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INTROOUCl10N 
I, abe CWrpenoa of Ibe Standin, Committee on Finance (1995-96), havial 

been aulboriled by abe Committee to submit the Report on their behalf, p{eaent this 
'l'wnty Sccoad Report on ICtion tabn by Govirnmcnt on the recommendatioDl 
COIl_ned in the Biptb Report of the Committee ('Ienth Lok Sabha) on Survey, 
SoIrcb and Seizure 8perationa by the IDcomc-tax Department. 

2. The BiJbth Report wu presented to Lok Sabballaid in Rajya Sabha on 
10 Auplt. 1994. The Government furniabed the replies indicatin, action taken on 
all the recommendatiODl on 22 February, 1995. AI wide c:hanges were introduced in 
Ibe Income-tax Act tbroup the Finance Bill, 1995-96 with regard to assessment of 
aeuc:h cuea, the MiniItry of F'mance (l)epartment of Revenuo-Central Board of 
Direct Taxa) fumiabed the updated action tabn replica on 4 September, 1995. The 
draft Report wu conaidered and adopted by Ibe Committee at their sitting held on 
6 March, 1996. 

3. An analyaia of action taken by Government on the m:ommendations c:ontained 
in the Bisbtb Report of the Standinl Committee on F'mance ('Ienth Lok Sabha) is 
Jiven in the Appendix. 

4. For refereace facility and c:onvenience, the observations/recommendations of 
Ibe Committee have been printed in thic:k type in the body of the Report. 

NBW~; 
7 Marrh, 1996 

17, PMJ,IIIIII, 1917 (Sak4) 

MARAGATHAM CHANDRASBKHAR. 
Chairperson, 

Sttllldin, Co""";"ee on FiNutce. 



CHAPTER I 
REPORT 

1.1 1bia R..,art of Ibe StaDdin, Committee on Pinanc:e deals with Ibe 1CIi0ll 
taken by Government on the recommendatioaa contained in their BiJhtb Report 
(Tenth Lok Sabba) on Survey, Search and Seizure Operation. by the Income-tu 
Department which WII presented to Lok Sabha on 10 ADJUSt, 1994. 

1.2 Action Taken Notes have been received from the Government in respect of 
aU the thirteen recommendatioaa contained in the Report. Tbeae have been CIte.,. 
rized II follows:-

(i) RecommendationllObservations which bave been accepted by Gov-
ernment: SI. Nos. 1,2, 3,4,6, 7, 8, 9, 10 & 13. (Cbapfer D-TotaII0) 

(ii) RecommendationalObaervations which the Committee do not desire to 
pursue in view of Government's replies: SI. Nos. S and 11 (<llaptcr m-
Total 2) 

(iii) RecommendationlObacrvation in respect of Which reply of Government 
hu not been accepced by the Committee: SI. No. 12 (CuqJter IV-Total 1) 

(iv) Recommendation/Observation in respect of which final ~ply of the Gov-
ernment is still awaited: Nil (Chapter V-Nil) 

1.3 The CommIttee would like to emp ...... tbat palest baportuce .... to 
be .ttac:hecl to tile ImplementatioD of ncommeadatIoaa accepted by Goy .... 
meat. The Commlttee, therefore, tnut tbat Govel'lUDeDt would take upecUtloaI 
Itepa lD baplemeatIDt 1IIc:h recommeodatloaa. ID eaH It .. DOt ........ to imple-
ment the recommeodatioallD letter and spirit lor aay reuou the matter aboakI 
be reported to tile CommIttee ID time with I'eUODllor DOD-Implemeatatloa. 

1.4 The Committee will now deal with the action taken by Govemme.nt on some 
of their recommendatioDl. 
Survey Operation in small tOWllS and rural Grwu 

Recom ......... tIoa (SL No. J PI11'II No. 1.10) 
I.S With a view to brinsin8 affluent section of the population in anaIl townsilld 

rural areas within the tax net p1Idually, the Committee recollllDCnded II follow.: 
"In ~ply to a question ~Iardin, conductin, of surveys in small towns IIId 
rural areas to identify potential aasesseea, the Department stated in a writ-
ten note that steps bad been taken to brin, small towns within the ambit of 
surveys under Section 133B so that aftluent aectioaa of the population in 
these areas come within the tax net gradually. The Committee recomDWMI 
that sufficient work force and other infrastructural facilities needed for co. 
ductin, such surveys in these areas should be placed under the conuol of 
the Chief Commissioners concerned so that such areas can contribute· ai.-
nificandy towards ~venue collections. Specific surveys should also be bold 
for "lessin, the incomes of the mooey lenders, tranaporten, contnlcton 
and cradIn etc •• in rural .... amaIl townsilld mofullils." 

1 
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1.6 Tbo MiDiItry ofFiDanc:e, in their action taken reply have stated u foOows: 

"'Ill order to implement this recommendation. instructions have been inued 
eo CIIIY out surveys vis 133B, 133A (1) and 133A (5) to cover these JI'OUPI 
witbia • specific time frame by constituting special squads. A copy of letter 
d11iec125.8.94 containing these instructions is enclosed ... 

L7 '1111 C_· ......... "WItb _dIIaetIoa that ID order to Implemeat recom-
•• ~ ol tile CoamdU. coatalDed ill ...... 1.8 to 1.11 of their mpth 
....... Go.,......t ave ........... traetioa to all ChIef CommlaloDen of 
"111111 .. tollllllerlake IUI'ftJS by CODItItaUaa IpedaI teaIDI to cover taxable 
..... ol ... popuIatioa aad to IcIeDtify potential _.IIet! ill ....... towaa ad 
........ ...- to ........ the aIIIueDt HCtiOD of the populatloa ID theIe areu witbID 
......... ,... CommlUee would Uke to be appriled oftbe prop-ea achieved ID 
... s.n., 0peraU0. c:oudue&ed durina 1995-96 auder the varioul provllloaa 
ol ... laDs. to Ad, 1961 the amouut of tax eYUiou uuI the Dumber of Dew 
_nn. detected durIua the year aud the follow-up actiOD takeD, witbba a 
,...... oIrk ....... of the praeutatiou of the Report. 

