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INTRODUCTION 

I, the Chairman of the Public Accounts Committee as autho­
rised by the Committee, do present on their l>ehalf this Hundred 
and Forty-third Report on action taken by Government on the 
recommendations of the Public Accounts Committee contained in 
their 78th Report (Sixth Lok Sabha) on Direct Taxes relating to 
Ministry of F'inance (Department of Revenue). 

2. On 31 May, 1978, an 'Action Taken Sub-Committee' con­
sisting of the following Members was appointed to scrutinise the 
replies received from Government in pursuance of the recommen­
dations made by the Committee in their earlier Reports. 

1. Shri P . V. Narasimha Rao-Chairman. 
2. Shri Asoke Krishna Dutt-Convener. 

Members 

3. Shri Vasant Sathe 
4. Shri M. Satyanarayan Rao 
5. Shri Gauri Shankar Rai 
6. Shri Kanwar Lal Gupta 

3. The Action Taken S'Ub-Committee of the Public Accounts­
Committee (1978-79) considered and adopted the Report at their 
sitting held on 21 April, 1979. The Report was finally adopted by 
the Public Accounts Committee on 24 April, 1979. 

4. For facility of reference the recommendations or conclusions 
of _the Committee have been printed in thick type in the body of 
the Report. For the sake of convenience, the recommendations or 
conclusions of the Committee have also been reproduced in a 
consolidated form in the Appendix to the Report. 

5. The Committee place on re00rd their appreciation of the 
assistance rendered . to them in this matter by the Comptroller and 
Auditor General of India. 

• P. V. NARASIMHA RAO,. 

NEW DELHI; Chairman, 

April 24, 1979. Public Accounts Comm~ttee~ 

Vaisakha 4, 1901 (Saka). 

(v) 



CHAPTER I 

REPORT 

1.1. This Report of the Committee deals with the action taken 
"by Government on the Committee's conclusions or recommenda­
·:tions contained in their 78th Report (Sixth Lok Sabha) on 
'Working of Salary Circles' relating to Ministry of Finance (Depa'rt­
.ment of Revenue). 

1.2. Replies to all the Conclusions or Recommendations con­
tained in the Report have been received from Government. 

1.3. The Action Taken Notes on the Conclusions or Recommen­
d ations of the Committee contained in the Report have been cate­
g orised under the following heads : 

(i) Conclusions or Recommendations that have been accepted 
by the Government 

Sl. Nos. 2, 5, 6-8, 12, 17-18. 

'(ii) Conclusions or Recommenda:tions which the Committee 
do not like to pursue in view of the replies of Govern­
ment: 

SL Nos. 1, 10-11. 

{iii) Conclusions oq· Recommendation~ replies to which have 
not been aC'cepted by the Committee and which require 
reiteration : 

SL NOS. 3-4, 16. 

(iv) Conclusions or Recommendations in respect of which 
Government have given interim replies : 

SL Nos. 9" 13-15. 

1.4. The Committee hope that the final r eplies in rega'rd to those 
yecommendations to which only interim replies have so far been 
furnished, will be submitted to them ex peditiously after ' getting 
t hem vetted by Audit. 

1.5. The Committee w:i:ll now deal with action taken by Gov­
<ernmetnt on some of the recommendations. 
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Updating of Employers' Registers (Paragraph 115-Sl. No. 3) 

1.6. Deploring the inaction in regard to updating of Employerse.· 
Registers an important regulatory mechanism, dur ·ng the last 10, 
years, the Committee had, in above paragraph of the Report, recom­
mended as under: 

"The Committee find that though the Employers' Register, Tax 
Deduction. Certificate, and the annual/monthly returns 
furnished by the Employers constitute important tools in 
the hands of the Income-tax authorities, these are not 
receiving adequate attention. Though the work of updat­
ing of Employers' Register had been in progress for more 
than a decade and the number of employers had increased 
from 64,862 on 31-12-1976 to 71,202 on 31-12-1977, the Em­
ployers' Registers are still far from complete and admit-· 
tedly 'not updated'. The Committee depore the inaction 
in regard to updating the Employers' Registers, an impor­
tant regulatory mechanism, during the last rn years. 
They recommend that updating of these Registers should 
be accorded pJ"iority and the work should be completed 
according to. a time-bound programme." 

