75, Para Nos. 2,68, 269 and 2.70 of Appendix NIV
1o 46th Report.)

Acnioy Takex

As already stated against 8. No. 72, the circumstances in which the

rovalty rates were hixed from time to time by the Administration have
been investigated and further action is being taken.

{D.0. No. 20 1 66-AC.II dated 23-8-67.)

Reconmmendation

The Commiltee suggest that on expiry of thus lease, a fresh agreement
mayv be entered into after iviting open tenders.  Necessary action in this
connection may be initiated well in adiance. The rates prevalent in the
neighbouring areas of Assam should also be duix taken into consideration
when fixing the rate of rovalty. The agreement should also include a
clanse regavding vevision of royally rates at intervals of 3 to 5 years.

{S. No. 77. Appendix XIV Para No. 2.74 uf the 16th Report.]*



138

AcTIoN TAKEN

It has been decided to invite open tenders with 4 view to entering
into a fresh agreement after the present agreement expires. Action in this
regard has heen initiated and the Committee’s observations will be duly
taken into account. while fixing the rate of royalty and in making provi-
sion in the agreement for periodical revision of the rates,

A. D. PANDE,
Joint Secretary lo the Government of India.

Recommendation

The Committee note that out of the arrears of Rs. 54.38 lakhs stated
to be irecoverable, @ sum of about Rs. 14 lakhs has been writlen
off so far. The Committee also note that the need for writing off arose
because of the bogus dealers coming inlo existance for the purpose
of evading :ales tax liability. In this conncction the committee would
like the administration to investigate and wake special efforts to find out
whose nominee these bogus dealers sweerve e who had created them for
evading Salex Tax. It iv only theveajler that the question of wvrile
off should be constdered. '

[S. No. 78 para 2.81 of Appendix XIV 1o Hith Report.}
ActioN TaKeN

A sum of Rs. 1896 lakhs has been written off by the Delhi Adminis.
tration up-to-date.  Cises for remaining amounts are being scrutinised in
the light of conditions Lud down by the Government of India.

The facts about the bogus dealers are as follows: —The Bengal
Finance (Sales Tax) Adt. 1911, is o single point Sales Tax Act, under
which sales made by one registered dealer 10 another registered dealer
of goods specified in the Certihcate of Registiation of the latter dealer as
being intended for resale, or for use as raw material in the manufacture
of goods for sale, are excmpt from levy of Sales ‘Tax.  This svstem of Sales
Tax neccessarily implied a scheme of registration of dealers to facilitate
tax free purchases.  Again. in ander to substantiate the factum of such
purchases. the purchasing dealer was required 1o sign a declaration to
the effect that he had purchased the goods and that these were intended
for resale. or for use as raw material in o manufacture of goods,

In view of the above in 1951, the Sales Tax Department invited
applications for registration from the dealers. A large number for such
applications (about 20000) were received. With the skeleton staff of the
newly formed Sales Tax Department at Delhi, it was not possible at that
stage to make as detailed and thorough enquiries about the antecedents
and other activities of the applving dealers before registration as is being
done now. The result was that some of the dealers who had managed o
obtain Registration Certificates (R.C.) in the initial stages of the imposi-
tion of Sales Tax in Delhi were later on found to have started misusing
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their R.Cs., by lending their signatures on false declarations to show
that they had purchased some goods from some dealers without having
actually purchased them. In order to vover such false declarations of
so called purchases, these dealers entered fictitious purchases in their books
but had to similarly show sales (which of course were also fictitious) of
these goods to some other dealers of the same tvpe. In this way a chain
of fictitious transactions got recorded in the books of several dealers.

‘The bogus dealers were, however. not “nominee” of any one in the
sense of having been put up or sponsored bv anvone: but were some
unscrupulous applicants who took advantage of the heavy rush of regis-
tration and initial inadequacy of the staff 10 cope with it, in getting them-
selves registered. Keeping in view the observations of the Public Accounts
Committee cases of all dealers in which dues are to be written off are,
however. again being examined. |

Recommendation

The Committee also desire that the Bill to amend the Delhi Sales
Tax Act should be finalised early, so that the loopholes in the adminis-
tration of the sales tax may be plugged. The Minidry of Home Affairs
should also keep under review the question of shifting the burden of
sales tax from the last fo the first point in vespect of more commodities in
order to precent the eoasion of tax. The Committee also suggest that a
censtis of dealers registered under the Sales Tax Act shonld also be taken
periodically with a view 1o detect bogus dealers.

[S. No. 79, Para No. 2.85 of Appendix XIV to 46th Report.}
Acrion TaneN

The Delhi Sales Tax Bill, 1966, which was introduced in Lok Sabha
in August, 1966, lapsed consequent on the dissolution of Third Lok
Sabha. A new Bill will now have to be introduced in the new Lok
Sabha. Delthi Administration have been advised to process the matter
further in the light of the Delhi Administration Act, 1966.  Since the
last meeting of the Public Accounts Committee. the burden of Sales Tax
has been shifted from last stage to first stage in the case of country
liquor (w.ef. 1-41966). and some more commodities are under conside-
ration. List of items on which the incidence of tax has been shifted
from last 10 first stage is attached herewith as Annexure ‘A°.  Constant
efforts arc being made to select the commodities on which incidence
could be shifted to the first point and for this purpose. lists of goods
on which tax is being levied at first stage in other States have been
collected and are being examined. In persuance of the suggestion made
by the Public Accounts Committee for taking a periodical census of
dealers registered under the Sales Tax Act. door to door survey in
various localities comprising the Union Territorv of Delhi has been
intensiicd. This work is being undertaken by Ward Inspectors accord-
ing 1o the programme chalked out by the Ward Offer in the beginning of
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the vear. In addition to this, surprise. mspecuons are also carried out
by the Department at the business premises of various registered dealers
who are reported to be engaged in tax evading activities. Seasonal survey
of important business localities is also taken up during important festivals,
such as ‘Diwali’, ‘Dussehra’. etc. The number of survevs conducted dur-

ing the vears 1965-66 and 1966-67 is as under: — !
Year Surveys conducted by Super checking
. the Inspectorate Staff by Officers .
196566 . . 17,341 3,231
1966-67 . . . . 21,599 4,756

I . ’ .
In addition to the routine survevs and over-checking of surveys, the
following measures were taken to detect evasion during the vear 1966-67: —

(i) 27 raids were organised on the business premises of dealers who
were reported o be engaged in tax evading activities: and
(ii) Special surprise survevs were got conducted under the direct
supcrvision of an Assistant Commissioner in respect of 1,116

dealers of different arcas.

ANNEXURE A’

List of Items on which burden of tax has been shifted from the last smgf
to First Stage

SL. Name of the commodity Date of
No. shifting
. of incidence
1. Hydrogenated vegetable oil . . . . . 1-1-1961
2. Coal . . . . . . . i . 1.2-1963

3. Motor Spirit, aviation spirit and high speed diesel oil , 15-5-1963
4. Medicines, drugs & pharmaceutical preparations . 1-1-1965
5. Cement . . . . . . . . 1-4-1963

6. All kinds of tyres and tubes including those of motor
vehicles, motor cycles, motor scooters, motorites, cycles
and animal driven vehicles . . . . . 1.7-1963

7. Country Liquor . . . . . . . 1-4-1966

-
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Recommendation

The Committee note that in pursuance of the recommendation made
in para 76 of the 28th Report, the Ministry are taking certain remedial
measures to preven! accumulation of arrears of Sales Tax and current
demands. They hope that the matter will be kepl under review. The

Committee would like to watch the progress made in this matter lhrough
future audit Reports.

[S. No. 80, Para No. 2.86 of Appendix XIV 1o 46th Report.]

AcTtioNn TaAkKEN

Remedial measures continue to be taken to prevent the accumu-
lation of arrears of Sales Tax and current demands. The present position
of the progress made in this direction after remedial action taken by

the Sales Tax Department has been indicated in the attached Statement
(Annexure ‘B).

MINISTRY OF FOOD, AGRICULTURE, C.D. & COOPERATION

Recommendation

The Committee trust that arrears of land revenue would be reco-

vered promptly and that such arrears would not be allowed to accumulate
in future.

