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INTRODUCTION 

I, the Chairman of the Public Accounts Committee as authorised 
by the Committee do present on their behalf this Eighty-Seventh 
Report of the Committee (Fifth Lok Sabha) on Chapter IV of the 
Report of the Comptroller and Auditor General of India for the 
year 1970-71, Union Government (Civil), Revenue Receipts, relat-
ing to Income Tax. 

2. The Report of the Comptroller and Auditor General of India 
for the year 1970-71, Union Government (Civil), Revenue Receipts 
was laid on the Table of the House on the 14th April, 1972. The 
Committee examined the paragraphs relating to Income-tax at their 
sittings held on the 27th October, 1972 (After-Noon) and 30th Octo-
ber, 1972 (both fore-noon and after-noon). This Report was consi-
dered and finalised by the Committee at their sitting held on the 
24th April, 1973 (Fore-Noon). Minutes of the sittings from part II· 
of the Report. 

3. A statement showing the summary of the main conclusions I 
recommendations of the Committee is appended to the Report (Ap-
pendix IV). For facility of reference, these have been printed in 
thick type in the body of the Report. 

4. The Committee place on record their appreciation of the assis-
tance rendered to them in the examination of these paragraphs by 
the Comptroller and Auditor General of India. 

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

. NEW DELHI; 

24th April, 1973. ____ -0-

4th VaiBaka, 1895 (S.) 

ERA SEZHIYAN, 
Chairman. 

Public Account. Committee. 

--_.,----------------------
-Not printed. er ~ ed copy laid on the Table of the HOUle and fiW copies 

plac;l(( in the Parliament • 

(v) 



CHAPTER I 

-CORPORATION TAX AND TAXES ON INCOME OTHER THAN 
CORPORATION TAX, 

Audit Paragraph 

1.1. (i) The total proceeds from both Corporation Tax and Taxes 
on income oUler than Corporation Tax (excluding the portion of 
Income-tax which was assigned to the State Governments) for the 
year 1970-71 amounted to Rs, 484,50 crores, The figures for the 
three years 1968-69, 1969-70 and 1970-71 are as follows: 

--------... -.------. 
1968-69 1969-70 1970-71 

Taxes on income other than Corporation Tax (Groas 
proceeds) 378'47 448'45 473' 1,7 

Deduct share of not proceeds assigned to States 194'51 z93'III 359'09 
------------

NET 183'96 ISS'27 114'08 

Add Corporation Tax 199'77 3S3'39 37P'S2 --
483'73 ,08'66 414'60 

------. ~ ,

The gross receipts under Taxes on Income other than Corporation 
Tax during 1970-71 went up by Rs, 24,72 crores when comparea 
with the 1'eceipts during 1969-70, The collections of Corporation 
Tax during the same period registered an increase of Rs. 17,13 
crores, 

(U) The total number of assessees in the books of the depart-
ment as on 31st March, 1971 was 30,12,570.· As compared to the pre-
vious year ending 31st March, 1970 there was a rise of 1,02,229 cases. 
The figures status-wise are: 

I J ,.,.. ,'.·r· ... 

HiDdu Undivided family 

Pirms 

Companies 

Others 

, 

-"._-------
As on As on 

3utMarch. 311t March, 
1970 1971 

•  I 

23,65.76, . , ~ 

1.49.77.5· I,SI,695 . 

3.50,879 3,87,433 

27,734 28,221 

16,188 19.452 

29,10,341 ]0,12,.570 -------------_._------_._--------

. 
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(iii) Category-wise number of assessees is indicated in the fol-
lowing table:-

Business cases having income over Rs. 2S,000 

Business cases having income over Rs. 7,500 'but 
not exceeding Rs. 25,000 . 

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

All other cases except those mentioned in category 
below and refund cases 

Government salary cases and non-Government 
salary cases below Rs. 18,000 

TOTAL 

As on 
3ISt March, 
1970 

1,61,485 

1,60,c09 

3,67,233 

12,22,767 

9,98,847t 

------
29,10,341 

As on 
31st March, 
1971 

1,77,553;-

1,68,187 

3,86,517 

12,64.091: 

1 0, , ~ , 

------
30,12,570 

[Paragraph 42 of the C. & A.G. of India for the Year 1970-71 Union Govetrrr.o p' 

(Civil) Revenue Receipts] 

1.2. The total number of assessees in the books of the Depart-
ment as on 31st March, 1971 was 30,12,570. The corresponding 
position as On 31st March, 1970 was 29,10,341. The status-wise split up, 
of the increalleof 1,02,229 in the number of assessees is as follows:-

Individual8 

H.U.F. 

Firms 

m~e  

Others 

I ncrea8e in the 
number of cueII 

36,SS4 

487 

3,264 
1,o22a9 

1.3. About 60 per cent of the number of assessees occurred in 
the category of individuals. Asked why the number of company 
assessees had not increased as much as the increase in the indivi-
dual cases, the Ministry, in a note stated that Director of Inspection 
(RS&P) was undertaking a study to look into this phenomenon ancI. 
his findings would be communicated in due course.' 

-------------------
tIncludea 'No demand'. Salary cases numbcrinl 3,95,3S4. 
tlncludes 'No demand' Salary cases numberina 3,69,76,. 
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1.4. The total number of assessees borne on the books of the 
Department as on 31st March, 1971 was 30,12,570 as against 29,10,341 
as on 31st March, 1970. About 60 per cent of the increase in the 
number of assessees occurred in the category of 'individuals'. The 
number of company assessees did not show any significant in-
crease. The Director of Inspection is stated to be looking into this. 
Phenomenon. The Committee would await his findings. 



Collection of Surcltarge (Union) 

t· 5 11le details of variations under the various minor heads for the years 1969-70 and 1970-71 are indiad:ed in the fonowing e ie ~ 

(In laths ~  

1969-70 1970-71 

Budget Actuals Increase Percentage Budget Actuals Increase Pen:entage 
im~ e  (+ ) of Estimates po. ) of ' 

Shortfan variation Shortfall \'ariation 
(-) ~r 

• •  •  • • • • •  • 
IV. Tues t'n JIKCIU Olt.rr 1hz; COI(OI,ticn T,x 

(i) Ordinary collections· 3,39,21 4,17,97 78,76 z3-zZ 4,06,50 4>43,65 37,15 9'14 oil 

Cn) Surcharae (Unk.n) U,59 17,88 5,z9 4:1.oz 16,z5 17,18 93 5'72 

• • • • • • • • - • 
. _---------

-The actuals lIpinst Ordinary collections include receipts under minor head 'Receipts in Hngland'. 

Fara 6 0( the ~ ort of the Comptroller and Auditor General of India for the year 1970-71, Union Government (Civil), Revenue Receipts). 
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1.&. The Committee pointed out that for the year 1970-71, Budget 
Estimates for surcharge (Union) were Rs. 16.25 crores and the 
actuals were 17.18 crores whereas the ordinary tax collection shown 
as per Budget Estimates amounted to Rs. 406.50 crores and actuals 
amounted to Rs. 443.65 crores. The Committee were of the view 
that the Sur-charge (Union) should be around 10 per cent of the tax 
which would amount to over Rs. 40 crores. The Committee desired 
to know whether surcharge on Income-tax. as given in the Budget 
Estimates and actual calculations was the proper amount in accor-
dance with the Act. 

l.7. The Committee also wanted to know as to why the Budget 
Estimates should not at least be in line with the actual rate of sur-
cbarge. The Member, CBDT stated: "The assessments completed 
during 1970-71 may be of 1970-71 or may be of earlier years also." 

1.8. The Finance Secretary added: "If I understand you correct-
ly, the point is if some of it getting wrongly classitled and going into 
ordinary income"tax oalculations, then it is not forming part of sur"" 
oharge. which goes tel Union. Now, anstead of that, you say, we put 
the whole of it in one and then deduct surcharge from that .... We 
may find a solution. There is one point more that is that the rate 
of ~r e is different upto Rs. 15,000, It ill 10 percent and above 
Re. 15,0001-it is 15 percent." 

1.9. The Ministry, in a note, stated: 
I. ." . 

"The rate of 10 per cent surchargecm Income-tax was introduced 
only in 1969-70 and the ordinary collections of Income-tax for 1970-
71 referred to by the Committee would also include the collections 
relating to other earlier years (upto 1968-69) for whi .~ he surcharge 
was leviable at varying rates. SecpQdly, upto 1969-7.0 the poai-
tion was that the amount relating to advance tax was tlrst credited 
to the minor-head "Advance payment of tax" and thereafter on 
completion of the assessment the amount relating to the surcharge 
(Union) was transferred to sub-head "Surcharge Union". As such, 
the amounts credited to the sub-head "Surcharge Union" would 
mostly represent the amount transferred from the head "Advance 
payment of tax" on completion of assessments. In terms of Board's 
Instruction No. 10111969 dated 27-8-1969 the collection of Income-
tax with effect from 1969-70 is not to be credited to the head "Ad-
vance payment of tax", but is to be split up into two parts--one 
representing Advance payment of Income-tax and the other repre-
senting advance PBvment of surcharge and accounted for separately 
nuder distinct sub·heads-"Advance payment of tax"-"Income-tax" 
and "Advance payment of tax surcharge (Union)". Since for advance 
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tax payments, blank challans are issued without indicating m~­

tax and Surcharge payable respectively, it appears that the proper 
classification of the advance tax between the lncome-tax and Sur-
charge (Union) has not been made by assessees while filling in the 
challan and almost the entire collection has been put by them under 
Income-tax head. 

In this connection, it may be stated that the budget estimates 
for these minor heads are attempted on the basis of actual collec-
tions for the previous year and also the actual collections for the 
first six months of the current year. Since the actual collections 
and surcharge (Union) is less than 10 per cent of the ordinary col-
lections for the two reasons mentioned above, the budget estimates. 
also ae<:ordingly fall short of 10 per cent. To avoid mis-classifica-· 
tion the Board are devising methods which will be intimatai when. 
finalised." 

1.10. The budiet estimates and actuals of sureharge (Union for' 
the year 1970-71 were as. 16.25 crores and as. 17.18 crores respec-
tively. As thesurchar.e is a minimum of 10 per cent of tax and' 
the estimated tax collections and the actuals were Rs. 406.50 crores-
and Rs. 443.65 . crores respectively the surcbarp estimates and' 
actuals should have exceeded Rs. 40 crores. It is obvious that esti.-
mates have not been prepared with care and there has misclauift-
cation on a large scale. As it ailects the Union's share of ineome-
tax receipts suitable method should be devised to classify and ac-' 
count for the sucharge c01'l'eetly. 

COst oj collection.. 

1.11. The Committee learnt from Audit that the cost of collection' 
for the years 1967-68 to 1970-71 was as follows:-

--------
Year 

1967-68' 

1968-69 

. 1969-70 . . ,. 

~., ... -
GrO\lll Expcntliture on 

eollectionA collection. 
(Ra, in 
crores) 

636'40 11'70 

678'24 13'40 . 

801·84 15'77 

843'69 [8'89 

1.12. B ~ wee  1967-68 .and 1970-71 though the revenue had gone 
up only b," about a:J' per cent the cost ()f collection had gone up by' 
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61 per celt. Further, for the year 1970-71 the percentage of expen-
(:titure on collection to total revenues collected was 2.2 whereas in 
earlier years the percentage remained less than 2. 

1.13. The number of Income-tax Officers engaged on assessments 
during the financial years 1957-58 to 1970-71 as intimated by the 
Ministry to the Committee last year were as follows: 

.... "*""'t 

Year No. of I.T.O.s on 
BSatssmtnt t:uty ----

1957-58 112f! 

1958-59 lISII 

1959-60 1238 

1960-61 1253 

1961-62 1%89 

1962-63 1306 
1963-64 1334 

1964-65 1429 

1965-66 1548 

1966-67 J64H 

1967-68 1701 

1968-69 1912 

1969-70 2056 

1970-7 1 2234 

1.14. The Committee pointed out that the cost of. collections of 
revenue of Rs. 843.69 crores during 1970-71 amounted to Rs. 18.89 
crores. For the collection of revenue of Rs. 636.40 crores in 1967-68 
the Department expended Rs. 11.70 crores. Though the revenue had 
gone up by only 33 per cent between the two periods 1967-68 and 
1970-71, the expenditure on collection went up by 61 per cent. The 
Committee enquired whether the Ministry looked into the dispropor-
tionate increase in the cost of collection and if. so, the proposals that 
had been formulated to bring down the percentage of cost of collec-
tion. The Finance Secretary stated: "In the last 12 years, starting 
with 2.1 per cent it came down to 1.8 per cent, 1.3 per cent and again 
went up. Justification cannot be sought for one year. If a period 
of five to eight years is taken into account, it. would be a better in-
dication .... what I am saying is that if this is projected for a few 
more years, the increase in staft' may not be in the same proportions, 
but the return of collections mlY be higher." 
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1.15. In reply to a question, the witness added: "1 would submit 
that advance tax payment has not reduced the work of the Income-
tax Officer, when he has to review the total income-tax collections 
in the following year." 

: .16. The Ministry in a note further stated: 

"Between 1967-68 and 1970-71, the cost of collection of Corpora-
tion Tax and Taxes on Income etc. rose from Rs. 11.70 crores to 
Rs. 18.89 crores or by Rs. 7.19 crores. The annual rise was the 
highest during 1970-71 when it was Rs. 3.12 crores; it was Rs. 2.37 
crores during 1969-70 and only Rs. 1.70 crores in 1968-69. The in-
crease in cost of collection over the period 1967-68 to 1970-71 was 
highlighted in a study made in December, 1971. 

The heavy increase during 1970-71 and 1969-70 was mainly for 
the following reasons: 

(i) During 1970-71 a sum of Rs. 94.92 lakhs was paid as In-
terim Relief sanctioned by the Government with effect 
from 1st March, 1970. 

(ii) 3,822 new posts were cre.3ted during 1969-70 and another 
865 were created during 1970-71 with a, view to meet the 
growing requirements of the Department. 

The impact of the expansion during these two years was felt during 
1971-72. For the year 1971-72 the figure of expenditure on the col-
lection of Corporation Tax and Taxes on Income etc. is not separ-
ately known. However, Jrovisional figure of the total amount of 
expenditure during 1971-72 for the collection of all Direct Taxes I 
Duty is lts. 21.44 crores. The corresponding figure for the year 
1970-71 is Rs. 19.43 crores. There wa·5, thus, an increase of Rs. 2.01 
crores in expenditure or an increase of 10.3 per cent. Collections 
on account of all the Direct Taxes during 1971-72 were Rs. 1.041 
crores while the corresponding figure for 1970-71 was Rs. 865 crores 
(both the figures are provisional) .. This shows an increase of Rs. 176 
crores or 20 per cent. It will, therefore, be soon that while during 
the period 1967-68 to 1970-71 the percentage increase in expenditure 
was almost double of the percentage increase in revenue the per-
cenhge increase in revenue during 1971-72 was a.pproximately 
double of the percentage increase in expenditure." 

1.17. The. Committee pointed out that the percentage of collection 
to total revenues for 1970-71 was 2.2 whereas for the earlier years the 
percentage was less than 2 and wanted to know whether the Board' 
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had formulated or contemplated any scheme by which the work 
could be qUickened and the cost of collection decreased. The Chair-
man, Central Board of Direct Taxes stated: "In the last one year 
we have taken steps to see that the assessments are completed at 
least under the summary assessment scheme. This time we have 
gone a step further and have sent officers to the spot to help the 
assessees and make assessments on the spot. This is a new pro-
gramme we have started with a view to see that a large number of 
tax-payers pay their ta.xes as early3s possible. The emphasis has 
been changed a little and this is an important change we are bring-
ing about in the case of investigations, because we would like to 
safeguard the interellts of Government and see that people do not 
aeceive, with the result that bigaer cases are directed to be thorough-
ly investigated and strong ~ i  i8. to be taken wherever necessary. 
Our central investigation takes up, on an average, a hundred Clises 
a year. I have 'studied both the U.K. and U.S. organisations and 
nowhere in the World this job of investigJition is allowed to be done 
in more than two or three or at the most five cases. Investigation 
of big cases involves many aspects; it is a long-term trial with the 
tax-payers. If such big cases are thoroughly investj gated , it acts 
as a deterrent to the others. Now, we have therefore directed our 
Central Commissioners that we'will not press them for a cert.fn 
number of cases but we will be satisfied if they do these investiga-
tions thoroughlYllndbring the tax.-payel'li tobaok. Now this num-
ber, especially bigger cageS, may go down but by the end of next 
yea.r We might expect ·Jt'lore disposals. We have recently re ~d a 
Director.ate for Organisation and Management which will study all 
these problems and see and ascertain even the workload, within the 
funds what could be expected from him, the type of CBlles And other 
things:" 

1.18. The Committee pointed out that in paragraph 58 (v) of the 
Audit Report, the category-wise split up of 3'3&essments completed 
during 1970-71 was ·shown as ,under: 
--.----------

I. Business cases having income ~r Rs. 2S,000 
II. Buorinel9 ~  having ir.oome over Rs. IS,ooo but not 

exceeding Rs. 2S,000 
III. Businc,s cut's havina income over Rs. 7,SOO but not 

exceeding Rs. IS,ooo. 

IV. AU other cases except in item V b<'low 

V. Small Income scheme cases, Government salary cue. etc., 

TOTAl. 

No. of 
aSieumen ts 
completed 

2,21,817 

4·93,R:U 

16,79.7011 

~.~.  ~ . 
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1.19. Category I and II cases account for only 13 per cent of total 
assessments completed. The balance 87 per cent account for cases 
with incomes less than Rs. 15,000, salary cases etc. 

1.20. The Committee wanted to know the number of Income-tax 
· Officers required for completion of category I a.nd II assessments 
totalling 4,64,339 as per the standard prescribed by the Department. 

· The Committee also desired to know the approximate revenue in-
volved in these 4,64,339 cases and also the approximate expenditure 
incurred on toe deployment of the Income-tax Officers required for 
completion of 4,64,339 assessments. The Ministry in R. note stated: 

"No criteria have been prescribed for the disposal expected from 
the officers in terms of the number of assessments. Standards re-
ga.rding disposal of assessments in forms of standard units h.ave, 
however, been prescribed. 

The number of units involved in category I and category II 
·assessments disposed of in 1970-71 cannot be easily worked out as 
· separate figures for the disposal of company cases where income 
assessed r.anged between Rs. 5 lakhs and Rs. 15 lakhs and above a·nd 
non-company cases where income assessed ranged between Rs. 1 
lakh and Rs. 5 lakhs and Rs. 5 lakhs and above are not :l.vailable. 
The number of officers deployed would depend upon the class and 
experience of officers to whom category I .and category n cases are 
assigned for disposal In view of these difficulties the number of 

· officers required for the disposal of 4,64,339 category I and category 
II assessments cannot easily be worked out. 

The demand raised in respect of category I and category II assess-
"ments is entered in the Demand and Collection Register by and 
'I.T.O . .along with the disposal of other cases. No separate record 
'is kept with rega,rd to the demand raised in respect of category r 
and category rr cases alone. It would, therefore, take incommen-

'surate labour and time to get the information regarding revenue 
involved in these cases from the field officers who do not have it in 
readily available form. 

The approximate expenditure that would be incurred on the 
deployment of ITOs required for the completion of 4,64,339 ca.tegory 
·1 and category II assessments cannot be worke,!i out for the above 
'reasons. The expenditure on the salary of the !TOB concerned would 
\ depend upon their class and length of service. Moreover. as the 
-exact number of officers required for completion of these assess-
ments cannot be worked out the staff requirement etc. can also not 
.be wor1"f!d '1ut." 
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1.21. The Committee were given to understand by Audit that the 
Ministry with their letter dated 28th June, 1972 furnished the status-
wise and category-Wise amount of tax collected during 1969-70 and 
1970-71 as under: 

------------
Status-wise 1969-70 1970-71 

(In crores ofrupees) 
Individual 

H. U. F. 

Firms 

Companies 

Others . 

------" -_._--------
Category-wise 

Garlgory 1 

B ~i e  cues hlving income over RI. 2S,ooO 

Caulory . . 
B'lsineS8 cases having income over Rs. IS,ooO but not exceed-
ing Rs. 2S,000 

Category 111 

'Bu9in(:88 cases having income over Rs. 7 Sao but nOHxceed· 
ing Rs. IS,OOO 

Category IV 

All other cascs exc:pt those mentioned in catelory below 
and refund caSeR 

Category V 

,G;,wrnment salary Cll8etl and nOll-Government salary case. 
bdow Rs. 18,000 

TOTAL 

284'90 308'71 

27'98 32'66 

63'S8 66'19 

3so'36 373'40 

6'19 7'S6 

733'01 788'S2 

1969-70 1970-71 

(In crore, of rupees 

449'36 497'02 

106'40 110'73 

57'01 59'36 

76'00 71'62 

44'24 49'79 

733'01 788'52 

Category I and n cues accounted for 77 per cent of total re-
!¥enues, The remaining categories accounted for the balance 23 
per cent of total collections. 

Evaluation of work of Income-ta,x Officer 

1.22. The CommIttee deiired to lmow the number of Clsel which 
an Income-tax Oftlcer normally expected to finalise tu a financial 
)-ear and the revenue be wu wpposed to collect for the Exchequer 
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in a year. The Chairman, Central Board of re ~ 'Didres 'stated: 
l-There cannQt be ,any question of r~ e e to· be' ocill.decl by '.an 
Income';'tax Officer. The normal ..xpectation ~,~·. i e 

Income-tax 'Officer Class I is expected to give about·,SOO· stlridard. 
units. In case of Income-tax. Officer Class II, the expectation is'. 
aoove 250 .... These are the minimum standards .... The Commis-
sioners are to evaluate the performance of each Income-tax Officer.'" 

1.23. When asked to explain the standard units, the Ministry in 
a note, stated as follows: 

"Standard Unit is a unit for measuring the work done by the· 
Income-tax Officer. The unit is fixed as shown below: 

For Assessment Work 

Caterory I: 

<a) Non-compan,y cases: 

Income over Rs. 25.000 but not exccedir,g Rs. I lakh 

Income over Rs. J lakh but nOl ex<x.'cding Rs. S lakhs'. 

Income over Rs. 5 luhs'. 

(b) Compan,y cases: 

Income ov, r Rs. 25,000 but not exceeding Rs. 5 lakhs . 

Income over Rs. 5 lakhs but not exceeJing Rs. IS lakhs 

Income over Rs. ~ )uhs 

Caterory II 4 cases are equal to 

Caterory III I 8 C118es arc equal to 

Ca'erory IV: I S cases are equal to . 

Category V 

.  I unit 

2 units 

3 units 

I unit 

2 units 

3 units 

1 S. U. 

I S. U. 

1 S.U. 

I S.U. 

1.24. The Committee enquired in how many cases the Income.. 
tax Officers exceeded the departmental/Board's expectations. The' 
witness deposed: "Whether he has reached the expectations or not, 
is left to the judgment of the Commissioner." 

1.25. The Corrimittee wanted to know whether the Board had 
any Job Evaluation Cell and if so, any e~er  d~ pf the evalua-
tion of the efficiency of the Income-tax Officers was made as per the' 
,,.tandard unitIJ pres,odbed by the Departtne!nt, with -s ,view to . cJa8sify 
them. !rhe ,witne18 stated: "Not in that way .. That is:left to the 
Commissioners. fie looks to . the pedDrmance of· eaeh individual 
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Income-tax. OIiter· befbl'e he' writes his confidentials .... The . !loard 
lay. down thel ;plllicy .. and'· the Commislidneh' are' tafbllow...· . 

~, . ~ ','. ! t: "'j ,'.1: 

• .1.26, The::MiniJIVy i~.  note svbmitted.to tlI.e CommitUJe'stated: 
. ~h~e ,i~, ~ ,  ~ ~ . m Cell.iA the. Board aad the work;:of.-the 
offiQers;is. ~, ~~  their superiors on the basis of (i) the officer's 
output in terms of units prescribed by the BoaM and (ii) 'the quality 
of the oftlceE's work." 

1.27 .. The Conunitwe desired ~e furnishe4 with a detailed 
notejstateIl).ent showing the Committees i ~ by GQvermnent 
; to go i ~  the structure of Direct Taxes. and other ,matters .since 
Independence and their ~erm , pi reference, the recommendations of 
each of th.e above Committees and the action taken thereon by Gov-
ernment. The Ministry, in a note, stated: "The mntter is under 
e r i ~ i  and a ;further. report will be sent in due ('ourse." 

" 1.28.· he~ r ~ , cOJl.,etiOD ,ofincoOlertax went up br 33 .. ,ercent 
. from B.s •. G36AO ,CloreS ill l.967.,&8 tQ, as. 843.69 CfOI'08 in 1870..11 
. while .tbe.expend'ture on,·C:QUecUon wept up by 61 per cent from 
': Rs. ·H.rO crores. to, &so 18.8& erves· durin. the sa.ae . period. ,Thus 
tlae p'r.centNle·., cos. ·of eolleetiOA .laas: ·increased. '!'he Dum"" of 
. me~ ~ . ~  OD assessment .dut,. bad increased £.rom 1701, to 
,2234. ~  Commii*ee . ..-e.lloOt satisfie4. tb.t there was any need .for 
.Utis il)cre ... .mee~ ri r U8..,.ent lfOl"kln i~ of the sialpli-
. ~ i  io.. 88seumellt p,rocedJwes brought about ·In DeCent yean. 
,.T.hey . . ~ tlult about 89 per ~  of the ;assesaees are in the· cate-
gories m to V*. The useslllDents in these cases do DOt requift, 
much effort on the. part of the . Mae_iDe officers. .. 

1.29. The m ee, ~ that 71· per eel,it of ,the· ""enue ,is 
.eol1ected· frGlll 11 per eant of tile ·total. numlter of ......... f.lo.. in 
. ~ ri  I and U*" It is on these c..-that the, InClOllHt-tax 
,0000eers should Da .... l1y . concentnte.,. 1'bey should inve!lfia_e 
·,thol'OQ.hlybigcases· to ..-eartb cbDeealmeat oI.bteame. .. Thel'e 
should·:be • :peater emphasis on .arvey work to bring __ tantlal 
tax dodgers within the income-tax Det. 

~. ----._-----------
*Cateaory I-BueineB' cnn ~ i  income over Rs. 25,000. 

Category ri-i.:Bu8intlls CalH having income over Rs. 15,000 but not exceeding R I. 
25,000 

Category B ~i  cases having income over R,. 7,Soo but nor excreding 
Rs. 15,000 

Category IV-AI,Iother· cases el[cept those menrioned in category (V) below and 
refund ca,es. 

CItegot)' v-s .... n incl)me sthemt' cases, GovCTnment salary cases and non-Govetn-
ment salary ~  below Rs. 18,000. 
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1.30. An Income-tax Officer Class I is expected to do about 300 
'standard units' of assessments. No specific study appears to have 
been conducted to ascertain the performance of the assessin, officers 
against the yardstick prescribed which may itself need revision in 
the light of the "summary assessment" procedure introduced recent-
ly. Unfortunately the Central Board of Direct Taxes do not 
seem to have any machinery for a systematic and continuous study 
of the methods and proced1l1'es of work, job-evaluation and deter-
mination of norms of work for various officials and for proper assess-
ment of performance of the officials against the norms. The Com-
mittee consider that there ought to be such a machinery. In tbis 
connection it may be recalled that the Wanchoo Committee had 
felt that "the performance of management in the Income-tax De-
partment has not been satisfactory and calls for improvement." 

1.31. In view of the constant search for greater and greater equity 
in the incidence of tax, the need to raise additional revenue, tbe 
desire to achieve various socio-economic objectives throulh tax laws 
and the growing modem and complex industrial economy, the am-
bit of Direct Tax laws has become wider and more complex. Al-
most every year a large number of amendments are incorporated 
into the tax laws on a continuous search for greater rationalisation, 
for checking tax-evasion and for devising appropriate measures to 
give effect to economic policies of Government. All this goes to 
show that the administrative, managerial and other problems of the 
Department are bound to increase many fold resulting in still grPIl-
ter work-load and lesser efficiency unless suitable measures are 
taken immediately in improve the administrative machinery. Var-
ious expert bodies have looked into the Tax Administration from 
time to time and had suggested measures to strengthen it. The Com-
mittee are unable to form a correct judgment of the efticacy of the 
steps taken by Govemment in pursuance of the recommendations 
of such bodies as the details called for by them have not been re-
grettably furnished 80 far (!April 1973). The Committee would 
await a report in this regard. It is really a matter of regret that 
the Administrative aparatus still continues to be weak. The Com-
mittee find that the Wanchoo Committee in their report have made 
severlll useful suggestions in the Chapter on "Tax Administration" 
which !lhould be gone into without delay in order to implemf!nt 
~h of them as would strengthen tax collecting machinery. 

Recruitment of Income Tax Officers 

1.32. The Committee wanted to know the method of recruit-
ment of Income Tax Officers. The Finance Secretary, stated: 
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"Direct Recruits Class I come through UPSC competitive examina-
tion. Class IT officers are promoted from among inspectorates after 
departmental examination after general review of record of service 
and antecedents" ...... very few class II have been recruited direct. 
ly. Their number is very small". 

1.33. The witness added: "There is a composit examination for 
all class I services other than those class I Services which are classi-
fied as completely technical like engineering services, medical and 
some other services, which are specially classified as not part of 
general class I ...... Income Tax comes along with Excise, Audit Rnd 
Accounts, Railway Accounts, Defence Accounts, Postal Services, 
Contonement Services etc. There are about S or 10 services". 

1.34. In reply to a question, the witness deposed: "Recruitment 
goes according to choice. For instance there are different types of 
papers. There is one basic core set of papers. For lAS, IFS etc., 
they have to give some additional papers other Hian file basis core. 
For I.P.S. etc., they give a slightly lesser number of papers. Recruit-
ment is dependent upon the person saying to which service he wants 
to opt after he qualifies. He indicates his choice of service in ad-
vance. The persons may say: "I prefer Revenue Service; I 
prefer Audit and Accounts; I prefer Railways etc. As far as 
possible, according to the gradation in the merit list, attempt is 
made to give the service that a person wants. If the first choice 
cannot be given, the second choice is given". 

1.35. The Committee enquired whether the Board had made 
any study of the quality of officers allotted to the Income . Tax 
Service as a result of the combined competitive examination, Ilnd 
what type of candidates opt for this service. The Chairman, CBDT 
stated: "The situation was something like this. Previously income 
tax service was being allowed people from the lowest of the list·· of 
candidates, almost from the bottom. Thereafter the Department 
took it up with the Ministry and now we are getting people also 
from the top according to their choice as well as down below. But 
previously, somehow or other, this used to be assigned a Uttle lower 
priority. That was in the past". 

1.36. The Ministry in a note submitted to the Committee, fur-
therstated: "No. study bas been undertaken regarding tlie relative 
merits of the officers allotted to the I.R.S. (Income-tax) or the type . 
of candidates who opt ,for. this ~r i e. The procedure at preaent 
followed by the U.P·S.C., for the allotment of candidates to VRT'-
fous services is to first arrange all the successful candidates tn the 
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order of merit and then, taking ea<:h one of them strictly in that 
order, allot him, to the service which is his first choice., This, procNS 
is continued till all the vacancies ,in· each' service ,are i e~  if MCSS>-' 
sary, by allotment of candidates according to their secendlthird pr4!-
ferences and so on. This is a rule of tliumb from which no deviation 
is made. The existing procedure is supported by an observation of 
the Supreme Court to: the effect that in r,egard to 'the alli)tment of 
candidates to' the various. ,Services. the oombined CompetitiveEKR-·, 
minatiol!ls shouldbe,treated as sO many ditferentexa1Mnations,· 
conducted, separately for each of the various Servi:ees. A'S 
was stated by, the Finance Secretary during his eVidenoe, the 
choice, of -candiciates for a particular Service, depends upOn the At-
tractiveness which, that Service has for a particular candidate. In 
this respect, it may be noted that the Wanchoo Committee have 
recommeJil(ied im r e~ i  the sel"'Jice conditions 'of the ,lnc6me-
tax Service and ·connected' matters. These ,issues' are at present 
before the Pay Commission and if the Wanchoo Committee's' 
recommet:ldations are aceepted, the Government hope that even 
better quality oi()andidateswillopt for this Servlee''.. 

1.37. When asked whether it wQuld not be desirable to have a 
mi im r i ~ i  iri e~d  taking a raw hand and training 
him, the Finance 'Secretary stilted: "The minimum qualification 
question has beehdiscussed and examined' at some length: 'But for 
certain reasons,' some :01 the best students : may begofng· to Some 
services and nOt' necessarily-to some 'other services". 

1.38. The Committee enquired whether the Board had consi-
dered to have a separlte competitive e~ mi i  for , Income Tax 
Sei'vice.rri.1tkin-gcl!rtain "spec:iftc su'bjeCtS' like '. 'Law; Accountancy. 
Commerce etc., compulsaty inMead of clubbing with 6thet'Services. 
'The 'Ministry,' 'in a note': subttrltted to 'the ~mi ee ed  . 

"Thel Government feel that it is arguable wGether a simple l.aw 
Gr.duate sMuld, be considered in any way' better e i~d  deat' 
with the' TalC lalJtlil.¢hlUl', MY, :a po&t .. r d ~  ..... hom tntelleetually ,o, 
more gifted .. nd:be\te equippedtoaamnDate tlufoeaeetltiatB of )tbe' 
Tax 'law.' during the perioa.'Of ·his' bUtial' treinittg' 'ami .. thenaffer' . 
from practical experience of actual assenment work;' 9irdilarly:ian1 ( 
Accountancy, or Commerce graduate may be de ie~  in varklUs 
oth'ei'qUlll1tte5 whi ire e~ i  attribute'S df ~ i e  'oftlhr. 
we e ~ I an important matter like'thtB' · e d~ed :without"' 
sub,..eting it to-.' 'StUdy 'by SOMe spet:ial ageney-. It ill': . u'tlderst6Od;. I  ' 
h ~ r  he ~ e ~e  ,Periortnet"thlit the" AdililritStn--;' 
tivt e ei rr ~ . ~  I na'V'e recoti\rnemiea. 'In' the!r i'epOrl ~,, 

,,(, l.;.:",: I  " ~ f ,'. ,'I' " -" : 
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"'PeI'fOnottl MtniDiitration',·the'settmg Up of',_ Cotrimfttee to' go intG 
the question of speedier methods of recruitment etc,» 

1.39. Pointing. wt that the; InooineTixgerVice was an im-
portant ~e ~e.  depending largely on the integrity and 'efficiency of 
rthe p,rio.$Qflen, the Committee wanted to ·know the reasons for 
not mak,ing, ,the, c:onditions of service attractive so that the quality 
of ca,ndidaWa ~i r the service should be bettered. ' The Finance 
e e ~r  statecii "If the ,younger entrants do not consider that 
h~ Income Tax service is an attractive service, there is not much 
,-of a fut\.lJ;e in this; there are so many difficulties that the C.B.!., is 
very much after them and so. on, then they ~  not be attracted 
towards this aervice. We should make the people understand that 
-there aTe promotion chances in this service also and there are better 
prospects and so on". 

1.40. The witness added: "Trie Wanchoo Committee has made 
certain specific recommendations for making.the me ~ Service· 
at par with 'the Indian Administrative Service. They have said.' 
that the pay scales and prospects should be improved to that ex-
e~  We h~~e not been able, to take any decision on thessrecom-
menqationsbecause the matter is alsp under theconaideration' of the 
Pay' C01l1m.iation. There: have been several representations from 
vario\,Js ~ i i d organisations. • So we will be able' to take 
some de i i ~ er the Pay Commission's Report is availablet,. 

1.41. The . Committee enqlo1ired whether 'the Bolli'd had made 
any study of the qualifications of the existing officers and how far 
these qualifications were helpful for the nature of work being done 
by th,se officcs" .. ' 'The w1tnen stated:, "L made .. ralldom check and 
I Qnd. if I w"l;'!t\to.consider thebaak quali6cattonof Commerce, 
. ~r ,. ~ .tlw: buicqualificatiim there is no bexiyin Commerce; 

"Theil! were, SOJl)eI,with : . Matbematits, some with Literature, some 
with History, some with Political Science and a fl!wwith Chemi5-
~r  and a very few with Organic Chemistry". 

, .  . 

1.42. When suggested that some sort of aptitude study should 
'be made e\1C!n after recruitment on which basis interchange bet-
'Ween various servtCes could be effected, the witness stated: "Perhaps 
it might be posSt.ble but it is quite dUftcult because each of them 
'Wilt' say that we don't want this man or that man" ...... UPSC 
and Department of Personnel have attempted to make a study smce 
'the direCt recrUitment came in. But there ill!,. possibllfty of mak-
u"g ,further. ~ e  on this. If I believe my recollection t 



saw a d.etailed examination or some report on this. But we lUrve 
to assess this matter further". 

1.43. The Ministry, in a written note, submitted to the Com-
mittee, further stated: "As stated by the Finance Secretary dur-' 
ing his evidence, a number of difficulties would be involved in bav-' 
ing an inter-change after a particular candidate has been allotted' 
to a particular service. As far as a study of the qualifications of' 
the existing officers is concerned, it may be worthwhile to postpone' 
the same till the report of the Pay Commission is released so that' 
the entire matter of recruitment and training may be revised". 

1.44. When pointed out that in U.K., they were having separate' 
recruitment for income tax and some training was given, the wit-· 
ness stated: "The Circumstances in, U.K. are slightly differenthe-
cause very few people go to Government service there. They are' 
even prepared to take university students directly. But in our case' 
some 8,000 of tJie top most students from the various States in-' 
tend to appear, at the competitive examination and in that also, r: 
believe only 300 or 400 are taken iRto the Class I Service". 

1.45. The Committee wanted to know the officer in charge of the 
Central" Circle and whether it was not a fact that Central Ctrc1es 
was at present mostly headed by I.T.Os. Class II. The Member, 
CBDT stated: "He would be a class I officer. The' sanc-
tioned strength is about 1200 Class I. The number of" Class 1 
I.T.Os actually working is only half. That is an anomaly existing 
in this Department. There is the seniority question between one 
and two". 

1.46. The Committee desired to know the sanctioned strength 
both in respect of class I and class II Income Tax Ofticers, and a180 
the existing vacancies in Class I I.T.O. year-wilM! since 1966. The 
Ministry, in a note, submitted to the Committee, furnished the in-
formation as under! 

Class I 
Sanctioned Strength 

1205 
<SlalS II . 1738 

TOTAL 2943 

ClUI I 
• Existing V IcanOes 

4SS 
Cln.n (-) 434 

TOTAl, 21 



19 

"teat-wise existing v400ncies in Class I since 1966:. 

Figures before 1968 not readily available ... 

---------- , , , ~, ~  

, J-4-J968 

1'4 1969 

I' 4' 1970 

J' 4' J971 

J'4 J972 

J-4-1973 

264. 

316 

SI2 

S82 

489 

467 

. -

~

1.47. The Committee asked for the· ree80nsfO'l' not filling up the· 
vacancies in Class I and for posting Class II officers to perform 
the work of higher responsibility_ The Chairman, CBDT stated: 
"1 perfectly agree that this is a problem that bas got to be resolved.'·' 

1.48. The Ministry, in a note, stated: 

"There has been considerable increase recently in the, sanction· 
ed strength of Income Tax Officers Class I, Assistant Commissioners, 
of Income Tax, Additional Commissioners' of IhcomeTax, Commis-
sioner of Income Tax. Secondly, the appointments to the grade of' 
l.T.O. Class I are regulated by fixed quotas for direct recruitment 
and promotion from Class II. Large scale direct recruitment 
through the lAS., etc., examination cannot be resorted to so as not 
to dilute the quality of candidates to be takeR. Similarly it is not 
possible to make promotions from Class II in excess of the quota." 