1.7. Ii11 their reply dated 25 October, 1978, the Ministry of Finance· 
(Department of Revenue) have stated as under: 

"There is no doubt that the 'Employers' Register' etc. consti­
tute an important tool in the hands of the Income-tax 
authorities for exercising control over the deduction of· 
tax at source but the updating of these registers is a con­
tinuing process. The Commissioners of Income-tax were· 
assessed in this m;itted demi-officially in February 1975 
and again in May, 1976 emphasising the enforcement of 
provisions of the Income-tax Act and Income-tax Rules 
relating to Tax Deduction at source. The observations 
contained in the audit para were brought to the notice of 
all the .Commissioners of Income-tax in January, 1978 for 
ensuring enforcement of these provisions". 

1.8. While observing that though the work of updating o.f Em­
ployers' Register had been in progress for more than a decade and. 
the number of Employers had increased from 64,862 on 31-12!-1976· 
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to 71,202 on 41-12-1977, the Employers' Registers are still far fr ..,m 
complete and admittedly "not updated", the Committee had recom. 
mended t hat updating of these, Registers should be accorded priority 
and the work should be completed according to a time-bound ino­
gramme. In their Action Taken Note, the Department of Revenue 
have stated that the Comm.is ioners of Income-fax were addressed 
in this matter demi-officially in February 1975 and again in May 
1976 emphasising the enforcement of provisions of the Income-tax 
Act and Income-tax Rules relating to Tax Deduction at source. The 
Committee have: furthe1· been informed that the observations con­
tained in the Audit para were brought to the notice of all the Com­
missioners of Income-tax in January, 1978 for ensuring enfo1·cement 
of these provisions: The Committee woultl urge the Government to 
keep shrict watch over the implementation of these instructions. 
Since the Government's reply is silent in so far as the priority to be · 
accorded to this work is concerned, the Committee would like to 
reiterate that Government should take suitable steps to ensure that 
updating of the Registers is expedited and is completed within a 
specified time-limit. 

Delay in receipt of annual returns (Paragraph 116-Sl. No. 4) 

1.9. Commenting on the lapse of the Government in not keeping 
a close watch on the timely receipt of returns from the Employers 
and also on their failure to levy penalty in the case of defaulters · as 
provided for in the Income-tax Act, the Committee had, in above 
paragraph, observed as under: 

"The Committee are perturbed to note that not only the Em­
ployers' Register are incomplete but the timely rece '.pt 
of returns from · the Employers· are also not being closely 
watched. I.n as many as 5,871 cases, in all Commissioners' 
charges, annual returns had not been received at all. In 
638 other cases in 5 Commissioners' char ges, returns were 
received late by periods ranging from 1 month to 6 months 
upto December, 1975. It is surprising that though under 
the Act, the defa.glters could be prosecuted and were liable 
to a fine of upto Rs. 10 for every day of default, no action 
was initiated in any of these cases. As pointed out by 
Audit, in respect of 410 cases of dela.yed returns in the­
Commissioners' charges of Tamil Nadu, Calcutta and­
Andhra Pradesh alone, the fine liable under the Act works 
out to Rs. 22.57 iakhs upto the end o_f December, 1978"; 
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The Committee wanted to know the names of the p.arties 
· involved and reasons for non-levy of penalty .in each case 
but have been informed that as it involves verification of 
5,871 cases, it would take some time to furnish that infor­
mation. The desired info1mation has not been made avail­
able to the Committee. The Committee feel that ha.d moni­
toring of the cases by the salary circles and the supervision 
by the C. B. D. T. ·ever the work of these circles been 
effective, such vital information should have been readily 
available with the Central Board of Direct Taxes, parti­
cularly when it had a close bearing on a point included in 
the Audit Report. The Committee would like the Board 
to obtain this information from the lower formations at 
the earliest. Meanwhile, the Committee would like the 
Central Board of Direct Taxes to apply themselves to the 
question of how best to ensure that the monthly/quarterly/ 
annual returns are received from all the employers who 

. are required to send them under the Income-tax Act and 
that in the case of defaulters penalty as provided for in the 
Act is actually levied." 