[S. No. 81. Para 2.90 of Appendix XIV to 46th Report (1965-66).]

Action Taxen

As will be seen from the enclosed statements a sum of Rs. 14,90,100
as against the annual demand of Rs. 4,00.000 was recovered in the year
196566, all out efforts are now being made to liquidate the arrears.
It is in this connection that a -separate post of Distt. Collection Officer
(Revenue) to supervise the Collection of land revenue and Taccavi dues
is being created. ‘

8~—ILY/PAC)6?



Annexure ‘B’

Statement showing Collections out of Current Demand and Arrears

.

Total Demand created Collection Percentage Collection o
Demand upto the month during the of collec- out of
Created of January, year under tions on arrears Remarks -
’ under both both the the demand ~ under both L
the Acts Acts created upto the Acts
January
1965-66 84.44,897 72,20,805 26,13,566 36°, 15,11,878 The percentage has been
worked out on the demand
1966-67 85,69.326 52,66,055 25,59,893 48619, 16,21,239  created upto the month of

Jan. as the demands created
during Feb. and March are
realisable in the next year.

%91



Statement showing the progress of recovery of Land Revenue during the year 196465, 1965-66

)

Year Arrears of Demand Total Collection Balance on Remarks
Land Revenue during during the 31-3-65
on 1964-65 year

1964-65 . 1464 '

35,00,537 . 35,00,537 1 2,04,273 32,96,264 No demand was raised du-

ring the year 1964-65.

1965-66 . 1465 8,01,546 40,97 810 14,90,100 - 26,07,710 The amount shown in col. 3

32,96,264 represents 2 years demand.
COUNTERSIGNED (B. N. TANDON)

(J.C. MATHUR)

Joint Secretary to the Govl. of India.

Deputy Commissioner, Delhi.

2
«



APPENDIX 1I

Recommendations|Observations which the ‘Committee do not desire to
Pursue in view of the Governmenl!’s Reply.

MINISTRY OF FINANCE

Recominendation

The Committee feel concerned to note the large increase, in the
short levy of customs duty, detected during test audit by the Revenue
Audit, to Rs. 22.29 lakhs during the vear 1963-64 from Rs. 423 lakhs in
196263 and Rs. 564 lakhs in 1961-62. The deterioration in the position
not only reflects on the work of the executive officers but also on the
efficiency of the Internal Audit Department which conducts a cent per
cent verification of the assessment documents, While the Committee
appreciate that under the present set up the Internal Audit Department
is precluded from challenging the interpretation accepted by the Col-
lector, they are unhappy to note that even mistakes in arithmetical
calculations remain undetected. All the same, the Committee feel that
to be effective in real sense, the Internal Audit Department should not
merely confine ilself to checking of anthmelical calculations but also
independently go into the question of interpretation and classification.
The Committee have often lried lo impress the need for reviewing the
strength of both appraising and internal audit staff and making the
Internal Audit Organisation wmore effective.  Thev had also suggested
that it should be examined whether in order to make the Internal
Audit Department free from the influence of the Appraising Department
it should be re-organised and placed directly under the control of the
Board (cf. paras 7-8 of 2lst Report and 12 of 21th Report—Third
Lok Sabha). The Committee are glad to learn Lthat a scheme for streng.
thening the Intermal Audit Orgarsation has been drawn, and it was
also proposed lo transfer it [rom the control of the Collectorate and place
it under a Director of Audit in the Central Board of Excise and
Customs. The Commiltee desire that this should be implemented without
further delay.

[S. No. 3, para 2.12 of Appendix XXI to 44th Report, 1965-66.)

AcnoN TAKEN

Duec to the present financial stringency, it has been decided to
postpone for the present the proposal to set up the Directorate of

164
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Revenue Audit. The question of marginally augmenting the present set
up of the Internal Audit Department of the Custom Houses so as to
ensure a greater qualitative performance is under examination.

Recommendation

The Committee hope that after ascertaining the position from other
Collectorates and especially from Madras and Cochin ports as to whether
there had been any cases of under-assessment before the issue of the order
of 1964 as a result of following the incorrect procedure of charging duty
in force on the dale of reversion of ships to coastal trade, necessary action
will be taken to recover the dues. They desire that the position in this
regard should also be verified in vespect of minor ports under the juris-
diction of the Madras Central Excise Collectorate.

[S- No. 10, para 2.31, Appendix XXI to Forty-Fourth Report, 1965-66.]

Acriox TAkKEN

In the Cochin Custom House there were six cases of short levy
involving an amount of Rs. 4843.88 during the vears 1962 and 1963.
Supplemental demands have been issued in all these cases. In the
Madras Custom House a demand for Rs. 109200, being the short levy
on ships stores in one case was issued to the party in August, 1963. In
the other Collectorates no such case has been so far noticed. Ministry
of Law have advised that where a statute created a right not existing
under common law and provides a special remedy for the enforcement
of such right, that remedy alone can be followed and any other remedy
under the common law would not be available, and therefore, a suit
for recovery of duty, which has become time-barred under section 39
of the Sea Customs Act, 1878 or section 28(1) of the Customs Act, 1962,
would not lic. The position in respect of minor ports under the juris
diction of the Madras Central Excise Collectorate has been verified, but
no such case of short levy has been noticed.

(Not vet vetted by Audit).

[F. No. 22/48,64-LC.11]

Recommendation

(1) The Committee vegret to note that while making the assessment,
the Customs House disregarded the instructions of the Board issued in
June, 1961 according to which being components of oucrhcad travelling
cranes (which were then treated as conveyance) electric lifting mngn_cls
were assessable to duty at the higher rate under item 75 of the Indian
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Customs Tariff.. Although Audit pointed out the mistake in Azl'gust,‘Nl'Q'Gl.
no action was taken ‘1o rectify it. What is more regrettable, the Boatd
also tried o justify the action of the Custom House by referring to a
subsequent ruling issued in February, 1963 under which overhead moving
cranes were trealed as machinery and as such weve assessable at the
lower rate of duty, although’ this ruling could not be applied retrospec-
tively to an assessmenl made nearly two vears back. The Commitlee
hope thal necessary daction will now be taken to recover the duty short

levied in 1961, before the issue of the revised instruction in February,
1963. '

(i) The Committee ave not at all impressed by the argument that
only those cranes which carry load over long distance should be treated
as convexance. In the opinion of the Commiliee the definttion of crane
is well understood and there should be no difficully on that account.

(1i1) The Commiltee ave surprised that in spite of diversification of
imports of modern machinery and equipment in the coniext of industrial
development in the countiv over the past several vears, the tariff has
not been suitably revised to meet the needs.  Fveen an important item
like crane has not been specifically included for the purposes of custom
duty. They feel that most of the difficulties and complications in classi-
fication of goads can be avoided if the tavif] is morve comprehensive.  The
Committee are glad to learn that a departmental Committee is going
into the question of modermising the tanff, and thev hope that matter
weould be finalised as carly a» possible.

[5- No. 14, patas 2,10, 2,10 & 2.0 of Appendix XX1 w 44th Report,
1965-66.)

Acuon TaneN
Para 244

The Chairman (E & C) while admitting that the action of the Custom
House in assessing the clectric lifting magnets under item 72(3) LC.T.,
contrary to the then prevailing ruling of the Board was not correct,
had clarified that if a case remained open till the new interpretation
was given, the party would get the benehit of the new interpretation.

The Custom House had issued on 12:9:61, consequent to the objec.
tion to the assessment raised by the Customs Revenue Audit, a notice
of demand for Rs. 11.520. Against this, the party made represcntations
on 10-1061 and 10-1161 and in these represemtations they asked the
Custom House to withdraw the demand and also encdosed a printed
catalogue in support of their case. The matter was comidered in detail
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by the Custom House who felt that on merits the imported article was
classifiable under Item 72(3) of the Indian Customs Tariff. The subject
remained under discussion with the Customs Revenue Audit Departmcn‘t.
The Custom House also made a reference to the Board on the corfect
classification of the subject goods on 2-1-63. The Board considered the
matter and ruled on 21-6-63 that electric lifting magnets were assessable
under Item 72(3)/72(6) of the*Indian Customs Tarifl. Since the importer
had protested against the notice of demand and the matter had been
referred to the Board, the Custom House had not enforced the demand.
In accordance with the Board's long standing instructions dating from
1924, as amplified from time to time. the benefit of a tariff ruling is
to be given to all cases when the partv has moved in the matter and
the claim is alive in anv way ie., by way of refund application/repre-
sentation /appeal /Revision petition etc. at the time of issue of the tariff
ruling. Since the present case is still alive. the benefit of the revised

ruling has to be given to the party and hence no action to recover the
amount now is due.