P,nrIiuiIJIJ/Dr auintlnce of a lawyer tIItd tlbolition of ccuh Reward Sy8tem 

Rec:oBUDeDdatiou (SL No. 11 PIII'G 2.13) 

1.8 To eliminate the posibility of use of any fon:e or duress. the Committee had 
mconUMDded that the asseSICC whose premiscs were being searched should be per-
IDiaed..to have the UliltaDCC of a lawyer, by way af bis presence only. The lawyer 
IbouId DOt be allowed to apeak or instruct the asSCSICC when his statement was to be 
NCOI'CIed.IfIbD ltatcment on oath was contrary to or inconsistent with the facti found 
• a aault of the search, the penal consequences UDder the .Act or under any other law 
rbou1d be iDialled aad punued. 

1.91a their reply, the Ministry of Fmancc have Jtated that the recommendation of 
die Committee baa been noted. The law, however, does not require that a lawyer should 
be allowed aurin, search and sei7.urc opcndon 

1.10 n.e eo...IUee reiterate tbdr fttC'OIIUIM'IIdtiou that the __ w ..... 
......... an ....... rean:bed IbouId be permitted to aft a"-nee of a lawyer 
.., wa1 01l1li pn.IDee ouIy. 

Stl/e,UIJIfb jor leiud (Users tmd payment of compensation for lUI) damDge to 1M 
PTfJlMI'ty durin, learch. 

Recoauueudatlou (SL No. 12, ,..,. No. 2.14) 

1.11 Tbc Committee bad suggested that proper safequards sbould be taken 
iwprdin, reized assets to ensure that tbcy did not deteriorate. change in charlcter or 
Ibape while in custody of the Income-tax Depn. The time limit set for return of 
boob of accounts and documents. etc. to the assessee should also be strictly observed. 
Aay damaae caused to the property of the assessee in course of the search, where no 
iDcriminatin, evidence bad been found. should be made good by the Department. 
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1.121be Ministry of Finance (Deptt. of Revenue) in their action taken reply have 
stated as follows:-

The I.T. Act provides that no books of account and other documents can be 
retained for a period excecdin, 30 days after all the proceedings under the 
I. T. Act in respect of the yean for which the books of account or other docu-
ments are relevant are completed. Thus books of account and other docu-
ments seized during the course of search are released iinmcdiatcly after com-
pletion of all the proceedings. It is another matter that this process may take 
unduly long time due to dilatory tactics adopted by asscssees in such cases. It 
may also be mentioned that the usessce do request for and they are given 
photocopies of books and documents soon after seizure.The Department also 
takes adequate steps to bcp the seized asseta in safe custody. These are 
normally kept in strong rooms of the Department or with banks etc.AI far as 
damage to the property is concerned, the Department may not be held liable 
for any damagCl' caused in course of the search, since search and seizure is a 
sovereign function of the State and any action 10 taken is no the buis of • 
bona-fide belief.Any malafide action, if 10 held by the Court, may be dealt 
with as per the order of the Court". 

1.13 In their reply on the recommendation of the Committee for payment of com-
pensation to the assessee for any damage caused to his property during search, the 
Ministry of Finance (Deptt. of Revcnue) have stared that Department may not be held 
liable for any damages caused in course of the search, since search and seizure is • 
sovereign function of the State and any action 10 taken is on the buis of a bona-fUk 
belief. Any malafide action, if so held by the Court, may be dealt with as per the order 
of the Court. 

1.14 The Committee an DOt .tIwW with the repIJ funaIIbed b, the MiIIIm1. 
It Is the coasidered oplDioa of the CoauDlttee that power of IeU'Cb aad ...... 
JrIUltecl to the DepartmeDt .... atnordlaarJ power to be ..... om, In uc:ep-
tiouI circumstances obIerfIaa aD ~ for ....... tabalaalalmea to the _e.e. 

The Committee are also Jlven to andentMd that '" mal·flde acdoIa, If 10 
held by the Court, may be dealt with .. per the order of the Court. The CoauaIt· 
tee In their earlier Report bave I"eCOIIIIDeDded the payment 01 compe_doa for 
.. y dama,e caused to the property of the __ ee dllliDa the coune oIleUCb 
only In the event 'where DO lncrlmlnatlna evidence .... been found'. The eo.-
mlttee are not In favour 01 .. __ ee 10 .... to a Court of law aplnst the De-
partment for pro .. 'maIaftde actioD' and leeidnl compensation for ........ e 
caBled to bII property durlna IeUCb.Ia the laterat ofJ-*e and t.irneII to the 
__ ee .. also to avoid w .. tqe 01 eMIlY and ... 01 vaIaabIe time In IepI 
battles, the Committee reiterate their recGIDIIlaIdada that ''any ........ ' caa.ed 
to the property of the ua_ee In the eoune 01", 'where DO lncrlmlnatiDI 
e'riclence bas been found' should be made pod by the Department". Jutke and 
equity also demand that a apeciflc provision may be lncorponted In the IDcoaIe-
to Act on thII matter 10 that __ ee need not haft to bock at the doon 01 the 
Court for Justice. 



CIIAPI'EJt D 

1lBCOMMBNDA110NSIOBSBRVA110NS WlUCH HAVE BBBN ACCBPIBD 
BY nIB GOVERNMENT 

ReeoauaeadaIIoa (SL No.. I, Para 1.8) 
The Committee were, however, unable to reach any conclusion re,ardiq the 

efliCICy and usefulness of these surveys, since the number of new auesaeea added I 
detected were not only as a result of survey. but, as stated by the Ministry, these 
figures also included accretions as a result of presumptive tax sc:heme, verification 
of information by the Central Information Branches etc. It was not clear from the 
reply of the Ministry whether these figures also included the normal increase in the 
number of assessees due to voluntary filing of tax returns. 

Reply of tile Govenuneat 
The Commiucc's comments have been noted. Surveys have substantially helped 

the DeplB1ment in increasing the number of tax payers. But for these surveys, the 
nauaber of new asscssees voluntarily filing the returns. would have been much smaller. 
However. in view of the recommendation. the existing proforma for reporting on sur-
veys and new assessees has been modified to disclose separately the returns received 
on account of surveys. 
[Ministry of Fianancc, Department of Revenue, CeRtrai Board of Direct Taxes O.M. 
No. 286/122A 93-IT (Inv.m Dated 21 February, 1995.] 