1.10. In their r eply, dated 25th October, 1978, Ministry of Finance 
1( Department of Revenue) have stated: 

. 

"As stated above in reply to para 115 steps have already been 
taken to ensure enforcement of pr ovisions in this regard. 
Information in respect of 5,871 cases is still being colfected/ 
collated and will be furnished as soon as it is ready. The 
processing of Annual Salary Returns under section 206 of 
the Icome-tax Act is being computerised in 8 metropolitan 
cities of Bombay, Calcutta, Delhi, Madras Kanpur, 
Ahmedabad, Bangalore and Hyderabad where the salaried 
employees are mostly concentratecY. With the computeris­
ed processing, the work of salary circles relating to tax 
deductions at source is expected to improve considerably." 

,,...,.--- ··-• 1.11. The Committee in their original recommendation had observ-
ed that in 5,871 cases, in aU Commissioners' char.ges, annual returns 
from the Employers had not been received at all. Although the 
defaulters could be prosecuted and were li'able to a fine of upto Rs. 10 
for every day of default, no action was initiated in any of these cases. 
The Committee had desired to know the names of the parties involved 
and reasons for non- evy of penalty in each case but the Government 
C!ould not furnish the information on the plea that it involved vel'i­
li:ica ti on of as m any as 5871 cases. The Committee are silrprised to 



5 

note from the reply of the Ministry of Finance that "information in 
respect of 5,871 cases is still being collected/collated . . .. .. " It is 
regrettable that even after a considerable length of t ime, the Gov­
ernment have not been able to provide the required information which 
only goes to prove, the lack of supervision and effective control by 
Central Board of Direct Taxes over the salary circles.~ The Com­
mittee desire that the information may be furnished to them within 
'3 months of the resentation of this report. 

Working of the Salary Circles . (Paragraph 128-Sl. No. 16) 

1.12. While referring to the mistakes/irregularities that have been 
pointed out by Audit and which are only symptomatic of the mala­
dies that beset the Salary Circles, the Committee in above paragraph 
of the Report had observed as under: · 

"The Audit Report has revealed some very ser ious lapses in 
the working of the Salary Circles. It would be remember­
ed that the mistakes/irregularities that have been pointed 
out by Audit are only symptomatic of the maladies that 
beset the Salary Circles, the Audit scrutiny being confined 
to a test check only. The Committee ar e inclined to think 
that the type of cases of omissions that h ave been pointed 
out by Audit in a few selected Comm:ssioners' charges and 
for a particular period must have occurred in other Com­
missioners' charges and in years prior to or after the period 
covered by Audit. It is, therefore, of utmost imp.0rtance 
that other Commissioners' charges should review the cases 
of the type mentioned in Audit para for' the last 5 years." 

1.13. In their reply dated 25 October 1978, Ministry of Finan ce 
{Department of Revenue) have stated as under : 

"The types of omissions brought out in the Audit paragraph 
have already been brought to the notice of the Commis­
sioners of Income-tax in Boar d's Instr uction No. 1133 
[F. No. 275/116/77-I~ (B)] dated the 6th J anuary, 1978. A 
copy of the Instruction has been furnished to the Com­
m ittee in the Ministry's note F . No. 240/3/78-A&PAC-II, 
dated the 18th March, 1978." 

1.14. Since the Audit Repol°t had r evealed some very serious lapses 
in the w orking of the Salary Circle'S and the typ~ of cases of omrssion 
that h ave been pointed out by Audit in a few selected Commissioners' 
charges and for a particular per iod must have occurred in other 
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Commissioners' charges and in y~ars prior to or after the period 
covered by Audit, the Committee had desired that other Commis­
sioners' charges should review the cases of the type mentioned in 
Audit para fo1: the last five years. The Committee have now been 
informed that the t ypes of omissions brought out in the Audit para­
graph have already been brought to the notice of the Commissioners 
of Income-tax. The Committee are not satisfied with the reply of 
the Government since it does not meet the specific rncommendation 
of a review to be conducted. They would like to i·eiterate that re­
view as recommended earlier may be carried out without any fu rther 
delay and the results intimated to the Committe~ within 3 months 
of the presentation of this Report i.e. by the end of July 1979. 