Para 2.45

A crane as defined in the Chambers Twentieth Century Dictionary
(Revised Fdition) is “a machine for raising heavv weights”. There is
no specific item in the tariff which covers Cranes. There is an item for
“machiners” (72 LC.T) and an item for “Convevances not otherwise
specified” (75 1.C.T.). In the assessment of Cranes, a choice has,
therefore. to be made between these two items of the tariff. While all
cranes are designed to lift and shift goods cither verticallv or laterally,
the range of mobility and manoeuvrability of the crane depends on its
design and the purpose for which it has been made. If the crane is
designed not to move with the load or even if it can move with the
load but the design is such as permits onlyv restricted movement and
manocuvrability over predetermined range. it would be more appro-
priate to consider the crane to fall in the categorv of “machinery” and,
therefore. classifiable under item 72 LC.T. If. on the other hand. the
crane is designed to move with the load and has mobilitv and manoeuvra-
bility over ranges which are not predetermined. it would be more appro-

priately classifiable as “Convevance” falling within the scope of Item
75 1.C.T.

Para 2.46

The final report of the Tariff Revision Committee is likely to be
received very shortly and the matter will be finalised thercafter, as
speedily as practicable.

[F. No. 2;%,66-Cus. (T.U.).]
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Recommendation

The Committee are unhappy to note that in spite of the clear
instructions of the Ministry, the field officers misinterpreted them and
allowed ad hoc rebate on the raw oil manufactured after the lifting of
duty, which resulted in excess refund of more than one lakh rupees
in three cases. The Commitiee desire that the matter should be investi-
gated with a view to fixing responsibility.

[S. No. 34, para 8.44 of Appendix XXI to the 44th Report, 1965-66.]

ActioN TAKEN

The cobservations made by the Committee have been noted. It may,
however, be stated here that the instructions contained in the Department
of Revenue letter F. No. 16/33/68-CX.II1 dated the 17th April, 1963
authorised the grant of ad hoc rebate of raw stage duty in addition to
refund of the processed stage duty paid on the processed oils exported
up to 15-5-1963 on the assumption that the raw oil used in the manu-
facture of the processed oil was duty paid. In other words for purposes

of ad hoc refund of raw stage duty the verification of payment of duty
was dispensed with.

. 2. Subsequently, however, when a exporter of processed oils pre-
ferred a daim for refund of the processed stage duty in addition to
ad hoc refund of raw stage duty where the oils had been crushed and
processed within the same factory after 1-3-1963 and the duty at the
raw stage had not been paid, Collector of Central Excise, Baroda
entertained doubts about the admissibility of ad hoc refund of raw
stage duty in such cases. He made a reference to the Ministry of Finance
and thereupon it was clarified that since in such cases the non-duty
paid character of raw oils was a certainty there was no question of
assuming the raw stage duty having been paid or refund thereof being
allowed. The earlier instructions. though clear, were not positive about
denying the benefit of ad hoc refund of raw stage duty in cases of this
type. The Central Excise Officers put normal interpretation on the term
‘assumption’ taking it to mean dnspenumon of the verification of duty
paid character of raw oils. Since the exact implication of the word
‘assumption’ to signify exclusion of consignments with a clear indication
about their non-duty paid character was clarified only on 7-8-1963, refunds
allowed prior to this clarjfication without verifying payment of raw
stage duty do not appear to be attsibutable to misinterpretation of the
then existing instructions. Viewed in this context this is a case of bona
fide error in cases of certain types not contemplated at the time of the
issue of the instructions and no further probe to fix responsibility
therefore appears to be necessary.

[F. No. 18/10/65-CX.IIL)
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Recommendation

8.79. The Commitiee are amazed to note that even when the licensee
himself asked the Department to inform him whether the product manu-
factured by him was excisable no action was taken for 4 years. Such
inordinale delay is hardly excusable.  They would desire that responsi-

bility should be fixed in the matter and suitable disciplinary action taken
against the concerned officials.

3.80. The Committee are of the opinion that it would not be strictly
correct lo term the rejund givven to the manufaciurer as ex gratia hecause
the vefund was acivally a rebate of duly to which the assessee was
legally entitled.  Had the lactory been brought under excise control in
time, the due process for the grant of vefund would have been gone
through as required and 1t would have been possible to compute the
exacl quantity of the production ot the intermediary product for the

purpose of calculating the vebate, thereby obuviating the necessity of
ex gratia refund.

38 The Commutter wonld also desive that definite criteria should
be specified by Government tor the purpose ot determining whether a
particular industry 1s a smallscaie or largescale industry and whether
tts exports should or should not be addred 10 determining ity nature if the
tatal production s the basie criteria ror determining the size.

[S. No. 38, Paras. 3.749 10 .81 of Appendix XN1 o the +4th Report.}

ActioN TAkEN

3.79. As alveadv explained o the Committee. due ta the jurisdic
tional changes in the Colectorate, the relevant file was lost. It has
not been possible 1o hx the responsibility cither for the misplacement
of the file or lack of appropriate action in the imtial stage in regard to
the levy of dutv. In the absence of the hile it is not possible o find
out the name of the offier responsible tor the delav

380, The recommendation made by the Committee has been noted.
3.81. The recommendation has heen noted.

[F. No. 22 7/66-CX.VI]

FUrRTHER INFORMATION

3.80. Since the order passed in revision in question was final, it
could not be revised by the department under the Central Excise Law.
The Recommendation has been noted for future guidance,

23--1 LS/PAC/67
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v

3.81. The matter was examined in detail and it was decided that
to the extent feasible. excise duty concessions where they are related to
the size or output of the unit should be replaced by slab concessions,
as it is not always possible for the purpose of fiscal concession to
distinguish small and large scale units on the basis of the criteria evolved

for the purpose of licensing under the Industries Development and
Regulations Act.

~

[Vetted by Audit.]
[F. No. 22/7/66-CX.V1]

Recommendation

The Commitiee consider the irvvegularilies committed in this case
as sevious, especially unaunthovised substitution and sirreptitious removal
of tobacco.  The Committee hope that the Minidry will examine how
far the excise staf] was responsible jor neghgence or collusion in these
cases anl also take vemedial measuves to tighten up supervision.  The
Conunitice also suggest that the Ministyy convider what further measitres
are necessary do sategnard the interest ot Government against the exi-
geney of the assessees and thety suivelies abseonding.

[S- No. 6l para 3.271 of Appendix XXT 1o the 11th Report.]
Action TakEN

The Audit has seen “Nate” mentioned in para 3,270 of the report
and has accepred the view held by the department. In the drcumstances
explaincd in the “Note”, the question of taking anv further action
with a view 1o hknowing how £ the woncerned ceniral excise staff
was responsible for ncgligence or collusion in the present cases, does
not arise.  As regards remedial measures 1o tighten up the supervision,
suitable instructions have since heen issued o the Collectors of Central
Excise.

[Vetted by Audit ]
[F. No. 1718 766-CX.IV.]
MINISTRY OF FINANCE
(DEPARTMENT OF REVEANUE AND INSPRANCE)
Recommendation

The Commitlee are sorry (o nole that the Gentral Board of Revenuve
issued a circudar in November, VWL giving a concession to the co-
operative banks, which had not been authorised by Parliament in the
way il was given.
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In evidence, it was admitted that the way the instructions were
issued by the Deptl. of Revenue was wrong. The Commiltee note that
the law has since been suitably amended to fill up this lacuna. The
Commitlee trust that the Board would review theiv instructions if not
already done, in the light of the amended law. ‘

[S No. 50, Para L2241, Appendix XIV to the 46th Report (1965-66).]