Recoauaeadadoa (SL No. 2, Para 1.9) 

The Commiucc regret to note that statistics regarding the number of new assessees 
diIcovcred as a result of surveys i. not separately available. In view of the position 
uplaincd, the Committee are inclined to believe that there is little correlation be-
tween the number of surveys conducted and the new assessees added. The Committee 
are surprised to note that such information is not being compiled and are at a loss to 
understand how in the absence of this data, the effectiveness of surveys is being moni-
tored. The Commiucc note that inspite of wide powers available to the Income-tax 
Department under Sections I 33A( I), I 33A(S) and 133B of the Income- tax Act, 1961. 
Ihese surveys have not fulfilled the targetted objectives. It appears that the Depart-
ment has laid more emphasis on completion of quantitative targets for conducting 
surveys than on the qualitative aspect and results of such surveys. The Committee 
recommend that tfse information collected tbrouJh surveys should be suitably classi-
fied and utiliied in checking casca of tax evasion as wel~ as bringing new assessees 
to the tax net. In their view, there are a number of "bard to tax" groups comprising 
of traders, manufacturers, contractors, tninaport operators,' professionals and other 
groups. who do not maintain proper accounts. making it difficult for the Department 
to impose tax on them. The Committee rccomm'Cnd that the Income-tax Department 
should carT)' out comprehensive survey. to ICC that they are taxed properly. 
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Reply 01 the Go .......... 

The c:ommenta of the Committee are noted. 
As mentioned in reply to 1.8 the statistical proforma regarding surveys and 

new assessees hid been suitably modified with effect from August. 1994. The 
field authorities have been directed to fumiJh the information in the reviled 
proforma from August, 1994 and onwards. 

In order to ensure proper taxation of the '11ard to tax group". it has been 
deci~ that these groups will be covered systematically in surveys u Is 1338. 
It has also been decided that wherever such groups have already been covered 
and the income declared in returns arc not commensurate with the level of 
business activities. they may be selected for specific surveys u I s 133A(l). 

[Ministry of Finance. Department of Revenue. Central Board of Direct Taxes O.M. 
No. 286/122AJ93- IT (lnv. IT) dated 21 February. 1995] 

RecoauaeadadoD (SL N~, Pan 1.10) 
In reply to a question regardinl conductiol of surveys in small towns and rural 

areas to identify potential assessees. the Department stated in a written note that steps 
hid been taken to bring small towns within the ambit of surveys under section 133B so 
that amoent sections of the population in these areas come within the tax net gradu-
ally. The Committee recommend that sufficient work force and other infrasttuctural 
flCilities needed for conducting such surveys in ~ areas should be placed under 
the control of the Chief Commissioners concerned so thet such areas can contribute 
aipificandy towards ~venue collections. SpecifiC surveys should also be held for 
_ing the incomes of the money leDden. transporters. contractors and traderS etc., 
in rural areas. smaI1 towns and mofussils. 

Reply 01 the GoftnllDellt 

In order to implement this recommendation. instructions have been issued to 
carry out surveys uls 133B. 133A(l) and 133A(5) to cover these groups within • 
apecific time-frame by constituting special squads. A copy of letter dated 25.8.94 
containing these instructions is enclosed. (Annexure). 
(Miniltry of Finance. Department of Revenue. Central Board of Direct Taxes O.M. 
No. 286/122A 193 - IT (lnv. IT) dated 21 February. 1995] 

CommenD 01 the CommIttee 

Plcue Ie, para No.1. 7 of the Chapter I of the Report. 
Recommendation (SI. No.4. para 1.11) 

To make full use of the infonnation collected by the Income-tax Departmeal 
cbroup such surveys, the Committee recommend that and effective management 
information system should be introduced for storinl. analysing and use of the infor-
madoa collected. Steps should be taken within a definite time frame to computcrile 
the unita under Central Information Branches. In view of the Committee, effective 
coordination among the em units will go a long way in the full utilisation aad 
diuomination of information for usc by the assessing officers, multinl in higher tax 
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revenue. by checkiq of tax evasion IIld Iddition in the number of as .... e. on 
account of such surveys. 

RepI, 01 tile GoftnuaeDt 
Following this recommendation. Ministry is working on a large scale programme 

of computcrisation in the Income-tax Department, including 'Computerisation of the 
em information system. This major pin from computerisation would be that I.T. 
Department would be able to CoUate. verify aDd transmit information to the assessing 
officer expeditiously. 
(Ministry of Finance. Department of.Revenuc. Central Board of Direct Taxes O.M. 

No. 2861122A193-IT (lnv. m. dated 21 February, 1995] 
R ............... ·tton (81. No.·6. pan l.I) 

Another irresistible conclusion that the Committee have drawn is that in spite of 
such extensive powers with the IDcollll>tax Department, the parallel economy has 
proliferated without any checb. The very need for conducting 10 many searches and 
seizures points out to a system of tax coUection that is as ineffective is it is archaic. 
The Committee would. therefore. lib to emphasise that a thorou,h overhaul of the 
system of direct taxes is needed which ahould be baaed more on voluntary compli· 
ance. In the view of the Committee. such a system will have to be simple, reasonable 
i1d convenient from the aaaeasee'. ifandpoint as we)). Efforts should also be made to 
identify industries which serve as a breediD. pound for black money for proper 
surveillance and,remedial measures by way of appropriate legislation and rationali-
Wion of rules reJatin. thereto. 

RepIJ 01 the GoftnUMllt 
Durin, the year 1993-94. the I.T. Department conducted a total of S026 searches. 

This is a very small percentqe (say O.04CJ1) of the total number of effective asaesaeea 
of 117.73 lakhs as on 31.3.94. Moreover, this fiJUI'C represents the number of war-
nota executed. The number of poupa searched would be much less in number, espe-
cially when we consider that on an avenae 15 to 20 warrants are iuued and executed 
in course of search operation of a JI'OUP. Tbcrefore. it cannot be said that the number 
of searches conducted is unusually large. 