1.49. The Ministry, in a further note submitted to ·the Committee 
added: "upto 1950, the quotas -for direct recruitment and promotions 
to the Income-tax Services (Class J) were 80 percent and 20 per 
cent respectively. These quotas were revised for a priod of five 
years in the first illStance to 66-213 pel' cent and 33-113 per cent res-
pectively under the Ministry of Finance's letter dAted '18-10-1951. 
Although the letter referred to the revision of the quotas "for .. 
period of five years in the first instance", no orders were issued 
subsequently either continuing the quotas prescribed therein or 
reverting it back to the earlier percentage Or modifying it further 
However, the intention was that the quotas should contirtue ~ 

further orders with . the result that the same percentage continued 
to be followed even beyond 1956. Thfsfact' has been accepted by 
the Supreme Court in their recent judgment deliV'ereaon If:8-197t.· 
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In 1959/60, the Government decid,ed to upgrade 214 posts in 
"Class II to Class I and fill them up exclusively by promotion of 
officers belonging to , , . ~. This was dornf mainly to remove 
stagnation prevailing in . Class II ranks. The Government's under-
standing was that this was not inconsistent with the rule re i~  

recruitment and that it was open to them to fill certain posts 'ex-
clusively by promotion simultaneously with the continuet! operatio. 
of the quota rule of 1951 which was being followed as a guideline. 
, This understanding continued to hold the field until the Supreme 
Court's judgment dated 22-2-1967 in the case of Shri S. G. Jaisin-
ghani, wherein the Court directed the Government to adjust the 
seniority of the appellant and other officers similarly placed like him 
and to prepare a fresh seniority list in accordance with the law after 
d , i ~he, recruitment for, the :period 1951 to 1956 and onwards 
in .. ~ r i  with the quota rule prescribed, ih the ,letter dated 
18-10-1951: The Government construed the mandamus to mean that 
the quota rule, of 1951 was to be applied to all vacancies including 
those which arose as a result of the upgradation of 214 posts from 
. Class II to Class I. The Government accordingly issued a revised 
seniority list on 15-7-1968. ., 

The revised seniority list dated 15-7-1968 was challenged in 
e er~  High. r ~. On an II.ppeal filed against the judgement of the 
Delhi ,High Courts the Supreme Court .in their judgement " dated 
16-8-1972 accepted as true ,the fact th'at the quota rule of 1951 was 
being fpllowed ~ a guide line, even ~r 1956, and that,therefore, 
the quota ~  i,awfully oontinued beyond that sear. ' However; the 
Col,U."t held that ~, quotJa rule collapsed on 16-1-1959 with the massiVe 
deviation ~er~ r m res4lting from the Gove,rnment's decision to 
upgrade 214 posts from Class II to Class I and fill them up ex-
clusively bY,promo.tioJl. 

In view of what is stated above, it is submitted that the Govern-
ment . have all these year. been basing their actions ~  the under-
, staDdlng tbat the quota rule of 1951 eontlJtutd, to hokl the field even 

e , ~ " ~ only Qecaute the Supreme 'Co1lrt held in August, 
1972 thll t\leguota 'rule collapsed arly ill 1959 .that ,the need haa', 
ri~ , r .a fresh rule ,to be . framed for be1ngappUed from that 
year. 

It is tr.u.e'hat the w r ~ re  of Income ,tax ~ . i er  (Class, 
1) falla ahortof , ~~ e  . re~ ,\>y "bo\lt, 450.Thellllt 
. vacanc •• hev,' ~ ',nd ~ e rematned ~e. .  *aue at,. lon, 
, drum !itt,ation between thed.irect recruita and 'he ' r m ee~ 
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the direct; recruits, insisting that the nwnber of promotees, promoted 
each year should not be 'in e~  ,of the quota of 33-113 pel' cent 
which' wasJaD:l down, .by-the,' Govermnent in; 19511" The' ma.tter has 
now been ftnally' decided by the Supreme Court and new leJliority'" 
rules, as desired by ,thatCourt,-areund.er preparation. An effort 
would be 'made to -fill 'in '. as 'many of these vacancies all possible 
under the new' rUles. 

Steps are under way to frame fresh quota rule in compliance 
with the Supreme Court's judgment dated 16-8-1972 to be applied 
from ': 1959 ollW'at&.' These stepS' would' regulate 'the 'posHio'it up 
to 'the end of theturrent year. 'Thereafter, the i ~ i  will be 
assessed arid 'fresh 'quotas' for future applicat{on will De 'prescribed, 
keeping' an 'aspi!cts 'of the 'matter in view lhcluding die need for ' 
tillfng'up the existtng vac'ant 'posts in the Class I and removing stag-
nafion, 'in' the Class 1L ranks. . 

, , ': 

During eVidence, the Chairman CBDT stated: "Now that the 
Supreme Court has decided and given us six months time, we will 
be framing the rules as required by the, Court. A rdi ~ to that, 
we' wilt'De fraiiiing'the seniority of Class I with the' result tbat we 
know' t1'lat · h~e ~re 'the tota1number of vacancies. We 'waQt to 
till them up attne earliest: "The 'Coutt's decision came Only:two 
months back and I hope' r will btdn:'Q positibn 'to ~ it' very 
soon". 

1.50. The witness ,added: "The rem~ Court gave the de-
dsion. Then the deruion' 'was interpreted by the Department arid 
seniorl.ty liai' was' drawri:ltP.' It W'El.- h ~e  that'this wa's the end" 
of if' This'sfiiiorfty llSt' was h eii~  by the r m ~ee  and "the , 
dir~  Jrecruits."'1'fuit ''was rparffy i'cHftlcufty i ~i ri i idi·r .,  
thed'itective"of'the1tbith. '1'heiftatter"went to !thel "1'JjeYffll Hfgli" 
Coui"t. The 'question'has'not ~  sO eri ~ . · r, ~ ", ,  . 
I; , ,, , ~  ?' ~ i. n' ~  ~,~ ft.,· ~~  ,,',' I· 

'1.51. The i he~ ~ e i  lfAs!s60n is'I 'toak ~r I called both 
the sidesand'wante8te evolVe a fol'tllula to'r801ve' the issue. lfatu:' 
rally both h~  s'fdej 'WdIm! Ite e ~ r i  ~ r their i e~ · , 
So what" ~ :tld:' atli ~ tiiateriatDer"'IEM i noW "iri i~  

implementation, I have called i ~~ tb ;gl%me e r ~ i  I' 

i ~ , . ~~  . ~~. ~ . . ~~ ,~ de~, ~ , .... 
. ~. reN, to:_ .~ .. ,e. i,~~ A~  ihe e~ 

the ~ yr. ~ ~~  :be.80:20. ~~r,~  .,,~  
66 ~ 3 :, 331J:J. ,~,  splve .. ~e . ~ .the Boa;rd ~~ qf· 
50 :50: That ,did not '. mater1aU11e." . 

" ' ."' "-.' . 'I' 
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1.53. When asked whether the Board had received any repre-· 
sentation from the Class n Income Tax Officers and if so whether 
it was examined carefully by the Board, the witness stated: "We 
have received from both sides. The associations meet us and we have 
examined them. Since the matter was pending before the Supreme 
Court, we waited. The first thing that I did was to bring both 
parties together but I could not succeed. . ..... I hope we shall 
now be in a position to solve the problem." 

1.54. The Committee wanted to know whether it was a fact that 
Class II officers on promotion to Class I in established Central 
Services excluding l.T. Department, are entitled to two addi-
tional increments with effect from 1-4-1969, and if so the reasons 
for excluding the I.T. Services. The Ministry, in a note stated: "The 
Government have since issued order with the Ministry of Finance 
<Department of Expenditure) O.M. No. 2(24), E. III(A)/70, dated 
12-10-1972, allowing IT Os promoted from  Class II, to Class I, two ad-
vance increments as were earlier allowed to officers of some other 
services." 

1.55. A review of the position of a .. rears of assessments and tax 
demands as also the mistakes and lapses ~i ed by the asses-
sing officers has convinced the Committee. of the need for qualita-
tive strengthening of the Income-tax DepartlPent .. 

1.56. Class I officers are recruited through the competitive 
examination conducted by the Union Public Service Commission 
which is common for all the Central Serv.ic:es Class L The Com-
mittee got an impression that often candi.d,tes obtaining high 
positions do not opt for the Income-tax Service. It has been ex-
plained that the choice of candidates for a partiCUlar service 
depends upon the attractiveness which that service has for a parti. 
cular candidate. The Committee do not see .any reason .why the 
Income-Tax Service should not be made at least as attractive as 
any other Central Service both in terms of ·emoluments as also 
in terms of carrier prospects. They would aClcordin,Iy suggest that 
a study of the position of the Income·tax· services vis-a-vis other 
services should. be undertalten so that steps could be taken to im· 
prove carrier prospects of the former. 

1.57. The Committee note that although the strength of Class I 
offieers is 1206 the number of men m position Is only 750. Appoint· 
ments to the -"de of e me~  OBIter CIlSs tare stated to have 
been repl.ted by fixed quotas for direct recruitment and promo-
tion from Class D. It has been explahled that' Clan I posts have . 
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remained vacant because of a long drawn litigation between the 
direct recruits and the promotees. As the matter is stated to have 
been finally decided by the Supreme Court, the Committee trust 
that there will be no further delay in filling up these posts. It is 
also necessary to ensure that there is no atapation in the Clus 
n grade. 
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. : CHAPTER 11 

TEST AuDIT iN' GENERAL 
(a) Avoidable Mistakes involving considerable Revenues 

Audit Parall'apb 

2.1. For the assessment year 1965-66 (completed on 30th Marchp . 

1970) the total income of an assessee was arrived at a 101i of 
Rs. 24,02,614. In arriving at this loss, Rs. 23,50,528 already debited 
in the accounts of the assessee towards payments of interest on 
borrowed capital was again deducted by the Income-tax Officer. 
The double deauction of the expenditure together with two other 
minor mistakes in computation of income accounted for not excess 
tomputation of loss of Rs. 21,81,203 carried forward for adjustments. 
against future years' profits. The Ministry have accepted all the-
mistakes. Report regrading the net reduction in carried-forward 
loss is awaited. 

[Paragraph 44(b) of the Report of the Comptroller and Auditor 
General of India for the year 1970-71-Union Government 
(Civil) Revenue Receipts]. 

2.2. The Committee desired to know whether the assessment 
had been rectified and if the net reduction in the carried forward 
loss for adjustment against future years' losses. The Member, 
CBDT stated that the assessment was rectified and the loss was 
reduced to two lakhs. 

2.3. The Committee asked for the circumstances in which the 
mistake had occurred and also the officer responsible and the action 
taken against him. The witness replied: "As far as this case is 
concerned, we called for the explanation of the Income Tax Officer. 
qn 17th December, 1971 on receipt of the draft audit para .... He 
gave the explanation on 25th May, 1972. He explained that the 
case was transferred to him due to change in jurisdiction and that 
he got the case very late. The Additional Commissioner of Income 
Tax commented that the explanation of the Income Tax Officer was 
not satisfactory and as such he was warned to be more careful."· 
The witnf!ss further stated: "One of the several Cllses noticed was 
this and the Board suggested that Commis'sioner may consider a 
Reneral "'View of all assessments made by the Income Tax Officer ... · 

". 24 
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, 2.4. The Committee wanted ~ know the iDome returned by the· 
asaftsee and, .the i . ~  computed. The mmi~ee -.lIo enquil'eci 
he~r the draft ~  ,. ~ ~ WN ~ ed to prech.eck-
before it was finalised. The ~ r , ~ a note stated: '''l'heasaes-
see returned a loss of Rs. 1,44,25,0761-. The 1088 computed by the· 
'Income-'i'ax Officer was Rs.· 24,02,6141-. The assessment order was 
not subjected to any pre-audit.'" . 

2.5. When asked whether. ~e Ministry had contemplated prer 
c ri ~  counter-check of the compuiation of income before the 
a ssessment was finalised, the Ministry in a note replied in the 
negative. 

2.6. The Committee desired to know the status in which the 
aasessment was made in the case under examination. The Comrriit-
t(le also enquired whether the assessee was liable to wealth-tax and 
if so the pl'esent position in regard to Wealth-tax asseSsments. 
The Ministry in a note, stated: "The assessment was made: in the 
status of an individual; the assessee being a statutory corporation. 
The question whether the assessee is liable for the wealth-tax is 
under examination. Wealth-tax proceedings in respect of the 
assessment year 1962-63 were initiated on 30-3-1971. The ~ ee 

had not admitteed liability for wealth-tax on the ground that the 
status of the assessee should be that of a "company". If the Gov-
ernment decides to declare the assessee corporation as a 'company" 
under the provisions of section 2(b) (Ua) of the Income-tax Act, 
there would be no liability for wealth-tax." 

2.7. The Committee wanted to know the reaso,ns for taking up 
for completion of the assessment in this case at the fag end of the . 
prescribed time limit. The Ministry, in a written reply stated: 
"The case mentiOned in para 44(b) was assessed in a ward which' 
had jurisdiction over a large number of higher income cases. Owing 
to pressure of work the officer did not take up this case (which was 
not a revenue-yielding one) earlier." 

2.8. The Cominittee learn from Audit that the Audit cibjectlon 
was sent to the Department in August 1970 but the rectiflcaion was 
effected only in September 1972 i.e after: a lapse of two years. The 
Committe4! wanted to 'know the reasons for the' delay of two e~  

tn rectifying-the: assessment. The Meinber CBDT' stated:' 'lIThe 
'nristak4! was rectified and the loss waS recomputed In September, 
.'1.972: We 'came into picture when para comes to us. " Revenue 
J Audrt' Parties are all over the country. Tftey raise objection with 
Income-Tax Officer at first stage. For first time it comes to the ' 
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Income Tax Officer's notice. If he accepts, it is settled; if he does 
not accept he argues with them. If it is accepted it is included in 
the list of the Deputy Accountant General to Commissioner 
cQncerned. At that time the Board does not know." 

2.9. When asked whether the Audit was not obliged to send inti-
Dlation to Board, the witness replied: "He is not obliged at that 
stage. He deals with the Commissioner. That is more or less at 
.the state level. That is, the Commission in whose charge, the offi-
.cer is responsible. " .... The first information that comes to us is 
.only the draft audit para and that was received in 1971." 

2.10. It was pointed out that according to normal and well 
understood procedure, the aduit objection was raised at junior 
~ e  in August 1970. He replied in September, 1970. In December, 
1970 simultaneously a copy came to the Directorate of Inspection, 
t11e Directorate attached-to the Board. The Director knew that 
the Income-tax Officer at ground level had accepted it. After that 
~  attempt had been made. 

2.11. In reply to a question, the witness stated that the directo-
-rate Ispection was one of the attached offices of the Board and 
the Director of Inspection  in-charge of the Directorate was under 
1he Board's executive control. 

2.12. The Committee enquired whether it was not the duty of the 
l)irector to bring the Audit objection to the attention of the Board 
immediately on its receipt in his Directorate. The witness replied: 
"He does not bring to our notice at all." 

2.13. The Committee pointed out that the Director of Inspec-
tion was attached to the Board and he was an instrument of the 
Board. The copy of the objection was sent to the Director of Ins-
pection so that he might pursue straightaway. There was certain 
lacuna because one of the objects of such audit notes being sent to 
the Directorate of Inspection was that the Board should come to 
know of it. He was himself expected to pursu6 it. The Income-
~  Officer accepted the objetion in September 1970. Therefore the 
Board should have come to know of it earlier than the audit para-
graph as it was an important objection involving heavy sum. The 
~ mmi ee wanted to know what the Director of Insoection was ex .. 
pected to do in these matters. The witness stated: "The Director of 
Inspection keeps an overall-check of thp. w r ~ of-audit i.e., interal 
audit and the paras of the objections that come from them. They do 
not go individually into the merits of the case. They pursue with 
;t\l£" Commissioner". 
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2.14. When asked about the action taken by the Director of Ina-
Jection on the copy of the objection sent by the Office of the Comp-
iatoller and Auditor General of India in December, 19"10, the witness 
np.lleC1: "At the present momettt Ute Directorate dot.s not gu into 
die merits of any case. They merely keep a check whether. the 
,CommIssIOner has satisfied himself with the audit or whether he has 
~ e e  to the Audit r~.  

2.15. The Ministry, in a note submitted to the CommIttee, stated: 
"The reference from the Revenue Audit stated to have been sent 
under their OAD (R)/263 dated 30-12-1970 does not appear to have 
been re ei ~d in the ire r~ e. A r,e i ~ er No. AOD-Rev. 
l-lT-3-3481 dated ·10-2":71 was received from AG Bihar on 18-2-1971 
w¥ch con,taineci e r ~ of ~ r~  rre ri~ i~ respet of 
JOcal"audit . r~ r  issued ~ r~ the lll0J.lth of December 1970 for 
nihar and Orissa· circles. ~  2 of thlscommunication pertained 
to tht: case of Bihar State Road Transport Corporation for the 
Assessment Year 1965-66 which was the subject matter of para 
·44-,b) of C & AG's report for 1970-71. The ~i  taken by the Direc-
.torate' on the aforesaid communication is indicated below:-
, !-., '  ' • 

1. 18-12-1971 

Register letter of A.G. Bihar No. OAD-Rev-I-IT 3-3481 
d.ted 10-2-1971 received containing extracts of impor-
tant irregularities in respect of L.A.ft. i8$ued. during 
December 1970 for Bihar and Oriaaa CirCle'). 

2. 3-3-1971 

.Directorate's letter No. M-34IBihar-7170IDTTjl8351 dated 23-2-
. 1971/3-3,;1971 issued to C.I.T. Bihar drawing attention to 
the audit objections mentioned by the AG and requesting 
him to settle them expeditiously . 

. 3. 3 ~  

Para relating to Bihar State Road TranspI'IJ't Corporation 
.shown as pending by the C.I.T. in the h~eme  ff)r the 
month of JUly 1971-Directorate's letter No. M-35121'11 
DITI7895 dated 27131.8.1971 i86ued requesti?t1 the C.I.T. 
for· expediting the disposal of various paras including 
that relating to the assessee under consideration. 

·451 ~. 



(4) 30-12-1971 

Objection not settled. Reminder of even number dated 30-12.-
71 issued to C.I.T. Bihar. 

5. 22-1-1972 

Letter of lAC (Audit) Kcmpur No. BPj5171-7113224 dated: 
22-1-1972 received informing that the final report had-
been sent to the AG Bihar for settlement. 

6. 25-3-1972 

Directorate's letter of even number dated 25-3-1972 issued to· 
AG Bihar requesting him to expedite disposal of various. 
paras including that of Bihar Road Transport Corpora-
tion. This had been shown as pending with AG in the, 
monthly statement received fiom C.I.T. 

7. 1-7-1972 

Letter No. OAD. Revll.iTR Misc. 573 dated 27-6-72 received. 
from AG Bihar (Ranchi) stating that the latest position 
in respect of all the cases mentioned in oUl' letter had beaD 
intimated to lAC (Audit) Kanpur. 

8. 13-9-1972 

Letter No. M-35IPATI72IDITlll0224 dated 13..9-1972 issued to· 
o AG Bihar for expediting the disposal of various paras 
including that of Bihar State Road Transport Corporation 
(in the Statement for the month of July 1972 this para 
had been shown pending with the AG). 

In response to a suggestion that the ire r ~ of Inspection· 
should be made more effective so that they could pllrsue the audit· 
objections till they were finally disposed of, and with that the Board 1 
would have an useful instrument right at Delhi, the w e ~ stated: 
"We will take note of this suggestion." 

2.16. The Committee note with concern the serious mistake in.. 
the computation of income in this case. Overlooking the fad that 
the assessee had already debited his accounts relevant for the assess-
ment year ~ with expenditure of Rs. 23,50,528. towards inte-
rest on borrowed capital, the Income-tax Oftii:er aBowed a further· 
deduction of the amount which resulted in excess carry forward-' 
of loss for adjustment against future yean' profits. The 
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Committee have been informed that the Ineome-tax OOieer res-
ponsible for this ease bas been warned to be more eareful. As this 
is one of the several eases of mistakes notieed in thl'i Income-Tax 
Officer's work, a general review of all 88Ie11Smenh made by him 
should be earried out and the result of the review and the action 
taken in the light thereof may be reported to the Committee. 

2.17. Mistakes in the eomputation of income which were exa-
mined by the Committee from year to year point to the need of 
having a countercheck of assessment orders. At present there is 
an arrangement only for the countereheck of arithmatieal ealcula-
tion of tax. The Committee regret that the Central Board of 
Direct Taxes do not see the need for preseribiag a countercheck 
of the eomputation of income. As stressed elsewhere in this 
report, in the opinion of the Committee such a check before the 
assessments are finalised is essential. 

2.18. Incidentally the Committee find that h ~h the af;sehS-
ment in the ease referred to in the Audit paragraph was made in 
the status of an individual, wealth-tax proceedings in respect df 
the assessment year 1962-63 were initiated bnly on 30-3-1971. The 
reasons for this delay are not clear. However, the assessee, a statu-
tory corporation, is stated to have not admitted liability for wealth-
tax on tbe ground that tbe status should be that of a ·company'. The 
decision taken in this regard may be reported to the Committee. 

2.19. Another aspect of this case to which the Committee consi-
ders it necessary to refer is the delay in taking action to rectify the-
mistake. The Revenue Audit raised the objection in August, 1970 
but the rectification was effected only in September, 1972 in spite 
of the fact that it is the practice to inform tbe Directorah.' of Ino;-
pection of all the important irregularities notice in Audit. It is 
clear to the Committee receive an impression that he Directorate 
does not effectively watch the settlement of important Audit objec-
tions involving large sums. They accordingly desire that the work-
ing of the Directorate should be improved to serve as an effective 
insrtument of vigilance on behalf of the Board. 

(b) Incorrect assessment of income as salaries 

Audit Paragraph 

2.20. Under the Income-tax Act, pension received or rP'(',:ivahlp 
by a person is chargeable to tax under the head 'salaries' only 



30 

when it is due from or p&.id or allowed by his employer or a former 
emp}oye,f.  Acco.l!dingly political pensions received by an a.uessee are 
chargeab.le to ~  JlS inC011l' from Qther .ources and not as 'salaries'. 
The incorrect ~e  of political penliion in a case as 
salary re~~ in under-c4arge of tax Rs. 18,211 for two assessment 
years ~ 3 and 3~ , while accepting the mistake' the Minis-
try have stat«!. that ~he ~ me  for theassessJXlent year IUG::!-
63 (tax involved Rs. ~,  could not be rectified due to time-bar 
and he ~e  for the assessment year 1963-64 is being 
re i~. 

[Paragraph 45 of the Report of the C.&A.G. for the year 1970-
7l-Union Government (Civil)-Revenue Receipts). 

2.21. The Committee wanted to know the definition of political 
pension. The Member C.B.D.T. stated: "It is being paid for politi-
cal considerations and not on the basis of employer-employee re-
lations." 

The Committee learnt from Audit that political penaions were 
fl!lasaified in Goverrunent accounts under ''B6-Territorial and Politi-
cal pensions under which the following minor heads were being 
Gperated: 

(a) Pension granted by the British India Government in lieu 
of resumed jagirs, lands and territories and for services 
rendered in 1857 mov,ement. 

(b) Pensions granted after Independence for political consi-
c\erations. 

(c) Pension to freedom fighters their dependents etc. 

2.22. Asked to state the types of political pensions existing at 
present and whether they were being taxed, the Ministry in a note 
stated: 

~ i i  pensions granted by the British Government and 
continued after independence were sanctiond for a 
variety of reasons and for varying durations. These 
grants were made:-

(i) to certain Rulers. who ceded the administration of 
tpeir territories to the British Government and their 

successors e.g., Nawab Bahadur of ~ r hid d and 
the Nawab of Camatic (Prince of Areot); 

(il) to the decendants of vanquished Rulers in India e.g., 
descendants of Tinoo SIl1t.l'"· 
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(iii) to the dependents and relation of Ru.lers, whose States 

had been annexed by the British Government owing to 
failure of heirs or for other reasons e.g., Satara, Tan-
jore, Nagpur and Oudh. 

(iv) from the interest on sums deposited by or loaned from 
the Kings of Oudh. (These are known as Oudh Wasi-
kas): 

(v) in lieu of certain hereditary offices abolished by Govern-
ment due to a change in the form of Government e.g. 
Deshmukhs and Deshpandians of Berar and Zamindars 
of Nima r . 

(vi) in lieu of the territories or jagirsiestates resumed e.g., 
the Malabar Malikhanas, Raje of Khurda's pension. 

(vii) in appreciation of "Useful service" rendered to the Bri-
tish Government e.g., the pensions granted to the Aga 
Khan and the Gosain family of Bundelkhand. 

(viii) in commutation of rights to a percentage on the revenues 
of certain lands etc." on the transfer of sovereignty 
over such lands, as the result of a Treaty e.g. Cer-
tain Salianas, the Chauth Saranjam allowances, and 
the Wurshashan allowances. These grants were origi-
nally made by the former Indian Rulers and later con-
firmed by the British Government. 

(ix) for charitable purposes (grants) originally made by 
former Rules and continued by British Government. 

2. These pensions were; from the very beginning administered 
by the 'local' Governments. Orders were issued from time to time by 
the Government of India delepting powers to the local Govern. 
ments for the administration of these payments. When the Gov-
ernment of India Act of 1935 came into force, the pensions payable to 
members of the family or servants of former Rulers of territories in 
India were taken over by the Crown Representative. The Crown 
Representative delegated powers to the Provincial Governors and 
Chief Commissioner. These arrangements continued till the trans-
fer of power ih August, 1947 when the Crown Represent.tive's 
liability for the payment of political pensions was taken over by 
the Central Government. 
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3. The Government of India undertook a review of the political 
pensions in 1950-51. Certain broad principles were then laid down 
with the approval of the Cabinet according to which pohtical pen-
sions which were then in existence had to be reviewed. Instructions 
were accordingly issued to the State Governments in April, 1952 lay-
down the following criteria:-

(1) With regard to life grants, each case should be examined 
on its merits and grants should be continued oniy to those 
who have got no other means of subsistence. 

Hi) Grants made in compensation for surrender of territory 
should continue on the existing basis. 

(iii) Grants in perpetuity should be reviewed with reference 
to the purpose for which they were made. Ordinarily, 
no grants should be continued beyond the life time of the 
then grantees. In exceptional cases the peri.)d within 
which the grants may be extinguished may be extended, 
but, in no case should it exceed two or three generations. 

(iv) Grants for charitable or public purposes may be review-
ed with a view to ascertaining whether it is at all neces-
sary to continue the grants and whether the funds are 
utilized for the purpose for which they were sanctioned. 

Applying the above criteria, the follOwing policy decisions were 
taken in regard to the more important categories of political 
pensions:-

(1) PentioDi Ir\'8nted to descendants and 
dependents of former Ruling families 
in India. 

There should be scaling down or • 
allowances at preaent paid to the direct 
representatives of the former rulers other. 
wise than in accordance with the terms of 
the original settlement. 

Where the term. of the esisting grants 
provide for a review of the penaloal It the 
time of each IUc:ceasion, such review 
should be left over to be made II and when 
the occ:uion arises. 

The allowances paid to the relatives and 
dependents of these rulen abould papae 
after the demise of the present recipients. 

{2) Pensions granted to certain ~ The penai.OI\I drawn by the esisting bene-
farnIlies, who were deprived of thell' flames should not be interfered with; aU 
IDCIIDI of livelihood by the atenaion the ;rants including those which are at 
or the British rule. present treated II hereditary .hould 

bowever be treated II life grants, absolutely 
tenninable 011 the dcmiIe of the eziadq 
holders. 
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~  PenaioDI FIIltCd by fonner Rulen in 
India tbe liability for the payment of 
which was taken over by the British 
Government as a result of transfer of 
the territory. These abo include 
certain charitable arants to temples 
and aImilar institutions. 

An exception may be made in the cue of 
certain charitable If8Ilta which are paid 
to temple or other institution. servioa 
the pUblic; these should be continued 01 
the exiatiq tmna subject to an annual 
verification by the State Go ernmenta 
conctrned that the f!8nts are utlllaed and 
needed for the specific purpoH for which 
they were oriainl11y aanctioDed. 

(') P.:nsions grant:d in appreciation of Life time of the then present bentflciariea. 
'useful services rendered to the 
British Government.' 

It may be added that according to the scheme of grant of pension:l 
',to the freedom fighters, we are sanctioning pensions to persons who 
.mntributed their mite to the freedom struggle. These pensions are 
also being paid under the same expenditure head viz., "66-Territo-
,rial and Political Pensions." 

2.23. The Committee desired to know the nature of political pen-
.sion involved in the case reported in the Audit paragraph and also 
the amount of pension. 

The Ministry in their letter dated 24th November, 1972, stated: 
·-It has been ascertained from the Commissioner that the assessee is 
in receipt of political pension of Rs. 60,000 per ar.m:um which was 
1I8llctioned by the Government of India vide Foreign Department No. 
448/99 dated the 29th March, 1882. There is a mention of the sanction 
-of this pension at page 96 of Nagpur Gazette Volume I, printed in 
1908. This pension was sanctioned for the life of the assessee and his 
successors. It seems that the pension was sanctioned by the British 
'Government fOr the "loyalty anq noble behaviour of the assessee 
at the time of Indian Mutiny." 

"The assessee is also in receipt of Rs. 26,000 par annum sanction-
·ed by the State Government for a period of 21 years or life time 
·of the assessee whichever is larger. This amount represents Muwaf 
"Compensation for the loss of land revenue on the lands belong-
ing to the assessee which were subjected. to land revenue under 
C.P. and Berar Revocation of Land Revenue Exemption Act, 1948." 

2.24. When asked to state the circumstances fDwhichthe mistake 
was committed, the witness '8tated: "In this ease We got' tbe' fnfl\r-
mation from Calcutta that the mistab ~ not Ul· the usessment 
order itself because in ,the .. ~ e me.  Ol"der tAe ~ Tax Oftlcer 
had actually cl\llrged tPe pe&l8iot). under the head "Other Sources". 
:But when the file went to the calculatirm circle, I.T.30. they included 
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this under the head "salary" as result of which it was charged tD· 
tax at a lesser rate." 

2.25. The Committee learn from audit that after the mistake was 
pointed out for the assessment year 1962-63 in November, 1970, tiIIJlr 
was available for the department to revise the assessment. Tbe-
Committee wanted to know the reason for not initiating timely 
action for the revision of the assessment for 1962-63. The Member 
C.B.D.T. stated: "The revision of assessment for 1962-63 could nat 
take place because at the time of receipt draft para it was time-
barred ...... Even at the time when the audit objection was original-
ly received in 1970, it was time-barred. It became time-barred ~ 

tuaBy in 1967." 

2.26. The Committee enquired whether the assessment for the 
year 1963-64 had been rectified and if so, the additional demand 
revised and recovered. The witness stated: "That has been reopen-
ed." The Ministry. in a further note submitted to the Committee 
~ ed  

"As there was no omission on the part of the' assessee to dis-
close facts in the return of income. the' failure to assess 
the political pension as 'income from other sources' can-
not be rectified uts 147(a) of Income-tax Act. 1961. Re<.'I-
tificatory action could have been taken only under the 
provisions of Section 147(b) for which the time limit ex-
pired on 31st March. 1968." 

2.27. The Committee enquired whether any instructions were 
issued by the Department for classifying political pension under 
"Other Sources of Income" and not under "Salary': The witness 
replied in the affirmative. 

2.28. 'nle Ministry, in a note, further stated that instruction Na. 
470 was issued on 28th October, 1972. 

2.21. In this case income Item political pension was charged __ 
tax 88 salary income instead of as 'bicome from otlier sources' re-
sulting in sbort levy of tax of Rs. 18,211 recovery of which had be-
come time.barred. The Committee desire that suitable action sboull 
be taken against the peI'SOII found at fault. 

2.30. The Committee incidentally undentand tHat the assessee-
is in rec:eipt Of a .,e...ston of Rs. 80,000 Per annum whlcb was sane-
tioned llv the British Government in 188% to bis predetessor in re-
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cOinitien of hia "loyalty and Doble behaviour at the time of Indian 
Mutiny". It appears t9 be somewhat Incongrous to continue such 
pensions after independence. AlthoUi'h political pensions pnted 
to the ex·rulelll and others by the British Government have been 
reviewed by Government in 1950-51, the Committee sURest that 
the pensions granted to ex·rulel's for various reasons may be further 
reviewed in the light of the abolition of Privy Purses. The action 
taken may be reported to the Committee. 

(c) Incorrect computation of income from business 

Audit Paragraph 

2.31. Any expenditure incurred after 29th February, 1964 by a 
company which results directly or indirectly in the provision of any 
benefits or amenity or perquisite whether convertible into money 
or not to an employee (have income over Rs. 7500 per annum) 
in excess of one-fifth of the salary payable to the employee is not 
allowable as a business expense. From 1st April, 1969 the restric-
tion towards allowable expenditure was extended to all categories 
of employers limiting such expenditure to one-fifth of salary or 
R3. 1,000 per month whichever is less in respect of each employee. 

2.32. Under executive instructions issued by the Central Board 
of Direct Taxes in November, 1966 and October, 1969 bonus, com-
mission or any other cash allowance paid as employee's regular 
salary was directed to be treated as part of employee's remunera-
tion and not as perquisites. When it was pointed out by audit in 
December, 1970 that the executive instructions were contrary to 
Law, the Central Board of Direct Taxes withdrew in June, 1971 
their circular instructions with immediate effect. 

2.33. It was found in sixteen cases for the assessment years 
1965-66 to 1970-71 income of Rs. 7,55,686 was short-assessed to tax 
due to the Board's executive instructions. The short-levy of tax 
involved in the sixteen cases was Rs. 4,82,184 (including sur-tax in 
two cases). 

[paragraph 46(a) of the Report of the C. & A.G. fOT the year 
1970-71-Union Government (Civil) Revenue Receipts.] 

2.34. In the circular dated 7th November, 1966, the Board i ~d· 

instructions as follows:-

"(1) Reimbursement of medical expenses to employees by' 
employers is a benefit or amenity or perquisite to be in-
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eluded in the value of perquisites for the purposes of 
limiting the permissible deduction to I/Sth of the SIllary • 

. (ti) Where bonus and commission are paid as a part of em-
ployee's regular salary as agreed to between the com-
pany and the employee in terms of his contract of service, 
they should be treated as part of employee's remunera-
tion and not as perquisites. Where commission or bonus 
is paid not as a part of the regular remuneration agreed 
to before hand but voluntarily and gratuitously and the 
payment is of a casual nature, then it will have to be re-
garded as a perquisite for the purposes of Section 40(c) 
(iii) ." 

2.35. The Circular issued by the C.B.D.T. on 29th October, 1969 
read as follows:- :. 

"The question whether bonus or commission paid to an em-
ployee should be included in the value of "any benefit 
or amenity or perquisite" for the purpose of limiting the 
deduction to one-fifth of the salary under Section 40(c) 
(iii) /40(a) (v) was examined by the Board and it was de-
cided by them that "Salary, dearness allowance, bonus. 
c,.,mmission or any other cash allowance payable to the 
employee in terms of his contract of service would be 
regarded as salary under Section 17 (3)(iii) and not as 
"benefit or amenity" for the purposes of Section 4O(c) 
(iii)/40(a) (v) of the Income Tax Act. Further only those 
cash payments would be covered by the expression "per-
quisites, amenities and benefits" which are paid to the 
employee voluntarily and gratUitously and not in terms 
of the specific provisions of his contract of employment. 
In other words, the employee concerned should not have 
been in a position to enforce the payment of these amounts 
in a Court of Law." 

2.36. The Committee learnt from Audit that the validity of the 
"Board's two circulars of 7th November, 1966 and 29th October, 1969 
was examined in Audit in November. 1970 and iJ; was found that 
the Circulars were not in strict accordance with the provisions of 
the Law, as the Income Tax Act did not provide for RUch an inter-
llretation. 
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2.37. The Central Board of Direct Taxes in their Circular dated. 
29th June, 1971 issued instructions as folloWs:-

"The Board are advised that the instructions contained there-
in (in the two Circulars dated 7th November. 1966 and 
29th October, 1969) are not in conformity with the pro-
visions of Law. 

Accordingly the Circular No. 32 dated 29th October, 1969 and 
department Circular No. 30-D of 1966 dated the 7th Nov-
ember, 1966 are hereby withdrawn with immediate effect. 

The above instructions may please be brought to the notice 
of the assessing officers without delay." 

2.38. The Board, had issued a Circular after consulting the Law 
Ministry in March, 1972 laying down instructions for the guidance 
()f Income Tax Officers regarding treatment of bonus or commission 
as salary. The instruction No. 80 dated the 4th March, 1972 is re-
produced at Appendix I. An extract is given below:-

"As regards the ~  of bonus, the Board are advised 
that the payment of bonus will be treated as salary in 
the following types of cases: 

(a) Payment of bonus made under a service agreement 
between the employer and the employee; 

(b) Bonus paid pursuant to requirement of payment of 
Bonus Act, 1965. In such a case, the service agrep.ment 
may be treated to have been modified to that extent; 

(c) Where. the bonus is paid in accordance with the deci-
sion of a trade association which is binding on its mem-
bers; and 

(d) Bonus paid under an award by a Labour Tribunal where 
the Award is binding on the employer and the em-

ployees. 

If the bonus is paid gratuitously without there being any 
legal or contractual obligation, the payment is In the 
nature of a perquisite and has, among other perquisites. 
to be linked to 1/5 of the salary for allowance under 
Section 40 (c)(iii) 140(a)(v)." 
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"As regards payment of commISSIon to the employees, the 
question whether it forms part of "salary" or "Perquisite" 
has to be decided on the facts of each case. If the terms 
and conditions of service are such that Commission is 
paid not as a bounty or benefit but is paid as part and 
parcel of the remuneration for services rendered by the 
employee, such payment may partake the nature of 
salary rather than as a benefit or perquisite.. If, however, 
on the terms and conditions of service either there is n() 
obligation for the employer to pay the commission or it 
is a matter purely in the discretion of the employer, such 
payment should be treated as a benefit by way of addition 
to salary rather than in lieu of salary." 

2.39. The Committee were given to understand by Audit that the 
Income Tax Appellate Tribunal, Bombay Bench, in the case of Mis. 
Delhi Pharmaceutical Distributors (P) Limited, Bombay, in their 
orders dated the 25th April, 1968 upheld the contention of the De-
partment that bonus should also be brought within the purview of 
Section 4O(c) (iii) in the following words: 

"Section 40(c) (iii) clearly starts by saying that 'notwith-
standing anything to the contrary in Sections 30 to 39' 
and is, therefore, a special section and would over-tide 
the provisions of Section 36 in the circumstances men-
tioned in 8ection 4O(c)(iii). The wording in Section 
40(c) (iii) is also very wide as including, 'any benefit 
amenity or perquisite' and would include bonus paid to 
the employees." 

2.40. The Appellate Tribunal's views in the matter are in full 
lIcclJrclance with the view expressed by the Law Secretary, in his 
opinion of 18th March, 1968 that "in view of the wide language-
used in Section 40(c) (iii) any payment made by employer-company 
in discharge of any obligation of the employee is to be. treated as 
an expenditure resulting in the proviSion of any benefit or perqui-
site to an employee as contemplated J,y that Section." 

2.41. The Committee desired to knt,w whether the Ministry were 
aware of the Tribunal's findings on the iSSUe before isSuing the 
executive instructions in October, 1969. The Mblistry, in a note, 
stated: "The Bombay Bench of the Appellate Tribunal held in the 
case of Delhi Pharmaceutical Distributors Private Ltd. that bonus 
is a perquic;ite for , e~ of section 40(c)(iii). This decision was' 
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given on 24th April, 1968. The Board was obviously aware of this 
-decision at the time of issuing the instructions in October, 1969." 

2.42. The Committee wanted to know the circumstances under 
which the Circulars dated the 7th November. 1966 and 29th October, 
1969 were issued. The Committee also enquiI'ed whether the Min-
istry of Law was consulted before the issue of the Circulars in ques-
tion. The Ministry in a note submitted to the Committee, stated 
as follows:-

"In 1966, Commissioners of Income-tax West Bengal-I and 
Bombay City-III raised the following points for Board's 
clarific.tion: ( : I 

(i) Whether "Bonus and commission" paid to the employees 
are to be excluded for the purposes of calculating ceil-
ing of 20 per cent laid down in section 40(c) (iii) of the 
Income-tax Act, 1961. 

(ii) The treatment of excess payment of bonus in contra-
vention of the provisions of Payment of Bonus Act, 1965 
fOr the purposes of seCtion 4O(c) (ill) of the Income-tax 
Ad, 1961. Point No. (i) above was raised at the 6th 
meeting of the Direct Taxes Advisory Committee held 
in October, 1964 (item 17). At that meeting it was 
stated that such of the payments in the form of bonus 
and commission as are in the nature of remuneration 
would not be subject to the limit of 20 per cent pre-
scribed in section 40 (c) (iii) of the Income-tax Act. 
This item was also raised at the 8th meeting of the 
Direct Taxes Advisory Committee. The Committee was 
informed that the matter was under consideration. 