ACron TAKEN

Section 19 of the Income-tax Act, 1961, provides that in computing
the income chargeable under the head “interest on securities”, a deduc-
tion will be allowable, inter alia, in respect of “any rcasonable sum
expended by the assessee for the purpose
In the case of a bunking companv. section
spedial basis for deiermining “the sum to
sonably expended” 1or the purpose of the
referred to above.

ot realising such interest”.
20 of the Act lavs down a
be regarded as a sum rea-
deduction under scction 19
Under this method. the amount to be deducted in
this behall is taken to be such proportion ot the amount of working
expeinses of the handing company (exdusne of inierest paid on borrowed
monevs, and bad debivy as s grossy receipts from interest on securities

bear 1o the total gross recetpts trom all sources shown in the proat and

loss accornt. This method has been aid down in oview of the position

that bavks make ievestments in securities as g part of their business
and the adual mmount of expenditiie ncuried by a banking company

for realising the tnterest on seaunties s normally not ascertainable fiom
s e COouns.

2 The provesioos i the Indian Incometan Ac 1922 regarding the
deducuon, in the computation of the income trom interest on secutities,
fm the expenditmie intored by asessees for the purpose of realising
such interest woeres in substance. the siome as the provisiens in the

Incometax N Hob as stated i the preceding pavagraph, vade Section
8 and the Eaplanation thacto.

3. The provisions of wectuon 20 ot the Tocometan Ad. 1961 and
the cotresponding provisions in the Explanation o Section 8 ol the
ladian Income-tax Aet, 1922 do not, in terms, apphy in the case of
coaperative sotieties caning on honking bustiess. . However, as the
problem of ascertaining the “reasonable sum™ expended for the purpose
of realising interest on securities 1 the e of co-nerative banks is
vivtually the sume as in the case of banking companies. the Board issued
imsteactions in its dircular letter dated the 3rd November, 192 o all
Cs.Lob. to the eftect that the same basis @ has been statutorily laid
down in the case of a banking companvy should be adopted in the case of
A CO-OpErative suehy carving on banking business for the purpose of
determining the admissible amount on account of expenses for realising
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the interest on securities. These instructions were not intended to confer
any concession on co-operative banks. The sole purpose in issuing these
instructions was to provide guidance o the Income-tax Department in
the matter of computing the “reasonable sum” expended by co-operative
banks in realising interest on sccurities. In the absence of such guidance,
assessiment of co-operative banks would have been delaved and given
rise to avoidable litigation. besides leading to the adoption of divergent
practices in this respect in various charges of Commissioners of Income-tax.

4. In this connection. it may be mentioned that by the enactment
of the Banking Laws (Application 1o Co-operative Societies) Act, 1965
(23 of 19635). the legislature has placed co-operative banks (other than
co-operative land mortgage banks) on the same footing as banking com-
panies for the purpose of the Banking Cowmpanies Act, 1949, vide section
14 of the Banking Laws (Application to Co-operative Sacietics) Act,
1965. In view of this position, it seems that the instructions in the
Board’s circular letter referred 1o above do not need revision,

[Duly vetted by Audit.]
[F. No. 6(33)/66-TPL.]

Recommendations

The Committee note the stand taken by the Minnstry.  However,
the Committee haive come aciosy seceral instances where mistruclions have
been issued and because of Audit subsequently objecting to them, the
Government had 1o withdvaie or change those orders. 1t seems to the
Commitiee that imstead o) starting on werong lines and yectifying them
later, it would be advantageons (o all concerned 1o haoe an independent
check to ensure that the imdvuctions isued are well witlhin the four
corners of the law and the vules. On a consideration of the cases before
them, the Commitice are salisfred that 1t would be better (f such rnstruc
tions arc issued in consultatton with the Comptroller and Auditn General.
This mocedure need not, of course, extend to Administrative instructions
with whech the G 5 LGoo not genewally concerned. The Commultce
would accordingly urge the Government to reconvder the matler,

(5. No. ok Para 1229 of Appendix X1V 10 46th Report ]

ACUON P anes

The suggestion of the Public Accounts Committee in the above
patagraph has been carctully considered in this Ministry. The instruc-
tions issued from this Minisiry 1o the locnnetax Department relating
to the provisions of the Incometax law may he broadlv classified under
two categories. namely. (4) those whuh seek 1o darily the intention,
scope or mcaning, of the provisions ol the law and illustrate  their
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application and (b) thosc which seek to apply these provisions in a
manner which results in a modification or extension of the scope of
the provisions in favour of the tax-payer.

2. In regard to instructions of the category referred to at (a) above,
the Ministry of Law are consulied by us on all matters where there is
any ambiguity or doubt in the interpretation of the provisions and the
advice given by that Ministry is followed. The scope of a provision of
the Acts is generally dear from the notes on clauses and from the dis-
cussions in Parliament.  As an independent check exists in the form of
the guidance given by the Ministry of Law, we do not consider it necessary
to consult Revenue Audit as well. The Administration of the Direct
Taxes being the responsibility of the Central Board of Direct Taxes, it is
appropriate that these instructions are issued by the Central Board of
Divect Taxes. Morcover, prior consultation with Revenue Audit will
delay the process of communication to the field officers. All circulars
issued by the Board are endorsed 1o Revenue Audit for information.

3. As regards instructions of the category referred to at (b) above,
in recent vears, we have been avoiding issuing such instructions and,
instead, taking steps to amend the law or the rules, wherever considered
necessary, at the earliest opportunmitn.  However. if amv occasion  arises
in the future of the issue of amv such instructions we agree to consult
Revenue Audit in the matter beforehand.

[Duly vetted by Audit]

AUDIT COMMENTS

Copy o1 D.O. Noo I38-Rev.d 32263, dated 13th  January, 196 from
St Vo Gaure Shankar, Director (Revcenue Audithy to Shri V. Rama-
swamt Iver, Secretary, Central Board of Divect Taxes, New Delhi.

In paragraph 2 of the Minsun's proposed reply it has been stated.
v way of drawing a distinction between the general practice of the
Expenditure Department and  of  the Revenue Department. that the
Compuroller X Auditor General is the final arbitor in regard 1o the
modifications and interpretations of the hnanaial rules.  This staterment
iv factually incorreat. In regard to the modihication and interpretation
of the fmandial rules. the Government is the hinal authority 10 decide
and not the Compuoller X Auditor General of India.  The Comptroller
& Auditor General of India is the tmal arbitor only in matters falling
within the purview of Artidde 130 of the Constitution.  Further, vou
ave. no doubt. aware that service rules are also, under the Constitution,
matters falling within the judicial purview of the High Courts and the
Supreme Cowmt. Therefore, the stuiement made by the Ministry that
the Income-tax and other Direct Taxes enactments are to be interpreted
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on the basis of the views exprcwed by the High Courts and the %upreme
.Court does not place them in a spcu.tl category.

3. Having regard to these facts, the basis for the argument that
the Revenue Department is different from the Expenditure Department
and thercfore calls for a different practice, does not appear to us to be
sustainable. Morcover, as the Ministry are aware, many ol interpreta-
tions, instructions — and in some cases even the notifications — issued
by the two. Boards on the application of the provisions of the Direct
Taxes Acts, the Customs Act and the Central Excise and Salt Act have
been found, by Audit, to be not in accordance with the provisions of
the law under which they were issued and this position has been accepted
bv the Revenue Department itself.  Therefore. in making the suggestion
in paragraph 77(6) the Comptroller X Aunditor General was only moved
by a desire to help the Revenue Department o avoid recurrence ol
such mistakes leading to future audit objections.

Copy of D.O. No. A23-Reie 32265, daied 24h November, 196G from
Shri R. K. Khanna, Addl. Deputs Comptrolley & Auditor Geneval
to Shri 8. AL L. Navasxana Rowe, Joint Secretary o the Goot, of India,
Mty of Finance (Deptt. o1 Revenne), New Delhi,

I am afvaid that the spivit behind the recommendation of the PAC
in para 1229 of the Fortvsixth Report remains still to be appieciaed and
one has to consider the context in which it was made.  The reconimen
dation ot the Committce dacs not taise the issue as to the advantages
of consulting the Law Ministiv o1 the Revenue Audit or who is better
qualified cic.  Comsultation with the Minstuy of Law s an vternal
matter within Government and it is alwins prosumed in andit that the
Governmient takes legad advice at an appropriate level before issuing ans
instructions bearing on interpretitions of law. It s the resudtant instruc-
tions, orders and notilications  as adso, the question of  their proper
implementation, where they are correct)y that torm the subject matter of
audit scrutinv,  The P.AC has noticed that in several instances, as
admitted by Government abvo, such orders o notilications have been
found, on audit, not to be in accordance with law or the rules framed
thercunder. It was with a view to avoiding such cmbarrassing situations
that the P.A.C. made the suggestion that it would be helpful to Govern-
ment thenselves if thes extended the praciice of prior consultation with
Audit in revenue matters also.