At the same time, the Board is conaeiOUI that the department should progressively 
use non obatrusive methods to detect concealed income. This will require studies of 
various segments of economy and efficient infonnation system on computen. The 
lpeCial investi.ation wing of the I. T. Deptt. carries out ltUdies of different industries 
ia a particular line of businen aDd prepares reports re.ardin. the modus operandi 
.oopted by these induatriealindustrial houses to evade taxes. 1beae studies are cir-
culated for. the benefit of the Aaaeuin. 0fIicera. The DWtcr re.ardin. computeriaa-
tion of information system has been dealt with in pari 1.11. 

Further in order to make the procedare of aaaeumcnt of search cases simple, effi-
cient and reasonable, a new procedure for assessment of undiacloaecl income deter-
mined as a result of search uls 132 or requisition uls 132A, has been broupt into the 
I.T. Act with effect from 1.7.95. UncIcr the new procedure. the UDdiacloaecl income 
detected as a result of any search initialed Ill' requisitioa made after 30.6.95 shall be 
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assessed as the income of the block period comprisin. of ten previous yea'I priar to 
the previous year in which the search was conducted and also the period fill .. 
current previous year upto the date of search. The undisclosed income .. IIOCI ..... 
be charged to tax at the rare of sixty per cent and no intmat or peulty would be 
attracted. 

While the objective of the Department is to place incrcuin. reliaoce OIl va......, 
compliance the latter cannot succeed without a built in mechanism for • de..- ~ 
deterrence in cases of recalcitrant taxpayers. The proportion of taxpaycn 8CtaI ... 
potential being subjected to the provisions of searches uJs 132 and surveys uIII33A 
(I) is extremely small compared to the taxpayer population. The cueI .. IOIected 
for search after due deliberations and painstakin. enquiries. The DeW procecIuIe far 
search uscssments is also dcsiped to simplify the mcthodololY for ~ 
of tax evaded incomes and to reduce proloaged Iiti,.uOll by makiDa the tax IInICUn 
reasonablc and cfficicnt. 
[Ministry of Finance. Department of Revenue. Central Board of Direct 'IUea OX 

No. 2861122A193-IT (!nv. m dated 4 Sept.aber.1995J 
Reeoamaeadadoa (SL No. 7. pan 1.') 

To deal with persistent and 18l'8c scalc tax cvlden. the ,CommiUee. boWwr. 
recommend that searches and seizures should be carried out wilbout iabibitldaa 
ud taken to their lopcal conclusion prompdy. That due care is to be taba while 
lUtborisin. and carryin. out such action hu also been laid down by die coudI ill 
vmous cases. 

Reply 01 the GoYel'lUDellt 

The recommendations of the Committee have been noted. Accordiaa to·,..,. 
lions of the I.T. Act. a wurant for search action is nonnaIIy iuued It vfIfY Jqb level 
i.c. by the Director of Incomc-tax (Inv.) or Commissioner of Incomo-tu oaIy. 'Ibe 
warrant can be iuued only when he hu reason to believe that a penoIl .... DOt « 
would not produce boob or docUDlCnts if notice/summons is luued to him or dill" 
is in possession of cash, jcwcUcry or other valuablc articlc or tbilJp which haw ... 
been of would not be wholly or partly disclosed for the purpoICI of Ibe At::t. 'I1a 
authorisation of search i, justifiable before the courts and, tbereforo, .ctequate ... 
cautions are taken before iuuance of warrant. 

1be Central Board of Direct Taxes baa been iuuin. directioas from lime to dIDo 
far expeditious dispoIal of search cues. POr takinl the.scare_ to their Jopcal ead. 
Ibe CBDT baa issued instructions for monitoring of search & seizure cueI by ..... 
ofIicen of the department such as OCIT and err. 

In order to brin. the search and seizure actions tG.tbeir lopcal concluaJ. .. 
promptly and also to curb lou of valuablc time in lelal battles. a, concept of "baa 
period" assessmcnt for search and seizure cases baa been brouJbt into force by 
PiIlallQ Act, 1995 w.c.f. 1.7.95. Under the DeW procedure the total undisclo;eeclia-
come of a person sball be assessed as the income of the block period consistiD8 of ... 
previous years prior to the previous year in which the search wu coaducted IDd Il1o 
the period of the curreDt previoul year upto Ibe date of search. '!be order ~ __ 
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IROnt for the block period ahaIl be passed by usouin. officer DOt below the rank of 
aD AIIiltaDt Commiuioner of Income Tax. within one year from the end of the 
moath in which the lat of the search warrants wa executed. Further the order of 
.... ment for the block period shall be passed ooly with the prior approval of the 
Commissioner of Income Tax. Appeal against such order shall lie before the Income 
Tax Appellate Tribunal. ' 
[MiniItry of Finance. Department of Revenue. Central Board of Direct Taxes O.M. 

No. 2861122A193-IT (Iov. m dated 4 September. 1995) 
RecommeadatioD (81. No. 8, pan 1.10) 

In the view of the Committee. larJe scale evaders .hould not be given shelter or 
proIeCtion ~ influential comers. if such search and seizure is intended to be a real 
deterrenL Search and seizure .hould also be quickly followed up by summary assess-
ment under section 132 (5) and thereafter by regular ascument and, in appropriate 
cues by imposiol penalties and also by prosecution. 

Reply 01 tbe Govel'lUDellt 

The aforesaid matters are being already followed by I.T. Department in such 
cues. The searches are auth0riscd and conducted objectively u per provisions of the 
I.T. Act, summary orders uls 132(5) are passed within 120 days from (he date of the 
seizure and tbese summary orders are followed up by regular assessments. Recourse 
to penalty and prosecution is also being taken in appropriate cues as per existing 
provilions of the law. 