Item No. (if) has been discussed by the C.I.T., Bombay 
City-III in his letter dated 20th January, 1966 and his 
view is that any nayments of bonus which may not 
exceed the limits of section 4O(c) (iii) of the Income-
tax Act, would still be disallowable if it contravenes 
the provisions of Payment of the Bonus Act, 1965. 

In item 17 of the Minutes of the 6th Direct Taxes Advisory 
Committee meeting, it is stated that it was .explained 
to the Committee that "with regard to the question 
whether bonue; and commission would be subject to the 
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limit of 20 per cent prescribed in this section", the posi-· 
tion was that "such of these payments as were in the 
nature of remuneration would Dot be subject to this. 
restriction". Subsequently, in item 30 of the Minutes 
of the 8th D.T.A.C. meeting, when the same point was 
raised, the Committee was told that the matter was 
under consideration and that suitable instructions 
would be issued shortly. 

The two points raised in para 1 above were examined fur-
ther and it was decided that where bonus and commis-
sion are paid as a part of regular salary as agreed to" 
between the employer and the employee, they should 
not be viewed as a perquisite for the purpose of section 
40(c) (iii) of the Income-tax Act. On the other hand, 
where the payment is voluntary and gratitous, then 
it should be so included. This view was in conformity 
with the assurances given by the Finance Minister i ~ 

the Eighth Meeting of the Direct Taxes Advisory Com-
mittee. 

Regarding point (ii) above, it was decided that the question 
of disallowing the payment in the income-tax assess-
ments solely on the ground that the company had com-
mitted a contravention of the Payment of Bonus Act, 
would not arise. However, the admissibility of the· 
bonus paid, will have to be considered separately under 
section 36(1) (ii) of the Income-tax Act. The reason why 
the company actually paid a higher amount than what 
. it was required to pay under the Payment of Bonus Act, 
1965, will be a relevant consideration in determining 
whether the payment was reasonable u/s 36(1) (it). 

The Circular under consideration was also shown to the 
Ministry of Law; the Law Ministry stated as fonows: 
"I agree with the conclusion drawn in 's note 
of 18th October, 1'966. The Draft Circular seems to be 
in order and in conformity with Section 4O(c)(iii)". 

II. Circumstances under which Board's Circular No. 32 dated 
29th October, 1969. [F. No. lO/93/68-IT(A-II)] was 
issued. 

Mis. Pooran & Co., Solicitors represented to the Board on 
4th November, 1968 that the Tribunal's decision in ITA 
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No. 10411 of 1966/67 in the case of I.T.O., Com. 
Cll'.II(6) Bombay Vs. Delhi Pharmaceutical Distribu-
tors Pvt. Ltd. holding that payment of bonus falls 
within Section 40 (c) (iii) and is consequently subject 
to the restrictions contained in the. said section is not 
correct and should not be followed by the Department 
because it is unduly restrictive and besides this view 
in conflict with the view expressed 'by the Board in its· 
communication in Cir.30D of 7th November, 1966. The 
party, therefore, requested that this clarification should 
stand subject to 'the modification that even where the 
bonus is paid voluntarily and gratuitously, the same 
should be regarded as part of the regular remuneration 
and not be subject to the limita1aons under sedtion 
40 (c) (iii). In any event, it should be confirmed that 
bonus paid either in any express or an implied term 
of contract or conditions of service (which include-
practice followed by the employer) is not covered by' 
the said sec. 40(c)(iii). 

The point was examined by the Board In consultation with 
the Ministry of Law. The Law Ministry's advice in 
this respect was that bonus and commission could in 
no case. be included in computing the "expenditure" 
uts 4O(c) (iii), because even if it could be said to be 
covered by the term "beneflt, amenity or perquisite'" 
mentioned in sec. 4(c)(iii). the case would fall within 
the exemption contained in th.e first proviso to that 
clause, and could not, therefore, be taken into account 
for the purpose of the Computation. 

According to the Law Ministry, bonus and commission con-
stitute "profits in lieu of salary" within the meaning 
of sec. 17(3)(ii) of the Act and have, therefore, to be 
excluded from the computation. 

In view of the decision taken by the Board in consultation 
with the Ministry of Law, it was decided by the Board 
that salary, dearness allowance, bonus commission or 
any other cash allowance payable to the employee in 
terms of his contract of service, would be regarded as 
salary u/a 17(3)(ii) and not as "benefit or amenity" for 
the purposes of section 40 (c)(jii) /40 (a)(x) of the 
Income-tax Act. Further, only those ca!!h payments 
would be covered by the expression "perquisites, ame-
nities and benefits" which are paid to the employee· 
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voluntarily and· gratuitously and' not in terms of the 
specific proviston$ oi'his contract of employment. in 
other words, the emPloyee concerned should not have 
~  in a position to enforce the payment of these 
amounts in a cow·t of Law;" 

2.48. When pointed ~  by the Committee that from the instruc-
,tions issued by the Board on 29th June, 1971, it loOked as though 
,the Board had accepted the point of view that the instructions issued 
in 1968 and 1969 were not in conformity with the provisions of law, 
thr ChailTl'lan, Central Board of Direct Taxes stated: "The point 
is this. When the circular of ~ wenrt; to the' Comptroller and 
Auditor General of r ~ , it was objected to and they said that 
they would not include' for the purposes of perquisites bonus and 
various other items. We referred the matter to the Law Ministry 
and the first reaction of the Law MinistrY was that it is possible. 
but since it is a very important matter, the best thing is to with-
draw the circular. But' when We withdra\v the circular. naturally 
we had to tell the field staff the reason why' We are withdrawing 
the circular as indicated by the Audit." 

2.44. The witness further depose4: "The Law Ministry mention-
,ed in 1971 in de!erence 'to the C. & A.G.'s objection that as there is 
no authoritative decision in this regard, the view that is favourable 
to the revenue may be followed till such i~e as any adverse deci-
sion is pronounced by ~  higher court. In view thereof, they said 
the circular in question may be wi~r w . So we W'ithdrew. 
ie •••••• At the time when we withdrew the circular, we did not want 
to walt t;ll the Court gave a finding. But since it was a very vital 
'<!uestion, we started receiving a number of representations from 
the Commissioners and at a point of time many companies assess--
'ments were held up because these provisions appUed to every com-
pany and this being a very fundamental issue, the question was 
~ i  re-examined with the Law Ministry and the Law Secretary 
'after going through the Dote of C. & A.G. gave its interpretation on 
the basis of which we issued the subsequent circular." 

2.45. The witness further added: ''Our circular was issued in 1972 
after consultation with the Law Ministry. The 1969 circular was 
also in consultation with the Law Ministry. We knew the immen-
sity of the problem. As a matter of fact I was also associated in 
the examination and I have stated that this is a very important 
"lTlatter and therefore we h~ , ~ .. . ~ and we withdrew the 
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-circular forthwith and re-examined the position as to what is cor-
rect. We placed before the Law Secretary C.A.G.'s whole noting 
~ asked for his opinion. The matter was discussed by me and 
the Law secretary personally' and we discussed the whole aspect 
together. After that an officer of that Ministry drew up a note on 
his advice summarising the whole thing." 

2.46. The Committee pointed out that the Board withdrew their 
circular instructions of November 1986 and October 1969 in June 
Ivn as the instructions were found in conflict with the Law and 
enquired whether any instructions were issued for re-doing of the 
assessments wherein the Board's instructions of November 1966 and 
October 1969 were followed by the Income Tax Officers. The Minis-
try, in a note stated: 

"After the withdrawal of the circulars in June, 1971, no ins-
tructions were issued by the Board for re-doing all the 
assessments where Board's instructions of November, 1966 
and October 1969 had been followed. In fact, the matter 
was reconsidered in consultation with the Law Secretary 
and as pointed out it was found that the instructions of 
1966 and 1969 were in conformity with the legal position 
and this position has been explained in detail in Board's 
Circular No. 80 dated 4-3-1972. There was obviously, 
therefore, no question of issuing any instructions for re-
doing the earlier assessments." 

2.47. The Committee enquired whether the Revenue Audit was 
consulted before issuing the circular on 4th March 1972 after cancel-
ling the circulars issued in 1966 and 1969. The Finance Secretary 
stated: "The circul!lr was ,not shown to the C.&A.G." 

2.48. The Chairman, e~ r  Board of Direct Taxes added: "The 
file started with a note from the Comptroller and Auditor General. 
That note was placed before the Law Secretary. If he had any 
doubt, he would have called a representative of the C.&A.G. for di .... 
cussion; we did not." 

2.49. It was pointed out that the case was certainly presented by 
the Finance Ministry to the Law Ministry, but io presenting the 
case, since they were quoting a reference of the C.&A.G., they did 
not inform the C.&A.G. what the Law i~i r  itself or the Finance 
Ministry itself was saying on the reference. But afterwards, they 
said that they had taken the Law Ministry's opinion, although the 
CAG was not aware of it. If he were aware of this at the proper 
time, he could have added something and even now because he was 

451 LS-4 
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not bound by the Law Ministry's opinion, he could insist that a. 
reference should be made to the Attorney General. The presenta-
tion of the case should have been vetted by Revenue Audit. 

2.50. The Committee wanted to know whether, before issuing the' 
Board's circular in March, 1972, the Law Ministry had examined in 
detail the scope of the relevant section in the Income Tax Act and l 

whether any categorical answer was given by them regarding in .. 
elusion or exclusion of bonus commission in salary for purposes of' 
limitation under the Act. The Chairman, CBDT stated: "We gave the 
whole file drawing their attention to the note." The witness read· 
out the reference made by the Board to the Law Ministry as under:-

"The instructions contained in the Board's Circular were ob-
jected to by the CAG of India who expressed the opinion that under 
Section 40(c) (iii) and 40(a) (v). all allowances whether in cash or in 
kind, bonus, commission, medical reimbursement, tax free element 
of the salary etc. whether paid voluntarily .or under contractual' 
obligation by an employer to an employee should be regarded as 
amE:nities, benefits or perquisites .... The matter was reconsidered in' 
consultation with the Ministry of Law who in their note dated 
11-6-1967 advised that the view which is favourable to the revenue 
may be followed till such time as an adverse decision is pronounced 
by any competent Court and that the circular in question should be 
withdrawn. We have accordingly withdrawn the circular. The' 
question of issuing fresh instructions in order to clarify the position 
to the field officers was again taken up and the matter discussed with 
the Additional Legal Adviser. In his note dated 3-12-1971 the Addi-
tional Legal Adviser stated that in a case where bonus is paid not 
so much as bounty or benefit but is paid as part and parcel of the 
remuneration for services rendered by the employee such payment 
may partake of the nature of salary rather than as a benefit. If 
however, on the terms and conditions of service, either there is no 
obligation on the employer to pay the bonus or commission, or it is 
a matter purely in the discretion of the employer, then such pay-
ment should be treated as benefit paid by way of addition to salary 
rather than in lieu of salary. He further expressed the view that 
even if bonus is paid under a legal obligation, as for example, under 
the Bonus Act, so long as the terms and conditions of service of em-
ployment do not provide that it is a recompense for services render-
ed, such payment may be treated as a profit in addition to salary 
rather than a profit in lieu of salary." The witness went on; "The 
latest advice of the Ministry of Law is: 

"Where bonus or commission is paid under the terms and" 
conditions of service as part of the remuneration for ser-
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vices rendered by the employee, it will not be regarded as 
an amenity or benefit or perquisite for purpoees of Section 
40(a) (v), where however, an employer 1s under no obli-
gation to pay any bonus or commission under the terms 
and conditions of employment and the payment is made 
on the pure discretion of the employer such payment wiIl 
be treated as benefit." We diftered from the Law Minis-
try's opinion and we stated that if it was not under a con-
tract, then it would be treated as a benefit but if it was 
a part of the ccntract, ther :at would not be. The Law 
Ministry had gone further and therefore we said: 

''We however feel that where bonus fs paid under a statute, 
as for example, the payment of bonus Act 1965, it should 
not be regarded as benefit perquisite or amenity but the 
statute would be deemed to }lave modified the service 
agreement in this behalf. The position in regard to 
bonus paid under various other circumstances is also 
not free from doubt. Bonus may become payable under 
the service agreement between the employer and the 
employee under a statutory obligation in accordance 
with the proviSions of the payment of Bonus Act, in 
terms of decisions of trade associations, as for example 
the Indian Banks Associaticn, in terms of awards of 
labour tribunals and purely gratuitously without there 
being any legal or contractual obligation for the pay-
ment. It could perhaps be urged that all payments of 
bonus except those under (v),. cannot be treated as bene-
fits emanating therefrom." 

2.51. In reply to a question, the witness stated: "Our view wac; 
hat it was not in conformity with the CAG's view. Because we were 

not in agreement with the views of CAG. So we pointed out to the 
CAG the Law Ministry's poinion. 

2.52 The Committee pointed out that the Comptroller and Auditor 
General sent a note to the Ministry for its consideration, the Minis-
try, if it did not agree, should have informed tne CAG saying that 
they proposed to consult the Law Ministry and I)btain their opinion. 
Even when the Law Ministry's opinion was not in conformity with 
the views of the CAG, the Ministry should have informed the CAG 
about the opinion of the Law Ministry before issue of the circular 
so that CAG also would have had an opportunity of further explain-
ing or revising his point of view or to ask that the matter be refer-
red to the Attorney General. That would be the proper procedure 
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which should have been followed. The Finance Secretary stated: 
"I agree that that should have been the procedure:' He further 
stated:' "In such cases, it is always desirable to have a tripartite 
discussion. As you would recall, last year also this point we raised 
and it was said that tbere should be a tripartite discussion between 
the Auditor General, the Department and the Law Ministry and 
they should jointly sit down and sort out these legal problems; but 
we would be quite willing to take any other additional opinion." 

2.53. The m~ ee. learnt from Audit that in .certain cases out 
of the 16 cases referred to in the audit para. perquisites of house 
rent allowance, car allowance, and expenditure incurred by the com-
pany on account of payment of rent, electricity, gas were not taken 
into account for limitation i.e. 115th of the salary. The Committee 
wanted to know whether the cases referred to in the paragraph re-
lated to the issue of bonus!commission only or to other perquisites 
as well. The Chairman, Central Board of Direct Taxes stated: "We 
have made it very clear in the circular that payments in the form 
of benefits or amenities such as reimburseme'nt of medical expenses, 
provision of electricity, water gas payment of club bllls, employment 
of domestic servant etc. would be part of perquisites ..... These are 
perquisites and would be taxable. If the I.T.O had not done it, it 
is a mistake." 

2.54. When asked to investigate the circumstances under which 
tpe perquisites of house rent allowance, car allowance etc were not 
taken into account for limitation as also to take action against the 
defaulting officers, the Finance Secretary stated: "We shall investi-
gate the case and find out". 

2.55. The Committee enquired whether the assessments had been 
rectified and the additional demand raised and recovered. The Mini-
stry in a note stated: "They related to other perquisites as well. Out 
of the 16 cases, rectificatory action on the basis of audit objection in 
the case of Mis. Navroji Wadia Ltd. has already been taken as this 
case was not covered even by the Board's earlier circulars. As re-
gards the remaining 15 cases, a view was expressed that rel!tifica-
tion may not be possible in the context of the Supreme Court's de-
cision in Navnitlal's case 58 ITR 198. However, on detailed conside-
ration, the ~i i r  asked the income tax Department to have these 

~  also reviewed, having regard to the Revenue Audit objection 
and the Board's latest instructions dated 4-3-1972".· 

2.56. The Committee pointed out that the Supreme Court's deci-
sion had been given as early as 1964 and enquired whether the Mini-
stry were not aware of that decision before issuing the circular. 
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The witness stated: "I agree that the letter (reply) is not . appro-
priate. 1 do not think the Supreme Court decWoJl juOftea. it; iU. 
my view. We have now issued instruction (i.e. 27-10-72) that these 
cases may be rectified" 

2.57 The Committee wanted to know the latest position about 
the rectification of the 16 cases and whether the Ministry had in-
vestigated these cases, if so, the action taken against ~he officers rel-
ponsible. The Ministry, in a note submitted to the Committee fur-
nished the latest position about the rectification of the 16 cases. 

2.58 From the information furnished by the Ministry regarding 
rectificat10n of the assessments of the 16 cases, the following position 
emerges: 

(a) In one case rectification has already been done; 

(b) In eight cases, no action was considered necessary as in 
those cases the provisions of Section 40(a) (v) were not 
attracted; 

(c) In 6 cases, the information regarding rectification is awai-
ted; 

(d) In one case, no action was considered to be necessary as 
the amount involved is very small. 

2.59 Any expenditure incurred by an employer directly or indi-
rectly in the provision of any benefits, amenity or perquisite whether 
convertible into money or not, to an employee is allowed as deduc-
tion from business income only up to a limit of one-6fth of the salary 
of the employee or Rs. 1,000 per month whichever is leiS. Any ex-
penditure incurred over the prescri.ed limit has to be disallowed 
in computation of the income of the employer. Under the executive 
instructions issued by the Central Board of Direct Taxes in Novem-
ber. 1966 and October, 1989, bonus, commission or any other cash 
allowance paid as an employee'. reeular salary wal directed to be 
treated as part of the employee's remuneration and not as perqui-
site. When it was pointed out by Audit in December, 1970 thnt the 
executive instructions were contrary to law, the Board withdrew in 
June. 1971 their instructions with immediate effect. However, the 
fresh instructions issued in March. 1972 in conlll1lltation witb the 
Ministry of law contemplate treating bonus given under certain 
conditions as salary. It is unfortunate that the Audit WQS not con-
arulted in issuing these latest instructions. The CommlUee are 01 
the view that the Audit should have been informed of the stand of 
the Ministry and when the mlltter was re-examined on the ha'lis of 
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Audit objections, the Audit view should have 'heen presented to the 
Law Ministry after showing it to Audit, and after alordlng Audit 
an opportunity to modify or explIDd its point of view in the light of 
the Board's views justifying a revised issue of instructions on the 
point. They trust that there will not in future be any sucb lapse; 
procedural though it is it is of vital importance. 

2.60. As the matter stands, it has to be examined whether the 
Board's eircular of March.. 19'72 correctly brings out the legal posi-
tion. The Committee desire that the opinion of the Attorney General 
the Audit's point of vieow should be got vetted by the Comlltroller 
and Auditor General of Iodia. 

Audit Paragraph 

2.61 While computing income, the Income-tax Officer usually pro-
ceeds from net Profit and Loss account as the starting point and adds 
back the amount of depreciation charged to the Profit and Loss 
account. The amount of depreciation admissible under the Income-
tax Act is thereafter allowed as deduction. 

2.62 A cO!11pany in its annual accounts for the years 1968-69 and 
1970-71 debited depreciation on flxed assets and on township assets 
separately. The Income-tax Officer while computing the taxable 
income in December, 1969 added the depreciation relating to fixed 
assets but did not add h~  the depreciation relating to township 
aSCJets. However, while comruting the income for the two years 
depreciation on all ~e  including township assets as admissible 
under the rules was allowed. The excess allowance of depreciation 
amounting to Rs. 2,82,346 resulted in under-charge of tax of Rs. 
1,55,287. The Ministry in their reply stated that the assessments 
have been rectified. Report regarding additional demand raised and 
collected is awaited. 

[Paragraph 46(b) of the Report of the Comptroller and Audi-
tor General of India for the year 1970-71 -Union Gov-

ernment (Civil) Revenue Receipts.] 

2.63 The Committee desired to know whether the additional de-
mand of tax had been rnised and recovered. The Ministry of Fina-
nce  in a writhm note submitted to the Committee confirmed that 
the additional demand had been collected. When asked to state the 
arrangements which the Income Tax Officer had for checking of as-
sessment orders before they were finalise and issued to assessees, the 
Ministry stated: "There are no other formal arrangements for 
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.. checking of draft e~ me  orders before they are finalised and 
issued to assesses. The Income Tax Officers are themselves res-
ponsible for the accuracy of their orders." 

2.64 Pointing out that a similar mistake was reported in para 
'61(c) of Audit Report 1965, the Committee enquired whether the 
Ministry had issued any instructions for avoidance of such mistakes. 
The Ministry, in a note submitted to the Committee stated: Follow-
mg para 61(c) of Audit Report, 1965 and Public Accounts Com-
mittee's recommendations thereon vide paragraph 1.26 of their 46th 
;Report (1965-66), instructions have been issued to all the Commis-
sioners of income Tax by the Director of inspection (Income tax) 
vide letter No. M-30/3/66-D.I.T., dated the 20th September, 1966. 
'The Board has also been issuing instructions us and when necessary 
·regarding the correct allowance of depreciation and development 
rebate." 

2.65. This is a case where the Income-tax Officer allowed deprecia-
tion on the township assets without first disallowing the deprecia-
tion already debited by the assessee in the profit and loss accounf. 
This accounted for excess allowance of depreciation of as. 2,82,346 
resuldng in short levy of tax of as. 1,55,287. The Committee had 
occasion to examine a imi~ r case reported in the Audit Report. 
1965. Despite issue -of instructions in 1966 following the recommen-
1iation of the Committee contained in paragraph 1.26 of their 4Mh 
Report (1965-66), such a mistake has occurred again. The Committee 
would like to know whether the assessments in this case were check-
ed by the Inspecting Assistant Commissioner/Internal Audit Party 
and if so, why the mistake was not detected. 

2.66. The Committee learn that at the present there are no 
arrangements for checking up draft assessment orders before they 
"are finalised and issued to the assessees. In view of the large number 
of mistakes in computation of assessable income that have been 
reported by Audit from year to year, the Committee desire that 
'Government should consider the advisability of providing some kind 
of check of the draft assessment orders preferably a pre-check of 
. Internal Auidt in Itfg cases. 

Audit Paragraph 

2.67. A firm created bonus reserve as required under the Bonus 
Act, 1965, in addition to payment of bonus during the year. Under 
the Bonus Act, where the allocable surplus exceeds the amount of 
-maximum bonus payable to the employees, the excess subject to the 
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prescribed limit, is carried forward for being utilised for payment of 
bonus in subsequent years. In addition to the expenditure incurred 
towards payment of bonus during the assessment years 1966-67 to 
1969-'71), the Income-tax Officer incorrectly allowed reserve of Rs. 
1,18,282 created by the assessee towards bonus for future years as a 
business expenditure. This resulted in short-levy of tax of Rs. 79,761 
in the hands of the' firm and its partners. The M1nistry have accept-
ed the mistake and' reported that the assessment of the firm was 
rectified r i~  additional demand of Rs. 22,349 which has also been 
collected. Report regarding action taken in the cases of partners is 
awaited from the Ministry (February, 1972). 

[Paragraph 46 (d) of the Report of Comptroller & Auditor General of 
India for 1970-71-Union Government (Civil)-Revenue Re-
cepits.l 

2.68. The Committee desired to know whether the assessments of 
the partners had been rectified and if so the additional demand raised 
and recovered. The Ministry of Finance, in a written note submitted 
to the Committee, stated: "The assessments of the partners have 
been rectified, raising an additional  demand of Rs. 56.685 which has 
been recovered." 

2.69. Learning from Audit that the four assessments were made by 
three Income Tax Officers and that all of them committed the same 
mistake the Committee enquired whether the Ministry had issued 
any instructions clarifying the provisions of the Bonus Act, 1965 and 
their impact an the provisions of the Income Tax Act for the guidance 
of the Income Tax Officers. The Ministry, in a note, stated: "Issue 
of the necessary instructions in the matter is under consideration." 

2.70. At the instance of the Committee, the Ministry, in a written 
note, furnished the followmg information regarding the income of 
the firm for the three years 1966-67 ro 1968-69 and the date of COlD-
pletion of the assessments:-

. ., .~ . 

Assessment year Income- Date nf crm-
plet;on of .~

ments -
Rs. 

1966-67 2,34,886 30-9-1966 

1967-68 2,04.095 16-4-1962 

1968-69 3,25.6;9 26-5-1960 

-----



51 

2,.71. The relevant $sses,ment were stated to have been taken up 
fOJ;scrutiny by audit in May, 1970. The committee wanted to know 
whether the assessment were subjected to scrutiny by the Internal 
Audit of the e~r me  before Revenue Audit took up the cue for 
scrutiny. The Ministry, in a written reply, stated that the case was 
not looked into by the Internal Audit Party. 

2.72. When asked for the reasons, the Ministry stated: "After 
Nmpletion of the assessments for 1966-67, 1967-68 and 1968-69, the 
file was transferred to another circle, but the Internal Audit Party 
concerned with the predecessor circle OViO.'X looked to intimate the 
successor circle's I. A. P. that the file had not been audited." 

2.73. Although under the Inf'ome-tax Law only actual expendf!urc 
incurred towards payment of bonus is allowable as a deduction frum 
taxable income, the I.T.O. allowed the bonus reserve created by the 
fum as per the Bonus Act, 1965 alBo as a business expenditure which 
resulted in under-assessment of income of Rs. 1,18,282 with the 
consequent short levy o,f Rs. 79,761. Regrettably the case was not 
looked into by the Internal Audit Party over a period of 3 years. 
The Committee feel that the provisions of the Bonus Act and their 
impact on the provisions of the Income-tax Act need to he clarified 
for the guidance of the Income-tax OBicers. A leneral review of 
the past assessments involving bonus reserve iS81so called for so 
tbat mistakes of this kind, if any. could be rectified before theBe 
become. time-barred. 

(d) Mistakes in ccnnputing depreciation and development rebate 

Audit Paragraph 

2.74. Where an assessee had acquired any capital asset from a 
country outside India for the purposes 'Of his business on deferred 
payment terms or against a foreign loan before the date of devalu-
ation of the rupee t,iz. 6th June, 1966, the additional rupee liability 
incurred by him in meeting the instalments of the cost of the asset 
';:/f of the foreign loan, falling due for payment after the date of de-
valuation, is allowed to be added to the original actual cost of the 
asset for the purpose of calculating the depreCiation allowance. 

2.75. A non-resident company had no foreign liability outstanding 
on the date of devaluation. However, the assessee claimed depre-
ciation of RB. 16,33, 305 for the assessment year 1968-69 after enhan-
cing the written down value of the assets by the fall in the value of 
the rupee in relation to the p:nmd sterling consequent upon the de-
valuation of rupee and the claim was allowed by the Income-tax 
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,Officer. As no foreign liability was outl;tanding, the incorrect enhan-
.cement in the written down value resulted in excess allowance of 
.depreciation by Rs. 11,03,158 for the assessment years 1967-68 and 
1968-69 resulting in total short-levy of tax of Rs. 7,81,942. The 
Ministry have accepted the mistake. Out of the demand of Rs. 

''7,81,842 a sum of Rs. 2,53,614 remains to be collected. 

'[Paragraph 47 (a) of the Report of the Comptroller and Auditor 
General of India fur the year 1970-71-Union Government 
(Civil)-Revenue Receipts] 

2.76. The Committee was given to understand by Audit that 
Ithe Ministry, in their subsequent report dated 24th March, 1972, had 
.intimated that the demand of Rs. 2,53,614 had also been recovered. 

2.77. Pointing out that as no foreign liability was outstanding in 
respect of the assets, the c-cmversion of the pound sterling into Indian 
.Currency should have been done at the pre-devaluation rate only, 
the Committee wanted to know the circumstances in which the mis-
take was committed. by the Income Tax Officer. The Member, Cen-
tral Board of Direct Taxes stated, "It is the Income Tax Officer who 
·did this. This is a non-resident company which maintains its ac-
c:ounts in the U. K. in sterling. It has got its subsidiary and it hires 
tabulating machines, etc. to the Indian Company, the hire received is 
converted into sterling. They draw up their profit and loss account 
in sterling and depreciation is also calculated in sterling. The In-
come Tax Officer took the depreciation as calculated by them in 
-sterling and converted it at the higher rate after devaluation ...... He 
should have been more watchful." 

2.78. The Committee learnt from Audit that as a further deve-
'lopment the assessee's appeal against the Income Tax Officer's order 
of rectification of the assessment for the assessment year 1967-68 had 
'been dismissed by the Appellate Assistant Commissioner, where as 
in respect of the assessment for the assessment year 1968-69, the 
assessee's appeal was allowed by the Appellate Assistant Commis-

:'1Iioner for the follOwing reasons: 

"As regards the second contention namely depreciation should 
be calculated with reference to the sterling written down 
value of the assets are to be fully depreciated, I have al-
ready held that the written down value is to be worked 
out separately for each year and that in the case like this 
it should be worked. out in sterling. The written down 
value so worked out should then be converted into rupee 
at the exchange rate as prevailing on the first day of the 



53 

accounting year. The Income Tax Officer is accordingly 
directed to recompute the written down value and depre-
ciation on the above basis." 

2 . 79. The Committee enquired. whether the Ministry had ac-
.cepted the above view, the witness stated: "The earlier Income Tax 
,Ofticer who had become Appellate Assistant Commissioner, had com-
mitted the mistake. But this is a later development which has 
.taken place only now .. ·· .... The assessment involved were 1967-68 
and 1968-69, previous years being calender year 1966 and calender 
year 1967. Devaluation came in June, 1966. In respect of both the 
years, in the first year the Appellate Assistant Commissioner con-
firmed the Income Tax Officers action. In the second year, he 
allowed the appeal." 

2.80. Elaborating further, the witness stated: "He took the legal 
ground, that is, for the purposes of allowance, depreciation, the writ-
ten down value should be on the first day of the accounting year. 
In the first year of the two, the first day of the accounting year was 
1st January, 1966. This is a date before devaluation. In the se-
cond year, it was 1st January, 1967. This was after devaluation. 
'Therefore, the higher written down value as computed after de-
valuetion was admitted by the Appellate Assistant Commissioner for 
the second year, but not for the first year ......... We are not ac-
cepting. That is why we have gone on second appeal. The Depart-
ment has filed a second appeal to the Tribunal." 

2.81. When asked for the date and grounds on which the appeal 
·to Tribunal had been filed by the Department, the Ministry of 
Finance, in a note submitted to the Committee stated: 

"The grounds of the Department's appeal before Tribunal are 
that the A. A. C. has erred in holding that the written 
down value of the assets of the assessee company which is 
a non-resident and which maintains its accounts in ster-
ling should be worked out separately for each year and 
also in sterling. The A.A.C. has also erred in directing 
the Income Tax Officer to convert the written down value 
90 worked out in sterling into rupees at the exchange rate 
as prevailing on the first day of the accounting year. The 
appeal is still pending." 

2,82. The Ministry intimated the date on which the appeal to 
'Tribunal had been filed as 30th April, 1972. 
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2.83. The Committee wanted to know whether there was any 
vigilance angle involved in this case. The witl).ess stated: "No com-
plaint has been made". The Ministry in their letter dated 25th Nov-
ember, 1972, further stated: "The Board requested the Director of 
Inspection (lnv.) to look into the matter and he in tum deputed his 
Additional Director (Vig) to go to Bombay to study the records and 
discuss the matter with the Commissioners to verify and determine 
whether any vigilance angle was involved in the assessment made 
by the Income Tax Officer concerned. The Additional Director ac-
cordingly went to Bombay and made an exhaustive study of the re-
cords as well as discussed the matter with the concerned Commis-
sioners of Income-Tax. He has come to the conclusion that the 
mistake is attributable to carelessness and that there is no :r:eason to 
doUbt the Income Tax Officer's integrity and hence no vigilance 
angle is involved in the assessment made by him. The Income Tax 
Officer has been cautioned fur the mistake." 

2.84. The Ministry further added: "It may not be out of place to 
mention that consequent to the devaluation of the sterling in Octo-
ber 1967, the assessee on their own marked down the written down 
value of the assets; this step was in favour of the revenue. This 
shows that the company followed a consistent though in correct me-
thod of determining the written down value of its assets located in 
India. ,. 

2.85. The Committee enquired whether the Ministry had con-
ducted any investigated to find out whether there were similar other 
cases in other income tax charges and if so the result of such inves-
tigation. The witness replied: "We have not made any review, no 
review has been ordered." 

2 . 86. The wi tness added: "Only recently some instructions have 
gone about devaluation while reviewing the case." 

2.87. The Ministry, in their letter dated 25th Nov., 1972, stated: 
"On a general basis, the Board have since issued instruction No. 474 
(F. No. 228/11/72-ITAII) dated the 15th November, 1972 for review 
of cases for remedying similar mistakes in other cases." 

2 . 88. When asked whether the Internal Audit looked into the 
case, the Ministry, in a written note, replied in t!te negative. 

2.89 For the assessment year 1967-88 a DAIIl-resident company 
converted the written down value of assets from pound Iterlln, to 
Indian currency and claimed the depredation thereon. In view 
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of the devaluation of the Indian currency on 6-45-1966 the conver-
sion was made by ~ i  the higher exehllllle value ef pound 
sterllllg. As no foreign liability was outstanding in respect of the 
assets the conversion into Indian currency should have been done 
at the pre-devaluation rate only. The incorrect enhancellUlPt in 
the Written down value claimed by the assessee and accepted by 
the Department resulted in excess allowance of depreciation for 
two years, 1967-68 and 1968-69, to the extent of Rs. 11,03,158. The 
total short levy of tax was Rs. 7,81,942. The Ministry have accepted 
the mistake and the entire additional demand has been l'eCove· 
red. However, the Income-tax Officer at fault, who became Appel-
late Assistant Commissioner, allowed the assessee's appeal. The 
Ministry have  informed that the order of the Assistant Commissio-
ner in this regard has heen appealed againt. The Committee 
would Itke to know the outcome. 

2.90. The Committee are of the view that it is grossly improper 
to allow an Income-tax Officer promoted as Appellate Assistant 
Commissioner to take congisance of and decide an appeal arisi .. 
out of an order passed by him as the assessing officer. They wopld, 
therefore. like Government to issue suitable instruction. 

2.9l. The Internal Audit have not looked into this case. The 
circumstances under which such a big company assessment was not 
taken up for scrutiny by Internal Audit may be reported to the 
Committee. 

2.92. The Committee find that the Central Board of Direct Taxes 
have lssued instructions on 15-11-1972 for a review of the position 
in all the Circles with a view to remedying similar mistakes, if any. 
The results of the review and the action taken to rectify the mis-
takes may be intimated to the Committee. 

Audit Paragraph 

2.93. In the assessments for the years 1959-60 to 1961-62 and 1963-
64 to 1965-66 of a company the total amount of depreciation allowed 
on the various assets including initial depreciation was not limited 
to the cost of the assets; and some of the assets included were sold 
away but the department considered only part of the sale proceeds 
on estimate basis as profits chargeable to tax. The correct procedure 
should be to treat the entire sale proceeds to the extent of the cost 
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of the assets as profits and the balance as capital gains, as the value-
of the assets was completely written down. The mistakes led to, 
total short-levy of tax of Rs. 1,28,113 of which a sum of Ri. 83,942. 
relatjpi to the assessment years upto 1961-62 proved to be loss of 
revenue due to rectification having become time-barred. The Minis-
try have accepted the mistakes. Report regarding rectification and 
recovery of the tax for the assessment years 1963-64 to 1965-66 is: 
awaited. 

[Paragraph 47(b) of the Report of Comptroller & Auditor 
General of India for the year 1970-71-Union Govern-

ment (Civil)-Revenue Receipts] 
2.94. The Committee enquired whether the assessments for the 

years 1963-64 to 1965-66 had been revised and if so, the additional 
demand of tax raised and recovered. The Ministry, in a note, stated: 
"It has not been possible to revise the assessments for the assessment 
years 1963-64 to 1965-66 because of a writ petition flIed by the asses-
see before the Gujarat High Court against the action taken by the 
Department for re-opening the assessment year 1962-63. The peti-
tion is pending, the court having issued an injunction rule." 

2.95. Referring to the loss of revenue of Rs. 83,942 relating to the 
assessment years upto 1961-62, the Committee asked whether the 
Ministry had investigated into the circumstances leading to 
the loss of revenue. The Ministry, in a written reply, stated: 
"The rectificatory action for the assessment years 1959-60 to 
1961-62 had become time barred even before the receipt of 
the audit objection. The mistake arose because while com-
pleting these assessments, the Income Tax Officer based the com-
putation on the depreciation statement prepared by his predecessor 
in the assessment for the year 1957-58, in which there was no men-
tion of the initial depreciation allowed." 

2.96. The Committee pOinted out that it was mentioned in the 
Audit paragraph that the Income Tax Officer estimated the profits 
on sale of assets out of the sale proceeds instead of arriving at the 
profits as laid down in the Income Tax Act. The Committee wanted 
to know the basis for the Income Tax Officer's action. The Ministry, 
in a written note, replied: "The I.T.Os action in estimating the pro-
fits on sale of assets instead of arriving at the profits as per proce-
dure laid down in Income Tax Act, was not correct. He has been 
cautioned. It has been ascertained from the Department that this 
practice was adopted because the written down value of certain 
assets sold every year was neither known nor capable of being easi-
ly ascertained by the Income Tax Oflicer from record. It was diffi-
cult to keep track of all particulars of Written Down Value asset-
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wise and accordingly when such assets were sold, the profit on sat.' 
of the asset6 was taken ob estimate at 50 per cent of the sale price 
and taxed under Section 41(2) of the Act." 

2.97. The Committee were given to understand that omission to' 
restrict the total depreciation on assets to the total cost of the assets· 
was commented upon in earlier Audit Reports as follows:-

Actual Report Para No. 

--------.--------------------------------------------
r963 25 (a) an.1 (b) 
1966 39 (b) 
1967 42 (f) 
1968 45 (b) ---------.- -----, 

2.98. In paragraphs 46 and 47 of their 21st Report (1963-64), the 
Committee recommended as follows:-

Para 46 " ........ The Committee regard this lapse as serious. 
It is regrettable that neither the Inspecting Assistant 
Commissioner nor the Internal Audit Party could find the' 
defect for any of these years. Necessary remedial mea-
sures are essential to ensure unearthing of such mistakes:-
in case of big assessees." 

Para 47 "The observations of the Committee made in the pre-
vious case also apply to this case. The Committee hope 
that such mistakes will be avoided in future." 

2.99. Drawing attention, the Committee pointed out that in spite 
of their recommendations, the excess grant of depreciation in the 
case under examination remained undetected. The Committee en-
quired whether the assessments were looked into at any time by 
the Internal Audit. The Ministry, in a written note, replied in the' 
affirmative. It was further stated that the different assessments in-
volved were checked by four Internal Audit Party OffiCials. 

2.100. The Audit paragraph brings out two kinds of mistakes in 
the computation of depreciation and the proftts chargeable to tax 
when assets were sold away, resulting in short levy of tax to the 
extent of Rs. 1,28,133 of which a sum of lIB. 83,942 became time-harred. 
The total amount of depreciation including initial depreciation .... nt. 
ed on PBests was not limited to the total cost of the 
aRets as required under the law. Further, where 
certain assets were sold the profit on the sale of 
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.;assets was estimated as 50 per cent of the sale price, instead of treat-
iDa the entire sale proceeds to the extent of the cOlt as profit. and 
the balance as capital gains as the value of the assets was complete-
.ly written down. The failure of the Internal Audit to detect the mis-
take should be suitably dealt with. The Committee would also like 
~ know whether the ,Inspecting Assistant Commissioner had check-
.ed the assessments in this case apd if so, how he failed to detect 
the mistake. In this connection it is of interest to note that omission 
,to rectrict the total depreciation on an asset to the cost of asset was 
comm.,nted upon in a number of e8?lier Audit Beports. "" 

2.101. The Committee are unable to appreciate the difficulty in 
keeping track of all particulars of written down value assetwise and 
resorting to estimation of profits on sale of assets when Audit could 
find the written down value from assessment records. The 
Committee cannot but take a serious view of such slackness of the 
.assessing officers. It will be of interest to know whether the irregular 
practice of estimating the profit on sale of assets was followed in any 
other case in this ward and in other wards/circles and the action 
taken to rectify the mistake and recover the taxes as due. 

Audit Paragraph 

2.102. Under the provisions of the Income Tax Rules, 1962 extra 
shift depreciation is not admissible in respect of some items of machi-
nery specW,ed therdn. Contrary to the Rules, the extra shift allow-
,ance was allowed in the following cases: 

(i) A company engaged in the business of generation and dis-
tribution of electricity claimed extra shift allowance of 
Rs. 5.55 crores on hydro-electric unit and on certain elec-
trical and other machinery for the assessment years 1967-
68 and 1968-69 and it was allowed in full by the depart-
ment. The assets were not entitled for extra shift allow-
ance and the incorrect grant of allowance led to excess 
carry forward of loss at the end of the assessment year 
1968-69 for adjustment against future years' profits. The 
Ministry have stated in replv that the incorrect extra 
shift allowance amounted to Rs. 13.42.297 in resoect of 
barrages for the two assessment years 1967-68 and 1968-
69. The amount of allowance incorrectly granted in rela-
tion to other machinery is being ascertained . 

