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INTRODUCTION

I, the Chairman of the Public Accounts Committee, having been
authorised by the Committee, do present on their behalf this
Hundred and Fiftieth Report of the Public Accounts Committee on
Action Taken by Government on the recommendations contained
in 51st Report (Fifth Lok Sabha) on Chapter IV of the Audit
Report (Civil) Revenue Receipts 1970 and the Report of the Comp-
troller and Auditor General of India for the year 1969-70, Central
. Government (Civil), Revenue Receipts, relating to Income Tax.

2. On the 31st May, 1974 an ‘Action Taken Sub-Committee’ was
appointed to scrutinise the replies received from Government in
pursuance of the recommendaitons made by the Committee in their
earlier Reports. The Sub-Committee was constituted with the
following Members: —

Shri H. M. Patel—Convener
Sri Sasankasekhar Sanyal
Shri Jagannathrao Joshi

Shri S. C. Besra

Shri V. B. Raju

Shri Mohammed Usman Arif
Shri P. Anthony Reddi

Shri Narain Chand Parashar
Shri T. N. Singh

© PN o s W N

3. The Action Taken Sub-Committee of the Public Accounts
Committee (1974-75) considered and adopted this Report at their
sitting held on 9th April, 1975. The report was finally adopted by
the Public Accounts Committee on 21st April, 1975.

4, For facility of reference the main conclusions/recommenda-
tions of the Committee have been printed in thick type in the body
of the Report. A statement showing the summary of the main
recommendations/observations of the Committee is appended to the
Report.

5. The Committee place on record their appreciation of the assis-
tance rendered to them in this matter by the Comptroller and Audi-
tor General of India.

NeEw DELHI; JYOTIRMOY BOSU,
21st April, 1975. Chairman,
1st Vaisakha, 1897 (S). Public Accounts Committee.

(v)



CHAPTER I
ot REPORT o

1.1. The Report of the Committee deals with the action taken by
Government on the recommendations contained in their 51st Report
(Fifth Lok Sabha) on Chapter IV of Audit Report (Civil), Revenue
Receipts—relating to Income-tax which was presented to the Lok
Sabha on the 1st September, 1972.

1.2. Action Taken Notes have been received from Govt. in respect
of all the 118 recommendations contained in the Report.

1.3. Action Taken Notes/Statements on the recommendations of
the Committee contained in the Report have been categorised under

the following heads: —

(i) - Recommendations/Observations that have been accepted
by Government.

Sr. Nos. 5,7—24, 27—29, 32, 34—317, 41—49, 53—54, 56—63, 67,
69, 70, 72, 75, 78, 80—83, 85, 87, 88, 94—107, 109—112 &
116—118.

(ii) Recommendations/Observations which the Committee do

not desire to pursue in the light of the replies received
from Government.

Sr. Nos. 33 and 40.

(iii) Recommendations/Observations replies to which have
not been accepted by the Committee and which require
reiteration.

NIL
(iv) Recommendations/Observations in respect of which Govt.
have furnished interim replies.

Sr. Nos. 1—4, 6,25—26*, 30, 31, 38, 39, 50—52, 55, 64—66, 68,
71, 73, T4, 76—1717, 79, 84, 86, 89—93, 108 and 113—115.

*This recommendation which was also reijterated in the 128th Report (Fifth Lok
Sabha) of the Committee has been considered in the 153rd Report (Fifth Lok Sabha) on
Action Taken by Government on the recommendations of the Public Accounts Com-
mittee contained in their 128th Report (Fifth Lok Sabha).
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1.4. The Committee desire that final replies in regard to those re-
commendations to which only interim replies have so far heen fur-
nished, should be submitted to them eXpedlthusly after showing
them to Audit.

1.5. The Committee will now deal w1th the Action Taken by Gov-
ernment on some of the recommendations.
Variation between the budget estimates and actual—-need for a sound
statistical base. . (Sr. No. 1, 3 and 4—Paragraphs 1.23, 1.25
& 1.26). ‘

1.6. Referring to the large variations between the budget estimates
and actuals both under Corporate Tax and Income-Tax, the Commit-
tee in paragraphs 1.23, 125 and 126 of the Report .observed as
under:—

“The need for preparing accurate estimates of taxes on income
has been engaging the attention of the Committee from
time to time. In paragraph 4 of their very first Report on
Revenue Receipts viz. Ninth Report (1962-63), the Com-
mittee had observed that an overall variation exceeding 3
to 4 per cent should be regarded as a matter of concern re-
quiring special remedial measures. During the years
1965-66 to 1968-69 there was over-estimation in regard to
Corporation Taxes to the extent of 18.00 per cent in 1965-66,
11.09 per cent in 1966-67, 11.28 per cent in 1967-68 and 6.42
per cent in 1968-69. In the case of income-tax there was
under-estimation to the extent of 4.69. per cent in 1966-67,
12.38 per cent in 1967-68, 18.40 per cent in 1968-69 and 23.78
per cent in 1969-70. In paragraph 2 of their 27th Report
(1964-65) the Committee had emphasised that effective
steps should be taken to fill up the deficiency in collection
of reliable statistics of economic growth so that estimates
of revenue are prepared on a realistic basis. The Com-
mittee regret, however, that the Ministry of Finance have
not been able to make much headway in this direction.
They desire that the Ministry should build up a sound sta-
tistical base without further delay.”

“Tt is significant that at present the Central Board of Direct
Taxes do not have up-to-date statistics which in the opi-
nion of the Committee are an essential prerequisite for
making reasonably accurate forecasts of tax receipts. For
instance, the Board do not have latest figures of income-
tax collected in respect of various income brackets. The
Board do not also maintain separate statistics of taxes rea-
lised from individuals, Hindu undivided families, firms,
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companies and others and of number of and taxes realised
from various eompanies such as manufacturing concerns,
trading companies and investment companies. The Com-
mittee desire that the Board should maintain up-to-date
statistics pertaining to all the categories in order to assess
the impact of taxation measures at the time of preparing
the budget estimates.”

“The Committee also desire that the Ministry should study
the methods adopted for estimation of revenue receipts in
UXK. and other countries where the variations between
Budget Estimates and actuals is not “significant” in spite
of fluctuations' in economic conditions ‘and growth. It
is needless to point out that incorrect estimation may
result sometimes in avoidable revision/imposition on tax
levies.”

1.7. In their reply dated the 5th March, 1973' the Ministry of Fin-
ance (Department of Revenue and Insurance) have 'stated:—

“The recommendations of the Committee have been noted for
processing.” | |

1.8. When asked to state the present position, the Ministry, i
their subsequent note; dated the 13th November, 1973 have stated.—

“A Committee has been informally appointed under the Chair- :
manship of Dr. N. T. Mathew, Joint Secretary, Department
of Statistics with senior officers of the Income-Tax Depart-
ment as Members, to look into the statistics frame work
of the Income-tax Department and to make suitable re-
commendations for streamlining and systematising  it;
their report is awaited. Better approximation of the
budget estimates will also be covered by the Committee.
The Ministry is also obtaining for study the particulars
of methodology of budget estimates followed in U.K. and
U.S.A., deputation for study to be considered later, if
necessary.”

1.9. The Committee would like to be apprised of the findings of the
above informal Committee. It should be asked te complete its work
expeditiously. Action should be taken urgently by Government on
its recommendations and findings and the Committee kept informed
of progress in this respect.

1.10. The Committee note that the Ministry is also obtaining for
study the particulars of methodology of budget estimates followed
in the United Kingdom and the United States of America and that
the sending of a deputation for study, if necessary, will be considered
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later. The stage at which the study is at present should be reported
to the Committee. The Committee are of the opinion that the send-
ing of a deputation for such study to the UK. and U.S.A. is not neces-
sary. The results of the study and the action taken thereon by Gov-
ernment should of course be reported to the Committec without
undue delay.

Amalgamation of the Agencies now exist for collecting information
and conducting research on tax problems. (Paragraph 1.24—
Serial No. 2).

1.11. Commenting on the functions of the three agencies which
now exist for collecting information and conducting research on tax
problems, the Committee in paragraph 1.24 of the Report, observed
as follows:—

“At present, there are three agencies collecting information
and conducting research on tax problems viz., (i) Tax Re-
search Unit attached to the Department of Economic
Affairs, (ii) Tax Planning Section, functioning under the
Central Board of Direct Taxes and (iii) Directorate of
Statistics, Research and Publications functioning as an
attached office under the Central Board of Direct Taxes.
The working group of Administrative Reforms Commis-
sion observed that there was no coordination among these
three agencies and that these should be amalgamated and
brought under the direct control of the senior member of
the Board in-charge of Tax Planning and Assessment.
Ample time has elapsed for Government to have consider-
ed the Administrative Reforms Commission’s recommenda-
tions in this respect in a comprehensive manner. The
Committee feel that on grounds of etficiency and economy
this suggestion is of sufficient importance to merit early
action. As a first step in this direction the Units under
the Central Board of Direct Taxes could be amalgamated:

forthwith.”
1.12. The Ministry of Finance (Department of Revenue and Insu-
rance) in their reply dated the 5th March, 1373 have stated:—
“The recommendation of the Committes has been noted. The
action taken by the Government will be intimated in due
course.”
1.13. In their subsequent note, dated the 1st December, 1973, the:
Ministry have stated:—

“The main function of the Tax Planning and Legislation Sec-
tion of the Board is to process proposals for amendment of-
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the direct tax laws and to sponsor necessary legislation in
this behalf. The portion in the annual Finance Acts re-
lating to direct taxes is also processed in this Section. All
subordinate legislation relating to various direct tax laws
is also processed and implemented by this Section.

2. The main functions of the Directorate of Research Statistics
and Publication are (a) collection, compilation and publi-
cation of statistical data relating to direct taxes, (b) publi-
cation and distribution of departmental bulletins, brochures
and books, (c) indenting; printing and distribution of
forms, (d) guidance and supervision in the matter of reco-
very of arrears of taxes in cases where the arrear demand
exceeds Rs. 1 lakh, and (e) undertaking studies required
to be made by the Board on matters relating to tax laws,
procedures and administration.

3. It will be observed from the foregoing that the Tax Planning
and Legislation Section in the Board and the Directorate.
of Research, Statistics and Publication operate in entirely
different spheres and there is no over-lapping in their res-.
pective spheres of functions. Even though the Tax Plan-
ning and Legislation Section in the Board and the Directo-.
rate of statistics, Research and Publication function sepa-.
rately, proper coordination has been maintained between
the two agencies. For instance the statistical data collec-.
ted and the studies made by the Directorate of Research,
Statistics and Publication are utilised by the Tax Planning
and Legislation Section of the Board to the extent consi-.
dered necessary, in processing proposals for changes in
the direct tax laws. If the Tax Planning and Legislation
Section in the Board requires some statistical information
which is not available in the publications issued by the.
Directorate of Research, Statistics and Publication, the.
Board may require the Directorate to compile the neces-
sary information. Similarly, the Directorate can also be
called upon to undertake studies on specific matters relat-
ing to tax laws, procedures and administration.

4. The Direct Taxes Enquiry Committee (Wanchoo Committee)
have also recommended in paragraphs 6.23 and 6.25 of-
their Final Report that the Directorate of Inspection (Re-
search, Statistics and Publication) should be split up into
two distinet units, one a Directorate of Publications and
Public Relations, and the other, Directorate of Research
and Statistics. The Committee have further observed
that the Directorate of Research and  Statistics .
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should be organised and developed as a Tax Re-
search Institute within the Department. ' The Re-
commendations made by the Wanchoo Committee in this
behalf are still under consideration by the Government.
In view of the position that the recommendation of the
Public' Accounts Committee for the merger of the Tax
Planning and Legislation Section in the Board and the Dir-
ectorate of Inspection (Research, Statistics and Publica-
tion) is intimately connected with the recommendation of
the Wanchoo Committee for the reorganisation of the afore-
said Directorate, it is proposed to consider both these re-
commendations together.”

1.14. The Committee have no objection to the decision to treat the
tweo recommendations that of the Direct Taxes Enquiry Commitiee
(Wanchoo Committee) and that made by the Committee together so
Iong as this linking does not result in delay. The Committee would
urge the Government to come to an early decision without any fur-
‘ther loss of time and report the outcome to the Committee,

Working of the Internal Survey—Need for proper deployment and
utilisation of staff (Paragraph 1.40—Sr. No. 6)

1.15. Commenting on the Working of Internal Survey of the In-
«come-Tax Department, the Committee, in paragraph 1.40 of the Re-
port, observed as follows:—

“The Committee are concerned to be informed that the “work
of the internal survey leaves much to be desired.” The
Committee desire the Central Board of Direct Taxes to
look into the matter with a view to ensuring proper de-
ployment and utilisation of staff with clear directions and
objectives.”

1.16. In their note dated 23rd April, 1973 the Ministry of Finance
((Department of Revenue and Insurance) have stated:—

“The observations of the Committee have been noted. Neces-
sary instructions are being issued to the Director of Inspec-
tion (Income-Tax).”

1.17. When asked to state the present position, the Ministry, in
their subsequent note, dated the 13th November, 1973 stated: —

“Director of Inspection (I.T.) has been asked to process the
matter; the result will be intimated in due course.”
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1.18. As more than two years have elapsed since the presentation:
of the Report, the Committee consider that the completion of the
examination of the working of the Internal Survey should not take
any more time. The Director of Inspection, to whom the examina-
tion of the working of the Internal Survey had been entrusted in
1973, had more than ample time for completing the examination. He:
should be called upon to explain the reasons for the time he has
taken under advice to the Committee and if ke has not already com-
pleted the examination, he should be asked to do so without further
loss of time.

Working of Small Income Scheme (Paragraph 1.48—Sr. No. 8).

1.19. Referring to the Working of the Small Income Scheme, the
Committee in paragraph 1.48 of the Report observed as under:—

“The Committee desire that the working of small income
scheme should be kept under watch. The objective of the-
scheme is that the Department should not waste its time
and energy in disposal of cases which have no revenue
potential. The Committee trust that the procedures:
evolved by Government help to achieve this objective. In
particular, it should be ensured that on the one hand the:
scheme is not exploited by some unscrupulous high income
assessees masquerading themselves as small income asses-
sees and on the other hand genuine small income assessees
are not subjected to harassment by being asked to appear
before the Income-tax authorities. The Committee trust
that Audit would conduct a review of the scheme and in-
clude their findings in their future Reports.”

1.20. In their reply dated 5th March, 1973 the Ministry of Finance
(Department of Revenue and Insurance) have stated:—

“The observations of the Committee have been noted.”

1.21. The Committee had not expected the Ministry merely to rest
content with taking note of the observations of the Committee. The
Committee had looked forward to being apprised of the specific steps
taken or proposed to be taken by the Government tc ensure that the:
Small Income Scheme was not exploited by unscrupulous high
income assessees masquerading as small income assessees and that
the genuine small income assessees were not subjected to harassment
by being asked to appear before the Income-tax authorities. The:
Committee would await a further revort in this regard.
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Internal Audit Organisation—Implementation of the instructions
issued by the Board—Need for a review of the performance
(Paragraph 2.28—Sr. No. 14).

1.22. Commenting on the Working of the Internal Audit Party of

the Income-tax Department, the Committee in paragraph 2.28 of the
Report bbserved as follows:—

“The Committee find that according to the instructions issued
by the Board in August, 1968, the Internal Audit Parties
are required to take up checking of assessments, particular-
ly those involving large revenues, soon after the assess-
ments had been completed. According to the instructions
issued in December, 1969, the Internal Audit Parties are
required to take all category I assessments completed in
the rush period of February and March by the 30th June
following and the assessments on total income of one lakh
or more made in any other month are required to be check-
ed within three months, of the date of the assessment. The
Committee have been informed that no special review re-
garding the actual implementation of the instructions was
conducted since the Director of Inspection undertakes a
monthly review of the performance of Internal Audit Par-
ties. The Committee suggest that an immediate review
of the working of the Internal Audit should be undertaken
by the Board to find out how far they are carrying out the
prescribed checks and bringing to notice cases of under or
over assessment requiring rectification. The Board should
also ensure that the rectification of the lapses is done
promptly.”

1.23. In their reply dated 28th February, 1973 the Ministry of Fin-
ance (Department of Revenue and Insurance) have stated:—

“The working of the internal audit organisation was general-
ly reviewed.recently. The strength of the Internal Audit
Organisation was found to be inadequate and steps have
been taken to supplement it. More IAPs have been sanc-
tioned headed by Inspectors who are technically better
equipped than the Supervisors who head the existing IAPs.
Posts of ITOs (Internal Audit) have been created for ex-
clusive attention to and supervision over IAPs work. More
posts of IAGs (Audit) have been created for effective
senior control. Lastly the DI (IT&Audit) has been given
the assistance of a Dy. Director exclusively for attention
to overall co-ordination and guidance of audit work in the
Department. The procedures have also been streamlined.
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According to these latest instructions, inter alia the IAPs
have been asked to submit draft rectificatory memos along-
with their audit objection, wherever feasible, so that the
officer concerned may finalize the same promptly after
show cause notice to the assessee. Observance of rectifica-
tion fortnights twice in a year, and a system of giving cre-
dit in disposal output for the rectification work done by
the Income-tax Officers have also been introduced.”

1.24. When asked to state the year in which the working of the
Internal Audit Organisation was generally reviewed the Ministry, in
a further note dated 12th November, 1973 stated that the position
was reviewed in the year 1972.

1.25. The Committee regret to note that no review has been under-
taken by the Government on the lines suggested by the Committee.
The Committee are of the view that a thorough review of the kind
indicated in paragraph 2.28 of their 51st Report (Fifth Lok Sabha)
would serve a very useful purpose. They, therefore, desire that such
a review should be carried out forthwith. The Committee would
await the results of the review and action taken thereon.

Scope and nature of checks to be exercised by the Internal Audit
Parties (Paragraph 2.29—Sr. No. 15).

1.26. Referring to the checks exercised by the Internal Audit Par-

ties, the Committee, in paragraph 2.29 of the Report, observed as
under:—

“The Committee learn that the assessments checked by the In-
ternal Audit Parties are not being stamped, with the result
that it is difficult for Revenue Audit to know whether the
assessments have been checked by the Internal Audit
Parties. The monthly reports of the Internal Audit Parties
are also not being made available to the Revenue Audit
as a matter of course. The Committee consider that there
should be proper co-ordination between the Internal Audit
Parties and Revenue Audit so as to have maximum impact
on revenue collecting organisation. This can be achieved
by making the checks exercised by the Internal Audit more
comprehensive and thorough and by making their Reports
available contemporaneously to the Revenue Audit. The
Committee would further suggest that the scope and nature
of checks to be exercised by Internal Audit should be re-
viewed at least ohce in six months by the Board of Direct
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Taxes in consultation with Revenue Audit so as to make
the checking more effective and pointed.”

1.27. In their reply dated 28th February, 1973 the Ministry of
Finance (Department of Revenue and Insurance) have stated:—

“The IAPs have been instructed to rubber stamp all the files
checked. Instructions have been issued that copies of the
IAP’s reports should be made available to the Revenue
Audit when requisitioned; copies of Monthly Reviews of
the Director of Inspection are also now being sent to the
Director of Revenue Audit. The Board keeps close watch
over the DI's coordination and control of audit work and
necessary instructions are issued to him from time to time,
besides frequent personal discussion and assessment.”

1.28. When asked to state whether any action had been taken on
the suggestion of the Committee that the scope and nature of checks
to be exercised by Internal Audit should be reviewed at least once
in 6 months by the Central Board of Direct Taxes, the Ministry, in a
subsequent note dated 12th November, 1973 stated: —

v

“The D.I. (I.T. & Audit) on behalf of the Board keeps watch
over the functioning of I.A.P. and issues monthly reviews,
copies of which are now being sent to the C & A.G. Any
suggestion from the C. & A.G. on the basis of these reviews
will be considered; in view of this continuous arrange-
ments which equally serves the purpose, formal half year-
ly consultations do not appear to be necessary.”

1.29. The Committee are of the view that the monthly reviews
which are carried out by the Director of Inspection (IT. Audit) will
not achieve the object the Committee had in mind in suggesting a
more comprehensive review of the scope and nature of the checks
carried out by the Internal Audit. The Committee consider that it
is essential to have a comprehensive review by the Board at least
once in six months with a view to improving the efficiency of the
Internal Audit and desire accordingly that the first of such six month-
ly reviews be undertaken forthwith.

1.30. The Committee further reiterate that there should be close
coordination between the Internal Audit and Revenue Audit which
is rendering most invaluable service so as to have the maximum im-
pact on the revenue collecting organisation.
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Incorrect determination of income from business and profession.
(Paragraph 2.105—S7. No. 30).

1.31. Commenting on the repetitive mistakes which occurred in
the computation of income under the head “Business”, the Com-
mittee in paragraph 2.105 of the Report observed as under:—

“Tt is disquieting that the number of cases in which mistakes
were noticed by Audit in computation of income under
the head “business” has increased three-fold during the
last seven years. The under-assessment noticed in such
cases during the year 1969-70 alone amounted to
Rs. 129.31 lakhs. The deterioration of the position, des-
pite the special attention having been drawn repeatedly
to these types of mistakes does not speak well of the De-
partment. The Committee accordingly trust that Govern~
ment would analyse the nature of repetitive mistakes and
take appropriate action to avoid recurrence.”

1.32. In their reply dated the 30th April 1973 the Ministry of
Finance (Department of Revenue and Insurance) have stated:—

“The amount of Rs. 129.31 lakhs mentioned in the Audit
Report represents the total revenue effect involved in all
the objections raised by the Audit and is not restricted
to the mistakes admitted by the Department. Secondly
the increase in the number of objections raised has to he
viewed wis-a-vis the number of cases checked by the
Audit. The number of cases reviewed during 1969-70
was about 2,74,000 as against about 1,41,000 cases review-
ed in 1964-65 which is the earliest year for which this
information is readily available with the Government.
For repetitive mistakes noticed the Government takes
appropriate actidn’ to minimise recurrence. Improved
training arrangements sanctioned recently are expected
to tone up the performance of assessing officers and the
Department’s internal audit organisation has also now
been strengthened for checking up important assess-
ments promptly with a view to remedying mistakes, if
any, without loss of time.”

1.33. When asked to state whether Government had analysed the
nature of repetitive mistakes as suggested by the Committee, the
Ministry, in a subsequent note dated the 17th November, 1973 have
stated:—

619 LS—2.
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“Necessary study has been entrusted to the Directorate of
Income-Tax and Audit and further action will be taken
on receipt of th= results of the study.”

1.34. More than two years have clapsed since the presentation of
the Report, that much time was surely more than enough for ‘com-
pleting the study suggested by the Committee. This is regrettable.
The Committee require that the study should be completed without
further loss of time and the results of the study and action taken or
proposed to be taken thereon should be intimated to them within

three months.

Relief from tax on newly established industrial undertaking— (Para-
graph 2.180, 2.187 and 2.202—Sr. Nos. 50, 52 and 55).

1.35. Referring to the Controversy as to what exactly constituted
“a newly established industrial undertaking’” the Committee, in
paragraphs 2.180, 2.187 and 2.202 of the Report, observed as under:—

“The Committee note that the Ministry have been experi-
encing difficulty in some marginal cases as to what
exactly constitutes a ‘new industrial undertaking’ and
that the matter has been referred to the Ministry of Law
whose opinion is still awaited. The Committee desire
that the matter should be got clarified without further loss
of time and suitable instructions issued for the guidance

of assessing officers.

The Committee have in the preceding recommendation
referred to the controversy as to what constitutes ‘a
newly established undertaking’ on which an opinion of
the Ministry of Law has been sought. They trust that
suitable action will be taken in the case on receipt of
the opinion of the Ministry of Law.

The Committee note that in this case tax holiday relief was
allowed for a further period of 5 years consequent on the
expansion of the new industrial unit. It is unfortunate
that this was based on the erstwhile Central Board of
Revenue’s circular issued in April, 1950, which according
to the Ministry, could be interpreted in a way that may
not be in conformity with the law. Although the Audit
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objection has been accepted in principle, the Ministry
have stated that ‘it might well be argued that such sub-
stantial expansion can be construed as addition’ and that
they wished to have this view examined by the Ministry
of Law in consultation with Audit. The Committee ac-
cordingly desire that the matter should be considered and
clear instructions in conformity with law issued expedi-
tiously, in consultation with Audit. The Committee con-
sider that it is most undesirable to allow the prolonga-
tion virtual perpetuation of tax holiday in this indirect
manner.”

1.36. In their reply dated the 26th March, 1973 the Ministry have
stated:—

“The matter was referred to the Ministry of Law on 24th
July, 1971 for opinion as to what exactly constitutes new
industrial undertaking and whether substantial additions
to the existing plant and machinery would also amount
to this. The case was to be discussed with the Ministry
of Law in consultation with the Audit but at the sugges-
tion of the Audit a consideration of the matter was put
off till after the P.A.C. meeting scheduled to be held in
October, 1971. The matter would be discussed with the
Law Ministry and the Audit after a decision is taken by
the Board whether:—

(i) their instructions dated 1st April, 1950 relied on by the
CIT. require any revision; and

(ii) it is necessary to amend the provisions of Section 80J
for removing the seeming anomalies and hardships, as
in the present case.

The recommendations contained in the above paras would be
complied with after the matter is examined and opinion
of the Ministry of Law is received.”

1.37. When asked to state whether any decision had been taken
in the matter the Ministry, in a subsequent note dated the 19th
November, 1973, stated:—

“I'ne Ministry of Law tentatively agreed with the Audit’s
view and referred the matter back to this Ministry for
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further comments. The Law Ministry’s comments were
examined in the context of the Calcutta High Court’s
decision in the case of ‘Aluminium Co. Ltd. (88 ITR 267)
and the file is being sent to the Ministry of Law for final
advice. The resultant position will be intimated to the
Committee.”

1.38. The Committee find it difficult to understand why so much
time should be necessary for arriving at a decision as to what
exactly constitutes a new industrial undertaking. The Committee
are somewhat surprised to note that in this case the Ministry was
not able to give a definite opinion but expressed itself in tenfative
terms. The Committee was under the impression that the Ministry
of Law invariably would express itself in clear and definite terms
in a matter as simple as this. The Committee desire that this should
be resolved without any further delay and necessary instructions
issued for the guidance of the assessing officers under intimation
to them,

Rebates and Concessions on the Structure of Corporate taxation to
promote economic growth and to ensure social justice—Need
for a study to know how far these twin objectives have been
realised. (Paragraph 2.249—Sr. No. 65).

1.39. Referring to the various rebates and concessions on the
structure of corporate taxation, the Committee, in paragraph 2.249
of the Report, observed as follows:—

“With the various rebates and concessions the structure of
corporate taxation is expected to be designed in such a
way as to promote economic growth and to ensure social
justice. The Committee were informed that no study
had been undertaken to know how far these twin objec-
tives have been realised. The Committee would, there-
fore, commend such a study which would be helpful in
formulating future taxation policy.”

1.40. In their reply dated the 9th May, 1973 the Ministry have
stated:—

“The Committee’s suggestion have been noted for considera-
tion.”

1.41. When asked to state whether the study as suggested by
the Committee had since been undertaken, the Ministry, in a further
note dated 1st December, 1973 stated:—

“No such study has been made so far.
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2. The Direct Taxes Enquiry Committee (Wanchoo Com-
mittee) have emphasized the importance of having de-
pendable statistical data and research study report on
various problems. In paragraphs 6.23 and 6.25 of their
Final Report, the Committee have recommended that the
present Directorate of Inspection (Research, Statistics
and Publication) should be split up into two distinct
units, one a Directorate of Publications and Public Rela-
tions and other a Directorate of Research and Statistics.
They have further recommended that the Directorate of
Research and Statistics should be organised and develop-
ed as a Tax Research Institute within the Department.
The recommendations made by the Wanchoo Committee
in this behalf are currently under consideration. After
the Directorate of Research and Statistics is re-organised
and strengthened on the lines suggested by the Wanchoo
Committee, it would also be required to make a study of
the extent to which the various rebates and concessions
have contributed in promoting the twin objectives of
economic growth and social justice as recommended by
the Public Accounts Committee.”

1.42. The Committee had suggested that a study of the extent
to which the various rebates and concessions had contributed to
promoting the twin objectives of economic growth and social justice,
should be undertaken which would be helpful in formulating future
taxation policy. The Committee have been informed that no such
study has been made so far and that it would be undertaken as
soon as the Directorate of Research and Statistics is re-organised
and strengthened on the lines suggested by the Direct Taxes Enquiry
Committee which is currently under consideration of the Ministiry.
This leaves the position completely vague and puts off the under-
taking of a study of some considerable importance almost indefinite-
ly. Having regard to its importance, the Committee desire that it
should be taken in hand in anticipation of the reorganisation and

necessary man-power provided.

Treatment of investments in shares as fixed assets (Paragraph 2.261—
Sr. No. 66).

1.43. Referring to the difference of opinion between the Audit
and the Ministry of Finance regarding the treatment of investment
in shares as fixed assets, the Committee in paragraph 2.261 of the

Report, observed as under:—

“The Committee note that there is a difference of opinion
between the Audit and the Ministry of Finance regarding
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the treatment of investment in shares as fixed assets and
that the opinion of the Ministry of Law in the matter is
awaited. The Committee may be informed of the opinion
of the Ministry of Law.”

1.44. The Ministry, in their reply dated 26th March, 1973, have
stated:— y

“Opinion of the Ministry of Law was earlier obtamed in
another case in which a similar point was involved.
However, the case under consideration was again referred
to them for opinion in view of the Audit stand. The
Law Ministry stated that before the earlier opinion is
applied straightway in this case it would be better to
show that opinion to the Audit if they had any comments.
Consequently, the case was referred to the Audit who
with their note dated 26th September, 1972 stated that
the earlier opinion of the Law Ministry did not apply to
the present case, This view of the Audit is being con-
veyed to the Law Ministry for final opinion or discussion
as may be feasible.”

1.45. When asked to state whether the final opinion had since
been obtained, the Ministry, in a further note dated 16th November,
1973, stated:—

“The view of the Audit was communicated to the Ministry
of Law on 24th October, 1973 and their final opinion has
been received on 2nd November, 1973 (copy attached as
Annexure A). In view of the opinion expressed by the
Ministry of Law, the Audit objection is acceptable; re-
medial action u/s 263 of IT. Act, 1961 however became
time barred long ago. The matter was controversial and
not free from doubt, as would be seen from the opening
paragraph of the Law Ministry’s note. The Audit are
being informed about the position.”

1.46. From the reply furnished by the Government, the Com-
mittee note that the final opinion of the Law Ministry was reccived
on 2nd November, 1973 and that in view of the opinion expressed by
the Ministry of Law the audit objection is acceptable; remedial
action under Section 263 of the Income-Tax Act, 1961, however,
became time barred leng ago. The Committee can only deplore
the delay of more than a year in referring the case to the Ministry
of Law for obtaining their final opinion. The Committee desire that
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suitable instructions should be issued immediately in this vegard,
if this has not already been done, so that there is no recurrence of
sach lapses in future, under advice to the Committee.

Income escaping assessments (Paragraph 2.270—Sr. No. 68).

1.47. Commenting on the exclusion of the amounts received by
lawyers for boarding and lodging expenses, from taxable income,
the Committee in paragraph 2.270 of the Report observed as

follows:—

“The question whether the amount received from the clients
by lawyers towards personal expenses could be excluded
from total income as non-taxable is stated to have been
referred to the Ministry of Law. The Committee would
like to be apprised of the opinion of the Ministry of Law.”

1.48. In their reply dated the 7th March, 1973, the Ministry have
stated:—

“The opinion of the Ministry of Law is still awaited. The
Committee will be apprised of its opinion immediately

on its receipt.”

1.49. When asked to state the present position, the Ministry, in
a subsequent note dated the 17th November, 1973, have stated:—

“It was decided to have a tripartite discussion in a meeting
with the representatives of Ministry of Law, C&AG and
this Ministry and the matter has been referred to the
C&AG accordingly. The decision reached after proposed
discussion will be intimated to the Committee.”

1.50. A decision on the exclusion of the amounts received by
lawyers from clients towards personal expenses from the total
taxable income has been considerably delayed for no apparently
valid reasons. The Committee would urge that Government should
" come to a decision in this regard within three months and inform

the Committee in due course.

Information regarding the total number of advocates practising in
various High Courts and Supreme Court. (Paragraphs 2.271 &
2.272—Sr. Nos. 69-70).

1.51. Finding that the Income-tax Department had not taken
effective steps to ensure that all the lawyers practising in various
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High Courts and the Supreme Court were assessed to tax, the Com-
mittee, in - paragraphs 2.271 & 2.272 of the Report observed as
under:—

“Although the Committee desired o have the information re-
garding the total number of advocates practising in the
various High Courts and Supreme Court and the number
of persons who were borne on the books of the Income-
tax Department as assessees, the information is still await-
ed. The Committee trust that on the basis of the informa-
tion to be collected, the department would make a survey
to ensure that there is no evasion of tax.”

“Further Government may consider the feasibility of asking
the various courts to furnish to the Income-Tax Depart-
ment pericdically information regarding cases decided - by
them and the persons who appeared as solicitors or advo-
cates for both sides so that the Department may be in
possession of necessary information to verify the correct-
ness of the returns filed by persons of these professions.”

1.52. In their reply dated 7th March, 1973 the Ministry have stat-
ed.—

““Relevant information is being collected and observations of
the Committee have been noted for processing.”

1.53. In a subsequent note dated the 15th November, 1973 the
Ministry added: —

Reference is invited to the Ministry’s interim reply sent vide
No. 20/219/69-1T (Audit) dated 7-3-1973 regarding the above
noted para. Reference is also invited to the Ministry’s reply
to item No. 84 of the Lok Sabha Sectt. O.M. No. 2/7/I1I/
2/71/PAC dated 10-2-1972 vide Ministry O.M. No. 240/2/
72-A&PAC dated 22-2-1973.

2. The requisite information since collected is given helow:

(i) No. of Advocates enrolled with the various Bar Associations 43,190

(i) No. ofsuch Advocates verified to be assessed 10 X 7:404

3. The verification of above noted provisional figures is, how-
ever, still not complete. The Commissioners have address-

ed the persons concerned. The Commissioners are being
asked to pursue the verification vigorously and take
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appropriate action as may be indicated as a consequence of
the information gathered.

4. Instructions have been issued for watchful survey of persons
in professions.

1.54. In the Circular instructions dated the 20th. June, 1972 issued

by the Director of Inspection (IT-Audit) to all Commissioners of
Income Tax inter alia read as follows: —

“With a view to watching the progress in the implementation
of the instructions issued by the Chairman, it has been de-
cided that the information regarding new cases discovered
as a result of the survey of persons carrying on professions
and having income by way of salaries should be incorporat-
ed in column 4 of the Statement of External Survey.

An amended copy of the proforma is enclosed herewith. As a
Monthly Review is desired by the Chairman, the State-
ment of External Survey should be sent every month in-
stead of every quarter. The Statement in the amended
proforma may please be sent w.e.f. the month of June,
1972 so as to reach this Directorate by the 20th of the fol-
lowing month positively.”

1.55. From the reply furnished by the Goveranment, the Commit-
tee distressed to note that out of 43190 advocates enrolled with the
Bar Associations, only 7404 are verified to be asesessed to tax and that
the verification of the above provisional figures is however still not
complete. The Committee have been informed that the Commis-
sioners are being asked to pursue the verifications vigorously and
take appropriate action. Further instruections have also been issued
by the Director of Inspection (IT Audit) calling for a monthly review
of external survey instead of the existing quarterly review. The
Committee desire that Government should compiete the verification
early and report the position to them. The Committee would also
like to know the results of the External Survey conducted during
19%2 and 1973.

Omission to levy or incorrect levy of penalty—Application of the
provisions of Section 297(2) (g) of the Income Tax Act (Pare-
graph 2.289—Sr. No. 72).

1.56. Commenting on the omission to levy or incorrect levy of
penalty, in a case, the Committee in paragraph 2.289 of the Report,
observed as follows:—

“As regards sub-para (iii) the Committee were informed that
although Audit were told earlier that the Ministry had ac-
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cepted the mistake, the question regarding the applicability
of the provisions of Section 297(2) (g) of the new Income-
tax Act to the cases of penalty proceedings initiated before
1st April, 1962, has been subsequently referred to the Min-
istry of Law. The Committee would like to be informed
of the views of the Ministry of Law as also the action taken
to rectify and recover the penalty, il required.”

1.57. In their reply dated 7th March, 1973 the Ministry have sta-
ted: —

“The opinion of the Ministry of Law is still awaited. Neces-
sary action will be taken on receipt of their opinion.”

1.58. In a subsequent note dated the 2nd June, 1973 the Ministry
have further stated:—

“This is in continuation of this Ministry’s interim reply sent
with O.M. No. 236/260/70-IT (Audit) dated 7-3-1973. The
Ministry of Law has opined that penalty under the provi-
sions of Income-tax Act, 1961 could be imposed in this case
although the notice was issued under Income-tax Act, 1922.
However, in the present case no action to rectify and re-
cover further penalty is possible as such action was time-
barred even before the receipt of the audit objection.”

1.59. The Committee assume that the Ceniral Board of Direct
Taxes has issued suitable instructions in the light of the opinion of
the Ministry of Law now given for the guidance of the assessing
officers under intimation to them. This may be confirmed.

Omission to levy or incorrect levy of penalty—Effecting dated for the
purpose of levy of penalty (Paragraphs 2.290 and 5.12—Sr. Nos.
73 and 113).

1.60. Referring to the crucial date for the purpose of levy of pen-
alty, the Committee in paragraphs 2.290 and 5.12 of the Report, ob-
served as under:—

“In regard to sub-para (v) the Committee understand that the
question whether the date of filing of the return or the
date of assessment was to be taken for the purpose of levy
of penalty was under consideration of the Ministry of Law.
The Committee may be apprised of the final decision taken
in the matter after obtaining legal opinion as also the ac-
tion to rectify and recover additional penalty if needed.
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The Committee find that during the year 1969-70, the penalty
imposed amounted to Rs. 15.03 crores which was much less
than the concealed income of Rs. 60.50 crores, although ac-
cording to the Income-tax Act the minimum penalty should
be equal to the concealed income. The Committee were
informed that this difference may be due to some of the
assessments being for the period prior to 1st April, 1968
when the minimum was 20 per cent of the tax. The Com-
mittee, however, find that according to the judgement in
Jain Brothers case the crucial date for the purpose of pen-
alty is the date of completion of the assessment and not the
assessment year. The Ministry of Finance have stated
that according to the Law Ministry the crucial date for
determining the quantum of penalty is the date of filing of
the return and not the date of passing the assessment order.
The Committee suggest that in view of judgement in the
Jain Brothers case the matter should be further examined
in consultation with the Attorney General. The Commit-
tee would like to know the outcome of the examination.”