( 



CHAPTER II 

CONCLUSpONS OR RECOMMENDATIONS THAT HAVE BEEN 
ACCEPTED BY GOVERNMENT 

Recommendation 

It is no secret that private sector has larger number of employees 
tl,1an employees under the Central Government. Not only that, it 
is common knowledge that the salaries and perquisites in the case 
of pr ivate sector are far higher than those under Central Govern­
ment . According to a recent study made by the Reserve Bank of 
the distribution of highly pa~d company emplo.Yees in organised 
private sector, in some industries like non-ferrous metals (basis), 
tobacco, dyes and dyt-stuffs and aluminium the highest annual re­
muneration per executive ranges well above Rs . . 60,000 per annum. 
Aga:n , according to this study the highest paid executives are in the 
tobacco industry getting over Rs. 60 ,000, 24 getting over Rs. 80,000 
and 19 getting over Rs. 1,00,000 per annum. This is followed by 
aluminium and dye & dye-stuffs in which the number of employees 
getting over Rs. frQ ,000' per annum is 45 and 36, those getting over 
Rs. 80,·000 per annum is 26 and 17 and those getting over Rs. 1,00,000 
is 14 and 13 respectively. The Committee reC'Vmmend that in the 
con text of RBI study, the Central Board of Direct Taxes should 
undertake a review at least in the case of selected industries and in 
respect of their top executives to see if the assessment · of salaries 
an d perquisi tes in the hands of the employees and the employers is 
being made w:th the care and attention that it deserves. The Com­
mittee would like to be assured that there is no evasion of tax what-

;- soever in these cy ses. 

[SL No. 2 (Para 114) to the Appendix II of the 78th Report of the 
Public Accounts Committee (1977-78) (Sixth Lok Sabha)] 

Action Taken 

Necessary Instructions in the matter have been issued vide Ins. 
No. 1220 (F. No. 181/13./78-IT(AI) dated the 30th November, 1978. 
(copy enClosed as annexure) . 

[Ministry of Finance (Deptt. of Revenue) OJ.\~ . No. F . No . 241\22\78-
A&PAC-II, dated 16 December, 1978] 

7 
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Sir, 

8 

ANNEX URE 

F. No. 181/13/78-IT(AI) 

GOVERNMENT OF IiNDIA 

Instruction No. 122'()• 

CENTRAL BOARD OF DIRECT TAXES, NEW DELHI 

Dated the 30th November, 1978 .. 

All Commissioners of Income-tax. 

SUBJECT:-Recommendation of the Public Accounts Committee-78th. 
Report-1977-78-Review in the case of selected industries 
in the context of RBI study-Assessment of salaries and 
P'©quisites in the hands of Top Executive and the em-· 
ployees. 

The Public Accounts Committee in its 78th Report for 1977-78 
have observed as under :-

"It is no secret that private sector has large number of em­
ployees than employees under the Central Government. 
Not only that, it is common knowledge that the salar .'.es 
and perquisites in the case of private sector are far higher 
than those under Central Government. According to a. 
recent study made by the Reserve Bank of the distribution. 
of highly paid company employees in the organised pr i­
vate sector, in some· industries like non-ferrous metals 
(basic) , tobacco, dyes and dye-stuffs and aluminium the 

higest annual remuneration per executive ran ges well 
above Rs. 60,000 per annum. Again, accor ding to t his study 
the highest paid executives are in the tobacco industry 
getting over Rs. 60,000, 24 getting over Rs. 80,0·00 and 19 
getting over Rs. 1,00,000 per annum. This is followed by 
aluminium and dye and dye-stuffs in wh ich tre n umber of 
employees getting over Rs. 6'G,OOO per ann m is 45 and 36, 
those getting over Rs. 80,000 per annum is 26 and 17 and 
those getting over Rs. 1,00,000 is 1'4 and 13 respectively. 
The Committee recommend that in the contex t of RBI 
Study, the Central Boar d of Direct Taxes sh ould under­
take a r eview at least in the case of selected industries 2.nd 
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in respect of their top executives to see if the assessment 
of salaries and perquisites in the hands of the employees 
and the empJoyers is being made with the care and atten­
tion that it deserves. The Committee would like to be· 
assured tha.t there is no evasion of tax whatsoever in 
these cases". 