I mav alvo mention in this connection that the Comptroller & Auditor
General is not necessarilv bound to offer advice to the Executive on
matters he scrutinises in Audit.  However, in deference to the wishes
of the P.AC. he is prepared to scrutinise instructions, orders of notih-
cations proposed to be issued by the Ministry prior to their finalisation,



175

as he does in the case of amendments, orders and instructions relating
to Financial Rules and Regulations. Now, it is for the Government to-
accept or not to accept the suggestion made bv the P.A.C. and make
their stand clear and unambiguous in their reply.

The matter was further pressed with the Depairment of Revenue
and Insurance and they have stated in a note dated 18-8-67 as follows: —

“The Deparunent has carefully reconsidered the matter. It is felt
that, where instructions in regard to the interpretation of the Act
and Rules are concerned. the Ministry of Law should continue to be
consulted before the said instructions are issued. Even in such
cases, if it is felt that it would be useful 10 show the instructions in
question 1o the Revenue Audit before their issue, this is being done.
Wherever the instructions have the cffect of relaxation of the law
or rules, the Revenue Audit is invariably consulted beforehand.”

[U.0. No. 6(27)66 "TPL dated 18-8-67.]



APPENDIX 1lI

Recommendalions/Obsevvations in Respect of which Replies of Govern-
ment have not been accepied by the Commitiee or which require
reileration

MINISTRY OF FINANCE
Recommendations

The Committee note (rom the legal position giving retrospective
effect to an exemption notification was that a legislature could give
retrospective effect to a piece of legislation passed by it but the Govern-
ment exercising subordinate and delegated powers cannot make an order
with retrospective effect unless that power was expressly conferved by
the Statute. In spite of the above legal position, the Committee regret
to note that the Ministry gave relrospective exemption from additional
duty in their notification issued an 26th December, 1964 although there
was no legal authority empowering the Government to give exemption
retrospectively.  What is mare surprising is the fact that the Ministry of
Law approved the issue of notification as stated by the witness, on the
ground that containing a concesston it would not be challenged by
anvbodv. The argument that nobody would challenge a particular noti-
fication in a Court of Law. iv aceording to the Commitlee, no justi-
fication jor the Execulive Government to exceed the power delegated to
them by Parliament. The Committee also trel that the opinion of the
Ministyy of Law in this vegard wav based more on a practical expediency
then on the legal aspect of the case.

The Committee, appeciate that there might be a practical necessly
to issue exemplions retrospectively an some cases.  They however desive
that the question of extent of authority requived and of amending law
for the purpose should be thoroughly examined in consultation with the
Ministry of Lau.

The Committee regret to observe that there was an omission in the
oviginal exemption notiheation issued in April, 1962 inasmuch as 1 did
not exempt qute batching oil from additional excise duty leviable under
the Mmeral Oils (Additional Duties of Fxeise & Customs) Act, V958,
They are not satisfied with the explanation that it did not then occur to
Department that technically jute batching oil was refined diesel oil. The
Ministry should take necessary steps ta ensure that they are posted with
betier technical data.

[S. Now. 32 10 33, paras. 3.87, 1.98 & 1.40, Appendix XXI.
t41th Report, 1965-66.]
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_ ActioN TaxzN

- The observations/suggestions made by the Committee have been
noted.

{F. No. 18/8/65-CX.I1}

FURTHER INFORMATION

......... after discussion with the Ministry of Law, it is propooed. to
take enabling powers for the Central Government to give retrospective
effect to excise duty exemptions under Central Excise Law. The wording
of such a provision has in fact been finalised and incorporated in the
draft Central Excise Bill which seeks to consolidate and amend the exist-
ing Central Excises and Salt Act, 1944. This draft Bill at present is
being rescrutinized in consultation with the Ministry of Law. Finaliza-
tion of the draft Bill for introduction in the Parliament will however.
take home time.”

[D.O. No. 7/16 /66-Co-ord.. dated 26th August, 1967.}

Recommendation

The Committee would desire that the question of separating the
executive and judicial functions of the Collectors should be seriously
examined, so that the parties do not have to go in appeal to the very
same persons who have alreadv passed executive orders in the same case.
The Committee would like to observe here that both in the Income-Tax
and Customs Departinent, Appeliate Authorities have been separated from
the executive. They would, therefore, suggest that Government should
consider the question of extending the same principle to the Excise
Department also.

[S. No. 37, para 3.70 of Appendix XXI to 44th Report 1965-66.]

Acriox Taxen

Similar suggestions have been considered by Government earlier
but have not been found feasible. Attention in this connection is invited
to the reply (copy annexed) made in Lok Sabha to unstarred question
No. 808 dated 24th February, 1966. The matter could be considered
afresh when the new Central Excise Bill, (to replace the existing enact-
ments) is taken up for consideration by Parliament.

[F. No. 36/10/66-CX1])
24- -1 LS/PAC:67
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FURTHER INFORMATION

At the outset it may be stated that even ‘under the existing practice,
appeals do not have to go to the very same persons who passed the
executive orders in the same case. Attention in this connection is invited
to the provisions in rule 218 of the Central Excise Rules, 1944 (copy
annexed).

2. The question of setting up an appellate tribunal as in Income-tax
was considered more than once in the past. It was felt that a purely
judicial authority like the Income-tax tribunal might place undue emphasis
on tethnical requirements which might be difficult of accomplishment.
It would lead to delavs in the settlement of disputes, encourage litigation
in regatd to classification of goods for dutv purposés and ultimately
hamper clearance of goods. The existing system was cheap and fairly
quick and the volume of work was not hkel\ to be sufficient to justify
setting up of whole-time appellate tribunals. The analogy of income-tax
is not applicable to customs or Central Excise appeals; income-tax is
assessed with reference to the ‘previous vear’ while customs or excise
duties are assessed before the goods are about to pass into consumption.

3. In this connection, the proposal for constituting Appellate Collec-
tors as in Customs was also considered. In Customs, such Appellate
Collectors started functioning only in April 1963. Thev hear appeals
against decisions of all officers other than those of the Collector of
Customs. The appeal against the decisions of the Collector of Customs
still lie to the Board. No change was made in the procedure for dealing
with revision applications. However, the experiment with Appellate
Collectors was new and its working was to he watched for sometime
before any firm conclusion could be drawn. In view of this, the draft
Central Excises Bill contains provisions only to continue the existing
procedure under the Central Excises and Salt Act. 1944 and the rules
made thereunder.

4. Recently, the Customs Study Team has ¢xamined the working of
the Appellate Collectors and have recommended as follows: -

“92. Appcllate machinerv somewhat on the lines of income-tax
appellate tribunals should be set up. They may deal with revision
applications againsi the orders of the appeliate Collectors as also
against the orders of the Collcctors.  (7.14).

93. In case of delay in settng up of such machinery, at least the
appellate and revisionary functions should be separated from the
executive and administrative functions by suifable amngwmcma at
the Board’s and Government's level. (7.15)".

The above recommendations are still under consideration and it will take
some time before Government's decision thereon is available. 1t is also

”"?“?{ i
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‘understood that the Administrative Reforms Commission are looking into

this very question. The Board has, therefore, kept the question open
for the time being.

5. The draft Central Excises Bill is still under scrutiny in consul-
taton with the Ministry of Law, in the light of the comments and
suggestions received from the Collectors of Central Excise, Director of
Inspection, Customs and Central Excise and the concerned Ministries.