1.61. The Ministry, in their reply dated 7th March, 1973, have
stated:—

“The opinion of the Ministry of Law is still awaited. Neces-
sary action will be taken on receipt of Law Ministry’s
opinion.”

In their note dated 2nd April, 1973 they added:

“The question of reference to Attorney General is under con-
sideration by Law Ministry.”

1.62. When asked to state whether the opinion of the Ministry of
Law had since been received the Ministry, in a subsequent note
dated 9th November, 1973 stated:—

“The Law Ministry had earlier agreed with the stand taken by
the Board but at the instance of the Audit the matter was
again referred to them in November, 1972 for obtaining the
opinion of the Attorney General. However, the Law Min-
istry asked the Audit whether they would agree to the ob-
taining of Law Secretary’s opinion instead of referring the
matter to the Attorney General. This proposal is under
consideration of the Audit who are being reminded.”

1.63. The Committee are unhappy over the inordinate delay in ar-
riving at a decision on the crucial date for the purpose of levy of
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penalty. The matter should be pursued more vigorously so that a
decision can be arrived at and necesary instructions issued to the
lIower formations. The Committee would like to be apprised of the
final decision taken as also the action proposed to be taken there-

after.

Non-levy or incorrect levy of penal interest Rationalisation (;_f rate
of interest. Rules simplifying and streamlining the procedure.
(Paragraph 2.302—Sr. No. 77)

1.64. Commenting on the non-levy or incorrect levy of penal in-
terest, the Committee in paragraph 2.302 of the Report, observed as
under:—

“The Committee trust that with a rationalisation of rate of in-
terest and the procedure for the levy, such large scale mis-
takes or omission as have been noticed in the past, should
not occur. The Committee note in this connection that the
Central Board of Direct Taxes have assumed powers with
effect form 1st April, 1971 to frame rules for regulating the
calculations of interest. They desire that recessary rules
simplifying and streamlining the procedure should be
framed without delay.”

1.65. In their reply dated 17th March, 1973 the Ministry have stat-
ed:—

“The Direct Taxes Enquiry Committee (Wanchoo Committee)
have made certain recommendations in this behalf in para-
graph 4.34 of their Report. These recommendations are
currently under consideration by the Government. Neces-
sary provisions for the calculation of interest payable by
or to assessees will be made in the Income-tax Rules, 1962
in the light of the decision taken by Government on the
aforesaid recommendations in due course.”

1.67. When asked to state whether any decision had since been
taken by the Government in this regard, the Ministry, in a subse-
guent note dated the 29th November, 1973, have stated:—

“Action for framing the necessary Rules in the context of
Wanchoo Committee’s relevant recommendations is under

active consideration.”

1.68. The Committee deplore the inordinate delay that has taken
place in framing rules for regulating the calenlations of interest. The
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Committee need hardly stress that necessary rules simplifying and
streamlining the procedure should be framed forthwith under inti-
mation to them.

Steps to prevent double allowance of credit (Paragraph 2.313—Sr.
No. 79).

1.69. Referring to the steps taken to prevent double allowance of
credit, the Committee, in paragraph 2.312 of the Report, observed as
under:—

“Various suggestions in regard to the steps to be taken to pre--
vent double allowance of credit are stated to be under
consideration of the Director of Inspection (IT. and
Audit). The Committee need hardly stress that a fool-
proof procedure in this regard should be evolved expedi-
tiously.”

1.70. In their reply dated 17th March, 1973 the Ministry have
stated:—

“The suggestion of the Public Accounts Committee have been
noted for processing.”

1.71. When asked to state the present position, the Ministry, in a
subsequent note dated the 29th November, 1973, have stated:——

“The findings of the Commissioners are that the mistakes were
attributable to lack of care on the part of the Income-tax
Officials, who have been warned to be more careful.

The Government has informally appointed a Committee of
senior officers under the auspices of the Directorate of
O & M Services to review the accounting and collection
procedures obtaining in the Department. The delibera-
tions and sensequential recommendations of the Commit-
tee will cover this point also and further action will be
taken on receipt of their report.”

1.72. The Committee wish to reiterate that a fool-proof procedure
to prevent double allowance of credit should be evolved without
any further loss of time.

1.73. The Committee trust that the informal committee would
complete its work at an early date. The Action Taken thereon by
Government should be reported to the Committee.
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Irregular grant of refunds—Need for review to ensure strict obser-

vance of or otherwise of long standing instruction. (Paragraph
2.314—Sr. No. 80).

1.74. Commenting on the irregular grant of refunds and non-ob-
servance of instructions issued in this regard, the Committee, in
paragraph 2.314 of the Report, observed as under:i—

“Incidentally the Committee note that the existing instruc-
tions that all refund cases involving a sum of Rs. 500/-
and above should be checked by the Inspecting Assistant
Commissioner have fallen into disuse and that the limit
fixed for the check is considered to be “too low”. The
Committee wish to point out that is undesirable to allow
such important instructions to be ignored. The Iimit
could have been suitably revised in order to ensure strict
observance of the instructions. The Committee trust that
the Board would review the observance or otherwise of
such long standing instructions in the light of changed
context and taken appropriate action.”

1.75. In their reply dated the 19th April, 1974 the Ministry have
stated:—

“Necessary instructions are being issued by the Director of
Inspection (Income-tax) modifying the existing cnes in
the Income-tax Office Manual Part II (page 169) about
checking of refunds involving sum of Rs. 5000 and above
should be checked by the Inspecting Assistant Commis-
sioners of Income-tax. The revised instructions are to be
strictly followed.”

1.76. When asked to state whether the Board reviewed the obser-
vance or otherwise of long standing instructions in the light of the
changed context as suggested by the Committee, the Ministry, in a
subsequent note dated the 29th November, 1973 have stated:

“In the light of Committee’s recommendation the Board h_ave
reviewed the matter and the limit of Rs. 500/- was raised
to Rs. 5,000 vide instruction No. 562 F. No. 228/22/'.73-
IT(A.II) dated 27th June, 1973 (copy enclosed); strict
observance has been enjoined.”

o~
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1.77. The Committee find that revised instructions on checking
of refunds have been issued and that as a practical measure, it has
been decided that cases of refunds invelving a sum of Rs. 5,000/-
and above are now to be checked by the Inspecting Assistant Com-
missioner.

1.78. The Committee would however, like to emphasise the need
for a review of the observance or otherwise of such instructions in
the light of the changed context so that appropriate corrective as-
tion may be taken wherever necessary.

Need for firing a suitable time limit for giving effect to appellate
orders. (Paragraph 2.332—Sr. No. 83).

1.79. Commenting on the delay in giving effect to the appellate
orders, the Committee, in paragraph 2.332 of the Report, observed as
under:—

“The Committee further desire to suggest that the feasibility
of fixing a suitable time limit for giving effect to appellate
orders should be considered.”

1.80. In their reply dated the 17th January, 1973 the Ministry have
stated:—

“In Board’s Circular dated 18th July, 1562 it was emphasised
that refunds falling due as a result of appeal or revision
proceedings should be granted within a fortnight of the
date of receipt by the I.T.O. of the relevant appeal or revi-
sion order. Further Section 244 of the Income-Tax Act,
1961 as amended by Taxation Laws (Amendment) Act,
1970 also provides that interest will be payable by the Gov-
ernment on delayed refunds (consequent on appellate
orders) after a period of 3 months from the end of the
month in which the relevant order is passed. Instructions
to the field officers are being issued drawing their atten-
tion to the above noted earlier circular and directing that
in all instances appellate orders should be given effect to
within a fortnight of the receipt of the order concerned.”

1.81. The Committee desire that necessary instructions should be
issued forthwith to the field officers directing that in all instances ap-
pellate orders must be given effect to within a fortnight of the date
of passing of the order concerned.
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1.82. In so far as appellate orders are comcerned they should be
passed within a fortnight from the date of heuring. The Committee
would very much like the Revenue Audit to report whether this re-
commendation is being implemented. The Committee would strong-
ly suggest that the Revenue Audit should conduct a test audit of the
orders of the Appellate Assistant Commissioners in the same manner
as they are auditing the Income-tax Officers’ orders. The Commit-
tee have come across several instances where the Income-tax Officers
knowingly highly inflate the assessments driving the assessees in this
process to seek remedies on appeal which would certainly involve
considerable cost for both the parties and severe mental anxiety,
especially in the case of small assessees. The Committee would like
that a review should be undertaken of all cases where reductions of
more than Rs. 10.000 has been given on appeal to determine the ex-
tent of such over assessments.

Payment of Interest—Instructions to avoid any divergence in practice
in regard to payment of interest under Section 214—Examina-
tion of differenice in language between Sections 214 and 215
(Paragraphs 2.338 and 2.371—Sr. Nos. 84 and 89).

1.83. Referring to the provisions of Sections 214 and 215 of the
Income Tax Act, 1961 regarding payment of interest, the Committee
in paragraphs 2.338 and 2.371 of the Report, ohserved as under:—

“The Committee are of the opinion thai on equity whether
Government paid interest to the assessee or vice-versa the
criterion should be the same. Section 215(3) of the In-
come-tax Act, 1961 provides for reduction of interest pay-
able by an asessee as a result of variation of the amount
on which the interest was payable on rectification or revi-
sion whereas Section 214 which provides for Government’s
paying interest to the assessee does not have a similar pro-
vision for reducing the quantum of interest as a result of
rectification or revision. The Committee accordingly desire
that the difference in language between Section 214 and
915 should be looked into. Further neither under Section
914 nor under Section 215 there is a provision for the en-
hancement of interest payable. The Committee note that
the Ministry propose to have the entire question of pay-
ment of interest by Government to assessees and charging
interest from assessees by Government {o assessees and

interest from assessees by Government in respect of excess
advance tax paid or the shortfall of advance tax as the case
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may be re-examined thoroughly in consultation with the
Audit and the Ministry of Law. The Committee trust that
this will be done expeditiously and appropriate amend-
ments to the relevant sections of the Act made, as neces-
sary.

Admittedly there is an apparent difference in the matter of
treatment of tax deducted at source between the provisions
of Sections 214 and 215 governing payment to and charg-
ing interest from assessees for the excess or deficiency
in the advance tax paid. While Section 215(5) clearly
stipulated that tax determined on the basis of regular as-
sessment shiould be reduced by the amount of tax deduci-
ible at source, for the purpose of charging interest from
the assessee, there is no corresponding provision in Section
214, However, the Committee learn that the Ministry of
Law have opined that the expression “tax determined on
regular assessment” used in Section 214 must necessarily
be the tax after giving credit for the tax deducted at
source.”

“They further learn that advance tax is itself calculated after
giving credit for the tax deducted at source. Government
may consider the question of amending Section 214 suit-
ably to place matters beyond doubt. In the meanwhile
suitable instructions should be issued to avoid any diver-
gence in practice in regard to payment of interest under
Section 214.”

1.84. In the replies dated 7th March, 1973 and 14th March, 1973
respectively the Ministry have stated:—

“The recommendation of the Committee has been noted for
processing.”

“The suggestion of the Committee for amending section 214
nf the Income-tax Act has been noted for processing. Ne-
cessary instructions for calculation of interest payable by
the government on excess advance tax paid stand issued
with Board’s Circular No. 12/12/68-IT.A.IIT dated 11th De-

cember, 1968.”

1.85. When asked to state the present position, the Ministry, in a
subsequent reply dated the 17th November, 1973, have stated:

“The matter is still under consideration.”
619 LS—3.
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1.86. The Committee urge that the matter should be examined
expeditiously and without any further loss of time and the conclu-
sions reached intimated to the Committee.

Lapses in observing procedure laid down by the Department—Non-
deduction or, short deduction of tax at source on interest pay-
ments, and delayed remittance of tax deducted (Paragraphs 2.383
and 2.384—Sr. Nos. 90-91).

1.87. Commenting on the non-deduction or short deduction of tax
at source on interest payments and delayed remittance of tax deduct-
ed, the Committee in paragraphs 2.383 and 2.384 of the Report observ-
ed as under:—

“The Committee are distressed to note the non-deduction or
short deduction of tax at source on interest payments and
delayed remittance of tax deducted which also did not at-
tract the penal provisions of the Act. It is strange that
Income-tax Department itself is a defaulter in this regard.
Such serious lapses noticed in test check of cases by Audit
should have compelled the Department to undertake a re-
view in all the charges to find out the extent of failure and
to take appropriate action including rectification and reco-
very which, however, surprisingly enough were not done.
The Committee expect that such review should be done
without further delay and the results intimated to them.

Unless deterrent measures are taken to make such defaults
unrewarding, the defaults are bound to recur. The Com-
mittee would therefore, like to know why penal provisions
were not invoked in respect of cases pointed out by Audit
and whether there were similar laxities in other cases.”

1.88. In their reply dated 14th March, 1973 the Ministry have
stated:—

“The Committee’s suggestion is being examined. The relevant
information is being collected from the Commissioners and
the result will be intimated in due course.”

1.89. When asked to state the present position, the Ministry in a
subsequent note dated the 30th November, 1973 have stated:— J

‘A review was ordered vide Board’s Institution No. 537 (F. 277,
5/73-ITJ) dated 31st March, 1973; the results of the review
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received from the Commissioners are being compiled, and
will be furnished to the Committee soon.”

1.90. The Committee note that a review has been ordered and the
results of the review received from the Comimissioners are heing
compiled. The Committee would like the Ministry to complete the
compilation of the results early and report the position to them.

1.91. The Committee further note that their ohservation about the
failure of the Income-tax Department to deduct tax at source from
the interest paid by them to the assessees is under examination. The
Committee desire that this should be examined expeditiously and
final outcome reporied to the Committee.

Escapement of tax liability on the Interest paid—Need to amend the
Act (Paragraphs 2.385 and 2.386—S7. Nos. 92-93).

1.92. Commenting on the delay in remittances of tax deducted at
source and the necessity for providing adequate checks to ensure that
assessees do not escape the tax liability on interest paid to them by
the Department, the Committee, in paragraphs 2.385 and 2.386 of the
Report, observed as under:—

“The Committee note that the Central Board of Direct Taxes
are reviewing the whole matter of tax deductions at source
including those made under Section 194A with a view to

"making certain changes. The Committee hope that expe-
ditious steps would be taken to ensure correct and timely
deduction of tax at source as well as its prompt remittance.
The Committee would await the outcome of the review of
the position by the Board.

According to the Ministry, although technically the department
is also liable to deduct tax at source on interest paid by it
to the assessee, it would involve a lot of avoidable account-
ing and administrative work. The Committee understand
that an amendment to the Act in this regard is under consi-
deration. They wish to observe that any change that is
made should provide adequate check to see that the asses-
sees do not escape the tax liability on the interest paid to
them by the Department.”

1.93. In their reply dated the 14th March, 1973 the Ministry have
stated:— ;

“The matter is still under consideration.”



30

1.94. When asked to state the present position, the Ministry, in a
subsequent note dated the 29th November, 1973, have stated:—

“The whole question of deduction at source is being examined
by an informal Committee appointed to consider the De-
partment’s tax accounting system, including tax deduction
at source, and suitable measures will be taken bn receipt
of the Committee’s recommendations. Amendment of law
regarding the liability of I.T. Department to deduct tax
at source is still under consideration.”

1.95. The Committee would await the report of the informal Com-
mittee appointed by the Ministry inter-alia to examine the whole
question of deduction at source, and the action taken thereon by
Government in this regard.

1.96. The Committee note that amendment of the Law regarding
the liability of the Income Tax Department to deduct tax at source
is still under consideration of Government. The Committee desire
that this matter should be decided quickly and the decision reported
to the Committee.

Performance of Income-tax Officer—Decline in the average number
of assessments disposed during 1970-71. Need for investigation—
(Paragraph 3.23—Sr. No. 96).

1.97. Commenting on the decline in the average number assess-
ments disposed particularly during 1970-71 the Committee in para-
graph 3.23 of the Report observed as under:—

“The Committee find that the number of income tax officers at-
tending to assessment duties has progressively increased
from 1701 as on 1st April, 1968 to 1912 as on 1st April, 1969,
2056 as on 1st April, 1970 and 2234 as on 1st April, 1971.
The effect of this appears to have been the reverse of what
might have been expected. The average number of assess-
ments disposed of per Income Tax Officer cn assessment
duty has decreased from 1855 in 1968-69 to 1842 in 1969-70
and 1669 in 1970-71. No satisfactory explanation for this
phenomenon has been adduced by the Ministry. The Com-
mittee suggest that the reasons for decrease in the average
number of assessments particularly during the year 1970-71
may be investigated by the department.”
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1.98. In their reply dated 26th March, 1973 the Ministry have
stated:—

“Reasons for the decrease in the average number of assess-
ments completed during 1970-71 are being investigated and
a report will be submitted in due course.”

1.99. When asked to state whether the investigation in this regard
had since been completed, the Ministry in a furthern note dated 1st
December, 1973, have stated:—-

“DI(RS&P) was requested to make a selective study in the
matter. A copy of his report is attached herewith (page).
Attention is invited to the Ministry’s reply to para 1.30 of
the 87th Report of the P.A.C. (1972-73), wherein the newly
created Directorate of O & M SERVICES has been asked
to make an overall study as suggested by the P.A.C.; their
report is awaited for further necessary action.

This Director of Inspection (RSP) has stated in the conclud-
ing paragraph of his report as follows:—

“It will be observed from the above that there were good rea-
sons for decline in the average disposal for Income-tax
officer in respect of Income-tax assessments.”

1.100. The Committee note from the reply that a selective study
of the reasons for the decline in the average number of assessments
completed in five Commissioners’ charges has been made by the
Director of Inspection (RSP) and that this study has revealed that
there were good reasons for the decline in the average disposal per
Income-tax Officer in respect of Income-tax assessments. The
Committee have also been informed that an overall study as sugges-
ted by them has beeu entrusted to the newly created Directorate
of O&M Services and that their report is awaited, before further
action is taken. The Committee would like to await the report of
the Directorate of O&M Services and the action taken thereon by
Government,

Tax deducted at source—System of reconciliaticn between the
amount of tax deducted at source and the amount remitted to
Government Acctt. (Paragraphs 4.57 and 7.12—Sr. Nos. 108—115).

1.101. Referring to the remittances of tax deducted af source to
Government account, the Committee, in paragraphs 4.57 and 7.12 of
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the Report, observed as under: —

“The Committee learnt from Audit that a system of recon-
ciliation between the amount of tax deducted at source
and the amount remitted to Government account was in
vogue in Britain and that the same was brought to the
notice of the Central Board of Direct Taxes by Audit in
July, 1970. The Committee were informed that the Board
had recently started the system of giving permanent
account number to each assessee. The Committee desire
that the system followed in Britain should be studied and
a procedure devised to arrive at a satisfactory system of
reconciliation.

The Committee note that for non-deduction or part-deduction
of tax from dividends at source by companies, there were
convictions in 237 cases in 1968-69, 135 cases in 1969-70
and 181 cases in 1970-71. The Committee learnt with
satisfaction that as a result of prosecutions launched
against defaulting companies, cases of defaults have
declined. The Committee desire that the Department
should devise a system whereby tax deducted by com-
panies is remitted to Government within the prescribed
period of one week. In 1969-70, there were 90 cases in
which tax was remitted after one week of deduction or
receipt of challan. The Committee suggest that the
Department should take stringent action against the
parties who failed to remit tax deducted within the pres-
cribed time.”

1.102. In their replies dated 24th March, 1973 and 2nd April, 1973
respectively the Ministry have stated:—

“The question of devising a suitable procedure in the matter
of deuction and collection of tax at source is under exa-
mination in the light of the recommendations of the
Direct Taxes Enquiry Committee. The suggestion for
introducing 4 Central Control/Account System as pre-
valent in the United Kingdom has been noted and will
be considered while devising the new procedure.”

“The Wanchoo Committee also has made similar recommenda--
tions (vide paras 4.54 and 4.55 of their Report) regarding
the deduction of tax at source and its collection. These:
recommendations are being examined.”
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1.103. When asked to state the results of the examination, the
Ministry, in a further note dated 9th November, 1973, have stated:—

“A Committee of officials* has been appointed informally
under the auspices of the Directorate of O & M Services
to consider the tax accounting system of the Income-
tax Department and make necessary recommendations in
this behalf; the papers regarding the U.K. System have
been made available to the Committee for keeping in
view. Their recommendations are awaited for suitable
action.”

1.104. The Ministry in their note dated 17th November, 1973
stated:—

“The Board have appointed an informal Committee under the
auspices of Directorate of O & M Services to examine our
tax accounting system and make necessary recommenda-
tions for Board’s action. The Committee will cover the
subject of tax deduction at source and relevant procedures
also. Their report is awaited.”

1.105. The Committee would like to be apprised of the findings of
the Committee of Officials which need to be expedited. The Com-
mittee would, however, like to stress the need for a satisfactory
system of reconciliation between the amount of tax deducted at
source and the amount credited to Government Account in the
Income-tax Department as is in vogue in the United Kingdom:.



CHAPTER II

RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN
ACCEPTED BY GOVERNMENT

Recommendation

1.39. The Committee find that the number of assessees has in-
creased from 21,26,398 in 1964-65 to 29,10,341 in 1969-70. There was
an increase of 36 per cent in 1965-66, 14 per cent in 1965-66, 11 per
cent in 1966-67, 0.2 per cent in 1967-68 and 8.9 per cent in 1969-70,
while there was a decrease of 1.3 per cent in 1968-69. The Committee
were informed that the decrease in 1968-69 was due to removal of
some 4 lakh assessees found not liable to income-tax out of 10 lakh
new assessees added as a result of a special survey undertaken in
1964-65. The Committee were further informed that although there
was overall reduction in 1968-69, there was continuous increase in the
higher income cases. The number of business cases with income
over Rs. 25,000 increased from 1,23,989 as on 31st March, 1968 to
1,37,324 as on 3l1st March, 1968 to 1,37,324 as on 31st March, 1939,
1,61,485 as on 13th March, 1970 and 1,77,553 as on 31st March, 1971.
The Committee welcome the change in emphasis in enrolment of
new assessees and hope that the surveys will concentrate on cases
with revenue potential so that time and labour are not spent on caseg
which are subsequently to be removed from the registers.

1.41. The Committee need hardly point out that in evaluating
the work of survey done by officers in the field, the tax potential
of the cases detected should receive more importance than the total
number of new assessees added.

[Item Nos. 5 & 7 of the Appendix to the PAC’s Fifty-first
Report (1972-73) Fifth Lok Sabha]

Action taken

1.39. The Committee’s observations have been noted. The Gov-
ernment have already taken steps to intensify the survey on cases
with revenue potential. This includes survey on professional
persons and persons who have newly constructed properties or
acquired immovable properties including ownership flats.

34
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1.41. The effectiveness of survey work done by the officers is
being included as one of the items for evaluating their performance.

[Ministry of Finance (Revenue and Insurance) O. M. No. 231/22-71-
A & PAC dated 4th July, 1973].

Recommendation

1.48. The Committee desire that the working of small income
scheme should be kept under watch. The objective of the scheme"
is that the Department should not waste its time and energy in dis-
posal of cases which have no revenue potential. The Committee
trust that the procedures evolved by Government help to achieve
this objective. In particular, it should be ensured that on the one
hand the scheme is not exploited by some unscrupulous high income
assessees masquerading themselves as small income assessees and
on.the other hand genuine small income assessees are not subjected
to harassment by being asked to appear before the Income-tax
authorities. The Committee trust that Audit would conduct a review
of the scheme and include their findings in their future Report.

1.49. The Committee were informed that there has been con-
siderable simplification in procedure as far as individuals are con-
cerned but the simplification might not have reached the same stage
as far as other categories are concerned. The Committee desire that
the question of simplification in procedures should kept under con-
stantly so that maximum possible simplification can be achieved as
early as possible keeping in view the basic objective of avoiding
harassment to parties without detriment to the interests of revenue.

[S. No. 8 & 9 and paras 148 and 149 of the Appendix to the
Fifty-first Report of the P.A.C. (1972-73) Fifth Lok Sabhal].

Action taken
1.48. The observations of the Committee have been noted,

1.49. The recommendation of the Committee has been noted for
processing.

Ministry of Finance (Revenue and Insurance) O.M. No. 231/22-T1-
A & PAC dated 5th March, 1973].

Further Information

Sr. No. 9 (Para 1.49).
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A new Directorate of O. & M. Services has been created, inter
alia, for making studies and devising ways of streamlining Depart-
mental procedures for more efficient functioning. The observations:
of the P.A.C. have been communicated to that Directorate who will
keep them in view in making studies and devising procedures,

Recommendation

The Committee note that the functional scheme of distribution of
work which has been introduced in 104 ranges has resulted in not
only increasing the disposal of assessments and collection of taxes
but also paying adequate and timely attention to other important
aspects of work like rectification of mistakes, disposal of audit ob-
jections, giving effect to appeal order etc. But there are also certain
difficulties regarding non-availability of papers, delay in issue of
demand notices and failure to give credit for prepaid taxes. The-
Committee desire that the procedural changes considered necessary
for removing these defects should be made without delay.

[Item 10 and para 1.51 of the Appendix to the Fifty-first
Report of the PAC (1972-73) Fifth Lok Sabha]..

Action taken

Pursuant to the Wanchoo Committee’s recommendaticns a Com-
mittee was set up by the Central Board of Direct Taxes for consider-
ing and suggesting necessary modifications to the functional scheme.
The report of this Committee was discussed in the Commissioners™
Conference held in May 1972 and the Board have issued a compre-
hensive circular (Instruction No. 451 dated 30th August, 1972) spel-
ling out necessary modifications in procedure cf work in functioning
ranges, vide reply to item No. 134 of Lok Sabha Sectt. O.M. No.
2/1/111/2/72 dated 30th November 1972, with which a copy of the

Instructions was attached.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/22/
T1-dated 5th March, 1973].

Recommendation

The Committee find that the pilot study carried out by the:
Central Board of Direct Taxes has revealed that in big income cases
the percentage of cost of collection to demand raised worked out to
0.86 per cent and 0.78 per cent in 1968-69 and 1969-70 respectively
while in small income cases the percentages were 5.57 and 5.41. The-
obvious conclusion is that cost of collection as percentage of the de-
mand is much more in respect of small income cases as compared.
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with big income cases. The Ministry have pointed out that with the
i.ntloduction of ‘Summary Assessment Scheme’ the 1esults of the

is that the cost of collection on ‘Small Income Cases’ will register dec-
line. The Committee desire that impact of the ‘Summary Assess-
ment Scheme’ on the cost of collection may be watched through fur-
ther studies with a view to taking additional measures towards re-
duction of cost of collection in small income cases.

[S. No. 11 and Para 1.54 of the Appendix to the Fifty-first
Report of the PAC (1972-73) Fifth Lok Sabha].

Action taken

Steps for a further study as recommended by the Committee are
being examined.

[Ministry of Finance (Revenue and Insurance) O.M. No.
231/22/71-A & PAC dated 5th March, 1973]

Further Information
(Sr. No. 11)

A pilot study was got conducted by the Director of Inspection
(RS&P). The detailed results are shown in the annexure.

Annexure

A pilot study was made in representative changes in West
Bengal, Bombay City, Gujarat, Delhi and Madras Charges having
either both Scrutiny and Summary assessment cases or having only
Summary or Scrutiny cases. A Study has also been made, of one
Range in West Bengal Charge, having salary cases. The data col-.
lected in this pilot study for the years 1971-72 and 72-73 is given
as under:—

Year No. of Amount of  Cnost of Cost per Pcrcentage
¥ «  assets. demand collection. case. of cost of
raised collecticn
to demand
raised.
I Sk e o 5 6
1971-72 (in 00os)  (in 000s) '
i) Serutiny cases
@ y Rs.
(a) Cat. I . 15749 48,58,80 36,70 62-3 0-59%
(b) Cat. II : 7820 4,30,31
(c) Others 4 35332 9521,61
58901 62,10,72
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I 2 3 4 5 6
—(Ti‘)—.s—l:f;;;; —/-I-s;;;;._‘— 21,32 207 2‘:,-
(a) Cat. I - 7285 2,17,20
(b) Cat . IL A 12225 2,04,38
(c) Cat. ITI 5 24892 2,29,51
(d) Cat. IV 58572 3,70,24
" 103974 | 10,21,33
(iii) Salary Cases 4,99 564 4%
(a) 143(1) . 79299 70,77
(b) 143(3) 5572 56,63
84871 1,27,40
I?iF)/Z:S‘Z?zcl:'lzy cases ) 36,15 118 49
(a) Cat. I : 13079 78587,57
(b) Cat. IT ; 3651 3,54,16
(c) Others . 13899 7,28,58
30629 89,70,31
(ii) Susmary Assessments . 2.247 23 2:63%
(a) Cat. I ; 5245 1,88,41
(b) Cat. IL : 8785 1,80,06
(¢) Catl III . 23406 1,87,05
(1) Cat. IV . 59523 2,97,67 ‘
9659 8,53,19
(iii) Szlary Assets. 3 515 6263 7073 9
(a) 143(1) . 71779 34,30
e e T i A G SR e > i s sl o ST i
$ 77576 - - 66,55

It is noticed that though the cost per case in summary and salary
assessments as compared to scrutiny cases is less, but the percentage
of cost of collection to demand raised is more. This is natural as
the demand raised in summary and salary cases per case is lower.
Coming to the cost of collection of ‘Scrutiny cases’ while in 1971-72
it came to Rs. 62.3, it went up to Rs. 118 in 1972-73. However, at
the same time, the percentage of cost of collection in relation to
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demand raised, registered a decline in as much as it came down to
0.4 per cent in 1972-73 as compared to 0.59 per cent in 1971-72. In
‘Summary assessment’ cases, the cost of collection also rose a little
in 1972-73 as compared to 1971-72 when it came to Rs. 23 per case in
the former year as compared to Rs. 20.7 in the earlier year. Simi-
larly, the percentage of cost of collection in relation to demand
raised during the year 1972-73 also rose to 2.63 per cent as compared
to 2 per cent in the year 1971-72. In salary cases also, similar
phenomenon of the increase in cost per case as well as the percentage
of cost of collection in relation to demand raised, is noticed. It rose
to Rs. 6.63 per case in 1972-73 as compared to 5.64 in 1971-72 and
similarly the cost of collection in relation to demand raised rose to
7.73 per cent as compared to 4 per cent in 1971-72.

3. It can further be seen from the statistics that the demand raised
in scrutiny cases during 1971-72 amounted to Rs. 62.11 crores as
against Rs. 11.49 crores in ‘summary assessment’ and ‘salary cases’.
The demand raised in ‘scrutiny’ cases is, therefore, about 5.5 times
the demand raised in ‘summary’ and ‘salary’ assessment cases. The
cost per case in ‘scrutiny cases’ is Rs. 62.3 as against Rs. 13 in
‘summary’ and ‘salary’ assessments put together.  The cost of a
‘scrutiny case’ is about 4.8 times of the cost of ‘summary’ and
‘salary case.’

During 1972-73, the demand raised in ‘scrutiny’ cases is Rs. 89.70
crores while it is only 9.20 crores in ‘summary’ and ‘salary’ cases.
The demand raised in ‘scrutiny’ cases is thus about 9.75 times of the
demand raised in the two other groups of cases put together. The
cost per case in ‘scrutiny’ and the other two groups of cases put
together is Rs. 118 and Rs. 15.9 respectively i.e. the cost in ‘scrutiny’
cases is about 7.5 times the cost in other two groups of cases put
together.

4. The cost of collection for the three types of assessment cases
put together comes to Rs. 25.53 and Rs. 31 per case respectively for
the year 1971-72 and 1972-73; the percentage of cost of collection in
relation to revenue being .85 per cent and .64 per cent.

5. The above statistics, relating to pilot study, have been arrived
at without taking into account expenditure incurred on office
accommodation in some charges and proportionate supervision
charges etc. in all the charges (due to practical difficulties) in which
this pilot study has been undertaken. Similarly, it is presumed that
tax deducted ‘at source’ from salary cases is not included in the
demand raised in these cases. If that is included, the picture re-
garding the cost per case as well as the percentage of cost of col-
lection to the demand raised may slightly change.
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6. It may be pointed out that the ‘summary assessment’ scheme
was introduced in the middle of 1971 and full impact of its working
may not have been felt either in the year 1971-72 or 1972-73. More-
over, pilot study has been limited only to city charges. The picture
may be a bit different in mofussil charges.

Recommendation

The Committee feel concerned over the increase in the
number of cases of under-assessment and over assessment detected
by Revenue Audit during the period 1st September, 1969 to 31st
August, 1970. There were 16,997 cases of under-assessment of tax
amounting to Rs. 858.92 lakhs and 6,004 cases involving an over-
assessment of tax of Rs. 191.41 lakhs during the period 1st Septem-
ber, 1969 to 31st August, 1970, as against 12,418 cases of under-
assessment involving tax of Rs. 687.19 lakhs and 3.496 cases of over-
assessment involving tax of Rs. 100.92 lakhs detected during the
period from 1st September, 1968 to 31st August, 1969. Of the total
of 16,997 cases of under-assessment of tax detected during the
period 1st September, 1969 to 31st August, 1970, there. was short
levy of tax of Rs. 644.80 lakhs in 1,096 cases alone, while there were
840 such cases involving short levy of Rs. 537.46 lakhs during the
period 1st September, 1968 to 31st August, 1969.

The increasing number of cases of under-assessment and
over-assessment detected by Revenue Audit points to the need of
intensification of checks by Internal Audit. The Committee were
informed that although the number of Internal Audit Parties was
increased slightly during the year 1969-70, they were still in-sufficient
to condict more or less a concurrent audit of all cases. From the
figures furnished to them, the Committee find that the total assess-
ments checked by the Internal Audit Parties decreased from 2,77,332
in 1969-70 to 2,54,142 in 1970-71. However, the cases of under-
assessment detected by the Internal Audit increased from 29,746
involving short levy of tax amounting to Rs. 607.79 lakhs to 40,106
cases involving tax of Rs. 1,230.71 lakhs in 1970-71. The number of
cases of over-assessments increased from 11,123 involving tax of
Rs. 173.02 lakhs to 17,120 involving tax of Rs. 397.43 lakhs. The
Committee are not satisfied about the progress of rectification of
the errors pointed out by the Internal Audit Parties. According to
the review conducted by the Directorate of Income Tax Audit cases
involving only 20 per cent of the aggregate tax realisable on rectifi-
cation were rectified during 1970-71, while the corresponding per--
centage for 1971-72 was a little less than 30 per cent. The Ministry
have also’ noticed that rectifications, in most of the cases have not
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been done within the prescribed period of three months of the
raising of objections by the Internal Audit. The Ministry are
greatly concerned at the inadequacy of the rectification of errors
pointed out by the Internal Audit and they propose to take some
effective measures early. The Committee hope that effective mea-
sures will be taken by the Department to ensure that rectification
of under-assessments and over-assessments detected by Internal
Audit is made within the time of 3 months.

[Ttems 12 & 13 (Paras 2.26 and 2.27) of the Fifty First Report
of the Public Accounts Committee (1972-73) Fifth Lok Sabha]

Action taken

The observation of the Committee have been noted. It
may, however, be elucidated that the figures mentioned in Para 34
of the C&AS’s Report, 1969-70 represent the total number of ob-
jections raised by the Audit and not those admitted by the Depart-
ment which will be significantly less. Further, during the year
1960-70 the Audit scrutinised a much larger number of cases viz.
2,74,470 as against 2,59,269 cases scrutinised in the year 1968-69.

In this connection the Ministry’s reply to para 2.28 may
please be seen. The Director of Inspection (Income-tax has issued
instructions in January, 1973 to ensure that the prescribed time
limit for rectification on the basis of revenue and internal audit ob-
jections are enforced and the promptness in the matter achieved.

[Ministry of Finance (Revenue and Insurance) O. M. No. 246/41/
71- A & PAC dated the 8th March, 1973].

Recommendation

The Committee find that according to the instructions issued by
the Board in August, 1968, the Internal Audit Parties are required
to take up checking of assessments, particularly those involving
large revenues, soon after the assessments had been completed.
According to the instructions issued in December, 1969 the Internal
Audit Parties are required to take all category I assessments com-
pleted in rush period of February and March by the 30th June,
following and the assessments on total income of one lakh or more
made in any other month are required to be checked within three
months of the date of the assessment. The Committee have been
informed that no special review regarding the actual implementa-
tion of the instructions was conducted since the Director of Inspec-
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tion undertakings a monthly review of the performance of Internal
Audit Parties,

The Committee suggest that an immediate review of the working
of the Internal Audit should be undertaken by the Board to find out
how far they are carrying out the prescribed checks and bringing
to notice cases of under or over assessment requiring rectification.

The Board should also ensure that the rectification of the lapses is
done promptly.

[SL. No. 14 and Para 2.28 of Appendix to 51st Report of
the P.A.C, 1972-73].

The Committee learn that the assessments checked by the
Internal Audit Parties are not being stamped, with the result that
it is difficult for the Revenue Audit to know whether the assess-
ments have been checked by the Internal Audit Parties are not
being made available to the Revenue Audit as a matter of course.
The Cornmittee consider that there should be proper coordination
between the Internal Audit Parties and Revenue Audit so as to have
maximum impact on revenue collecting organisation. This can be
achieved by making the checks exercised by the Internal Audit
more comprehensive and thorough and by making their Reports
available contemporaneously to the Revenue Audit. The Committee
would further suggest that the scope and nature of checks to be
exercise by Internal Audit should be reviewed at least once in six
months by the Board of Direct Taxes in consultation with Revenue
Audit so as to make the checking more effective and pointed.