2. The Board desire that the cases of the top executives of the in­
dustries referred to by the PAC may be reviewed, with a view · t°'" 
ascertaining that the assessments of salaries and perquisites in their 
hands are properly made. The cases of the Committee engaged in· 
these industries may also be reviewed with particular reference to 
the application of the provisions of Section 40 (a) (v) and 40 A (5) 
of the Income-tax Act, 1961. Further, Income-tax Officers, while· 
completing the pending cases, may keep this aspect in mind while 
finalising the assessments. 

3. These instructions may kindly be bro'llght to the notice of ·au~ 

the Officers working in your charge. 

4. A report regarding the review or the cases of the top executives 
may kindly be sent by 31-12-1978 in the enclosed proformae. 

Yours faithfully, 
Encl : Two proformas. 

(M. SHASTRI) ,. 

Under Secy. Central Board of Direct Taxes •. 
Coyp to:-

1. Directors of Inspection (II) I (R&S) I (P&PR) I (Inv.) , New 
De~hi. 

2. Director of O&M Services (II) , Ist Floor, -Aiwan-e-Ghalib, 
Mata S'undri ~ane, New Delhi (5 copies) . 

3. All Officers and Sections · of LT. Wing of C.B.D.I., New 
Delhi. 

4. Comptroller & Auditor General of India, New Delhi (2{)> 
copies) . 

I 

5. Bulletin. Section of Dte. of Ins. (RS&P) , New Delhi (5 
copies) . 

6. Director of Training, IRS (Direct Taxes) , Staff College, Nag--
pur (5 copies). \ 

7. Shri M. B. Rao, Joint Secretary, Ministry of Law, Justice­
and Company Affairs (Department of Legal Affairs) , New 
Delhi. 

(M. SHASTRI), 

UNDER SECRETARY CENTRAL BOARD OF DRECT TAXES·· 
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·Recommendations 

117. Another glaring shortcoming noticed by the Committee in the 
working of salary circles is that challans pertaining to amounts ·of 
tax deducted at source are not being posted in the relevant Regis­
ters. In 120 cases, in one circle in Calcutta, the total amount o;f tax 
paid as per challans fell short of the total amount shown in the 
Annual Return by as much as Rs. 1.19 crores. The Committee have· 
been informed that this discrepancy had arisen due to misplacement 
of challans during shifting of the salary section from one premises tO' 
another. The discrepancies are stated to have since been reconciled 
in 118 cases leaving behind only 2 cases involving a discr epancy of 
Rs. 1,384. The Committee are unable to accept the explanation that. 
frequent shifting of office had led to these discrepancies for they 
find that t!J.ese discrepancies have occurred even in charges where· 
shifting of offices was not involved. For example, in 11 cases, in 
Andhra Pradesh it has been noticed that the main reason was non­
availability of challan o:r arith:metical/typographical errors. Again,. 
in the case of 8 Employers in Karnataka total deduction as P:er annual 
returns was Rs. 1,98,42'3 but the amounts credited as per challans; 
totalled Rs. 1,55,837. This discrepancy is stated to: have airisen due· 
to the fact that tax deducted at source for the month of March was; 
credited to Government account in April and was wrongly entered. 
in the Alphabetical Register of the subsequent financial year;. 

113, In the context of these lapses, the representative of the De­
partment admitted during evidence that they 'did not have control t0> 
ensure that the particular challans were posted in the daily collection 
register" but assured the Committee that the new acc-ounting system 
introduced w.e.f. 1st April, 1977- provides- a "feed-back" by which it. 
would be possible for the Department to fi~d out whether all the 
challans have been posted. The Committee wish to point out in 
this connection that mispiacement of challans or non-posting of 
challans in the EmpJ.oyees' Registers would also result in harassment. 
of assessees on whom demand notices are issued and recovery pro­
ceedings atre pursued without giving credit to the tax already paid. 
In this connection, attention is invited to para 15.5 of the Audit 
Report, Revenue Receipts-Direct Taxes for 1974-75 wherein: it is: 
pointed out that on a test check of 10 Tax Recovery officials, in West 
Bengal, it was noticed that in 251 cases involving Rs. 3.52 crores, 
the certified debtors denied claims on the ground that the demands 
had either been paid or subsequently reduced or· set aside in appeaL 
The Committee recommend that the new system should be super-­
vised well and its effectiveness should be kept. under constant watch! 
so that such discrepancies do not recur. 
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[Sl. No.~ and ti (Paras 117 and 118) to the Appendix II of 78th Report 
of PAC (1977-78) 6th Lok Sabha] 