Copy of Rule 213 of Central Excise Rules, 1944,
213. APPEALS. An appeal against an order or decision of an officer
shall lie—
(i) if the appeal is against an order or decision of a Superintendent—

(a) Where there are Deputy Collectors, to the Deputy Callector
to whom such Superintendent is subordinate; and

(b) Where there are no Deputy Collectors, 1o the Collector or
Deputy Collector in-charge of a Collectorate;

(i1) if the appeal is against the order or decision of an Assistant
Collector—

(@) to the Collector to whom such Assistant Collector is sub-
ordinate; and

(b) Where there is no Collector, to the Deputy Collector-in-
Charge of the Collectorate;

(iti) if the appeal is against the order or a decision of a Deputy
Collector—

(t) to the Collector to whom such Deputy Collector is sub-
ordinate; and

(b) where there is no Collector, to the Central Board of Revenue;

(iv) if the appeal is against an original order or decision of #
Collector or Deputy Collectorin-Charge of a Collectorate, to
the Central Board of Revenue:

Provided that if, between the date of the order of decision appealed
against and the date of the- hearing of the appeal. the oficer who
pased the order or decision is appointed as Deputy Collector or Depuky
Collector-in-Charge of a Collectorate or Collector. 0 whom the appeal
lies under the foreguing provisions, the appeal shall be heard— ‘

(a) if such officer is appointed as Deputy Collector, by the (blle;toi':

- (b) if such officer is appointed as Deputy Collector-in-Charge of a
Collectorate or Collector, by the Central Board of Revenue.:



180

y Recommendation

* The Committee are not convinced of the logic of the Board’s clari-
fication of September, 1964 laying down that aluminium pipes and tubes
having uniform wall thickness are assessable as such at the higher. rate of
duty (i.e., 10 per cent ad valorem) whatever be the shape of the cross
sections, whereas in case of extrusions only the tubular pieces having a
circular cross-section are made assessable as such at the higher rate. They
are of the view that the instructions of September, 1964 issued by the
Board in fact create an exemption in favour of extruded hollow sections,
which could be given only by a nolification issued under Rule 8 of the
Central Excise Rules. The Committee have already in another case, dis-
approved the practice of making exemptions through executive orders.
The Committee, however understand that with effect from 1-3-1963, the
tariff item 27-aluminium’ has becen amended so as to provide for levy
of duty al the higher rale (ig.. 10 per cent ad valorem) for all extruded
shapes and sections including extruded pipes and tubes. The Commiliee
hope that in future such artificial distinctions will not be introduced in
determining the classification of a product for levy of duly.

As regards the applicability of these clarificatory instructions lo ear-
lier clearances, the Chairman of the Central Board of Excise and Customs
agreed during evidence that the ruling could not be said to be relevant
to the ecarlier assessments particularly those made before the tariff was
amplified in 1964. Logically a distinction could be drawn between the
position before and after the inclusion of extrusions of the class within
the tariff schedule. The Committee hope that necessary steps will now
be taken to recover duty short levied in the clearances made prior to 1964.

[S. No. 51, Paras 3.191 and 3.192 of Appendix XXI to 44th
Report, 1965-66.)

ActioNn Taxken

3.191. As already explained before the Public Accounts Committee
no artificial distinction had been introduced in determining the classi-
fication of hollow extrusions under Item 27(c). Since the trade practice
and specifications in the technical treatise on the subject, viz., the Indian
Standards, the British Standards and the American Society for Testing
Materials Specifications, recognised the distinction between items of alu-
minium, produced by the process of extrusions and otherwise for the
purpose of their classification as "Pipes and Tubes' this distinction was
accepted and adopted for Central Excise Tariff also. The September.
1964 instructions merely clarified as w what the term ‘Pipes and Tubes’
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denotes and any extruded piece, which could accordingly be classified to
be a 'pipe’ or a ‘tube’ was liable to pay duty at the higher rate. These
. instructions, therefore, by themselves did not create any exemption.

3.192. The clarification was to the effect that only those extruded
tubular pieces which have circular cross section and uniform wall thick-
ness should be classified to attract duty under Item 27(c) and that all
other hollow extrusions will attract duty gs “extruded shapes and sections
in any form or size” under Item 27(b).

The clarification being in the nature of interpretation of the term
‘Pipes and Tubes’ is to apply right from the introduction of ltem 27(c)
in the Central Excise Tariff, 1.c., 1-3-1961 as the ruling did not alter the
law but merely stated what, in the Board's view, the faw was already.
The latter part of the clarification (as underlined above) indicated the
sub-item under which those hollow extrusions, which according to the

instructions, could not be deemed to be ‘Pipes and Tubes’, were to be
charged to duty.

T'he reference in the evidence tendered by the Chairman, Central
Board of Excise and Customs, before the Public Accounts Committee
about the applicability or otherwise of the clarificatory instructions to
carlier clearances (during the period prior to 1-3-64) apparently was to
this latter portion of the ruling. Since during the period prior to 1-3-64
extrustions as such were not covered under the then Item 27(b), extru-
sions other than pipes and tubes were not liable to pay any duty, though
the appropriate dutv on aluminium in anv aude form utilised in the
manufacture of such extrusions was recoverable which had all along been
rcalised. There has, therefore, been no shortlevy and the question of
eflecting any recovery would not, in these circumstances, arise.

Moreover, acceptance of the recommendations of the Public Accounts
Committee will amount to disregarding the advise of the technical experts
and the Ministry of Law. It will also mean disregarding the trade and
commercial usage of the terms supported by 185, and B.SS. Standards.
The alleged short-recovery during the period prior to 1-3-64, even if
accepted, stands no chance of realisation since recovery thereof is barred
by the statutory limit under rule 10 of the Central Excise Rules, 1944

The Minister {(Revenue and Expenditure) has approved of the stand
taken by the Ministry in their inability to accept the observations of the
Public Accounts Committee.

[F. No. 18;5;66.CX.1I)
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.o o ‘ MINISTRY OF FINANCE. .

Recommendations

The Commitlee feel that this was a deliberately devised and (planned
scheme lo evade tax and defraud the Government. They also feel that
Speciai care is necessary in assessing the companies of this group and
there should: be proper co-ordinalion between the Income-tax Officers
dealing with them,

The Commiitee regret to nole that in this case there was failure on
the part of the Income-tax Officer who assesses the company declaring the
dividend 1o verify that the company had filed a statutory return to this
effect as required under the law. The officer also failed to inform the
Income-tax Officer assessing the other companies to whom shares were
transferved about the declaration of dividend. The result was that the
Income-tax Officer assessing company No. 3 in whose name the dividends
stood credited on the crucial date and whose books were with the Special
Police Establishmeni, was not aware of the declaration of the dividend
while making the assessment on the basis of the previous year's income.
It is also regretiable thal the Income-tax Officer assessing the third com-
pany made unnecessary hurry in completing the assessment without looking
into the books of the company which were with the S.P.E. It is sur-
prising that the S.P.E. kept the hooks for secven years from September,
1955 1o September, 1962. It is also surprising that the Income-tax Officer
made no efforts either to oblain copies of relevant entries or inspect the
books while thex are in the S.P.E’s custody. .

The Committec note the remedial action taken by the Department
o establish better co-ordination among Income-tax Officers in communi.
cating the information about the declaration of dividends. Further, the
companies conirolled by the same group are concentrated in the same
charge at various stations. The Gommitlee desire that the Government
should consider what further measures ave necessary to prevent vecurrences
of such cases. They would also like 10 know the outcome of the present
case. The Committee suggest that necessary investigation should be made
to discover the possibility of collusion between the assessee Group of com.

panies and the revenue officers.

The Commillee also suggest that cases pertaining to the other com.
panies of this group referred to in this vase should be reviewed.

(S. No. 48, Paras 1.170. 1.171, 1.172 and 1.173 of Appendix XIV
to 46th Report of the Public Accounts Committee, 1965-66.]
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Action TAxen

The observations of the Committee in para 1.170 to 1.173 have been
noted by the Government, and have been brought to the notice of the
officers concerned. :

2. For proper. co-ordination in dealing with the cases of this group,
they have been centralised with one Income-tax Officer each in.three
Central Commissioners’ charges at Bombay, Calcutta and Delhi. The
Director of Inspection (Investigation) has been asked to supervise investi-
gations in this group of cases and report the progress. It may, however,
be observed that the circumstances in which the assessment was made do
not indicate any deliberate hurry in completing the assessment.