[Sl. No. 15 and Para 2.29 of the Appendix to 51st
Report of the P.A.C., 1972-73].

The Committee in the various sections of this Report as well as
of the 50th Report referred to inadequacies and lapses of Internal
Audit and have also indicated the lines on which the Internal Audit
check could be strengthened. They hope that Government would take
due note of these and take appropriate action early.

[S1. No. 16 and Para 2.30 of Appendix to 5lst
Report of the P.A.C. 1972-73].

Action taken

The working of the Internal Audit Organisation was
generally reviewed recently. The strength of the Internal Audit
Organisation was found to be inadequate and steps have been taken
to supplement it. More IAPs have been sanctioned headed by
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Inspectors who are technically better equipped than the Super-
visors who head the existing IAPs. Posts of ITOs (Internal Audit)
have been created for exclusive attention to and supervision over
IAPs work: More posts of IAOs (Audit) have been created for
effective senior control. Lastly the DI (IT & Audit) has been
given the assistance of a Dy. Director exclusively for attention to
overall coordination and guidance of audit work in the Department.
The procedures have also been stréamlined. According to these
latest instructions, inter aliac the IAPs have been asked to submit
draft rectificatory memos alongwith their audit objection, wherever
feasible, so that the officer concerned may finalize the same promp-
tly after show cause notice to the assessee. Observance of recti-
fication fortnights twice in a year, and a system of giving credit in
disposal output for the rectification work done by the Income-Tax
Officers have also been introduced.

The IAPs have been instructed to rubber stamp all the
files checked. Instructions have been issued that copies of the
IAPs reports should be made available to the Revenue Audit when
requisitioned; copies of Monthly Reviews of the Director of Inspec-
tion are also now being sent to the Director of Revenue Audit. The
Board keeps close watch over the DI's coordination and control of
audit work and necessary instructions are issued to him from time
to time, besides frequent personal discussions and assessment.

The observations of the Committee have been noted and
various steps taken as detailed in comments against paras 2.28 and

2.29.

[Ministry of Finance (Revenue and Insurance) O.M. No. 241/5/ 72-
A & PAC dated the 28th February, 1973].

Further Information (Sr. Nos. 14 & 15)

The position was reviewed in the year 1972.

The D.I (IT.&Audit) on behalf of the Board keeps watch over
the functioning of I.A.P. and issues monthly reviews, copies of
which are now being sent to the C&A.G. Any suggestions from the
C&A.G. on the basis of these reviews will be considered; in view
of this continuous arrangements which equally serves the purpose,
formal half yearly consultations do not appear to be necessary.

619 LS—4.
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COPY

DIRECTORATE OF INSPECTION (INCOME TAX)
‘NIRIKSHAN NIDESHALYA (AAYAKAR)’

4th Floor, Mayur Bhavan, Con. Circus,

No. Audit|9|73|DIT|22672. New Delhi—110001
Dated: the 8th March, 1973.

Circurar No. 1/AupIT or 1973

Checking of assessments made under the Voluntary Disclosure
Scheme as envisaged under Section 271 (4A) of the L.T. Act and
corresponding provisions of the Wealth-tax Act.

At present there are no specific instructions regarding checking
of assessments pursuant to orders passed by Cs.ILT. u|s 271(4A) of
the Income-tax Act, 1961 and the corresponding- provisions of the
Wealth-tax Act, 1957. The Board have decided that these assess-
ments may also be checked by the IAC (Audit).

The item indicated below may be added to duties of IAC (Audit)
in Part-B-Audit Funetions, or Annexure—II to Board’s Circular
letter F. No. 5/4|69|IT (Audit) dated 26th May, 1969.

(6) Checking of assessments pursuant to orders by Cs. LT. uls
271 (4A) of the Income-tax Act and corresponding provi-
sions of the Wealth-tax Act.

Sd/- R. L. MALHOTRA,
Director of Inspection (I.T. & Audit)

Recommendation

According to the provisions of Section 285 (A) of the Income-tax
Act, 1961, a person undertaking a contract for construction of a
building or for supply of goods or services in cofinection with it for
more than Rs. 50,000|- is required to furnish particulars of the con-
tract to the Income-tax Officer concerned. The Committee were
informed that during the year 1969-70, information was furnished
by 1068 contractors. The Committee suggest that it should be exa-
mined whether the authority awarding the contract should also be
required to send necessary information to the Income-tax Depart-
ment so that necessary action can be taken against the contractors
failing to send the particulars to the Income-tax Officer. [Sl. No. 17
and Para 2.31 of Appendix to the 51st Report of the P.A.C. (1972-73)].
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Action Taken

A new provision vis. Section 194-C has been introduced in the
Income-tax Act, 1961 by the Finance Act, 1972, as per which tax
has to be deducted at source from payments for carrying out any
work or for supply of labour in pursuance of a contract with the
Central Government, State Govt., Local Authority, Statutory Cor-
poration or a company. This provision is applicable to all cases
where the value of the contract exceeds Rs. 5,000]-.

2. Provision has also been made in Rule 37 (2C) of the Income-tax
Rules, 1962, to the effect that the person making deduction of tax
in accordance with section 194C should furnish to the Income-tax
Officer concerned relevant particulars in Form No. 26C which
includes information regarding the gross value of the contract.

[Ministry of Finance (Rev. & Ins.) OM No. 246|41|71-A&PAC dt.
«. 17-1-73]

Recommendation

Further the Committee note that at present the provision of this
Section is restricted to building contractors only. The Direct Taxes
Enquiry Committee in paragraph 2.223 of their‘final report have
recommended that the scope of this provision should be extended to
apply to all contractors. The Committee desire that decision on this
important recommendation should be taken without delay.

)
[SL. No. 18 and Para 2.32 of the Appendix to 51st Report of the
P.AC. (1972-73)]

Action Taken

The Wanchoo Committee’s recommendation contained in para
2.223 of its final Report is under consideration and a decision is
likely to be taken soon.

[Ministry of Finance (Revenue & Insurance) OM No. 246|41|71-
A&PAC dt. 17-1-73]

Further Information (Sr. No. 18)

Clause 77 of Taxafion Laws (Amendment) Bill, 1973 meets the
point by seeking to amend suitably Section 285A of the Income-tax

Act, 1961,
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Recommendation

Despite the concern expressed by the Committee in their succes-
sive Reports over the mistakes committed in the computation of tax
which went undetected, the number of such cases has shown a
steady rising trend in recent years. The number of cases which was
1,786 in 1965 went upto 2,719 in 1969-70. From the nature of the
mistakes examined by the Committee there can be only one con-
clusion that either there was no effective check in the Department
or the mistakes were not bona-fide. The Committee note that the
Department had issued some instructions on 13th December, 1971
after the Committee took evidence. The Committee would content
themselves with the observation that the effectiveness of perfor-
mance depends on the implementation of instructions of which
there was no dearth even earlier,

[S1. No. 19 and Para 2.43 of Appendix to 51st Report of the P.A.C.
(1972-73) ]

Action Taken

The observations of the Committee have been noted by the Gov-

ernment,
[Ministry of Finance (Rev. & Ins.) OM No. 20|125/69 I.T. Audit dt.

12-3-73]
Recommendation

The Committee regret The failure in this case which resulted in
a short levy of Rs. 52,006. They expect that the persons found at

fault will be suitably dealt with.

The rush of assessments in March, 1967 was partly responsible
for this failure. The Committee wish to reiterate their often repeat-
ed suggestion that assessments in high income brackets should as
as far as possible be completed earlier in the year.

The Committee would like to be informed of the recovery effect-
ed in this case.

In a number of cases, the Committee have been informed that
the Internal Audit could not audit them before they were taken up
by the Statutory Audit. This in the opinion of the Committee is
quite unsatisfactory. They wish to stress that the programme of
Internal Audit should be so arranged as to cover all the circles with-
out delay so that when Statutory Audit proceeds with their Audit
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they would have an opportunity to review the work of the Internal
Audit also.

[Ttem Nos. 20, 21, 22 and 23 (Paras 2.49, 2.50, 2.51 and 2.52) of the
Appendix to the Fifty First Report (1972 -73) Fifth Lok Sabha]

Action Taken

N

The Income-tax Officer concerned has been warned for the lapse.

The observations of the Committee have been noted: instructions
stand issued in this behalf with Board's No. F. 385/99/70-ITB dated
3-11-1970 (copy attached).

The additional demand raised on giving effect to the audit objec-
tion has since been remitted fully as a result of the Income-tax
Appellate Tribunal’s order giving substantial reduction in the income
assessed.

The Committee’s observations have been noted- Suitable steps
have already been taken vide the replies in respect of Para 2.20 of the
PAC’s 50th Report (1972-73) and Para 2.246 of their 51st Report
(1972-73), also attached copy of reply to item No. 106 of Lok Sabha
Sectt.'s O.M. No. 2/7/111/72/PAC dated 30-11-1972.

[Mlmstry of Finance (Revenue and Insurance) O.M. No. 20/86/69-
IT Audit, dated 20-3-73]

P. No. 385(99]70-ITB .
CENTRAL BOARD OF DIRECT TAXES

North Block, New Delhi, the 3rd November, 1970
From

Shri R. D. Saxena,

Secretary, Central Board of Direct Taxes.
To

All Commissioners of Income-tax.
Sir,
Sus: Public Accounts Committee—Recommendations made by

the Committee in paras 1.32 and 1.33 of its 117th Report.

I am directed to say that the Public ‘Accounts Committee have
made the following observations in paras 1.32 and 1.33 of its 117th
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Para 1.32:
“While the under-assessments have been caused by a multipli-

city of reasons, an important contributory factor, in the
opinion of the Committee has been the tendency on the
part of many income tax Officers to delay and rush
through assessments at the close of the financial year.
During the course of discussions on individual audit para-
graphs, the Committee noticed that quite a number of cases
in which mistakes or irregularities occurred had been
rushed through in the months 6f February-March. The
representative of the Board also conceded that the Income-
tax Department tended to work at a ‘“snail’s pace” in the
initial months of the financial year. The Committee have
already drawn attention to this mattéfin their previous
reports and would like Government to take effective
steps to curb this tendency so that the work is evenly
spaced out over the year. ;

Para 1.32

In re-ordering the assessment works it is important to ensure

that high income cases are taken up for assessment suffi-
ciently in time during the course of the year. The efforts
should be fo finalise all such cases by the end of Decem-
ber. The“Committee would like the Board to issue suit-
able instructions to diseffect, so that range Officers who are
responsible for fixing the priorities for assessment take
suitable action in the matter.

2. Regarding para 1.32, instruction have already been issued vide
letter No. 3|3|68-II (Audit), dated 8th October, 1968 wherein you
were requested to ensure that the Income-tax Officers plan their
programme of work in such a way that assessments of cases involv-
ing large incomes are not croweded into the last month and the last
week of the financial year. The Board desire that these instructions
should be scrupulously followed while planning the programme for
disposal of assessments.

3. Regarding para 1.33, efforts should be made ¥o finalise all high
income cases by the end of December as desired by the Committee.

Yours faithfully,
Sd|- R. D. SAXENA

Secretary, Central Board of Direct Taxes.
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Copy of reply to item No. 106 of Lok Sabha Sectt’s O.M. No.

2|7|111|72|PAC dated 30-11-1972,

Recently the IAPs have been further strengthened and imme-
diate audit by the IAPs within one month of the compiétion of the
assessment has been prescribed in respect of the following types of
cases:

(i) All company cases including SPT|ST.

(ii) Other income-tax cases involving assessed income of Rs. 1
lakh and more.

(1ii) Cases relating to other direct taxes in which tax payable
exceeds Rs. 20,000|-; and R

(iv) Refund cases involving an amount of Rs. 20,000/- and
above.

Lasily, broad based and comprehensive training arrangements
have now been provided for officers and staff at Commissioner’s
headquarters and the I.R.S. (D.T.) Staff College, Nagpur and its
four Regional Institutes at Bombay, Calcutta, Bangalore and Kan-
pur. This should improve their performance.

Recommendation

That a mistake of this type leading to under-assessment of Rs.
1,29,786/- in this case, should have occurred in a Central Circle Causes
some uneasiness. As admittedly there hag been negligence in check-
ing, the Committee hope that the Department will take due note of
it against the persons found remiss in the discharge of their responsi-
bilities. They would like to know the completion of the recovery in
this case.

[S1. No. 24 and Para 2.61 of Appendix to 51st Report of the P.A.C.
(1972-73)].

Action taken
Super-tax was correctly calculated by the clerk concerned but in
carrying over the figure from one column to the other, the last digit,
a zero was inadvertently omitted. The clerk concerned has been
warned but no action could be taken against the supervising Head
Clerk as he had since retired from service. The I.T.O. has also been
warned to be more careful in future.

Additional demand as subsequently reduced in appeal has been
fully collected.

[Ministry of Finance (Revenue & Insurance) O.M. No.
: 20/36/69 LT.Audit. 26-3-73]
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Recommendation

The Committee are concerned to find errors in a number of cases
of assessments under the voluntary disclosure scheme. These assess-
ments are at present not being checked by the Internal Audit Parties,
The Committee note that Internal Audit Parties are neither properly
equiped nor have they requisite status for checking these assess-
ments. They would like Government to ensure that assessments in
respect of voluntary disclosure scheme are thorouhgly checked in
internal audit to obviate any mistakes.

[Ttem 27 (Para 2.80) of the Appendix to the Fifty-first Report of the
P.A.C. (1972-73) Fifth Lok Sabha].

Action taken

The Director of Inspection (Income-tax and Audit) is being asked
to instruct the Inspecting Assistant Commissioners (Audit) to check
the assessments made under the Voluntary Disclosure Scheme.

[Ministry of Finance (Revenue & Insurance) O.M. No.
241/5/72 A&PAC dt. 28-2-73].

Further Information (Sr. No. 2%)

Item No. 3: A copy of the circular issued by the D.I. (IT.&Audit)
issued vide No. Audit|9|73|DIT|22672 dated 8-3-1973 is attached,

COPY

DIRECTORATE OF INSPECTION (INCOME TAX) ‘NIRIKSHAN
NIDESHALYA (AAYAKAR)’

4th Floor, Mayur Bhavan, Coﬁ. Circus
No. Audit|9]|73|DIT|22672 New Delhi-110001
Dated: the 8th March, 1973.
Circular No. 1|Audit of 1973 b

Checking of assessments made wunder the Voluntary Disclosure
Scheme as envisaged under Section 271(4A) of the I.T. Act and
corresponding provisions of the Wealth-tax Act.

\
At present there are no specific instructions regarding checking
of assessments pursuant to orders passed by Cs. I.T. u/s 271(4A) of
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the Income-tax Act, 1961 and the corresponding provisions of the
Wealth-tax Act, 1957. The Board have decided that these assess-
ments may also be checked by the IAC(Audit).

The item indicated below may be added to duties of TAC(Audit)
in Part-B-Audit Functions, of Annexure-II to Board’s Circular letter
F. No. 5/4/69|IT (Audit) dated 26th May, 1969.

(6) Checking of assessments pursuant to orders by Cs. L.T. u/s
271(4A) of the Income-tax Act and correspondmg provisions of the
Wealth-tax Act,

8d/-
R. L. MALHOTRA
Director of Inspection 1.T. & Aydif)
Recommendation

The Committee are glad to learn that after they took ewvidence
of the Ministry in this case instructions have been issued for preven-
ting lapses in the check of computation of income of assessees which
had not been given in the past the care it deserved, They would
like to watch the improvements through future Audit Reports.

[Sl. No. 28 and Para 2.86 of the Appendix of 51st Report of the
P.A.C. (1972-73)]

Action taken

The observations of the Committee have been noted.

[Ministry of Finance (Revenue & Insurance) O.M. No.
236/176/170 1.T. Audit dated 26-3-73]-

Recommendation

This is yet another case of mistake going unnoticed in the assess-
ment belonging to high income group made in the month of March.
The Committee are inclined to take a serious view of such mistakes
especially in a group charge, the object in creation of which was to
ensure greater accuracy in tax assessments. They hope that the
persons responsible for failure will be suitably dealt with.

[S. No. 29 and Para 2.95 of Appendix to the 51st Report—Revenue
Receipts, 1970-71 and Report of the C&AG for 1969-70]
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Action taken

The Commissioner of Income-tax has verified that the mistake was
in the nafure of an arithmetical error. The Income-tax Officer had
mentioned in the assessment order the correct rate to be épplied, but
error in the matter crept in at the time of calculations. The ITO and
his staff concerned have been suitably warned to be more careful
in future. General instructions have also been issued that the
Income-tax Officers should personally check tax calculations in cases
where assessed income stood at Rs. 1 lakh or more.

[Ministry of Finance (Revenue & Insurance) O.M. No.
236/159/70-I1 Audit dt. 8-12-74]

Recommendation

2.107. The Committee, note that Internal Audit Parties are not
equipped for scrutinising the assessments of the Insurance Compan-
ies, which are stated to be complex nature. As the need for the check
is all the more in complicated assessments, the Committee would urge
Government to ensure that Internal Audit Parties are adequately
equipped soon to take all types of assessments.

[Item No. 32 of the Appendix to the 51st Report of the PAC].

Action taken

2.107. Arrangements are being made by the Director of Inspec-
tion (I.T.), for giving special training to the IAPs checking insurance

companies.

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/
210/70 I.T. Audit dated 30th April, 1973]

Further Information (Sr. No. 32)

Necessary instructions have been issued by the Director of Inspec-
tion (IT) vide No. Audit-4/73-74/3450 dated 26th May, 1973 (copy
attached) to the Commissioners in whose charges insurance Com-

panies cases are mainly assessed.
Copy of letter No. Audit-4/73-714/3450 dated 26th May, 1973 from

Director of Inspection (I.T.) to Commissioner of Income-tax
Bombay City-I, Delhi-I, Calcutta-I and Madras-I,



53

Special Training to IAPs checking assessments of Insurance Com-
panies. !

The Public Accounts Committee in Para 2.107 of their 51st Report
have observed as under:

“The Committee note that Internal Audit Parties are not
equipped for scrutinising the assessments of the Insurance
Companies, which are stated to be complex nature. As the
need for the check is all the more in complicated assess-
ments, the Committee would urge Government to ensure
that Internal Audit Parties are adequately equipped soon
to take all types of assessments.”

Special training in checking insurance cases may please be given
to one IAP at your headquarters in keeping with PAC’s observations
and a report sent to the Directorate giving name of the persons train-
ed, duratjon of training, and also a copy of the training programme.

Recommendation

2.116. The instructions isseied by the Board in October, 1969 allow-
ed write off of the entire cost of a film in the year in which it was
released. Though this was not in accordance with the judicial view
on the subject given in 1957, the Department have expressed that
the position has radically changed since then. However, an audit
objection raised in May, 1970, the matter is stated to be taken for
consideration ‘de novo’ on merits. The Committee would like to
know the final decision taken in this regard early.

2.117. In this case the aggregate amortisation allowance granted in
the two years 1966-67 and 1967-68 had exceeded the cost of produc-
tion of the film. The Committee are unhappy to note that the Minis-
try have not issued any instructions so far regarding the maintenance
of the continuous record, like the depreciation chart to enable the as-
sessing officer to keep a watch that the total amortisation allowance
does not exceed the cost of production. The Committee wish that

this should be done early.
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2.118. Although this case was checked by the Internal Audit, they
failed to detect the errors for the reason that checking of amortisa-
tion was not covered in their check sheet than in vogue. The Com-
mittee hope that this lacuna has since been removed.

[Items 34 to 36 (Paras 2.116 to 2.118) of the Appendix to the 51st
Report of the PAC (1972-73) Fifth Lok Sabha]

Action taken

2.116. Revised instructions have since been issued in consultation
with Audit, vide eircular No. 92 F. 201/5/71-ITA-IT dated the 18th
September, 1972 (copy enclosed).

2.117. Instructions have since been issued for maintenance of pro-
per record of amortisation allowance vide Instruction No. 455 F. 201/
5/71-1TA-IT dated 18th September, 1972, copy attached.

2.118. Necessary changes in the internal audit check-sheet are be-
ing made.

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/
38/70 1.T. Audit dated 23rd April, 1973].

Circular No, 92
F. No. 201/5/71-ITA.II :
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 18th September, 1972
From:
Shri T. P. Jhunjhunwala
Secretary, Central Board of Direct Taxes.

To:

All Commissioners of Income-tax.
Sir,
SuBsEcT: Films—Cost of production and cost of aequiring dis-
tribution rights—Amortisation of—

Attention is invited to Board's circular No. 4(XI-3)D of 1959 dated

9th April, 1959 as modified by Circular No- 30 dated 4th October,
1969 on the above subject. '
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2. The Board has reconsidered the question relating to the amorti-
sation of the cost of production of a feature film. The effective life
of a feature film depends on many factors, the most important among
them being the market value of the stars acting in the films, which
in turn is reflected in the cost of production. On the basis of cost of
production, the feature films can be categorised into three classes:

€lass 2 G . 3 . Costof production including cost of positives

and advertisement expenses incurred by
the producer.

A e . 2 o . Rs. 35 lakhs .and above.
B 5 : 5 5 . Between Rs. 10 to 35 lakhs.
€ e 5 : . . BelowRs. 10 le'tkhs.

3. Normally feature films are disposed of by a producer either
under the minimum guarantee formula or by way of outright sale.
Under the minimum guarantee system a minimum amount is guaran-
teed to be paid to the producer by the distributor. In addition, a
right to partieipate in the over-flow is also retained by the producer.
Overflow represents the amount which is arrived at after the distri-
butor has recouped the minimum guaranteed amount and his com-
mission. In the case of outright sale the producer transfers all his
rights of exploitation of the feature film to the distributor for a lump-

sum consideration.

4, An actual case study of the films in A class was undertaken.
Feature films preduced with the cost of production of Rs. 35 lakhs
and above were found to have a run of more than 2 years. The Board
has, therefore, decided to revive the amortisation formula for such
films under which the value of the film will be depreciated by 60 per
cent in the first year, 25 per cent in the second year and 15 per cent
in the third year on time basis as elucidated in Board’s circular dated
9th April, 1959 referred in para 1. These percentages are not to be
deviated from and are to be followed in allowing cost of amortisa-

tion of A class feature films.

5. The effective life of feature films in B and C categories was
found to be normally of one year. It has therefore been decided by
the Board that the entire cost of production may be allowed in the
very first year of production if the film was released in the first half
of the accounting year, in case of the film was released in the later
half of the accounting year the value of the film should be taken at
50 per cent of the cost of production at the end of that accounting
year and the balance 50 per cent should be adjusted in the seocnd

year.
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6. The Board has also decided that the cost of acquiring distribu-

tion rights should be treated in the hands of the distributor in the

same way as the cost of production is treated in the hands of the

film producer, the rates of the allowance and manner being as indi-
cated in Paras 4 and 5 above.

7. If the producer sells the film outright for all the territories, the
entire cost of production should be allowed as a deduction in the year
of the sale irrespective of the category to which the film belongs. If
the distributor after having acquired the film by way of outright
purchase sells the film outright to another person in the first or sub-
sequent years, he would be assessable on the profits made on that
transaction by allowing the deduction for the price which he had paid
to acquire the exploitation rights.

8. In cases where the producer or the distributor disposes of the
exploitation rights of an A class film on mixed basis; i.e. some terri-
tories on minimum guarantee and others on outright sale, the deduc-
tion for the cost of production should be effected in the same propor-
tion as the amount of outright sale bears to total receipts. The re-
maining balance of the cost of production should be amortised on
lines indicated in para 4 above. If, for example, the cost of produc-
tion of an A class film is Rs. 40 lakhs and the exploitation rights for
three territories are disposed of for Rs. 20 lakhs on minimum guar-
antee basis. And the remaining territories for Rs. 25 lakhs by way
of outright sale, the cost of production should be amortised on the
following basis:— ,

Cost of Production . % . : . & . Rs. 4o lakhs
Minimum Guranteed amount]} : 4 - . . Rs. 20 lakhs
Outright sale : . . . & . s . Rs. 25 lakhs
Rs. 45 lakhs

25145 =X: 40 = . : : ; ; 5 Rs. 22,22,222

Therefore, the outright deduction from the cost of Rs. 40 lakhs would
be Rs. 22,22,222. The balance amount ie. Rs. 40 lakhs less Rs.
22,22,222, should be amortised on time basis as indicated in para 4.

9. Board’s circulars referred to in para 1 above stand modified to
the extent indicated above.

Yours faithfully,

Sd/- T. P. JHUNJHUNWALA,
Secretary, Central Board of Direct Taxes.



Instruction No. 456
F. No. 201/5/71-ITA-II
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 18th September, 1972.

3

From:

Shri T. P. Jhunjhunwala,

Secretary, Central Board of Direct Taxes.
To:

All Commissioners of Income-tax.
Sir,

SusJect:” Films—Cost of Production and cost of acquiring dis-
tribution rights—Amortisation of—

Attention is invited to Board’s Circular No. 92 of even date on
the above subject.

2. In order to ensure that the full receipts are accounted for and
the total Amortisation allowed does not exceed the cost of production,
the details tin the chart enclosed must invariably be maintained for
each film separately. No case of film producer or distributor should
be disposed of without completing this chart. Certificates of pay-
ments for three years from the persons who had acquired the exploi-
tation rights of the film must be obtained by the Income-tax Officers
so as to enable them to verify the correctness of the receipts disclos-
ed. It shall be the responsibility of the Inspecting Assistant Commis-
sioner to ensure that these instructions are being followed by the
Income-tax Officers strictly.

Yours faithfully,
Sd/- T. P. JHUNJHUNWALA,
Secretary, Central Board of Direct Taxes.



Amortisation Chart for Film

Name and address

Permanent Account Number

Accounting year

Producer /Distributor
Cost/Value of the film Dateof first Name and address of the buyers (a) Minimum gurantee Receipts Amount Remarks
release. of the exhibition rights. (b) Outrightsale amount disclosed amortised
received (to be shown year-wise yearawise
separately.)
I 2 3 4 5 6 7/

First year

Second year

Third year

85
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Further Information (Sr. No. 36)

Necessary instructions have already been issued to the Internal
Audit Parties for their guidence by the Director of Inspection (In-

come-tax & Audit) vide his Circular No. 5/Audit/73 dated 27-8-1973,
copy annexed.

ANNEXURE

Extract taken from Circular No. 5/Audit/73, dated 27-8-1973 issued
by the Director of Inspection (Income-tax & Audit), New Delhi.

Para 3 While checking cases of film producers/distributors, Inter-
nal Audit Parties should check whether amortisation chart has been
properly maintained for each film separately (Board’s Instruction No.
455 dated 8-9-1972), and further ensure that—

(i) full receipts have been accounted for; and

(ii) total amortisation allowance does not exceed the cost of
production.

Recommendation

2.123. This is a sad case where although the Income tax Officer
rightly treated the cost of replacement of certain items of depreciable
assets as allowable deduction, he failed to add back the cost debited
to the Profit and Loss Account While computing the assessments
for the years 1960-61 and 1967-68. The effect of this failure was an
under-charge of tax of Rs. 3,42,715/-. The mistake was not noticed
before Audit pointed it out in March 1970 with the result that assess-
ment for 1960-61 could not be rectified as it became time-barred.
The Committee desire to be informed whether the case was looked
into by Internal Audit and if so, how the mistake was not detected
by them. The Committee would also like Government to examine
whether. similar mistakes were made in the assessments for the
years 1961-62 to 1966-67 and take suitable action.

[Item 37 of the Appendix to the 51st Report of the PAC (1972-73)
Fifth Lok Sabha].

Action taken

The assessments in question were not checked by the Internal
Audit due to heavy back-log of older cases.

On check up it was found that no similar mistake had heen made
in the assessments for the years 1961-62 to 1966-67.

[Ministry of Finance (Revenue & Insurance O.M. No.
236/162/70 IT Audit dated 23-4-73].
619 LS—5
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Recommendation

2.147. The Committee note that the new rules brought into effect
from the 1st April, 1970 do not provide for industry-wise rate of
depreciation in respect of a large number of industries. The Ministry
has explained in this connection that it may not be possible to fix in-
dustry-wise rates because the percentage of machinery entitled to
different rates of depreciation may not bel the same in the case of all
the concerns ruhning a particular type of industry. In a case exa-
mined by the Committee, they have noticed that there has been
some controversy regarding determination of rate applicable to
printing machinery. The Committee would, therefore, suggest that
Government should examine as to how far the rules regarding de-
preciation allowance could be rationalised further to place matters
beyond doubt.

2.148. The Committee have been reiterating that each inspecting
Assistant Commissioner should check a certain number of cases of
each Income-tax Officer under his charge at regular intervals. They
note that although some instructions have issued in this regard it is
not yet known as to what extent Inspecting Assistant Commissioner
were able to pay attention to such a test check. The present position
is quite unsatisfactory. The Committee hope that the Ministry will
ensure that instructions are followed in letter and spirit.

[Items 41 and 42 of the Appendix to the Fifty-first Report, 1972-73
Fifth Lok Sabha].

Action taken

2.147. In the case referred by the Committee the assessment re-
lated to the period prior to 1-4-1970; the new depreciation rules were
introduced with effect from 1-4-70. Instructions have been issued
laying down guidelines for aplying the rates applicable prior to
14-1970 vide attached copy of Board’s Instruction No. 416 F. 202/11/
72-IT AII dated 12-5-72.

9.148. The Director of Inspection (IT&A) has been asked to en-
sure compliance with the instructions issued by him on 10-11-1970
in this matter; for check up the Commissioner’s have been asked
to send half-yearly reports to the D.I.

[Ministry of Finance (Revenue & Insurance O.M. No.
236/229/70-IT Audit dt. 19-4-1973].
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Recommendation

2.154. According to the Ministry mistakes noticed in these cases
are due not to either carelessness or negligence but to the fact that
there was some controversy about the correct rate of depreciation to
be applied to the printing machinery. It is unfortunate that the con-
troversy in this regard was not considered till June, 1971. As per
‘the interpretation now given if there is no specific rate prescribed
for the industry as a whole the rates prescribed for individual items
of plant and machinery have to be applied to such individual items
and if no specific rate has been prescribed for any individual item,
then the general rate will apply to such individual items. The Com-
mittee trust that suitable instructions in the matter have been issued
by the Central Board of Direct Taxes in consultation with Audit.

2.155. The Committee are unable to agree with the view of the
Ministry that no general review was called for. They accordingly
suggest that it should be undertaken now to find out whether there
have been cases of incorrect application of rate of depreciation
in the light of the interpretation referred to above so that the rele-
vant assessments which have not become time-barred may be
rectified.

IS. Nos. 43 & 44 (Paras 2.154 & 2.155) of appendix to 51st Report of
the Public Accounts Committee (1972-73)].

Action taken

2.154. The Central Board of Direct Taxes have already issued on
this subject Instruction No. 416 F. No. 202/11/72-IT (A-II) dated
12-5-1972, a copy of which has been supplied to the Committee in
reply to their query at S. No. 24 of Lok Sabha Sectt’s O.M. No.
2|7|IV|2[72|PAC, dated 20[21-9-1972.

2.155. As stated in reply to item No. 5 of the Lok Sabha Sectt’s
O.M. No. 2[7[III|2|71|PAC dated 4-2-1972 the Commissioners in
whose charges the mistaken interpretation was adopted, have issued
instructions for review and rectification of other such cases.

[Ministry of Finance (Revenue & Insurance O.M. No.
20/205/69-IT Audit dt. 2-5-73) ].

Further Information (Sr. No. 44)

The review was ordered by the Commissioners of Income-tax,
Madras wvide Circular dated 9-3-1970 (copy furnished to the Lok
‘Sabha Secretariat vide Ministry’s F. No. 20/205/69-IT Audit dated
14-9-1972 in reply to item No. 5 of Lok Sabha Sectt. O.M. 2|7|III|2|71
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dated 4-2-72); information regarding results of the review had not:
been called for by the Commissioners.

Recommendation

2.163. The Committee regret that incorrect allowance of deve-
Iopment rebate totalling upto Rs. 1.05 crores for the assessment
years 1962-63 to 1966-67 relating to a Public Sector Undertaking was
not detected although all the assessments were checked by the In--

terngl Audit. The Committee would like to know the action taken-
for the failure in this regard.

2.164. The Committee . do not appreciate any relaxation in the-
standard of scrutiny of tax returns submitted by Public Sector Un-
dertakings. They accordingly trust that the Ministry will issue
suitable instructions to all the assessing authorities,

[Items 45 & 46 (Paras 2.163 & 2.164) of the Appendix to the Fifty
First Report of the P.A.C. (1972-73) Fifth Lok Sabha]..

Action taken
2.163. The Internal Audit Party official was warned for the lapse.

2.164. Necessary instructions were issued with No. 361 F. 20/
151/69-IT(Audit) dated 22-12-71 (copy attached).

[Ministry of Finance (Revenue & Insurance O.M. No..
20/151/69 IT Audit dt. 8-3-73].

Instructions
New Delhi, the 22nd December, 1971..

To
All Commissioners/Addl. Commissioners of Income-tax

Sir,

SuB: Assessment of business income-Scrutiny of the retwrns and
claims for deductions and allowances—Cases of Public Sector
undertakings-Extent of check reg.—

In the course of the last meeting of the Public Accounts Commit-
tee held in October, 1971 for considering the C&AG’s Revenue Audit.
Reports for 1970 and 1971 (for the year 1969-70) the assessr.nents
made in the case of a public sector undertaking came up for discus-
sion. The Committee felt that the concerned Income-tax officer had
not scrutinised the returns and claims for deductions and allowancr—*”
made by the assessee, as thoroughly as one expects in other cases of
comparable volume of business. They desired the Income-tax Offi-
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«cers and other Income-tax authorities to be instructed not to discri-
minate or appear to discriminate between the assessments of public
:sector undertakings and those of other assessees.

2. The Board would like to impress on the Income-tax Officers
-and other Income-tax authorities that they are anxious to have any
misgivings in this respect dispelled by impartial and thorough scru-
tiny of the returns of income and claims for deductions and allow-
ances of the public sector undertakings to the same extent as in the
case of any other assessee with comparable turnover or income.

3. The instructions may please be brought to the notice of all

-officers assessing the case of public sector undertakings in your
.charge.

Sd/-
S. BHATTACHARYYA,

Secretary, Central Board of Direct Taxes.

Recommendation

The Committee note that an Appellate Tribunal had already held
in a case that sale of goods on credit to its members by a cooperative
.society did not mean providing credit facilities, as contemplated
under the Act. It is unfortunate that although the matter was
Jbrought to the notice of the Ministry in September, 1970 by Audit,
the opinion of the Ministry of Law has not yet been taken with the
result that no instructions clarifying the position have been issued
to the lower formations of the Department. The Committee hope that
it will be done without further delay.

ISL. No. 47 and Para 2.173 of Appendix to 51st Report of the PAC
(1972-73) Fifth Lok Sabha].

Action taken

"The opinion of the Ministry of Law has since been obtained and
on the, basis of this opinion, the audjt objection has been accepted
.and the audit informed. The Law Ministry’s advice on the facts of

this specific ,case has been conveyed to the Department for taking
«consequential action.

‘;[Ministry of Finance l(Revenue & Insurance O.M. No.
20/1/69-IT Audit dt. 2-5-73].
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Recommendation

The Committee are unable to understand how the Income-tax
Officer overlooked the fact that the tax relief on newly established
Industrial undertakings is admissible only for a period of five years
from the year in which production started and allowed the relief
beyond the stipulated period for the assessment years 1963-64 and
1964-65 which resulted in under-assessment of tax to the tune of
Rs. 13,563,971/-. They, however, wish to be informed of the outcome'
of the appeal preferred by the assessee in this case.

[Item 48 (Para 2.178) of the Appendix to the Fifty First Re-
port of the P.A.C. (1972-73) Fifth Lok Sabha].

Action Taken

In allowing the assessees appeal against the re-assessment for:
assessment year 1963-64, the Appellate Assistant Commissioner held
that manufacture - of articles in EMU Coach  began
only in the previous year ending 31-10-1958 and that the relief
under section 84 was admissible for the assessment year 1963-64.
The A.A.C.s decision has been accepted by the Department. The
appeal for the assessment year 1964-65 was rejected by the A.A.C.
and the relief accordingly stands withdrawn.

[Ministry of Finance (Rev. & Ins) O.M. No. 20/96/69-IT Audit
dated 5-3-73]

Recommendation

The Commlttee were informed by the Mmlstry that the Income-
tax Officer had been instructed to take remedial action in the case
of share-holder’s assessments. The action taken in this regard, may
be reported to the Committee.

[S1. No. 49 and Para 2.179 of Appendix fo 51st Report of the
P.A.C. (1972-73) ].

Action Taken

It was subsequently intimated by the Department that no ex-
emption under sections 85 and 101 was allowed to the share-holders.
in respect of dividends received by them; as such,-the action of
withdrawal of relief did not arise. This was communicated to the
Committee vide Ministry’s O.M.F. No. 20/96/69-IT (Audit) dated
14-9-1972 in response to their O.M. No. 2/7/111/2|71, dated 4-2-1972.

[Ministry of Finance (Revenue and Insurance) O.M.
No. 20/96/69 IT Audit dated 26-3-1973}
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Recommendation

The tax holiday relief incorrectly allowed before deducting de-
velopment rebate from the profits and gains of a Government own-
ed company resulted in a short levy of over Rs. 6 lakhs. The Com-
mittee note that the additional demand has already been raised, but
the assessee has gone in appeal. The Committee may be informed
of the outcome.

[SI. No. 53 and Para 2.193 of Appendix to 51st Report of the
P.A.C. (1972-73)]

The Committee would also like to know the results of an inde-
pendent review of the Department as to whether the tax relief was
properly calculated for the assessment years 1963-64, 1964-65 and
1966-67 in respect of this company.

[S1. No. 54 and Para 2.194 of Appendix to 51st Report of the
P.A.C. (1972-73) ]

Action Taken

Assessee’s appeal for assessment year 1965-66 is pending before
the Income Tax Appellate Tribunal whereas appeals before the
Tribunal for assessment years 1962-63, 63-64 and 67-68 have been
withdrawn by the assessee. Rupees three lakhs have ‘been realised
out of the additional demand raised and the assessee has been allo-
wed to pay the balance demand at the rate of Rs. 10,000/- per
month.