Further in order to make searches yield revenue expeditiously and to reduce litiga-
tion. the special procedure introduced w.e.f. 1.7.95 provides that the undisclosed in-
come detected as a result of any search initiated or requistion made after 30.6.95 shall 
be auessed separately a income of the block period consistinl of ten previous years 
prior to the previOUJ year in whicb the search wa conducted and also the period of the 
current previous year upto the date of search. The time limit for passing order for 
block period is prescribed to be one year from the end of the month in which the liast 
of the search warrants wa executed. 
[Ministry of Finance. Department of Reyenue. Central Board of Direct Taxes O.M. 
No. 2861122A193-IT (Iov.1I) dated 4 September. 1995) 

RecOlDlDeadadon (SI. No.9, Para 1.11) 

Since the power to search the premises of a person and to seize his books of 
~nts. cub. jewellery. bullion undoubtedly amounts to a infraction of the funda-
mental ript of pcrsonallibcrty and freedom suarantecd by the Constitution of India 
it Miould be scrupulously seen that the power is not exercised maliciously or vindic-
tively or for coUatcral purposes. However. it cannot can be denied that in the face of 
Iarp scale tax evasion and black-money corroding our economy. luch power of search 
and seizure bas to continue as a ilcccssary evil. 1be Committee. therefore. recom-
mend that authoriti~ conducting the search may enter upon the premises only on a 
proper authorisation to be issued only by the Chief Commissioner himself; after a 
full application of mind. The Committee. suggest that luch power should neither be 
ielegated nor exercised in a routine manner. 1bc officers empowered to conduct the 



IOaI'Ch IIlUIt not be below the rank of Deputy Co.mmiuioner or Auistant C0mmis-
sioner. In the conduct of IOaI'Ch and seiDe. there should be no distinction between 
an ardinIII)' usessee and a Oovernment official. The premises of revenue officials or 
persons holding high efficcs should also be searched in appropriate cases where 
there i. reliable information and evidence on the basis of which a belief can reason-
ably be formed that the officer has large unaccounted wealth either in his name or 
benami. The conduct of Oovernment officials who Ire carryill( out searche. and 
seizures should also be kept under watch. 

Reply 01 the Goftl'lUlleDt 

The recommendation. of the Committee are beina practiced in lener and spirit 
AI provided in the I.T. Act a search and aciDe operation is authorised by the OOITI 
cerr. OITICIT. The OOITIDCIT Ire empowered to issue search warrants but by 
executive orders. their power has been restricted to issuing consequential search war-
rants. The searches are authorised only when conditions precedent to such authorisa-
tion are satisfied. The I.T. Act empowers Assi.tant Commissioners and the Income-
Tax Officer to carry out scan::hcs. The actual conduct of the search is normally moni-
tored by the OOIT (lnv.) from control room. 

The searches are not discriminatory in nature. Any person. in respect of whom. 
the Department has reason to believe that the conditions precedent to authorisation 
of search are satisfied. may be subjected to search action. While conducting the 
search action. the officials of Income-fu Department follow the norms (ground 
rules) laid down in this regard. 
[Ministry of Finance. Department of Revenue. Central Board of Direct fues O.M. 
No. 2861122A193-IT (lnv. m dated 21 Februauy. 1995] 

Recommend.doD (SL No. 10 ..... 2.12) 

It has often been complained that several methods are used to extract confession. 
such u direct and indirect intimidation and other unreuonable behaviour. It is often 
reported that even permission to contact anyone else or leave premises to attend 
urpnt matters is not sranted by the searchinl team. It is also sometimes complained 
that any person found in the premisoi at the time of search are kept in detention or 
confmement and none of them is allowed to leave the premises. In the connection. 
the Committee recommend that the uscssce or the person. who is in the building at 
the time of search should be asked to make a statement on oath in relation to the 
auets and documents found in the course of the scan::h. If a .tatement is made 011 
oath. no effort should be made by the officers in extracting a confessional statement 
The Committee also wish to make it clear that the Income-tax autboriti~ have DO 
power of arrest and one the statement on oath has been recorded, permission to leave 
the premises should not normally be denied. A copy of the statement made on oath 
and copy of warrant of authorisation. should also be given to the person making the 
statement. 

Reply of the Goftl'lUlleDt 

I. T. offici .... carrying out scan::h and seizure operations. foUow the norms (around 
rules) set out in this regard. However. the DIGIT Ind DdT (lnv.) have been directed 
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to ensure that the authorised officers do not twua or coerce the assessee to make • 
confeuionai statement. If Illy aberration comea to notice. action is taken a,ainst the 
concerned official(s). 

It is admiued that Income-Tu authorities do not have the power to arrest a 
penon. However. the perlon searcbed hu to remain in the premiJea till his state-
ment is recorded. As noted by tho Committee. his statement is to be recorded on oath 
in relation to the auetI and documents found in coune of the seaR:h. Hence, the 
statement can be recorded only after physical search of the premises is completed. 
This would mean that the person concerned would have to remain in the premiseI 
till the physical search is complete and his atatement hu been recorded. 

The Department makes a copy of the statement available to the penon searched 
when it is bein, used &pinst him. As far as the copy of-the warrant is concemecl. 
it need not be Jiven to abe penon present in the premiJea in view of the decisioa 
of various High Courts. Warrant is an authorisation to officials of the I. T. Department 
to make a search. and DOt • notice to the assessee. However. its contents are incar-
porated in the Pancbnama, which is made available to the assessee whose premises 
are searched. 

[Ministry of Finance, Department of Revenue. Central Board of Direct 'lUes O.M. 
No. 2861122A193-IT (lnv. m dated 21 February, 1995] 

.......... doD (SL No. 13, Pan 2.15) 

In the view of the Committee, the ~ 'IU Depanment should evolve a de-
pendable intormation system and for this, it should work in ....... with otbcr apD-
cies such as bub. financial institutions and State Revenue AuthoriticslO that search 
and seizures are restricted to cases of large scale tax evasion only. 

RepIf 01 the Go.., .......... 
Over a period of time, the J.T. Department has been fee1inS • need for proper 

information system for preparin, adequate data bank. The mauer has been taken up 
with bantin, autboritica for fumishin, requisite information. The Department is 
Il1o workin, on computerisation of its information system. 
[Ministry of Fmance. Department of Revenue, CenInl BOII'd of Direct 1Uea OX 
No. 2861122A193-rr lInv. m dated 21 Februarv. 19951 



CllAPTERm 
RECOMMENDATIONS/OBSERVATIONS WlDCH TIlE COMMITI'EE 

00 NOT DESIRE TO PURSUE IN VIEW OF 
TIlE GOVERNMENTS REPLIES 

Recommend.doa (81. No. 5 Pan 1.7) 

As per infonnation furnished by the Ministry of Finance the number of searches 
made and concealed income surrendered durinl the last four years is as follows:-

Financial year 

1990-91 
1991-92 
1992-93 
1993-94 

No. of searches 
carried out 

.5474 
3468 
4777 
5026 

Amountofconccaled 
income surrendered 

(RI. in lakhs) 

32800.76 
18835.43 
SOI0S.12 
44882.87 

when asked to state the amount of tax collected due to search and seizures during the 
same period. the Ministry stated that final tax liabiHty of an assessee is detennined 
on finalisation of appeals at different levels. viz. the Commissioner of Income-tax 
(Appeals). the I.T.A.T. the High Court and the Supreme Court. Hence. it was not 
pouible to ascertain the exte~t of tax collected. which is directly relatable to Ial'Cb 
IDd seizure. 