3. Enquiries are in progress to find out the real beneficiaries and
the final outcome will be intimated to the Committee. The possibility
of collusion between the assessce group of companies and the Revenue
Officers was examined and the Directorate of Inspection (Investigation)
have stated that there is no such indication.

4. The cases of other companies of this group are being reviewed.

5. In order to prevent recurrence of such cases, the question of
tightening up the provisions relating to filing of returns of dividends
declared and action against failure to file the same is being examined and
necessary instructions are being issued.

[Vetted by audit vide Comptroller & Auditor General’s D.O.
No. 371-Rev-A/200-66. 11 dated 2-2-1967.]

(F. No. 64/163/66-1T(Inv.)]

FURTHER INFORMATION

“It is proposed to assess the dividends in the hands of R R
SR as well as in the hands of six nominees as a protective measure.
Investigations regarding real ownership are not ver complete. Instructions
have been issued to complete the investigations early.

There will. however, be delav in completing the assessments as ac-
counts books of SR B EEB were scired in a search by the
Company Law Department in julv 1964 and are at present in the
custody of Calcutta High Court. We are moving the High Court
to allow us to inspect the books for purposes of assessment.

(2) Cases of this group have been centralised with 3 Income-tax
Officers, one cach in Central Commissioners’ Charges at Delhit Bombay
and Calcutta. A review is being made by examining the returns under
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section 19A of Income-tax Act, 1922/286 of Income-tax Act, 1961 as well
as records of the companies to check that items of large amounts of divi-
dends declared have been accounted for by the shareholders in their
respective assessments. Instructions have been issued to expedue the
review.

(3) The circular letters No. 64/163/66-1T(Inv.) dated 29-5-1967 con-
taining instructions were issued on the subject in this respect. A copy of
each of them is enclosed".

[Vetted by audit vide Comptroller & Auditor General's D.O.
No. 3384-Rev/200-66/111, dated 6-9-1967.}

[F. No. 64/168/66-IT(Inv.))

F. No. 64/163/66-I'T(Inv.)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 29th Maxy, 1967,
From

Shri G. R. Hegde.
Secretarv, Central Board of Direct Taxes.

To
All Commissioners of Income-tax.

SR,

SuvjecT.—Fvasion of income-lax by “blank (ransfer” of shares by com-
panies of the same group—Centralisation of cases—Instruc-
tions reg.

A case has come o the notice of the Board where income from
dividend declared by a company on a block of shares escaped assessment
Lo tax.

2. These shares were registered in the books of the company in the
name of three individuals, who transferred these shares under “blank
transfer” to three different companies B’ ‘C’ and ‘D’ of the same group in
quick succession. The shares were later on sold by company ‘D’ to
another company ‘E’, who ultimately assigned them to various individuals
belonging to that group. On the date when the dividend was declared,
the shares in question were held beneficially by Company ‘D’ although
the registered shareholders continued to be the three individuals as before.
The various individuals and companies involved in the above chain of
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transactions helong to a well known group of assessees. and at the material
time. were assessed by different Income-tax Officers at different places
and were observing different accounting periods for their assessments,
Although the various Income-tax Officers examined the question of assessa-
bility of the dividend income in the hands of the respective persons,
assessed by them, a concerted effort could not he made to find out the
real person/pcrsons in whose hands the dividend should be assessed, due
o lack of co-ordination among the different officers. The cases of this
group and other connected cases have now been centralised with one
Income-tax Officer each in three Central Commissioners’ charges at Bom-
bav, Calcutta and Dclhi for proper co-ordination of investigations.

.
. The Board desirve that the Income-tax Officers should be on their
guand against atempted tax evasion of the above nature. especially by
bigger groups of assessecs, whose cases are scattered at various places under
different Income-tax Officers. The Commissioners should, in particular
examine the cases of companies controlled by the same group and centra-
lise them with one o1 more Income-tax Officers so that there is proper
co-ordination among the Income-dax Officers dealing with them.

Yours faithfullv,
(Sd.) G. R. HEGDE.

Secretary, Central Board of Direct Taxes.

F. No. 64163 66-TT(Inv.)
GOVERNMENT OF Inoia
CENTRAL BOARD OF DIRECT TAXES

New Delhr, the 29th May, 1967.
FroM

Shri . R. Hegde.

Secretary, Central Board of Direct Taxes.
Six,

SURIECT. - Prosecntion undey section 276 tor not furnishing information
under section 286 regarding shave-holders to whom dividends
have been paid - - Dsiructions segarding.

Section 286 of the Incometan Act. 1961 read with Rule 17 of the
Income-tan Rules, 1962 enjoins on all principal officers of Companies to
file returns in the prescribed form on or before 15th June in each vear
showing the details of share-holders 0o whom dividends has have been
distributed during the preceding vear  Section 276 prescribes a fine of
Rs. 10 for every dav of delaulde in this respect.

251 LS/PACI67
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2. In a case, which came to the notice of the Audit, it was found
that due to the non-cuforcement of these provisions, huge loss to revenue
had resulted. I am, therefore, desired by the Board to request you to
instruct all the Income-tax Officers in vour charge dealing with the cases
of companies to verify whether returns are received from companies under
section 286 of the Income-tax Act, 1961 by the due date and if such returns
are not received, to proceed under section 276(b) of the Income-tax Act.

maintained in the office of cach Income-tax Officer dealing with company
1961. -

3. To watch the proper filing of these returns, a register should be
cases, showing the name and address of the company, the date an which
the return under section 286 was filed, and action taken for default. By
31st August, the Income-tax Officer should report to the Commissioner of
Income-tax all cases of defanlt with proposal for action under section
276/279. The Commissioner of Income-tax should apply his mind to each
case and give sanction under section 279, wherever called for. Prosecution
under section 276 should then he sanctioned. Commissioners of Income-
tax should ensure that compliance with the provisions of section 286 is
enforced.

4. Under the existing instructions where the returns are received,
the receiving Income-tax Ofhcer has 10 send the returns to the oftice of
the Commissioner of Income-tax who, in turn. issue intimation slips to
the Commissioners of Income-tax concerned.  However, in order 1o ensure
that bigger items of dividends are not lost sight of. in addition o reporting
through Commissionet’s of Income-tax Office as at present, the dividends
paid in excess of Rs, 25,000 to one share-holder should be communicated by
the Income-tax Officer assessing the company directly to the Income-tax
Officer assessing the share-holders and a note to this eflect should be made
in the ordersheet by the Income-tax Ofhcer assessing the company. The
Income-tax Officer assessing the share-holders should acknowledge the inti-
mation by communicating the G.LR. No. of the share-holder,

Yours faithfully.
(8d) G. R. HEGDF,

Secretary, Central Board of Direct Taxes.



APPENDIX 1V

Recommendations [ Qbservations to which Government have Furnished
Interim Replies.

MINISTRY OF FINANCE
Recommendation

The Committee regret to find that in the case of the five sugar
factories referred to in the Audit para, the Excise Officers disregarded
the Board’s orders which prohibiled the inclusion of not-fully manufac-
tured sugar in the production for the vear. The Commillee desire that
the question of taking action against the officers concerned should be
examined. Thev also desire that it should be ascertained from all the
Colleciorates, whether correct procedure was being followed in other sugar
factories. The Commitiee would also like to be informed of the result
of the appeal filed by the department in the High Court.

{S. No. 28, para 3.16 of Appendix XXI to 44th Report 1965-66.]

Acrion TakeN

The recommendations of the Public Accounts Commiittee contained
in para 3.16 of their report have been noted. Necessary action against
the concerned officers will be initiated after the decision in the appeal
filed by the Department in the Allahabad High Court against the judge-
ment delivered by the Civil Judge, Mecrut, in the case of Daurala Sugar
Mills. is known.  The Committee will also be apprised of the Allahabad
High Court's decision as soon as it is known.

2. As regards ascertaining the position from other Collectorates whe-
ther the correct procedure was being followed while granting rebate to the
sugar factories, the information is being collected and the Committee
will be informed of the outcome shordy.