The tax holiday relief was correctly allowed in assessment years
1963-64 and 1964-65 whereas no relief was allowed for assessment
year 1966-67. |

[Ministry of Finance (Revenue and Insurance) O.M. No. 236/228/
70-IT Audit dated 6-1-19731

Further Information (Sr. No. 53-54)

The Tribunal vide order dated 23rd March, 1973 have confirmed
ITO’s order u/s. 154 dated 27-11-1970 for assessment year 1965-66. -

Unabsorbed development rebate of Rs. 2,56,95 for 1962-63 and
carried forward development rebate of Rs. 8,27,039 for assessment
year 1961-62 were adjusted in assessment for 1963-64 by order u/s.
154 dated 17-11-70.
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Recommendation

The Committee regret to find that there is no satisfactory arran-
gement to ensure timely revision of the partner’s assessment, pro-
visionally completed, after the final share income becomes known.
Althouh the erstwhile Central Board of Revenue had prescribed
a register called ‘register of cases of provisional share incomes’ to
be maintained in each income-tax office, the register is not being
maintained properly. Inordinate delays have occurred both in inti-
mating the correct share of income by the officer assessing the firm’s
income and in taking timely action by the officer assessing the part-
ner’s income. The Committee, therefore, suggest that there should
be a similar register through which the timely intimation of the cor-
rect share of income to the officer assessing partner’s income can
be ensured. This would also help to watch the action taken to revise
the partner’s assessment, which is already required to be intimated
to the officer assessing the firms income. Further it is desirable
to have a time-limit both for such an intimation to be sent and for
revising the partner’s assessment on receipt thereof. The proper
maintenance of the register already prescribd and the one now sug-
gested by the Committee and adherence to the time-limit to be laid
Jdown, should be checked by the Inspecting Assistant Commission-
ers as also by the Internal Audit so as to ensure that the interests
of revenue are properly safeguarded.

In the case referred to in sub-para (a) of the Audit Paragraph,
the action of the Income-tax Officer in deciding at the request of the
partner to wait till the Appellate Commissioner passed the order
on the appeal of the firm, instead of raising the demand after recti-
fying the assessment of the partner, is admittedly unjustified. The
Committee hope that suitable action will be taken against the
officer responsible for this lapse. They would also like to know the
circumstances leading to an inordinate delay of 2} years on the

part of the Officer assessing the firm’s income, in communicating
the partner’s share.

In respect of the case mentioned in sub-para (b), although the
firm’s assessment was completed before the assessment of the part-
ner’s income was taken up, the share of the partner was not taken
into account. It is, therefore, for the Department to consider how
it could be ensured that such intimation received in advance of the
assessment of the partner’s income is not lost sight of.

The Committee, however, find that in this case the partner him-
self did not disclose his share of the firm’s 1ncome in his return As'
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orima facie non-disclosure of the share of the firm’s income by the
partner after it became known, appears to be a case of concealment
of income, the Committee suggest that this aspect may be examined
in consultation with the Ministry of Law and Audit and suitable
instructions issued for the guidance of the Assessing Officers.

[Items 56 to 59 of the Appendix to the 51st Report of the P.A.C.
(1972-73)-Fifth Lok Sabha]
Action Taken

The Director of Inspection (Income-tax and Audit) has been
asked to prescribe effective procedure for watching intimation of
share-income on one hand and consequential action on the other.
Non-statutory time-limits for intimation of the share-income and
for rectification of assessment are also proposed to be prescribed.
Proper follow-up will be checked by the IACs and IAPs.

The I.T.O. responsible for the lapse has been cautioned.

The exact circumstances leading to the delay in intimation of

the share-income are being ascertained and will be intimated in
due course.

Instructions are being issued by the Director of

Inspection,
-vide reply to para 2.224 above.

Instructions have been issued wvide attached copy of Instruction
No. 507, F. No. 284/62/72-IT (Inv.) dated 16-2-1973.

[Ministry of Finance (Revenue and Insurance) O.M. No. 20/
210/69-IT Audit dated 30-4-1973]

Further Information (Sr. No. 56-58)

Necessary instructions in this regard have been issued by the

Director of Inspection (I.T.) wvide No. RA/10/3/73/DIT dated 28th
March, 1973 (copy attached).

(COPY)

DIRECTORATE OF INSPECTION (INCOME TAX)
‘Nirikshan Nideshalya (Aayakar)’

Mayur Bhavan
No. RA/10/3/73/DIT ;

_ New Delhi, March 28, 1973.
Circular No. 3/Audit of 1973 Measures to ensure assessment
of correct shares of partners of firms

In its 51st Report, PAC have observed that “Inordinate delaVs,
‘have cccurred both in intimating the correct share of income by the
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officer assessing the firm’s income and intaking timely action by

the officer assessing the partner’s income.” (Para 2.224)

Instances have come to the notice of the Board where though the -

assessment of the firm had already been completed, the partner as-

sessed in the same Ward did not show the share income in his re--

turn filed subsequently and the assessment of the partner was com-
pleted without including the share income. It has also been noticed
that the Register of cases of provisional share income to be main-
tained in each Income-tax Office is not being maintained properly.

In order to avoid such omissions as well as duplication of work .

involved in revising assessments made on provisional share income,
it is imperative that assessments of the firm and its partners, as far
as possible, are taken up simultaneously. If for any reason, there
is delay in completing the firm’s case, entries in the Provisional
share Income Register prescribed vide Board’s Circular No. F-53 (6) /
1T/58 dated 3-2-1959 and F. 36|31|63-IT. A-I dated 3-7-1964 should
be made and follow-up action watched carefully. On the other

hand, if there is delay in completion of the partner’s assessment, .

the share: determined should be noted in the partner’s case imme- -

diately on completion of the firm’s assessment.

The Register of Registered firms prescribed in paragraph 26 of.
Chapter XIII of Office Manual Volume-II Section-2 is now to be -

maintained by the Income-tax Officer assessing the firm in a new
form which incorporates information pertaining to intimation of
share income to the Income-tax Officer assessing the partner. The

columns of this new form are given in the Annexure to this Circu- -
lar. This new form of the Register of Registered Firms may be -

brought into use immediately.

If a partner is assessed in a different Ward an intimation in the -
form prescribed vide Directorate’s Circular letter No. M-35/18/70-DIT *

dated 10.8.70 must be sent by the Officer assessing the firm within

one month of completion of the firm’s assessments. The ITO:

assessing the partner should keep this intimation on the partner’s
file and acknowledge its receipt.

Though the time limit u/s 15(1) of the L.T. Act for rectification
of the provisional share assessed in the partner’s case in 4 years from

the date of assessment of the firm, the Board have directed that ad--
ministratively the time limit for rectification in the partner’s case
shall be three months from the date of receipt of the intimation of
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the share (except when the time limit évailable under the law is
less than this period.)

It is for the Range IACs now to ensure that the above mentioned
Registers are maintained properly and the prescribed time limits are
adhered to by their officers. The Internal Audit Parties should
check up these Registers and point out cases where the prescribed
time limits have not been observed.

Sd./ R. L. Malhotra,
’ _ ‘ D.I. (IT & Audity
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Further Information (Sr. No. 57)

The Officer assessing the Firms had intimated the share income in-
March, 1964 but the Officer assessing the partner does not appear to-

have received the same. The matter being old, further probe has:
not revealed any other circumstance.

Recommendation

The wrong application of concessional rate of tax applicable to-
companies mainly engaged in manufacture to the income of a com-:
pany mainly derived from purchases and sale of goods and from
royalties in this case resulted in a short-levy of Rs. 1.13 lakhs.
The Committee understand that the assessing officer concerned has
been associated with a number of audit objections. They would like-
to be apprised of the results of the review of all cases of mistakes"
committed by him and the action taken on the basis thereof.

[S]. No. 60 and Para 2.233 of Appendix to 51st Report of the P.A.C.
(1972-73) ]

Action taken

The assessing officer’s work has been checked. He has committed
mistakes in other cases also. In two cases simple warning has:
been issued by the C.I.T. concerned directing the I.T.O. to be
careful in future. In the third case adverse comments of the:
C.1.T. are being placed on the C.C. Roll of the officer. The officer
who was formerly posted in a Companies Circle at Calcutta has
since been transferred to a Non-companies Circle at Bombay.

[Ministry of Finance (Rev. & Ins.) OM No. 20/237/69-IT Audit
dt. "20.3. 751l

Recommendation

The Committee have been repeatedly stressing the need to
exercise special care in assessing tax on companies. Notwithstand-
ing the steps stated to have been taken in this regard, the mista}kes-
in the levy of tax on companies have assumed alarming proportions
inasmuch as the number of cases in which errors were noticed dur-
ing 1969-70 was 135 involving under-assessment to the tune of Rs.
202.66 lakhs. That, this was so in spite of comparatively lesser-
number of assessments handled in Company Circles by senior and
experienced officers, is disturbing. As admittedly there is need to-
impart adequate training to the officers in company assessments,.
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‘the Committee suggest that there should be regular refresher cour=
.Ses for these officers after the passage of each Finance Act and issue
-of detailed instructions thereon. The Committee would like such
training courses to be held on a systematic basis and without delay.

The Committee need hardly emphasise in this connection
that the Internal Audit should be suitably equipped and strengthen-
«ed to take up effectively the big company assessments immediately
after they are completed. '

[Sl. Nos. 61 and 62 and Paras 2.245 & 2.246 of Appendix to 51st
Report of the P.A.C. (1972-73) Fifth Lok Sabha].

Action Taken

The Ministry appreciates the need for imparting adequate
training to the officers handling company assessments. A beginning
was made in the matter when such refresher courses were arrang-
ed during the year 1972 in four centres viz. Bombay, Calcutta, Delhi
and Madras. Refresher Courses in general will in future be attend-
ed to by the expanded set up approved recently for training of De-
partmental officials; the Indian Revenue Service (Direct Taxes)
Staff College, Nagpur has been made the apex body responsible for
such training with help provided from four Regional Training Insti-
tutes at Bombay, Calcutta, Kanpur and Bangalore.

The strength of the Internal Audit Parties has recently
been increased and their procedures streamlined, vide the Ministry’s
reply to para 2.20 of the 50th Report of the Committee. Further,
.all the company cases including SPT|Sur-tax assessments have now
been brought under the category of “Immediate Audit cases” which
are to be checked by the Internal Audit Parties within one month of

the completion of assessment. s
[Ministry of Finance (Rev. & Ins.) OM No. 236/67/70-IT Audit
dt. 2-5-73]

Recommendation

In pursuance of the Committee’s earlier recommendation contain-
ed in their 73rd Report (Fourth Lok Sabha), the review of all assess-
ments for the assessment years 1964-65 to 1967-68 in regard to in-
correct levy of super tax on total income of Rs. 1 lakh and over, is
in progress: The Committee would await a report in this regard.

[S1. No. 63 and Para 2.247 of Appendix to 51st Report of the PAC
(1972-73) Fifth Lok Sabha].

~t



Action Taken

The desired review has been conducted, as further elucidated by
~Audit, in all Commissioners’ Charges in respect of the assessments
of all Companies for assessment years 1956-57 to 1959-69 completed
during the period 1964-65 to 1967-68. Total tax involved in cases
.spotted in review would work out to Rs. 6.96 lakhs out of which
cases involving tax of Rs. 1.10 lakhs are within time limit for rectifi-
catory action which is being taken accordingly.

[Ministry of Finance (Rev. & Ins.) OM No. 17]23|69 IT Audit
dt. 18-4-73].

Recommendation

It is regrettable that the opinion of the Ministry of Law was
sought for belatedly. The Committee desire that in such cases the
position should be got clarified expeditiously and instructions issued
to ensure that uniformity is observed in all the charges.

[Sl. No. 67 and Para 2.262 of Appendix to 51st Report of P.A.C.
(1972-73) 1.

Action Taken

The Observations of the Committee have been noted for further
guidance.

[Ministry of Finance (Rev. & Ins.) OM No. 20/88/69 IT Audit
dt. 26-3-73].

Recommendation

Although the Committee desired to have the information
regarding the total number of Advocates practising in the various
High Courts and Supreme Court and the number of persons who
were borne on the books of the Income-tax Department as assessees,
the information is still awaited. The Committee trust that on
the basis of the information to be collected, the Department would
make a survey to ensure that there is no evasion of tax.

Further Government may consider the feasibility of asking
the various courts to furnish to the Income-tax Department periodi-
cally information regarding cases decided by them and the persons
who appeared as solicitors or advocates for both sides so that the
Department may be in possession of necessary information to verify
the correctness of the returns filed by persons of these professions.

[S1. Nos. 68 and 70 and Paras 2.271 and 2.272 of Appendix to 5lst
Report of the PAC (1972-73) ].
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Action Taken

Relevant information is being collected and observations of the
Committee have been noted for processing.

[Ministry of Finance (Rev. & Ins.)) O.M. 20/219/69-II Audit.
dated 7-3-73]..

Further Information (68, €9, 70)

29. It was decided to have a tripartite discussion in a meeting.
with the representatives of Ministry of Law, C&AG and this
Ministry and the matter has been referred to the C & AG aceording~

ly. The decision reached after proposed discussion will be intimat-
ed to the Committee.

30: In this connection a reference is invited to the Ministry’s re-
ply to para 2.271 of this (51st) Report sent with O.M. No. 240(2|72~
A&PAC dated 15.11.1973.

Recommendation

As regards sub-para (iii) the Committee were informed that al-
though Audit were told earlier that Ministry had accepted the mis~
take, the question regarding applicability of the provisions eof Sec-
tion 297 (ii) (g) of the new Income-tax Act to the cases of penalty
proceedings initiated before 1st April, 1962 has been subsequently
referred to the Ministrv of Law. The Committee would like to be
informed of the view of the Ministry of Law as also the action taken:
to rectify and recover the penalty, if required.

[S1l. No. 72 and Para 2.289 of Appendix to b51st Report of the
P.A.C. (1972-73) ].

Action Taken

This is in continuation of this Ministry’s interim reply sent with
O.M.No. 236/260|70-IT (Audit) dated 7.3.73. The Ministry of Law
has opined that penalty under the provisions of Income-tax Act;
1961 could be imposed in this case although the notice was issued
under Income-tax Act, 1922. However, in the present case no ac-
tion to rectify and recover further penalty is possible as such ac-
tion was time-barred even before the receipt of the audit objection.

[Mmlstry of Finance (Rev. & Ins.)) OM No. 236/226/70-IT Audit:
dt. 2-6-73]..
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Recommendation

In view of the mistakes committed and the prevailing confusion
in regard to levy of penalty the Committee wish to suggest that the
Board should consider the feasibility of bringing out a compendium
of instructions on penalty provisions in the Income-tax Act for the
guidance of the Assessing Officers.

[Sr. No. 75 and Para 2.292 of Appendix to the 51st Report of the
PAC (1972-73) Fifth Lok Sabha].

Action taken
2.292: The matter is under consideration of the Board.

[Ministry of Finance (Rev. & Ins.) OM No. 236/134/72 APAC
dt. 30-4-73].

Further Information (Sr. No. 75)

2. 292: The Compendium on penalty provisions has since been

prepared and will be made available to all the officers shortly.
Recommendation

The Committee are unhappy over the recurring cases of consi-.
«derable excess refunds arising from double credit of advance tax
paid due to some mistake or the other. They desire that bonafides
or otherwise of such mistakes should be carefully gone into for
stringent action wherever necessary.

[Sl. No. 78 and Para 2.312 of Appendix to 51st Report of the PAC
. (1972-73) .
Action taken

The Commissioners have looked into the circumstances of rele-
vant cases and warned the assessing officers concerned to be more

«careful in future.
[Ministry of Finance (Rev. & Ins.) OM No. 236/213/70-I1 Audit
dt. 7-3-1973].
Further Information (Sr. No. 78)

The findings of the Commissioners are that the mistakes were
attributable to lack of care on the part of the Income-tax official,

who have been warned to be more careful.

619 LS—6.
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COPY
INSTRUCTION NO. 562
F. No. 228/22/73-ITA 1I
GOVERNMENT OF INDIA

CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 27th June, 1973.

From:

Secretary, Central Board of Direct Taxes.

PR

All Commissioners of Income-tax,

SuBJecT: —Checking of Refunds—Duties of Inspecting Officers—

Para 17, Chapter XVII, Office Manual Vol. II,,
Section II.

Sir, i A

I am directed to say that para 17, Chapter XVII of Income-tax:
Department Office Manual Vol. II Section II, page 169 provides-
that: The staff of the TAC during inspection of an Income-tax Circle
should adopt the following procedure in checking refunds granted:

(i) All refund cases where the refund is Rs. 500 or above
must be checked, refunds of below Rs. 500 must be:
10 per cent test—checked.

(ii) All vouchers exceeding Rs. 1,000 which have been issued’
during any year should also be checked and initialled by
the IAC and he should comment on the delays in dis-
posal of the refund applications and excess or short re-
funds in Inspection Reports.

The number of refund cases involved in (i) and (ii) above'iS'
often very large. It has, therefore, been decided that the limits
prescribed in the above para may be raised to Rs. 5,000.

Para 17 therefore, stands modified accordingly.

As the cases now to be checked by IAC will be much smaller im
number, the Board desires that instructions contained in para 17,
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Chapter XVII of Income-tax Department Office Manual should be
scrupulously followed. ‘

Yours faithfully,
Sd|-
(T. P. JHUNJHUNWALA),
Secy., Central Board of Direct Taxes.

Copy forwarded to:—

As usual.
Recommendation

Incidentally the Committee note that the existing instructions
that all refund cases involving a sum of Rs. 500 and above should
be checked by the Inspecting Assistant Commissioner have fallem
into disuse and that the limit fixed for the check is considered to be
“too low”. The Committee wish to point out that it is undesirable
to allow such important instructions to be ignored. The limit could
have been suitably revised in order to ensure strict observance of
the imstructions. The Committee trust that the Board would review
the observance or otherwise of such long standing instructions in
the light of changed context and take appropriate action.

[SI. No. 80 and Para 2.314 of Appendix to 5lst Report of the
P.A.C. (1972-73) Fifth Lok Sabha]

Action taken

Necessary instructions are being issued by the Director of Ins-
pection (Income-tax) modifying the existing ones in the Income-tax
Office Manual Pt. II (page 169) about checking of refunds. It has
been decided that as a practicable measure cases of refunds in-
volving surn of Rs. 5,000 and above should be checked by the Ins-
pecting Assistant Commissioners of Income-tax. The revised ins-
tructions are to be strictly followed.

[Ministry of Finance (Rev. & Inc.) O.M. No. 236/243/70-II Audit
19-4-1973].
Further Information (S1. No. 80)

In the light of Committee’s recommendation the Board have re-
viewed the matter and the limit of Rs. 500 was raised to Rs. 5,000
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vide instruction No. 562 F. No. 228/22/73-IT (A. II) dated 27- 6 73
(copy enclosed); strict observance has been enjoined.
COPY
INSTRUCTION NO. 562
F. No. 228/22/73-ITA. 1I
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
’ New Delhi, the 27th June, 1973.

From:
Secretary, Central Board of Direct Taxes.

To
All Commissioners of Income-tax.

SusJecT: —Checking of Refunds—Duties of Inspecting Officers—
Para 17, Chapter XVII, Office Manual Vol. II, Section II.

SiI‘, W O
I am directed to say that para 17, Chapter XVII of Income-tax
Department Office Manual Vol. II Section II, page 169 provides
that: The staff of the IAC during inspection of an Income-tax Circle
should adopt the following procedure in checking refunds granted:

(i) All refund cases where the refund is Rs. 500 or above
must be checked, refunds of below Rs. 500 must be 10
per cent test—checked.

(i) All vouchers exceeding Rs. 1,000 which have been issued
during any year should also be checked and initialled by
the IAC and he should comment on the delays in dis-
posal of the refund applications and excess or short re-
funds in Inspection Reports.

The number of refund cases involved in (i) and (ii) above is
often very large. It has, therefore, been decided that the limits
prescribed in the above para may be raised to Rs. 5,000.

Para 17 therefore, stands modified accordingly.

As the cases now to be checked by IAC will be much smalier in
number, the Board desires that instructions contained in para 17,
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Chapter XVII of Income-tax Department Office Manual should be
scrupulously followed.

Yours faithfully,
Sd[-
T. P. JHUNJHUNWALA,
Secy., Central Board of Direct Tazxes.

Copy forwarded to:—
As usual.

Recommendation

The Committee, after going through the information furnished
to them, find that the procedure for taking the action after receipt
of the audit objections is anyfhing but satisfactory. No specific
time-limit has been prescribed for taking corrective action on the
mistakes pointed out by the Audit. Although a register has been
prescribed in February, 1966 for ensuring timely action, following
an earlier recommendation of the Committee, the maintenance of
the register has been admittedly ‘of ten quite faulty’. According to
the Ministry, the existing slackness can be remedied by a method of
periodic reconciliation once every six months with the records
maintained by Audit. The Committee further regret to learn from
Audit that excluding the Commissioners’ charges at Calcutta, Delhi,
Madras and Bombay, the Department’s replies to the mistakes point-
ed out by the Audit parties were due in 14,592 cases as on 31st May,
1971. The Committee would like to know the position in the re-
maining four charges also. It is obvious that the monthly review
of audit objections conducted by the Director of Inspection has not
been effective at all. The situation is quite alarming and serious.
The Committee trust that such unsatisfactory state of affairs shall
not be allowed to prevail and that effective and prompt action on
audit objections will ensure to safeguard the interests of revenue.
The manner in which the position can be remedied may be settled
in consultation with Audit. In this connection, the Committee feel
that it is desirable to fix a time-limit for taking corrective action on
the mistakes reported Audit. In any case, all the pending objec-
tions should be settled within a period of three years. The pro-
gress made in this regard may be reported to Committee. The re-
sults of the overall review of the action taken on the mistakes re-
ported in the successive Audit Reports may also be intimated to the
Gommittee.

[Sl. No. 81 and Para 2.327 of the Appendix to the 5lst Report of
the P.A.C. (1972-73)].
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Action taken

(i) The Ministry share the Committee’s concern on the subject.
After consulting the C.&A.G. the Board asked the Directorate of
Inspection (Income-tax & Audit) to proceed on lines indicated and
he has written to the Commissioners of Income-tax (vide No. M-
35/18|70|DIT dated the 24th November, 1972, copy enclosed) asking
them to ensure that the Board’s instructions issued in 1966 about
proper maintenance of record of audit objections, are scrupulously
followed. A procedure for proper verification of the pendency and
reconciliation with corresponding statistics of Audit was also out-
lined. Subsequently the Board with their Instruction No. 484 F.
246|76|72-A&PAC dated 12-12-1972 [vide extracts of Paras 1, 2 and
3, 3(a) enclosed] spelt out administrative and procedural steps for
ensuring proper attention to audit objections, their statistics and
follow up. It is hoped that the steps taken will considerably help

in maintenance of correct statistics and prompt disposal of audit
objections.

(ii) Information regarding pendency of audit objections in four
charges is being collected and will be intimated shortly.

(iii) In Directorate’s letter No. Add (Genl) (1) DIT|61 dated
11-9-1961 issued in pursuance of Board’s letter F. No. 14/2/61-IT
dated 26-4-1961, the need for expeditious settlement of audit ob-
jections was emphasised and it was desired that in no case should a
settlement take more than four months. A time limit of three
months has been specifically laid down for rectification of minor
objections, as per Board’s letter No. 5|6/69-IT (Audit) dated
164-1970. In order not to show pendency at unduly inflated figure,
instructions have also been recently issued in consultation with the
C&AG (No. 499 F. 246/17/72-A&PAC dated 20-1-1973—copy attach-
ed) that generally audit objections may be treated as settled as soon
as rectificator action has been taken without waiting till the col-
lection of relevant demand. Lastly, the D.I. is being asked to
closely watch compliance with the time limits already laid down
now that the Department’s audit organisation has been strengthen-
ed. He is also being asked to ensure that audit objections pending
as on 1-4-1971 should be disposed of by 31-3-1974 as far as possible.

(iv) As regards the monthly review conducted by the D.I., it is
based on monthly statements furnished to him by the Commis-
sioners of Income-tax.

Some time back the ' prescribed proforma for Commissioners
monthly statements was revised to make it more detailed and infor-
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mative. D. I.’s reviews will be consequently more meaningful and
«copies of his reviews are now being sent to the Audit and any com~
anents or suggestions received from them would be welcome.

(v) As a result of various steps taken by the Ministry there has
Jeen improvement in the position, vide details given below which

show decline in pendency of important objections as on 1-4-1971
.as compared to 1-4-1970:

1-4-1969 1-4-1970 I-4-1971

“N»>. of paras panding as on 1st April

954 1263 1501
A 1iitions during th= year 1839 2625 2132
“TaTaL for disposal S ;2;3 T 2888 _‘_'_1;5;3
N). of paras disprsed of during the year S 1353 2394 2262
.Balance 7 &5 _;; R ;;_9_4 TR ;3;1
:Increase du> to ravision of figures in some

chargss . . 95 8

Peniency as on 1-4-1970, I-4-197I and I-4-1972 1035 1502 1371

(vi) As regards action on mistakes pointed out in successive
Audit Reports, corrective action is taken in all cases where the au-
dit objections are found to be acceptable and the time limit for
remedial action had not expired. Instructions are also issued by

the Board in cases involving wider implications arising out of audit
objections.

[Ministry of Finance (Rev. & Ins.) O.M. No. 236/214/70 II Audit
dt. 28-2-1973]
COPY
No. M-35/18/70-DIT
AAYAKAR NIRIKSHAN NIRDESHALAYA
Directorate of Inspection (Income-tax)
4th Floor, Mayur Bhavan, Con. Circus,
New Delhi, the 24th Nov., 1972.
“From
The Director of Inspection (I.T. & Audit) New Delhi.
“To

All Commissioners/Addl, .Commissioners of Income-tax, con-

cerned.

Sus: Machinery for dealing with pending audit objections
and prompt rectifications on the basis of objections rals-



82

ed by Revenue Audit——P“roper maintenance of records
for follow up.

In the Commissioners’ Conference 1972, it was mentioned that
there was no systemetic record of revenue audit objections espe-
cially of the pending objections involving tax effect of less than Rs.
10,000/- in each case. It was suggested that a list of the audit ob-
jections should be prepared from the Accountant General’s records
and that to avoid discrepancies between the records of the depart-
ment and the revenue audit common registers should be maintain-
ed by the two organisations.

2. The matter has been reconsidered in consultation with C &
AG and it is felt that difficulties pointed out have arisen because nf
the failure to maintain properly the register in 3 parts as pres-
cribed in Board’s Circular No. 83/71-65-IT (B) dated 19-2-1966 (Vol.
XII, Part-II, page 592). You are, therefore, requested to. please en-
sure that the Board’s instructions in this respect are followed scru-
pulously in future and a proper register is maintained in your

)

charge. ]

3. As regards the question of record of pending objections in-
volving under-assessment/over-assessment of tax of Rs. 10,000/-
and above in each case and below Rs. 10,000/-, it has been pointed
out by the Revenue Audit that they are sending to the Ministry
a half-yearly list of pending objections in duplicate, one copy of
which is sent by the Ministry to the Commissioners from which
the pendency of revenue audit objections can be verified. Further,
the mistakes are classified by Revenue Audit into two categories—
(2) involving tax effect of Rs. 10,000/- and above and (b) involw-
ing tax effect of less than Rs. 10,000/- in each case, in the annual
statement a copy of which is furnished to the Commissioners by
the Accountant General direct every year. This statement could
also be utilised for verification of pending audit objections.

4, It is requested that necessary action in the matter may please

be taken accordingly.
Sd/-
| Avtar Singh

Director of Inspection (Income-tax & Audit)

Copy forwarded to Shri S. K. Lall, Director, CBDT, New Delhi
with reference to his D.O.F. No. 233/1/72-A&PAC dated the 18th

October, 1972 for information.

Sd/-

e S e Avtar Singh

' Director of Inspection (Income-tax & Audit)
New Delhi.
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Extract from Board’s Instruction No. 484 issued vide letter F.
No. 246/76/72—A&PAC dated the 12th December, 1972 to all Com-
missioners of Income-tax.

Sub: Revenue Audit by the C. & A. G.—Audit Objections

and Paragraphs of the Audit Report—Handling of proce~-
dure thereof.

I am directed to invite a reference to the Board’s letter No. F.
(66/83/72-Ad. VII dated the 6th Dec., 1972 sanctioning additionak
strength for the Audit organisation of the I. T. Department with
a view to improve its performance in the handling of matters con-
nected with the C. & A. G.’s revenue audit and internal audit. The
present functioning of the Department’s audit organisation in both
respects leaves much to be desired and with the utilisation of the
augmented strength and the concerted effort at all levels, the Board
expect the organisation to give good account of itself so that the
achievements and the image of the Department stand out better.
In this connection reference is invited to the observations relevant
to audit in the Chairman'’s circular D. O. letter No. 8/ML/Ch. DT/72
dated 14-11-1972 to the Commissioners of Income-tax.

2. Administrative steps:

Detailed instructions about internal audit set-up and the proce-
dure relevant thereto will follow separately. As regards revenue
audit it will be seen from the Board’s above noted letter No. F. 66/
83/72-AD. VII dated 6-12-1972, that inter-alia the following impor-
tant steps have been taken for strengthening the administrative
machinery for handling this important item of work:—

(a) The Charge Commissioners will hereafter have audit as.
one of their top important overall responsibilities even
where the work is actually allotted for handling to ad-
ditional Commissioners, the latter now being administra-
tively under the Charge Commissioners. The C. & A. G.’s
report and its discussion in the P.A.C. of the Parliament
brings the Department’s functioning to the notice of the
Legislature and it is imperative, therefore, that utmost
importance is attached to audit work of the Department
as a sensitive show window of its general performance.

(b) A Deputy Director with supporting staff has been allotted
to the D.I. (IT. & Audit) for exclusive attention, under
the Directomate. The audit responsibility of the Directorate
the D. I.’s supervision, to audit co-ordination functions of
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has now to be discharged in a more dynamic and tho-
rough going manner.- The points on which the D.I’s help
would be particularly needed by the Board, are detailed
at relevant places in these instructions.

(c) Witl. the added strength, the IACs (Audit) have manage-

able jurisdiction and even where an IAC (Audit) has to
cover another Commissioner’s charge there is a Chief
Auditor, locally available in that charge. Further, regu-
lar staff is being provided to the IACs (Audit) for im-
proving follow-up work on revenue audit objections.
‘With this strengthening of the watching agency, the
pace for rectification/revisionary action on accepted au-
dit objections or as precautionary step must quicken and
prompt action should be taken and report sent in time
to Audit o avoid criticism for delay.

(d) Chief Auditors have now been provided in all Commis-
sioners charge and internal audit work has been shifted
from them to the new ITO (Internal Audit); this leaves
the Chief Auditors in all charges with the work of hand-
ling revenue audit matters as their main task and they
should, therefore, be able to ensure proper functioning
in this field.

3. Procedure:

As regards the procedure for handling revenue audit objec-
tions it may be pointed out that in the last PAC meeting there was
severe criticism about the lack of promptness and care in dealing
with such objections at various stages by the Department. This
slackness and indifference in such a significant area has persisted
inspite of repeated instructions from the Board detailing proper
_steps to be taken and emphasising the need for strict vigil in this
behalf. In many cases, the information furnished by the Depart-
mental officers to the Audit and the Board is not complete or not sent
on time or there are delays in taking remedial action or the wider
-implications of the mistakes noticed are not realised for suitable
preventive steps at the Commissioners level or, in the alternative,
at the Board’s level on Commissioner’s recommendations. Having
regard to the aforesaid circumstances and the provision of additio-
.- nal personnel the following broad outlines of procedure are pres-
cribed for being followed hereafter for handling revenue audit ob-
-jections, this supersceding to the extent necessary; the earlier ins-
- tructions on the subject: — -

(a) Record of revenue audit objections:

Complete and accurate record of revenue audit objections
should be maintained in registers following the form
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prescribed on the basis of the PAC’s recommendations
(para 1.10 of 46th Report, 1965-66) in Board’s letter
F'|83|71|-ITB dated 19-2-1966, vide also DI(IT)’s recent
circular No. M35|18|70-DIT|15089 dated 24-11-1972. There
should be yearly tally with the AG’s of the pendency,
on the basis of the above mentioned register and the
annual statements furnished by the AGs to the Cs. LT.
This tally should be completed within a month of the
receipt of the AG’s annual statement and the CIT
should thereupon obtain a certificate to this effect from
the Chief Auditor and send it to the DI(IT) who will
keep watch over compliance.

* * *
INSTRUCTION No. 499
F. No. 246/17/72-A&PAC

CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 20th January, 1973.

From:

P. K. SARMA, Under Secy., Central Board of Direct Taxes.
To:

All Commissioners of Income-tax.
Sir,

SusJEcT: Revenue Audit objections—Pendency of—Measures for
reduction of.

I am directed to say that the large pendency of Revenue Audit
objections has been causing concern and as a measure to reduce
this to feasible extent, the Revenue Audit have been consulted
whether an objection should be treated as settled as soon as recti-
ficatory action has been taken, without waiting till the collection of
the additional demand ascribable to the audit objection. A large
number of Revenue Audit objection are shown as pending even
after rectificatory action because the collection of consequential ad-
ditional demand is delayed due to either time having been allowed
to the assessee for the payment of additional demand or till the
disposal of appeal or due to the fact that the assessment inquestion
has been set aside on appeal and fresh assessment is pending. Some-
time even if the appeal as been decided in favour of the Depart-
ment, the assessees remain recalcitrant and refuse to pay the de-
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mand which they may contest in further appeal. Moreover, the
demand ascribable to an audit objection gets merged with the other
outstanding arrears of the assessees and it becorhes difficult to spot
out whether the demand ascribable purely to the audit objection has

been paid. ;
]

2. Having regard to the above-noted circumstances, the Revenue
Audit have agreed that their audit objections may be treated as set-
tled as soon as appropriate rectificatory/revisionary action has been
taken and additional demand raised, but this is subject to the fol-

lowing conditions:

(i) The P.A.C. (Fifth Lok Sabha) in para 2.79 of their 5th
Report have recommended for issuing “suitable instruc-
tions to the Commissioners that where an audit objec-
tion has been accepted by the Department either at the
Commissioner’s level or at the Ministry’s level, any or-
der of Appellate Assistant Commissioner contrary to
such acceptance should be examined carefully at a high
level and appeals preferred, if such contrary findings of
the Appellate Assistant Commissioner, are not justified
either in law or facts.”” This may be kept in view.

In cases of demands raised at the instance of Revenue
Audit, it should be the responsibility of the Internal Au-
dit to watch the recovery and the Internal Audit should
include a special report on recoveries/refunds made in
respect of Revenue Audit objections; since the Reports
of the Internal Audit are to be scrutinised in Revenue
Audit, there will be an additional safeguard. DI (IT &
Audit) may take necessary steps in this behalf.

(i1)

“Settling” an audit objection after its acceptance, does
not mean that it is “dropped”. Thus the A.G. will be:
free to report the case to the C & A. G. for consideration
of a draft para even in respect of such “settled” cases,
where on account of any principle involved, or the mag-
nitude of the amount or for any other reason he feels that
the attention of the Board/or of the Government/or of
the Parliament has to be drawn to the irregularity.

(iii)

3. The Board desire that the position as agreed to by the Reve-
aue Audit and detailed above may be carefully followed hereafter
and the pendency of Revenue Audit objections revised/dealt with
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accordingly; the above-noted three conditions stipulated by the Re-
venue Audit should be kept in view.
Yours faithfully
Sd/-

(P. K. SARMA)

Under Secretary, Central Board of Direct Taxes.

Copy forwarded to C&AG, New Delhi (25 copies). DRA’s U.O.
No. 438-Rev. A/54/72-1I dated 15-1-1973 refers.

Copy also to:i—

1. All Addl. Commissioners of Income-tax.

2. Bulletin Section (3 copies).

3. DI(IT&A)/(Inv)/(RS&P)/O&M, New Delhi/Director IRS
(IT) Staff College, Nagpur.

4. Shri P. B. Venkatasubramanian, Joint Secretary, Ministry
of Law, New Delhi. ,

5. All Officers and Sections in the Technical Wing of C.B.D.T.

Sd./-

B. AHUJA,
Assistant Director of Inspection (RS&P).

No. CC/Audit/424/25/RSP /72—

Further Information (Sr. No. 81)

The total pendency of Revenue audit objections as on 31-8-1973
was 32720 and out of this 15537 objections were pending in Caicutta,
Delhi, Madras and Bombay Charges.

Recommendation

It is regrettable that refunds arising out of appellate orders
passed between January, 1953 and July, 1963 were made only in
April, 1968 in this case. According to the Ministry, the principal
reason for the unconscionable delay in giving effect to the appellate
orders was “perhaps the frequent change of Income-tax Officers”.
The Committee note that between 1st April, 1962 and 1st July, 1965
en an average an Income-tax Officer held the charge concerned for
a period of 4-1/3 months only. The Committee need hardly point
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out that such frequent transfers are not conducive to efficiency; theg
would therefore like Government to review the position in all the
charges and ensure reasonable tenure of officers in the interest of
continuity and good work especially in view of heavy- arreas of work
accumulated in the Department. Further they desire that there
shauld be a procedure in built in the system itself whereby it could
be ensured that pending matters are not lost sight of notwithstand-
ing the change in incumbency of the assessing authority.

[SL No. 82 and Para 2.331 of Appendix to 51st Report of the PAC
(1972-73) 1.

Action Taken

Necessary instructions have been issued with letters No. F.
5/129/69-I1(A-II), dated 5-11-1969 and F 226/18/70-II(A-11), dated
8-6-1970 that refund vouchers should invariably accompany the
orders giving rise to refunds and action should be taken against the
erring officials wherever cases of non-compliance with these instruc-
tions came to notice.

Regarding the second part of the above recommendations, the
Commissioners of Income-tax have been asked to keep this in view
while considering transfers of the Income-tax Officers.

[Ministry of Finance (Rev. & Ins. OM No. 236/109/70-A&PAC
dt. 21-5-73].

Recommendation

The Committee further desire to suggest that the feasibility of
fixing a suitable time limit for giving effect to appellate orders
should be considered. '

[Sl. No. 83 and Para 2.332 of Appendix to 51st Report of the PAC
RELE) " (1972"73)].