In thiJ connection. the Committee Ire unhappy to note that as in the cue of sur-
Vey •• DOt even an estimate is available regarding the tax collected which is attribut-
able to searc:hea and seizurea. Notwitbatanding the administrative difficulties in-
volved which the Committee fully apppreciate. they arc of the view that ptoper IDd 
suitable methods mUit be evolved to collect such data by means of a proper Man.,. 
ment Information system. which would also equip the Department with the required 
data for proper decision making. 

In this resard. the Committee are of the view that suitable c:omputerisation of 
operations is indispensable. The Comptroller and Auditor General of India in his re-
port on Revenue Receipts and Directs Taxes for the year ended 31 March. 1993 bas 
alao pointed out that out of a total number of 16S09 search cases durinl a five year 
period (1988-89 to 1992-93) examined. orders under Section 132(5) were passed 
only in 113S8 cases and the fate of the remaininl SI$'I cases was not known. The 
Report bas alao pointed out that larse variations were noticed in the income estimated 
in interim orders passed under section 132(5) detenninin, tax liability. appraisal re-
ports of investilation willi which conducts the searches. and income finally deter-
mined in replar assessment sUliesting that either the estimates were wild or the as-
lCSIDlenti were not heinl carefully fnmed. Out of the total 10.358 cases where final 

11 
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IIIOIIment wu completed durina the five year period. 6636 as_lDIen" indicated 
lOme concealed income and in the rest of 3712 cuea. DO CODCealed income was 
detected or established. Another important revelation iI that the Department initi-
ated prosecution proceedings in leu than three per cent of CBICI assigned to investi-
plion circles and only in a negligible number of cUes. could convictions be ~ 
IIIiDed. Tbe report further staled that even in cues where tax demand wu raised, 
recovery was not beinB vigorously pursued. 

All the above deficiencies clearly indicate the need for • critical review of the 
.,.aem 10 make searcbea and seizure lCI'Ve fully the purpose that they are designed for. 

Replj ~ abe Goftl'lllDellt 

It is true that data regarding gains to revenue from search and seizure OperatiODI 
iI not maintaiDed separately. This may not be feasible in the present manual.system 
as che cues 10 duouJh various stages of uscssment and appeal over a long period of 
time. This can be done if the whole data is kept on computen &: updated from limo 10 
time. The Ministry ofF'mance iI working on a large scale programme of computerisa-
doD in the IDcome-tax Department This would include management of data regarding 
search and seizure, consequential assessments and actu81 gains to revenue due to search 
and seizure operations. 

With regard to observations of C&AG that in a number of cues 132(S) orden 
were not paued, it is clarified that order uls 132(5) need not be passed in respectof 
alCh warrant executed. The law requires an order uls 132(S) only in such CBICI 
where cub, jeweUery or valuable etc., has been seized. Thus, such an order would 
DOt be there where no such seizure is made. No order uls 132(S) can be pending 
since they have to be statutorily completed within 120 days from the date of seizure 
ad no such cue has come to the notice of the Board. The appraiaal report as well .. 
order pused ull 132(5) are only interim measures. The appraisal report evaluates 
the evidence found in She iearc:h and indicates the line of investigation to be taken up 
by tile Assessing Officcrl. 'I1Ic order ull 132(5) is a summary order passed within 
120 days from the date of siezure, estimating the undisclosed income and tax liabil-
ity of the penon searched on the basis of prima-facie examination of the seized 
maIerials. This order iI passed mainly to ensure that the seized use .. are retained 
only to the extent required for collection of taxes and the surplus may not remain 
with the I. T. Dcpu. beyond 120 days of the seizure. In contrast, an aslCSSment order 
determines the total income of the assease on the basil of the return of income, the 
material found in the coone of search, and any explanation and further evidence 
furnished by the assessee. The assessment order is passed after detailed investigation 
and after giving due opportunity to the usessee to explain his position. Thus, thiJ 
order iI in the nature of a quasi- judicial order, fastenin, a fixed tax liability on .tbe 
aueasee . .lfence, there may be variations between the income determined in the reJUlar 
aueument vLr-a-vis the income summarily estimated in the appriasal report and in 
order uls ·132(5)." 

The reasonr for non-detection of concealment in 3'" of the cases and launchina 
proMCUtion in only nealiJible number of cases may be many. In the cue af a search, 
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~ may be DOled only in the hIDds of a few memben of the pOup. Even 
Ibea, penalty lad proIeCutiOll would not lie if the IIICUee makes • valid disclOllUe 
uI. 132(4) and paya tax. WbB a declaration uI. 132(4) of the I.T. Act baa bcIeo 
.... and the income, 10 decllred, is alIO reflected in the return filed subsequent to 
.... 1III'Ch, thoro will be liaJe or no ICOpO for furIber addition or detection of COIlCCIII-
!DIIlt by the AssessiDI Officer. As • rcault, the 1II00see would pin immunity from 
impoIition of penalty for concealment in accordance with the provisions of Explana-
tion 5 to SectiOll 271(t)(c) of the I.T. Act, Consequentially the IlBeSsee would alIO 
,ain immunity from proscc:ution. Accordinlly, the percentale of prosecutions 
launched to the ,.arches conducted is bound to be low. As far as conviction is con-
cemecl, the matter fall. within the jurisdiction of the COW'll. The experience of the 
LT. Department in this re,ard is that due to heavy work load, the COW'll are unable to 
diapoIe of the complaints expeditiously. 