.(paragraph 47(c) (i) of the Report of the Comptroller and Auditor 
.General of India for the year 1970-71-Uni('ln Government (Civil) 

-Revenue Receipts.] 
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.~ 3. The Committee wanted to know about the extra shift 
.allowance ~ also the conditions governillg its &rant. ,The Ministry. 
in written x:eply, stated: 

"Extra shift allowance is an addition to the normal deprecia-
tion, granted to a concern which was worked double shift 
or triple shift. The grant of extra shift allowane is gov-
erned by the provisions of Appendix I to Rule 5 of the 
Income-tax Rules, 1962." 

2.104. The COItlmittee enquired whether in the case under ex a-
-mination, the assessee gave the particulars of various plant and 
'machinery as per the desription laid down i nthe Income-tax Rules 
and as required under the provisions of the Act. The Ministry, in a 
written note, replied in the affirmative. 

2.105. To a question, the Ministry in a note stated that extra shift 
allowance was not admissible in respect of barrages. 

2.106. When asked to state how did the Income-tax Officer allow 
~ r  shift allowance on the item, the Ministry stated that the In-
'Come Tax Officer wrongly classified the barrage as falling under 
'E(2)(a) of item I1I(iii) of Appendix I of Income Tax Rules instead 
of E(2)(b) of item III(iii). 

2.107. The Committee enquired whether the extra shift allowance 
in respect of the other plant and machinery had been examined and 
if so, the position in regard to its admissibilities. The Ministry, in a 
lnote, replied in the affirmative. They further stated: 

"There is a difference of opinion between the Ministry and the 
Audit in the matter. The Audit have been apprised of 
the Ministry's views and told that if the position is not 
acceptable, the matter can be referred to Law Ministry; 
their reply is awaited. However, as a precautionary mea-
sure, the assessments have been revised in accordance with 
the Audit stand." 

2.108. When asked whether the Income Tax Officer allowed extra 
-shift allowance in respect of the same machinery commented upon 
by Revenue Audit, in respect of the earlier years, the Ministry, in a 
written note replied in the negative. 

2.109. A case wherein extra shift allowance was claimed by the 
assessee to the extent of Rs. 5.55 crores and was allowed by the 

~  LS-5 
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Department for the usessmeDt yean 1.1--68 and 1_-. has beea. 
reported in the Audit p8J'8Il'8ph. According to Audit, the asset. 
were Dot eligible for extra shift allowance. The Committee further 
note from the reply of the Ministry that the ITO did not allow 
extra shilt allowance in respect of these assets in earlier years. How-
ever, the Ministry have admitted the incorrect Il'ant of extra shift 
allowance amountlug to RI. 13,42,297 in respect of barrages for the 
two assessment years and as regards the rest of the assets, there js 
stated to be a difference of opinion between the Ministry and Audit ~ 

be referred to the Ministry of Law, if necessary. As the cssessee is 
stated to have ~ e  the particulars of various assets as per the des-
cription laid down in Income-tax Rules and as required under the 
provisions of the Act, the Committee desire that tbe correctness of 
the allowance granted should be determined in consultation wiila. 
the Ministry of Law early. 

Audit Paragraph 

2.110. In the case of an assessee engaged in the business of manu-
facture of steel furniture and refrigerator components, body-building 
for buses etc., depreciation on plant and machinery was allowed for 
the assessment years 1961-62 to 1966-67 at the rate of 10 per cent in-
stead of at the general rate of 7 per cent, as a separate special ratc 
of depreciation is not prescribed for this type of industry. Thll 
excess allowance led to short-levy of tax of Rs. 7,08,000. Though as 
a precautionary measure the assessments have been revised and 
additional demand has been raised, the Ministry have 'stated that the 
rate originally applied is correct. However, in the absence of a 
special rate for the industry in question, only the general rate of 7· 
per cent is applicable. 

[Paragraph 47(d) of the Report of Comptroller & Auditor General of 
India for the year 1970-71-Union Government (Civil)-Reve-

nue Receipts.] 

2.111. The Committee wanted to know when the assessment were 
rectified and the additional demand of tax raised for all the years 
1961-62 to 1966-67. The Committee also enquired whether the de-
mand had since been recovered. The Ministry, in a written note 
stated: 

"The assessments for the assessment years 1963-M to 1966-67 
were rectified under sE'ction 154 of the Income-tax Act, 
1961 raising an additional demand of Rs. 8,90,773/-but 
these were quashed in 900ea1 by the Appellate Assishnt 
Commissioner of Income-tax on the plea that there Wa&: 
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no mistake apparent from the records. The Department 
has taken the matter appeal to the Tribunal. As a pre-
caution, alternative action under sec. 147 (a) of the Act has 
also been initiated. For the assessment years 1961-62 and 
1962-63, the department is exploring whether action for 
these two years involved income over Rs. 50,000 and could. 
lie under section 147 (a) with the Board's approval. 

2.112. The Committee pointed out that from the Audit Paragraph 
it was 'seen that the Ministry had maintainoo that the depreciation 
allowed by Income Tax Officer was in order and enquired whether 
a special rate of depreciation was laid down  for the type of industry 
mentioned in the audit Report. The Ministry, in a note, submitted 
to the Committee stated: 

"On 14th March, 1972, the Ministry informed the Audit that 
while it was correct that depreciation should not have 
been allowed at flat rate of 10 per cent it was not correct 
to say that depreciation shouloj be allowed only at 7 per 
cent. There is no special rate of depreciation prescribed 
for this type of machinery. On a detailed examination it 
is found that the plant and machinery in this case falls 
within two categories (a) General Plant ar.d Machinery 
on which depreciation is allowable at the present rate of 
7 per cent under itm III (i) of the Appendix I to Income-
tax Rules and (b) Machine Tools which are entitled to 
depreciation at the rate of 12 per cent under item III i id. ~ 

2.113. Pointing out that similar mistakes as the one under consi-
deration were brought to the notice of the Committee every year 
through Audit Reports, the Committee enquired about the special 
steps, propOSi:!d to be taken by the Ministry, to prevent such 
mistakes in future. The Ministry, i na written note, stated: "The 
Central Board of Direct Taxes vide Instruction No. 416 have already 
issued guidelines to the field officers in this regard". 

2.114. The Committee would like to know the progress made in 
reopening the assessments in this case and the amount of additional 
demand created/recovered. 

Audit Parapaph 

2.115. Grant of development rebate on new plant and machinery 
owned by an assessee ana used for the purposes of bUSiness, Is sub-
ject to the following conditions besides other: 

(1) If assets in respect of which development rebate is allow-
ed are sold or transferred within a pettod of eight years 
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from the end of the previous year in which they were 
installed, the development rebate already granted has to 
be withdrawn. 

(2) The development rebate reserve required to be created 
at the time of grant of the rebate must not be utilized for 
distribution as profits or dividends for a period of eight 
years next following. Infringement of this condj+:Jns re-
sults in withdrawal of the development rebate already 
granted. 

(i) In the case of a company for the assessment year 1963-64 
(assessment completed in January, 1967), development rebate of Rs. 
2,01,197, was allowed on new plant and machinery. Though the 
plant and machinery was sold in previous year relevant to the assess-
ment year 1964-65, the development rebate allowed to the assessee 
was not withdrawn resulting in short-levy of tax of Rs. 1,00,599. The 
Ministry have intimated that the assessment was rectified and the 
additional demand of Rs. 1,00,599 recovered. 

(Paragraph 47(e) (i) of the Report of h~ Comptroller and Auditor 
General of India for the year 1970-71-Union Government 

(Civil)-Revenue Receipts]. 

2.116. The Committee wanted to know the reasons for the failure 
on the part of I.T.O. to make use of the information already avail-
able with him and deny the development rebate or withdraw the 
development rebate after it was granted. The Ministry, in a note, 
submitted to the Committee, stated: "The I.T.O. had obtained particu-
lars of the assets sold by the assessee in respect of which develop-
ment rebate already allowed was to be withdrawn and in fact passed 
appropriate oroers in December, 1965 under Section 154 for the 
assessment years 1959-60 to 1961-62, with drawing development re-
bate on the ground noticed by his predecessor during assessment 
for 1962-63, when he came across information that relevant as-
sets had been sold in A'lsessment year 1964-65, warranting withdrawal 
of development rebat!' in earlier years. However, the assessment for 
1963-64 (subject of a,,"Iit) was pending at this time and the ITO 
thought he would make e e ~r  adjustment at the time of comple-
tion of assessment. The ~ e me  under Audit objection was com-
pleted by him much later in January. 100'7 and d4,e to t.ime ~ of over 
a year he lost sight of the need to withdraw the development rebate 
allowable in respect of assets sold." 

2.117. The Committee desired to know the section under which 
the a-ssessment was made and whether the I.T.O. enquired from the 
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.as!iessee at the. time of assessment whether the plant and machinery 
on which development rebate was being claimed was in his posses-
sion and was being used for the .purpose of his business. The Min-
istry, in a written reply stated: "The relevant assessment for 1963-64 
was completed under Section 143 (3) of the Income-tax Act, 1961. . As 
explained above, the I.T.O. did not make any enquiry in this respect.''' 

2.118. To a question, the Ministry, in a note stated: "The return 
of income was filed subsequent to the date of the sale of the plant 
and machinery. The assessee did not intimate the ITO the fact about 
the sale of plant and machinery at the time filing of return of 
income". 

2.119. The Committee enquired whether the Ministry had issued 
any special instructions to the Internal Audit to carry out a review 
of the assessments wherein development rebate was granted, to 
find out, whether any information was available in the assessment 
records to indicate that the assets were subsequpntly sold away with-
in the prohibited period under the Income-tax ·,aw. The Ministry. 
in a written reply, stated: 

"The Ministry have considered thts matter and issuedileneraI 
instructions No. 368 (F.202157171-IT.AII) dated 3-1-1972 
and the Income Tax Officers while completing assessments 
and the Internal Audit Parties while auditing the assess-
ments will no doubt bear these instructions in mind." 

2.120. The Committee wanted to know the time limit prescribed 
for the rectification of the assessment withdrawing the development 
rebate already granted and whether the -rectification was made in 
the case under examination within the stipulated period in the taw. 
The Ministry, in a note, stated: 

"The time limit is four years from the end of the previous year 
in which the sale or transfer takes place. Although the 
time limit for withdrawal of the development rebate 
became barred long before the Revenue Audit raised the 
objection the I.T.O. was able to rectify the mistake with 
the concurrence of the assessee." 

2.121. Under tbe Income-tax Law if an asset on wblcb develop-
ment rebate was allowed, is sold away within a period 01 8 yeRrs 
from tbe year of installation tbe development rebate allowed on the 
asset should be withdrawn. In tbe case reported in the Audit para-
grapb development rebate of Ks. 2,01,197 was allowed OD Dew plant 
and machinery for the assessment year 1963-64 completed in Janu-
ary, 1967. However, information was available in tbe assessment 
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records that the plant and machinery was sold away in the previous 
,years relevant to the assessment year 1*-15. Yet the ITO did not 
withdraw the development rebate granted to the assessee resulting 
in short levy of tax of Ra. 1,00,599. It is strange that the ITO over-
looked the particulars available in the assessment records and did 
not also make enquiries from the assessee at the time of assessment 
whether the plant and machinery on which development rebate was 
being claimed was in his possession and was being used for the pur-
pose of his business. These lapses on the part of the ITO should be 
1;uitably dealt with. 

2.122. The Committee note that the return of income was filed 
1;ubsequent to the date of the sale of plant and machinery and that 
the assessee did Dot intimate the ITO the fact about the sale at the 
time of filing of return. The Committee would like to know whe-
ther the assessee would attract any penalty for this suppression of 
information. 

(e) Incorrect levy of tax on capital gains 

Audit Paragraph 

2.123. An assea:see sold certain lands during the year relevant to 
the assessment year 1963-64 for Rs. 2,99,614. Capital gains on such 
sales were assessed by the department at twenty per cent of the sale 
price (i.e. Rs. 59,923) on the ground that the original cost of the land 
was not known. 'From the wealth-tax records of the assessee, it was 
found that the original cost of the land was Rs. 21,900 only and on 
this basis the long term capital gains correctly worked out to 
Rs. 2,77,714 as against Rs. 59,923 arrived at by the department. The 
under-assessment of capital gains of Rs. 2,17,791 accounted for short-
levy of tax of Rs. 54,447. The Ministry have accepted the mistake. 

[Paragraph 48(a) of the Reoprt of the C&AG for the year 1970-71-
Union Government (Civil) Revenue Receipts] 

2.124. The Committee wanted to know whether the assessment 
had been rectified and additional tax recovered. The Member. 
Central Board of Direct Taxes, stated: "It had been rectified and 
the additional tax was realised". 

2.125. The Committee enquired whether there were any provi-
sions in the Law supporting the action of the . Income Tax Officer 
tn estimating the capital gains at 1]5th of the sale value. The wit-
ness stated: "n Is not a question of anything in the Law; it is a 
question of evidence. The Income Tax Officer has to determine the 
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.capital gains on the evidence available." The Finance SecretaIy 
~dded  IIThese are no instructions to this effect from the Board". 

2.126. The Committee pointed out that from the audit para-
"raph it was aeenthat the particulars of the book value of the 
.assets were available in the wealth tax records of the assessee and 
asked why did not the Income tax officer carry out a coordinated 
.study of the Income tax and wealth tax records of the assessee. The 
Member, Central Board of Direct Taxes, stated: "It was looked into. 
When he took up the assessment, wealth tax records were not 
available as they were sent to the Tribunal. But details were fur-
nished in the income tax returns and therefore he checked them". 

2.127. When asked whether the assessee was asked to state speci-
fically his declaration in the wealth tax ~e r , the witness stated: 
"He was asked verbally. He said that the information was not 
available". The witness further stated that there were two pro-
perties. The value of one property returned was Rs. 41,000 and 
the value adopted tor wealth tax was Rs. 1,50,000. For the other 
property the assessee declared the value as 21,582 and this was ac-
cepted. The property valued at Rs. 21,582 was sold in ·full and the 
other property was sold in part. The Committee pointed out that 
Wealth Tax declaration must be obviously more than Rs. 2.99 lakhs. 
'The Committee enquired whether the department could under-
take a revision of the wealth tax assessment now. The witness 
replied in the affirmative. 

2.128. The Committee wanted to know whether the question of 
revising the wealth tax assessments was considered earlier and if 
not the reasons therefor. The Ministry in a written note, stated: 
The position regarding the revision of Wealth-tax assessment is 

ti under: 

(a) There is nothing Qn record to indicate that the question 
of revision of Wealth Tax assessments in respect of the 
two properties in question sold during the previous year 
relevant to Asst. Year 1963-64, was or was not consider-
ed for the asst. years prior to 1963-64. 

(b) The two properties which are the subject matter of audit 
objection were being described in the Wealth Tax re-
turns for aU assessment years upto 19t2-63 as 'Under:-

(1)" Agad Buildings with compound and gallery; and 

(li) Chittakhana near Waraahia (,nd Hanrlappa. 
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In the Wealth Tax return for" e me~  year 3 ~,. 

the assessee does not appear to have indicated specifically' 
the fact of the sale of the parts of the above properties 
except that the figures under the column of "total present. 
value" in the "statement of immovable properties" were 
shown at reduced figures in respect of both the properties 
i.e., Rs. 12,395 and Rs. 3,2()O against Rs. 41,000 and 
Rs. 20,583 returned in the earlier years. The I.T.O.,. 
therefore, does not appear to have become aware of the-
sale of the relevant parts of the properties while making 
the Wealth Tax assessment for assessment year 1963-64. 
This is further apparent from the fact that the I.T.O .. 
assessed the values of these two properties at the same 
figures as were adopted for the assessments of the earlier 
year, t.e., at Rs. 1,50,000 and Rs. 20,583. For the Assess-
ment year 1964-65 also, the values of the respective pro-, 
perties were assessed at the same figures. 

(c) The I.T.O., does not appear to have become conscious of' 
the sale of the portion of the "Agad" property mentioned at 
item (b) (i) above which had been sold for Rs. 2,36,047' 
even while making the Wealth Tax assessments for 
Assessment Year 1965-66 and 1966-67 (completed on 
21-12-1966 and 12-1-1967). He appears to have become' 
aware of the sale only during the course of I.T., assess-
ment for Assessment Year 1963-64 which was m e ~ 

on 8-3-1968. The question of revision of Wealth Tax 
assessments for Assessment Years prior to 1963-64 in' 
respect of the valuation of this property could; therefore, 
possibly have attracted the ITO's attention for the first 
time only at that stage. But by the time, the time-limit 
for action uls 17(b) had already expired for all the rele-
vant Assessment Years and action 17(a) was out of the' 
question because the assessee had already disclosed mate-
rial information including the area of land, etc., in his" 
Wealth Tax returns filed originally. 

(d) The I.T.O., does appear to have become conscious of the 
sale of "Chittakhana" property-the smaller 'one at (b)-
(ii) above which had been sold for Rs. 63,564 while mak-
ing Wealth Tax assessment for ASsessment Year 1965-6" 
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(completed on 21-12-1966) as is evident from the state-·· 
ment detailing assessed values of immovable properties.. 
forming enclosure to the assessment order. 'fh., I.T.O .... 
could have possibly considered revision of the Wealth Tax 
.assessment in repect of Uris property for earlier years at. 
that stage. Here the time limit for action u/s. 17 (b) was· 
available only for one year i.e., for Assessment Year 
1962-63. It is, however, not clear from records whether 
the LT.O., at all considered the question of revision of the·· 
assessment for Assessment Year 1962-63. 

(e) Although the time-limit prescribed u/s. 17(b) permitted 
action for Assessment Year 1962-63 in respect of the· 
'Chittakhana' property, it is felt that such action may' 
not have been of much avail for the following reasons:-

(i) The difference between the sale price, being Rs. 63,564 
and that already assessed being Rs. 20,583, was only· 
Rs. 4,000 approximately. 

(ii) The sale was made on different dates upto October, 1962:. 

After the Gujarat State had separated from the erstwhile· 
Bombay State, on 1-5-1960, the price of land in the major-
cities of Gujarat especially Baroda and Ahmedabad rose-
very sharply. The value of the sold out property as on· 
31-3-1962. the relevant valuation date for Assessment-. 
Year 1962-63 may. therefore, have been much lower than 
Rs. 63,5641-and consequently the under-assessment may 
have been much lower than Rs. 40,000 with a very small' 
consequential tax effect. 

The values of the unsold portions of the two properties stand' 
assessed adequately for the assessment years 1963-64 to· 
1966-67 upto which the Wealth Tax assessments have 
been finalised so far and they do not apparently need any 
revision in this regard. The unsold portion of the first 
property stands finally assessed at Rs. 1,50,000 for Assess-
ment Year 1963-64 and atRs .. 1,08,600 for each of the 
Assessment Years 1964-65 and 1965-66. The value of 
Rs. 1.08,000 is based on the price of the unsold portion 
which it fetched on its sale on 29-9-1965 (vide also AAC's 
order dated 23-3.71). The unsold portion of the other 
property stands assessed at Rs. 20,583 for Assessment Year' 
1963.64 and for Rs. 10,000 for A e ~e  Years 1964-65 to 
1966-67. 
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2.129. The Committee learnt from Audit that the assessment 
was not checked in Internal Audit. The Committee wanted to 
know the circumstances in which the file was not checked in Inter-
nal Audit. The Ministry, in a written reply, stated that the assess-
ment in question was checked by the Internal Audit Party on 4th 
May. 1968. 

2.130. An assessee owned two properties. The values retwrned 
by him for weaath-tax purposes were Rs. 41.000 and Rs. 20,583 res-
pectively. A part of each of these assets was sold during the pre-
vious year relevant to the assessment year 1963-64 for Rs. 2,99,6U. 
The. Income-tax Officer, instead of arriving at the value of capital 
gain after deducting the original cost from the sale value, estimated 
it at 115th of the sale value on the ground that the original cost of 
the land was not known. Admittedly, he had no authority to esti-
mate the capital gain in this manner. The assessee also does not 
appear to have given the relevant information on a verbal enquiry. 
The Committee desire that suitable action should be taken in the 
matter. 

2·131. The value  of one property adopted for wealth-tax pur-
poses was Rs. 1,50,000 and the value  of the other property was ac-
cepted as Rs. 20,583. As part of each of these properties has been 
sold for Rs. 2,99,614, the value of the properties should have been 
much more than this amount. While the under-assessment of capi-
tal gain has been redified, no action could be taken in regard to the 
serious under-statement of wealth for the assessment years upto 
1962-63. It is strange that the assessing officer did not notice the 
sale of the part of the assets, while making the wealth-tax assess-
ment for the year 1963-64. As the assessee returned lower values 
for the properties, the assessing officer ought to have enquired into 
the matter. Further, he failed to correlate the income-tax records 
with the wealth-tax records. The Committee take a serious view 
of these lapses. They desire that appropriate action should be taken 
against the assessing officer. 

2·132. Although .the income-tax assessment in this case is stated 
to have been checked by Internal Audit on 4th May, 1968, the irre-
gularity has not been re ~ noticed by them. The failure 
should be suitably dealt with. 

(f) Irregula.r exemptio1bS or excess reliefs given: 

Audit Paragraph 

2.' 33. Where any property is held under Trtist wholly for chari-
table or religious purposes. income from such property is exempt 
from tax to the extent it 1s applied for such purposes in India. Any 
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:income from such property accumulated for appUcation to sueh pur-
'poses in India in excess of twenty five per cent of the income or 
Rs. 10,000 whichever is higher, is chargeable to tax. The restrictions 
.as regards accumulation of income do not apply for the period dur· 
ing which such accumulations are invested in Government aecuri. 
ties. 

2.134. In the case of a Trust, income in excess of twenty five 
per cent was held as exempt for assessment years 1965-66 to 1967-
,68 even though the money set apart was not invested in Government 
securities. In consequence the accumulated income in excess of 
twenty five per cent of the income or Rs. 10,000 whichever is hig-
her had to be assessed to tax. The omission to do so resulted in 
short-levy of tax of Rs. 77,210 for the three years. The Ministry 
have accepted the mistake but have stated that the Board had since 
~ d ed the delay in making the required investment and that the 
assessee had made the required investment in Government securities. 

[Paragraph 49 (a) of the Report of the Comptroller and Auditor 
General of India for the year 1970-71, Union Government 
(Civil)-Rev.enueReceipts). 

2.135. The Committee desired to know the prOVISions in the 
Income Tax Act regarding exemption of the income of trusts' from 
tax, and also the conditions to be satisfied if accumulated income of 
a trust was to get exemption from levy of tax. The Ministry of 
Finance, in a written· note, stated: 

"Where any property is held under Trust for charitable or 
religious purposes, income from such property is exempt 
from tax to the extent to which such income is applied 
in the accounting year for such purposes In India. In 
certain special· circUIMtances, income spent outside India 
for charitable or religious purposes by such trust is also 
covered by the exemption. 

The following conditions must be satisfied: 

<a> A notice in wrltlng must be given to the Income-tax 
Officer in th-eprescribed manner, thE' purpose for which 
the income is being accumulated or set .. apart and the 
period for which the income is to be accumulated or set 
apart, which shall In no case exceed ten years should also 
be stated. According to the preScribed form namely 
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Form No. 10, before the expiry of six months commenc-
ing from the end of the relevant previous year the amount 
so accumulated will be invested as indicated in (b) below: 

(b) The money so accumulated or set apart is: 

(i) invested in any Government security as defined in 
clause (2) of section 2 of the Public Debt Act, 1944 
or in any other security which may be approved by the 
Central Government in this behalf, or 

(il) deposited in any account with the Post Office Savings 
Bank (including deposits made under the Post Office 
Time Deposits Rules, 1970) or a Banking company to 
which the Banking Regulation Act 1949 applies or a 
Co-operative SOCiety engaged in carrying on the busi-
ness of banking; or 

(iii) deposited in an account with a financial corporation 
which is engaged in providing long term finance for in-
dustrial development in India and which is approved 
by the Central Government for the purpose of clause· 
(viii) of sub-section (i) of Section 36." 

2.136. The Committee pOinted out that in the case under exa-
mination, the assessee issued a valid notice to the Income Tax 
Officer, on the basis of which the Income Tax Officer also granted' 
exemption. Subsequently the assessee failed to invest the money' 
tn full in Government Or approved securities.' The Committee en-
quired whether the Board were competent under the Law to con-
done the omission at this stage. The Ministry in a written reply, 
stated that the Board had decided to condone the delay vide ins-
tructions contained in their circular dated 13th November, 1968. 

2.137. The instructions contained in the Central Board of Direct 
Taxes Circular No. F.20\21168-IT(AI) dated the 13th November,. 
1968, inter-alia read as follows:-

"Requests are received frequently from Trusts and other 
Charitable I;nstitutions for relexation of the statutory 
time-limit for giving notice to the Income-tax Officer con-
cerned and investment of the accumulated income or in-
come set apart in Government securities as prescribed' 
under section 11 (2) of the Income-tax Act, 1961, and rule 
17 of the Inome-tax Rules, 1962. In View of the hard-
ship involved in certain genuine cases, the Board have de-

l ' cided, that such requests for condonation of delay in the· 
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investment of the excess income in Govemment securitiea 
under section 11(2), may be entertained if the following 
five conditions are satisfied:-

(a) that the genuineness of the trust is not in doubt· , 
(b) that the failure to give nofice to income tax Officer 

under section 11 (2) of the Act and investment of the 
money in the prescribed securities was due only to 
oversight; 

(c) that the trustees or the settler have not benefited by such 
failure directly or indirectly; 

(d) that the trust agrees to deposit its funds in the 
prescribed securities prior to the issue of the Govern-
ment sanction extending the time under section 11 (2); 

(e) that the accumulation or setting apart of income was 
necessary for carrying out the objects of the trust. 

Necessary orders relaxing the time-limit will be issued by the 
Board in each case after taking into account the facts and 

. circumstances of that case. The Board desire that such 
requests made by the Trusts and other instructions should 
be examined carefully in the light of the above conditions 
and cases where the Commissioner is satisfied that a 
strict operation of the time-limit would result in a genuine 
hardship may be referred to the Board for passing the 
necessary orders. 

It is proposed to amend the law to secure for the Board ne-
cessary provisions to extent the period in appropriate 
cases. Pending such amendment, if Audit have raised 
or do raised any objection, the case may be brought to the 
notice of the Board without delay." 

2.138. In reply to a question, the Ministry, in written reply 
'Stated: "The Revenue Audit conducted its scrutiny between 
"'24-11-1969 to 10-12-1969. The assessee applied for condonation of de-
lay on 16th March. 1970 and the Board issued condonation orders 
-1)n 23rd October. 1970." 

2.139. The Committee wanted to know the arrangements which 
the Department had to review such cases and take action in time 
for condonation of delay etc., wherever necessary, instead of wait-
ing till the Revenue Audit pointed out the omission. The Ministry, 
in a note, submitted to the Committee, stated: 
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"Mostly the trusts depend upon donations from the public. 
for this purpose, the trusts obtain a certificate from the 
Commissioner of Income-tax under section SOG. Ac-
cording to Instruction No. 367 F. No. 176147170-II (AI) dat-
ed 3-1-1972, a certificate is to be issued initially for a 
period of one year and renewed after every three years. 
At the time of renewal of the certificate the assessing aut-
horities go through the books of account and satisfy them-
selves that the provisions pertaining to the assessment 
of the trust are complied with. Further, according to 
the provisions of Section 139 (4A) , as amended by the 
Finance Act, 1970 every person in receipt of income deriv-
ed from the property held under trust for charitable or re-
ligious purposes is required to file a return if the income 
of the trust exceeds the maximum amount exempt from 
tax." 

2.140. According to the Income-tax Law every trust which accumu-
lates income in excess of 25 per cent of the total income or KII. 10,000-
whichever is higher for application to charitable purposes within 
a period of 10 years, has to give a notice to the I.T.O., and invest 
accumulated income in Government O!' approved securities within 
six months comencing from the end of the relevant previous year, 
if the accumu.lated income is to get exemption from tax. In the case 
uuder examination the Trust's accumulated income was exempted 
from tax although the funds were not so invested in full in securi-
ties for the assessment years 1965-66 to 1967·68. The omission to 
withdraw the exemption resulted in short-levy of tax of Ks. 77,210. 
Significantly enough, after the Audit pointed out the omission, the 
assessee applied for condr"lation of delay in assessment and the 
Board condoned the delay. The action of the Board in this regard 
is of doubtful legaJity as they had themselves stated in their cir-
cular dated 13th November, 1968, that "it is proposed to amend 
the law to secure for the Board necessary provisions to extend the 
period (for investment) in appropriate cases." The Committee need 
hardly impress that if Government desire to exercise this discre-
tionary power, necessary amendment to the relevant provisions or 
the Income-tax Act should be effected without delay. 

2.141. They also feel that a suitable time-limit may be prescrlb. 
ed for entertaining applications for condonation of delay in invest-
ment. The Committee are not satisfied with the arrangementlt 
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wldeh tM De,....eat laaa at the preseat to· review weh CMeI .. 
see whether ~ iaftltlaents have been made It)' the Trults In tim ... 
They desire that .there should be an annual review. 

Audit Paragraph 

2.142. The income-tax assessment of five shareholder of a com-
pany for the assessment year 1964-65 were completed in April, 1963, 
allowing relief provisionally at 82 per cent in respect of dividends. 
received by them from the company, out of its profits attributable 
to a new industrial undertaking subject to revision after the com-
pletion of the assessment of the company. The income-tax assess-
ment of the company for the assessment year 1964-65 was subse-
quently completed in March, 1969 in the same ward, on the basis 
of which the relief allowable in the hands of the shareholders work-
ed out to 38 per cent only. Omission to revise the assessments of' 
the shareholders withdrawing the excess relief already allowed re-
sulted in short-levy of tax of Rs. 82,691. The department has since 
revised the assessments of an the five shareholders. The Ministry 
have replied that the Appellate Assistant Commissioner has re-
duced the income drastically and that this order is being contested' 
by the department before the Appellate Tribunal. The only fault, 
according to the Ministry, that had occurred was the failure of the 
Income-tax Officer to record ill the assessment file, the reasons for 
delaying consequential action in the cases of the shareholders. 

[Paragraph 49(b) of the Report of Comptroller and Auditor 
General of India foT' the year 1970-71-Union Government 

(Civil)-Revenue Receipts]. 

2.143. The Committee desired to know the stage at which the 
departmental appeal to the Appellate Tribunal stood at present. 
The Ministry of Finance, in a written reply, stated that the depart-
mental appeal was pending before the Appellate Tribunal. 

2.144. The Committee pointed out that according to the Minis-
try, the failure of the Income Tax Officer was the ommisaion to record 
the reasons for the delay in revising the assessments and wanted 
to know the procedure  prescribed in regard to rectification of assess-
merits in such cases where relief was allowed provisionally on profits 
attributable tf' tax-holiday so that the Income Tax Officer might 
not loose sight of the pending action. The Committee also enquir-
ed whether such procedure was followed by the Income Tax 
Officer in the case under consideration. The Ministry, in a note, 
stated: "No specific procedure has been prescribed to keep a watch· 
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...()\I'er such cases as Income Tax Oftice.f8 areienerally expected 
to be careful about these matters; the erring ·oftlcial has been· cau-
tioned". . 

2.145. When asked whether the revision of the assessments of 
the shareholders would get time barred if it was to wait appellate 
decisions, the Ministry, in a note, replied that the appellate order 
had since been received and rectificatory action completed in all the 
cases except one which too was being processed. 

2.146. As regards the revision of assessments of the other share-
"holders of the company, the Ministry stated that rectificatory action 
was pending in respect of one share-holder only and it was being 
processed. 

2.147. This Audit paragraph brings out the delay in rectifying 
the shareholders' assessments !nitially completed allowing" relief 
provisionally at a certain percentage in respect of dividends received 
. by them from the company, after completing of the assessment of 
the company. In order to keep a watch over such cases the Com-

-mitte consider it necessary that a register of such cases should be 
maintained similar to the "register of cases of provisional share 

"incomes" reliting to partnership firms, so that the correct percentage 
of relief allowable may be ascertained! from the officer assessing 

·the company promptly. This procedure would help to rectify the 
provisional assessments of the shareholders before they become 
1ime-barred. 

'(g) Inc01"Tect computation of tax payable by companies 

Audit Paragraph 

2.148. The Finance Acts 1964 and 1965 provided for levy conces-
siona! rates of tax on companies in which the public are substantially 
as one in which the public are substantially interested is that five or 
less persons should not hold its shares carrying more than 50 per cent 
of its total voting power at any time during the relevant previous 
year. But a company wholly en"llged in the manufacture or process-
ing of goods can he treated as one in which the public are substan-
tially interested, even if five or less persons hold shares carrying 
more than 50 per cent but not more than 60 per cent of the total 
voting power. The word 'wholly' was substituted by 'mainly' from 
.assessment year 1966-67. 

2.149. In the case of a manufacturing company, five persons held 
more than 50 per cent though not more than 60 per cent of the 
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company's total shares. During the previous years relevant to the 
assessment years 1964-65 and 1965-66, the company had, besides in-
come from manUfacture, income from insurance conunission and 
sales commission. As the assessee was not a wholly manufacturing' 
company it was not entitled, prior to the assessment year 1966-67, 
to be treated as company in which the public were substantially 
interested. But the department incorrectly treated the company as 
one in which the public were sUbstantially interested and levied 
concessional rates of tax for the two assessment years and this resu)-
ted in short-levy of tax of Rs. 5,47,9015. The Ministry have accepted 
tbe mistake for both the years. 

[paragraph 50(a) of the Comptroller and Auditor General of 
India for the year 1970-71-Union Government (Cifil) Re-

venue Receipts]. 

2.150. The Committee enquired whether the assessments had been 
rectified and additional demand recovered. The Ministry, in a 
note, stated: 

"On the service of,a notice u/s 148 of Income-tax Act for the 
ass!,!ssment year 1964-65, the assessee filed a Writ in tlie 
Calcutta Ifigh Court who by their order dated 21-11-1972 
allowed the Department to complete the assessment but 
asked the Department that final order should not be com-
municated to the assessee till the disposal of Writ. Thf' 
assessment has yet to be completed. 

Action was taken under section 263 for the assessment years 
1965-66 but the assessee moved the Calcutta High Court, 
who issued an interim rule staying further proceedings. 
The interim order was subsequently modified by the High 
Court. The proceedings uts 263 have been dropped on the 
ground that the IT.o.'s order u/s 154 dated 12 .. 5-1970 had 
merged with the A.A.C.'s order dated 3-2-1972 and section 
263 was, therefore, not applicable." 

2.151. The Committee wanted to know the circumstances in 
which the company was incorrectly treated as one in whichpubUc 
Was substantially interested. The Ministry in a written reply, stated 
that it was an error of judgment. 

2.152. The Committee enquired whether the a9iessments were 
at any time checked by the Internal Audit, and if so tile circumstanc-
es in which the mistake escapee their notice. The Ministry, in " 
451 Ls-{;). 
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note, replied in the affirmative. They further stated that the Inter-
nal Audit Party did not take up the point as it involved complicated 
interpretation of factual circumstances in the context of legal pro-
visions. 

2.153. The Committee desired to know whether the Ministry had 
ordered for a review of company assessments to find out whether 
similar mistakes were committed. The Ministry stated: 

"The Ministry have not considered it necessary to order such 
a review because the mistake was based on the particular 
facts of the relevant case, i.e. whether the assessee com-
pany could be held as having 'income from insurance' and 
whether their process of washing utensils in a caustic soda 
bath could not be treated as a manufacturing process. On 
the anSWer to these factual questions depended the in-
ference whether the company was a wholly manufacturing 
company." 

2.154. The Committee find that in this case the mistake arose in 
determining whether the company was a 'wholly' manufacturing 
company. The mistake committed by the ITO is explained as an error 
of judgment. The Committee are unable to accept the position that 
"the Internal Audit Party did not take up the point as it involved 
complicated interpretation of factual circumstances in the context 
of legal provisions." This also shows that the Internal Audit is not 
ctlective enough. The Committee accordingly desire that the Inter .. 
nal Audit should be properly equipped to detect such mistakes also 
in future. 

2.155. The Committee would like to leave the rectification of 85-
5elVlments and recovery of additional demand to be watched by the 
Ministry / Audit. 

2.156. As regards a review of such past assessments the reply of 
the Ministry is not quite relevant. The idea is to find out the correct-
ress or otherwise of application of the relevant section prior to its 
amendment w.e.f. 1-4-86. The Committee, therefore, desire ~  Gov-
ernment should reconsider the feasibility of ordering a general re-
view in the interest of revenue. 

Audit Paragraph 

2.157. As a measure of encouragement for setting up i d ri~  

in the priority sector, companies engaged in such industries are al-
lowed rebate of tax at a higher rate under the Finance Acts 1964 
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and 1965. Two companies in which the public were not substantially 
interested but which derived income from manufacture of radio 
receivers, condensers, loud-speakers and radio parts, which indu. 
tries were not listed in the Schedules to the two Finance Acts as 
priority industries, were incorrectly allowed tax rebate at the rates 
of 26 per cent and 35 per cent for the two assessment years 1964-85 
and 1965-66 instead of at the rates of 20 and 30 per cent respectively 
resulting in short-levy of tax of Rs. 2,19,598. The Ministry justified 
the grant of higher tax rebate for the two years on the ground that 
the articles manufactured by them fell in the category of 
'electronic communication equipment' and 'basic components such 
as valves, transistors etc.', mentioned in the Schedules to the Finance 
Acts. It was pointed out to the Ministry in November, 1971 that the 
articles manufactured by the two companies were not specifically 
mentioned in the Schedules to Finance Acts and that they cannot 
also be brought under any item speCified therein. Further ac('ording 
to the Industries (Development and Regulation) Act, 1951, 'radio 
receivers' fall under the category of 'telecommunication' while 'elec-
tronic equipment' falls under 'electrical equipment' and as industries 
engaged in telecommunication are not listed in the Finance ~ . 

the two assessees were not to be treated as engaged in 'priority in-
dustries'. 

[Paragraph 50(b) of the Report of Comptroller & Auditor Gene-
ral of India for the year 1970-71-Union Government (Civil) 

-Revnue Receipts.] 

2.158. The Committee desired to know the provisions in the FJ-
nRnce Act in regard to priority industries and the intention behind 
providing concessional rates of tax to companies engaged in priority 
industries. The Member, Central Board of Direct Taxes stated: "Up-
to 1966, these priority industries were entitled to a special rebate of 
super tax on the profits derived from these articles ...... It has been 
defined in the schedule in the Finance Act, 1964." 

2.159. The Ministry, in a written note, further stated: "Before 
1-4-1966, special rebate of super-tax was prescribed by Finance Acts 
1964 and 1965 on profits derived from generation or distribution of 
electricity or manufacture or production of specified articles. From 
1-4-1966 the proviSion for the grant of rebate was replaced by a sti-
pulation in the Income-tax Act for a straight deduction of 8 per cent 
of the profits attributable to aforesaid "priority industries". This was 
reduced to 5 per cent by the Finance (No.2) Act, 1971 with e e~  

from 1-4-1972; the relief has been altogether omitted by the Finance 
Act, 1972 with effect from 1-4-1973. 
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The intention behind the relevant provisions was to give initial 
encouragement to certain industries which occupied an important 
place in our economy." 

2.160. The Committee enquired whether it was the intention of 
the Government that the company engaged in the manufacture of 
radio receivers etc. should enjoy a higher tax rebate and if so whe-
ther necessary provisions were made in the list of articles furnished 
in the Finance Act. The witness stated: "A reference was made to 
the Electronics Department in this connection in November 1971 
when the audit paragraph was received. There was some correspon-
dence with the revenue audit and they said that radio receivers 
were not electronics communication components; it was tele-com-
munication equipment. Therefore, with a view to getting a clarifica-
tion of the position-a reply from the revenue audit was received 
in November 1971-and in the same month a reference was made 
to the Department of Electronics.-No reply was received. We re-
minded them. We understand that file was not readily available with 
the Department of Electronics." 