Action Taken

In Board’s Circular dated 18-7-1962 it was emphasised that
refunds falling due as a result of appeal or revision proceedings
should be granted within a fortnight of the date of receipt by the
I.T.O. of the relevant appeal or revision order. Further Section 244
of the Income Tax Act, 1961 as amended by Taxation Laws (Amend-
ment) Act, 1970 also provides that interest will be payable by the
Government on delayed refunds (consequent on appellate orders)
after a period of 3 months from the end of the month in which the
relevant order is passed. Instructions to the field officers are being
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issued drawing their attention to the above noted earlier circular
and directing that in all instances appellate orders should be given
effect to within a fortnight of the receipt of the order concerned.

[Ministry of Finance (Rev. & Ins.) OM No. 236/109/70-IT Audit
dt. 26-3-1973].-

Recommendation

The Committee note a persistent tendency to overpitch tax
demands which has of late shown disconcerting increase despite the
fact that Govt.’s attention has been repeatedly drawn to the serious-
ness of this problem in successive Reports on direct taxes. The:
nuwmber of cases and the amount involved which were 1408 and Rs..
36.88 lakhs respectively in 1966 have jumped to 6004 and Rs. 191.41
lakhs respectively in 1969-70. In terms of percentage of cases to the
total number of cases checked by Audit, the details of which have
been furnished by the Ministry, the increase during this period has
been from 1.00 per cent to 2.19 per cent. Such an extremely un-
desirable trend has to be curbed. The Committee take a serious view
of over-assessments as they invariably involve needless harassment
to the assessees which should be scrupulously avoided. In this con--
nection the Committee would like to know the results of the pilot
studies in important ranges of Inspecting Assistant Commissioners
of Income-tax and the concrete steps taken on the basis thereof.

[Sl. No. 85 and Para 2.347 of the Appendix to 51st Report of the
PAC (1972-73)].

Action Taken

The Government share the concern expressed by the Committee
over high pitched assessments. Having regard to the recommenda-:
tions made by the PAC earlier, pilot studies of appellate orders
passed by the Appellate Assistant Commissioners of Income-tax
were conducted in certain Ranges to spotlight the typical points on.
which over-assessments were made but not sustained in appeal..
As a result of these studies, the Board issued Instruction No. 21
F. 50/332/68-ITJ (2) dated 6-2-1969 and No. 158 F. 50/257/69-ITJ dated
17-4-70; copies of thesz instructions are attached herewith. With
these instructions the Assessing Officers were cautioned against the
typical omissions & commissions leading to wunsustainable over--
assessment; the Commissioners and Inspecting Assistant Commis~:
sioners were also advised to keep a close watch and take suitable
action in cases of persisting tendency towards unsustainable over-
assessments; it was emphasised that such tendency had to be cor-
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rected with salutary advice and if necessary adverse notice should
also be taken. The aforesaid instructions have had improving effect.
Although in 1969-70, the Audit detected 6004 cases of over-assess-
ments out of total 2.74 lakh cases audited which gave a percentage
of 2.19, in the subsequent year 1970-71, this percentage declined con-
siderably and stood at 1.9 (over-assessment cases detected 6227 out
of total cases audited 3.25 lakhs). Subsequently as desired by the
PAC in their later report, a pilot study of the appellate orders
passed by the next higher appellate authority viz., the Income-tax
Appellate Tribunal was also conducted in certain charges. As a
result of this pilot study the Board have again issued Instruction
No. 376 F. 277/2/70-ITJ dated 1-2-72; copy of this Instruction is also
attached. It is hoped that as a result of these concerted measures,
the incidence of over-assessment would. further decline.

[Ministry of Finance Revenue and Insurance) OM No. 236/307/70
IT Audit 29-3-73].

XVII/221-PAC’s observations on over-assessments—Pilot study of
the problem—Defence noticed—Instructions regarding.

The Action taken Sub-Committee of the P.A.C. having adversely
commented on the problem of over-assessments, the Board constitu-
ted recently a Committee consisting of Shri S. Narayan, OSD and
S/Shri W. A. Khan and P. N. Sewake, D. Ds. I. for conducting from
this angle a pilot study of the orders passed during 1967-68 by 2
AACs each from the Punjab, U.P. and Delhii CIT charges. The
Committee’s report has been received; although the study was con-
fined to only selected AACs’ ranges from 3 Commissioners’ charges,
the result of the pilot study can generally be considered as appli-

ccaple to all the charges.

2. Out of nearly 8,500 appellate orders studied by the Committee,
it was found that only about 3,000 assessment orders (35.5 per cent)
were confirmed, while about 5,000 orders (60 per cent) were sub-
jected to relief (excluding assessments interfered with but not
amounting to relief). A further analysis of the 5,000 and odd assess- .
ments subjected to relief showed that in about 2,800 cases (56 per
cent) more than 50 per cent of the relief sought for had been allow-

.ed by the AACs,

3. It is true that a percentage of interference reflected hongst
difference of opinion, maturer judgment of the AACs or avail-
ability of appellate decisions and evidence which were not before the
ITOs but quite a considerable percentage of interference was due
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%o omissions and commissions on the part of the ITOs, which could
'wtsll have been avoided. Some of these typical omissions and com-
missions listed by the Committee are indicated below:—

(i) The ITOs seem to be in the habit of making comparatively
petty additions without any reason or with utterly inade-
quate reasons.

(ii) In cases of retailers where it was obviously not possible
to keep quantitative stock tally, additions hag been
made to the trading accounts without giving justification
or quoting parallel cases and no care was taken to see
whether the additions fitted in logically with a proper

= arithmetically correct reconstruction of the trading
account,

«(iii) The ITOs seem to be in the habit of making additions for
supposedly inadequate drawings for household expenses
without giving any reasons or without trying to analyse
the expected normal household expenses under different
heads, correlating them with the size and the needs of
the family.

{(iv) Cash credits are sometimes added with only superficial
enquiry and prose into their source and ownership with-
out pursuing these enquiries to an extent which could
ensure their being sustained in appeal.

{(v) The ITOs are sometimes not realistic and practical in
their approach in the matter of allowing bad debts
written off in the books mere absence of legal action
against the debtors should not be over-emphasized, parti-
cularly when the amounts involved are small, making it
not worthwhile for the assessee to incur legal expendi-
ture, once he was satisfied that nothing further could be
realized,

{vi) The ITOs have sometimes a tendency to make additions
in manufacturers cases, on account of shortages, wastages
low yields, etc. without building up reasonably strong
cases on these points and without giving adequate oppor-
tunity to the assessee for elucidating reasons and then
meeting them.

(vii) In the case of companies, the ITOs sometimes tinker
unduly with the remuneration of the Directors even when
they are apparently not large nor unreasonable. !

619 LS—7 _ . sttt



92

(viii) The p:-ovisional share income from firms is some times
taken by the ITOs not as returned by the assessee but om
estimate which is nat a correct course.

4. The Commissioners are requested to bring the above noted
shortcomings to the notice of the ITOs so that these are avoided.
The Commissioners and IACs should also constantly impress upon:
the ITOs the imperative need for making balanced, well-reasoned
and realistic assessments. These aspects of assessment work should
be particularly looked into during inspection of ITOs’ work and the
defaulting officers be pulled up and adversely commented wherever
called for. This matter could also be borne in mind and necessary
corrective action by way of advice or admonition taken, when the
adverse appellate orders are scrutinised in the Commissioner’s Office.

[F. No. 50/322/63-ITJI‘(2) dated the 6th February, 19697.
i COPY
: Instruction No. 158
F. No. 50/257/69-1TJ
-.CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 17th April, 1970:
From

Shri S. K. Lall,
~ Secretary, Central Board of Direct Taxes.

To

All Commissioners of Income-tax.
Sir,

~ SumJEcT: P.A.C’s observations on over-assessments—Pilot studies:
of the problem—Defects noticed—Instructions regarding.

I have to invite a reference to the Board’s Instruction No. 21 [F.50/
322/68-ITJ(2)] dated 6th February, 1969, issued on the basis of
pilot study or.orders passed during 1967-68 by a few A.A.Cs. i
certain Commissioners charges. These instructions were brought
to the notice of the Public Accounts Committee and they have in-
corporated it in their 100th Report (1969-70), a news item about-
which appeared in the papers recently.
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2. Since the issue of above-noteq .instructions one more pilot
study, as further desired by the P.A.C, was conducted at the in-
stance of the Board by a Committee comprising Shri S. Narayan,
O.S.D., and S/s Wasiq Ali Khan and G. S. Basanti, D.Ds, I. This
study was of the orders passed during 1968-69 by three A.A.Cs.
each from Bombay and West Bengal charges.. The position as
emerging from this study of appellate orders in 1968-69 in compa-
ratively important charges is generally the same as was found in
the earlier study of orders passed in 1967-68 from other charges. It
is hoped that-a strict enforcement of the Board’s above-noted in-
struction No. 21, dated 6th February, 1969 and vigilant watch will
show improved position in 1969-70, when the effect of the Instruc-
tion and subsequent. follow-up Instructions No. 71 [F. 91/47/69-
ITJ(18)] dated = 5th July, 1969 and No. 78 [F. 50/78/69-ITJ(21)]
dated 11th July, 1969, should be felt. A constant and corrective
watch may please be ensured as the P.A.C. has been .repeatedly
expressing itself against observed tendency on the part of the assess-
ing officers to make over-assessments,

3. Besides typical omissions and commissions in assessments
spot-lighted by the earlier pilot study and listed in the Board’s
Instruction No. 21 dated 6th February, '1969, the recent study has

spotlighted a few more and emphasised the earlier ones, as detailed
below:—

(i) I.T.Os. make additions to sales or to gross profits or make
disallowances out of expenses without giving any reasons
or by giving utterly inadequate reasons; such additions

| are either almost entirely knocked off or substantially
: reduced,

(ii) ITOs tinker with remuneration paid to the directors of
the company, applying highly subjective and unrealistic
standards of reasonableness.

(iii) While imposing penalties for non-payment of tax, the
ITOs. do not care to check up whether they had disposed
of petitions moved by the assessees for stay of tax.-

(iv) ITOs levy penalties u/s 271(I) (o) without caring to make
out a convincing case; the assessee’s explanation is often
not discussed and shown to be unbelievable or false nor
is an attempt made to bring out clearly that the assessee
has been guilty of concealment of income.
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(v) Claims for deduction on the L.I.LP, are not allowed and
that too without giving any reasons,

(vi) While making additions for inadequate personal draw-
ings, the ITOs. do not care to give an analysis of what
the personal expenses of the assessee should be, to justify
addition on this score.

(vii) In dealing with bad debts, the ITOs adopt unrealistic
approach even when the amounts are comparatively small
and do not appear to be suspicious or mala-fide.

3. The Commissioners are requested to bring the above-noted
drawbacks to the notice of the assessing officers so that these are
scruplously guarded against. With regard to these drawbacks also,
the Commissioners and I.A.Cs. may exercise supervision and take
corrective steps as already advised in the Board’s earlier instruc-
tions on the first pilot study; the assistance of A.A.Cs. may also be .
enlisted as suggested in those instructions. Further, in the refresher
courses which are periodically organised by the C.I.Ts. there should
always be at least one lecture on typical omissions and commissions
on the part of the I.T.Os. leading to avoidable appellate interference.

Yours faithfully,
Sd/-
(S. K. LALL)
Secretary, Central Board of Direct Taxes.

Copy to:—

1. DI.(IT), (Inv), (RS&P), New Delhi and Director IRS(DT)
Staff College, Nagpur.

2. A.D.I. (RSP-Bulletin) (4 copies).-
3. All Officers and Section in CBDT.
4, C&AG, New Delhi. (20 copies),

5. Shri Venkatasubramanian, Joint Secretary, Ministry of Law.

' Sd/-
(Y. SINGH)

Under Secretary, Central Board-of Direct Taxes.
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(COPY)
Instruction No. 376
F. No. 277/2/70-11(J)
GOVERNMENT oF INDIA

CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 1st February, 1972.

From
Shri S, K. Lall,

Secretary, Central Board of Direct Taxes.

To

All Commissioners and Additional Commissioners of Income-
tax.

SIr,

SuBJECT: PAC’S observation on over-assessment—Pilot studies
of the problem—Defects mnoticed—Instructions regard-
mg—

I am directed to invite a reference to the Board's Instruction
No. 21 F. No. 50/322/68-ITJ(2) dated the 6th February, 69 and
Instruction No. 158 F. No. 50/257/69-ITJ dated the 17th April, 1970
and to say that in paragraph 4.26 of their Report (also para 1.23 of
76th Report and paras 1.54—56 of 100th Report), the Public Accounts
Committee had desired that for gauging the problem of over-pitched
assessments, a sample study may be made also of the orders of the
appellate authorities higher than the Appellate Assistant Commis-
sioners. Such a study was carried out in respect of two I.A.Cs.
ranges in Delhi, for orders received during 1967-68 to 1969-70.

2. The report on the study shows that while the orders of the
higher courts involved only questions of law, which are largely a
matter of interpretation, the orders of the Tribunal also involved
questiong of fact which were disputed. While the relief allowed in
the Tribunal’s orders on azcount of factors like difference in inter-
pretation of law, availability of subsequent devisions of higher
appellate authorities, admission of fresh evidence and the like, is
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unavoidable a number of orders showed certain remediable draw-
backs as discussed below:

Drawbacks Remedial safe guards

(1) Reduction in gross profit rare applied In the Board’s Circular No. 26 of 1956 dated
or .ad hoc addition made to the 26-7-56, it was pointed out that information
trading results, because comparable regarding comparable cases in support of the
cases were not quoted. G. P. rate applied or the trading results

aimed at, should be given by the ITOs in a
confidential note below the assessment
order; in the Board’s subsequent Circular
No. 23 of the 1957 dated 4-6-57, it was
also desired that a Register for recording
reasonable gross profits shown by various
trades and industries in the area should be
maintained for reference. These Instru-
ctions have to be carefully followed.

(2) Expensed disallowed wholly or For disallowing expenses, the IIOs should
partly with only general observa- make put a tenable case; instead of only
tions. making a general observation that the expe-

nses under a particular head were unvouched/
unproved/undetailed, a few Instances
should be cited and the size of disallow-
ance cogently set out in this context.

(3) Disallowance of Directors remuner- For any disallowance of Directors remunera=
ation as excessive with only gen- tion it isnot enough to dub it as excessive
eral observations. but all the'relevant factors of the situation

should be examined and disallowance supp-
orted by proper facts and arguments.

(4) Addition of cash credits without due Attention is invited to earlier Circulars on the
enquiry and consideration. subject particularly D. I. (Inv.)’s No. 4 of
1960 dated 3oth March,1960 and the Board’s
Instruction No. 218 dated 18-9-1970. The
questions of onus, proper opportunity,
cross  examination etc. should be care-

fully considered.

(5) Additions on account of inadequate ~ Where the amounts involved are

small and
drawings for personal and house- sufficient justification is not forthcoming,
hold expenses, without sufficient no additions need be made and where the
supporting data. ] amounts are sufficiently large from the

tax potential point of view, adequate enquiry
should be made and sufficient facts and
reasons given for making such additions.

(6) Concealment penalties under sec- For the Law as it stocod before the insertion of

tion 271(1) (¢) and the Explanation Explanation from 1-4-1964 reference is in-
thereunder, without making out a vited to Board’s Insfruction No. 198 F.
proper casec. 284/ 33/ 70-1I1 (Inv.) dated 14-8-70 issued on

receipt of the Supreme Ccurt Judgment in
the case of CIT Vs. Anwer Ali 76 ITR
696. Concealment penalty under the pre-
1-4-64 law can be levied where the charge of
concealment is fairly established or in
circumstances as for example, mentioned in
the Delhi High Court Judgment in the case
of M/s. Durga Timber Works Vs. CIT 79
ITR 63. For cases of penalty based on the
Explanation inserted ' from 1-4-64 firstly
the Explanation should be explicitly can-




97

Drawbacks

Remedial safeguards

vassed and relied upon wide Board’s .Ins-
truction No. 325 F. No. 267/607/71-1T]
dated 22-9-71. Secondly, although the
validity of the Explanation has been upheld
in Allahabad High Court Judgment in the
case of Sayeed Ahmed Vs. CIT 79 ITR
28 and the general principles of onus under
the Explanation stated in the Kerala High
Court Judgment in the case of CIT Vs.
Sankar Sons & Co. (1971, 2 Income-tax
Journal, page 586), the trend of the appel-
late authorities generally is to weight the
factual circumstances of the case with a
measure of strictness even under the Expla-
nation. It is necessary therefore that for
concealment penalty relaying on the Ex-
planation, a fairly cogent case should be
made out that the assessee had failed to
discharge its onus under Explanation.
Favourable decisions frem the Tribunal
and may be later from High Courts, when-
ever available in a Commissioner’s charge,
should be circulated to officers in that change.
and also to other Commissiorers, for cir-
culation in their charge, serving as help-
ful guidelines. = Some Commissioners,
on the request of the Board, have recently
furnished to the Board copies of such favour
able orders from the Tribunal Benches in
their charges and they are requested  to

circulate those orders ecarly as indicated
above.

3. The Commissioners/Additional Commissioners of Income-tax
are requested to apprise the Inspecting Assistant Commissioners,
Authorised Representatives and Income-tax Officers in their charge
accordingly; copies may be endorsed to AACs also.

Yours faithfully,

Sd/-
(S. K. LALL).

Recommendation

That the assessment procedures and the counter check of assess-
ment need to be strengthened is clearly indicated from the fore-
going. In this connection the Committee regret to learn that the

Internal Audit failed to notice the mistakes in three out of four
 cases reviewed by them. The Committee hope that suitable action

swould be taken for their failure.

ISl No. 87 and Para 2.354 of Appendix to 51st Report of P.A.C.

(1972-73) J.
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Action Taken

The Internal Audit Party Officials who failed to detect the mis—
takes have been warned to be more careful in future. General
measures have also been taken for reinforcing the strength of in-
?ernal audit organisation and streamlining its procedures and this.
1s expected to improve the situation. Attention is invited in this
connection to the reply sént to para 2.28 of this report.

[Ministry of Finance (Rev. & Insu.) O.M. No. 236/313/70-IT
(Audit) dated 7th March, 1973]..

Recommendation

The Committee find that the Commissioner of Income-tax had
not followed the provisions of Section 271(4A) of the Act as clari-
fied by the Board in their circular dated 29th September, 1969, in
waiving or reducing the minimum penalty in as many as 177 cases
where the voluntary disclosures were not full Admitting that the
action of the Commissioner was wrong, the representative of the
Central Board of Direct Taxes averred that he had acted to safe-
guard the interest of revenue. According to him it is one of the
incentives to the assessees to come to a settlement by reducing the
penalty or waiving it. He further pleaded that when an assessee
disclosed his concealed assets the difference in valuation thereof
did not reflect on the fulness of the disclosure. The Committee:
are unable to fully share this view especially -as in these 177 cases
the amount finally accepted/assessed was Rs. 4.79 crores as against
the disclosed income of Rs. 3.12 crores only. In any case concession
shown in the matter of levy of penalty in such cases is not in con-
formity with the law as it stands now. Any review of the position
in order to provide for concession where there could be honest
difference of opinion regarding valuation should be taken into account
the need to deter effectively deliberate underestimation of assets

disclosed.

[SIl. No. 88 and Para 2.366 of the Appendix to 51st Report of
the P.A.C. (1972-73)]-

Action Taken

The observations of the Public Accounts Committee have beerr
noted. The provisions of Section 271(4A) are being reviewed by the:
Ministry on the basis of the recommendations of the Wanchoo
Committee.

[Ministry of Finance (Rev, & Insu.) O.M. No, 20/283/69-I&
(Audit) dateq 24th February, 1973]-
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Further Information (Sr. No. 88)

Reference is invited to clauses 64 and 67 of the Taxation Laws
(Amendment) Bill, 1973 which seek to replace Section 271(4A) of
the Income-tax Act, 1961 by a new Section 273A; similarly clauses 99
and 100 seek to replace Section 18(2A) of the Wealth-tax Act by a
‘new Section 18A. The Bill is now before the Select Committee.

Recommendation

3.21. The Committee note that the number of cases pending ass-
essments come down from 23.30 lakhs as on 31.3.1968 to 15.85 lakhs
as on 31.3.1969, 13.22 lakhs as on 31.3.1970 and 12.39 lakhs as on
31.3.1971. Although there is a progressive improvement in the posi-
tion of pendency of assessment cases since 1968-69 the pendency in
categories I and II (i.e. with income of Rs. 15,000 and above in each
case) continues to be heavy. As on 31st March, 1970 out of the total
pendency of 13.22 lakhs cases the number of categories I and 11 cases
pending was 3.09 lakhs which worked out to 23 per cent. The per-
centage of such cases was 20 per cent as on 31st March, 1969. As
against 23,310 company assessments pending as on 3lst March, 1970
was 23,730. Another unsatisfactory feature is that there was rush
of completion of assessments and raising of demand towards the
end of the financial year. The number of assessinents completed
in March, 1970 was about 16 per cent of the total assessments but the
demand raised however, was 35 per cent of the total demands for the
year. The analysis of the demands showed that high income group
assessments were continued to be taken up for completion in the last
three months of the financial year and especially in the month of
March. In paragraphs 1.42 and 1.43 of their 117th Report (Fourth
Lok Sabha) the Committee, while expressing their dissatisfaction
over the increase in pending assessments of bigger cases. urged the
Central Board of Direct Taxes to draw up a suitable programme of
sriorities for disposal of assessments, so that those cases which had
high revenue potentiality receive greater attention at the hands of
the assessing officers. The Committee were informed that the Board
have issued necessary instructions to the Assessing Officers that all
big cases involving substantial revenue should be completed before
31st December and the smaller cases to be taken up in the last
quarter of the financial year. The Committee have, however,. been
informed about the difficulties as explained by the representative of
the Ministry is that usually big cases represented by eminent lawyer
“just drag on.” Another difficulty is that the assessees seek extension
of time on payment of interest. The Committee are c‘oncerned ovﬂer
the plea of helplessness of the department in completing the assess-
ment cases of bigger assessees before December. They, however;
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find that the working Group of the Administrative Reform Commis-
sion have come to the conclusion on the basis of a case study that
the total number of adjournments asked for by the assessees. The
‘Committee, therefore, deside that government should seriously con-
sider this matter in all its aspects and take effective measures to
discourage dilatory tactics on both sides—assessees and the Assessing
authorities so that bigger assessment may be completed speedily.

[Sl. No. 94 and Para 3.21 of the Appendix to 51st Report of the
P.A.C. (1972-73)]

Action Taken

The category-wise pendency of the assessments during the last
five years is as under:

Ason Cat. I Cat. II

31-3-1968 ; ; e ) X y : : . 1,64,810 1,62,367
31-3-1969 s B = S S o g 1,62,683 1,49,159
BE-3-TOTOM (TR oot i wirs herathi crstFs ot o s reon = T5675423 0 0 T AT.020
31-3-1971 S ISES SV s 3 : A 1,67,183 1,31,221
31-3-1972 : : 3 ] - . : 1,24,149 81,750

From the figures given above it would be seen that for the first
time in five years the pendency of Category I assessments has been
brought down considerably and there has been a progressive fall in
the pendency of category II cases also. With the introduction of
summary assessment scheme with effect from 1st April, 1971 com-
paratively unimportant cases get disposed of in bulk with summary
procedure, by junior assessing officers, leaving the senior assessing
officers more time and attention for important cases and this is
expected to speed up the disposal of these important cases.

As regards the prompt disposal of big revenue yielding cases,
it may be stated here that on the basis of P.A.C.’s recommendations
contained in para 1.42 and 1.43 in their 117th Report, necessary in-
structions were issued to the Commissioners of Income-tax vide In-
struction No. 189F. No. 385/57/70-ITB dated 6th July, 1970, copy
furnished to the Committee alongwith action taken report on para
1.42 of Appendix to the 117th Report (1969-70). Keeping in view
the observations of the Committee regarding the avoidance of un-
necessary adjournments in big cases, Instructions are being issued
{copy attached). ' £

[Ministry of Finance (Rev. & Ins) O.M. No. 231/4/71—AP&C
3 S - " dated 28-4-1973]
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INSTRUCTION NO. 521
F. No. 231/4/71—A&PAC

VITTA MANTRALAYA
(Central Board of Direct Taxes)

New Delhi, the 12th March, 1973
From

Shri S. K. Lall,

Director, Central Board of Direct Taxes.
To

All Commissioners of Income-tax.

Sus: Avoidance of unnecessary adjournments in assessment of
important cases—Recommendations of the P.A.C. in para 3.21
of their 51st Report (1972-73).

Sir,

I am directed to say that the Public Accounts Committee in para
3.21 of their 51st Report (1972-73) have ‘taken note of substantial
pendency of Category I and II cases and observed: “The Committee,
therefore, desire that Government should take effective measures to
discourage dilatory tactics on both sides—assessees and the assessing
authorities—so that bigger assessments may be completed speedily.”

2. The Board share the Committee’s concern about substantial
pendency of important assessments viz., Category I and II Income-tax
assessments and the assessments under other direct taxes. It - is
important that these revenue yielding assessments are handled with
maximum possible promptness. A notable contributing factor for
delay in completion of these assessments is unnecessary adjourns=
ments given by the assessing officers on their own or on untenable
requests from the assessees. The Board desire that the assessing
officers should, unless for compelling reasons, not adjourn such cases
on their own and the assessee’s request for adjournment in such cases
should be weighed by them very carefully and conceded only if the
circumstances pleaded are convincingly genuine and unavoidable.
The Inspecting Assistant Commissioners when inspecting the Income-
tax Officer’s work, should specifically look into this aspect and taken
note of avoidable and unnecessary adjournments.

3. All the officers in your charge may please be advised according-
ly.
. Yours faithfully,
Sd/-
(S. K, LALLY
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Copy forwarded to:—
1. All Additional Commissioners of Income-tax.

2. Directors of Inspection (II&A) / (inv) / (RS&P) /Director
0&M, New Delhi and Director, IRS (DT) Staff College,
Nagpur.

3. Comptroller & Auditor General of India (25 copies) .
4. AD.I. (RS&P) (Bulletins) 4 copies.
5. All officers and Sections in the technical wing of C.B.D.T.

6. Shri B. B. Venkatasubramanian, Joint Secretary Ministry of
Law, New Delhi.

Sd/-
(P. K. SARMA)
UNDER SECRETARY,
CENTRAL BOARD OF DIRECT TAXES.

Recommendation

The Committee suggest that it should also be examined whether
in cases which are sought to be reopened by the assessees under
section 146 of the Income-tax Act or before an appeal is made, the
assessee should be required to deposit a certain portion of the tax
which should not be less than that pertaining to the undisputed
income. The Committee would further stress that in all cases of
assessment/reassessment it would be desirable if the payment of
tax on undisputed portion of income is made a condition precedent

to filing appeals.

[Sl. No. 95 and Para 3.22 of Appendix to 5lst Report of the
P.A.C. (1972-73) Fifth Lok Sabha]

Action Taken

The above quoted paragraph contains two suggestions. One re-
lates to the payment of undisputed tax by assessees making an
application under section 146 for the cancellation of the assessment
made by the Income-tax Officer under section 144 of the Income-tax
Act and the second relates to the payment of undisputed tax as a
condition precedent to filing appeals. The Direct Taxes Engu.lry
Committee (Wanchoo Committee) has also made a recornm.en.datlon
in paragraph 4.46 of its final Report which is somewhat similar to

W



103

the second suggestion mentioned above. Relevant extract from the
Report of the Wanchoo Committee is reproduced below:

“The undisputed portion of the tax should be paid before an
appeal to the Appellate Assistant Commissioner of
Income-tax is filed. The Appellate Assistant Commis-
sioner should have the power to waive this requirement
T’n appropriate cases for reasons to be recorded in writ-
ing.”

The above recommendation of the Wanchoo Committee is cur-
rently under examination by Government and, if accepted, would
be implemented through a Bill to be introduced in the current
Budget Session of the Parliament. If a provision is made in the
Income-tax on the lines recommended by the Wanchoo Committee,
it would also substantially meet the other suggestion also in the
paragraph under reply.

[Ministry of Finance (Rev. & Ins.) O.M. No. 231/4/71-AP&C
dt. 7-6-1973]

Furter Information (Sr. 95)

Item No. 46.—Clause 60 of the Taxation Laws (Amendment) Bill
meets this point by seeking to amend suitably section 249 of Income-
tax Act, 1961.

Recommendation

The Committee find that the number of Income Tax Officers
attending to assessment duties has progressively increased from 1701
as on 1st April, 1968 to 1912 as on 1st April, 1969, 2056 as on 1st April,
1970 and 2,234 as on 1st April, 1971. The effect of this appears to
have been the reverse of what might have been expected. The
average number of assessments disposed of per Income Tax Officer
on assessment duty has decreased from 1855 in 1968-69 to 1,842 in
1969-70 and 1,669 in 1970-71. No satisfactory explanation for this
phenomenon has been adduced by the Ministry. The Committee
suggest that the reasons for decrease in average riumber of assess-
ments particularly during the year 1970-71 may be investigated by
the department.

[S. No. 96 and Para 3.23 of Appendix to 51st Report of the
PAC (1972-73)]

Action Taken
Reasons for the decrease in the average number of assessments
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completed during-1970-71 are being investigated and a report will
be submitted in due course.

[Ministry of Fmance (Rev. and Ins.) O.M. No. 231/4/71-APAC,
dated 26 3-1973].

Further Information (Sr. No. 96)

DI (RS&P) was requested to make a selectlve sturly in the matter.
A copy of his report is attached herewith. Attention is invited to
the Ministry’s reply to para 1.30 of the 87th Report of the PAC
(1972-73), wherein the newly created Directorate of O & M. SER-
VICES has been asked to make an overall study as suggested by the
PAC; their report is awaited for further necessary action.

Copy of D.I. (RS&P)’s Report:

~ Five Commissioners’ charges were selected for the required
Study. These charges were Andhra Pradesh-I, Mysore, Gujarat-II,
Patiala and West Bengal-II. In these charges, it was noticed that
there had been a consistent decline in the number of assessments
disposed of per Income-tax Officer in each year taking 1968-69 as
the year as the following figures indicate:—

Charges 1968-69 1969-70 1970-71
Andhra Pradesh . = ¥ ; 1956 1908 1478
Mysore i ; X o 2 5 2454 2176 1731
Gujarat-I1T . 2 i x 2 1928 1893 1662
Patiala g v ; 3 ] 4 2550 2313 10 1870
West Bengal-II 2 . X v 2044 1895 1631

2. By and large the decline in disposal of Income-tax assessments
per 1TO. has been due to the fact that more attention was paid in
1970-71 to the disposal of Wealth-tax, Category-I and Category 1I
cases as also to collection work and reduction in arrears than in the
earlier cases.

3. Charge-wise reasons for decline in average disposal of Income-
tax cases in the year 1970-71 are given as under: —

Andhra Pradesh-I

(i) Out of 114 Income-tax Officers entrusted with assessment
work during 1970-71 in Andhra Pradesh-I and II charges,
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21 officers were available for this work only from August
and September, 1970. Further, one probationer joined in
October, 1970 and one promotee officer was posted in Feb-
ruary, 1971.

(ii) In the first half of the year, the Income-tax Officers con-

(iii)

(iv)

(v)

Mysore
(i)

(i)

(iid)

Gujarat-II

(i)

centrated on the survey of agricultural Wealth-tax asses-
sees wherein 5,000 new assessees were brought on record.

Number of Wealth-tax assessments and number of Cate~
gory-I and IT Income-tax assessments disposed of in this
year were far more than in the earlier years.

There was a drive to liquidate arrears and because of
more emphasis on collection work, the Income-tax assess-
ments disposed of were less this year.

Moreover, more penalties were disposed of in the year
1970-71 as compared to earlier years.

The year 1968-69 was an unusual year in so fer as nearly
24,000 assessments of Goa circle were disposed of in that
year. These assessments had been pending for a number
of years till a decision on the complicated question of
status, peculiar to conditions obtained in Goa was taken
in 1968-69. Thus, on the basis of this one decision such a
large number of assessments could be disposed of in 1968~
€9. As the same conditions did not exist in the subse-
quent years, the same tempo in the disposal of assessments-
could not be maintained.

More Category-I and II cases were disposed of in 1970-71.
as compared to the earlier years.

There had been the problem of diminishing carry over of
arrear assessments. As a result of which, disposal in the
first few months was very small and the tempo could not
be gathered till current assessments had been added to
the work-load. This will be clear from the fact that in:
1968-69, the arrear assessments for disposal which stood
at 53,851 came down to 8,645 only for 1970-71.

Though there has been a decline in the average disposak
per ITO in this charge from 1968-69 to 1970-71, the aver-
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(ii)

Punjadb

(1)
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age disposal per ITO in this charge over the years has
been higher than all-India average.

The reason for fall in average for the year, 1970-71 as com-
pared to earlier years was due to the fact that Gujarat-III
charge was created in the year and on account of change
in jurisdiction, the Income-tax Officers were busy in
transferring and receiving case files and hence, the same
amount of time was not available with them as it was in
1968-69.

There were a number of raids carried out at Ludhiana in
September, 1970. As these raid cases were to be disposed
ed of expeditiously, four officers were posted at Ludhiana
to deal with such cases exclusively.

(ii) As a result of these raids, disclosures of about Rs. 1.36

crores were received. These disclosures were dealt with
on priority basis thus, resulting in lower disposal of other
cases.

(iii) A large number of officers and staff were posted on elec-

tion duty in mid-term election to Lok Sabha in March,
1971.

(iv) The arrear cases brolight forward as on 1st April, 1970

)

were much less than the arrear cases in earlier years. As
such, the work relating to disposal of assessments, could
not pick up speed till August, 1970 when returns for that
current year started coming in, thus, affecting the average
output per Income-tax Officer.

Greater attention was paid in this year to the liquidation
of arrear demand as a result of which, arrears of tax
amounting to Rs. 13.14 crores as on 1st April, 1970 were
reduced to Rs. 575 crores upto 31st March, 1971.

‘West Bengal-II

@)

(ii)

The main reasons for decline in the average disposal of
the Income-tax Officers was due to the fact that more
higher category cases were disposed of.

The poor law and order conditions prevailing in West
Bengal were also responsible for lesser disposal.
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4. It will be observed from the above that there were good
reasons for decline in the average disposal per Income-tax Officer
in respect of Income-tax assessments.

Sd!-

(K. SINGH)
Deputy Director of Inspection (RS&P)

‘CBDT (Shri S. K. Lall, Director), New Delhi.
DIRSP, U.O0. F. No. S(2)|28|/RSP|72-73]58, dated 3-4-1973.

Recommendation ;

The Committee need hardly stress that the Department should
also give adequate attention to the revenue collected and the ac-

curacy displayed in assessment.

[S1. No. 97 and Para 3.24 of Appendix to the 51st Report of the
PAC (1972-73) 1.

Action Taken

(i) The following figures show that revenue collection is improv-
ing every year:—

Year Corporation Income- Total
tax tax
1967-68 310°51 32589 636- 40
1968-59 299 77 37847 67824
1969-70 35339 44845 8or- 84
1970-71 38658 45306 83964
1971-72 48872 51385 1002° 57

(ii) There has also been a steady reduction in the net arrears

wvide details below:

Corpora- Income Net
Gross dznand outstanding as on. tion Tax Tax Interest Total Arrears
31-3-1970 5 S . 255 534 52 841 507
31-3-1971 : . . 183 528 61 772 499
31-3-1972 J 177 543 85 805 439

619 1LS—8
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(iii) Various steps taken for accelerating tax collection are de-
tailed in the Annexure A.

(iv) As regards accuracy in assessments, Board have issued Ins-
truction No. 355, F. 240/3/71-A(PAC) dated 13th December, 1971
(copy enclcsed as Annexure B).

[Ministry of Finance (Rev. and Ins.) O.M. No. 231/4/71-A&PAC,
dated 28-4-73].

‘ANNEXURE ‘A’
(Reply to para 3.24 of PAC's 51st Report, 1972-73)

Various steps have been taken in the past few years for prompt
collection of taxes and prevention of taxes from falling into arrears..
These are detailed below:— i

I.  Deleys—Elimination of—

(1) Vesting of power in the ITO enabling him to complete an
assessment in the very same year in which a person was
suspected of leaving India and curtailment of peried of
notice, ete.

(2) Provision enabling the ITO to complete an assessment in
the very same year in which a property is suspected to be:
transferred, sold ete., with a view to avoid tax payment.

(3) Reduction of period for completion of Income-tax assess~
ments from four years to two years.

(4) Provision fixing responsibility on a tax payer to estimate
and pay advance tax where the same is likely to exceed
the amount demanded by 33-1{3 per cent.

(9) Enlarging of the scope of tax deductible at source; in case:
of a certain types of interest, prizes on crossword puzzles
and lotteries, payments to contractors and sub-contractors.

(6) Special watch by the Commissioners and the Inspecting
Assistant Commissiomers on the speedy services of the
notices of demand so that the taxes could be collected
during the same year.

II. Tightening of Machinery

(1) Requirement under the law for the production of a certifi-
cate before the ITO by a person going abroad, if he is of
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S non-Indian domicile or a person of Indian domicile not
likely to return to India.

@

-

Directors of a private Litd. company which goes into liqui-
dation after 1st April, 1962 the date from the Act, 1961 came
into force, are liable in certain circumstances for the tax
payable by the company-

(3) Certain transfers of property during the pendency of pro-
ceedings to defraud revenue are d‘ec]ned to be void.

(4) Payment of interest for late payment of tax.

(5) Requirement for the production of tax clearance certificate
before documents for sale of property in excess of Rs. 50,000
are registered.

(6) In oder to ensure better collection of tax by deduction at
source the penalties for failure to deduct and pay tax at
source have been increased. Section 276B introduced in
1968, provides for rigorous imprisonment for failure to
deduct and pay tax. A more vigorous plosecution policy
was also launched resulting in betfer collection of tax by
deduction at source.