Action Taken 

The c~bservations of the Committee have been noted. There has 
been some difficulty in giving credit on the basis of the copies of the 

challans furnished by the assessees in cases where copies of the chal­
lans meant for the department are missing. A proposal has already 
been sent to the Audit in this connection for concurrence for giving 
credit to such assessees. The working of new accounting system is 
being kept under constant watch. 

[Ministry of Finance (Department of Revenue) O.M. No. 241/22/ 
78-A & PAC-II dated 25 October, 1978]. 

Recommendation 

The <::ommittee view with grave concern tl:ie cases brought to 
light by Audit in which either the tax was not deducted at source 
by employers or if deducted at source was not credited to Govern­
ment ace:ount in time. There were 4 cases in Tamil Nadu and 2 cases 

in Calcut ta where tax deductible at source had not been deducted/ 
deposited. In 89 cases in Calcutta, Madhya Pradesh, Tamil Nadu 
and U.P., shor t deductions of tax at source to the extent of Rs. 1.11 
lakhs have been noticed. No penal action w as t aken in these cases. 
In 85 cases in Bombay, Calcutta, Kerala, Tamil Nadu and U.P. , the 
payments deducted at source were credited to Government account 
after delays of 14 days to 3 years. The interest leviable in these cases 
under the law, amounting to Rs. 5.06 lakhs not levied. Section 
276B stipulates that "if a person, without r easonable cause or ex­
cuse, fails to deduct or after deducting fails to pay the tax, he shall 
be punishable in a case whf;:?re the amount of tax which he has failed 
to deduct or pay exceeds . Rs. 1 lakh, with rigorous imprisonment 
fur a term which shall not be less than six months but which may 
extend to 3 years and with fine." During evidence, the represen­
tative of the Department said " we have no information about 
prosecution; obviously the prosecution has not been launched." 
The Committee cannot view with equanamity such a lamentable 
lack of C'Oncern displayed by the Central Board of Direct Taxes in 
this matter. Laws passed by Parliament providing for prosecution 
in such cases of default were meant to be implement and if they 
have not been the Central Board of Direct Taxes must accept its 
share of responsibility for lack of supervision and direction. The 
Committee would like the Board to enjoin upon the Commissioners 
that the Income-tax Officers should not hesitate in invoking the 
punitive provisions of the law in cases of non-compliance by em-
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ployers of their statutory responsibility for deducting tax due from 
their salaried employees and depositing them in time. 

[SL No. 7 (Para 119) of the Appendix I~ to 78th Report of PAC 
(1977-78) 6th Lok Sabha]. 

Action Taken 

The position regarding the cases mentioned in this paragraph has 
already been brought to the notice of the Committee in the Minis­
try's reply dated ' the 18th March, 1978 t"O item 83 (a) of the Lok 
Sabha Secretariat (PAC)'s questionnaire No. 10/1/2/77/PAC dated 
18-2-1978. The Commissioners of Income-tax have been asked to 
enforce the relevant provisions of the Income-tax Act as stated in 
reply to. para 115' , above. 

[Ministry of Finance (Department of Revenue) O.M. No. 241/22/ 
78-A & PAC-II dated 25 October, 19<78]. 