2,161. The Finance Secretary stated: "We are preparing a second 
file for their use .... Second reference is not immediately after that. 
They were issued several reminders. We have not received any 
reply from them." 

2.162. The Committee pointed out that from the paragraph it was 
understood that radio receivers etc. were classified under the head-
ing "Telecommunications" in the Industries (Development and 
Regulation) Act of 1951 and that 'telecommunication' equipment 
was not one of the articles spe:?ified in the list of priority artiCles 
contained in the Finance Act, 1964. The Committee wanted to know 
whether companies engaged in the manufacture of radio receiverti 
etc. were treated as priority industries. The witness replied in the 
neagtive. 

2.163. When asked about the views of the Ministry in this re-
gard, the Ministry, in a written note, stated: "The Ministry were 
of the view that radio receivers fall under the category "electronic 
eqUipment etc." vide item 14 of Part IV of the First Schedule to 
Finance Act, 1964, item 18 of Part III of the First Schedule to Finan-
ce Act, 1965 and item 17 of V and VI Schedule to IDcome-tax Act 
and, as such, these equipments were entitled to necessary relief. The 
Department of Electronics to whom the matter was referred for their 
expert opinion have stated that the radio receivers are an equip-
ment )isted under item No. 6 of the Schedule I of the I.D.R. Act, 
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1951 and he~e these are to be treated as "telecommunication equip· 
ment". Instructions are being accordingly issued elucidating the 
position as per Electronic Department's advice 80 that assessments 
are made (revised, if ne::essary and feasible) accordingly". 

2.164. The Committee enquired whether concerns engaged in the 
manufacture of radio receivers uniformly treated as priority indus· 
tries  throughout the country. They also wanted to know the posi-
tion particularly with regard to companies like Philips, Telel'ad, 
Murphy etc. The witness stated that no enquiries were made. The 
Finance Secretary added: "We have no information. We have to 
check up whether they have applied or not." 

2.165. The Ministry, in a note, stated that the information was 
being collected and would' be furnished in due course. 

Pointing out that electronics equipment was classified under the 
category of electronics equipment under the Industries (Develop-
ment and Regulation) Act of 1951 whereas radio receivers were 
clRssified under "telecommunication" equipment and that a distinc-
tion was thus kept between the radio receivers and electronic equip· 
ment in the Industries (Development and Regulation) Act of ~ , 

the Committee asked whether any attempt was made by the Minis-
try to find out the correct poSition when it was objected to by audit. 
The Finance Secretary stated: "There is no answer for that." 

2.166. When suggested that on receipt of the audit para, the Mi-
nt!'ltry should apply their mind to assessing what would be th,. right 
action to take and also try to find out simultaneously the correct 
position while making references to other Departments for clarifica-
tions, the Member, Central Board of Direct Taxes stated: "We will 
do it." . 

2.167. The Committee learnt from Audit that in the hands of a 
non-resident company, the dividend income received from one of 
the two companies mentioned in the audit paragraph was charged 
to tax as dividend from non-priority industries. The Committee 
wanted to know that in such a case, how the concern which declared 
the dividends could to treated as a priority industry. The Mernber, 
Central Board of Direct Taxes stated: "Evidently both cannot be 
correct. One of them is wrong." 

2.168. When asked whether any enquiry was made in this regard, 
the Ministry, in a note, stated: 

"It has been ascertained that the non-resident ~ m  (which 
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is a shareholder in the two Indian companies) under con-
sideration is Rank-Bush Murphy Ltd., London. For assess-
ment year 1964-65 this company derived income from di-
vidends from Murphy India Ltd., only. For 1965-66 and 
onwards it derives income from dividend from both the 
Indian companies. Section 85A granting deduction of tax 
on intercorporate dividend was introduced. by the Finance 
Act, 1965. For 1965-66 the total income of the non-resident 
company was a loss. The question of deduction of tax on 
intercorporate dividend, therefore, did not arise. For as-
sessment year 1966-67 income-tax on the income from 
dividend has been charged by the Income-tax Officer at 
25 per cent and not at 15 per cent. Tax at 15 per cent in 
the case of a company which has not made the prescribed 
arrangements for the declaration and payment of divi-
dends within India is to be charged under the proviso to 
Sec. 85A as it stood on the relevant time, only if the fol-
lowing conditions are satisfied: 

(i) The dividend is received from ~  Indian company in 
which the public are not substantially interested; and 

(ii) The Indian company is wholly or mainly engaged in 
certain priority industries mentioned in the Section. 

III the instant case for assessment year 1966-67, both the In-
dian companies have been held as a "company in which 
the public are substantially interested" and the non-resi-
dent company has, therefore, been rightly taxed in respect 
of its dividend income at 25 per cent. There is thus no 
contradiction in the I.T.O.'s action in (i) treating the In-
dian companies as one engaged in priority industry 
and (ii) in taxing the income from dividend from these 
companies in the hands of the non-resident company at 
25 per cent." 

2.169. The Committee enquired whether the assessment had been 
rectified. The Finance Secretary stated: "No reassessments have been 
made. They have now been asked to makere-assessments." 

2.170. When aeked for the present position, the Ministry in a 
note stated: "Rectjficatory action in the case of Mulchandanl Elec-
tric & Radio Inqustries Ltd., for the assessment years 1965-66 to 
1967-68 has been taken. Higher rebate of income-tax, deduction u/s. 
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80E and the higher rate of development rebate have been rectifled; 
the consequential additional demand raised is as under: 

Asst. Year 

1965-66 (I.T.) 

1965-66 (Sur-tax) 

1966.67 (I.T.) 

Add!. demand 

RI. 
J,05,879 

J4,833 

,1,37,754 
---------

On receipt of rectification show cause notices ujs 154, the com-
pany filed a writ petition bearing No. 780 of 1972 under Article 226 
of the Constitution of India before the Bombay High Court. The 
petition was admitted on 30-11-1972 but interim relief wasrefuaed 
by the Court on the Department's Counsel stating that although rec-
tification order and noti::es of demand be issued during the pendency 
of the petition, the said notices of demand will not be enforced nor 
will any interest or penalty be charged for non-payment of the 
demands as per notices. 

, AdditWnal demand raised on similar rectificatory action in the 
case of Mis. M. R. Industries Ltd., is as under:-

Asst. year. Additional demand 
railed 

Rs. 
1965-66 (Income-tax) 1,09,565 

1966-67 1,5:2.366 

1967-68 1,95,346 

2.171. Two companies manufacturing radio reeeiven, ~ de er , 

loudspeakers, radio parts etc. were treated as enpced in priority 
industries under the Finance Acts, 1984 and 1165 and hieher rebate 
of tax was anowed. The Ministry were of the view that the ... dlo-
reeeivers fell under the ~ e r  of "electronic communication equip-
ment" eligiltle for necessary relief. The disacreement of Audit was 
reported to the Ministry in November, 1911. On receipt of this com-
munication the Ministry do not appear to have applied their mind 
to the question. A reference wal, however, made to the Department 
of Electronics. After considerable delay the Department of Electro-
Dies upheld the view of Audit. As, according to the Industries (De-
wlepment and Regulation) Act, 1,961, radio-receivers fall under 
the cat-wory of 'tel«ommunieatiOll eqmpment' while 'eledl'Gllie 
equipment' fatla UDder 'electrical equipment' aDd b industries en-
.... ed in telecommunication 8ft not listeli ia the Finance Act., the 

451 LS--6. 
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position could have been examined independently by the Ministry 
of Finance. The Committee trust that in future there will be DO 
avoidable delay in attending to Audit objections: in fact, in their 
view audit objections of this nature, that is where under-assessment 
is said to have occurred-should without exception be examined on 
a priority basis. 

2.172. The Committee have been informed that instructions are 
being issued elucidating the position as per Electronic Department's 
advice for future guidance and review and revision, if necessary, of 
past assessments. The Committee do not think that there was uni-
formity in the matter of assessing the concerns engaged in the manu-
facture of radio-receivers. The action taken in the light of the review 
of the past assessments may be reported to them. 

2.173. Additional demands to the ex.ent of Rs.7,15,747 have been 
raised on the two companies for the assessment years 1965-66 to 1967-
68. The Committee would like to know the position in respect of the 
assessment year 1964-65. Incidentally it is learnt that one company 
had ftled a writ petition on receipt of rectification show-cause notices. 
The outcome of the case may be intimated to the Committee. 

Audit Paragraph 

2.174. Under the Finance Act, 1964 the value of any bonus I)r 
shares issued to shareholders by a company is taxed in the hands 
of the company at a fixed rate by way of reduction in the super-tax 
rebate admissible to it. 

2.175. An Indian company issued to its equity shareholders bonus 
shares amounting to Rs. 23,43,750 during the previous year relevant 
to the assessment year 1964-65. The omission to levy tax on the issue 
of bonus shares resulted in under-charge of tax of Rs. 2,92,969 with 
conseqeuent short-levy of penal interest of Rs. 50,487 for the assess-
ment year 1964-65 (assessment completed in March, 1969). While 
accepting the mistake the Ministry have reported that additional 
demand of Rs. 3,43,456 has been raised. 

[Paragraph 50(d) of the Report of C.&A.G. for the year 1970-71 
-Union Govt. (Civil)-Revenue Receipts.] 

2.176. The Committee enquired whether the additional demand 
of Rs. 3,43,456 had since been recovered. The Member CBDT stated: 
'There is no question of recovery because as a result of the Appellate 

Qrder the total income has been reduced to a figure 'nil' and since 
the supertax itself leviable is nil and nil income, there is no q\Jes-
tion of levy." 
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2.177. Explaining further the Chairman, CBDT stated: "The man-
ner in which the provision operates is like this. First of all gross tax 
is calculated and from that we give certain rebates. In some cases 
the rebate is reduced. One of them is on bonus on account of issue 
of bonus shares. Now if no tax is levied, there is no question of re-
duction of the tax charged on the income with reference to issue of 
bonus shares. So, that is why ultimately if the income is deleted or 
tax is not there then the question of reduction of rebate of tax does 
not come in. Then of course, the problem is simple, if there is no 
tax, there is no rebate, no withdrawal." 

2.178. When asked for the reasons  for not informing the mi ~ 

tee the latest position the Finance Secretary stated: "Subsequent to 
that some information was called for," The Member CBDT added: 
"We have intimated to the Audit as 12th April, 1972 that as a result 
of the assessment the question of recovery of additional tax in the 
above case does not arise." 

2.179. The Committee wanted to know the reasons for settiug 
aside the assessment in question by the Appellate Assistant Com-
missioner. The Member, CBDT stated: "The I.T.O had rectified the 
assessment for the previous year as a result of which he withdrew 
the development rebate which was allowed and accordingly the 
total figure was 14 lakhs. In appeal the AAC accepted the assessee's 
contention that adequate reserve had been created in 1963-64 and 
therefore, the addition which was made consequently was deleted." 

2.180. The Committee were given to understand by Audit that 
the Department had gone in appeal to the Tribunal. When askpd for 
the grounds on which the appeal to the Tribunal was flIed, the 
witness stated: • We have ~e ed that part of AAC's decision. We 
h ~ gone on some other point." 

2.181. The Ministry in their letter dated 25th November, 1973 
further stated: "It seems that the Committee formed an impranion 
that the assessment in question had been set aside by the AAC, and 
wanted to know the reasons. This impression needs correction in 
view of the following elucidation: 

For the assessment year under consideration, the assessee re-
turned a loss of Rs. 1l,23,13L which represented the carried forward 
unabsorbed development rebate. The Income Tax Officer. however, 
completed the assessment determining the net income at Ra. 77,260 
on 20-1-1969. Subsequently, an order under Section 154 was passed 
with drawing a part .of the development rebate that had been 
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carried forward from the 'earlier year, "the assessment for the ear-
Jier year had also been rectified withdrawing a part of the develop-
ment rebate on the ground that inadequate reserve had been created. 
After the above noted rectification the income of the assessee stood 
at RI. 14,38,917 for the year under consideration." 

In appeal, the A.A.C. had held that for the earlier year 1963-64 
adequate reserve had been created by the assessee and as such, it 
was entitled to the development rebate which had been withdrawn 
by the I. T . O. Besides the consequential effect of this issue in the 
year 1964-65 under consideration, a further relief of Rs. 6,61,713/- on 
other accounts was also allowed by the A.A.C. this year. As a result 
of this order, not assessable income was determined at 'Nil' for this 
year. The A. A. C.'s decision regarding the allowance of develop-
ment rebate has been accepted by the Department, but an appeal 
has been filed before the Appellate Tribunal regarding the allowance 
of relief worth Rs. 6.03 lakhs (out of total other relief of Rs. 6.61 
lakhs allowed) by the A.A.C .. The outcome of the appeal before the 
Tribunal will be communicated to the Committee as soon as a 
decision is available." 

2.182. The Audit had the following comments to offer: 

"The objection in this case briefly is that the department had 
not reduced the Super Tax rebate to the extent of 121 
of the face value of bonus shares issued in the year. 
Under the Finance Act, 1965, so much of the reduction as 
coold not be given effect to in 1964-65 assessment was to 
be carried forward and reduced from the Super Tax rebate 
for 1965-66. So even if the income for 1964-65 was nil, the 
reduction of rebate should have been made in Assessment 
year 1965-66." 

2.l83. The Committee learnt from Audit that the aaaessment in 
the case under examination related to the assessment year 1964-65 
and the assessment was completed on 21st March. 1969. The Com-
mittee wanted to know the various factors that led to the comple-
tion of the high income case only at the fag end of the limitation 
period of four years. The Ministry in a note, stated: 

''The Income-tax Officer had to complete a number of other 
time-barring assessments also, some of these cases being 
big and complicated. He should have, however, taken 
up the case e.arlier; he has been cautioned!' 
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2.184. Pointing out that a similar m.i8take as in the A_t para-
graph under examination, was reported in para 44 (b) of Audita.. 
port: 1966, the Committee enquired whether the Ministry bad in-
vestIgated whether similar mistakes had occurred in other cases til 
other charges. The Ministry, in a wri.t.ten note, stated that the MIn-
istry had not considered any general review necessary as these WeN 
obviously stray cases. 

"',. "' 

2.185. The ComDl!ittee further learnt from Audit. that though the 
assessment was completed on 21st March, 1969, the assessment w_ 
not subjected to internal audit scrutiny till the mistake was pointed 
out in revenue audit in September. 1970. The Committee enquired 
whether Standing instructions did not require that all company as-
sessments should be scrutinised by the Internal Audit and if so, the 
circumstances in which the case under examination was not examin-
ed by internal audit for over eighteen months. 

2.186. The Committee were also informed by Audit that the 
Central Board of Direct Taxes had issued instructions in SePtem-· 
bel', 1969 laying down that all category I Rssessments completed In 
February and March should be arranged to be checked by the Inter-
nal Audit by the 30th June next following, in view of the fact that 
assessments completed during the months of February and March 
were most prone to error. The Committee wanted to know the 
action taken by the I.T.O. who made the assessment in the case 
under examination to get all the assessments completed by him in 
the month of February and March including the case under exam!-
nation checked by Internal Audit as per Board's instructions. 'nle 

Ministry, in a note, stated: 

"Although the file was requisitioned by the Internal Audit 
Party in July, 1970, it could not be made available as it 
was with the A.A.C. Since the IA.PI have a large back-
log of other priority cases to look into. this case was pos-
sibly lost sight of. Instructions for "immediate audit" of 
bigger revenue yielding cases within one month from the 
date of passing the assessment order have been i9BUed In 
June, 1972 and this should enable detection of mistakes 
In such cases promptly." 

Z 181 Th Audit par8l1'aph brinp out the omission to levy taz 
by ~  01 ~ di  of superotax rebate at the rate of lZi per ~  
of th faee value 01 the boDus _res t.ued by a CODlpallY 'or the 

e t year llMo65 The omislion led to. total "oriolevy 
aS5essmen . 
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of tax uuI interest to the extent of Ks. 3,43,456. Although the mis-
take has been accepted, addlti'Onal demand could not be· raised as 
coasequeat on an appellate order there is no super-tax to be levied. 
The Committee, however, understand that under the Finance Act, 
1,915, so much of the reduction as could not be given effect to in 
1914-65 assessment was to be carried forward and reduced from the 
super-tax rebate for 1965-86. So, even if there was no income to be 
taxed for the year 1964-65 the reduction of rebate should have been 
made in the assessment year 1965-86. The Committee desire that 
tbe MiDistry should look into this aspect and report to them the 
aetion taken to recover the amount. 

(h) Income escaping assessment 

Audit Paragraph 

2.188. Under the provisions of the Income-tax Act, as clarified by 
judicial decisions distribution by a company to its shareholders of 
a right having monetary value is to be treated as dividend even 
though there is no actual distribution of the money and such divi-
dend is chargeable to tax. The right to subscribe to the shares of a 
company at a price lower than that,quoted in the market is a right 
having monetary value liable to tax. 

2.189. An assessee which held shares in a company, was offered 
by virtue of its share holding 1.26,303 additional shares of face value 
of Rs. 10 each in the company at Rs. 14 per share while the market 
price was Rs. 32.12 each. This right to subscribe to the shares was 
renounced by the assessee in favour of its own shareholders by a 
resolution in February, 1962. Thus the shareholders of the assessee 
acquired in February, 1962 the right to purchase the shares of the 
company at Rs. 18.12 per share less than the market price each. 
The shareholde.rs were therefore, liable to be taxed on the monetary 
advantage derived by them in the acquisition of the shares calculated 
at the rate of Rs. 18.12 per share. The omission to tax the monetary 
advantage derived by two shareholders who acquired 70.500 shares 
resulted in underassessment of income of Rs. 12,77,460 involving 
short-levy of tax of Rs. 4,92,087 for the assessment years 1962-63 
and 1963-64. 

The Ministry have accepted the under-charge of tax. 

[Paragraph 51 (a) of the Report of the Comptroller and Auditor 
General of India for the year 1970-71-Union Government 

(eivil)-Revenue Reeipts]. 
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2.190. The Committee enquired whether the assessments of the 
two shareholders had been revised. If so, they wanted to know the 
additional demand of tax raised and recovered. The Ministry, in 
a note stated: 

The Audit objection in both the cases has been found to be 
unacceptable after further enquiries were made. As such, 
the question of revising the assessments and collectin, 
the additional demand does not arise. The reasons for 
not accepting the Audit objection are given below:-

(i) The first assessee is carrying on business of general in-
surance and as such its income is to be assessed in ac-
cordance with the special provisions of Section 44 of 
the Income-tax Act read with the First Schedule to the 
Act. According to the provisions of the First Schedule 
'the profits and gains of any business of insurance ..... . 
shall be taken to be the balance of the proftts disclosed 
by the Annual Accounts, copies of whteh are required 
under the Insurance Act, 1938 (4 of 1938), to be fur-

nished to the Controller of Insurance .... ' subject to 
certain adjustments. In view of the aforesaid provi-
sion, no separate additions can be made to the income 
of the assessee on account of 'deemed dividendi', the 
relevant provisions in law for 'deemed dividends' not 
applying to life insurance bUsiness. 

(U) The second assessee was not a shareholder of the com-
pany on the date on which the company renounced in. 
his favour a part of its 'right' to subscribe to the shares. 
He became a shareholder of the company only in 1963 
whereas the rights were renounced in February, 1962. 
As such there was no legal ground for treating the value 
of the 'rights' surrendered in his favour as a "deemed 
dividend" under Section 2(22) of the Income-tax Act. 
19161." 

2.191. The Committee wanted to know the number of sharehol-
ders who acquired similar right. They also desired to know whe-
ther the assessments in all their cases had been revised and if so, 
the additional demand raised. The Ministry, in a written reply, 
stated:-

"There were 11 sharehoEc: i of the company and 28 others 
who acquired such rights. Remedial action is being taken 
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to assess the value of rights renounced by the company 
in favour of its 11 shareholders. Further comprehensive 
investigation in this group of cases has been ordered by 
the Ministry and its outcome will be intimated to the 
Committee in due course." 

2.192. The Committee enquired whether the legal position point-
ed out in the Audit paragraph had been brought to the notice of all 
the assessing officers so that similar mistakes were not committed. 
The Ministry in a note, stated: 

"A copy of the C. & A.G.'s Report has been forwarded to the 
all Commissioners. Additional Commissioners and Inspect-
ing Assistant Commissioners of Income-tax for their 
general information and guidance. They are expected to 
take note of all such points." 

2.193 The Committee learn. that 11 shareholders of a company 
aDd 28 othetl acquired the right of the company to subscribe to the 
shares of another company at a price lower tbanthat quoted in the 
market. Remedial action taken to aaeess. the value of rights :re-
nounced by the company in favour of its share-holders may be re-
portild to tile Committee. Further the Committee DOte that compre-
.hensive investiption in this group of caBell has been ordered by the 
Ministry. The outcome of the investigation may also be reported 
to the Committee. They would in particular like GOl'ernment to 
examine and inform the Committee, (i) whether the transfer of 
riJrhts by the company to non-shareholders was without considera-
tion and if so, the reasons  therefor, (ii) whether there were any 
'benami' transfers and (iii) whether the dooew company may not be 
liable to gift tax. 

Audit Paragraph 

2.194. If any moneys kept outside India form part of trading tran-
sactions, the profit that arises on devaluation of ~ rre  is a reve-

n.ue receipt. 

2.195. A company whC16e business was that of exporting manga-
nese ore and bauxites derived profit of Rs. 4,42,064 during the assess-
ment year 1967-68, due to devaluation of the rupee in June, 1966, 
on moneys kept outside India for the purposes of conducting its trade 
activities. The profit was credited by the assessee to the Profit and 
Loss Appropriation Account for the relevant previous year. The 
mi i~  to include these profits while computing income led to 
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ahort-levy of tax of Rs. 2,85.410 for the assesament years 1967-68 to 
197()"71. The Ministry have accepted the mistake. Report regard-
ing . rectification and recovery is awaited. 

[Paragraph 51(b) of the Report of the Comptroller and Auditor 
General of India for the year 197()..71-Union Gove1'lUneI1t 
(Civil)-Revenue Receipts.) 

2.196. The Committee. enquired whether the assessment had been 
rectifted and if so, the additional demand raised and collected. The 
Member, Central Board of Direct Taxes stated: "The Income Tax 
Officer started action under Section 147 to assess these profits, but 
the assessee went in a writ petition to the High Court and the High 
Court has given a stay order .. We have recently instructed our stand-
ing counsel to move the High Court for .vacating the injunction 
order. 

2.197. When asked for the grounds for the stay order, the witness 
atated: "A3 far as information is available, the assessee said that 
the Income Tax Officer had no jurisdiction to start these proceed.-
ings under Section 147, that is to assess a particular portion of hi. 
declared income." 

2.198. The Committee enquired whether, in case the stay order 
of the High Court was vacated, the Ministry was agreeing that It 
was a mistake. The witness admitted that there was no doubt that 
it was a mistake. 

2.199. The Committee wanted to know whether the alJscssee had 
indicated the profits realised on devaluation of the rupee in his 
income tax return and if so, the circumstances in which the amount 
was not charged to tax at the time of assessment. The witness stated: 
"This was due to oversight on the part of the Income Tax Officer. 
He admits that it was due to his oversight ...... The Income Tax 
Officer has been, warned to be more alert in future. We propose 
to call for a further report." 

'2.200. The Ministry, in a note, further stated: "The assessee had 
indicated profits realised an devaluation of rupee, in part II of the 
Income tax return (Statement of sums not included in part I and 
which assessee claims to be non-taxable). The Income Tax Officer 
failed to examine the taxability of the amount through oversight. 
He has been warned to be more alert in future." 

2.001. When asked whether the punishment was adequate, the 
Finance Secretary stated: "In some cases, the Board has asked for 
diaciplinary proceedings for higher penalty." 
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2.202. The Committee deseired to know whether there were stand-
ing instructions issued to Income Tax Officers for a thorough analysis 
of the various debit'! and credits in profit and loss Appropriation 
Account and if so, the circumstances in which such a scrutiny was 
not done in the case referred to in the audit paragraph. The Minis-
try, in a note, stated: "No specific instructions as such have been 
issued as the Income Tax Officers are expected to examine thoroughly 
all the relevant documents in the normal course of assessment work. 
The Income Tax Officer omitted to make proper scrutiny of the 
amount through oversight in this stray case." 

2.203. The Committee wanted to know the name of the foreign 
bank in which the assessee had kept his balances and I\lso the tot.al 
balance at the credit of the assessee on 31st December, 1966 and 
31st December, 1971. The Ministry, in a note, stated: 

"Information received from the assessee company indicated 
that it did not have any account in any foreign bank on 
31st December, 1966 and 31st December, 1971. However, 
brief details available from an affidavit filed by the assessee 
in connection with the writ petition 809 of 1970 in relation 
to monies kept outside India indicate that the petitioner 
at the time of devaluation of the Indian Rupee on 6th 
June, 1966 was possessed of foreign exchange (Dollars & 
Sterling) the rupee equivalent of which prior to the deva-
luation of Indian Rupee on 6th June, 1966 was 
Rs. 7,68,807.40. As a consequence of devaluation the rupee 
worth of the said foreign exchange held by the petitioner 
on 6th June, 1966 became Rs. 12,10,871.66 In terms of rupee, 
therefore, the value of the goods imported by the assessee 
by purchasing the same from foreign exchange belonging 
to it went up by Rs. 4,42,064.26." 

2.204. When pointed out that the assessment in question was scru-
tinised by Revenue Audit in November. 1969 and the first audit objec-
tion was sent to the Ministry in July, 1970 and that if it had gone 
to the Commissioner within two years, the matter might have been 
set right. the witness stated: "This point has been examined. Under 
Section 263, it could not be taken up by the Commissioner" because 
meanwhile the Appellate Assistant Commissioner bad decided the 
appeal, on 23rd February, 1970. The local audit report was received 
in September, 1970. In fact, I am going to suggest that we should 
examine whether an amendment of the Law is necessary whereby 
the Commissioner should be able to exercise his power under 263 



even though the Appell,ate am1ant Comr;nissioQel' has meanwhile 
decided the appeal. So far as the legal position. .~ ed on a Supreme 
Court decision has been that once the Appellate Assistant Commis-
sioner gives a decision, the Commissioner. ~  exercise the power 
under 263;" 

2.205. According to Audit. the Appellate Assistant Commi$Sioner 
intervening in the Income Tax Officer's order would not, in their 
view, prevent section 263 operating, because the Commissioner' might 
call for and examine the record of any proceeding under the Act if 
he considered that any order passed by the Income Tax Officer was 
erroneous and he could rectify the order within two years. 

2.206. The Committee were further given to understand by Audit 
that there was a view held that the Income Tax Officer's order merg-
ed with the Appellate Assistant Commissioner's order and therefore 
the Commissioner could not rectify that order under Section 263 
because it had become Appellate Assistant Commissioner's order. 
But there was a contrary view held by Audit under which the Com-
missioner could pass an order under 263 and that Appellate Assistant 
Commissioner's order did not prevent the Commissioner from recti-
fying the Income Tax Officer's order. 

2.207. Appellate Assistant Commissioner's order was on the point 
referred to Appellate Assistant Commissioner. So far as the Income 
Tax Officer's order was concerned, according to audit, it remained a 
separate order. The matter was referred to the Ministry of Law and 
was pending with them. 

2.208. When the attention of the witness was drawn to the above 
eontention, the witness stated: "The Department would also like to 
iake the same view as expressed by Audit. But there is a contrary 
decision of the Bombay High Court in the case Tejaji Ram Farasram 
23 ITR page 412· as approved by the Supreme Court in the case of 
Amrlt Lal Bhogilal 34 ITR 130. They have taken the view that as 
soon as the Appellate Assistant Commissioner gives a decision the 
Income Tax Officer's order merges with the Appellate Assistant Com-
missioner's order. Therefore, I am suggesting that the Board should 
examine because now we are increasing the pace of disposal at the 
Appellate Assistant Commissioner level; within three or four months 
the appeals will be decided. This is quite a dangerous position from 
the Revenue point of view. The Board would examine whether Sec-
tion 263 should be amended whereby the Commissioner should be 
Rhle to revise such orders, even though the Appellate Assistant Com-
missioner had meanwhile decided, because the Appellate ,Assistant 
COmmissioner is a lower authority than the Commissioner. Moreovpr 

451 LS-7. 
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if the particular point had not been adjudicated by the Appellate As-
sistant Commissioner. there is no reason why the Commissioner' 
should not go into 1t." 

2.209. When asked whether the Supreme Court touched on this 
aspect in the judgement, the witness replied: "As far as I under-
stand. the Supreme Court decision is that even though that particu-
lar point has not been dealt with by the Appellate Assistant Com-
miSsioner, the Commissioner cannot interfere." 

2.210. To a question, the witness stated that the Supreme Court. 
decision came in 1958. 

2.211. The  Committee enquired whether the Ministry had studied 
the decision in detail, its implications, and its effect on the revenue. 
and if so they wanted to know the reasons for not initiating any 
action in the matter. The Finance Secretary, stated: "Apparently 
the issue had not come up till now. r ~  in the old days, appeals 
used to take a long time and such situation did not occur." 

2.212. When asked whether immediate action would be taken to 
amend the law. the Member, Central Board of Direct Taxes stated: 
"We will examine the whole matter." 

2.213. The moneys kept by an assessee outside India appreciated 
ht value to the extent of Rs. 4.42,064 due to devaluation of the rupee-
in June. 1966. This profit was chargeable to tax as the funds formed 
part of trading transactions of the assessee. The omission to do so 
led to short-levy of tax of Ks. 2,85,140. The assessee had credited the 
profit to the Profit and Loss Appropriation Accounts. The Ministry 
have reported that when the Income-tax Officer started action under 
Section 147 to assess the profit the assessee went in a writ petition 
challenling the jurisdiction of the Income-tax Officer to assess a 
particular portion of rus decl8l'ed income under the said Section of 
the Income Tax Act. The Committee would await the outcome. 

2.214. The Committee learn that at the time when the Audit ob-
jection was raised the Commissioner could have taken action to rec-
tify the mistake under Section 263 within two years of the assess-
ment but he could not do so as in the meanwhile the Appellate As-
sistant Commissioner had decided an appeal. Aceording to the Min-
istry the legal position based on a Supreme Court Decision in 1958 is 
that the Commissioner cannot exercise the power under Section 263' 
once the Appellate Assistant Commissioner gives a decision. Further 
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tbe Committee have been informed that even tboua'h a particular 
point has not been dealt with by the AppeUate Aufstant ColDIDis-
sloner the Commissioaer cannot interfere as the Income-tax Oftleer's 
r~r merges with the Appellate Assistant Commiuioaer's order. As 
thIS position is admittedly detrimental to the interest of revenue, the 
Committee are at a loss to understand why the issue had not been 
examined in the past 15 years with a view to amendinl' the law, if 
necessary. After aU the Appellate Assistant Commi.ioner is a 
lower authority and the Commissioner should be able to aet under 
Section 283 even when a case has been decided by the AppeUate As-
sistant Commissioner. The action to settle the matter may be re~­
ed to the Committee within six months. 

Audit Paragraph 

2,.215. Any sum paid by an assessee as an employer by way of 
contribution towards an approved gratuity fund created for the 
exclusive benefit of his employees under an irrevocable trust is 
exempt from tax. However, income of such approved gratuity 
funds is not exempt from tax. In a case, the income receivable by 
the trustees of the Fund by way of interest from investments ag-
gregating Rs. 1,29,864 for the assessment years 1967-68 to' 1969-70 
was inCQrrectly treated as exempt, resulting in non-levy of tax of 
Rs. 43,868. The Ministry have accepted the mistake. The assess-
ments have been rectified and the additional demand of Rs. 43.868 
also collected. Income realised by the Trust from its investments 
if added to the Corpus of the Trust may in equity deserve ex-
emption but the law has not provided for such an exemption. 

[Paragraph 51 (c) of the Report of C&A.G. for the year 1970-71-
Union Government (Civil)-Revenue Receipts). 

2.216. The Committee enquired whether besides the case re-
ported in the Audit Report, any other cases wherein income of gra-
tuity funds was not charged to tax, were brought to the notice of the 
Ministry. The Ministry of Finance, in a written reply, stated that 
no other case had come to the notice of the Central Board of Direct 

Taxes. 

2.217. The Committee WeTe given to understand that the Law 
had been amended in 1972 exempting the income of approved gra-
tuity funds from tax and it took effect from asse.ssment year 
1973-74. The Committee desired to know whether the Ministry 
had considered a review of assessments of trustees of gratuity 



funds in all charges for carrying out necessary rectification it e ~ 

emption . from tax was incorreetly given in any ease bdore h~ 

assessments g'nt time-barred. The Ministry, ina note, stated that 
such a general review would involve in commensurate time and 
labour. 

2.218. When asked whether the attention af the 8SlIesllin.g offi-
cers had been speciftcaUy drawn 1)0 the fact that the income of 
gratuity funds was taxable, the Ministry, in a written reply stated 
that issue of suitable in.structions on the subject was under ,consi-
deration. 

2.219. Thou&h the income of approved gratuity funds was not ex-
empt from tax upto 1972-73, a case wherein such income was incor-
rectly exempted for 3 assessment years from 1967-68 to 1.969-70 is 
reported in this Audit paragraph. The Committee note that the addi-
tional demand of Rs. 43,868 has been recovered in this case and the 
Ministry are not in favour of undertaking ao general review of simi-
lar assessments in all charges with a view to rectifying such mistakes 
on the ground that it would involve in commensuratin& time and 
labour." The least that can be done is to draw the attention of the 
assessing officers specifically to the fact that income of the gratuity 
funds was taxable upto 1972-73 So that there may not be any mistake 
in completing the pending assessments. 

.. 2.220. The Government may consider whether income realised by 
a Trust from its investments if added to the corpus of the Trust may 
be given exemption by a statutory amendment. 

(i) Other Lapses 

Audit Paragraph . 

???1. Whp.re refund of tax becomes due to an assessee as a rp-
suIt of ~ order passed in appeal and the refund is not granted 
within six months of such order, the Central Government has to 
pay to the assessee simple interest at the prescribed rate on the 
amount of refund due for the period of delay beyond the said six 
months. •  . T1!I'\ 

In a case, refunds due to an assessee as a result of appellate or-
ders passed between May, 1964 to November, 1964, relating to the 
assessment years 1952-53 to 1956-57 were detl!'I'tnined in April, 1968 
after a lapse of more than three years. As a restilt, the Central 
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Government bad to pay to the assessee RI. 78,834 by way of ill-
terest. This payment ofintereBt eould have been avoided, had the 
refund been made within the pl'4!8Cribed time limit in the Act. In 
reply/ the Ministry have stated that interest waa paid far the WIe 
of the 81sessee's money by Government and such payment has not 
exceeded what the Government would have had to pay at the pre-
vailing borrowed rate. 

[Paragraph 52 (b) of the Report of the Comptroller and Auditor 
General of India for the year 197G-71-Union Government 

(Civil)-Revenue Receipts]. 

2.222. The Committee drew attention of the witness to the 
audit paragraph wherein it was stated that in a case refunds due to 
an assessee as a result of appellate orders passed between May 1964 
to November 1964 relating to the assessment years 1952-53 to 1956-57 
were determined in April 1698 after a lapse of more than three 
years with the result, the Government had to pay to the assesste 
Rs. 78,834 by way of interest. This payment could have been 
avoided had the refund been made within the prescribed time limit 
in the Act. In reply the Ministry had stated that interest was paid 
for the use of the assessee's money by Government and such pay-
ment had not exceeded what the Government would have had to 
pay at the prevailing borrowed rate. The OOlIunittee wanted to 
know whether the provisions of Income Tax Act requiring payment 
of interest in cases of delay in reviSing the assessment and making 
refunds, where intended to enable the Government to retain assessees 
money as long as possible and refund the money due with interest 
thereon only wherever it was convenient to the Income Tax De-
partment. The Finance Secretary stateJ: "We would respectfully 
withdraw the reply." The Chairman, Central Board of Direct Taxe! 
further added: "We have issued instructions in cases resulting in 
refunds because of appeals, rectification of assessments etc. Even 
if a single paisa is inwlved refund voucher should be sent along 
with the notice of demand. The Income Tax Oftlcer should look 
into the refund cases so that refund applications are disposed of 
quickly, within three months. There are the instructions we have 
issued and we have prescribed a form. This is an indefensible rp.-

ply." 

2.223. At the instance of the Committee, the Ministry have for-
warded a copy of the instruction No. 122, dated the 5th November, 

1969 (Appendix II) . 

2.224. The mmi~ were given to understand by Audit that 
the purpose of the paragraph in the Audit Report was to enable the 
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Government to investigate into the inordinate delay in making the 
refunds and evolve steps for prevention of such delays in future. 
The Committee wanted to know whether such an investigation Was 
made and if so the reasons that stood in the way of expeditious re-
vision of assessments and making of refunds. The Committee also 
asked, if the delay was due to want of man-power, whether it 
would not be in the interest of the Department to augment the staff 
instead of making huge interest payments to assessees. The Mi-
nistry, in a note, stated: "The Director of Inspection (R.S.&P) has 
undertaken a survey in a few Commissioners' Charges in order t6 
analyse the problem. This study has not yet been campleted." 

2.225. The Committee pointed out that non-revision of assess-
ments consequent on Appellate decisions and making the conse-
quent refunds not only necessities payment of interest but also ren-
der the position of arrears of income tax demands outstanding 
without recovery distorted. The Committee also drew attention tu 
paragraph 3.17 of the Report of Central Direct Taxes Administration 
wherein the Working Group of the Administrative Reforms Com-
mittee stated as follows:-

"It has been represented to us that in many instances when 
the assessees succeed on appeals before the AAC, the 
original tax demand in respect of which the tax remains 
unpaid pending appeal, is not reduced promptly and this 
tends to distort the picture of arrears. At present there 
are no regulations prescribing a time-limit for giving 
effect to appellate orders. We suggest that a time limit 
of three months should be laid down either by law or 
by executive instructions for implementation of all ap· 
pellate orders. This would go to reduce the arrears." 

2 . 226. The Oommittee wanted to kllow the action taken on the 
above suggestion of Working Group of the Administrative Refonns 
Committee. The Ministry, in a note, stated: "Section 244 of the 
Income-tax Act was amended with effect from 1-4-1971 to provide 
that interest shall be payable for delay beyond 3 months. hi~ 

measure was fallowed up by Instructionl No. 31:0 dated 4-12-1971." 

2.227. The Committee pointed out that delay in revision cf 
assessments in making refunds due to assessees caused much fru .. -
tration to assessees and the department as a whole did not thereby 
carry a good image in the eyes of the Public. The Direct TaxE':s 
Enquiry Committee in their final report (December, 1971) had also 
stated that there was a general complaint that re ~ ~ m  were 
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not settled expeditiously and that there was considerable delay i. 
tssuing refund vouchers. The ComnuttE'e wanted to know the ac-
tion proposed to be taken by the Government for early reVision 01 
assessments consequent on appellate deCisions and to make tht' re-
funds to the assessees without loss of time. The Ministry, in a 
note stated: 

"As mentioned above the problem is being stupied by D. I . 
(RS.&P). The Commissioners have also been asked in 
December, 1972 to intimate the amounts of interest paid 
in 1970, 71 & 72 on refunds delayed beyond the prescrib3d 
period. As a result of these studies, suitable action will 
be considered. The WanchoO' Committee recommenda-
tions in the matter are also heing examined." 

2.228. In paragraph 65 (b) of the Audit Report the number ot 
cases under section 244 of the Act in which interest was paid to 
assessees is indicated to be 59 involving a sum of Rs. 6.11 lakhs. The 
.corresponding position for the earlier years is as follows: 

A. R. Period No. of cases Amount of 
interest. 

1968 1966-67 S 1,.000 

1969 1967-68 17 61,000 

1970 1968-69 21 4.30,000 

1969-70 ~  ,a a,92,000 

---,,----_._-----,--_. . . .~ .. --.--.---~ .

It is seen from the table that during the year under review 
(1970-71) interest was paid in largest number of cases anci the 
amount was also the highest when compared with the previous 
years. The Public Accounts Committee In para 5.79 of theIr se-
venty third Report (1968-69) recommended as follows:-

'''The Oommittee are not happy over the delay in refunding 
the moneys due to assessees as a result of appellate d'eei-
sions. As on 31st March, 1967 there were 5050 such cases, 
1.220 of them pending for more than one years. As n 
result of the delay in making the refunds Government 
had to pay interest amounting to Rs. 15,000 in five cues. 
The Committee would urge Government to take effective 
measures to ensure settlemt'nt of refund claims under 
Section 244 within the presl.:l'Jbed time-limit." 
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Inspite of the ComriUttee's earlier recommerniations; the position:. 
haa not imptoved in any way. In 1970-71, interest of Rs. 6. lllakhs. 
was paid in 59 cases and as on 31st March, 1971 action is yet to be 
taken in 6728 cases. . 