III. Improvement in Organization

(1) The introduction of the Scheme of Functional Distribution
of work. Here the collection of taxes is made the specific
function of ocne or more Income-tax Officers in the Range
or District. There are 125 Inceme-tax Officers attending
exclusively to the work of the collection of ‘taxes.

(2) As a result of the summary assessment scheme, some
Income-tax officers were diverted from assessinent to LOI-
lection and recovery work.

(3) Prior to 1961 recovery of tax arrears was done by State
authorities who often failed to evince sufficient interest in
the collection of the Central Revenues. The 1961 Act,
therefore, incorporated a self-contained Revenue Code and
made provision for the Recovery Officers who could be De-
partmental Officers. 84 Tax Recovery officers were sanc-
tioned till 1971. 89 more posts status of Comrnissioner of
Tncome-tax and a number of Additional Commissioners of
Income-tax are working as Tax Recovery Commissioners.
Tax Recovery work has been taken over in almost all the
changes by the Department.



110

(4) The Commissioners have been direction to use more vigor-
ously the powers to attach the debts, movable properties and
to consider sending the defaulter assessees to jail.

ANNEXURE ‘B’
(Reply to para 3.24 of PAC’s 51st Report, 1972-73)
INSTRUCTION No. 355
F. No. 240/3/71-A&PAC
CENTRAL BOARD OF DIRECT TAXES

New Delhi, December 13, 1971

From

To

Sir,

Shri S. Bhattacharya,

Secretary, Central Board of Direct Taxes

All Commissioners of Income-tax/Additional Commissioners
of Income tax.

SusJgecT: Computation of total income—Arithmetical mistakes
regarding steps to be taken.

Arithmetical mistakes occurring in' the computation of total in-

come are being repeatedly brought to the notice of the Board of
the C&AG’s revenue audit parties.

2. Some typical mistakes are—

(i) the failure to include in the computation of total income
certain proposed additions to income discussed in the nar-
rative portion of the assessment order;

(ii) mistake in totalling the income determined under diffe-
rent heads;

(iii) adding disallowable items of debit to loss shown or de-
termined, instead of deducting these;

(iv) omitting the last digit (mostly a zero) of a number run-
ning into several digits;

(v) errors in addition, particularly of digits in the fourth or
fifth place of numerals.
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3. The Public Accounts Committee while considering the Audit
Report for 1970 and 1971 in their last meeting held in October, 1971,
expressed grave concern over the recurrence of the types of avoi-
dable mistakes listed above. The Board share their concern and
feel that the mistakes may well be avoided with proper care in se-
curing arithmetical accuracy. With this end in view, they have
taken the following decisions:

(1) Before signing assessment orders, Income-tax officers
must satisfy themselves about the arithmetical accuracy
of the total income determined by them. When the total
income exceeds Rs. 9,999/-, they must write in words, as
well as figures, the amount of total income. Arithmetical
mistakes in computation of total income detected later
in such cases will be treated as instances of gross negli~
gence on their part.

(2) The clerks concerned with the calculation of tax must en~
sure that they take the correct total income as determin-
ed by the Income-tax officers. The Head Clerks/Super~
visors, who are required to check such calculations, must
also tally the total income taken for the purpose of cal-
culating the tax with that shown in their relevant assess-
ment order. If there is any error in transcribing the total
income, the responsibility will be that of the concerned
clerks, Head Clerks and Supervisors.

4. The Board desire you to intimate the above mentioned «deci-
sions to your officers and members of the staff.

Yours faithfully,
Sd/-

(S. BHATTACHARYA),
Secretary, Central Board of Direct Taxes.

Recommendation

Now that the number of Chartered Accountants has increased con-
siderably, the Committee would suggest that suitable method should
be devised to have all returns of income involving more than Rs. 1
lakh certified by Chartered Accountants subject to appropriate condi-
tions and terms so that the Income-tax Officers may concentrate at-
tention on broader aspects of determining correctly the tax liability.
The Committee would like this matter to be examined early by
Government in consultation with all concerned.

[S1. No. 98 and Para 3.28 Appendix to 51st Report of the P.A.C.
(1972-73) Fifth Lok Sabha]
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Action Taken

The Direct Taxes Enquiry Committee (Wanchoo Committee) has
also made a somewhat similar recommendation in paragraph 2.148 of
its final Report which reads as under:

“A provision may be introduced in the law making presenta-
tion of audited accounts mandatory in all cases of busi-
S ness or profession where the sale/turnover/receipts ex-
ceed Rs. 5 lakhs or the profit before tax exceeds
Rs. 50,000, A form of audited report may be pres-
cribed, taking due note of the manner in which docu-
ments, records and books are maintained in the non-cor-
porate sector. Auditor’s report should include, among
other things, pertinent information like the following:

1. Scope of examination—whether full check, test-check or
more reconciliation—in order to satisfy that purchases,
sales, income and expenses are properly accounted for
and balance-sheet is properly drawn up.

2. Nature of security offered for obtaining secured loans.
Particulars of security not recorded or accounted for
in the books to be stated.

3. Computation of admissible allowance by way of depre-
ciation.

4, Brief particulars of expenditure on entertainment, ad-
vertisement, guest house, etc., and the amount, if any,
disallowable under section 37 of the Income-tax Act,
1961. :

5. Particulars of expenses in respect of which payments
have been made to directors, partners or persons sub-
stantially interested in the concern and their relatives.
The amount, if any, not deductible under sections 40
and 40A of the Income-tax Act, 1961.

6. Particulars of amounts, if any, chargeable as profits
under section 41 of the Income-tax Act, 1961.

7. Particulars of payments in respect of which Income-tax
has not been deducted at source and paid in accordance
with the requirements of sections 192—200 of the In-
come-tax Act, 1961.

The Government may also, in due course, envolve a proforma
of information to be furnished by the auditors which
would facilitate completion of assessments.” (Recmn. 94).
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The above recommendation of the Wanchoo Committee is cur-
rently under examination by Government and, if accepted, would
be implemented through a Bill to be introduced in the current Bud-
get Session of the Parliament. If a provision is made in the Income-
tax Act on the lines recommended by the Wanchoo Committee, it
would also substantially meet the suggestion contanied in paragra-
ph 3.28 of the Fifty-first Report of the Public Accounts Committee
quoted above.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231{4|73-
A&PAC dated 7-6-1973].

Further Information (SL No. 98)

Item No. 48: Clause 39 of the Taxation Laws (Amendment) Bill
meets this point by seeking to amend suitably section 139 of Income-
tax Act, 1961.

Recommendation

The Committee note with some satisfaction that the effective
arrears of tax demand (excluding the demands not fallen due) came
down to Rs. 609.55 crores as on 31st March, 1971 from Rs. 682.56
ccrores as on 31lst March, 1970. The Committee were informed that
for the first time in 1970-71 the growth of arrears has been arrested.
During the last three years collections from arrears demand has
risen from: Rs. 101 crores to Rs. 129 crores, while the total collec-
tion (both arrears and current) increased from 678 crores to Rs.
801 crores and Rs. 830 crores. The Committee stress that no efforts
should be spared to recover the arrears.

[SI. No. 99 and Para 4.48 of Appendix to 51st Report of the
P.AC. (1972-73)].

Action Taken
The observations of the Committee have been noted.
[Ministry of Finance (Revenue and Insurance) OM No. 231/5/71-A
& PAC, dated 2-3-1973].

Recommendation

It is significant that a sizable amount of arrears continued to he
outstanding, inspite of introduction of systems of deductions at
source, payment of advance tax and self assessment. The Finance
Secretary agreed during evidence that these measures should have
resulted in narrowing the difference between the demands and col-
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lection and he promised to investigate the matter. The Committee
desire that this question should be thoroughly examined with a
view to taking effective measures without delay to obviate accumu-
lation of current demands.

[SL. No. 100 and Para 4.49 of Appendix to 51st Report of the
3 P.A.C. (1972-73)].

Action Taken

The Ministry are seized of the problem of arrear demands re-
maining outstanding for long. Studies were conducted by the Di-
rector of Inspection (RS&P) in arrear cases involving outstanding
demands' of Rs. 5 lakhs or more to spot light the causes for large
arrears and possible remedies. The Wanchoo Committee has also
gone into this matter at length and suggested remedial measures.
These are under consideration of the Government.

Various steps taken for accelerating the collection are detailed
in Annexure ‘A’ to the Ministry’s reply to Para 3.24 of this report.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/5/71-
A&PAC dated 6-5-1973].

Further Information (SL No. 100)

(i) The sample study was conducted with results as per details
given in the Annexure ‘A’.

(ii) The position is elucidated in Annexure ‘B.

ANNEXURE ‘A’

A sample study of 50 cases with arrears demand exceeding Rs. 5
lakhs in each cases was conducted by the DI (RS&P). The results
of this study are given below:—

(a) 24 per cent of the total sample involving 52.9 per cent of
the gross outstanding demand related to cases where assets
had been attached but their disposal had been held up be-

cause of legal and other difficulties.

(b) Since this category of cases accounted for more than 50 per
cent of the gross demand outstanding, a further study was
undertaken with a view to identifying the reasons for the
legal and other difficulties. This study revealed that 57.99
per cent of 52.9 per cent of the gross demand i.e., 30.6 per
cent of the gross demard was outstanding due to the reco-



115

very proceedings having been stayed by High Courts and
the Supreme Court, consequent to the filing of writ peti-
tions by the assessees.

(c) In as many as 33.62 per cent of 52.9 per cent i.e. 17.8 per
cent of the cases, the department had filed applications to
become party to petitions already filed by the creditors for
winding up the affairs of the assessees.

(d) The net result was that in cases involving 48.4 per cent
(30.6 per cent+17.8 per cent) of the gross demand out-
standing, there would be no progress till the cases pending
in courts were decided.

The results achieved from these studies show that a substantial -
portion of our arrears are outstanding because our judicial system
is no longer able or geared to cope with the huge arrears of tax cases
that are pending before them. It is also a fact that with the advances
in education, experience and wealth, the tax payers are becoming
conscious of the financial advantages of going to a High Court or the
Supreme Court and delaying Income-tax proceedings. TUnder the
present judicial system, even simple cases of litigation can be pro-
longed for a decade. With this end in view, tax payers prefer to go
to Court rather than adopt other means to settle their differences
with the Income-tax Department. Action on the results of this study
was deferred as the Wanchoo Committee was also going into this
matter and their recommendations could be awaited. The Commit-
tee in their Report, since submitted, has suggested remedial measures
which have been considered vide details in Annexure ‘B’.

‘ANNEXURE ‘B’

The following provisions for reduction of tax arrears and prevent-
ing accumulation thereof have been included in the Taxation Laws
(Amendment) Bill, 1973 on the basis of the Wanchoo Committee’s re-
commendations which is now before the Select Committee.

(i) Automatic lien: Section 281 of the Income-tax Act is being
amended so as to provide that if a person transfers any of his assets
exceeding Rs. 10,000 in value during the pendency any proceedings .
or, without paying the tax makes any such transfer after the comple-
tion of any proceedings and before notice by the Tax Recovery Offi-
cer, such transfer shall be void unless made for adequate consideration
and without notice of the pendency of the preceedings or of the tax
payable.
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Under section 281 of the Income-tax Act, as it exists at present,
only transfer made during the pendency of any proceedings under
the Act with the intention to defraud the revenue are to be ireated
as void. Under the proposed amendment, the intention to defraud
revenue need not be established in order to render void the creation
of any charge or transfer,

(ii) Provisional attachment: A provision is being made enabling
the income-tax and wealth-tax authorities to levy provisional attach-
ment on the assets of a tax-payer whose case is under investigation
even before tax demand is actually raised against him.

(iii) Transfer of assets to spouse or minor child etc.: Under clause
55 of the Amendment Bill, an Explanation is sought to be introduced
in section 222(1) to provide that the assessee movable or immovable
properties shall include properties transferred fo the spouse, minor
child, son’s minor child or son’s wife, otherwise than for adequate
consideration; and that such movable or immovable properties could
be attached and sold for recovery of any arrears of tax due from the
assessee.

(iv) Simulteneous recovery by more than one Tax Recovery Offi-
cer: The amendment proposed to be made to sub-section (2) under
clause 56 of the Amendment Bill enables the Tax Recovery Officer to
send the certificate, or a copy thereof to another Tax Recovery Officer
within whose juristliction the assessee resides or has property, with-
out first exhausting all the avenues available to him in respect of the
property: within his jurisdiction which he has to do at present.

(v) Acquisition of property at cost below the reserve price: Rule
59 of the Second Schedule is being amended so as to provide that
where the sale of a property for which a reserve price has been spe-
cified in the first auction, has been postponed for war of a bid of an
amount not less than such reserve price, the Income-tax Officer can,
on any subsequent sale, when no reserve price has been specified,
bid for the property and acquire it his bid is the highest, even though
it may be below the earlier reserve price.

(vi) Payment of undisputed tax before appeal: Payment of tax
on the basis of the return or the amount which he should have paid
as advance tax is proposed to be made a condition precedent for filing
an appeal before the Appellate Assistant Commissioner. However,
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“in appropriate cases, the Appellate Assistant Commissioner will be
-empowered to waive this requirement.

(vii) Prosecution for wilful attempt to evade payment of tawx:

Persons who wilfully attempt to evade payment of tax will be liable
fo prosecution. '

(viii) Pre-assessment instructions to Income-tax Officer: The Ins-
pecting Assistant Commissioners of Income-tax are being authorised

-to call for the records of any case on his own motion or on reference

by the Income-tax Officer or on petition by the assessee before an

~assessment is finalised and to issue such directions as he considers

fit for the completion of assessment.

(ix) Issue of draft assessment orders etc. where large additions

-or disallowances are proposed: The Income-tax Officers will be re-
~quired to send draft assessment orders to tax payers in all cases in

which additions disallowances proposed to be made exceed the
Iimits prescribed by the Board. Such limits shall not be fixed at less

‘£han Rs. 25,000 for any area.

Recommendation

The effective arrears included irrecoverable dues amounting to

Rs. 47.91 crores at the end of 1969-70 and Rs. 56.6 crores at the end of

1970-71. The Administrative Reforms Commission observed that “no

aseful purpose is secured by keeping these in the books as irrecover-
.able arrears” and thaf, “action should be taken for expediting writing

off of outstanding demands if they are found clearly to be irrecover-
able”. The Committee were informed that the Zocnal Committees

‘were constituted in 1968 to go through such cases and they were re-
-guired to meet once in two months to accelerate the pace of writing
.off:- The Committee were not furnished with figures regarding num-

ber of cases reviewed by the Zonal Committees frem 1968-69 onwards
and recommended for write off. The Committee recommend that in

.order to watch the progress of work done by Zonal Committees, the

Board should get necessary returns periodically which should be pro-

sperly scrutinised in the interest of speeding up work.

[S]. No. 101 and Para 4.50 of Appendix to 51st Report of the
P.A.C. (1972-73) Fifth Lok Sabha]
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Action Taken

The figures relating to the progress of work done by the Zonal
Committee from 1968-69 onwards are given below:

Year No. of No. of
cases cases re-
reviewed commend-

ed for

write off
1968-69 . ; ; . s : p ; s 5 63 50
1969-70 . . : ; : 2 2 : : s 106 8o
1970-71 . . o 5 . 5 s . : : 91 70
1971-72 ., 5 - 5 : o 5 . : e 69 61

As regards the Committee’s recommendation that the Board
should watch the progress of work done by the Zonal Committee and
get necessary returns periodically instructions have been issued on
1st March, 1973 vide Board’s F. 385|9|73-IT (B) (Copy attached).

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/
5/71 A&PAC dated 6-5-1973]

INSTRUCTION NO. 520
F. No. 385/9/73-11(B)
CENTRAL BOARD OF DIRECT TAXES
Dated, New Delhi, the 1st March, 1973.

From
The Director,
Central Board of Direct Taxes.

To
All Commissioners of Income-tax and
Additional Commissioners of Income-tax.

Dear Sir

Sussecr: P.A.C. (1972-73)—51st Report Para 4.50— (Fifth Lok
Sabha)—Progress of the work done by the Zonal
Committees relating to write off—

The Public Accounts Committee while reviewing the work done
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by the Department during the year 1971-72 have made the following
recommendations in their 51st Report, para 4.50:—

“Para 4.50—The effective arrears included irrecoverable dues
amounting to Rs. 47.91 crores at the end of 1969-70 and
Rs. 56.6 crores at the end of 1970-71. The Administrative
Reforms Commission observed that “no useful purpose is
secured by keeping these in the books as irrecoverable
arrears” and that, “action should be taken for expediting
writing off of oustanding demands if they are found clear-
ly to be irrecoverable.” The Committee were informed
that the Zonal Committees were constituted in 1968 to go
through such cases and they were required to meet once
in two months to accelerate the pace of writing off. The
Committee were not furnished with the figures regarding
number of cases reviewed by the Zonal Committees from
1968-69 onwards and recommended for write off. The
Committee recommend that in order to watch the pro-
gress of work done by Zonal Committees, the Board
should get necessary returns periodically which should be
properly scrutinised in the interest of speeding up work.”

2. Vide para of Board’s circular letter F. No. 16¢|59|68-IT (B) dated
16th October, 1968, the Zonal Committees are required to meet ordi-
narily once in three months for reviewing cases of arrear demands
exceeding Rs. 1 lakh and make necessary recommendations for the
write off/selling down of irrecoverable portions of such arrears. It
appears that sufficient interest in this regard is not being taken as
very few cases of write off processed through the Zonal Committee
have been received in the Board during the year 1972-73. The Board,
therefore, desire that the Commissioners should pay personal atten-
tion to this aspect of the work. An annual statement showing the
progress of work done by the Zonal Committee should be sent by
15th April to the D.I. (RS&P), in the enclosed proforma.

Yours faithfully,

Sd./- S. N. NAUTIAL,
Director,
Central Board of Direct Taxes.

1. Copy to the Directorate of Inspection (RS&P), New Delhi in
continuation of Board’s letter F. No. 16¢/5%/68-IT(B) dated 16th
October, 1968 for information and necessary action. The annual state-
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ment should be collected and sent to the Board alongwith their com-
ments by the 15th May, each year-

2. Bulletin Section of the D.I. (RS&P), New Delhi, 3 spare copies..

Sd/- S. N. NAUTIAL,
Director,.

Central Board of Direct Taxes..

PROFORMA

Total amount outstanding Crops ripe for being placed Cases placed before-
before the Zonal Committee. the Zonal Ccmmittee

No. of cases ~Amount No. of cases Amount

involved involved
(x) @ (3)

No. of meetings of thg Zonal No. of cases considered Cases out of Col. (5)
Committee held during the year by the Zonal Committee ~ which were recommend--

ed by the Zonal Ccm-

mittee for write off

No. of Amount No. of Amount -

cases involed cases involved

(4) ©) (6)

Cases out of Col. (5) which were  Cases which could not be  Brief reasons as to why
not recommended for write off considered by the Ccm-  the Zonal  Ccmmittee
mittee could not consider the
cases mentioned in Col. &

No. o cases Amount No of Amount
involved cases involved
()] ® ; 9)
Recommendation

The Committee wish to reiterate the observations of the Admini--
strative Reforms Commission that outstanding demands should be-
written off only if they are found clearly to be irrecoverable after
exhausting all avenues open to the Department.

[SL No. 102 and Para 4.51 of Appendix to 51st Report of the-
‘ P.A.C. (1972-73)].

Action Taken

According to Schedule VII of the Compilation of the Delegation.
of Financial Power Rules 1958, Commissioners of Income-tax have-
full powers to write off irrecoverable balance of income-tax demands.
subject to a report to the next higher authority. Powers of write off
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have also been delegated to the other authorities of the Department
as under:—

1. Inspecting Assistt. Commissioner of Inccme-tax ., Upto Rs. 2cco/- in each
case.

2. Income-tax Officer Class I . : ' A . UptoRs. 250/~ in  each
case.

3. Income-tax Officer Class-II > 5 % . UptoRs. 100/- in  each
oase.

Although the Income-tax authorities thus have powers of write
off with a view to accelerating the pace of write off and to see that
the write offs should be resorted to only in those cases where there
are absolutely no changes of recovery and all the avenues of recovery
have been exhausted, the system of scrutiny of such cases by special-
ly constituted Committees has been introduced ky the Government.
So far as the case of write off of outstanding demands not exceeding
Rs. 1 lakh in each case are concerned, these are to be considered by
a local Committee constituted in each Commissioner’s charge with
effect from 1st January, 1970 and consisting of the Commissioner of
Income-tax, the Inspecting Assistant Commissioner of Income-tax
concerned and the Income-tax Officer concerned. All cases between
Rs. 2000 and one lakh are required to be examined first by this Com-
mittee and on the basis of the recommendations made by it, neces-
sary orders for write off are passed by the appropriate authority of
the Income-tax Department. In cases where the demand involved is
Rs. 1 lakh or more, the Commissioner is required to obtain the prior
approval of the Board. Such cases are examined first by a Zonal
Committee introduced in October, 1968 and consisting of three Com-
missioners in the Zone. One of the three can be an Additional Com-
missioner of Income-tax. The Commissioner concerned thereafter
forwards the recommendations of the Zonal Committee to the Direc-
tor of Inspection (RS&P), New Delhi in respect of cases recommended
for write off. The Director of Inspection is required to examine the
write off proposél and forward the same to the Board with his for-
warding comments. The Committee’s proposal and the D.I’s for-
warding comments alongwith the original records of the case are
then examined by two Directors/Dy. Secretaries in Board’s Office
with reference to the case records. If the amount involved is less
than Rs. 5 lakhs, the papers are placed before the Member of the
Board, and if he approves, his instructions for write off are conveyed
to the Commissioner of Income-tax. In cases the demand involved
is more than Rs. 5 lakhs, the Committee’s recommendations are con-
sidered by the full Board. Cases involving a demand of more than
Rs. 25 lakhs for write off are submitted to the Finance Minister.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/
5/71 A&PAC dated 6-5-1973].
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Recommendation

The Committee find that the number of cases under the appeal
before the Appellate Assistant Commissioners in which tax was stay-
ed increased from 6,667 (involving tax of 34.64 crores) to 7,130 cases
as on 30th June, 1970 (involving tax of Rs. 53.86 crores). This is in
spite of the fact that the Department has taken some steps for ex-
pediting the disposal of the appeals pending before the Appellate
Assistant Commissioners such as increasing the number of Appellate
Assistant Commissioners such as increasing the number of Appellate
take up large demands cases for out of turn disposal etc. The cases
in which tax was stayed by the Income-tax Tribunals increased from
908 (involving tax of Rs. 9.48 crores) as on 30th June, 1969, to 1,127
(involving tax of Rs. 16.35 crores) as on 30th June, 1970, in spite of
certain measures taken by the Ministry of Law. The Committee de-
sire that the number of pending appeals with the Appellate Assistant
Commissioners and Tribunals should be kept under watch and fur-
ther necessary steps taken to speed up disposal of the pending ap-
peals.

[S1. No. 104 and Para 4.53 of Appendix to 5lst Report of the

P.A.C. (1972-73)].

Action Taken

The pendency of appeals before the Appellate Assistant Com-
missioner and the income-tax Appellate Tribunal is constantly
under review. Various steps have been taken and are being taken
from time to time for expediting disposal of appedls pending before
them.

2. Apart from generally directing the Appellate Assistant Com-
missioners to dispose of “old appeals” and “appeals involving big
demands” on priority basis, the Commissioners of Income-tax/Addi-
tional Commissioners of Income-tax have been requested to furnish
lists of cases involving large demands to the Appellate Assistant
Commissioners and to the Benches of the Income-tax Appellate Tri-
bunal requesting them for early hearing of these appeals. The juris-
diction of the Appellate Assistant Commissioners have recently been
reorganised into important and comparatively less important Ranges
with the specific object of stepping up the disposal of large demand
cases in one category of Ranges and to facilitate bulk disposal of
comparatively small cases in the other category of Ranges. With
these measures and the increase in the strength of the Appellate As-
sistant Commissioners as compared to the preceding years, the posi-
tion is expected to improve.
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3. Unfortunately, owing to litigation for seniority between two
groups of officers, it has not been possible to fill in a fairly large
number of posts of Appellate Assistant Commissioners by promotion,
but matters are moving ahead and it is hoped to fill in these posts
before long. The Ministry of Law is also being requested to take
further appropriate action in the matter of accelerating the pace of
disposal of the pending appeals before the various benches of the
Tribunal. More recently, they have added 8 more benches for in-
creasing output.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/
5/71 APAC dated 24-3-1973].

Recommendation

The Committee note that in pursuance of their earlier recommen-
dation, the Commissioners had informal discussion with the Chief
Justices of many States regarding constitution of additional or spe-
cial benches to dispose of Income-tax cases pending before the courts.
The Committee have been informed that the response from some of
the Chief Justices was quite favourable. The Committee desire that
efforts should continue to be made in this direction. The Committee
appreciate the Ministry’'s point that there is accumulation of work
before the High Courts and Supreme Court and the Law Commission
have recommended that the strength of High Courts may be increas-
ed wherever necessary. The Committee trust that Government will
take suitable action on the recommendation of the Law Commission
in the interest of more expeditious disposal of pending Income-tax

cases.
[SL. No. 105 and Para 4.54 of Appendix to 51st Report of the
P.A.C. (1972-73)].

Action Taken

The matter pertains to the Ministry of Law and the extracts on
the recommendations contained in the above-noted para have been
forwarded to that Ministry. Further action will be taken by them.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/
5/71 APAC dated 24-3-1973].

Recommendation

The Committee find that as on 31st March, 1970 tax amounting to
Rs. 23.55 crores had been stayed by the Departmental officers pend-
ing disposal of appeals. The Committee were informed that under

619 LS—9 ,
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section 220(3) of the Income-tax Act, the Income-tax Officer has dis-
cretion to extend the time for payment of tax or allow payment by
instalment. During evidence, the Finance Secretary agreed that there
should be a review by another officer to see whether the discretion
has been properly exercised by the Income-tax Officers. The Com-
mittee were informed that a random check of cases in which the
stay of demand had been permitted by the Income-tax Officers was
proposed to be undertaken early in the current financial year. Con-
sidering that a sizeable amount of tax has been stayed by the Income-
tax Officers, the Committee desire that the review should be com-
pleted expeditiously, and the Committee informed of the result and
action taken in pursuance thereof, if any.

The Committee find that an interest of Rs. 51.50 crores is includ-
ed in the total gross arrears of Rs. 840.70 crores. The amount out-
standing pertaining to the period 1959-60 and the earlier years as on
31st March, 1970 was Rs. 62.29 crores. Interest at 9 per cent under
Section 220(3 on the outstanding of Rs. 62.29 crores for the period
from 1959-60 to 1969-70 i.e. for the period of 11 years work out to
Rs. 62 crores. Even without taking into account (i) the arrears of
1960-61 and for the subsequent years and (ii) interest leviable under
various other Sections of the Act on arrears of Rs. 62.29 crores relat-
ing to 1959-60 and earlier years, interest of Rs. 62 crores was leviable.
The Chairman, Central Board of Direct Taxes admitted that “some
officers charge interest and some do not”. They await till the whole
tax is recovered. The Board have given instructions but they do not
seem to be complied with. The Finance Secretary agreed to the
suggestion that the calculation of interest on arrears of tax demands
of over Rs. 1 lakh each could be checked to see whether it had been
correctly done. The Ministry have intimated subsequently that this
check would be undertaken in the beginning of the current financial
year. The Committee desire that the review of the calculations of
interest of tax demand of over 1 lakh should be completed expediti-
ously and the result intimated to them. The Committee also desire
that the Board should ensure that the instructions issued by them

from time to time regarding charging of interest are complied with
by the Income-tax Officers and the Tax Recovery Officers.

[Sl. Nos. 103 & 106 and Paras 4.52 and 4.55 of Appendix to 51st
Report of the P.A.C. (1972-73) Fifth Lok Sabha].

Action Taken

The Board have addressed the Commissioners of Income-tax ask-
ing them to undertake the reviews as desired by the Committee. The
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results will be intimated in due course. The Commissioners’ atten-

tion has been drawn to Board’s Instructions about charging of inter-
est.

[Ministry of Finance (Revenue and Insurance) O.M., No. 231/
5/71-A&PAC dated 19-4-1973].

Further Information (Sr. No. 103)

In Ministry’s earlier reply on this item regarding information for
para 4.52, sent vide Office Memorandum dated 15th November, 1973.
it was stated in the Annexure that with the exception of two cases,
the Income-tax Officers exercised the discretion properly. On fur-
ther scrutiny it has come to the light that one of the two cases as
mentioned in Ministry’s earlier reply does not fall under section
220(3) of Income-tax Act, 1961 and that it is a case where tax reco-
very certificate has been issued. The Annexure may, therefore, please
be substituted by the Revised Annexure sent herewith. The incon-
venience caused is very much regretted.

REVISED ANNEXURE
Para 4.52

The recommendations of the P.A.C. was that there should be a
review by another officer in cases where the Income-tax Officer had
either allowed payment of tax by instalments or had extended the
time for payment of taxes.

“It is reported by all the Commissioners of Income-tax that
the Inspecting Assistant Commissioners have made a ran-
dom check of the cases in which the Income-tax Officers
have granted facility under section 220(3) to the assessee
for payment of taxes. With the exception of one case, the
Income-tax Officers have exercised the discretion properly.
In one case of Delhi (Central) Charge for assessment year
1968-69, the entire demand was stayed by the Income-tax
Officer instead of staying the disputed demand only. The
Income-tax Officer was directed by the Commissioner of
Income-tax to review the stay order and collect the un-
disputed tax immediately. The order has since been re-
viewed by the Income-tax Officer and the assessee (Smt.
Pushpinder Kaur of Delhi) has been directed to clear the
undisputed demand of Rs. 40,000 out of a total demand of
Rs. 1,12,000. The balance demand viz. Rs. 72,000 which
is disputed has been stayed by the Income-tax Officer
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pending decision of appeal by the Appellate Assistant Com-
missioner of Income-tax.”

Further Information (Sr. Nos. 103 and 106)

Necessary reviews have been conducted in all the Commissioners’
ctharges vide details given in the Annexure which shows the results
of the review and action taken.

ANNEXURE
Para 4.52

The recommendation of the P.A.C. was that there should be a
review by another officer in cases where the Income-tax Officer had
either allowed payment of tax by instalments or had extended the
time for payment of taxes.

It is reported by all the Commissioners of Income-tax that the
TACs have made a random check of the cases in which the Income-
tax Officers have granted facility under section 220 (3) to the assessees
for payment of taxes. With the exception of two cases, the ITOs
have exercised the discretion properly. In one case of Delhi (Cen-
tral) Charge for assessment year 1968-69, the entire demand was stay-
ed by the Income-tax Officer instead of staying the disputed demand
only. The Income-tax Officer was directed by the Commissioner of
Income-tax to review the stay order and collect the undisputed tax
immediately. The order has since been reviewed by the ITO and the
assessee (Smt. Pushpinder Kaur of Delhi) has been directed to clear
the undisputed demand of Rs. 40,000 out of a total demand of
Rs. 1,12,000. The balance demand viz. Rs. 72,000 which is disputed
has been stayed by the Income-tax Officer pending decision of appeal
by the Appellate Assistant Commissioner of Income-tax. In another
case of Madras (Central) Charge, an order passed by the Income-
tax Officer for giving time for payment of tax due from a firm and
its five partners was found to be irregular. It has since been revok-
ed.

Para 4.55

It was pointed out by the P.A.C. that interest at 9 per cent under
section 220(2) on the outstanding demand of Rs. 62.29 crores pertain-
ing to the period 1959-60 to 1969-70 works out to Rs. 62 crores which
was not levied.

In this connection it may be noted that the rate of interest was
not uniform at 9 per cent from 1959-60 to 1969-70. For all demands
which became due prior to 1st April, 1962, no interest was charge-
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able. For the subsequent years, the rate of interest u/s 220(2) of
the LT. Act, 1961 for different period is as under:

(a) From 1st April, 1962 to 31st March, 1965—4 per cent.
(b) From 1st April, 1965 to 30th September, 1967—6 per cent.
(c) From 1st October, 1967 to 31st March, 1972—9 per cent.

It was also suggested by the P.A.C. that there should be a review
of calculation of interest u/s 220(2) on arrears of tax demand of over
Rs. 1 lakh and the result intimated to them.

All the Commissioners of Income-tax have reported that a review
on the above lines has been conducted and the total amount of addi-
tional interest levied as a result of review by different Commissioner’s
of Income-tax works out to Rs. 1,57,17,075. In addition to this, in
one case of Rajasthan Charge, interest u/s 220(2) recoverable upto
31st March, 1973 was Rs. 51,726 out of which a sum of Rs. 7,457 only
was included in the recovery certificates. The balance interest of
Rs. 44,269 has not been levied so far and is recoverable by the Tax
Recovery Officer while executing recovery proceedings. Necessary
instructions in this regard have been issued to the Commissioner of
Income-tax, Rajasthan.

Recommendation

The Committee note that the work regarding taking over of tax
recovery work from the State Governments has been completed in.
all the Commissioner’s charges except West Bengal, Madhya Pradesh,.
Uttar Pradesh, Orissa and Bihar where it has been taken over partly.
The Committee trust that the work in the remaining charges would.
be taken over as early as possible. The Committee would like to
know the progress made in thig behalf. The Committee hope with
the taking over of tax recovery work there would be proper co-
ordination between the Tax Recovery Officers and the Assessing
Officers. The Board should closely watch the impact of taking over
this work on the arrears of tax demand and take necessary measures:
to improve the system.

[S1. No. 107 and Para 4.56 of Appendix to 51st Report of P.A.C.
(1972-73) 1.

Recovery work has been taken over by the Income-tax Depart-
ment in all the Commissioners’ charges in India except West Bengal
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where it has been taken over only in the District of 24-Parganas
excluding such areas as fall within the Calcutta Municipal limits
and in Calcutta Municipal Wards No. 1 to 100. Steps are, however,
being taken to take over the recovery work in the rest of the West

Bengal charges also. The other observations of the Committee
have been noted.

[Ministry of Finance (Rev. & Ins.) O.M. No. 231/5/71
APAC dated 7th March, 1973].

Recommendation

The Committee suggest that the Department should consider the
feasibility of proposing amendments to the law on the lines prevalent
in the United States by which tax due including interest, penalty
etc, could be given a lien on the property of the assessee so that he
could not escape tax by transferring the property.

During evidence the Finance Secretary agreed with the Com-
mittee that there was a need to increase the present rate of interest
of 9 per cent payable to Government by the assessees for
delay in payment or short payment of advance tax, delay in filing
returns etc., so that it may act as a real deterrent to the assessees
who fail to comply with the statutory provisions. The Committee
are glad to note that in the Finance Act, 1972 passed subsequently,
this suggestion of the Committee had been carried out and the rate
of interest raised to 12 per cent in the Income-tax, Wealth-tax and
Gift-tax Acts,

[S1. Nos. 109 and 110 and Paras 4.58 and 4.59 of the Appendix to

51st Report of the P.A.C. (1972-73)].

Action taken

The recommendations of the Committee are under the Minis-

try’s consideration.
459. The Committee’s observations have been noted.

[Ministry of Finance (Rev, & Ins.) O.M. No. 231/5/71-
APAC dated 6th May, 1973].

Further Information (Sr. No. 109)

Reference is invited to clause 75 of the Taxation Laws (Amend-
r-~t) Bill, 1973 which seeks to amend section 281 of Income-tax



129

Act, 1961 suitably in this behalf; the Bill is now before the Select
Committee.

Recommendation

The Committee note that the number of cases in which
prosecution for concealment of income was launched was 23 in
1968-69, 40 in 1969-70 and 24 in 1970-71. The Committee are of the
view that these figures of prosecutions are unimpressive when com-
pared with the number of cases in which penalties were imposed.
The Direct Tax Enquiry Committee have recommended that the
Department should completely reorient itself to a more vigorous
prosecution policy in order to instil wholesome respect for the
tax laws in the minds of the tax payers. Where there is a reasonable
chance of securing a conviction, the tax dodger should invariably
be prosecuted. The Committee desire that effective measures should
be taken by the Department to ensure that prosecutions are laun-
ched in all suitable cases so that this may act as deterrent to tax
evasion,

- The Committee find that convictions could be obtained only
in four cases in 1968-69 and three cases in 1969-70. The punishments
awarded in these cases were nominal, such as fines for imprison-
ment ranging from one day to six months. According to the Law
amended from 1st April, 1964 the minimum imprisonment was six
months and maximum two years. The Committee were informed
that unless the maximum imprisonment was fixed as three years or
more the provisions of the First Offender’s Act can be invoked. The
Committee desire that the question of enhancing the provision of
imprisonment under the Income tax Act may be carefully examined
and necessary amendment to the Act made.

[Sl. Nos. 111, 112 and Paras 5.10, 5.11 of Appendix to 51st Report
of the P.A.C. (1972-73) —Fifth Lok Sabha]

Action taken

The Department has been making continuous efforts to see
that prosecution is launched in all cases where there is sufficient
evidence. The total number of cases approved during the current
financial year is ‘60’. It is hoped that the number would increase in
future. To achieve good results certain administrative measures are
also under consideration.

The matter is under consideration of the Government.

[Ministry of Finance (Rev. and Ins.) O. M. No. 231/11/71-APAC
dated 2nd April, 1673]



130
Further Information (Sr. Ne. 111)

Statistics of proposals for prosecution approved and prose-
cutions launched during the years 1971-72, 1972-73 and 1973-74
(upto 31-10-1973) are given below:—

1971-72 1972-73 From 1-4-73

to 3I-10-73
Proposals approved by the Board ! 5 4 15 50 27
Prosecutions launched 3 : 2 £ 13 30 12

It will be seen that there is improvement in the proposals ap-
proved and prosecutions launched in 1972-73 and during the first
7 months in 1973-74. A number of proposals are still being pro-
cessed.