Recommendation 

The Committee are perturbed to note that there have been many 
cases of incorrect computation /assessment of perquisite value of 
various amenities provided by the employers. Of the 53 cases per­
taining to different assessment years between 1S69-70 and 1974-75, it 
has been noticed that in the Commissioners Charges in Assam, Cal­
cutta and Uttar Pradesh, mistakes involved in valuing the perqui­
sites involved in rent-free a·ccommodation" had resulted in a total 
short levy of tax of Rs. 70,752. The Committee understand that 
considering the nature of mistakes in 42 Calcutta cases suitable ins­
tructions are being issued by the Board. In the ca~e of 3 foreign 
employees of a company in Tamil Nadu, drawing salary income of 
Rs. 1.10 lakhs to Rs. 1.80 lakhs per annum, the value of rent-free 
accommodation was calculated for the assessment year 1971-72 based 
on the municipal valuation of fair rental value adopted in the assess­
ment years '1966-67 and 1967-68. As pointed out by Audit, the value 
so computed worked out to hardly 2 to 5 per cent. If 12.5 per cent 
of salary income was taken as the value of the perquisite, there 
would have been a further charge of tax of Rs. 90,480 in these cases. 
The Committee feel that the rules in this regard should be enforced 
strictly and instructions should be issued for effective and proper 
valuation of the perquisite of rent-free accommodation. 

[SI. No. 8 (Para 12(}) of the Appendix II to the 78th Report 
of the Public Accounts Committee (1977-78) (Sixth Lok S'abha) ]. 



Action Taken 

Necessary instructions in the matter have been issued by the 
Board vide Instruction No. 1099 ·(F. No. 220 j78177-IT (AI), dated 
2-0-9-1977 and Iinstruction No. 1146 (F. No. 200/9/78-IT(AI) dated 
27-1-1978 (Copies enclosed as annexure). 

[Ministry of Finance (Department of Revenue) 0.M. No. 241/22/ 
78-A&PAC-II, dated 25 October, 1978] 

To 

Sir, 

ANNEXURE 

INSTRUCTION NO. 1099 
F. No. 2{)0/78/77-IT(AI) 

GOVERNMENT OF l:NDL<\. 

CENTRAL BOARD OF DIRECT TAXES NEW DELHI 

New Delhi: Dated the 20th September, 1977. 

All Commissioners of Inrome-tax. 

SUBJECT : -Assessment of senior execut~ves of companies. 

An instance has come to the notice of the Board where enquiry 
regarding salary drawn abroad and the perquisites enjoyed by the 
senior executives of a foreign company operating in India revealed 
substantial under statement of income liable to tax. The detection 
was possible mainly due to the close co-ordination in the assessment 
of the foreign company and of its senior executives. In view of this, 
the Board would like to reiterate that where the cases of senior 
executives have not been assigned to the I.T.O. assessing the com­
pany, assessments in such cases should be completed after proper 
co-ordination with the ITO assessing the company and in particular 
after care:fully examining the fo1lowing points: -

2. Valuation of Perquisites 

(I) Rent free accommodation: 

The value of this perquisite has to be determined under Rule 
3 (iii) read with the Explanation. In the case of premises owned by 
the -company, the value of accommodation should be determined on 
the basis of market rent which a similar accommodation would re­
alise in the same locality or the municipal value of the accommoda­
tion, whichever is higher. But while determining the fair rented value 
of the accommodation owned by the company, the cost of acquisition 
and other capital expenses on renovation etc. incurred by the com­
pany should be kept in view. In respect of premises taken on lease 
or rent by the company, the actual payment by the company spould 

' 
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be tal..en as fair rental value of the premises. If the company has 
incurred or agreed to incur expenditure on repairs, maintenance, 
etc. of the premises, a suitable adjustment should be made to arrive 
at the fair rental value. 

No deduction should ordinarily be allowed 0 n the ground that a 
certain portion of the residence is used for the purposes of office 
work. 

(ii) Value of Furniture etc. 

Senior executives are either provided with furnished accommo­
dation or the furniture etc. It is understood that some companies 
have laid down norms in this respect. The particulars of the items 
may be obtained from the company and utilised for valuing the per­
quisite. This applies to item (i) also. 

(iii) Entertainment Expenses 

Details of entertainment expenses including club bills reimbur­
sed by the company should be obtained. The Claim that the re­
imbursement of the expenditure was in respect of entertainment 
for purposes of the business of the company should be accepted only 
after proper scrutiny. Thus the value · of this perquisite is to be 
properly ascertained. 

3. Furlough Pay 

Furlough pay paid abroad by companies is at times not included 
by the executives in their returns of income. The furlough pay being 
related to services rendered in India is income deemed to accrue or 
arise in India and as such is includible in the total income of all such 
employees. 

The company should invariably be required to furnish particulars 
regarding furlough pay paid to the executive. 