2.229. Drawing attention to the auove the Committee wanted' 
to know the steps taken for the prompt revision of assessments and' 
making of refunds. The Committee also asked for the position in 
1971-72. The Member, Central Board of Direct Taxes stated: "I 
have taken some figures from some where 81 cases involving Rs. 
g .31 lakhs for 1971-72. I am not able to locate where exactly I 
came across this figure." The witness added: "We have issued 
various departmental instructions that refunds should be made-
within three months. In the Law form.:!rly there was a limit of 
six months from the date of the order. Now we have reduced it to 
three months from the end of the month in which the order is 
passed. If the refund is not given within that period, we have to' 
pay interest. When we introduced this system we thought that 
this will be a great curb on delayed refunds." 

2.230. The witness further stated: "We can undertake a study of 
the reasons which are holding us in most cases from refundir.g the 
amount in time. Perhaps we can then take some general measures. 
Six or seven years ago, a system was introduced whereby all these 
appellate orders were to be entered 111 a register in chronoJogical 
order. As so'on as appellate orders are received, WP. now enter 
them in the register because that is the first point of control whereby 
the Inspecting Assistant Commissioner can exercise control that re-
funds are given in time. We have also formed a special cell called 
ARR Cell so that the appellate orders receive prompt attention. 
Recently we have issued instructions that it would be the personal 
responsibility of the I. A. C. to see that theI'le are no delaYd in this 
cell." 

2.231. When pointed out that despite the above procedure was 
adopted six or seven years ago, the figures still showed an upward 
trend, the Finance Secretary stated: "Previously thP. cases were not 
known, they were not being looked into. Now this is being pro-
perly looked into. In the absence of that register we could not 
have even a watch (!Ver these cases. We were not paying any re-
fund. They are now coming to surface and we shaU be able to 
exercise some control over them." 

2.232. The Committee wanted to know the total amount of re-
fund due on the 6728 cases pending on 31st March 1971 shown m 
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paragraph 65 (b) of the Audit Report. Tne Ministry, in a note .. 
stated: 

"The amount of refund involved In 3466 caSE'1i disp()sed of 
out of the lot during 1971-72 was as. 146.86 lakhs; the 
am;:runt involved in remaining cases will ~ . rtnrmtified 
on completion of the cases." 

2.233. The Committee are disturbed to note that inordinate delay 
takes place in revising the assessments and in allowing relief to the 
assessee concerned as decided by the appellate authorities in this case. 
The appellate orders were passed between May, 1964 and November, 
1964 and the revision of the assessment took place only in April, 1968 
with the result that the Department had to pay interest of &. 78,834 
to the assessee. Expeditious action on the part of the Income· tax 
Officer eould have avoided payment of interest. The cireumstances 
under which the offieer could not do so should be investieated. 

2.234. The delay in giving refunds arisin, out of appellate orders 
seems to be fairly widespread. The number of cases of refUDds 
under Section 244 of the Act in which interest WRS paid to aaessees 
was 52 involving Rs. 2.92 lakhs in 1969·70, 5,9 involving Rs. 6.Lt lakhs 
in 1970.71 and 81 involving Rs. 9.31 lakhs in 1971-72 respectively. 
Thus the p'Osition has tended to deteriorate over the years. The 
Committee have been given to understand that the problem is being' 
studied by the Diredor of Inspection and that luitable action will 
be taken on the basis of the study. The Committee wish to empha-
sise that there should be normally no case where the refund due is 
not allowed within a period of 3 months from the date of appellate 
orders. In this connection it is worthwhUe studying in depth the 
reasons for the delay in cases in which interest had to be paid duro 
insr the thrl!f years 1969·70 to 1.971-72 and take remedial action at 

least for the future. 

j) Procedural Defects-Inordinate delay in issue of notice of 

Demand 

Audit Paragraph 

2.235. Where any tax, interest, penalty, ftne or any other sum 
is payable in consequence of an order passed under the Income-
tax Act the InC'O'Ille-tax Officer serves upon the assessee a notice of 
demand' specifying the sum to be payable within thirty flve dJlys of 

the service of the notice of demand. 

(i) In a case the department rectified the asSt'ssment for the 
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.assessment year 1963-64 in March, 1969, withdrawing the 
development rebate originally  allowed and raised addi-
tional demand of tax of Rs. 14,73,727. However no de-
mand notice was served on the assessee upto May, 1970 
when the omission was pointed out in Audit. On fur-
ther verification it was found that the demand notice was 
served on the assessee only on 9.12.71 and that the asses-
see had not made any payment till end of December, 1971. 
The case was referred to the Ministry in N ~m r, 1971 
and their reply is awaited (February, 1972). 

(ii) In another case, the assessment of a company f(lr the 
year 1964-65 was rectified Oil :iath November, 1969 and 
the demand notice for Rs. 9,49,199 was prepared on the 
same date. The. notice was, however, signed by the 
Income-tax Officer after a delay of about ten months, on 
21. 9.1970 and was served 0n the assessee on 24.9.1970. 
The tax has not been paid by the as&essee so far (Janu-
ary, 1972.). 

{Paragraph 55 of the C. & A. G. of India for the year 1970-71-
Union Government (Civil) Revenue Receipts]. 

2.236. The Committee desired to kno .. v whether the Ministry 
'had issued any executive instructions laying down a time limit for 
the issue of demand notices after the completion of Clssessments. 
The Ministry. in a note stated: 

"Instructions have been issued that every effort should be 
made to secure the service of the demand notice within 
a fortnight and even in the C';ise of parti.cularly obstruc-
tive assessee within a month. of the passing of an assess-
ment order." 

2.237. The Committee pointed out that in the fir!;t case the 
-rectification was made in March, 1969 and omission to issue a de-
mand notice was pointed out in May, 19-iO but the demand notice 
was issued to the assessee in December. 1971. In the second case, 
there was delay of about ten months in issue of d~m d notice. 
Such delay in issue of demand notices had also been pointed out in 
paragraph 49(a) of the Audit Report 1969-70. The Committee 
-wanted to kn-ow the circumstances in which the aemand notice was 
not issued to the assessee fC1l' over 2 years in the first case. As 
regards the second case, the Committee enquired whi.!ther the de-
lay was investigated and if so, the conclusions arrived at. The Mi-
'ntstry in a written reply stated: 
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·'Th M" t e lnlS ~  ordered that the entire circumstances per-
taining m h~e. two cases should be investigated and 
necessary disclplmary proceedings ~r dered against 
those considered at fault. The outeome of the investt-
ption in the matter will be communicated to the Com-
mittee in due course." 

. 2.238. In a subsequent note furnished to the Committee the Min-
Istry stated: ' 

"In these cases of Messrs. Indian Iron & Steel Co., Ltd., and 
Messrs. Aluminium Corporation of India Ltd., the Audit 
pointed out inordinate delay in the issue of demand notices. 
In the first case, a rectification order was passed in March, 
1969 withdrawing development rebate and raising addi-
tional demand of Rs. 14.73 lakhs; the demand notice was, 
however, served on the assessee only in December, 1971. 
In the second case, a rectificatory order was passed in 
November, 1969 withdrawing development rebate  and 
raising an additional demand of Rs. 9.49 lakhs; the demand 
notice was, however, served in September, 1970. In the 
first case, the rectificatory order was cancelled by the 
AAC., but the Department has filed an appeal before the 
Tribunal. In the second case also, the AA.C. has cancelled 
the rectificatory order and this decision has been accepted 
by the Department. 

The Ministry have since issued instructions No. F. 236/22170-
A&PAC dated 22-3-71 (copy enclosed) emphasiSing the 
need for prompt issue and service of demand notices. At 
the instance of the Board, the D.!. (I.T. & Audit) has also 
issued instructions (copy attached) to the Commissioners 
for directing the lAPs to specifically look hereafter 
into the question of prompt issue and service of demand 
notices in cases audited by them and cases of default 
should be brought by them to the notice of the Commis-
sioners of Income-tax for suitable action. 

It would be observed from the above details that as things 
stand at present after appellate orders, there has been no 
revenue loss on account of delay in service of demand 
notices in the two cases. General remedial measures for 
preventing such delays have already been taken, as indi-
ated above. The Commissioner has been asked to look 

~  the lapse ~ the officials in thi! ~h~  in the two 
specific cases and to take necessary dISCIplinary notice; 
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the results of the Commissioner's enquiry and action will. 
be intimated to the Committee in due course." 

2.239. Further pointing out that there was inordinate delay in 
issue of demand notices involving huge surns of revenue and that 
delay in issue of demand notices not only postpone the realisation of 
moneys due to Government but also carried with it the risk of loss,. 
the Committee wanted to know the steps proposed to be taken by the 
Government to prevent such delays in future. The Ministry stated: 

"The Internal Audit have been specifically asked to make it a 
point to check such delays and bring the same to the 
notice of the Commissioners concerned for suitable action." 

2.240. In two cases where inordinate delays had occurred in the 
issue of demand n'otices involving Rs. 24.23 lakhs which not only 
postponed the realisation of moneys due to Government but also 
carried with it the risk of loss of revenue, have been reported in this 
Audit paragraph. The Committee have been given to understand 
that the Ministry have ordered that the entire circumstances per-
taining to these cases should be investigated and necessary disciplin-
ary proceedings considered against th'ose found at fault. The out-
come of the investigation as also the action taken against the per-
sons at fault may. be communicated to the Committee within three 
months. 

. 2.241. The Committee find that in the first case the Department has 
appealed against the decision of the Appellate Assistant Commis-
sioner cancelling the rectiftcatory order whereas in the second case 
the decision of the Appellate Assistant Commissioner has been ac-
cepted. The Committee would like to know the circumstances under 
which the A.A.C's decision has been accepted in the second case. 

2.241!. The Committee understand that at present there is no time-
limit for the issue of demand notices. They desire that a suitable 
time-limit should be laid down either statutorily or by executive in-
structions. 

(k) Other topics oj interest 

Audit Paragraph 

2.243. Development rebate is not allowed as a deduction while com-
puting income from business unless an amount equal to seventy-five 
per cent of the development rebate to be actually allowed is debited 
to the Profit and Loss account of the relevant previous year and 
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<Cledited to a reserve account. According to a Supremeeourt Judge-
ment, the entries in the account books are not an idle formality and 
the transfer to the reserve fund should be made at the time of making 
UP the Profit and Loss account of the year tor which development 
rebate is allowed. 

2.244. The Central Board of Direct Taxes in their circular of 
October, 1965, relaxed the above provisions of the Act. According 
to the Board where provision is actually made at the prescribed rate 
of seventy-five per cent of the development rebate allowable accord-
ing to the assessee's own bonafide computation but the amount so 
provided is found by the Income-tax Omcer at the time of assessment 
tofa11 short because the development rebate actually allowable 
according to the Income-tax Officer's computation is larger than 
that computed by the assessee, the Income-tax Officer may condone 
the genuine deficiencies subject to the same being made good by the 
assessee through creation of additional adequate reserve in the 
subsequent years' books within the time allowed by the department. 

2.245. These instructions of the Board are contrary to the provi-
sions of the Act. Pursuant to the Board's instructions, in five cases 
relating to two Commissioners' charges, development rebate of 
Rs. 55.48 lakhs was allowed during the assessment years 1965·66 to 
1967-68. The revenue involved in these five cases is Rs. 27.26 lakhs. 
Brief details of the cases are given below: 

(i) In the assessments of four companies for the assessment 
year 1967-68, development rebate of Rs. 1,47,723 was 
allowed on the assessees' undertaking to make up the defi-
ciency in the accounts for the subsequent year which were 
open. The revenue involved in these four cases was 
Rs.83,770. The Ministry's reply to the paragraph forwarded 
in November, 1971 is awaited (February, 1972). 

(ii) A company engaged in the production of iron and steel 
created development rebate reserve of Rs. 4.60 erores in its 
accounts for the assessment years 1965-66 to 1967-68 and 
the reserve entitled the company to obtain development 
rebate to Rs. 6.13 crores. The company before completion 
of the regular assessments for the three years tiled revised 
claim of development rebate of Rs. 6.6r/ crores including 
there in the claim for development rebate on rolling mill 
rollers on the plea that the rollers were similar to those 
fixed in sugar works. In November, 1968, the Central 
Board of Direct Taxes issued instrucUons that rollen 
installed in sugar works constituted plant, and development 
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rebate would be admissible in respect of the actual cost of 
the rollers. As the original reserve created by the assessee 
was not sufficient to cover the development rebate claimed 
on rolling mill rollers the assessee created additional re-
serve for Rs. 71 lakhs in the accounts for 1968-69 relevant 
to the assessment year 1969-70. The development rebate 
allowed was Rs. 54 lakhs with a revenue effect of Rs. 26.4& 
lakhs for the three assessment years 1965-66 to 1967-68. The 
Ministry have accepted the mistake and have directed the 
department to take rectificatory action. 

[Paragraph 56 of the Report of Comptroller and Auditor 
General of India for the year 1970-71-Union Government 

(Cjvil)-Revenue Receipts]. 

2.246. The Committee wanted to know the provisions of the law in 
regard to grant of development rebate and also enquired whether the 
instructions issued by the Central Board of Direct Taxes in October, 
1965, were in accordance with the law. The Ministry, in a written 
note stated: "Grant of development rebate is governed by the pro-
visions of Sections 33 and 34 of the Income-tax Act, 1961." 

"In October 1965 when the Central Board of Direct Taxes issued 
the instructions these were considered to be in accordance with law. 
These instructions were in part, however, found not to be in con-
formity with the judicial pronouncements since available." 

2.247. Referring to assessments of four companies mentioned in 
Sub-para (i) of the audit paragraph, the Committee enquired 
whether the Ministry had accepted the mistakes in all the 
cases and arranged to rectify the concerned assessments. They also 
wanted to know the additional demand of tax recovered in the four 
cases. The Ministry, in a note, stated: 

"The Ministry have accepted the Audit's observation that the 
Board's instructions dated 14th October, 1965 were not in 
conformity with the provisions of Law as subsequently 
interpreted by the Supreme Court. The assessments in 
three cases could not be rectified due to time bar. The 
assessment in the fourth case has been rectified raising an 
additional demand of Rs. 13,4061- in the hands of the firms 
and its partners." 

2.248. Referring to the caSe mentioned in sub-para (ii) involving 
a tax effect of Rs. 26.42 lakhs, the Committee asked whether the 
assessments were revised and the additional demand of tax recovered. 
The Ministry stated: 
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"The assessments have been revised raising an additional· de-
mand of Rs. 30.04 lakhs as against Rs. 26.42 lakhs reportedt 
by the Audit. The assessee company has, however filed a 
writ petition before the Bombay High Court wh~ have 
issued a Rule Nisi; the matter is pending." ' 

2.249. When asked to state the action taken to withdraw the ir-
regular circular instructions and for the rectification of the aBsess-
ments wherein the Board's instructions were followed, the Ministry· 
stated: 

"In view of the Supreme Court's decision in the case of Indian 
Overseas Bank Ltd. (77 I TR, p. 512) and that of Gujarat 
High Court in the case of Surat Textile Mills Ltd. (80 ITR, 
p. 1), instructions have been issued [Instruction No. ~. 

dated 27-10-1972-F. 22818172-IT (A.II)-copy enclosed). 
superceding the portions of the instructions of 1965 which' 
are not in conformity with these judicial pronouncements. 
These instructions also ask for review of the past assess-
ments as may be feasible and for taking the above noted 
stand in pending appeals for securing necessary disallow-
ance by way of enhancement. 

Representations have, however, been received from trade associa-
tions as well as a Member of Parliament that the instructions con-
tained in the Circular of 1965 brought out the correct intent of the 
law· and it should be allowed to be followed even now and no attempt 
should be made to review the closed assessments. The advice of the' 
Ministry of Law has been sought." 

2.250. The Committee desired to know whether there was any 
machinery in the Central Board of Direct Taxes to review all the' 
old circulars issued by the Board and withdraw such of them which 
were found to be contrary to the provisions of the Law. The Min-
fstry, in a written reply. stated: 

"There is no such machinery. However, when any doubt is 
expressed by any quarter, the implications of the particular 
circular are considered, sometime in consultation with the 
Ministry of Law, and necessary modification is made." 

2.251. The Income-tax Ad requires that to become entitled for 
development rebate the assessee should create a reserve equal to 75· 
per cent of the rebate to be allowed by debit to the profit and loIS 
account of the previous year relevant to the assessment year and' 
credit to a reserve account. In October, 1965, the Board relaxed thl. 
provision to allow for the deficiency in creditinc to the reserve ac-
count being made good in the subsequent yean. A. the expresslOJl' 
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used in Section 34(3) <a> of the Act is "the re1evaat previous year", 
this relaxation derived .00 authority from the Aet. The Committee 
note that following judicial pronouncements OD the subject the Board 
have issued revised instructions in October, tt72. These instructions 
inter alia contemplate a review of the past assessments. The action 
taken in this regard may be reported to the Committee. 

2.252. Altbough the assessments referred to in sub-para (it> of 
the Audit paragraph have been revised  raising an additional de-
mand of Rs. 30.04 lakhs, the assessee company is stated to have filed 
a writ petition before the Bombay Higb Court. The outcome may 
be reported to the Committee in due course. 

2.253. The Committee understand that on receipt of certain repre-
sentations the advice of the Ministry of Law has been sought in 
the matter. They would like to know whether the Ministry of Law 
were not consulted priur to the issue uf the revised instructions in 
October, 1972. If consulted, it is not clear why they are again ap-
proached merely because representations .have been 0 received. The 
Committee have been noticing that the Ministry of Law are being 
approached to give advice on the same subject more than once 
This would, apart from embarrassing them, add to the burden of 
their work. If Government consider that the relaxation as contem-
plated earlier should be allowed, the best course would be to pro-
rO!1e amendment to the relevant section of the Act. 

o. 2.254. The Committee regret to note that there is no machinery In 
the Central Board of Direct Taxes to review all the old circulars 
Issued by them and withdraw such of them as are found to be con· 
trary to the provisions of the law. It is only when any doubt is ex· 
pressed in any quarter that the implications of a circular are ('onsl-
dered and necessary modification made. This position is obviously 
unsatisfactory. The Committee desire that judicial pronouncements 
on the Income·tax Law should be closely watched by the Board with 
a view to undertaking a suo moto review of the instructions perio:li-
~  and issuing besh instructions as may be necessary. 
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ARREARS OF TAX DEMANDS-

..... Parapaph 
.. ~ . 

. i 

1.1. (i) The total effective demand of tax ~  bft31tt 
March, 1971 was Rs. 609.45 crores whi~h excludes a demand of 
as. 12!J.32 crores, the collection 01 which had not fallen due on 31st 
Marth, 1971). Of this, net effective arrears representing recoverable 
danaDds was Rs. 3 ~  c1'Ol'ee. The balance of Rs. 209.63 crores 
,cGftrprised the follow1ng: 

I. Reduction expec:ted on ICCOUDt of : ; 
(4) D.I.T. relief 
( b) AAltllate relief .  . }  • 
(c) Protective Issessmentl • 

-z. IrHCOYer61e dUel which will be rewrlae.a of ultimllttl,: 

,(4) from penona who have left fnS. • 13'16 

I(b) from companiel in liquidadon • 9' 63 

'(c) ffOm cases pendina before c:erd8c:ate officen • 

+. A'lt)IIDt ofras stayd by Ipp:lhte h r ~e i h Counl, 
Supreme C::lurt as on 3[-3-1971 includechn the net e1fecti"e 
arrears. .  ,  .  . 

-FIgures are u furnished by the Ministry. 

107 
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(il) The figures of Corporation tax, income-tax and interest com-
prised in the gross arrears of Rs. 738.77 crores and the years to which.. 
they relate are shown below:-

(In aores of rupeea) 

Cor- Income Interest Total I 
p()!'Ition I Tax 
Tas 

(,) Arrears of 1960-61 and earlier years 4-65 50-37 I' 51 56-53' 

(JI) 1961-6a to 1968-69 66-28 207-80 22-89 296'97-

(iii) 1969-70 40-54 99-53 13'80 153-87' 

(w) 1970-71 63'42 147-29 20'69 231'40' 

174-89 504'99 58'89 738'77 

(iii) The table below shows the number of assessees from wholll> 
gross arrears of Rs. 738.77 crores are due, classified on the basis. of 
assessed income:- ' 

No. of Total ' 
Arrear Demand _eel- arrears 

ees (in aores 
of rupees) 

Up to RI. I laths in each case . 20,050302 407'36 

Over Rs. I. lakh upto RI, 5 lath, in eacb case 4,601 96-65 

Over RI. 5 laths upto Rs, 10 laths in each case 775 54-01 

Over Rs, 10 laths upto Rs. 25 laths in each case 474 71-17' 

OYer R,. 25 lakIu in each cue 202 109'58' 

TOTAL, 20,II,354 738'77-

(iv) The table below shows the number of cases and the amount; 
of income-tax stayed on appeals and revision petitions as on 30 June" 
1970 and 30th June, 1971. 

(a) Befor. AACS 

(b) Before Tribunals 
(c) Before Hialt Court 

(d) Before Supreme Court _  _  . 
Revision e i i ~ before CJ n '1l i,sion-
ers of ncornc Tax .  .  , 

No. of cases in which 
tax was Btayed 
30-6-70 30-6-71 

7,130 7,693 

1,127 1,019 
603 445 

29 24 

178 193 

(In lakhs of rupees) 

Amount of tlZ 
stayed 

30-6-70 30-6-71' 

5,386 3,847' 

1,635 1,126, 
3,125 , ~ 

37 59' 

135 3907 
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(6) .Appeala peDdlq 011 30th JUDe, 1971' 

(a) Number of appeals/revision petitiOlll 

(6) Out of appeals/revision petitions instituted duriDa 1970-71 

(c) Out of appeals/revision petitions instituted in earlier yean . 

Income-taX ~ 
appeals revt,loaa 
with peidons 

AppeUale with 
Assistant Commis-
Commie- pODen 
NOIlen 

2>47,723 7,933 

1,16,317 3,524 

68,054 2.337 

Year-wise break-up of appeal cases and revision petitions pending 
with Appellate Assistant Commissioners and Commissioners of 
Income-tax respectively for the periods ending 30th June, 1970 and 
30th June. 1971 respectively with reference to the year of institution 
are indicated below: 

Year of ~ i i  

1954-55 

1956-57 

~  

1959-60 

1960-61 

1961-62 

1962-63 

1963-64 

1964-65 

1965-66 

1966-67 

1967-68 

1968-69 

1969-70 

1970-71 

1971-72 

TOTAL 

Appeals with Appel- Revision Petitions 
late  Aasistant with Commiuioner 
Commissionen or 

Income-tlX 
30-6-1970 30-6-1971 30-6-1970 30-6-1971 

2 2 

3 3 

7 10 7 

14 S 20 16 

55 37 18 13 

80 73 53 44 
181 93 90 71 

SI9 181 131 III 

948 SOl 143 74 

2,916 1,593 266 121 

10,105 S,364 462 187 

36,142 15.67S 1.433 SS8 

1,14.7°8 40.429 4,646 1,161 

72,977 1,16,317 2,236 3,524 

2,072 

---
2048,754 1,80,371t 9,513 7,933 

[paragraph 57 of the Report of the Comptroller and Auditor 
General of India for the year 1970-71-Union Government 

(Civil)-Revenue Receipts]. 
----------------------------

'Flames arc as furnished by the Minittry • 
• tDoca Dot include appeals filed between 1-4-71 to 30-6-71. 
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3.2. The Committee drew atteation of the witnes to para 9 of the 

Administrative Report of the Ministry of Finance for the year 
It'71-72, "f.rheretn the Ministry had stated as under: 

"There was no appreciable decrease in the arrears of ~ me 
Tax which stood at 499 crores as on 31st March, 1971 al-
though realisation of taxes showed improvement. The 
bulk of the arrears outstanding are due to the hard core of 
tax arrears which was irrecoverable and have to be written 
off at same stage". 

3.3. The Committee pointed out that according to the Audit Report 
the gross arrears as on 31st March, 1971 were Rs. 738.77 crores and 
net effective arrears were Rs. 399.82 crores, whereas in the Admi i ~ 
trative Report of Ministry of Finance for 1971-72, it was stated that 
the net arrears as on 31st March, 1971 stood at Rs. 499 crores. The 
Committee wanted to know the correct figure of arrears as on 
31.3.1971, pending realisation. 

3.4. The Finance Secretary, stated: "Of that figure, there is a 
difference which has been persistent for a number of years between 
the figures or the method of calculating the net effective-arrears accor-
ding to the formula adopted by the Audit and the net arrears accord-
ing to the formula adopted by the Department. These two figures 
have not been tallying for any year. But instead of that, for the 'Pur-
po$e of the Committee, the figure which the Audit has adopted should 
b. taken into consideration". 

3.5. The Finance Secretary added: "I am afraid the figure viz. 
Rs. 399.82 as reported in the Audit Report as net effective arrears is 
wrong. What happens, in the table immediately following this 
figure at page 58, is if you take the same item 2 which shows book 
dues which will be written off. Then again (a) and (b) are also 
inclutied in the (c) because of people who have left. Unfortunately, 
if instead of the word "from" it was said "other cases pending" they 
would have deducted these figures. What happens is that the total 
figure in Col. 2(c) includes 12.16 and 9.62 and therefore the total of 
56.62 should really read as 34.84. Then there is one more error. The 
other error is in Sub-paragraph 4, that is, 63.64. This is also included 
under (1). (b) and (c). This thing should h ~ been shown in the 
second Col. and not in the fourth Col. So, the grand total lnsteac:! 
of 399, becomes 484 .... ·· This error has been pel"Sistently for some 
time. This error was detected more recently and we have wntten 
to the Audit about this duplication". 
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3.li. TIlle witlleu tw:tAer s&ated: liTRe filut'e f84. whic.Ia I jajt now 
gave itr 1971, it ~ with the fiFe 591 tor 19'18. .ACicoldillff t() 
us, 424 is the final tigure far UI71-72. There are 01le or two reports 
still to come in. But the figure at the moment is 424 as against the 
figure of 48 for the last year .... Both these figures are there accord-
ing to one formula and this is the figure according to other formw.."_ 
3.7. The Committee desired to know how the figuru of Rs. 499 

crores was arrived at by the Department when according to' the Audit 
Report, the net eflective arrea!'s represeming reeoverab!e demands 
was Rs. :t99.02 crores as on 31st March, 1971. The Ministry in a note, 
stated: "This is ~ to the fad that the computation of net arrears: 
by the Department and of net effective arrears by C.A.G. is different. 
This is explained below:-
W J:king out of lilt' _aIt1'I aDd aft .jfec:tm .rrc:!IJI" per DepI1't'ment is Is 11ft-:'er :-
_____________________ (In aores of rupees) 

Net arreus 

Gro.1 demand outstanding as on 31-3-1971 

Lon: 
(i) Amounts not raUen due 

(ii) Amounts awaiting adjustments/verification. 

(iii) Amounts for which stay has been Jrlnted . 

(iy) Amounts for which instalments have beeDaraat,4 

Net IIII'car.. • 

I:Z9' 32 

4'66 

71'8a 

"'a, 
aJiI'o, --.... 61 

(In.aQIIIII ~. 

Worleing of ,he Effective Amars as 0" i 3~  

G.oIs 4cmalld as on 31-3-1'71 

LOll: 
(i) 100% ofdae:amount lIOt fellr:n"iue • 129' 3' 

1IIil) Joo1l1 fit the smeatrts awliting adjustmeftf/'VerlBCltion : . 4' 66 
.... :0 ~ .... ,. 

(iii) 100% of the amounts for which stay Ilas been Jl'1Dk4 . T1'Sa 

(iv) $0% of the IIIDOIWI for wlaiebiutllme,* line ... 
gtlllrtli. •  •  .  .  •  .  .  • 13' 64 

<Y) Soil>', of the alI\0unu di ·~  of PoL T . .,. 
~ relief dalrm. .  .  .  .  .  . 7' 49 

(\'i) ~~ of tbeamPU!lt ,p.endiDM i~i  wit. off, 
'ltWtfng d rr~ m . .  .  .  •  • 16· 25 

(vJi) 90% of the aJIIOuntl due &om comp.wea uoder . .~ 
tlilif,. .  .  •  .  .  •  .  • 9' 62 

(VIii) 100'0/0 or tlie amounts d~ from penons "Nne have left 
India etc. •  •  .  .  .  •  .  . 

"fl' 77 

270'" 

46,'11 

~ 
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h~ difterence between the net effective arrears according to AudJt 
working at Rs. 399.82 crores and the effective arrears at Rs. 467.81 
cr()l'es as per Departmental working is reconciled below:-

(In crores of rupees) 
._--------

Net effective arrears as per Audit. 399' 82 

Add amounts deducted by Audit but not deducted in Depanmental 
workinl : 
(i) Irrecoverable duea which will be written off ultimately 
from cases pending before Certificates Officers. • 34' 84 

eli) Amounts of tax stayed by Appellate authoritieslH.C./ 
S.C./as on 31-3-71 .  .  •  •  .  • 

Les, amounts deducted by the Department but not deducted by the 
Audit: 

(i) 50% of the amounts for which instalments have been 
granted. 13' 64 

(ii) 80% of the amOunts pending consideration of write offl 
scaling down petitions 

Effective arrears as per Depanmental working 

16'25 

497'70 

3.8. When asked for the method adopted by the Department to 
arrive at the figure of gross arrears every year, the Chairman, CBDT 
stated: "Gross arrears are taken from the Demand and Collection 
Registers of each Income Tax Officer, who gives in his monthly 
progress Report gross arrears minus collections up to the end of the 
month." The witness added: "The total arrears on a particular date, 
that is to say, upto 31st March, 1971, we call a gross arrear. The 
demand minus collection upto that' date even though this is the 
balance which is outstanding, it is not recoverable because certain 
amount might not have fallen due. Secondly where stay has been 
granted by an appellate authority even if it is an outstanding 
demand, it is not an arrear because we cannot collect it. The Act 
also itself says that when a instalment is granted, the assessee is in 
default so also item (2) where amount has been already paid as ad-
vance tax and it has been awaiting adjustment or verification". 

3.9. In reply to a question, the witness stated: "One person's 
charge is counter-checked by another. At the. end of the year, the 
arrears which are brought forward by one Inspecting Assistant 
Commissioner's range are checked by aonther Assistant Commis-
sioner with the records". 
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3.10. The Finance Secretary added "One poiJlt to which the 
<Chairman, CBDTreferred was that there is already a system that at 
-the end of the year one Inspecting Assistant Commissioner checks 
-the records of arrears of the other Inspecting Assistant Commissioner. 
But the Board has also prescribed a system wherein an arrear sheet 
is attached in the case of larger assessees which is in a summary .form 
mentioning how much amount is due from a particular ~r  etc". 

3.11. When suggested that the Ministry should, in consultation 
with lhe Audit, examine the present system with a view to make 
suitable improvement so as to obtain' accurate figures, the witness 
replied: "If some improvement is poSSible, we shall be very happy 
to do so, so that we should be able to eee as to what can be done". 

3.12. In para 53(i) of Audit Report 1969-70, the recovery of the 
following amounts was stated to have been stayed as on 31-3-1970: 

(In Cl'orea of rupeel) 

(i) Amount stayed by appellate 8uthoriry/H igh Courts I 
Supreme Court. R 8. 6' IS 

(ii) Amount stayed by those other than (i) above. RI. 23' H 

RI. 29'70 

--_.--------
3.13. For the year ending 31-3-1971, the amount of tax stayed by 

appellate authorities/High Courts/Supreme Court was Rs. 63.04 
-erores. The Committee wanted to know the reasons for the sudden 
'Spurt in the amount of tax stayed by .appellate authorities/High 
-Courts/Supreme Court from Rs. 6.15crores on 31-3-1970 to Rs. 63.04 
-crores on 31-3-1971. The Committee also desired to know the figure 
~  tax stayed by those other than appellate authorities, high Courts! 
Supreme Court on 31-3-1971. The Ministry. in a note, stated: 

"The relevant extracts trom paras 53(i) and :;7(a) (i) of the 
C&AG's Report for 1969-70 and 1970-71 respectively are 

reproduced below: 

Para 53, Arrears of tax demands 

(i) The total effective demand of tax outstanding on 31st 
March, 1970 was Rs. 682.56 crores (which excluded " 
demand of Rs. 158.14 crores, the co1lectlon of which had 
not fallen due on 31st March, 19'70). Of this, the net 
effective arrears representinl! reeoterable demands w'" 
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Rs. 591.18 crores. The balance of Rs. 91.38 crores com--
pri:cd the following: 

(Rs. in crores) 
-------------------

r. Reduction expected on account of-

(a) D_LT. relief . 

(h) Appellate relief 

(c) Protecti \.c: asseS!Y!IeD1s 

~. Irrecoverable dlles which will be written off ultimately: 

(a) from persons who left India 

(b) from companies in liquidation . 

(c) from CIlBe6 pending before CC!r1i6catc Officers. 28'33 

The net effective arrears of &, 591.18 crores included: 

47'91 

91' 38 

(a) Rs. 91.48 crores being the amount of advance tax relating 
to the demands included in the gross demand. 

(b) Rs. 6.15 crores being the amount of tax stayed by appellate 
authorities/High Courts/Supreme Court as on 31st March, 
1970, and 

(c) Rs. 23.55 crores being the amount pending disposal of 
appeals wherein stay has been granted other than those 
included in (b) above. 

Para 57, Arrears of tax d.em.att.d8: 

(a) (i) The total effective demand of tax outstanding cn 31st 
March, 1971 was Rs. 609.45 crores (which excludes a 
demand of Rs. 129.32 crores, the collection of whkh had 
not fallen due on 31st Macch, 1971). Of this, net effective 
arrears representing recoverable demands was Rs. 399.82 
crores. The balance of Rs. 209.'63 crores commised the 
following: 

J. Reduction expected on accmmt Q( -

(a) D.l.T. relief 

(b) AppeU-,e r~ ie . '\ 
. } 

(c) rr ~~· J 

7'49 

77'82 

______ ~ .. 
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2. r ~  __ whi •. wiU be writtea im ~­

(a) from perllOns who have left India 

(b) from companies in liquidation. 

(c) from CUII8 pen4ioc, befo.re cert.iIicI1' oliocu. 

3"0 AmoliDt of .a'WlJlct .. inclutlled ia the aet .aMnII" urear. 
relatins to the demand include.a in the aro" <kmaDd • 

4. Amount of ta .. yeel by _PIIC!IIm autharitiellHi,h ,~  

Supreme Court as on 31-3-1971 included in the net effective 
arrear.. . 

12'16 

2;)9' 6 31 

[Certain figures indicated in para M above were revised as per 
attached copy of letter No. F. 'J:1,lj5j71-A&PAC dated 5-10-19172 to 
Auc;litJ· 

~ The anwUDt of as. AM 'Crewe. abo .. ill the C&AG's. 
Report _ l.9I7M-l, .. ta:lt .,.. by appellate authorities 
etc:. if a1IIo incllllieci m the ovetaU. 8nGlIUnt of Rs. 77.82 
crores shoWD. m the .... pBl'a ~~ ~ at the Report 
again the combined head 'Appellate Relief' and -Protective· 
Assessments'. The Director at. ~ i  (.a.earcb, Statis-
tics and Publication) who ~ his quarterly report 
from which the relevant figuzoea were furnished for h~  

C&AG's Reports for 1969-70 and 1970-71 changed the pro-
forma for drawal of quarterly report on thi61 specific point. 
Till 1'969-70, for working out the net effective arrears, an I 
e!rtimated 50 per cent of the demand stayed by appellate' 
and other authorities was deducted frgm the iI'QIIi aue8ll6 . 
to arrive at net effective arreaJ:S. However, from 19711-71' 
onwards, for more accurate reflection of the s.ituatioo, the ' 
entirety of such stayed demand was adjusted from the 
gross arrears for arriving at oat effective arrears. In this 
context, 1t will be seen that the amount of Rs. 29.70 cr.o.t:AS 
shown against the head "Appellate Relief" in the C&AG's 
!b:!port for 1969-70 repreS8llts amy 60 per cent and the full . 
amount stood at.59.4 crores whiQh added to the .-oWlt of ' 
6.46 crores shown agllinst the heN. · r ie. i ~ ...... 
ments"gtvea a total .f Bs. 66..86 crores u .gahaat the· 
corresponding figures of Rs. 77.82 crores shown in the 
C&AG's Report for subsequent year 1970-71. The increase ' 
_ this anal)l.lll .. 1104: rtMnatft 'Vf!r'Y malbd. Further. 
tha 1'I.ratt-' iDCl'8Me bt fte ~e dettriled extem in 8'lTears . 
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wherein stay had been granted by courts and lncome-tax 
authorities was primarily due to the following facts: 

(a) Since appeals take long to get finally decided, the arrears 
of a particular year where stay had been allowed pend-
ing appeal decision do not get reduced during the pen-
dency of appeals. On the other hand, every year some 
addition is made under the head on account of such stay 
having been allowed in fresh appeal cases. 

(b) As Additional Commissioners were appointed in ~.  

at some places for sharing work of Commissioners, re-
covery work got expedited and hence more petitions for 
stay of demand ·got decided. 

(c) Increasingly more assessees became aware of the fact 
that appellate authorities especially the TrIbunal (After 
Supreme Court decision in the case of Mohd. Kunhi 
71ITR815) were now granting stay in matters of collec-
tion of disputed demand and as such larger number of 
assessees took advantage of this. 

(m) Information regarding the amount of tax stayed by those 
other than appellate authorities is not readily available; 
it will be collected and furnished in due course." 

3.14. The Committee pointed out that in sub-para (ii) of the 
-audit paragraph, the amount of interest due on 31-3-1971 was shown 
,asRs. 58.99 crores and that the amount of demands in arrears was 
F.s. 679.88 crores. The ra.te of interest for non-payment of dues was 
at 4 per cent upto 31-3-1965, 6 per cent from 1-4-1965 to 30-9-1967, 
'9 per cent from 1-10-1967 and 12 per cent from 1-4-1972. The Com-
mittee wanted to know the reasons for the low figure of interest 
outstanding as on 31-3-1971. The Finance Secretary stated: "In 
this particular case the interest that is shown here is the interest 
which the Income-tax Officer has charged till the date he has sent 
the tax recovery certificate. Then after that the interest which 
accrued 1s added by the Tax Recovery Officer. Because the Income-
tax Officer having sent the tax recovery certificate does not know the 
<late when the recovery w1l1 actually be made:" 

3.15. In reply to a question, the Member, CBDT, stated: "What 
we have shown is the interest outstanding. After the Income-tax 
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Oftlcer iasues a tax recovery certificate, it ts the Tax Recovery 
Ofticer who collects the interest after the issue of the Tax Reeovery 
Certificate." 

3.16. The Committee pointed out that there seemed to be some 
sort of lacuna in the present system of calculating the arrears of 
interest etc. which gave an incomplete picture, and suggested that 
some methodology should be devised in consultation with Revenue 
Audit so as to arrive at a clear and complete picture of the arrears 
outstanding and ;nterest realisable thereon at the close of each year. 
The Finance Secretary stated: "That of course, requires some modi-
fication." 

3.17. Referring to the Table mentioned in Sub-paragraph (iii) 
of the Audit Paragraph, the Committee pointed out that the groS'S 
arrears of Rs. 738.77 crores were stated to have been clue from 20.11 
lakns of assessees i.e. two thirds of the total number of 8ISessees 
in the books of the Department. When asked to state the reasons, 
the Member CBDT stated: "I am afraid the way in which these 
figures have been compiled by he Income--Tax Omcers is responsible 
for this large number. The Income-Tax Officer, may have a demand 
pending for one assessee for different years but for these different 
years he has got different entries in his demand collection register. 
WhE!D he is called upon to give the number of open entries, he does 
not make a compilatioR assessee--wise because those entries are 
spread over different places. If he makes an assessee-wise categorisa-
tion, he will get the correct number three or four lakhs assessees 
from whom demands may be outstanding.... These twenty lakhs 
cases referred to here come from the last ten or 12 years." 