The following measures have recently been taken by the Govern-
ment to achieve better results in the matter of prosecution:—

(1) A Joint Secretary’s post has been created in the Depart-
ment of Revenue & Insurance who will devote a good
part of his time to prosecution cases;

(2) A full time officer of the rank of Assistant Commissioner
of Income-tax designated as O.S.D. (Legal) has been
appointed in Directorate of Inspection (Investigation) for
scrutinising prosecution proposals received from the
Commissioners for administrative approval and also for
expediting the cases which are now under process with
the various Commissioners of Income-tax;

(3) The question of strengthening the Intelligence wing of
the Income-tax Department at Bombay, Calcutta and
Madras is under consideration; and

(4) Emphasis is now being given in the course of training
of officers, both initially and while undergoing refresher
courses, to the theory ang practice of prosecution. For
this purpose a training monograph has been brought out
by the Director of Training,
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F. No. 58/74/67-IT (Inv)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 5th September, 1967..
From

The Secretary,

Central Board of Direct Taxes.

To

All Commissioners of Income-tax.
Sir,

SuBJECT: —Expeditious disposal of disclosure—cases under section:
271(44).

Complaints have been received that sometimes there is con-
siderable delay in disposal of cases of voluntary disclosure under
section 271(4A) of the Income-tax Act, 1961.

2. While it is appreciated that sometime is bound to be taken in
cases, where prolonged enquiries are needed, there will be a number
of other cases where, with prompt attention from the Commissioners,.
the cases would be disposed of expeditiously. You are, therefore,.
requested to scrutinise all Pending cases and dispose of as many as:
possible without delay. A proper watch should be kept in applica-
tions under Section 271 (4A) sent to the Income-tax Officers for report
and, except where prolonged enquiries are needed, the reports should
be obtained from the Income-tax Officers and cases disposed of
quickly.

3. A quarterly statement of voluntary disclosure of income
under section 271(4A) is already being sent by you in response to
Board’s letter No. 16/15/65-IT(Inv) dated 16th March, 1965. For
the quarter ending 30th September, 1967 onwards an annexure in
the form given below be sent along with the quarterly statement.

Yours faithfully,
Sd/- G. R. Hegde,
Secretary, Central Board of Direct Taxes.
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PROFORMA
‘Statement for the quarter ending

(1) Number of voluntary disclosure cases pending with
Commissioner of Income-tax at the commencement of the
quarter.

(2) Number of cases received during the quarter.
(3) Total

(4) Number disposed of during the quarter.

(5) Balance at the end of the quarter.

(6) List of cases, pending at the end of the quarter for more
than six months, with brief reasons.

Further Information (Sr, No. 112)

Item No. 54—The Taxation Laws (Amendment) Bill, 1973 (clause
72) seeks to meet this point by suitably amending
Section 277 of Income-tax Act, 1961.

Recommendation

The Committee also desire that the Department should enforce
strictly the provisions in the existing law that the companies should
submit statement of the tax deducted and tax remitted in time so
that necessary check can be exercised. The Committee stress that
no laxity should be shown in enforcing these provisions.

[SL. No. 116 and Para 7.13 of Appendix to 5Ist Report of the
P.A.C. (1972-73) (Fifth Lok Sabha,)].

Action taken

Instructions are being issued to the Commissioners of Income-
tax drawing their attention to the provisions contained in Section
194 of the Income-tax Act. 1961 and Rule 37(2) of the Income-tax
Rules, 1962 and asking them to strictly enforce the provisions.

[Ministry of Finance (Rev, & Ins.) O.M. No. 231/74/70-II
. Audit dated 26th March, 1973].

Further Information (Sr. No. 116)

Item No. 58--Th= Board have issued necessary instructions
(No. 531 F. No. 277.3/73-II1 dated 24th March, 1973—

copy attached).
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COPY

Instruction No. 531
F. No. 277/3/73-ITJ

GOVERNMENT OF INDIA

CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 24th March, 1973.
To

All Commissioners and Additional Commissioners

of Income-
tax.

Sir,

SusJecT.—Deduction of tax at source—Strist enforcement of the
provisions contained in section 194 and Rule 37(2) of
the Income-tax Rules, 1962—Instructions regarding.

Attention is invited to the provisions contained in Rule 37(2) of
the Income-tax Rules, 1962 as per which the person making deduc-
tion of tax in accordance with Section 194 of the Income-tax Act,
1961 from dividends has to send a statement in the prescribed form,
viz., form No. 26, to the Income-tax Officer assessing the company.
Such a statement is required to be furnished within fourteen days
of the date of deduction of tax.

2. The Board desire that the above-noted provisions should be
strictly enforced and no laxity should be shown in this regard. This

may please be brought to the notice of all Income-tax Officers in
your charge.

Yours faithfully,
Sd/-
(K. R. RAGHAVAN)
Secretary, Central Board of Direct Taxes.

Copy forwarded to:—

(1) Director of Inspection, Income-tax (Audit)/(R.S. & P.)/
(Investigation) New Delhi.
(as usual)
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Recommendation

8.10. The Committee are concerned to note the delay of several
years in disposal of reopened and set aside cases. As on 3lst
March, 1971, there were 3,959 cases pending under Section 146,
8,984 cases under section 251; 503 cases under section 254 and 439
cases under section 263 of the Income-tax Act, 1962. Some of the
cases pertain to the period 1964-65 and earlier years.

8.11. The Committee note that with effect from 1st April, 1971,
a time-limit of two years has been fixed for finalisation of reopened
assessments to be counted from the end of the financial year in
which the order has been passed under section 146, 255 (1), 254 (1),
263(1) or 264(1) as the case may be. The Committee suggest that
some time-limit should also be fixed for disposal of old cases which
pertain to the period prior to 1st April, 1971. The Board should
pay special attention to the disposal of the old cases. The Com-
mittee would like to be informed about the progress made in the
finalisation of the old cases (year-wise).

[Sl. Nos. 117 and 118 and Paras 8.10 and 8.11 of Appendix to the
51st Report of the P.A.C. (1972-73)].

Action taken

Instructions have been issued (No. 511—F, No. 231/20/72-A &
PAC‘, dated 22nd February, 1973 copy enclosed) to all the Commis-
sioners of Income-tax asking them to ensure completion of all the
pending set aside assessments for assessment year 1970-71 .and
earlier years by 30th July, 1973. The attention of the Committee
is invited in this connection to the Ministry’s reply to item No. 103
of the Lok Sabha Secretariat is O. M. No. 2/7/111/2/72-PAC dated
20th September, 1972,

[Ministry of Finance (Rev. and Ins.) O.M. No. 231/21/70-I1T Audit
dated 6th March, 1973].
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COPY

Instruction No, 511
F. No, 231/20/72-A&PAC
MINISTRY OF FINANCE
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 22nd February 1973.

From:

Shri S, K. LALL,

Director, Central Board of Direct Taxes,
New Delhi.

To

All Commissioners of Income-tax,
Sir,

SuBJsicT.—Reopened and set-aside cases—Sections 146, 251, 254 and
263 of Income-tax Act, 1961—Disposal of—.

Attention is invited to Board’s Circular Np, 10-P(V-68) of 1968
F. No. 22/15/68-IT (Inv.) dated 15th October, 1968, wherein it was
desired that assessments which had either been reopened under
section 146 or which had been set aside should normally be com-
pleted within a period of two years.

2. The pendency of set-aside cases under sections 146, 251, 254
and 263 for assessment year 1970-71 and earlier years as on 3lst
March, 1971 and 31st March, 1972 was 12,923 and 10,877 respectively.
The progress of disposal of these cases has not been satisfactory. This
has attracted adverse notice of the Public Accounts Committee. The
Board, therefore, desire that the Commissioners should draw up and
enforce a time bound programme to ensure that all pending set-
aside assessments for assessment year 1970-71 and earlier years are
finalized by 30th July, 1973. The Commissioners should call for
reasons for non-finalization of any case after the due date and unless
there are unavoidable circumstances to the satisfaction of Commis-
-sioners, they should take serious view for inaction on the part of



136

the Income-tax Officers. The statutory limit of two years in section
153(2A) applies from assessment year 1971-72 onwards,

3. Please acknowledge receipt,
Yours faithfully,
Sd/-
S. K. LALL
Central Board of Direct Taxes

Copy forwarded to:

1. Director of Inspection (Inv.)/(RS&P)/O&M Services, New
Delhi and Director, IRS(DT) Staff College, Nagpur.

2. All Addl, Commissioners of Income-tax.
3. ADI (RS&P) (Bulletin Section), New Delhi (4 copies)

4. Shri P. B. Venkatasuhramanian, Joint Secretary, Ministry-
of Law.

5. All Officers and Sections in the C.B.D.T,
6. C&AG, New Delhi (25 copies).
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CHAPTER III

RECOMMENDATIONS/OBSERVATIONS WHICH THE COM-
MITTEE DO NOT DESIRE TO PURSUE IN VIEW OF THE
REPLIES OF GOVERNMENT

Recommendation

The Committee find that on account of incorrect grant of amor-
tisation allowance taking the life of a film to be 2 years resulted in
a short levy of Rs. 1,63,650 in the hands of the firm and its partners.
The additional demand raised as a result of audit objections in the
case of the firm and one of the partners stands fully realised. The
Committee would like to know the settlement in the case of the
other partners.

[Sr. No. 33 (Para 2.115 of the Appendix to the 51st Report of
the P.A.C. (1972-73) (Fifth Lok Sabha)].

Action taken

The additicnal demand in the case of the second partner has
also been realised in full,

[Ministry of Finance (Rev. & Ins.) O.M. No. 236/38/70-II
Audit dated 23rd April, 1973].

Further Information (Sr. No, 33)

The objection raised by audit was about an arithemetical mis-
take. The Appellate Assistant Commissioner went on a different
point and allowed the entire cost in one year. The Commissioner
of Income-tax accepted it. The Board laid down in their Instruc-
tions of 1969 a fair and just method of determining the profits and
there was no objection in applying it to an assessment completed
prior to the issue of the instructions particularly as it would not be
possible to persuade the Tribunal to reverse the Appellate Assistant
Commissioner’s decision when he had quoted the Board’s circular.

Recommendation

The two-fold increase in the number of cases in which mistakes
in computing depreciation and development rebate noticed by Au-
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ing to depreciation and development rebate have been:
provided so that these allowances get earefully checked
up.

(g) As a further check, the Director of Inspection (Income-
tax & Audit), at the instance of the Board, asked all the
Commissioners of Income-tax with circular letter No. M-
30/100/70/DIT dated 16-11-1970 to ensure that the ins-
pecting Assistant Commissioners scrutinise about a do-
zen of the largest cases in each of the Income-tax Officer’s
charge every year to see that depreciation and develop-
ment rebate allowances had been properly made. The
Director of Inspection has also provided a half-yearly re-
port from Commissioners to him for compliance with the:
aforesaid prescribed instructions.

2. Having regard to the aforesaid measures taken which mainly
meet the objective of P.A.C’s recommendation, a general review
of all the assessments involving depreciation and development re-
bate does not appear to be necessary. Indeed, as pointed out above,
our own internal audit organisation, as now strengthened, will be
checking up all important cases on priority basis and this will ac-
count for most of the assessments involving notable depreciation
and development rebate allowances. Further, rectification of dep--
reciation and development rebate mistakes now noticed can cover
a period going back to maximum 4 years and it is during these years
that our preventive and corrective steps have been strengthened
and streamlined. In all the above circumstances it does not, there-
fore, appear to be worthwhile to divert the Department’s necessa-
rily limited manpower for undertaking a general review of all as-
sessments involving such claims; such a diversion will hamper
their normal and much more fruitful work and the gain from any
general review will be only marginal and incommensurate, particu-
larly when other preventive and check up measures have already been.
taken.

3. This reply issues with the approval of the Finance Minister.

[Ministry of Finance (Rev. and Ins.) O. M. No. 236/229/70-1.T-
Audit dated 19-4-1973F



CHAPTER 1V

RECOMMENDATIONS/OBSERVATIONS REPLIES TO WHICH
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND
’ WHICH REQUIRE REITERATION

NIL



CHAPTER V

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH
GOVERNMENT HAVE FURNISHED INTERIM REPLIES

Recommendations

' 1.23. The need for preparing accurate estimates of taxes on income
has been engaging the attention of the Committee from time to
time. In paragraph # of their very first Report on Revenue Receipts,
viz., Ninth Report (1962-63), the Committee had observed that an
overall variation exceeding 3 to 4 per cent should be regarded as a
matter of concern requiring special remedial measures. During the
year 1965-66 to 1968-69 there was over-estimation in regard to Cor-
poration Taxes to the extent of 18.00 per cent in 1965-66, 11.9 per
cent in 1966-67, 11.28 per cent in 1967-68 and 6.42 per cent in 1968-69.
In the case of income-tax there was under-estimation to the extent
of 4.69 per cent in 1966-67, 12.38 per cent in 1967-68, 18.40 per cent
in 1968-69 and 23.78 per cent in 1969-70. In paragraph 2 of their
27th Report (1964-65) the Committee had emphasised that effective
steps should be taken to fill up the deficiency in collection of reliable
statistics of economic growth so that estimates of revenue are
prepared on a realistic basis. The Committee regret, however, that
the Ministry of Finance have not been able to make much headway
in this direction. They desire that the Ministry should build up a
sound statistical base without further delay.

1.24. At present, there are three agencies collecting information
and conducting research on tax problems, viz.,, (i) Tax Research
Unit attached to the Department of Economic Affairs, (ii) Tax
Planning Section, functioning under the Central Board of Direct
Taxes and (iii) Directorate of Statistics, Research and Publication
functioning as an attached office under the Central Board of Direct
Taxes. The Working group of Administrative Reforms Commission
observed that there was no co-ordination among these three agencies
and that these should be amalgamated and brought under the direct
control of the senior member of the Board in charge of Tax Planning
and Assessment. Ample time has elapsed for Government to have
considered the Administrative Reforms Commission’s recommenda-
tions in this respect in a comrnrehensive manner. The Committee
feel that on grounds of efficiency and economy this suggestion is of
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sufficient importance to merit early action. As a first step in this
direction the Uni‘s under the Central Board of Direct Taxes could
be amalgamated forthwith.

1.25. It is significant that at present the Central Board of Direct
Taxes do not have up-to-date statistics which in the opinion of the
Committee are an essential pre-requisite for making reasonable
accurate forecasts of tax-receipts. For instance, the Board do not
have latest figures of income-tax collected in respect of wvarious
income brackets. The Board do not also maintain separate statistics
of taxes realised from individuals, Hindu undivided families, firms,
companies and others and of number of and taxes realised from
various companies such as manufacturing concerns, trading com-
panies and investment companies. The Committee desire that the
Board should maintain up-to-date statistics pertaining to all the
categories in order to assess the impact of taxation measures at the
time of preparing the budget estimates.

1.26. The Committee also desire that the Ministry should study
the methods adopted for estimation of revenue receipts in U.K. and
other countries where the variation between budget estimates and
actuals is not significant in spite of fluctuations in economic condi-
tions and growth. It is needless to point out that incorrect estima-
tion may result sometimes in avoidable revision/imposition of tax
levies.

[Items No. 1 to 4 and Paras 1.23 to 1.26 of the Appendix to the
Fifty-first Report (1972-73) Fifth Lok Sabha]

Action taken

The recommendation of the Committee has been noted for pro-
cessing.

The recommendation of the Committee has been noted. The
action taken by the Government will be intimated in due course.

The recommendations of the Committee have been noted for pro-
cessing.

[Ministry of Finance (Rev. and Ins.) O.M. No. 231/22/71-A&PAC
dated 5-3-1973]



144
Further Information Sr- No. 2 (Para 1.24)

The main function of the Tax Planning and Legislation Section
of the Board is to process proposals for amendment of the direct
tax laws and to sponsor necessary legislation in this behalf. The
portion in the annual Finance Acts relating to direct taxes is also
processed in this Section. Besides, all subordinate legislation relat-

ing to various direct tax laws is also processed and implemented by
this Section.

2. The main functions of the Directorate of Research Statistics
and Publication are (a) collection, compilation and publication of
statistical data relating to direct taxes, (b) publication and distri-
bution of departmental bulletins, brochures and books, (c¢) indenting,
printing and distribution of forms, (d) guidance and supervision
in the matter of recovery of arrears of taxes in cases where the arrear
demand exceeds Rs. 1 lakh, and (e)- undertaking studies required

to be made by the Board on matters relating to tax laws, procedures
and administration.

3. It will be observed from the foregoing that the Tax Planning
and Legislation Section in the Board and the Directorate of Research,
Statistics and Publication operate in entirely different spheres and
there is no over-lapping in their respective spheres of functions.
Even though the Tax Planning and Legislation Section in the Board
and the Directorate of Statistics, Research and Publication function
separately, proper co-ordination has been maintained between the
two agencies. For instance the statistical data collected and the
studies made by the Directorate of Research Statistics and Publi-
cation are utilised by the Tax Planning and Legislation Section of
the Board to the extent considered necessary in processing proposals
for changes in the direct tax laws. If the Tax Planning and Legisla-
tion Section in the Board requires some statistical information
which is not available in the publications issued by the Directorate
of Research, Statistics and Publication, the Board may require the
Directorate to compile the necessary information. Similarly, the
Dircetorate can also be called upon to undertake studies on specific
matters relating to tax laws, procedures and administration.

4. The Direct Taxes Enquiry Commitiee (Wanchoo Committee)
have also recommended in paragraphs 6.23 and 6.25 of their Final
Report that the Directorate of Inspection (Research, Statistics and
Publication) should be split up into two distinet units, one a Directo-
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rate of Publications and Public Relations, and the other a Directorate
of Research and Statistics. The Committee have further observed
that the Directorate of Research and Statistics should be organised
and developed as a Tax Research Institute within the Department.
The Recommendations made by the Wanchoo Committee in this
behalf are still under consideration by the Government. In view of
the position that the recommendation of the Public Accounts Com-
mittee for the merger of the Tax Planning and Legislation Section
in the Board and the Directorate of Inspection (Research, Statistics
.and Publication) is intimately connected with the recommendation
of the Wanchoo Committee for the reorganisation of the aforesaid

Directorate, it is proposed to consider both these recommendations
together.

Sr. No. 1, 3 & 4 Further Information

A Committee has been informally appointed under the chair-
manship of Dr. N. T. Mathew, Joint Secretary, Department of
‘Statistics with senior officers of the Income-tax Department as
Members, to look into the statistics framework of the Income-tax
Department and to make suitable recommendations for streamlining
and systematising it; their report is awaited. Better approximation
of the budget estimates will also be covered by the Committee. The
Ministry is also obtaining for study the particulars of methodology
of budget estimates followed in U.K. and U.S.A. deputation for
" study to be considered later, if necessary.

Recommendation

1.40. The Committee are concerned to be informed that the
“work of the internal survey leaves much to be desired.” The
Committee desire the Central Board of Direct Taxes to look into

“the matter with a view to ensuring proper deployment and utilisa-
tion of staff with clear directions and objectives.

[Item Nos. 6 of the Appendix to the PAC’s Fifty-first Report
(1972-73) Fifth Lok Sabha]

Action Taken

1.40. The observations of the Committee have been noted. Neces-

sary instructions are being issued to the Director of Inspection
(Income-tax).

[Ministry of Finance (Rev. & Ins.) OM. No. 231/22/71 dt. 4-7-1973]
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Further Information

Director of Inspection (I.T.) has been asked to process the
matter; the result will be intimated in due course.

Recommendation

2.73. The Committee find that at the present the onus lies on the
Department to determine whether a company is one in which public
are substantially interested or not. It takes considerable effort and
time to do it. The Committee, therefore, suggest that an additional
column should be provided in the income-tax return to put a onus
of the mssessee to indicate the nature of the company.

2.74. The Committee feel that while a valid distinction could be:
made between a public company and a private company as defined
in the Companies Act, the basis for differential treatment for taxa--
tion or profits of a closely held public company needs to be eluci-
dated. They would like Government to examine the feasibility and
economics of dispensing with the subtle distinction between a public
company and a closely held public company for the purpose of taxa-
tion of profits, as promised during evidence. The outcome of the
examination may be intimated to them.

[Items 25 and 26 (Paras 2.73 and 2.74) of the Appendix to the:
Fifty First Report of the P.A.C. (1972-73) Fifth Lok Sabha]

Action Taken

2.73. and 2.74. The recommendations of the Committee will be
examined and the result intimated in due course.

[Ministry of Finance (Rev. & Ins.) O.M. No. 20/281/69-11
Audit dt. 5-3-73].

Further Information (Sr. No. 25 & 26)

Item 2(a) of Part I of Annexure G to Return Form No. 1 (i.e.
the form of return of income applicable in the case of companies,
vide Appendix II and Rule 12 of the L.T. Rules, 1962) as presently
prescribed, contains a specific provision requiring an Indian com-
pany or a foreign company which has made the prescribed arrange-
ments for the declaration and payment of dividends within India, to
state whether it is a company in which the public are substantially
interested. If the company is a company in which the public are
substantially interested, the aforesaid provision in the form of return
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of income requires the company to attach a statement showing how
various conditions specified in section 2(18) of the Income-tax Act

are satisfied.

The Direct Taxes Enquiry Committee in para 5.58 of its Final
Report had recommended that a uniform rate of income-tax of 55 per
cent should be prescribed for all domestic companies, whether public
or private, widely held or closely held and industrial or non-indus-
trial. This recommendation has been considered and found un-
acceptable for the reason that differential rates of taxation have
been introduced in the tax structure with certain specific objectives
which provide a directional approach to the economy, besides being
more equitable. Closely-held companies are mostly formed with a
view to avoid higher incidence of personal taxation and formation
of such companies tends to accentuate monopolistic tendencies. A
provision for a uniform rate for all domestic companies will be
inequititious as it will adversely affect widely-held companies with
lower incomes while benefiting closely-held companies earning
large profits which are usually controlled by big business interests.

Recommendation

2.105. It is disquieting that the number of cases in which mistakes
were noticed by Audit in computation of income under the head
“business” has increased three fold during the last seven years. The
under-assessment noticed in such case during the year 1969-70 alone
amounted to Rs. 129.31 lakhs. The deterioration of the position,
despite the special attention having been drawn repeatedly to these
types of mistakes does not speak well of the Department. The
Committee accordingly trust that Government would analyse the
nature of repetitive mistakes and take appropriate action to avoid

recurrence.

2.106. The incorrect assessment of income ariSing out of the sale
of house property by an Insurance Company which resulted in short
levy of tax to the tune of Rs. 6,72,719 lakhs, reveals ignorance of the
provisions of Income-tax Act applicable to General Insurance Com-
panies. The Committee note that instructions were issued by the
Board in August, 1967 clarifying the position in law. They how-
ever, desire that general review of all assessments of the Insurance
Companies with a view to finding out whether there were similar
mistakes, should be undertaken. The results of such a review and
reassessment of the case referred to above may be reported to the

Committee.

[Ttem Nos. 30,31 of the Appendix to the 51st Report of the PAC]
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Action Taken

2.105. The amount of Rs. 129.31 lakhs mentioned in the Audit
Report represents the total revenue effect involved in all the
objections raised by the Audit and is not restricted to the mistakes
admitted by the Department. Secondly the increase in the number
-of objections raised has to be viewed vis-a-vis the number of cases
checked by the Audit. The number of cases reviewed during 1969-70
was about 2,74,000 as against about 1,41,000 cases reviewed in 1964-65
which is the earliest year for which this information is readily
available with the Government. For repetitive mistakes noticed
the Government takes appropriate action to minimise recurrence.
Improved training arrangements sanctioned recently are expected
‘to take up the performance of assessing officers and the Depart-
ments internal audit organisation has also now been strengthened
for checking up important assessments promptly with a view to
remedying mistakes, if any, without loss of time.

- 2.106. A review was carried out as suggested by the Committee;
no such mistakes were noticed in other cases.

The re-assessment completed, in the specific case mentioned in the
para, was cancelled by the Appellate Assistant Commissioner. The
Department has, however, filed an appeal to the Tribunal.

[Ministry of Finance (Rev. & Ins.) O.M. No. 263/210/70
IT Audit dt. 30-4-73]

Further Information (Sr. Nos. 30 and 31)

Necessary study has been entrusted to the Directorate of Income-
tax and Audit and further action will be taken on receipt of the
results of the study.

The appeal filed before the Tribunal is still pending.

Recommendation

2.129. The Committee note that although the accounts of solici-
tors firm were maintained on cash basis, payments representing the
share of profits made to retired partners or legal heirs of the decea-
sed partners were allowed as deduction in computing the total
income of the firm for assessment years 1958-59 to 1967-68. The
Committee understand that assessing officer had acted as per the
orders of the Commissioners of Income-tax issued in September, 1965.
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They would like to be informed whether the orders were being
uniformly applied to all similar cases arising in the various circles
in this charge and what was the position in this regard in other
circles. They also desire that the opinion of the Ministry of Law
regarding the validity of these orders should be obtained without
delay and communicated to them. :

2.130. The action taken on the basis of the opinion of the Ministry
sf Law, as may be necessary may also be reported to the Committee.

[Items 38 and 39 (Paras 2.129 and 2.130) of the Appendix to the
Fifty First Report of the PAC (1972-73) Fifth Lok Sabha]

Action Taken

2.129 & 2.130. The procedure was being uniformly followed in
various circles in the charge.

The legal aspect is still under examination in consultation with
the Ministry of Law and the Audit.

[Ministry of Finance (Rev. & Ins.) O.M. No. 236/170/70-11
Audit dt. 31-3-73]

i

Further Information (Sr. No. 38)

(i) The Ministry had collected information for various circles in
Bombay Charges. As regards the position in other charges, this is
now being ascertained and the information will be furnished as soon
as it is available.

(ii) The legal issue was recently discussed in a tripartite meeting
between the representatives of the Law Ministry, Comptroller and
Auditor General of India and Central Board of Direct Taxes; it was
agreed that some further particulars may be obtained and there-
after the case may be discussed again. The requisite particulars
have since been received and are being referred to the C&AG/Law
Ministry so that a final discussion may take place. The outcome
will be communicated to the Committee in due course.

Recommendation

The Committee note that the Ministry have been experiencing
difficulty in some marginal cases as to what exactly constitutes a
‘new industrial undertaking’ and that the matter has been referred
to the Ministry of Law wlose opinion is still awaited. The Com-
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mittee desire that the matter should be got clarified without further
loss of time and suitable instructions issued for the guidance of the

assessing officers.

[Si. No. 50 and Para 2.180 of Appendix to 51st Report
of the P.A.C. (1972-73) ]

The Committee have in the preceding recommendation referred
to the controversy as to what constitutes ‘a newly established under-
taking’ on which an opinion of the Ministry of Law has been sought.
They trust that suitable action will be taken in this case on receipt
of the opinion of the Ministry of Law.

[Sl. No. 52 and Para 2.187 of Appendix to 5lst Report
of the P.A.C. (1972-73)]

The Committee note that in this case tax holiday relief was
allowed for a further period of 5 years consequent on the expansion
of the new industrial unit. It is unfortunate that this was based
on the erstwhile Central Board of Revenue’s circular issued in
April 1950, which according to the Ministry could be interpreted in
a way that may not be in conformity with the law. Although the
Audit objection has been accepted in principle, the Ministry have
stated that ‘it might well be argued that such substantial expansion
can be construed as addition’ and that they wished to have this
view examined by the Ministry of Law in consultation with Audit.
The Committee accordingly desire that the matter should be con-
sidered and clear instructions in conformity with law issued expe-
ditiously, in consultation with Audit. The Committee consider that
it is most undesirable to allow the prolongation/virtual perpetua-
tion of tax holiday in this indirect manner.

[Sl. No. 55 and Para 2.202 of Appendix to 51st Report
of the P.A.C. (1972-73)]

Action Taken

The matter was referred to the Ministry of Law on 24-7-1971 for
opinion as to what exactly constitutes ‘new industrial undertaking’
and whether substantial additions to the existing plant and machi-
nery would also amount to this. The case was to be discussed with
the Ministry of Law in consultation with the Audit but at the sug-
gestion of the Audit a consideration of the matter was put off till
after the P.A.C. meeting scheduled to be held in October, 1971. The
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matter would be discussed with the Law Ministry and the Audit
after a decision is taken by the Board whether: —

(i) their instructions dated 1-4-1950 relied on by the C.LT.
require any revision; and ;

(ii) it is necessary to amend the provisions of Section 80J for
removing the seeming anomalies and hardships, as in the

present case.

The recommendations contained in the above paras would be
complied with after the matter is examined and opinion of the
Ministry of Law is received.

[Ministry of Finance (Rev. & Ins.) O.M. No. 20/96/69-IT
Audit 26-3-73]

Further Information (Sr. Nes. 50, 52 and 55)

The Ministry of Law tentatively agreed with the Audit’s view
and referred the matter back to this Ministry for further comments.
The Law Ministry’s comments were examined in the context of the
Calcutta -‘High Court’s decision in the case ‘Aluminium Co. Ltd.’
(88 ITR 267) and the file is being sent to the Ministry of Law for
final advise. The resultant position will be intimated to the Com-

mittee.

Recommendation

At the present a number of provisions in the Income-tax
Act exclusively relate to companies and there is a separate Sur-tax
Act for companies. To a suggestion of the Committee that in order
to simplify matters and facilitate easy reference there could be two
separate Acts, one for the corporate sector and the other for non-
corporate sector, the Chairman, Central Board of Direct Taxes
reacted saying that it seemed to be an ‘excellent suggestion’. The
Committee hope that this aspect will be examined and necessary
follow-up action taken early. In this connection the Committee
would like to mention that it is not necessary to load the Income-
tax Act with the provisions relating to Companies as the number of
company assessees is only 27,734 out of a total number of 29,10,341
assessees (as on 31st March, 1970).

With the various rebates and concessions the structure of
corporate taxation is expected to be designed in such a way as to
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2. The decision of the Bombay Bench of the Tribunal does indi-
cate that in certain cases shares have been classified or recognised
as fixed assets. "

3. However, neither the order of the Tribunal not the opinion of
this Ministry recorded in the linked file would appear to be decisive
on the present issue.

4, It may be that in the case of shares held by a company in a
wholly owned subsidiary which has been set up for purposes of
business convenience or the like, it might be appropriate to classify
the said shares as fixed assets. But this is not a case of shares in a
wholly owned subsidiary and as such it is not necessary to express
any final opinion on this issue. In fact, the note of Shri R. M. Mehta
of the 15th March, 1966 states that if the form prescribed under the
Companies Act is any guide, it would seem as if investments in
shares of companies, whether subsidiary or otherwise, would not
come under the classification of fixed assets. The only opinion then
expressed was that if the conclusion of the Tribunal was carried to
its logical end, it would be reasonable to hold that if the investments
are in shares of companies which are not subsidiaries of the assessee
eompany, investments in those ought to be regarded as part of the
company’s liquid resources or current or floating assets and there-
fore not forming part of the fixed assets of the company. In the
present case, the shares held are in companies which were managed
by the assessee. No doubt, this holding might have facilitated the
company in retaining the managing agency but, as already stated,
there is nothing to indicate that it was essential to do so.

5. All that would emerge is that the character of an asset as a
fixed asset or a floating asset would depend upon the person who
holds it, the nature of his business and the character in which it is
held.

6. If these tests are applied, and the question is also raised as to
whether the shares in the managed company resulted in the pro-
duction of goods or services, then it would appear that the shares
held in the managed company did not constitute fixed assets. To that
extent, the audit objection in the present case would appear to be
correct.

7. If necessary, we may discuss.
Sd/- P. B. Venkatasubramanian
Jt. Secy & Legal Advisor
31-10-73.

[Ministry of Finance (CBDT—Shri S. K. Lall) Ministry of Law
U.0.D. 24733/73/Adv. F dt. 31-10-73]



155

Recommendation

The question whether the amount received from the clients by
lawyers towards personal expenses could be excluded from total
income as non-taxable is stated to have been referred to the Ministry
-of Law. The Committee would like to be apprised of the opinion
of the Ministry of Law.

[Sl. No. 68 and Para 2.270 of Appendix to 51st Report of the PAC
(1972-73) Fifth Lok Sabhal]

Action Taken

The opinion of the Ministry of Law is still awaited. The Com-
mittee will be apprised of its opinion immediately on its receipt.

[Ministry of Finance (Rev. & Ins.) O.M. No. 20/219/69-IT
Audit dt. 7-3-73]

Further Information (Sr. No. 68)

It was decided to have a tripartite discussion in a meeting
with the representatives of Ministry of Law, C&AG and this Minis-
iry and the matter has been referred to the C&AG accordingly.
The decision reached after proposed discussion will be intimated to
the Committee.

In this . connection a reference is invited to the Ministry's
Teply to para 2.271 of this (51st) Report sent with O.M, No. 240/2/
72-A&PAC dated 15th November, 1973.

Recommendation

The Committee desire to be informed of the rectification and
recovery of penalty imposed in one of the two cases mentioned in
sub-para (a)(i) and in the case mentioned in sub-para (a)(ii) of
-Audit paragraph.

[Sl. No. 71 and Para 2.288 of Appendix to 51st Report of the
P.A.C. (1972-73) Fifth Lok Sabha].

Action Taken
The position of the cases mentioned in sub-para 46(a) (i) and
{(a) (ii) stands as under:
Sub-para (a)(i)

The following information in respect of M/s. New Kaiser-i-Hind
Spg. & Wvg. Co. Ltd. is furnished:

619 LS—11
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Assessment for the year 1963-64 was set aside by the Appel-
late Assistant Commissioner of Income-tax ang consequently the-
order levying penalty was cancelled by Commissioner of Income—
tax under Section 264. Fresh assessment for relevant assessment
year has not yet been made since the Official Liquidator has not.
completed the perusal of the account books and made available
necessary statements and other information required for the pur-

pose. Fresh penalty order will be passed after the re-assessment is
completed,

Sub-para (a)(ii)

The ILT.O.’s order under Section 271(1)(a) in this case of M/s.
Calcutta Dyeing and Bleaching Works was cancelled by the Addi--
tional’ Commissioner of Income-tax under Section 263 on 8th
November, 1970 for reframing. The assessment in the course of
which the penalty proceedings were initiated was also subsequently
set aside by the Appellate Assistant Commissioner of Income-tax.
Fresh assessment in the case has not yet been completed. After
the re-assessment has been made, fresh penalty order will be-
passed. '

[Ministry of Finance (Rev. & Ins.)) O.M. No. 236/127/71-IT
Audit dated 2nd April,1973].

Further Information (Sr. No. 71)
(i) M/s. New Kaiser-I-Hind Spg. & Wvg. Co. Ltd.

Fresh penalty order for assessment year 1963-64 has not yet
been passed as the set aside assessment could not be finalised for
want of information from the Official Liquidator. The matter is:
being pursued. '

(it) M/s. Calcutta Dyeing & Bleaching Works

Fresh assessment for assessment year 1962-63 has not been com-
pleted as the disclosure petition of assessee under Section 271(4A)
is pending for want of verification of certain havala transactions re-
ported by the D.D.I. Bombay. After the re-assessment is made,
levy of penalty will be considered. The matter is being pursued.

Recommendation

In regard to sub-para (v), the Committee understand that the
question whether the date of filing of the return or the date of
assessment was to be taken for the purpose of levy of penalty was:
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under consideration of the Ministry of Law. The Committee may
be apprised of the final decision taken in the matter after obtaining
legal opinion as also the action to rectify and recover additional
penalty if needed.

[Sl. No. 73 Para 2.290 of Appendix to 51st Report of the

L P.A.C, (1972-73)].
Action Taken

The opinion of the Ministry of Law is still awaited. Necessary
action will be taken on receipt of Law Ministry’s opinion.

[Ministry of Finance (Rev. & Ins) O.M. No. 236/250/70-IT
Audit dated 7-3-1973].

Further Information (Sr. No. 73)

The Law Ministry had earlier agreed with the stand taken by
the Board but at the instance of the Audit the matter was again
referred to them in November, 1972 for obtaining the opinion of
the Attorney General. However, the Law Ministry asked the
Audit whether they would agree to the obtaining of Law Secretary’s
opinion instead of referring the matter to the Attorney General.
This proposal is under consideration of the Audit who are being
reminded. :

Recommendation

The Committee find that there is some confusion as to what
exactly constitutes concealed income.

[Sr. No. 74 and Para 2.291 of Appendix to the 51st Report of
the P.A.C. (1972-73) Fifth Lok Sabha].

Action Taken

In the light of the recommendations of the Direct Taxes En-
quiry Committee (Wanchoo Committee) regarding penalty provi-
sions, the Government expect to introduce a Taxation Laws Amend-
ment Bill in the current session of Parliament. The Bill may be
awaited.

[Ministry of Finance (Rev. & Ins.) O.-M. No. 236/134/72-
LA & PAC 30-4-1973].
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Further Information (Sr. No. 74) i

There is no provision in the Taxation Laws (Amendment) Bill,
1973 regarding definition of ‘concealed income’; the suggestion for
statutorily defining the term ‘concealed income’ is however under
consideration of the Board.

Recommendation

There has been a steady increase in the number of cases of
omission to levy or incorrect levy of penal interest reported in the
successive Audit Reports. The number of such cases during the
year 1969-70 was 3395 involving a sum of Rs. 91.12 lakhs. Of this
165 items involved Rs. 10,000 and above each and aggregate tax
in these cases amounted to Rs. 49.28 lakhs. The recovery in these
cases may be reported to the Committee.

[S1. No. 76 and Para 2.301 of Appendix to 51st Réport of the
P.A.C. (1972-73) Fifth Lok Sabha].

Action Taken

The position stands as under:

No. of Amount

cases in lakhs
(i) No. of items accepted S - 2 . . 78 ! 1583
(ii) Not accepted . o 8 D Y . 3 37 14- 60
(iii) No. of itemsunder consideration. 5 2 . 50 18-85
165 49°28

Progress in the 50 cases under consideration is being checked
up; position regarding the recovery of demand raised is also being
ascertained. The final position will be intimated to the Committee
in due course.

[Ministry of Finance (Rev. & Ins.) O.M. No. 240/1/71-
' A & PAC dated 17-3-1973].
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Further Information (Sr. No. 76)

The present position is as under:

No. of Amount: =
items lakhs of Rs.