[MiniJ1ly of.Finance, Department of Revenue, Central Board of Direct Taxes O.M. 
No. 286/122A193-IT (lnv.n) dated 21 February, 1995] 

a ...... mendadOD (SL No. 11 pan 113) 

To eliminate the possibility of use of any force or duress, the Committee recom-
mend that the assessee whose premises are being searched should be permitted to 
have the assistance of a lawyer, by way of his presence only. 'The lawyer should not 
'be allowed to speak or instruct the assessee when his statement is recorded. If the 
statement on oath is contrary to or inconsistent with die facts found II a result of the 
search, the penal consequences under the Act or under any other law should be 
initiated and pursued. The Committee also recommend that the system of givina 
cash rewards on the basis of search should be given up forthwith and indirect incen-
tives by way of promotions. increments and other forms of benefits etc. should be 
brou,ht in vogue. 

Reply of the GovenuneDt 

'The recommendation of the Committee regarding presence of lawyer during search 
has been noted. The law, however, does not require that a lawyer should be allowed 
during search & seizure operation. 

The observation that the sysiCm of givin, cash rewards on the basis of search 
should be given up forthwith, is based on frequent complaints that the authoriled 
officers extract confessional statements and make unwarranted se~zures for the pur-
polO of getting a reward. In this connection. it is clarified that such rewards are 
JrIIlted on the basis of the additional income offered by the assessee in his return 
and additional tax collected as a consequence of a search action. Even if a person is 
"forced" to make a disclosure, he is free to withdraw ~ same. Such disclosure has 
no meaning unless and until the additional income is intluded in the retum(s) and 
the ume is brought to tax after the search' action. 

It is nOlCworthy that five eminent Memben of the Committee have recorded a 
note of dissent specifically with regard to this particular recommendation. n., 
ha" Itated that the overzea1ouaneu of the officials can be avoided if rewantil .. 
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laIed to the 'net tax amount' and not to the dcclll'llion of the incomclwealth at the 
time of search &: seizure. This. in fact. is being done at present. 
[Ministry of Finance. Department of Revenue. Central Board of Direct Taxes O.M. 
No. 286112VJ93-IT (lnv. ll) dated 21 February. 1995) 

Commeatl 01 the CommIttee 
PleaIe '" para No. 1.10 of the Chapccr I of the Report. 



CIIAPTEIlIV 

RBCOMMBNDATIONJOBSBRVATION IN RESPECT Of WlDCH REPLY OF 
11IE GOVERNMENT HAS NOT BBBN ACCBPrED BY 11IE COMMITTBB 

Recommeadadoa (81. No. 12 Pua 2.14) 
The Committee sUIJOIl that proper lifeguards should be taken regarding seized 

Ulets to eDlW"e that they do not deteriorate, change in chaneter or shape while in 
custody of the Income-tax DcputmcnL The time-limit set for return of books of .c-
counts and documents, etc. to the assessee should also be stticdy obIcrved. Any dmn-
.. caused to the property of the assessee in counc of the search, wberc no incrimi-
nating evidence has been found, should be made good by the DcpIrtmcnL 

ActIoankeD 
The I.T: Act provides that no books of account and other documents can be 

retained for a period exceeding 30 days after all the proceedings under the I.T. Act in 
respect of ~ years for which the books of account or other documents arc relevant 
arc completed. Thus books of account and other documents seized during the course 
of search arc released immediately after completion of all the proceedings. It is an-
other matter that this process may take unduly long time due to dilatory tactic. 
adopted by ~essecs in such cases. It may also be mentioned that the assessee do 
request for and they arc given photocopies of books and documents soon after seizure. 

The department also takes adequate steps to keep the seized assets in safe custody. 
1besc arc normally kept in strong rooms of the department or with banks etc. 

As far as damage to the property is concerned, the Department may not be held 
liable for any damages caused in course of the search, since search and seizure is a 
sovereign function of the State and any ..:tion so taken is on the basis of a bonafide 
belief. 

Any malafide ..:tion, if so held by the Court, may be dealt with as per the order of 
the Court. 
[Ministry of F'mance, Department of Revenue, Central Board of Direct Taxes, O.M. 
No. 2861122A193-IT (lnv.m, Dated 21 February, 1995] 

ConuDeDIi of.the CoaIIDIUee 

Pleuc I •• Para No. 1.14 of the CbIptcr I of tile Repon. 



CllAPTERV 

RBCOMMBNDATIONIOBSERVATION IN RBSPBCT OP WHICH PINAL 
REPLY OF nIB OOVBRNMENT IS STnL AWArI'ED 

NIWDBua; 
7 Mam., /996 

17 PhDl,1UIIJ, /9J7 (SMa) 

-NIL-

MARAOATHAM CHANDRASBICHAR, 
Clttlirpenon, 

Stand in, Corrunitue Oft FiMnce. 
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MINt.J'mS OF THE SlTI'ING OF THE STANDING COMMrITBE ON' 
FINANCE .i; 

The Committee sat on Wednesday, 6 March, 1996 from 1500 brs. to 1601b.·.. . 
Smt. Maragatham Chandruckhar - CItai".rJtJII ~ . .... 

LoIc Sob"" . 
2. Dr. K.V.R. Chowdaly 
3. Shri Prithviraj D. Chvan 
4. Shri S.B. SidnaJ 
S. Shri P.C. Chacko 
6. Shri B. Akber Pasha 
7. Shri Sushil Chandra Vanna 
8. Shri Jeewan Sharma 
9. Shri Harin Pathak 
10. Shri Nirmal Kanti Chatterjee 
11. Prof. Susanta Chakraborty 
12. Shri Bhogendra Jha 
13. Shri George Fernandes 
14. Shri Kadambur M.R. JanardI)anan 

RajytJ Sob"" 
IS. Shri Salish AgarwaJ 
16. Dr. Shrikant Ramchandra Jichkar 
17. Shri Rajubhai A. Parmar 
18. Shri T. Venkatram Reddy 

1. Smt. Roli Srivastava 
2. Shri K.L. Narang 
3. Shri C.S. Joon 

SBaUn'AIlIAT 

Joint Sec~tary 

Deputy Sec~tary 

UNleT Sec~tary 

...,. 
'. 