3.18. The Ministry in a note, further stated: "As explained 
during the course of the meeting the aforesaid figure possi'bly re-
presents the number of arrear e ~rie  as there is no readily avail-
able source in the field indicating the total amount of arrears out-
staoding against an assessee at a particular time. However. D.I. 
(RS &: P) has been asked to confirm this." 

3.19. The Committee wanted.to be furnished with particulars of 
cases in which arrears of Income-tax as on 31-3-1971 exceeded to 
10 lakhs. The Ministry, r iih~d a. liBt, showing the names of the 

1.1 • 



us 
... IIIJeea witll 8J1l0unta .... whom UTe .. 88 _ .u-S-lI71 ex-
ceeaIal &. 16 laJdla, CammialiCIners' cbaIp-1Iria. ft. .i w ~ 

position emerged from the above list:-

Income-Tax ctrrears outstanding as on 31-3-1971 

So No. C0mmillioner', c-ae No. of Amount 
8IItIOIICeI • tinlUh. .. '----

I. Andhra PJ:ade&h 4 71'99 

2. ADdhn Ptadnh II ", 14 

3· Imam 3 34' 13 

4, Bhopal 5 66'02 

5· Bhopal 27'07' 

6. Bihar 6 90'4°' 

7· Bombay City B7 3~  

8. Bombay Cit¥ I 26- I,SS" 42 

9- BIImba)' City II 12 549' zs 

to. Bombay City In S IS9' 12 

II. Bomba)' c..&rel .. ~ 3 

u. BcnzJt.y £Crnral, ~ 2:306' 89 

13. WestBenpl Ih 2741'°4· 

14· Weat Benpl I 2l) 949'65 

~. West So&Wti Ii 19 995'63 

16. W_BenplIU 2I 1147'22, 

17· Calcutta CeDtral 46 ~  

18. G:alGutf.a Ceatral. 37 zzd'13, 

19, Delhi charge 6 89'12 

20. Delhi Central ~  569'21 

a •• Delhi I 2 422' S9' 

H. Delhi II I 29'07 

za· DclhilU. I tI7a-. 37 

34· DeDliCeDtrd 15 895'44 

25· Gujarat 3 42'00 ' 

26. Gujarat I. 32'01 

2'1. Kanpur 16 259')0 

#0 H.npur S' 19CJ'OS 

29 Wenia' • 
, 68'52: 
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S. No. Comlnisaioner's cbarae 

30. Ematulam 

il. l..u4tnow • 

32. Madra. 

313· Madras Cen uaJ. 

3 .... Madril Centra! ' 

35· MYlOre 

36. N8I8PlU 

37· VidIrbI and Marathwadl Nl(lpUI' , 

0311· Bhubaneshwlr 

39· Poona 

040. PooP 

"I. Punjab 

42· Patiala 

043· Rajuthan . 

<44. ]aipur 

Total Number of uselleee : T_ anean 

.7·SS 

~ at,., 
8 12,4' S3 

13 liQ' 56 

~ ?D' 53 

I 17' IS 

2 

1 

a 

r 

2 

:I 

619 or 

13'05 

59'<$a 

27'# 

U·Q.I 

Ul'94 

u'sa 

S7'S7 

37'6) 

70'77 

19:1' 37 
ClI'orew. 

___ • __ 0. ____ . __ .-________ • ______ _ 

3,20. When asked how much time the Department would take to 
finalise these cases, the Member CBDT stated: "Most of these cases 
are blocked up in litigation, In these cases the Board also 100101 
into the reasons why these demands are pending and wherever the 
Board finds that there is some action which could be taken but which, 
has not been taken, the Board issues directions to the Commissioner 
to take particular action. But in most of the cases, either there r ~ 

no assets or the assets are in dispute before various courts, sometimes 
writs are pending in i~h Courts, Sometimes there are assessees, 
private limited companies for whose shares we find no purcbasersj 
&ometimes we do not find bidders for Immovable properties, Tn 
bigger cases, bi"et fellows who can ~rd "the fees 0; bi& lawyers 
go to the courts and hold up the collection. 
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3.21. The Committee learnt from Audit that as per Board's. 
instructions of January, 1970 the realisation of revenues in cases 
wherein the individual arrears exceeded Rs. 25 lakhs was the res-
ponsibility of the Board. 

3.22. Pointing out that according to Sub-para (iii) of the audit. 
paragraph, 202 cases involving arrears of Rs. 109.58 crores were out-
standing as on 31-3-1971, the Committee wanted to know the position 
of these 202 cases on 31-3-1972. The Ministry in a note, stated that 
out of 202 cases, 167 cases were pending as on 31-3-1972 with arrears 
of Rs. 92.80 crores. 

3.23. When suggested that against each category reported in Sub-· 
para (iii) of the audit paragraph, the amounts, recoverable and ir-
recoverable should be separately indicated, the Finance Secretary 
stated: "An abstract of that has been indicated in sub-para (i) where 
the gross has been reduced to the net figure of 484 which is out of 
738 and 85 crores are mentioned in Sub-item of ~r  (i), cover-
ing the kind of cases in dispute etc. and other categories of cases 
where they are almost irrecoverable which \'\"11 be ultimately 
written off and included in Sub-para (2) Its Rs. 56 crOTes. Sub-para. 
(iii) relates to the gross arrears." 

3.24. The Ministry, in a written note, further stated: "The DJ 
(RS & P) has been asked to study whether it would be feasible to-
do so and if so, he may devise ways and means of calling such infor-
mation for the future." 

3.25. In their 51st Report (Fifth Lok Sabha), the Committee had 
dealt with the problem of arrears of tax demands comprehensively 
and indicated the steps to be taken to obviate accumulation of ar-
rears ... 

3.26. From the infonna.tion now furnished to them, the Committee 
. find that tbe arrears are not being computed on a uniform and 
scientific basis. According to the Audit paragraph tb" net eftective 
arrears as furnished by the Ministry to the Audit 011 31st March, 
1971 were Rs. 399.82 crores whereas accoraing to the version of the 
Ministry btlfore the Committee the figure should be Rs. 467.81 crores. 
A third figure viz. Rs. 499 crores is mentioned in the Administrative 
Report of the Ministry of Finance (1971-72). Thus the figures vary 
widely. Further the basis for compilation of these figures has been 
changed from time to time. For instance till 1969-7f) for working 
out the net efteetive arrears, an estimated 50 per cent of the demand' 
stayed by appellate and other authorities was deducted from thf. 



121 

POll arl'ear. to arrive at net effective arrears and from 1970-71 on-
wards the entire amount involved in luch stayed demand was de-
ducted from the IfOSI arrears. The Committee had earlier pointed 
out that interest on arrears of demands had not been calculated and 
shown correctly. In view of all these the Comftlittee suggest that 
some methodology should be devised in consultation with the Comp-
troller and Auditor General of India so as to arrive at a clear and 
complete picture of the arrears and interest realisable at the close' 
of each year. 

3.27. The total number of assessees borne on the books of the 
Department was 30,12,570 as on 31st March, 1971. According to the-
Audit paragraph the gross arrears of Rs. 738.77 crores were due from 
20,11,354 assessees. This gives an impression that about two-thirds 
of the asseiSsees were in arrears. The Ministry have stated that the 
figure 'poSsibly represents the number of arrear entries as there is 
no readily available source in the field indicating the total amount of. 
arrears ouistanding against an assessee at a particular time'. This 
shows that the figures are furnished to the Revenue Audit without 
detailed scrutiny. While the Committee await a report regardinl( 
the correct position, they are of the view that an assessee-wille com-
pilation of arrears of substantial amounts, say, Rs. 1 lakh and more, 
is necessary and that it should be attempted forthwith. 

3..28 According to the Audit paragraph, arrears in excess of 
Rs. 10 lakhs in each case were Rs. 180:75 crores due from 676 asses-
sees. The Ministry have, however, intimated details working upto 
Rs. 192.37 crores due from 689 assessees. The discrepancy in figures 

should be reconciled. 

3.29. It is regrettable that the Board does not have any satisfac-
tory system of watching the recovery of arrears. The Committee. 
therefore desire that the Board should set up a machinery for 
watching' the recovery of arrears in excess of Rs. 10 lakhs in . each 
case. They would suggest introduction of a ledger carlf system lor 
each assessee which would bringing out the up-to. date position of 
arrears and a brief account of the measures taken to reccn'er them . 

. . 3.30. The Committee would like to know the details of the cases of 
arrear in excess of Rs. 10 lakhs each as on 31·3-1972 and the steps 
taken ~  rocover them in each case, duly verified by Audit. 

57 (b)-Appeals pending on 30th June, 1971. 

3.31. The total number of cases pending with the Appellate Atat ..... 
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-tant ~ i e  on 3Otb. June 01 eMh ,aft ... dle ... ,... 
• ending 30th June, 1971 waa .. iollewlI:-

AI On T-etal No. df c:bCl. 

~ .  l;li7.SI2 

30-6-1968 :2 ~, .  

30-6-1969 2.19,6a& 

30-6-1970 2>48.754 

30-6-1971 2>47.723 

8.82. The Committee pointed out that out of 2,47,723 appeals pend-
~i  before the Appellate Assistant Commissioners 68,054 cases were 
mstituted before 1970-71. But fl-om the yearwise analysis given in 
the audit paragraph, it was noticed that the number of such pending 
·eases came to 64.054 only. When asked for the reasons for the 
difference, the Ministry, in a note, s.tated: "'The ftgure 68,054: was a 
typographical mtstake which is re re ed~ the correct figure is 
'64,054." 

3.38. The Committee desired to know the number of Appellate 
Assistant Commil!lsioners at the end of each year from 30th June, 
196'7 to 30th June, 1971. The requisite information, as given by the 
1ff1nistry 1n a note, Is as nuder:-

1967-68 . 148 

1968-69 l.,s 

169-70 178 

1970-71 . 193 

1971-72 . 213 

3.34. Poining out that two cases instituted in 11&6-57 before the 
Appellate Assistant Commissioner were pendi.n.g on 30th June, 1971 
i.e. for over fourteen years, the Committee aslaed whether the Min-
istry looked into these cases and found out the difficulo/, if any, in 
disposing of these cases. The Ministry, in a written note, stated that 
the two cases instituted in 1956-57 before the Appellate Assistant 

mmi i ~ and ~ di  on 30th June, 1971, Mid since been dis-
.posed of. 

3.35. The Committee learnt from Audit that the Board in their 
.. ~ r dated 4th AUlUat, 1971, issued instructions that )050 old ap-
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~ e  filed upto 31st March, 1966, should be disposed of by 3Jst De-
~ em er, J971 and cases of this group kept pending for unavoidable 
.Teasons should be looked into by the Commissioners/Additional Com-
m.i ~i er  ~ that there would be a clear slate by 31st March, 1972. 
. The Comnuttee desired to know the position of pendency on 31st 
March, 1972 in regard to appeals filed to end of 1965-66. 'The Minis-
.~, in a note, stated: "Out of 1050 old appeals upto 1965-66, 375 have 
, smce been disposed of and 675 appeals are pending on 31st March 
'1.972'''. ' 

3.36. The number of revision petitions pending with the Commis-
'sioners of Income Tax on 30th June, for the five years ending 30th 
,June, 1971 was as shown below:-

A.s on 
--------------------------------

3°-6-1967 

30-6-1968 

30-6-1969 

30-6-1970 

]0-6-1971 

6544 

7342 

7602 

9513 

7933 

3.37. The Committee pointed out that one case for over fifteen 
: years, three cases for over thirteen years and seven cases for over 
'12 years were outstanding on 30th June, 1971. The Committee want-
oed to know the reasons for such old cases of revision, petitions re-
maining undisposed of. The Ministry, in a note stated, that the rea-
-sons were not readily available and would be ascertained and fur-
nished.. Asked whether the Ministry had fixed any target  date for 
the ftnalisation of all revision petitions by the Commissioners at 
-Income Tax which were more than three years old on 30th June, 
1971, the Ministry, in a note stated: "No target date has been fixed 
by the Ministry for the finalisation of pending revision petitions 
which are more than 3 years old as on 30th June, 1971. However, 
general instructions have been issued by the Central Board of 
Direct Taxes vide their letter F. No. 264/3/72/ITJ dated 11th July, 
Jm to aU Cl. isdoners of Income-tax requesting them to give 
priority attention to the disposal of pending revision petitions. The 
'Commissioners of Income-tax have been told that the target should 
. be that at the end of the current year no Commissioner/Additional 
'Commissioner should be left with a pendency of more than 100 re-
vision petitions or half of the pendency at the beginning of the year, 
-whichever works out to less." 

~  LS-9 



3.38. Position of appeal and revision petition' cases pending ~i h  

the Appellate Assistant Commissioners is alarming. The nnmber of 
cases, which was 1,67,51% as on 30th June, 1961 graduaBy Increased 
to 2,47,723 as on 30th June, 1971. Further, a nombet' of cases were 
pending for over 10 years. That this was so insplte of i er~ e in 
the number of Appellate Assistant CoJDJUissioners from 148 to 223: 
during tbis period, causes concern. The Committee regret tbat the' 
target date fixed by the Central Board of Direct Taxes for the dispo.· 
sal of old cases filed upto 31st Marcb, 1966 has not been adbered tb •. 

3.39. The position of revision petitions pending with the Commis-. 
sioners of Income-tax is equally unsatiSfactory. The number of case a 
pending as on 30th June, 1971 was 7933. The delay in disp05ar was 
to the extent of 15 years in one case. 13 years in 3 cases and 12" years 
in 7 caseS. Tbe Ministry are unable to state readily the reasons for" 
sucb inordinate delays. No target date bas also been fixed by the-
Ministry for the finalisation of pending revision petitions which are' 
more tban 3 years ·old. 

3.40. The Committee bave been emphasising tbe need to expedi-
tiously dispose of appeals and revision petitions. They feel that ap-
peals should be disposed of with expedition and that at any rate nOI 
appeal should remain pending beyond a period of 3, years. They ~ 

cordingly desire that reasons for such heavy pendency as brQught out 
in the foregoing paragraphs should be studied carefully. A suitable' 
target date should be fixed for tbe disposal of cases pending for more: 
than 3 years and steps taken to see that the cases are not allowed to 
accumulate for more than a period of 3 yean in future. In di~ i  

of the cases priority should be given to cases where tbe Appellate' 
Assistant Commissioners and the Commissioners of Income-tax have-
stayed the recovery of tax. The Committee consider that tbe Board' 
should ai80 devise an effective system to keep a watch over the posi':'-
tion witb a view to taking timely action ... 



CHAPTER IV 

ARREARS OF ASSESSMENTS-

Audit Pararraph 

4.1. <a) <i) The number of assessments outstanding with Income-
tax omcers Without completion on 31st March, 197'1 was 12.39 lakhs. 
!:'he position of pendency of assessments for the laIt three years is 
as follows:-

AI on As on AI on 
Yean 31-3-1969 31-3-1970 31-3-1971 

1966-67 and e~r ier yean 3.S8.362 1047.773 22,72S 

15167-68 aDd earlier yean M8,s99 1.34>'461 9S,681 

1968-69 a'I1d IElier yean 8,67.696 2.91,309 1,27.934 

1969-70 and earlier years 7048,264 2,6S.296 

1970-71 and earlier yean 7,27,193 

TOTAL IS.84,6S7 13,21.807 1%.38,829 

The pendency of outstanding cases has thus been registering a 
decline. 

&... ••. -

(if) Category-wise break-up of pending cases is as followlI:-

(/I) BUliness cases having income over RI. 3$,000 

(b) Businees caleB hiving income over RI. r S,clO!) 
but not ex.ceeding RI. 2S,ooo • 

(c) Business calel having income over RI. 7,Soo 
but not exceeding RI. 1,,000 . 

(d) All other cases except thOle mentioned in caf*Jory 
(,) below and rctund c:.-. .  .  . 

(,) Small income .cheme u.n, QovenImem III8ry 
elllea and non·(iolrenImcnt IIIIry cua bIJgw, 
Rs. 18,000 

TOTAL 

.Tlw fiIWa ~ .. furnilhed·by die ~. 

125 

Aa OD 
31-3-1970 

1,67,.p3 

..4J,9a9 

2,6t,.46I 

S,.p.8S6 

2,00,131 

1s,z1,1lo7 

AlOD 
31-3-1971 

1,67,189 

1,31,2a1 

2.,o.a72 

5.17,877 

1,72,210 

12t38,aa, 
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(iii) The status-wise break-up of the pending cases is as given 
below:- ' 

No. of 
usessments 

Status 
pending 
on 

31-3-1971 

(0) Individual 9.5:1.749 

(b) H.U.F. 74,428 

(c) Companies z5,07S 

(4) Firms 1,71,46z 

(,) Others IS,IIS 

d,38,Sz9 

i 

[paragraph 58 (a) (i) (ii) (iii) of the Report of the Comptroller and 
I\uditor General of India for the year 1970-71-Union Government. 

(Civil) -Revenue Receipts], 

4.2, Referring to the 12.39 lakhs of assessments pending without 
nnalisation on 31st March, 1971, the Committee wanted to know the 
approximate revenue locked therein. The Ministry, in a written 
note, stated that the requisite information was not readily available 
with them and its collection would involve incommensurate time 
and labour. 

4.3. In reply to paragraph 1.42 of the Committee's 117th Report, 
the Ministry, in January, 1971 stated that the pendency on 31st 
March, 1971 would be 8,5 lakhs of assessments and 31st March, 1972 
It would be further reduced at about two to three months' work-
load. But on 31st March, 1971, the pendency turned out to be 12.39 
lakhs assessments. When asked to state the position of pending as-
sessment on 31st March, 1972 the MiniStry intimated that as on 31st 
March, 1972, as many as 11,23,705 assessments were pending, 

• 
4.4. The Committee have been commenting from year to year 

about the unsatisfactory position of arr.,.rs of assessments. In reply 
to their observations contained in their 117tb Report (Fourth Lok 
Sabha), the Ministry in January, It'll, stated that the pendency as 
(In 31st March, 1971 would be 8',5 lakhs of asSessments and that it 
would be further reduced at the end of the year 1971-72, The Com-
mittee regret to find that the pendency as on 31st March, 1.971 actu-
.dly turned out to be ~3  lakhs of assessments, The position as on 
2'1st March. 1972, as intimated by the Ministry, is that 11'24 lakh. of 
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usessments were pending. Thus the position continues to be un-
satisfactory despite the assurance given to the Committee to improve 
it. The Committee nevertheless trust that every effort wiD be made 
to pull up the arrears and briDg them down considerably during the 
current year. _, 

4.5. The Committee have been laying stress on the timely finallsa-
tion of cases involving large revenue. They would like to know 
whether the Central Board of Direc:t Taxes have devised any mao 
chinery at least to watch finalisation of such cases. 

4.6. Although the Committee desired to know the approximate reo 
venue locked up in 12'39 lakhs of assessments pending without finali. 
sation as on 31st March, 1971, the Ministry are not in a position to 
readily furnish the infonnaton. The Committee, therefore, wish to 
emphasise that attempt should be made to bring out the approximate 
amount of income-tax involved in the pending assessments and make 
it available to Audit for incorporation in the future Audit Reporfs as 
is done now in the case of other Direc:t Taxes. 



CHAPl'ER v 
~m  ~ N WHICHPENALSUPER-TJQCI 

N ~ ~i, AB .  FAILURE TO . ~B  
THE STATUTORY PERCENTAGE OF DIVIDEND· 

Audit· PaJ1lll'llPh 

;5. l. (a) 'No. ,of cases pending on 1st April, 1970 

(b,) lila. <Of eMs added during 1.970-71 
(c) 'No. ,elf case. dilposed of dur41i 1970-71 
(d) lio. of cues pendina on 3IIt March, ~  

(c) Approximate amount of additional tax involved: 
.-----------

3,307 
",,64 

6,063 
1,801 

RI. 149. ,I Jd.hs 

AssesSlI)ent year-wise details of the cases pending on 31st March, 
1971 togetlter with the ~ .  of tax itivoIved are sh01Vtl 'beloW: 
------

Aesessment Yeu No. of Amount of 
cases tID: 

(J\I. in 000) 

--------- ---------
1954-55 1 10 

19Ss-stl , 253 

~  14 SS8 

1-957-58 12 788 

l'9S8-59 14 857 

1959"6<> 16 783 

I'9fi0-6t 17 99<4-

19'51-62 16 1.1.9 

1¢2-63 1 4 

1963-64 7 192 

1964-65 8 ~  

1965-66 14 260 

1966-67 147 2,138 

1967-68 391 1,865 

1963-69 366 1,244 

1969-70 364 1,795 

1970-71 415 1,866 

TOTAL 1,808 14.998 

[Paragraph 59 of the Report of the Comptroller and &lditor General 
of India for the year 1970-71-Union Government (Civil)-Revenue 

Receipts]. 

-PiIW'es are II furnished by the MiniatIy. 

128 I. " 
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"5.2. Under the LT. Act, if the .1IDfindsthat profits and .pm. 
..distributed as .dividends by a ~  .within 12 months £ollowin, 
. the previous ~, .are less than the statutory percentage of the dis-
tributable income of the company for the previous year, he should 
levy a penal tax on' the undistributed income at the prescribed rates. 
The additional levy should be made before the expiry of four years 
from the end of the assessment year relevant to the previous year or 
before the expiry of one year from the end of the finanl"ial year in 
which the assessment is made, whichever lis later. No such time limit 
. is prescribed in respect of cases relating to the years prior to 1962-
e3 under the old Income-Tax Act. Though the Board had issue-d in-
structions that the time limit prescribed 1!lnder the new law should 
be observed in respect of the cases under the old Act. 1808 such cases 
.awaited finalisation on 3tlth March, 1971. The amount ·of tax involv-
ed therein was Rs, 149.98 lakhs. 

5.3. The Committee learnt from Audit that in their Circular of 
16th July. 1970, the Central Board of Direct Taxes issued instructions 
that all the cases under the old Act sbould bl'! disposed of by the 
30th September, 1970. 

5.4: But on 31st March. 1971, the number of such cases was 95. 
'The Committee desired to·know the latest position. . The ~ii i r  

in a note stated: 

"As the Committee have already been infonned in reply to 
paragraph 1.33 of 'fheir 25th Report (Actton taken-1971-
'72), outot 83 easeS pending on '!tst December. 1972 nnly 
30 cases remained outstanding tn July, 1m." 

5.5. When asked, if cases under the old Act were still outstanding, 
whether the Ministry had enquIred into the clrcqmstances in which 
they could not be completed, the Ministry stated: 

"Only 30 such cases were outstanding in July, 1972 anri the 
, Commissioners concerned were asked to dispose them of 
expeditiously. The latest position is being ascertained re-
garding these cases and will be intimated to the Commit-
tee." 

5.6. The Comrriittee pointed out that Ubdel" the l.T .. Act, 196t. the 
penal levyshould be' made within a ~ of four e ~ fmnl' the 
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end of the assessment year or before the expiry of one year from the: 
end of the financial year in which assessment was made whichever 
was later. The assessment for the year 1965-66 should have been 
mAde by 31st March, 1970 and action for levy of penal tax should 
have been made by 31st March, 1971 at the latest. From the nara-
graph it was seen that 30 cases relating to the assessment years 1962-
63 to 1965-66 were outstanding on 31st March. 1971. The Committee 
enquired whether these cases had not become time barred on lst 
April, 1971 involving a loss of revenue of Rs. 6,96,000. The MiT)istry, 
in a written note stated: 

"The Commissioners concerned have been asked to look into 
the matter. The Committee will be apprised of the posi-
tion in respect of these 30 cases on receipt of tbeir repHes." 

5.7. The Committee further pointed out that action for levy of 
penal tax should be completed within a period of four years from 
the end of the assessment year or one year from the end of the year 
in which the assessment was made and that the rule VI'as' enacted 
when the period prescribed for completion of assessments was JOur 
years. Now as the period for the completion of assessments had been 
reduced to two years, the Committee enquired whether the Ministry-
were revising the provisions of the Law relating to levy of penal tax. 
The reply from the Ministry is still awaited. 

5.S. The Committee learn that although no time-limit we,,, pres-
cribed under the Income-tax Act. 1922, for the levy of penal tax for-
f.i1ure to distribute the statutory percentage of dividends hy com-
panies, the Board had issued in.tructiolUl that the time-limit of 4' 
years from the end of the auessment year or 1 year from the end of 
the financial year in which the assessment is made, whichever is later, 
as presrribed under the new Act should be observed in old (,lilies also. 
Further, in July. 1970, the Board dir~ ed that all the cases: d~r the 
old Act should be disposed of by 30th September. 1970. However, 30 
such cases remained 'outstanding even as late as July, 1972. The de-
lay in their disposal despite instructions from the Board does not 
"peak well of all these concerned. It needs hardly any em ~i  that' 
these cases should be disposed of without furtlier loss of tinle. 

5.9. Despite the statutory requirement that the aiSClMlment for the-' 
year 1965-68 should have been made by 31st March, 1970 'Ind action' 
for the levy of peDal tax should have been taken by 31st March. 1971 
at the latest, it is seeD from the Audit paracraph that 30 cases involv-
ing as. 6:96 lakbs relating to the asseSSMent year. 1962-63 to 1985-86 
were outstanding en 31st March. 1971. The Committee WOllld Uk .. tOe 
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know whether these cases have not become time.barred involving. 
loss of revenue and if so, the reasons for the delay in thier disn'osat 
and fixing responsibility for this avoidable loss. 

5.10. Now that the period of completion of assessments h<l" ht>en 
reduced from 4 years to Z yean, the Committee feel that the time-
limit for thfi levy of penal tax should also be correspondingly cur· 
tailed in the interest of speedy realisation of penalty. Thl'Y dcsir., 
that this should be examined by the Ministry with a view to .,ropos-
ing necessary modification to the provisions of the law relating' tOo 
levy of penal tax .. 



£HAPTEK VI 

ARREARS OF PENALTY ~ N · 

Audit Paragraph 

~. . Under the'Income-tax Act, penalties are leviable for failure: 

(8) to flJrnish the return without suftlcient reasons, 

(b) to comply with the requisition to produce books and docu-
ments, 

(c) to disclose fuily and correctly the particulars of i ~me and 

(d> in regard to payment of advance tax. 

Unlike thE' prorisiClIDS of the Income-tax Act, 19tH accoTding to which 
:all penalty proceedings should be completed within a period of two 
yeal's from the date of the completion of the proceedings in the 
-course of which the penalty proceedings have oeen initjatfd, thp In-
come-tllx Act, 1922 did not prescribe any time-limit for the comp!e-
tion of proceedings regarding levy of penalty. The following table 
:shows the number of cases in which penalty proceedings have been 
initi:'lted under the Income-tax Act, 1922 but pending cn 31st March, 
197] and the approximate amount of penalty involved: 
.--. ----_. -.. -----_ .. _------

Year of assessment 

.•........ --_._-------
1952-53 and earlier years 

1953-54 and earlier years 

1954-55 and earlier years 

1955-,6 and earlier years 

1956-57 and earlier yean 

1957-58 and earlier yean 

1958-59 and earlier years 

1959-60 and earlier years 

1960-61 and earlier yean 

1961-62 and earlier ~ 

TOTAL 

._----_.-

No. of 
cases 

436 

87 

10I 

1I7 

171 

~ 

145 

131 

IIO 

57 

Approximate 
amount 
penalty 
involved 
(Rs. in 
thousands) 

10>499 

S32 

795 

I,S65 

2,566 

1>412 

256 

534 

659 

53 

-------_ .. _-_._-_.,_ ... _--_. 
-The tlaarea.are .. furnished by the Mini_try. 
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i.tU;:The sections of the Income-tax Act, 1922 under wbich the 
~. e  proceedings in the outstanding 1,597 cases wet"e initiated #Q1d 
'.61he number of cases Wlder each are as follows: 

Sections 

28 (I) (a) 

. 28 (I) (b) 

28 (I) (c) 

J8A (9) 

28(2) 

. . . . ~ .

Number of 
cases 

1lParagraph 61 of Report of the Comptroller and Auditor General of 
India for the year 1970-71 Union Government (Civil)-Revenue 

Receipts]. 

0.3. The Committee have learnt from Audit that in a few cases 
\ where penalty proceedings were kept pending for a long time the 
High Courts had quashed the proceedings holding them as vexatious . 
.. The Committee desired to know the number of cases (Jutstanding 
, under thE' old Act as on 31st March, 1972. In a Writttlll reply, the 
Ministry furnished the number of cases as 1099. 

6.4. The Committee also desired to know the number of cases 
. wherein penalty proceedings under the new Act were oubitanding as 
, on 3 ~  March, 1972 and the amount of penalty involved therein. The 
. Committee further called for the number of cases wherein penalty 
proceedings became time-barred between 1st April, 1969 to 31st 

~. March, 1972 and the amount of penalty lost by Government. 

6.5. The Ministry, in a written note, stated: 

"The information required is not readily available from the 
Statistics as presently maintained by the De}:artment anu 
its collection from original sources will entail in commen-
surate expenditure of time and labour." 

, 6.1. The Committee regret to note that as many ~ 1097 penalty 
. proeeedinp i i~ as. 1,92 nores in.ltiated under the Income-tax 
.' At't; 1922, were kept pending as OIl 31. MallCla. 1971, as there was nf) 
time-limit for the compietiotl of the proeeedinp. The Committee 
understand that in a few caSes where the proceedingf: were kept 
pendiDe for a long time the High Courts had quashed the proccedhlp 
holding them as vexatioW!. It is unfortunate that the proceedings 
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against the defaulters are frustrated by admiaisCl'ati\'e delay., he~ 

Committee, therefore, wish to recommend that a time-limit for the 
finaiislition of all the pending cues should be fixed administratively 
which should not exceed one year from now. Cases involving large 
penalties should be given priority and the progress should be watch .. 
ed by the Board by pl'e5Cribing suitable returns from the field officers. 

6.7. It is surprising that the Ministry are not in a po<;ition to let 
the Committee know the extent of arrears of penalty proceedings 
under the Income-tax Act, 1961. as also the number of calles wherein-
the procM!dings, which should have been finalised within 2 years" 
became ti'me-barred. The Committee desire that the maintenance of 
statistics !lhould be improved So as to bring out this information in-
future. The position in this regard will be watched through-future-
Audit Reports. 



CHAPTER VII 

DEDUCTIONIRELIEF ALLOWED UNDER INCOME-TAX ACT, 
1961 

Audit Paragraph 

7.1. (i) Individuals and Hindu Undivided families resident in 
India and incurring any expenditure on the medical treatment of a 
handicapped dependent out of their income chargeable to tax are 
entitled from the assessment year 1965-66 to a deduction of Rs. 2,400 
~r Rs. 600 per annum as the case may be, subject to the conditions 
specified in the Act. The following table shows the number of cases 
'and the amount of deduction allowed in the assessments for the 
assessment years 1966-67 to 1970-71 completed to end of 31st March, 
1971:-

Assessment year 

1966-67 

1967-68 

1968-69 

1969-70 

1970-71 

No.of 
caSts 

24 

47 

86 

II4 

300 

Individuals 

Amount of 
relief 
allowed 

Rs. 

23,000 

39,000 

71,000 

85,000 

1,87,000 

Hindu undivided 
families 

No. of Amount 
cases 

Rs. 

1,000 

2 2,000 

3 3,000 

2 2000 

10 8,000 

(ii) The Finance Act, 1965 made a provision in the Income-tax 
Act whereby an Indian citizen who is resident tn India and is a part-
ner of a registered firm rendering professional serviCe as chartered 
accountant, solicitor, lawyer or architect or such other professional 
Jervice as the Central Government may notify is entitled subject to 
certain r.onditions to a deduction in the computation of the total in-
come in respect of the amount paid by him during the previous year 
out of his income chargeable to tax as premia under an approved 
contract or contributions to an approved Fund for the gurpose of 
securing fOf' him a life annuity in old age. The deduction is subject 
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to a maximum in each case of B.s. 5,000 or one-tenth of the totAl'in .. -
come whichever is less. The table below indicates the number of' 
cases and amount of relief afforded in the usessm.ents for the 'assess-
ment years from 1966-67 to 1970-71 completed tp en(i,of 31St NI;arch,. 
1971:-

Assessment year 

1966-67 

1967-68 

1968-69 

1969-70 

1970-71 

No. of 
CIIlIes 

2 

4 

16 

Amount, 
Rs., 

(iii) From the assessment year 1966-67 professors, teachers, re-
search workers, of Indian citizenship who work for a short period 
during a financial year in a foreign University or other educational" 
institutions and remain resident in India for tax purposes in that 
year are entitled to a deduction from such remuneration of an &mount 
equal to 50 per cent thereof. The table below shows the number of 
cases and amount of relief allowed in the assessments for the assess-
ment ~ r  1966-67 to 1970-71 completed to end of 31st March; 1971:-

Assessment year No. of Amount 
cues Ri. 

1966-67 4 26,000 

1967-68 6 46,000' 

1968-69 13 2,24,000 

1969-70 If 1,78,000 

1970-71 13 r.3.71xi:.1' 

(iv) Profits and gains from newly established industrial under-
takings or ships or hotel busines8 are exempt from tax up to an 
amount calculated at the rate of six per cent· per aDZlum on the 

i ~ employed in the undertaking or ship or hote1busiDess. The-
tax holiday benetit in regard to ship! was provided in the Act' from 
the assessment year 1962-63 and in the cl16e of hotel business' set 
up after 31st March, 1961. The f61towing table shows the number-
of cases in which the deduction was allowed in the assessments for-
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the asseasment years 1966-67 to 1970-71 completed to end of 31st 
March, 1971:-

As8CIsment year 

1966-67 

1967-68 
1968-69 
1969-70 
1970-71 

Hotela 

3 

3 
4 
2 

13 

Other 
than 

hotels 

129 

138 
136 
102 
243 

Amount of relief 
allowed in (000) 

Hotels Other 
than 
hotels 

R,. RI. 

1,91 1,90,21 

2,S3 11,88,96 
3,24 3,01,07 
1,66 2,68,77 

10,06 8>44,35 

Amount 
No. of of relief 
Cllae1 aDOlVcd 

in (000) 

RI. 

37 4,49 

42 7,15 
36 7,oS 
31 6,30 
II 37,03 

(v) With effect from the assessment year 1964-65 foreigners who· 
are resident in India and incur expenditure for the full time educa-
tion of their dependent children abroad are entitled to a reba.te of 
tax calculated at the average rate of tax applicable to the total in-
come, on a sum of Rs. 2,000 per child, upto two children. From 
1968-69 the relief is allowed by way of deduction in the computa-· 
tion of taxable income, of an amount of Rs. 1,500 for each child 
upto two children. During the financial year 1970-71, the relief' 
was allowed in 638 cases involving a sum of Rs. 11,31,000. 

(vi) In order to accelerate the pace of rehabilitation of displaced 
pe,rsons or repatriates from other countries of tax concession to new-
ly set up industrial undertakings in India which provide employ-
ment mainly to such persons has been introduced in the Income-tax. 
Act, 1961 to take effect from the assessment year 1968-69. In arriv-
ing . at the total income of the new industrial undertaking a deduc-
tion is allowed of a sum equal to 50 per cent of the amount of profits. 
of ·ayear upto a limit of Rs. 1 lakh, subject to certain conditions. 
This deduction is availa.ble in respect of the assessment year rele-
vant to the previous year in which the industrial undertakings. 
begins to manufacture or produce articles and the nine immediately 
succeeding asaessments. During the year 1970-71, the deduction was· 
allowed in one case involving a sum of Rs. 2,000. 
[paragraph 62 of the Report of the Comptroller and Auditor General. 

of India for the ye.ar 1970-71 Union Government (Civil)-
Revenue Receipts.] 

Sub-Rara (i) 
7.2. The Committee pointed out that it was found from the Audit 

paragraph, that out of more than two and a half million individual 
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..and Hindu undivided family assessees on rolls of the department, 
the relief was claimed and allowed in :no cases during 1970-71. The 
Committee wanted to know whether any review had been under-
taken to find out the necessity in continuing the relief in the statute 
in view of the paucity of assessees coming forward to avail it. The 
Ministry, .in a written reply stated: "The relief referred to here 
was introduced for the first time in the Income-tax Act through a 
new section BOB (now section 80D) inserted by the Finance Act, 
1965. Under this section individuals and Hindu undivided families 
resident in India and incurring any expenditure on the medical 
treatment (including nursing) of a handicapped dependent out of 
their income chargeable to tax are entitled to a specified deduction 
in respect of such expenditure in the computation of their total in-
'-come for the assessment year 1965-66 and subsequent years. The 
object behind the allowance of this deduction was to remove a long-
felt need for tax relief In the case of persons who are obUged to 
incur expenditure for the treatment of handicapped dependents. 
This being a humanitarian relief, it is not proper to judge its utility 
only on the basis of the number of assessees taking advantage of it. 
It has, therefore, not been considered necessary so far to undertake 
a review of this relief to find out whether the same should be con-
tinued or not. In fact, even the Direct Taxes Enquiry Committee 
(Wanchoo Committee) which reviewed the utility of various deduc-
tionspresently allowed under Chapter VIA of the Income-tax Act 
did not consider it necessary to recommend deletion of this provi-
sion. 

7.a, The Committee desired to know the extent to which the L'e-
lief was expected to be availed of by assessees while introdUCing 
the Scheme in 1965 and also asked how did the actuals compare with 
the forecast. 'The Ministry in a note, stated: "Under section BOD 
of the Income-tax Act, 1961 (originally introduced as section 80B 
by the Finance Act, 1965), individuals and Hindu undivided families 
resident in India and incurring ,any expenditure on the medical 
treatment (including nursing) of a handicapped dependent are en-
titled, subject to certain conditions, to a specified deduction in res-
pect of such expenditure in the computation of their taxable income. 
The amount of deduction is (a) Rs. 2,400 in a case where the handi-
capped dependent is admitted in a hospital, nursing home, medical 
institution etc., for not less than 182 days during the previous year 
and (b) Rs. 600 in any other case. As observed by the then Finance 
Minister in his Budget speech for 1965-66, some measure of tax relief 
in such cases would be 'justified on social grounds'. The table be-
low shows the number of cases and the amount of deduction allow-
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ed under this provision in the assessments for the assessment years 
1966-67 to 1970-71:--

Individuals H.U.Fs. 
Aasesament year 

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

relief cases 
allowed 

Re. 

1966-67 z4 23,000 1,000 

1967-68 47 39,000 % %.000 

1968-69 86 71,000 3 3,000 

1969-70 II4 85,000 % 2,000 

1970-71 300 1,87,000 10 8,000 

An estimate of the number of cases in which tax relief under this 
provision would be claimed was not made by Government at the 
time of introducing this provision. As the ta.x relief granted under 
this provision is otherwise proper and justifiable, it does not appear 
to be necessary to consider any review of the existing tax concession 
on the ground that the benefits of this concession has not been avail-
ed of in many cases. 

Sub-para (ii) 

7.4. The Committee pointed out that though the Scheme was in 
effect from 1965 onwards, during the first three years (1965-66 to 
1967-68), the deduction was not allowed even in a single case, in 
1968-69. Out of over two million individual asses sees, the relief 
was given only in two cases. Similarly in 1969-70, out of two mil-
lion individual assessees, the. relief was made available only in four 
cases, and that in 1970-71 the relief was availed of in sixteen cases. 
The Committee asked whether the Ministry had reviewed the provi-
sions of the law with a view to make them more attractive so that 
there might be good response to the Scheme or to dispense with the 
Scheme in view of the poor response to- it. The Ministry, in a writ-
ten note, stated: "The provisions of law referred to here and those 
presently contained in Section 80E of the Income-tax Act, originally 
introduced as section SOC through the Finance Act, 1965. The de-
duction under this section 1"as made available to a partner of a 
professional firm in respect of expenditure incurred by him as pre-
mium under approved contract or as contributions to an approved 
fund for the purpose of securing for him a life annuity in old age. 
451 L.S.--I0. 
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The idea' was to enable these persons to provide for their future-
by offering them certain liberal incentives for sivings in the year 
when they earn. Here also, the utility of the relief should not,. 
having regard to the object behind the introduction of this provi-
sion, be judged merely by· the number of assessees who take advan-
tage of the same. Although no review of this particular provision 
has been undertaken departmentally, the Direct Taxes Enquiry 
Committee (Wanchoo Committee) has recently reviewed the deduc-
tion allowable under this Section, and they have not only approved 
of the retention of the same but also recommended extension of the-
benefit available under this section. to all individuals engaged in 
business, profession or vocation, whether as proprietors or in part-
nership. The recommendation· of the Wanchoo Committee is pre-
sently under examination. 