(F. No. 15/13/66-CX1V ]

Recommendation

The Commiltee feel concerned over as many as 41 cases of omisston
to follow the Board instructiony in the same Collectorate resulling
a large amount of excess retund. The Committee would like to know
the outcome of the investigation into the matter by the Directorate of
Inspection and the action taken aganst the officers concerned.

[S. No. 47, parva 3.147 of Appendix XXI 1o $+4th Report 1965-66.)
187



188

ActioN TAKEN

The matter is under cxamination and further communication will
follow.

[F. No. 1/9/64-CX.11]

Recommendation

The Committee dealt with in same detail the mistakes resulting in
wrong computation of depreciation and developnien! yebates in para
24(a) and in para 29 of their 28th Report (Thivd Lok Sabha). They
regret to note that the number of cases in which mistakes were detected
in computing depreciation and development rebates admissible, increased
to 2089 involing an under assessment of tax lo the extent of Rs. 75497
lakhy as against 354 cases in 1968, tnvolving an amount of Rs. 2913 lakhs
and 673 casex in 1961, tnvoluing an amownt of Rs. 3338 lakhs. FEven
durtng evidence the witness stated that a review of such cases in the city
of Bombax has brought out mestakes tn 912 cases out of a total of 6,822
cases veviewed.  The amount tnvolved in these 912 cases was Rs. 24.23
lakhs. In view of the result of veview in Bombay the Committee suggest
that the Board should get special veview conducted tnoall other charges
also.  They swould like 1o be tnformed of the yesulls of such a special
review.

[S. No. 16, para 1.68 of Appendix XIV to the 46th Report. 1963-66.]

ACTION T AREN

As suggested by the Public Accounts Committee, orders have been
issued that a review should be conducted in all other charges abwo, with
a view to check the correctness o1 the calculations of development rebates
and depreciation allowance. The proposed review will cover the assess-
ments made during the fimancial vears 196162, 1962-63 and 196364 and
it will be confined to cases where the deprediation and development rebate
allowed in any asscssment is more than Rs. 10,000,

The result of the review will be intimated to the Committee as
carly as possible.

[Duly vetted by Audit, vide letter No. 4206-Rev. A /200-66-11,
dated 30.11.-1966.)

[F. No. 36,2864 1TT(ADII, dated 16-1-67.)
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Recommendation

‘ o e
The Committee would like to know the outcome of writ petition
filed by assessee in the High Court challenging the jurisdiction of the

P AR

Income-tax Officer to reopen the assessments for 1955-56 to 1958-59 involv-
ing tax effect of Rs. 9,96,928.

[S. No. 82, para 1.123 of Appendix XIV to the $6th Report, 1965-66.]

Acrion TakeN

‘The writ petition filed by the assessee in the High Court is still
pending. It has not come up for hearing so far.

(Duly vetted by Audit wide 1).0. No. 3266-Rev. 200-66. dated
21st September. 1966.]

[F. No. 36/15/64-1T(Al) dated 20.9.66.)

Recommendation

The Commiltee would like 1o know the outcome of the appeal filed
by the Commissioner of Income-tax before the Tribunal.

[S- No. 46, para 1.196 of Appendix XIV to the 46th Report. l!Ni.‘)-Gﬁ.].

Acrion TakEN

The T'ribunal has not so far disposed of the appeals in both the
cases. The decisions in the appeals will be intimated ay soon ay the
appeals are disposed by the Tribunal.

[Duly vetted by Audit. 1ude D.O. No. 3691-Rev A 1200 /66-11.
dated 20-10-66.)
[¥F No. 3628 64-IT(ADIL. dated 26-10-66.]



APPENDIX V

Summary of Main Conclusions{Recommendations

Serial
No.

Para No.

Ministry/Deptt. Conclusions/Recommendations
concerned

1.5

1.7

2.3

2.8

2.1

Finance The Committee desire that Government’s replies should be explicit and self
contained. In particular, where remedial measures are called for the details
of action taken or intended to be taken should be specifically spelt out.

Do. The Committee are glad to note that Government have now extended the statu-
tory audit to the Estate Duty, Wealth Tax and Gift Tax receipts and refunds,
and that the scope of audit in respect of these taxes will be the same as in the
case of Income Tax receipts and refunds.

Do. The Committee regret to note that the Ministry of Finance have taken a conside-
rably long time in scrutinizing the provisions of the Bill. They hope that the
Bill in question will now be drafted in consultation with the Ministry of Law
without any further delay and brought before Parliament as early as possible.

Do. The Committee would like to reiterate the observations contained in para 3.70
of their 44th Report. They desire that the question of setting up scparate
authorities for the exercise of judicial and executive functions in the Department
of Central Excise should be examined seriously in all its aspects and an early
decision taken.

Do. While the Committce do not desire to pursue the matter at this state, they feel
that in determining the rate of excise duty, Government should have taken into
account the market value of the end product, apart from technicalties involved.
In the present case as there was a rise in the value of extruded tubular pieces

5.

061



2.12

6 2.2

2.21

2.22

.23

Do.

Do.

Do,

Do.

the Committee feel that to charge the lowest rate of duty and treat them as
crude aluminium was no less inaccurate than to treat them as pipes and tubes.

The Committee note that the position has been rationalised from 28th February,
1965, by bringing all extruded sections including extruded pipes and tubes
under a single item of tariff attracting the higher rate of duty i.e. 10 per cent
ad valorem.

The Committee note that Government propose to assess the dividends in the
hands of the Company as well as in the hands of six nominess as a protective
measure and that instructions have been issued to comlete early investigations
regarding the real ownership of the shares on which dividends have been
distributed.

The Committee need hardly stress that Government should complete their inves-

tigations early and taken every care to ensure that the taxes due on the dividend -

received by beneficiaries are collected.

The Committee would also like to stress that the review of other companies in
the Group should be completed early so as to ensure that large amounts of divi-
dends declared have been accounted for by the share-holders in their income-tax
returns and tat taxes due on them have not been evaded.

The Committee would like Government to cnsure that the instructions issued
under the Central Board of Direct Taxes letters No. 64/163/66-IT (Inv) dated
dated the 29th May, 1967, on the subjects of the failure to furnish returns
under section 286 of Income Tax Act, 1961 and evasion of Income-Tax by
blank transfer of shares by companies of the sa megroup are strictly given effect
to by the Income-Tax Officers, so that cases of such a nature do not recur.

MGIPCBE -1 LS/PACIND/67-—Sec. 1—19-12-67 850
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Sl, Name of Agent Agency Sl Name of Agent Abgency
No. N No. .
19, Firma K.L. Mukhopadhyay, 82 29. Oxford Book & Stationery 68
61A, Banchharam Akrur Company, Scindia House,
Lane, Calcutta-12, Connaught  Place, New
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Rani  Jhansi Road, New
20, Jain Book Agency, Con- )| Delhi.
naught Place, New Delhi,
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21. Sat Narain & Sons, 3141, 3 48, Amrit Kaur Market,
Mchd, Ali Bazar, Mori Pahar Ganj, New Delta,
Gate, Delhi,
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22. Atma Ram & Sons, Kash- 9 Janpath, New Delhi,
mere Gate, Delhi-6.
X 33. Bookwell, 4 Sant Naran- 96
23. J. M. Jaina & Brothers, 11 kari Coleny, Kingsway
Mori Gate, Dethi. Camp, Delhi-9.
24. The Central News Agency, 15
23/90, Connaught Place,
New Delhi, MANIPUR
25. The English Book Store, 20 34. Shri N. Chaoba Singh, 77
7-1., Counaught  Circus, News Agent, Ramlal Paul
New Delhi. High School Annexe,
Imphal.
26, Lakshmi Book Store, 42, 23
h_(unicip:ﬂ‘ Market, Janpath,
New Delhi. AGENTS IN FOREIGN
COUNTRIES
27. Bahree Brothers, 188, Laj- 27
patras Market, Dethi-6, 35. The Secretary, Establish-
ment  Deparument, lhe
28, Javana Book Depot, Chap- 66 High Commisdion of India,

sarwala Kuan, Karol Bagh,
New Dethi.

ludia  House,  Aldwych,
LONDON, W.C.—2,
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