2. The Committee considered their draft Report on lICtion taken by Govcnment 
011 the recommendations contained in Bipth Report of the Standing Co~ on 
Finance on Survey, Search and Seizure Operations'by the Income-1U ~ent 
and adopted it. 

3. The Committee authorised the ChairpenoD to finalise and present thelteport 
to both the Houses of Parliament. 

77ae CtHrenai&, then adjourned. 
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To, 

Sir. 

P.No; 414199193-rI'(lnv.1) 
Government of India 
Miaiatry of PiuDce 

DepIdmeat of Revenue 
Centnl Board of Direct Tax. 

ANNEXURE 

New Delhi. the 25th Au .... " 1994 

All CUef Conuniuiooen of Income-Tax. 
Subject:~1tZIIding CCHrIIfIltke Oft FiNmce-

Recorrunendatiolu OfI-lUrveyl. 

The StaJldinl Committee on FinaDce (1994-9'). 10th Lok Sabha. have 
examined abe auney.1eII'Cb and seiDR operations undcItabn by the Income-tax 
DepartmeaL They have forwarded their 8th Report in AuJUl" 1994. The report baa 
made valuable cooclusioulrccommeadaliona in abe matter. In thia reprd I am directed 
to enclote copiea of Pans 1.8. 1.9. 1.10 and 1.11 of the report reprdinl Survey 
0perati0bl. 

2. To pve effoct to the recommendationa contained in para 1.9 it bas been 
decided to revile the statistical report on -lUI'Vey and DeW UIeIICeS". Thil'ia done 
to obtain infonaationlCpll'8lely on new Ulelleel UDder the Presumptive Tax Scheme. 
detected on account of lUl'Veys and otben. A revised proforma ia enclosed. It is 
requested that the information for AulUlt. 1994 and lubsequcnt months may be 
fumiahed in the revised proforma. The report for Au .... " 1994 ia due on S.9.1994. 

3. Para 1.9 also contains recommendation reprdillJ '1fard to Tax" Group. 
compriainl of trIden. manuflCtUren; contncton. tmiiport operaton. profeaaionala 
and other poops who do.DOt maintain proper accounts. It baa been decided that:-

(i) 'Ibeac poupI abould be fully covered under aoctiOli 133B in a ayatcmatic 
manner. it some of these ... sees have DOt been covered already. abe 
work of surveys under IOCtion 133B in Ibis reprd may be completed b.1 
31.12.1994. 

(li) .Tho retuma oftbele _.leOl may becuminedprlma1acie IDd wheneVS' 
income declared in retuma il DOt commenaurate with the level ofbuaiDeaa 
activity. the caaea may be coniidered for specific lurveyl ander aoction 
133A(1) iD conaultation with the D.C.I.T. 
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4. In para 1.10 the Committee hu recommended that lteps Should be liken to 
identify potential aucuees in lmall towns and rural ~ 10 that aftluont section of 
the population in these areu come within the tax net. In this connection, it hu been 
decided that:-

(i) 'IbeIe area may be covered under section 133B by 30.3.1995 by consti-
tutiDllpecial squads. 

(ii) Surveyl under section 133A( 1) may also be conducted on selective basil 
in consultation with the DCrr for ucenainin. the comet income of c0m-
paratively aftluont sections of the population. 

5. The dctailI of the propamme in this reprd may kindly be intimated to the BOIId 
by 30.9.1994 by way of a..,.... D.O. letter to the Member (invcsti.ation). 

Yours faithfully, 

SdI-
(K.1t VYAWAHARB) 
Under Secretary (lnv.1) 

Bocl: Reviled proforma reprdiDllurvcy and new aIICIICCI. 

Copy to All Dirccton Oeoeral of Inc:ome-1U (lnv.), for information. 

SdI-
(It It VYAWAHARB) 
(Under Secretary mV.1) 



DIe on Sth of the 
foQawinl month 

REVISED PROFORMA 

OFFICE OF nm CHIEF COMMISSIONER OF INCOME-TAX 
idtPoRl' ON SURVEY a: NEW ASSESSES FOR TIlE MONTH OF __ 

SI.No. 

SURVEYS 
1. No. of premiscs surveyed tlIa 

133A(1). 
2. No. ofpremiscs surveyed uls 133B. 
3. New Aa_ees 

Cbalanl paid under presumptive tax 
scheme. 

4.- Returns received on account of 
surveys. 

S.' Others 
6. Total (3+4+5) 
7. Out of 6, uscssccs who have filed 

returDI of taxable income below one 
lakh. 

8.·~ Out of 6, USCISCCS who ba, .. filed 
, returns of taxable income of Rs. 1 
4, lakh or above. 

9. No. ~f New Wealth tax UlellCCl 
who have filed retuma. 

I>urina 
the 
month 

20 

UplOthe 
endoftbe 
monrh 

Correspondins 
period oflal 
year 



APPENDIX 
(Vide PIra 4 of the IDIroductiOD) 

AnDlyl" uf till Action TaUlI hy GoHmmelll 011 1M iUcoIPIIMndmioru ~ 
in tlte Eighth Report uf thI SIlUtding Co""";"'. 011 FiMIIc. (Telllh Lot Sob"") 011 

"Survey, Search 0Nl S.ilU,. OpertJlionl by thlllICorM-tax DepartrMlII'. 

1. 
2. 

Total number of recommeDdations 
R.ecommendatiODIIObIervations which have been 
eccepted by the Government (VUk Recommenda-
tioaa at SI. NOI. 1,2, 3,4,6, 7, 8,9, 10 and 13) 

Total ~ of Total 
13 
10 76.92~ 

3. Rf'lCOII'D"'IUIODIIObIervations whicb the Commit- 2 15."'1> 
tee do not deaiIe to pursue in view of the Govern-
ment', replica (VUk R.ecomlMlMlationa at SI. NOI. 
,and 11) 

... RecommendatiODlOblervatiOll in respect of which 1 7. "JIOCIJ 
reply of GovernJDDDt baa Dot been ICCCpted by the 
Committee (WM Recommendation at SI. No. 12) 

,. RecommendatiODlOblervatiOll in respect of w6icb final reply of 0 
O.()()CI, 
GovCI'DIIlCnt is atilIawaited (WM Recommeadation at 
SI. No. Nil) 
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