(i) Items where the objections have not been accepted. 4 44 15:92

(ii) Items where the objections have been accepted and :

(a) che interest has been collected |, < 5 = 30 4 60
(b) the interest is yet to be collected 3 y 4 50 14°26

(c) no interst is éha:gcable as the demand has since
been reduced/cancelled on rectification, appeal etc. 26 4:70
() recrificadon was time barred . . % 1 0'30

(iii) Where due to change in jurisdiction over the relevant
cases the final reports from CsIT are awaited. 2 . 14 3.68
165 43.46
Recommendation

The Committee trust that with a rationalisation of rate of interest
and procedure for the levy, such large scale mistakes or omission
as have been noticed in the past, should not occur. The Committee
note in this connection that the Central Board of Direct Taxes have
assumed powers with effect from 1-4-1971 to frame rules for regu-
lating the calculation of interest. They desire that necessary rules
simplifying and streamlining the procedure should be framed
without delay.

[S1. No. 77 and Para 2.302 of Appendix to 51st Report of the
P.A.C. (1972-73)]

Action taken

The Direct Taxes Enquiry Committee (Wanchoo Committee)
have made certain recommendations in this behalf ith paragraph
4.34 of their Report. These recommendations are currently under
consideration by the Government. Necessary provisions for the
calculation of interest payable by or to assessees will be made in
the Income-tax Rules, 1962 in the light of the decision taken by
Government on the aforesaid recommendations in due course.

[Ministry of Finance (Rev. & Ins.) O.M. No. 240/1/71-
APAC dated 17-3-1973].
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Further Information (Sr. No, 77)

Action for framing the necessary Rules in the context of
Wanchoo Committees relevant recommendations is under active
consideration, £

Recommendation

Various suggestions in regard to the steps to be taken to prevent
double allowance of credit are stated to be under consideration of
the Director of Inspection (LT. and Audit). The Committee need
hardly stress that a foolproof procedure in this regard should be
evolved expeditiously,

[SL. No. 79 and Para 2.313 of Appendix to 51st Report of the
P.A.C. (1972-73) Fifth Lok Sabha].
Action taken

The suggestions of the Public Accounts Committee have been
noted for processing.

[Ministry of Finance (Rev. & Ins.) O.M. No. 236/213/70-II
Audit 19-4-1973].
Further Information (Sr. No. 79)

The Government has informally rappointed a Committee of
senior officers under the auspices of the Directorate of O & M
Services to review the accounting and collection procedures obtain-
ing in the Department. The deliberations and consequential re-
commendations of the Committee will cover .this point also and
further action will be taken on receipt of their report.

INSTRUCTION NO. 562
COPY
F. No. 228/22/73-ITA. 11
Government of India
Central Board of Direct Taxes
New Delhi, the 27th June, 1973.

From:

Secretary, Central Board of Direct Taxes.
To
All Commissioners of Income-tax,
Subject:—Checking of Refunds—Duties of Inspecting Officers
Para 17 Chapter XVII, Office Manual Vol II
Section II.
Sir,

I am directed to say that para 17, Chapter XVII of Income-tax
Department Office Manual Vol. II Section II, page 169 provides
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that: The staff of the IAC during inspectié)n of an Income-tax Circle
should adopt the following procedure in checking refunds granted:

(i) All refund cases where the refund is Rs. 500 or above
must be checked, refunds of below Rs. 500 must be 10
per cent test—checked.

(ii) All vouchers exceeding Rs, 1000 which have been issued
during any year should also be checked and initialled by
the TAC and he should comment on the delays in dis-
posal of the refund applications and excess or short
refunds in Inspection Reports.

The number of refund cases involved in (i) and (ii) above is
often very large. It has, therefore, been decided that the limits
prescribed in the above para may be raised to Rs. 5000.

Para 17 therefore, stands modified accordingly.

As the cases now to be checked by IAC will be much smalier
in number, the Board desires that instructions contained in para 17,
Chapter XVII of Income-tax Department Office Manual should be
scrupulously followed. ‘

Yours faithfully,
Sd/-
(T. P. Jhunjhunwala)

Secretary, Central Board of Direct Taxes.
Copy forwarded to:—

As usual.

Recommen dation

The Committee are of the opinion that on equity whether Gov-
ernment paid interest to the assessee or vice versa the criterion
should be the same. Section 215(3) of the Income-tax Act, 1961,
provides for reduction of interest payable by an assessee as a result
of variation of the amount on which the interest was payable on
rectification or revision whereas section 214 which provides or re-
vision whereas section 214 which provides for Government’s paying
interest to the assessee does not have a similar provision for re-
ducing the quantum of interest as a result of rectification or revi-
sion. The Committee accordingly desire that the difference in
language between section 214 and 215 should be looked into. Fur-
ther neither under section 214 nor under section 215 there is a
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provision for the enhancement of interest payable. The Committee
note that the Ministry propose to have thie entire question of pay-
ment of interest by Government to assessees and charging interest

- from assessees by Government in respect of excess advance tax
paid or the short fall of advance tax as theé case may be re-examined
thoroughly in consultation with the Audit and the Ministry of Law.
The Committee trust that this will be done expeditiously and ap-
propriate amendments to the relevant sections of the Act made as
necessary.

[Item 84 (Para 2.338) of the Appendix to the Fifty first Report
of the P.A.C. (1972-73) Fifth Lok Sabha].

Action taken

The recommendation of the Committee has been noted for pro-
cessing.

[Ministry of Finance (Rev. & Ins) O.M. No. 236/262/70-IL
Audit 7-3-73].

Further Information (Sr. No. 84)
The matter is still under consideration.
Recommendation

The Audit Paragraph has brought out 18 cases of over-assess-
ments to the extent of Rs. 13.75 lakhg due to mistakes either in
computing total income or in application of rates of tax and cal-
culation of tax or in setting off losses carried forward fromr previous
year against current year’s income. While the Committee note that
the Ministry have accepted the mistakes in 17 cases and that the
assessments have been rectified in 16 cases, they would like action
to be taken to rectify the assessment in the remaining case.

[Sl. No. 86 and Para 2.353 of Appendix to 51st Report of the
P.A.C, (1972-73) Fifth Lok Sabhal.

Action taken

Rectificatory action in the remaining case has been taken and
the overcharge is being refunded.
[Ministry of Finance (Rev. & Ins.) O.M. No. 236/351/70-1T
. Audit dated 23-3-1973].
Further Information

As indicated in the interim reply sent earlier, for the remaining
case the Commissioner had directed the Income-tax Officer for rec-
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tification and refund but the Income-tax Officer has since reported:
that the relevant assessment itself has been set aside by the
Additional Commissioner of Income-tax under section 263 of
Income-tax Act in order to remedy certain other mistakes. The-
re-assessment is kept pending as one of the general points involved
is pending adjudication before the Supreme Court. When the re--
assessment is finally made, the mistakes pointed out by Audit will

be kept in view and the resultant position will be intimated in due-
course,

[Ministry of Finance (Rev. & Ins.) O.M. No. 236/351/70-I1
Audit dated 17-4-73]

Reecommendation

Admittedly there is an apparent difference in the matter of
treatment of tax deducted at source between the provisions of
Sections 214 and 215 governing payment to and charging interest
from assessees for the excess or deficiency in the advance tax paid.
While Section 215(5) clearly stipulated that tax determined on the
basis of regular assessment should be reduced by the amount of tax-
deductible at source, for the purpose of charging interest from the
assessee, there is no corresponding provision in Section 214. How--
ever, the Committee learn that the Ministry of Law have opined
that the expression “tax determined on regular assessment” used in.
Section 214 must necessarily be the tax after giving credit for the
tax deducted at source. They further learn that advance tax is
itself calculated after giving credit for the tax deducted at source.
Government may consider the question of amending Section 214
suitably to place matters beyond doubt. In the meanwhile, suit--
able instructions should be issued to avoid any divergence in practice
in regard to payment of interest under Section 214.

[SL. No. 89 and Para 2.371 of Appendix to 51st Report of the
P.A.C. (1972-73)].

Action taken

~ The suggestion of the Committee for amending section 214 of
the Income-tax ‘Act has been noted for processing. Necessary in-
structions for calculation of interest payable by the government
on excess advance tax paid stand issued .with Board’s Circular No.
12/12/68-1.T.A, 1II dated 11th December, 1968 (Copy  enclosed).

[Mlnlstry of Fmance (Rev & Ins.) O.M. No. 20/284/69-1I
- YUTAudit dated 9-5-1973]..
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Board’s Circular No. 12/12/68-1.T.A. III dated 11-12-68.

Subject: Interest payable by Government on excess advance
tax paid—Section 214 of the Income-tax Act, 1961.

A copy of letter F. No. 357/Fin./43(29) dated 10th January, 1968
from the Federation of Indian Chamber of Commerce & Industry,
New Delhi, addressed to the Chairman, Central Board of Direct
Taxes, New Delhi is printed below. The point raised by Federa-
tion of Indian Chambers of Commerce and Industry has been con-
sidered by the Board. Since advance tax is computed under Sec-
tion 209 of the Act after reducing the tax deducted at source, the
interest payable under Section 214 is to be determined with
reference to the amount determined on regular assessment after
reducing the tax deducted at source. Like has to be compared with
the like and this is the intention of law. It will be incorrect to
-compare net amount of advance tax with gross amount of tax on
regular assessment for purpose of interest payment under Section
214 of the Income-tax Act. Suitable instructions may, therefore,

be issued to the officers working under you.

Copy of the letter No. F.357/Fin./43(29) dated the 10th January,
1968 from the Federation of Indian Chambers of Commerce &
Industry addressed to the Chairman, Central Board of Direct Taxes,
New Delhi.

Section 214(1) of the Income-tax Act, 1961 provides that the
Central Government shall pay simple interest on the amount by
which the aggregate sum of any instalment of advance tax paid
-exceeds the amount of tax determined on regular assessment. The
facts of a case are as under:

Advance tax demanded by the Income-tax

Officer and paid by the assessee RS SITT27.00
Tax deducted at source .. Rs. 9,961.00

Total Rs. 27,688.00

Actual tax determined on regular assessment 20,416.00
Refund due 7,272.00

The Income-tax Officer granted the refund alongwith interest
on the excess advance tax paid. He has, however, now served a
notice under Section 154 of the: Income-tax 'Act to withdraw the
interest paid, on the ground that the aggregate of advance tax paid
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by the assessee did not exceed the tax determined on regular assess-
ment. This obviously is not fair; either the tax determined on
regular assessment should be taken to be the amount of tax pay-
able by the assessee after adjusting the tax deducted at source or
the refund should be deemed to relate to the excess advance tax
paid and not the tax deducted at source.

In such matters, you will kindly appreciate that a liberal inter-
~retation of the provisions is called for. We shall be graetful if
the matter is examined sympathetically.

A line in reply will qblige.
Thanking you. | ‘
Further Information (Sr. No: 89)
The matter is still l.under consideration.
Recommendation

The Committee are distressed to note the non-deduction or short
deduction of tax at source on interest payments and delayed remitt-
ance of tax deducted which also did not attract the penal provisions
of the Act. It is strange that Income--tax Department itself is a de-
faulter in this regard. Such serious lapses noticed in test check of
cases by Audit should have compelled the Department to undertake
a review in all the charges to find out the extent of failure and to
take appropriate action including rectification and recovery which,
however, surprisingly enough were not done. The Committee expect
that such review should be done w1thout further delay and the results
intimated to them.

Unless deterrent measures are taken to make such defaults unre-
warding, the defaults are bound to recur. The Committee would.
therefore, like to know why penal provisions were not invoked in
respect of cases pointed out by Audit and whether there were similar
laxities in other cases.

The Committee note that the Central Board of Direct Taxes are
reviewing the whole matter of tax deductions at source including
those made under Section 194A with a view (o making certain
changes. The Committee hope that expeditious steps would be taken
to ensure correct and timely deduction of tax at source as well as its
prompt remittance. The Committee would await the outcome of the
review of the position by the Board.
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. According to the Ministry, although technically the department
Is liable to deduct tax at source on interest paid by it to the assessee '
it would involve a lot of avoidable accounting .and administra-tive’-
work. The Committee understand that an amendment to the Act in
this regard is under consideration. They wish to observe that any
change that is made should provide adequate check to see that the
assessees do not escape the tax liability on the interest paid to them
by the Department.’

[Sl. Nos. 90 to 93 and Paras 2.383 to 2.386 of Appendix to 51st
Report of the P.A.C. (1972-73) Fifth Lok Sabha]..

Action taken
 The Committee’s suggestion is being examined.

The relevant information is being collected from the Commission-
ers and the result will be intimated in due course.

The matter is still under consideration.

[Ministry of Finance (Rev. & Ins.) O.M. No. 236/
240/70-II Audit dated 14-3-1973].

Further Information (Sr. Nos. 90-91)

Items 43 & 44: A review was ordered vide Board’s Instruction:
No. 537 (F. 277/5/73-1TJ) dated 31st March, 1973 (copy attached).
the results of the review received from the Commissioners are being
compiled, and will be furnished to the Committee soon.

Copy of Instruction No. 537 dated the 31st March, 1973 from F.
No. 277/5/73-ITJ from the Secretary, CBDT to All CSIT and ACSIT.

Sub: PAC’s 51st Report (1972-73)—Para 2,338 regarding Sec-
tion 19‘4A of the Income-tax Act, 1961.

The Public Accounts Committee in para 2.383 of their Report.
(1972-73) have observed as under:

“The Committee are distressed to note the non-deduction or:
short deduction of tax at source on interest payments and
delayed remittance of tax deducted which also did not at-
tract the penal provisions of the Act. Such serious lapses:
noticed in test check of cases by Audit should have com-.
pelled the Department to undertake a review in all the
Charges to find out the extent of failure and to take appro--
priate action including rectification and recovery which

: however, surprisingly enough were not done. The Com-
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mittee expect that such review should be done without
further delay and the results intimated to me.”

The context of the above noted concluding recommendations is
provided by paras 2.372—82 of the Committee’'s Report vide copy
attached.*

2. The Committee’s observations about Income-tax Department’s
omission to deduct tax at source from the interest paid by them to
the assessees is under Board’s consideration. As regards the other
recommendations about the checking up of failure of other agencies
in complying with the provisions of section 194-A, the Board desire
that an immediate review be carried out in all Charges to ascertain
the extent of non-deduction/short deduction of tax at source on in-
terest payments and delayed remittance of tax deducted at source.
The review should cover (i) the arrangements for watching and en-
forcing compliance, (ii) cases of omission or failure noticed and re-
medial action taken and (iii) suggestions for improvement to ensure
proper implementation of the provision.

3. The result of review suggested above may be intimated to the
Board by 31st May, 1973.

Further Information (Sr. Nos. 92-93)

Attention in invited to the Ministry’s reply to item 57 of the above
O.M.: relating to Para 7.12 of their 51st Report. The whole question
of deduction at source is being examined by an informal Committee
appointed to consider the Department’s tax accounting system, in-
cluding tax deduction at source, and suitable measures will be taken
on receipt of the Committee’s recommendations. Amendment of law
regarding the liability of I.T. Department to deduct tax at source is
still under consideration.

Recommendation

The Committee learnt from Audit that a system of reconciliation
between the amount of tax deducted at source and the amount re-
mitted to Government account was in vogue in Britain and that the
same was brought to the notice of the Central Board of Direct Taxes
by Audit. in July, 1970. The Committee were informed that the
Board had recently started the system of giving permanent account
number to each assessee. The Committee desire that the system
Followed in Britain should be studied and a producedure devised
to arrive at a satisfactory system of reconciliation.

[S1. No. 108 and Para 4.57 of Appendix to the 51st Report of
the P.A.C. (1972-73)1.

* not attached.
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Action Taken

T'he question of devising a suitable procedure in the matter of de-
d_uctlon and collection of tax at source is under examination in the
light of the recommendations of the Direct Taxes Enquiry Committee.
The suggestion for introducing a Central Control/Account System
as prevalent in the United Kingdom has been noted and will be con-
sidered while devising the new procedure.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/"
5/71-A & PAC dated 24-3-1973].

Further Information (Sr. No. 108)

A Committee of officials has been appointed informally under the
auspices of the Directorate of O & M Services to consider the tax
accounting system of the Income-tax Department and make neces-
sary recommendations in this behalf; the papers regarding the U.K.
System have been made available to the Committee for keeping in
view. Their recommendations are awaited for suitable action.

Recommendation

The Committee find that during the year 1969-70 the penalty im-
posed amounted to Rs. 15.03 crores which was much less than the
concealed income of Rs. 60.50 crores, although according to the
Income-tax Act the minimum penalty should be equal to the con-
cealed income. The Committee were informed that this: difference
may be due to some of the assessments being for the period prior
to 1st April, 1968 when the minimum was 20 per cent of the tax.
The Committee, however, find that according to the judgement in
Jain Brothers case the crucial date for the purpose of penalty is the
date of completion of the assessment and not the assessment year.
The Ministry of Finance have stated that according to the Law
Ministry the crucial date for. determining the quantum of penalty is
the date of filing of the return and not the date of passing the assess--
ment order.- The Committee suggest that in view of judgement in
Jain Brothers case the matter should be further examined in con-
sultation with the Attorney General. The Committee would like to
know the outcome of the examination.

[Sl. No. 113 and Para 5.12 of Appendix to 51st Report of the-
P.A.C. (1972-73)—Fifth Lok Sabha].

Action Taken
The question of reference to Attorney General is under considera-
tion by Law -Ministry.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/
11/71-A & PAC dated 2-4-1973]..
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Further Information (Sr. No. 113)

Attention of the Committee is invited to the Ministry’s reply to:
item No. 32 (of the above noted O.M. dated 2nd November, 1973)
regarding para 2.290 of the 51st Report of {1e P.A.C. (1972-73).

: In this connection attention is invited to the Ministry’s reply to
item No. 5 of Lok Sabha Secretariat O.M. No. 3|1|28{1|72|PAC dated

26th October, 1973 regarding para 2.60 of 50th Report of P.A.C..
(1972-73).

Recommendation

incgrii i?lr;: ltSteeftif;?ldzgllat the voluntary disclosures of undisclosed’

e (4A) of the Income Tax Act made during
the years 1968-69 and 1969-70 were rather disappointing.  During
19‘68—.69 _the number of d.eclarants was 1348. Declaring an income of
Rs.. 12.95 crores and during 1969-70 the number of cases was 908 dec-
%armg an income of Rs. 6.30 crores. These cases included 127 cases
in the year 1968-69 in which the disclosed income had already been
detected, while there were 442 such cases in 1969-70. The Committee:
are not satisfied with the progress of completion of assessment cases
of veluntary disclosures. The number of assessments completed in
1968-69 was 783 and those completed during 1969-70 was 442. As on
3lst March, 1970, there were 1,555 outstanding cases without finalisa-
tion. This figure includes cases which relate to earlier years includ-
ing 1965-66. The recovery of tax made in cases of completed assess-
ments was also not satisfactory. During the year 1968-69 only an
amount of Rs. 95 lakhs out of tax of Rs. 260 lakhs was recovered out
of tax of Rs. 155 lakhs. The Committee were informed during evi-
dence that in order to expedite the assessment and collection of taxes
under the Voluntary Disclosure Provisions, a lot of flexibility should
be left to the Department. Further there should be a vigorous en-
forcement machinery. The Committee find that the Direct Taxes
Enquiry Committee (1971) have in their final report suggested that
to ensure that the settlement is fair. prompt and independent, there:
should be a high-level machinery for administering the provisions,
which would also incidentally relieve the field officer of onerous res-
ponsibility and the risk of having to face adverse criticism which has
been responsible for the slow rate of disposal of disclosure petitions.
The Direct Taxes Enquiry Committee have recommended that the
settlement may be entrusted to a separate body within the Depart-
ment, to be called the Direct Taxes Settlement Tribunal. The Com-
mittee desire that effective steps should be taken to finalise the cases
pending under the Voluntary Disclosures Scheme. For this purpose;.
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‘the Department should seriously consider to what extent flexibility is
needed to expedite settlement of the cases and also whether it is
necessary to create another body to be entrusted with this work as
‘recommended by the Direct Taxes Enquiry Committee. The Com-

mittee desire that the matter should be examined expeditiously. The
- Committee expect the Department to ensure that full recovery is
effected without delay in cases which have already been finalised.

The Committee would like to be informed of concrete steps taken to
.achieve this objective.

[S. No. 114 and Para 6.10 of Appendix to 51st Repart of the
PAC (1972-73)—Fifth Lok Sabha].

Action Taken
Instructions have been issued to all the Commissioners for expedi-
tious disposal of ¥oluntary disclosure cases and for effecting quick
recovery of such demands vide attached copy of Board letter No. F.
'281/114/73-II1 (Inv.), dated 14th March, 1973. As regards the sugges-
tions for review of the statutory provisions and constitution of a spe-
cial organisation for settlement cases, the matter has been under con-
‘sideration in the context of Wanchoo Committee’s Report and the
position will be known when the proposed taxation laws (Amend-

:ment) Bill is introduced in the Parliament.
[Ministry of Finance (Revenue and Insurance) O.M. No. 231/
11/71-A&PAC dated 30-4-1973].

IMMEDIATE
F. No. 281/14/73-11 (Inv.)
GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES
New Delhi, the 14th March, 1973

"To

Commissioner of Income-tax,

’Sir;

Sussecr: Voluntary disclosure petitions u/s 271 (4A)—Disposal
of—Instructions regarding—

In their 51st Report to the Fifth Lok Sabha, the Members of the
“Public Accounts Committee have expressed their dissatisfaction with
the slow pace in the finalisation of cases of voluntary disclosures and
also in the recovery of demands outstanding where the assessments
‘have already been completed in these cases.
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2. Board, therefore, desire that the Commissioners should personal-
ly review all these cases which are pending and work out a scheme to
ensure that the cases are disposed of expeditiously. It should be the
department’s endeavour that except in really complicated cases, no
petition u/s 271(4A) is kept pending for more than six months. In
this connection, Board would like to have information in the follow-
ing proforma from all the Commissioners by 31st May, 1973.

PART I
No. of disclosure No. of petitions Briefreasons for Action proposed to be
petitions u/s 271 pending for more pendency of the taken for finalisa-
(4A) pending ason  than 6 months as  petitions shown in tien of petitions
I-4-1973 on 1-4-73 ( out Col. 2 (with details shown in Col. 2
of Col. 1) where the total

income disclosed is
more than Rs. 1

lakh).
I 2 3 4
PArRT—II
Total No. of cases settled u/s Total amount of demands Brief reasons for not recovering
271(4A) (Year-wise) where outstanding in respect of the demand shown in Col. 2
demands are outstanding as casesin Col. 1 in respect of cases where
on 31-3-73 outstanding demand s

more than Rs. 1 lakhs to
be annexed

1965-66
1966-67 . : : :
T967-68 N ST A
1968-69 . 5 .
1969-70 . . .
I970-71 . . . .
1971-72 : .
1972-73 . . 5 ;
. TOTAL “ % -

3. Please acknowledge the receipt of this letter.
Yours faithfully,

Sd/- (J. RAMA IYER),
Secretary,
Central Board of Direct Taxes.

619 LS—12
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Further Information (Sr. No. 114y

Board had issued instructions to the Commissioners of Income-
tax as far back as 5th September, 1967 [F. No. 98/74/67-IT (Inv) ]
asking them to expedite the disposal of disclosure petitions u/s 271
(4A); copy attached. The Cs.IT. were further addressed in this be-
half for review vide Board’s No. F.281 /14/73-IT(Inv.) of 14th March,
1973, vide interim reply sent earlier on 30th April, 1973.

The comparative figures of disposal of petitions u/s 271(4A) dur-

ing the years 1971-72 and 1972-73 as ascertained on review are given
below:—

1971-72 S 1,199
1972-73 AT 1,378

It will be observed from the above that there is an increase of
about 15 per cent in the disposal of such petitions in 1972-73 as com-
pared to 1971-72. Out of 5,029 petitions pending on 1st April, 1973,
as many as 924 petitions were disposed of during the 5 months from
1st April, 1973 to 31st August, 1973. The Board feel that there is fur-
ther scope for improvement. It is therefore, proposed to emphasise
on the Commissioners once again to look into the petitions which
are pending for more than 4 years and dispose them of before the
end of this financial year.

As regards the delay in initiating review, sufficient number of
printed copies of the 51st Report were not made available initially
for circulation to Commissioners etc. in the field and Branch officers
at headquarters; to start with only 4 copies of the Report were re-
ceived with Lok Sabha Secretariat O.M. No. 2|7|III|6|72{PAC dated
1st September, 1972 as against larger number usually supplied and
more copies had to be obtained later; secondly the Ministry had to
process the large number of recommendations in the Report simul-
taneously within the prescribed period of six months and this result-
ed in phased programme over the period.
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F. No. 58/74/67-IT (Inv.)

GOVERNMENT OF INDIA
CENTRAL BOARD OF DIRECT TAXES

New Delhi, the 5th September, 1967.
From

The Secretary,
Central Board of Direct Taxes,

To
All Commissioners of Income-tax,
Sir,

SuBJECT: Expeditious disposal of disclosure—cases under section
271 (44)

Complaints have been received that sometimes there is consider-

able delay in disposal of cases of voluntary disclosure under section
271(4A) of the Income-tax Act, 1961.

2. While it is appreciated that sometime is bound to be taken in
cases, where prolonged enquiries are needed, there will be a number
of other cases where, with prompt attention from the Commissioners,
the cases would be disposed of expeditiously. You are, therefore,
requested to scrutinise all pending cases and dispose of as many as
possible without delay. A proper watch should be kept on applica-
tions under Section 271(4A) sent to the Income-tax Officers for report
and, except where prolonged enquiries are needed, the reports should
be obtained from the Income-tax Officers and cases disposed of quick-
ly. 24 By

3. A quarterly statement of voluntary disclosure of income under
section 271(4A) is already being sent by you in response to Board’s
letter No. 16/15/65-IT (Inv.) dated 16th March, 1965. For the quarter
ending 30th September, 1967 onwards an annexure in the form given
below should be sent along with the quarterly statement.

Yours faithfully,
Sd/- G- R. HEGDE,

Secretary,
Central Board of Direct Taxes.
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PROFORMA

Statement for the quarter ending

(1) Number of voluntary disclosure cases pending with Com-

missioner of Income-tax at the commencement of the quar-
ter.

(2) Number of cases received during the quarter.
(3) Total.

(4) Number disposed of during the quarter.
(5) Balance at the end of the quarter.

(6) List of cases, pending at the end of the quarter for more
than six months, with brief reasons.

Recommendation

The Committee note that for non-deduction or part-deduction of
tax from dividends at source by companies, there were convictions
in 237 cases in 1968-69, 135 cases in 1969-70 and 181 cases in 1970-71.
The Committee learnt with satisfaction that as a result of prosecu-
tions launched against defaulting companies, cases of defaults have
declined. The Committee desire that the Department should devise
a system whereby tax deducted by companies is remitted to Govern-
ment within the prescribed period of one week. In 1969-70 there
were 90 cases in which tax was remitted after one week of deduction
or receipt of challan. The Committee suggest that the Department
should take stringent action against the parties who failed to remit
tax deducted within the prescribed time.

[SL No. 115 and Para 7.12 of Appendix to the 51st Report of the
P.A.C. (1972-73)].

Action Taken

The observations of the Committee have been noted for proces-
sing. ~ §
[Ministry of Finance (Revenue and Insurance) O.M. No. 231/
94/70-IT-Audit dated 2-3-1973}

Further Information

The Wanchoo Committee also has made similar recommel}d.ations
(vide Paras 454 and 455 of the Report) regarding the deduction of
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tax at source and its collection. These recommendations are being
examined.

[Ministry of Finance (Revenue and Insurance) O.M. No. 231/
24/70-IT-Audit dated 26-3-1973].

Further Information (Sr. No. 115)

The Board have appointed an informal Committee under the aus-
pices of Directorate of O & M Services to examine our tax account-
ing system and make necessary recommendations for Board’s action.
The Committee will cover the subject of tax deduction at source and
relevant procedures also. Their report is awaited.

New DELHI;
21st April, 1975.

1st Vaisakha, 1897 (Saka).

JYOTIRMOY BOST,
Chairman,
Public Accounts Committee.



Appendix

Summary of Main Conclusions/Recommendation’s

Para No. Ministry
Sr. No. of the concerned Conclusions/Recommendations
Report
I 2 3 4

I. 1.4 Finance (Rev. and Ins.) The Committee desire that final replies in regard fo those re-
commendations to which only interim replies have so far been fur-
nished, should be submitted to them expeditiously after showing
them to Audit.

2. 1.9 Do. The (Committee would like to be apprised of the findings of the
above informal Committee. It should be asked to complete its
work exprediously. Action should be taken urgent by Govern-
ment on its recommendations and findings and the Committee, kept
informed af progress in ihis respect.

3. 1.10 -do- The Committee note that the Ministry is also obtaining for

study the particulars of methodology of budget estimates followed
in the United kingdom and the United States of America and that
the sending of a deputation for study, if necessary, will be consi-
dered later. The stage at which the study is at present should be

reported to the Committee. The Committee are of the opinion.

9LT



i.14

1.18

that the sehding of a deputation for such study to the U. K. and
U. S. A. is not necessary. The results of the study and the action
taken thereon by Government should of course be reporied to the

Committee without undue delay.

The Committee have no objection to the decision to treat the
two recommendations that of the Direct Taxes Enquiry Committee
(Wanchoo Committee) and that made by the Committee together
so long as this linking does not result in delay. The Committee
would urge the Government to come to an early decision without
any further loss of time and report the outcome to tihe Committee.

As more than two years have elapsed since the presentation
of the Report, the Committee consider that the completion of the
examination of the working of the Internal Survey should mnot
take any more time. The Director of Inspection, to whom the
examination of the working of the Internal Survey had been
entrusted in 1973, had more than ample time for completing the
examination. He should be called upon to explain the reasons for
the time he has taken under advice to the Committee and if he has
not already completed the examination, he should be asked to do

so without further loss of time.

The Committee had not expected the Ministry merely to rest
content with taking note of the observations of the Committee.
The Committee had locked forward to being apprised of the speci-
fic steps taken or proposed to be taken by the Government to en-

~sure that the small Income Scheme was not exploited by unscru-

LLT



4

~3

1.25

1.29

Finance (Rev. and Ins.)

Do

pulous high income assessees masquerading as small income asses-
sees and that the genuine small income assessees were not subjec-
ted to harassment by being asked to appear before the Income-tax
authorities. The Committee would await a further report in this
regard.

The Committee regret to note that no review has been under-
taken by the Government on the lines suggested by the Committee.
The Committee are of the view that a thorough review of the kind
indicated in paragraph 2.28 of their 51st Report (Fifth Lok Sabha)
would serve a very useful purpose. They, therefore, desire that
such a review should be carried out forthwith. The Committee
would await the results of the review and action taken thereon.

The Committee are of the view that the monthly reviews which
are carried out by the Director of Inspection (I. T. Audit) will not
achieve the object the Committee had in mind in suggesting a
more comprehensive review of the scope and nature of the checks
carried out by the Internal Audit. The Committee consider that
it is essential to have a comprehensive review by the Board at
least once in six months with a view to improving the efficiency of
the Internal Audit and desire accordingly that the first of such
six monthly reviews be undertaken forthwith,

8LT



9 I.30
10 1.34
i1 1.38
12 1.42

Do

The Committee further reiterate that there should be close-
coordination between the Internal Audit and Revenue Audit which
is rendering most invaluable service so as to have the maximum
impact on the revenue collecting organisation.

More than two years have elapsed since the presentation of the
Report, That much time was surely more than enough for comp-
leting the study suggested by the Committee. This-is regrettable.

The Committee require that the study should be completed
without further loss of time and the results of the study and action
taken or proposed to be taken thereon should be intimated to them
within three months.

The Committee find it difficult to understand why so much time
should be necessary for arriving at a decision as to what exactly
constitutes a new industrial undertaking. The Committee are
somewhat surprised to note that in this case the Ministry was not
able to give a definite opinion but expressed itself in tentative
terms. The Committee was under the impression that the Ministry
of Law invariably would express itself in clear and definite terms
in a matter as simple as this. The Committee desire that this should
be resolved without any further delay and necessary instructions
issued for the guidance of the assessing officers under intimation to
them. .

The Committee had suggested that a study of the extent to
which the various rebates and concessions had contributed to pro-
moting the twin objectives of economic growth and social justice,

'.l
bl
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13

1.46

Finance (Rev. and Ins.)

should be undertaken which would be helpful in formulating future
taxation policy. The Committee have been informed that no such
study has been made so far and that it would be undertaken as
soon as the Directorate of Research and Statistics is re-organised
and strengthened on the lines suggested by the Direct Taxes En-
quiry Committee which is currently under consideration of the
Ministry. This leaves the position completely vague and puts off
the undertaking of a study of some considerable importance almost
indefinitely. Having regard to its importance, the Committee de-
sire that it should be taken in hand in anticipation of the reorgani-
sation and necessary man-power provided.

From the reply furnished by the Government, the Committee
note that the final opinion of the Law Ministry was received on
2nd November, 1973 and that in view of the opinion expressed by
the Ministry of Law the audit objection is acceptable; remedial
action under section 263 of the Income-Tax Act, 1961, however,
became time barred long ago. The Committee can only deplore
the delay of more than a year in referring the case to the Ministry
of Law for obtaining their final opinion. The Committee desire
that suitable instructions should be issued immediately in this re-
gard, if this has not already been done, so that there is no recurrence
of such lapses in future under advice to the Committee.

08T
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16

1.50

.35

1.59

Do

A decision on the exclusion of the amounts received by law-
yers from clients towards personal expenses from the total taxable
income has been considerably delayed for no apparently valid
reasons: The Committee  would urge that Government should
come to a decision in this regard within three months and inform
the Committee in due course.

From the reply furnished by the Government, the Committee
are distressed to note that out of 43190 advocates enrolled with the
Bar Associations, only 7404 are verified to be assessed to tax and
that the verification of the above provisional figures is however
still not complete. The Committee have been informed that the
Commissioners are being asked to pursue the verifications vigo-
rously and take appropriate action.

Further instructions have also been issued by the Director of
Inspection (I T Audit) calling for a monthly review of external
survey instead of the existing quarterly review. The Committee
desire that Government should complete the verification early and
report the position to them. The Committee would also like to
know the results of the External Survey conducted during 1972
and 1973.

The Committee assume that the Central Board of Direct Taxes
has issued suitable instructions in the light of the opinion of the
Ministry of Law now given for the guidance of the assessing offi-
cers under intimation to them. This may be confirmed.

181
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18

19

20.

21

4

1.63

1.68

T2

1.73

1.77

Finance (Rev. and Ins.)

Do

The Committee are unhappy over the inordinate delay in arriv-
ing at a decision on the crucial date for the purpose of levy of
penalty. The matter should be pursued more vigorously so that
a decision can be arrived at and necessary instructions issued to
the lower formations. The Committee would like to be apprised

of the final decision taken as also the action proposed to be taken
thereafter.

The Committee deplore the inordinate delay that has taken
place in framing rules for regulating the calculations of interest.
The Committee need hardly stress that necessary rules simplifying
and streamlining the procedure should be framed forthwith under
intimation to them.

The Committee wish to reiterate that a fool-proof procedure to
prevent double allowance of credit should be evolved without any
further loss of time. :

The Committee trust that the informal committee would comp-
lete its work at an early date. The Action Taken thereon by
Government should be reported to the Committee.

The Committee find that revised instructions on checking of
refunds have been issued and that as a practical measure, it has
been decided that cases of refunds involving a sum of Rs. 5,000
and above are now to be checked by the Inspecting Assistant Com-
missioner,

G3T
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23

24

1.78

1.81

1.82

Do

The Committee would however, like to emphasise the need for
a review of the observance or otherwise of such instructions in the
light of the changed context so that appropriate corrective action
may be taken, wherever necessary. -

The Committee desire that necessary instructions should be
issued forthwith to the field officers directing that in all instances
appellate orders must be given effiect to within a fortnight of the
date of passing of the order concerned.

In so far as appellate orders are concerned they should be pas-
sed within a fortnight from the date of hearing. The Committee
would very much like the Revenue Audit to report whether this
recommendation is being implemented. '

The Committee would strongly suggest that the Revenue Audit
should conduct a test audit of the orders of the Appellate Assistant
Commissioners in the same manner as they are auditing the In-
come-tax Officers’ orders. The Committee have come across several
instances where the Income-tax Officers knowingly highly inflate the
assessments driving the assessees in this process to seek remedies
on appeal which would certainly involve considerable cost for both
the parties and severe mental anxiety, especially in the case of
small assessees. The Committee would like that a review should
be undertaken of all cases where reductions of more than Rs. 10,000
has been given on appeal to determine the extent of such overasses-
sments.

€87
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25

26

27

28

29

1.86

1.90

1.91

1.95

1.96

(Finance Rev. & Ins.)

The Committee urge that the matter should be examined expe-
ditiously and without any further loss of time and the conclusions
reached intimated to the Committee.

The Committee note that a review has been ordered and the
results of the review received from the Commissioners are being
compiled. The Committee would like the Ministry to complete the
compilation of the results early and report the position to them.

The Committee further note that their observation about the
failure of the Income-tax Department to deduct tax at source
from the interest paid by them to the assessees is under examina-
tion. The Committee desire that this should be examined expedi-
tiously and final outcome reported to the Committee. '

The Committee would await the report of the informal Com-
mittee appointed by the Ministry inter-alia to examine the whole
question of deduction at source, and the action taken thereon by
Government in this regard.

The Committee note that amendment of the Law regarding the
liability of the Income Tax Department to deduct tax at source is
still under consideration of Government. The Committee desire
that this matter should be decided quickly and the decision out
aported to the Committee.

P81
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31

1.100

1.105

The Committee note from the reply that a selective study of
the reasons for the decline in the average number of assessments
completed in five Commissioners’ charges has been made by the
Director of Inspection (RSP) and that this study has revealed that
there were good reasons for the decline in the average disposal per
Income-tax Officer in respect of Income-tax assessments. The Com-
mittee have also been informed ‘that an overall study as suggested
by them has been entrusted to the newly created Directorate of
O&M Services and that their report is awaited, before further action
is taken. The Committee would like to await the report of the
Directorate of O&M  Services and the action taken thereon by
Government.

The Committee would like to be apprised of the findings of
the Committee of Officials which need to be expedited. The Com-
mittee would, however, like to stress the need for a satisfactory
system of reconciliation between the amount of tax deducted at
source and the amount credited to Government Account in the
Income-tax Department as is in vogue in the United Kingdom.

1
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