7.5. In reply to a question, the Ministry in a note, replied that 
the. recoml\lendation of the Wanchoo Committee contained in pnlt 
5.41:> of' their Report regarding extension of the Scheme to cover all 
fndividullls engaged in business profession or vocations whether as 
r~ rie r  or in partnersm,p, was under consideration and that nD 
final decision had yet been taken. 

Sub-para (iii) 

7.6. The Committee wanted to know the intention in framing the 
scheme. The Committee further enquired whether the purpose foI'" 
which the scheme been framed, had been achieved and whether a 
review had been undertaken to find out the necessity of continuing 
the schetne in the present form. The Ministry, in a note, stated: 
"The scheme referred to here is the scheme of providing tax relief 
to professor and teachers or research workers of Indian citizen-
ship, who work for a short period during a financial year in a foeign 
university or other educational institution  and remain resident in 
India for tax purposes in that year. Previously, such persons were 
liable to tax in India on the whole of the remuneration received by 
them from the foreign university or educational institution without 
any allowance for the expenditure incurred by them out of such 
remuneration for meeting higher liviJl,g costs and other essential ex-
penditure in the foreign country. To relieve this hardship, a new 
section 80F (now section 80R) was inserted in the Income-tax Act 
by the Finance (No.2) Act, 1967 providing that such persons wilt 
be entitled to a deduction in the computation of their total income 
of 50 per cent of the remuneration received by them from a foreign 
university or other educational institution, or any other association 
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or body established outside India which may be notified in this be-
half by the Central Government in the Official Gazette. It was fur-
ther provided that where such individual renders continuous service 
abroad for more than 36 months, the remuneration received by him 
for any period of service after the expiry of the $B.id 36 months will 
not qualify for the above deduction. 

Statistics given by C. & A.G. show that even though the number 
of cases covered was only 13 and 11 in 1968-69 and 1969-70, the 
amount of relief allowed was Rs. 2,24,000 and Rs. 1,7S,OOO respective-
ly. Having regard to the catagory of assessees whQ can claim de-
duction under this section, the number of pet:sons claiming the de-
duction is bound to be small, pa.rticularly when it is only recently 
that India haa started exchanging teachers and professors with 
various countries of the world. Although a departmental review of 
the impact of this provision has not been made, the Direct Taxes 
Enquiry Committee (Wanchoo Committee) which reviewed the 
various deductions under Chapter VIA of the Income-tax Act did 
not consider it necessary to suggest deletion of the same." 

7.7. When asked whether the Government was expecting a better 
response for availing the relief, the Ministry, in a note, replied: 
"Under s:ection SOR of the Income-tax Act, a professor, teacher or 
research worker of India citizenship is entitled to a deduction, in the 
computation of his total income, of 50 percent of the remuneration 
received by him from a foreign university or other educational insti-
tution or any other association or body establIshed outside India 
which mlly be notified in this behalf by the Central Government in 
the Official Gazette. However, where such person renders conti-
nuous service a.broad for more than 36 months, the remuneration 
received by him for any period of service after the expiry of the 
aforesaid 36 months does not qualify for this deduction. [This pro-
vision WllS originally inserted as section SOF, retrospectively, from 
1st April, 1966 by the Finance (No.2) Act, 1967 and replaced by the 
same Finance Act by the existing section SOR with effect from 1st 
April, 1968]. This concession was provided in order to relieve hard-
ship arisjng to such persons from the taxation of the wbole of the 
remuneration received by them, in certain circumstances, without 
any allo'lV'ance for the expenditure incurred by them out of such re-
muneration for meeting higher living costs and otber essential ex-
penditure in the foreign country. The Table below shows the 
number of cases and the amount of relief allowed under U:.is provi-
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sion in the assessments for the assessment years 1966-67 to 1971-72:-

Assessment year No.of Amount 
c:ues (RI.) 

1966-67 4 26,000 

1967-68 6 46,000 

1968-69 13 2,24,000 

1969-70 II 1,78,000 

1970-71 13 2,37,000 

1971-72 10 1,16,000 
-------- --'--

It is diftlt:ult to anticipate the number of cases in which the beneftt 
of this tux concession would be availed of by India professors, 
teachers, research workers etc. 

Sub-para (iv) 

7.8. The Committee was given to understand by Audit that where-
as for new industrial undertakings the scheme of tax holiday relief 
was in e)[istence from 1948-49, its application in regard to hotels was 
extended from the ,assessment year 1961-62 and that in respect of 
'Shipping industry it took effect from the assessment year 1962-63. 
The Committee further learnt from Audit that under the law, tax 
holiday relief to hotels industry was admissible if it wa.s owned and 
run by an Indian Company with a paid up capital of not less than 
Rs. 5,00,0000 subject to other c:onditions ,and that during the five year 
period 11166-67 to 1970-71, the relief was allowed in 25 cases. 

7.9. The Committee wanted to know the intention in extending 
the scheme of tax holiday relief to hotel industry and whether the 
purpose for which it was enacted, was served. The Ministry, in a 
note, stated: "The intention in extending the scheme of tax holiday 
relief to hotel industry was to provide some tax incentives to this in-
dustry as it can playa useful role in the promotion of tourism in our 
country, hereby augmenting our foreign exchange earnings. The 
grant of this beneftt is conditional upon the hotel fulfilling, inter alia 
the following conditions:-

(a) The business of the hotel is owned and carried on by a 
company registered in India with a paid-up capital of not 
less than Rs. 5lakhs; 
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(b) The hotel is approved for the purpose of this tax concession 
by the the Central Government; and 

(c) The hotel has such member and types of guestrooms and 
provides such amenities as may be prescribed, having re-
gard to the population and the tourist importance of the 
place in which the hotel is located." 

7.10. The Committee referred to the Budget Speech of the Finance 
Minister for the year 1971-72, wherein the Finance Minister stated 
as follows regarding development rebate: 

"The practice of offering a development rebate in respect of 
new investments has had, I feel a foul play. I am, r~ 

dingly serving the required notice that no development 
rebate will be allowed on ships acquired or machinery or 
plant installed after 31st May, 1974 .... But I shall consider 
myself amply rewarded if advance notice of this change 
quickens the pace of investment in the remaining years 
of the fourth plan." 

7.11. Pointing out that the tax holiday scheme was in vogue from 
1948-49 long before the introduction of development rebate, the Com-
mittee enquired whether the Ministry had reviewed the necessity for 
the continuance of the scheme. The Ministry in a written note, stated: 
"The Income Tax Act, 1961 provides a 'tax holiday' for a specified 
period on profits derived by any taxpayer from a newly set up indus-
trial undertaking manufacturing articles or operating a cold storage 
plant in India, as also profits derived by an Indian company from a 
ship owned by it or the business of an approved hotel carried on by 
it, subject to certain conditions. The 'tax holiday' consists in the 
exemption from tax of profits up to 6 per cent per annum of the capi-
tal employed in the undertaking, ship or hotel. Prior to the amend-
ment of the Income tax by the Finance Act, 1969, the 'tax holiday' 
concession was available in the case of industrial undertakings going 
into production or operation upto March 31, 1971 and ships brought 
into use by Indian companies upto that date. (There is no such time 
limit in the case of approved hotels run by Indian companies.) 
Having regard to our continuing need for establishment of new indus-
trial units and the expansion of our shipping fieet, the Finance Act, 
1969 amended section 80J of the Income-tax Act so as to continue the 
concession of the 'tax holiday' for a further period of five years. 
Under the existing provisions of law, the 'tax holiday'concession will 
be available to industrial undertakings commencing production or 
operation, as also ships brought into use by Indian companies, at any 
time upto March 31, 1976. The question whether the 'tax holiday' 
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troncession should be extended to industrial 1Md£'rtakings-commencing 
'proiinction or operation or to ships brought into 11se by Indian com-
panies after March 31, 1976 will be considered by this l\liDistry in Cie 
..t:nurse." 

Sub-pnma (v) '. 

"7.12. The Committee desired to know the' intention behind this 
legislation and whether the conditioos existed at the time of intr(].'-
duction of the scheme continued to exist now. The Ministry, in a 
note, stated: "Under section 87A and 99B inserted in the rncome-tax 
Act, 1961 by the Finance Act, 1964 a foreigner, resident in r.dia, was-
entitled to a rebate of income-tax and super-tax on sums spent by 
bim on the full time education of a child aged not more than 21 
years, in a university, college or school or other educational mstitu-
tion outside India. The limit of the amount quafffying for tax rebate, 
was Rs. 2,000 (Rs. 4,000 if the foreigner had more than one depen-
dent child receiving full time education abroad), or 25 per cent of 
'his total income, whichever W86 less. The provision for rebate of 
tax in such cases was replaced by section 80E of the Income-tax Act 
by tbe Finance (No.2) Act, 1967 which provides for a deduction in 
the computation of total income, of ·an amount of Rs. 1,500 for each 
such :child, upto a maximum deduction of Rs. 3,000. 

The rationale for providing the above mentioned tax concession to 
foreigner working in India was given 'by the then Finance Minister in 
bis Budget Speech for the year 1964-65 in the following words:-

"Our tax rates cause some hardship to foreigners working in 
India. Many of them find it necessary to keep their school 
going children in their own country. In Western countries 
there are liberal concessions in Income-tax amongst other 
things for children's education. In the U.K., it is fixed at 
£150 per child. I, therefore, propose to allow to resident 
assessees who are not citizens of India a rebate of Income-
tax and Super-tax of a sum on Rs. 2,000 per child upto two 
children under 21 years of age receiving education outside 
India. • 

Government is of the view that it is justifiable to continue this 
tax concession." 
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.sub-pa,ra (vi) 

7.13. !he Committee wanted to know .the number of cases wherein 
the deduction was ~ed ,in tpe asses,$ment e~ . 1968-69 and. ~ i
70. The Ministry in a note, stated: ·'Informati9n. regarding' the 'years 
1968-69 and 1969-70 is not readily available. E:owever, this informa-
tion for subsequent years 1970-71 and 1971-72 is available and is fur-
nished below:-

_ .... _ ... _--------------------.-.. ~ .

Year 

1970-71 

1971-72 

No. of 
cases 

3 

Amount 
involved 
Rs. 
2,000 

22,000 

.-._----_.-. __ ._------_.-_._---

7.14. Pointing out that in para 5.42 of their Report, the Wanchoo 
'Commission had recommended the deletion of the Section dealing 
with the relief referred to in the Audit para, the Committee desired 
to know the action taken on the above recommendation of the Com-
mission. The Ministry in a written note, stated that the recommen-
dation of the Wanchoo Committee contained in para 5.42 of their 
Report, was under consideration and that no final decision had yet 
been taken. 

7.15. The Audit paragraphs deals with the various deduction/re-
liefs allowed under Sections SO-D, E,F,H,J, and R of the Income-Tax 
Act, 1961. The Committee 'receive an impression that a review of the 
various provisions has not been conducted having regard to the ob-
jectives underlying them. Such a review is necessary to decide whe-
ther some of these concessions should be continued at all and whether 
any modification is necessary to achieve the objective better. The 
-Committee find that the number of assessees availing of the conces-
sions under Sections SO E, Hand R during 1970-71 was-16, 1 and 13 
respectively. Thus it appears that either the concessions are not 
attractive enough or the' assessees are not· aware of the 
relevant provisions or there is no necessity to continue 
the concessions. The Ministry have stated that the Wan-
-choo Committee  have gone into the utility of various conces-
sions allowed under Chapter VI Aof Income-tax Act. Neverthelelll 
the Committee desire that a review of these concessions should be 
conducted by Government and action proposed to be taken on the 
liqes indicated altove may be reported to the Committee. 
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7.16. The Committee suggest that whenever Go\'crnment decido 
to continue the concessions in the existing form or in a modified 
form wide publicity should be given through pamphlets in English, 
Hindi and other loeal languages particularly explaining the reliefs 
available to the common man. 



CHAPTER vm 

FRAUDS AND EVASIONS· 

Audit Para,raph 

Rs. 
(I) 18 No. of cases in which penalty under section ~  (c)/271 (1) (c) 

was levied in J970-71•. •  .  .  .  •  . 23,62S 

~  No. of Cates in which prosecution for concealment of income 
was launched 74 

(3) No. of cases in which composition was effected without laun-
ching prosecution J3S 

(4) Concealed income involved in(l) 

(S) Total amount of penalty levied on (I) 

(6) Exua tlX demanded on concealed income in item (4) 

(7) Cases out of (2) in which convictions were obtained 

(8) Composition money levied in respect of cases in (3) ~ , .  

(9) Nature of punishment in respect of (7) One month', rigo-
rous imprilOnment. 

[Paragraph 63 of the Comptroller a·nd Auditor General of India 
for the year 1971O-71-Union Government (Civil)-Revenue 

Receipts) 

8.2. The total eoncealed income detected during the period and the 
amount of tax demanded and penalty levied for the four years from 
1967-68 to 1970-71 are as follows: 

Year No. of 
cases 

Concealed Amount  Amount 
income of penalty of tax 
detected levied demanded 

(In crores of rupees) 

32,9SI 40'19 10.06 17'40 

29,148 ,0'12 J3'69 ~ 3  

27,682 6o'S3 IS·03 29'9S 

23.62S 7°'69 14'08 24'49 

*Tbe Figures are as furnished by the Ministry. 

147 
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8.3. The Committee pointed out that the number of cases in which 
concealment of income was detected was showing a downward trend 
from 1967·68 whereas the amount of.cqncealed income had shot up 
from Rs. 40.19 crores in 1967-68 to Rs. 70.69 crores in 1970-71. This 
indicated that tax evasion continued to be practised by assessees in 
higher income group. The Committee wanted to know the special 
steps taken by the Department to check tax evasion at higher income 
brackets. The Ministry, in a note, stated: 

Legislative measures taken by the Ministry 

As a result of the interim report submitted by the Wanchoo Com-
mittee, certain provisions for preventing tax evasion were enacted 
through the Taxation Laws (Amendment) Act, 1972. This Act pro-
vides for acquisition of immovable properties where they have been 
undervalued at the time of transfer, as such undervaluation facilitates 
generation and circulation of black money. 

Independent' of the Wanchoo Committee's Report, another provi-
sion made in the Taxation Laws (Amendment) Act, 1972 is that no 
suit to enforce any right in respect of any property held benami shall 
be instituted in any court by or on behalf of any person unless he 
has disclosed the income from the property in his income-tax return 
or has disclosed the property in his wealth tax return or he gives a 
ll(')tice containing certain prescribed particulars to the ITO. 

Some measures against tax evasion have also been introduced by 
the Finance Act, 1972. These are: 

(i) Tightening the provisions relating to exemption of income 
and wealth of charitable and religious trusts. 

(ii) Taxation of casual and non-recurring income including 
winnings from, lotteries, cross.-word pU7Zles, races, card 
games, etc. 

(iii) Deduction of tax at source out of paymen.ts made to con-
tractors by Government, local authorities, statutory corpo-
rations and companies. 

(iv) A provision has been made to enable. the Central Govern-
ment to enter into tax treaties with foreign countries for 
exchange of information for preventin.g evasion or avoid-
ance of all direct taxes and recovery thereof. 

Through the Taxation Laws (Amendment) Act, 1970 which came 
into force from 1st April 1971 delay in filing a return of income where 
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net tax payable is in excess of Rs .. 3,000 has been made punishable 
with one year's rigorous imprisonmel1t or with fine or with both. 

Wilful failure to produce books of accounts and documltllts has 
also been made punishable with rigorous imprisonment fora term 
which may extend to one year or with fine or with both. 

Administrative Measures. • 

There has been a continuous increase in the number of searches 
made by the Income-tax Department. As against 195 searches in 
1970-71, resulting in seizures of assets worth Rs. 140 lakhs, there were 
516 searches in 1971-72 resulting in seizure of assets worth Rs. 243 
',:ikhs. In 1972-73 for the first six months, the number of searches 
was 334 and seizure of assets Rs. 252 lakhs. 

Prosecution for concealment of income in glaring cases of tax 
evasion is also being launched wherever there is a chance of success. 
The number of prosecutions in 1971-72 was 13. The number approved 
during the current year so far is very much more. 

As a considerable amount of unaccounted money has been utilised 
for construction of new properties, an intensive survey has been 
ordered regarding newly constructed properties in urban areas. 

Powers under Section 133A of the Income-tax Act are also being 
utilised more frequently and instructions have been issued to carry 
out an intensive survey of professional assessees who have escaped 
the tax net. Special instructions have also been issued regarding the 
tackling of tax evasion in the case of professional people. 

In view of the summary assessment scheme which has been intro-
duced statutorily from 1st April 1971, the available manpower Is 
being utilised for better investigation of the bigger cases. 

A special Cell has been created in the Directorate of Inspection 
(Investigation) for keeping a watch over the tax assessments of big 
business houses in the country. To start, with, the Cell will be dealing 
with only two industrial houses. As more experience is gained, it is 
proposed to cover more such houses. The Cell wJll collate all relevant 
information regarding these groups, give guidance to the oft1cers 
assessing these groups and also conducts research into the techniques 
of tax evasion or avoidance practised such assessees." 

8.4. Referring to the fact that out of 74 cases in which prosecution 
was launched, conviction was obtained in one case, the Committee 
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wanted to know the number of cases in which prosecution was laun-
ched were outstanding on 31st March, 1972, The Ministry in a note 
stated as follows: 

"The r ~ i  launched were not in 74 cases but only in 23 
cases, It has Since been clarified by the Commissiol1ers of Income-tax 
that they ~d included the number of complaints in each case as a 
prosecution case, The discrepancy in earlier information is regretted, 

Out of 23 cases launched during 1970-71, 19 rases were still pend-
ing before t.he courts as on 31st March, 1972, In one more case, out of 
many assesilments involved, conviction has been obtained in respect of 
one year before 31st March 1972," 

8,5, The Committee desired to be furnished with the particulars of 
all cases where the income concealed was over Rs, 5 lakhs during 
1970-71 viz, name of assessee, concealed income, tax involved, years 
to which the assessment related, penalty levied and action taken for 
prosecution etc, The Ministry in a note submitted the information 
which is reproduced at Appendix nI, The follOwing position emerg-
es from the particulars furnished by the Ministry, 

Year to which altlesament No, of Concealed Tax e ~ Whether 
relate cases income involved levie prosecu-

tion 
launched 

(In \akhs of Rupees) 

1 2 3 4 5 6 

1948-49 2 39'02 35'80 24'81 No 

J953-54 13'79 Tl'29 2'25 No 

1955-56 I 5'08 2'20 0'45 No 

1956-57 9'03 J7'57 4'00 No 

1957-58 3 49'22 30'45 J9'6o No 

1958-59 2 4J'63 22'79 24'75 No, 

J959-60 3 27'72 14'91 3'20 No 

196J-62 I 10'51 8'49 8'50 No 

1962-63 4 83'56 61'44 48'71 No 

1963-64 3 31'81 J6'79 5' JO No 

1964-65 48 462' 58 317'4J I,S4'38 No in 45 
c:aaes 
Yes in r 
case 

Being considered in 
:I cues 
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3 4 s 6 

4 14' 39 No. 

TOTAL .. 
Prosecution launched 

Being considered 2 

Not launched . 73 

75 

B.6. Referring to the 135 cases wherein composition money of 
Rs. 21.25 lakhs was levied, the Committee asked whether the Ministry 
had examined in all the cases whether prosecution could be launched. 
The Mimstry, in a note, stated: "Since no compositions had been 
effected With the concurrence of the Board during 1970-71, the matter 
was taken up with the Commissioners concernPd. They have now 
clarified that due to some misunderstanding in their office, the earlier 
figures had been furnished wrongly by them. The correct position, 
therefore, is that there were no compositions nor was any composi-
tion money levied in any of the cases during 1970-71. The mistake in 
earlier information furnished is regretted." 

B.7. The Committee wanted to know the number and particulars 
of cases of tax offences detected during the three years ended 31st 
March, 1972, the number and particulars of cases that went to the 
eourt, the number and particulars of cases that were withdrawn 
from courts and reasons therefor and in regard to cases withdrawn 
from the courts, pa.rticulars of settlement/composition and the 
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amount recovered so far. The Ministry, in a note, furnished the 
information as under: 

(I) The nwnbq and particulars of cases of tax offences 
detected dUring the year ended 3 ISt March {prose-
cutions. approved. by the Board in the year under 
Section 277.,f the Income-tax Act and the provi-
siona of the IPC. The detection may have taken 
place in the aatne or earlier year(s) under the provisi-
sions of Section 277 of the Income-tax Act. 

I.P.C. 

Section 277 and I.P.C. 

(il) The number and particular of case. that went to 
the court (prosecutions launched durillJ the year). 
The prosecution may have been sanctfoned mthe 
same or caller years, Under the provisions of section 
277 of the Income tax Act . . . . 

I.P.e. 

Section 277 and I.P.C. 

(ill) The number and particulars of cascs that were 
withdrawn from courts (in the year) the reasons 
therefor (&iven below) 

(iv) in regard to (ill), particulars of settelment/com-
poUton and the amount recovered so far 

1969-70 

14 

9 

13 

13 

S 

9 

3 

1970-71 1971-72 

8 

2 

14 

8 

4 

II 

Nil 

2 

2 

II 

4 

7 

2 

Composition amounts given below. 
The nuns have been paid be-

fore withdrawing the complaints 

CASES COMPOUNDED IN 

1969-70 
(a) MIl. M.B.T. & Co., Madras 

(b) Shri V.A.Andrews, Banplore 

Amount of 
compoiltioD 

Rio 

2 

• S,oo,ooo 

S,OOO 

Remarks 

3 

A public institution incon-
venience to a large number of 
employees (about 2/000) who 
might lose therir JODs if the 
firms is wound up. 

(a) concealment not intentional 
U8eI8Ce illituate, dependin, 
on employees: 

(b) full cooperation. 

(c) evidence to show that the 
aaaeuee baa com back to the 
path of rectitude. 
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2 3 4 

(c) S. S.Pai, Bombay 10,000 (a) Old ulel8menU-1949-So, 
19SI-S2-timelag in discovery 
and fillng of complaint; 

(b) smallncss of conceahnent. 

1971-72 

(a) Mia. B. N. Kamath & Co. Shimoga 28,000 Need to rely on the admission. 
of aaaessee lack of coDclusive 
and independent evidence. 

(b) Sbri K. V. Raju, Gadag. 17,2S0 (a) cooperation of the assessee: . 

(b) small amount of e ~ 

ment detected as apinat a 
very large sum voluntarily 
offered by the assessee for 
assessment. 

S.S; The Committee' desired to have information on the following 
points which is' stilI awaited (March, 1973): 

1. The particulars of cases of concealment of Rs. 50,000 or 
more detected and prosecution advised. 

2. The particulars of cases in which prosecution had been 
flIed. 

3. The reasons for the difference between (1) and (2). 

4. The number of cases in (2) where prosecution had been 
pursued and the results thereof. 

5. The number of cases where prosecutions proceedings were 
found to be defective and appeals flIed, but withdrawn. 

6. The number of cases where search and seizures were con-' 
ducted during the last three years. 

7. Out of (6) how many resulted in obtaining documentary 
evidence of concealment. 

S. How many out of (7) had been prosecuted. 

8.9. In a note submitted to the Committee, it has been stated 
that during 1970-71 in one case, on the advise of the Law Ministry, 
it has been decided not to pursue the matter and that the Session 
Court was informed: on 5th March, 1971 that Government did not 
wIsh to pursue the revision application .. Since the letter was receiv-' 
ed by the court before registration, there was no question of with-
drawal. The Committee desired to know in regard to this case as 
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well as in 5 cases (3 in 1969-70 and 2 in 1970-71) of withdrawal from 
courts, the circumstances leading to the withdrawal, the persons 
who initiated the proposal and the level at which the decision was 
taken. The matter is stated to be under consideration of the Gov-
ernment and no further reply had been received (March, 1973). 

8.10. According to the information furnished Ity the Ministry and 
incorporated in the Audit paragraph the number of eases in which 
prosecution for concealment of income was launched during 1970-11 
wu 74 and the number of eases in which composition was effected 
without launching prosecution was 135. The Ministry have, ho\v-
ever. intimated to the Committee that the number of cases in 1970-71 
in which prosecution was launched was only 23 !and that there was 
no case of composition. The Committee take a serious view of the 
carelessness in furnishing information to Audit. They desire that 
responsibility therefore should be fixed. 

8.11. The Committee note that although the number of cases in 
which concealment of income was detected had come down from 
32,951 in 1967-68 to 23,625 in 1970-71, the amount of concealed income 
had shot up from Rs. 40.19 crores to Rs. 70.69 crores This indicates 
that tax evasion continued to be practised by assessees in higher 
income group. The Committee have been stressing the need to 
launch prosecution in cases where there is a reasonable chance of 
proving the concealment. However, it is disappointing to find that 
out of 75 cases where the income concealed was over Rs. 5 lakhs dur-
ing 1970-71 (vide Appendix III), only in one case prosecution was 
launched and two other cases are stated to be under consideration. 
The decision taken in the two cases may Ite reported to the Com-
mittee. The Committee find that in these two cases penalty has 
been imposed. They would like to know since when the launching 
of prosecution is being considered and the section under which it 
is being considered. The Committee also would like to know whe-
ther the question of launching prosecution was considered in all the 
remaining eases and if so, the grounds on which it was decided not 
to laWlch prosecution. They would await detailed information es-
pecially in regard to 22 cases where the income concealed exceeded 
Ks. 1 crore. 

8.12. The Committee desired to have some information regarding 
prosecution advised in cases of concealment of Rs 50,000 or more, 
the cases where searches and seizures were conducted and the cases 
withdrawn from courts during the last three years. The infor-
mation is still awaited (April; 1973). They, therefore, reserve their 
comments in regard to these cases. 



CHAPTER IX 

9.1. Deduction of tax at source by companies on dividends dfI-
tributed. 

Audit Paral1'8ph 

I. Number of company aaaessees: 

as on 1St April, 1970 

As on 1 st April, 1971 

~. Number of companies which had made the prescribed arrange-
ments for declaration and payment of dividends within India. 

~ , ~  

As on 1St April, 1970 20,064 

As on 1St April, 1971 20,236 

3· Number of companies which had distributed dividends during 
1970-71 .•.. 4,153 

4· Amount involved in (3) above R,. 16,388' 00 

5. Number of cases out of (3) in which the statement prescribed in 
Rule 37 (2) was re.ceived 4,106 

-6. Amount of deduction shown in the statement in (s)·above 3,106'42 lakhs 

7. Number of cases out of (5) in which the tax deducted was 
remitted into banks 4,100 

8. Amount involved in (7) above 3,IOS' 90 lakhs 

9. Number of cases out nf (7) in which the tax deductej was re-
mitted after one week of deduction or receipt of challan 1S3 

10. Number of cases out ofCS) above where the returns prescribed 
in section 286 were not received when the dividend paid in 
case of a company exceeds Re. I and in the case of others 
Rs. 5,000 • 2I 

II. Number of companies out of (3) above which had neither 
deducted tax at source nor furnished the statement prescribed 
in Rule 37 ~  2 

{paragraph 64 of the Comptroller and Auditor General of India 
for the year 1970-71-Union Government (Civil) Revenue 

Receipts]. 

9.2. The Committee desired to know the arrangement which 
existed in the Department to reconcile that the total tax deducted 
at source from dividends had been remitted to Government. The 

156 

4S1 LS-ll 



156 

Committee also wanted to know the amount of tax remaining un-
remitted by Companies on 1st April, 1972. The Ministry, in a written 
note, stated: 

"At present no reconciliation is being made to. ascertain that 
the total amounts of tax deducted at source by the com-
panies from dividends declared have been remitted by 
them to the Government Account. However, action is 
being taken against specific defaulters, whenever noticed. 
Tk suggestion of the Revenue Audit in this regard that 
there should be a 'Central Control Accounts System' on 
the pattern prevailing in the United Kingdom is under 
the Board's consideration. Information regarding the tax 
remaining unremitted by m ~ ie  as on 1-4-1972 is not 
readily available will be furnished later." 

9.3. The Committee pointed out that the number of companies 
which had distributed dividends during the years 1966-67 to 1970-
71 was as follows=-

Year 

J966-67 

1967-68 

J!)68-69 

1969-70 

No. of companies JI.mount of dividend 
distributed 

(in crores of rupees) 

7294 8J'18 

6705 98'29 

6026 114' 71 

5449 121' 84 

4153 J63'88 

The number of companies which had distributed dividends .had 
fallen from 7294 in 1966-67 to 4153 in 1970-71 whereas the amount 
of dividends distributed had risen from 81.1S crores to 163.88 crores 
durim.g the same period. 

9.4. The Committee enquired whether the Ministry had analysed 
the reasons and if so, the results of h~ analysis. Th!! Ministry, in 
a note, stated that no analysis had been made so far. 

9.5. The CoDUDittee learn that at present no reeoneffiation is being 
ID8de to ascertain that total amowahi of tax d'edueted at BOvee J.y 
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the eompanies from dividends declared have been remitted by them 
to the GoverRment account. The suggestion of Audit that there 
shoura be a "Central control accounts system" on the pattern pre-
vailing in the United Kingdom is stated to be under the Board's 
consideration. The Committee desire that Government should come 
to a decision in the matter without delay. 

9.6. The number of companies which had distributed dividends 
had fallen from 7294 in 1966-61 to 4153 in 1970-71 whereas the amount 
of dividend distributed had risen from Rs. 81.88 crores to' Rs. 163.88 
crores during the same period. This phenomenon requires examina-
tion. The results of the examination may be reported to the 
Committee. 



CHAPTER X ' 

REFUNDS· 

Audit Parqraph 

10.1,. (a) Refunds under Section 243. 

Number of Amount 
applications RI. (000) 

1. Number and amount of refund applications pending on 
lSt April, 1970 . . . . . . . 77,19 

2. Number Ilnd amount for which refund applications were received 
during the year 1970-71 . . . . . • . I,ZZ,14Z 17,zo,8z 

3. Number and amount of refunds made during 1970-71: 

Out of (I) 

Out of (2) 

4. Number of cases and amount of interest paid on refunds made 
during 1970-71: 

Out of (I) 

Out of (z) 

5. Number of cases and amount of refund made on which no 
interest was paid 

6. Number and amount of applications pending on 3ISt March, 
1971 ' 

7. Break-up of cases mentioned at 

(i) Refunds outstanding for less than a year as on 3ISt March, 
1971 • 

(ii) Refunds outstanding between one year and two years 88 
on 31St March, 1971. 

(iii) R:f41nd9 outstan:ling for two years and more as on 3ISt 
March, 1971 • . • • • • • • 

·The figures arc as furnished by the Ministry. 

4,719 54,SI 

1,14,988 16,53,62 

5c 

z6 2 

1,19,680 17.09,23 

7,199 18,88 

7.159 67,48 

16 7,75 

:%4 14,65 

[Paragraph 65 (a) of the Report of the ComptrOller and Auditor 
,General of India for the year 1970-71-Union Government 

<Civil)-Revenue Receipts]. 
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10.2. The number of cases and the amount of refunds made from 
1966-67 to 1970-71 were as follows:-

Year No. of Cases Amount of Refunds 

(in "rores of RI.) 

1966-67 73,444 .3.85 

1967-68 61,073 2·40 

1968-69 81,166 3· 60 
1969-70 76,912 4 05 

1970-71 1,19,707 17·08 

.~~.

10.3. The refunds made during the year 1970-71 happened to be 
the highest i.e. Rs. 17.08 crores. 'The Committee wanted to know 
the particulars of cases involving refunds of Rs. 1 lakh and above. 
The Ministry in a note, stated that the information was not readily 
available with them; it would be collected and furnished later. 

10.4. The refunds made under Section 243 of the Act during h~ 

year 1970-71 were the highest ever, the number and amount being 
1,19,707 and Rs. 17.08 crores respectively. As against this, a sum 
of Rs. 4.05 crores was refunded in 76,812 cases during the year 1969-
70. Thus with only 54 per cent increase in the number of cases the 
amount refunded recorded an increase of 324 per cent. Although 
the Committee wanted to know the particulars of cases in voh'ing 
refunds of Rs. 1 lakh and above the Ministry are not in n position 
to readily furnish them. The Committee are inclined to feel that 
the unprecedented increase in the amount of refund reflects on the 
accuracy of the assessments made by the Department. Anyhow 
there is a need for exanUning the reasons for the increase. The 
result of the examination may be reported to the Committee. 

!' 

NEW DELHI; 
24th April, 1973. 

4th Vaisakha, lS·=9S:--:":(S=-a,ka;--=-). 

ERA SEZHIYAN, 

Chairman. 
Public Accounts Committee. 



APPENDIX I 

(Page ) 

COpy of CiTculaT No. 80 (F. No. 13AI103/69-IT(AII) dated 4-3-1972 
issued by the C.B.D.T. to all CommissioneTs/ Adldl. Commis-
sioners of Income-tax etc. 

SUBJECT: -Benefit, amenity OT peTquisite allowed to employees by 
companieJ-RestTiction imposed by Section 40 (c) (iii) as 
substituted by Section 40 (a) (v, of the Income-tax Act, 
1961. 

Under Section 40 (c) (iii) of the Income-tax Act, 1961 any 
expenditure incurred by a· company after 29th February, 1964, 
which results directly in the provision of any benefit or amenity or 
perquisite, whether convertible into money or not, to an employee 
(hicluding any sum paid by the company in respect of any obliga-
tion which but for such payment would have been payable by such 
employee) would be admissible as a deduction in computing the 
company's income, only to the extent of 115th of the amount of 
salary payable to the employee. Section 40 (c) (ill) was replaced 
by Section 40 (a) (v) with effect from  assessment year 1969-70 and 
was applicable to .all asseiSee employers, not restricted to compan-
ies only. 

2. The question for ider ~  is whether the benefits given 
to the employees in the form of provision of medic\il facilities or re-
imbursement of medical expenses, electricity, gas, gardener, rent 
free accommodation, motor car and bonus or commission should 
form part of the'ilalary' or whether they fall in the category of 
'perquisite, amenity or benefit'. For the purpose of Section 40 (c) 
(iii> 140 (a) (v), the term '&:llary' has to be taken as per the 
definition given in Rule 2(h) of Part A of ~e Fourth Schedule to 
the Income-tax Act, 1961. According to this definition the term 
·salary' includes dearness allowance if the terms of employment to 
prov;de but excludes all other allowances and perqUisite. 

3. All payments in the form of benefits or m~ i ie  such as re-
imbursement of medical expenses, provision of electricity. water. 
gas at the residence of employees, payment of club bills of em-
ployees, provl"ion of domestic servants, gardeners etc. would be 
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,Part of 'perquisite' which would be restricted to one-fifth in the 
.assessment of the employers. The list of perquisites given above is 
only illustrative and by no means exhaustive. 

4. As regards the payment of bonus, the Board are advised that 
the payment of bonus will be treated as salary in the followini 
.types of cases: 

(a) payment of bonus made under a service agreement bet-
ween the employer and the employee; 

(b) Bonus paid pursuant to requirement of payment of 
Bonus Act, 1965. In such a case, the service agreement 
may be treated to have been modified to that extent; 

(c) Where the bonus is paid in ,accordance with the decision 
of a trade association which is binding on its members; 
and 

(d) Bonus paid under an award by a Labour Tribunal where 
the Award is binding on the employer and the employees. 

If the bonus is paid gratuitously without there being any legal 
~r  contractual obligation, the payment is in the nature of a per-
quisite and has, among other perquiSites, to be linked to 1/5th of the 
H3Jary for allowance under section 40 (c) (iii) 140(a) (v). 

5. As regards payment of commission to the employees, the 
question whether it forms part of 'salary' or 'perquisite' has to be 
docided on the facts of each case. If the terms and conditions of 
service are such that commission is paid not as a bounty or benefit 
but is paid as part and parcel of the remuneration for services 
rendered, by the employee, such payment may partake the nature 
(,If salary rather than as a benefit or perquisite. If, however, on the 
terms and conditions of service either there is no obligation for the 
N ~ ~r to p!ly the commission or it is a ma.tter purely in the dia-
cretionof the employer, such payment should be treated as a bene-
llt by way of additIon to salary rather than in lieu of salary. 

6. These instructions are issued in supersession of the B rd~  

Circ.ular No. 32 fF. No. ~ .A  dated ~ h .octobet, '1969 
and may please oe brought to the notice of all Income-tilxOfftcers 
working in your charge. 



From: 

To 

Sir, 

APPENDIXn 

(Page 

INSTRUCTION No. ~ 

F. No. 5JI29J69-IT(A-II) 

CENTRAL BOARD OF DiRECT TAXES 

NEW DELHI, the-5th November, 1969. 

The Secretary, 

Central Board of Direct Taxes. 

All Commissioners of Income-tax 

SUBJECT: Expeditious issue of refund vouchers and advice notes 

I am directed to invite your attention to Board's circular letter 
No. 5/31/68-IT (A-III) dated 24th September, 1968 on the above sub-
ject. While requesting you to impress upon the officers the need 
for attending to refund claims without delay, you were also re-
quired to ensure that the refund vouchers invariably accompanied 
the orders giving rise to the refund. The Board had even desired 
that deterrent action should be taken against the defaulting officials 
whenever cases of non-compliance with the&e instructions came to 
notice. 

2. The Board has been receiving half-yearly statements of the 
progress made on this aspect of your work through D.I.R. (R.S.&P), 
New Delhi. The statement for the period 31st August, 1969 shows. 
that in as many as 9010 cases, refund vouchers did not accompany 
the refund orders. The Board considers this position to be far 
from satisfactorY. In fact there should. not have been a single case· 
in which the refund voucher had not accompanied the order giving 
riee to the refund cases have also come to the notice of the Board' 
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where advice memos had not been issued simultaneously with the-
refund vQ4chers with the result that the refund vouchers were 
dishonoured. 

3. The· Board desires the Commissioner.s to give their personal. 
attention to this important matter. 

4. The Board have recently revised the proforma for the above 
haH-yearly statement. The statements are, however, even now t. 
be furnished to D.l. (RS.&P) as instructed in Board's circular-
No. 51201 68-IT (A.I) dated 30th April, 1968 but in the follOWing 
form:-

(i) No. of orders passed resulting in refund (whether normal 
assessment or in rectification). 

(ii) No. of orders issued accompanied with refund vouchers. 

(iii) Balance. 

(iv) Cases out of (iii), where refunds adjusted against tax due 
from asse3sees and hence vouchers not issued. 

(v) No. of cases with reference to cases at (ii), where advice 
notes issued simUltaneously. 

5. These statements should always be sent to the D.l. (RS.&P) 
on the due dates so that he, in turn, can send the consolidated state-
ment to the Board in time. 

Copy forwarded to:-

Yours faithfully, 

Sd.I- S. N. NAUTIAL, 
Secretary, Central Board of Direct Taxes. 

DJ. (RS.&P), New Delhi). 
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 p
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 b
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 b
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 f
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 o
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at
er
 

w
r

~
d
 
a
n
d 
le
ss
er
 
ef
fi
ci
e
nc
y 
u
nl
es
s 
s
ui
ta
bl
e 
me
as
ur
es
 
ar
e 
t
a
k
e
n 

i
m
me
di
at
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ra
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b
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o
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a
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A
d
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ra
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o
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o 
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me
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n
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a
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u
g
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n
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c
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b
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b
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b
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h
a
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b
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C
o
m
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r
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at
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t
h
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d
mi
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p
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b
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r
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h
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at
i
o
n"
 
w
hi
c
h 
s
h
o
ul
d 
b
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c
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 c
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h
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f
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c
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c
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h
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r
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~
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i
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b
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m
e
nt
s 
a
n
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c
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e
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os
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h
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r
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n
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b
et
w
e
e
n 
t
h
e 

di
r
e
ct
 
r
e
cr
ui
ts
 a
n
d 
t
h
e 
pr
o
m
ot
ee
s.
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a
v
e 

be
e
n 
fi
na
ll
y 
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b
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b
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u
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h
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 t
h
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h
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h
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at
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h
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p
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 f
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b
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h
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b
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ra
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h
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h
e 
fi
g
ur
es
 
v
ar
y 

wi
de
l
y.
 
F
ur
t
h
er
 
t
h
e 
ba
si
s 
f
or
 c
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c
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f
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re
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c
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b
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h
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h
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h
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c
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b
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p
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p
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h
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c
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