4. The above instructions may please be brought to the notice of 
all Officers working under your charge. 

I 

Yours faithfully, 

SdJ­
(J. P. SHARMA), 

Secretary, 

Central Board of Direct Taxes. 



'To 

!Sir, 

Instruction No. 1146 

F. No. 200/9/78-II (AI) 

GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, dated the 27th January, 1978. 

All Commissioners of Income-tax. 

.SUBJECT' -Valuation of Perquisite-Rent free accommodation­
Treatment of-

'The Revenue audit have recently pointed out several instances of 
mistakes in valuing the perquisite of rent free accommodation or 
.of provision 0f accommodation at concessional rate. 

One of the mistakes commonly noticed is that periods during which 
'the empJoyee has been away on short leave/annual leave has been 
left out in calculating the value of the perquisite. Even periods dur­
:ing which the employee has been on official tours have been excluded. 
This is not correct. If the accommodation has been placed at the 
disposal of the employee, the employee should be deemed to have 
-enjoyed the perquisite of rent free accommodation, or accommodation 
at concessional rate, even if he is not 'in physical occupation of the 
.accommodation. 

This may be brought to the notice of all the Income-tax Officers. 
Assessments where valuation of perquisite has been done on a diffe­
!rent basis should be re-opened and the demand raised should be 
c0llected. 

Yours faithfully, 

Sd/­

(MAHADEV SHASTRI) 

Under Secretary 

Central Board of Direct Taxes. 
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Recommendation 

The Committee regret to note that some employers both in the. 
private and public sector, who were paying conveyance allowance to 
their employees had adopted the practice of calling that allowance 
l;>y various other names such as 'local travelling expenses', 'personal 
allowance', 'vehicle/car allowance', 'reimbursement of motor vehicle­
expenses', etc. For example, according to enquiries made by the 
Central Board of Direct Taxes, Life Insurance Corporation of India 
have re-named conveyance allowance. As in the case of many other · 
public sector undertakings the payment is shown as re-imbursement 
of actual expenses. It is to be seen whether the change of nomencla­
ture of conveyance allowance . an attempt to circumvent the provi­
sions of the law to claim the standard deduction upto tl\e maximum 
amount of Rs. 3500 without being limited to Rs. 1000. If it is found 
to be so, this attempt to defraud revenue cannot but be deplored. 
The Committee have been informed that the Board have since­
issued instructions to the Commissioners on 27.1.1978 (just before 
the sitting of the PAC) wherein it has been· clarified that if the 
employee is in receipt of an allovvance which pertakes the charac­
ter of a conveyance allowance, the standard deduction should be 
restricted to Rs. 1000 whatever be the nomenclature given to the 
allowance. The Committee trust that the Board would keep a watch 
that no· company, whether in the public or private sector, indulges 
in such a practice. They would also urge that if conveyance allow­
ance, by whatever name it was called pertook the character of 
conveyance allowance, the cases of erroneous deductions should be 
re-opened. 

[SL No. 12 (Para 124) to the Appendix II of the 78tli Report of 
PAC (1977-78) 6th Lok Sabha] 

Action Taken 

The Board had already issued instruction No . 1144 (F. No. 200/ 
116/77-ITA-I) on 27th January, 1978 clarifying that if an employee 
is in receipt of an allowance which partakes the character of a 
conveyance allowance the standard deduction should be restricted 
to Rs. 1000/- irrespective of th~ nomenclature given to the allow­
ance. The Board had again drawn the attention of the Commis­
sioners to the said instruction for necessary compliance and reply 
vide ~n their letter of even No. dated 20th October, 1978. 

[Ministry of Finance (Deptt. of Revenue) O.M. No. 241/22/7'3. 

A&PAC-II, dated 3 November, 1978} 
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Recommendation 

The Committee have been informed that in recent years the-· 
Department of Revenue had t('l.ken certain steps to improve the 
working of Salary Circles. These jnclude (i) appointment of sepa­
rate Income Tax Officers for this work in pursuance of recommen­
dations of the Committee of Experts on Accounting and Collection 
Procedures (1975) , (ii) computerisation of annual returns and pay­
ment of salaries at source at 8 metropolitan cities to begin with,, 
(iii) preparation of directory of employers and allotment of TD8' 
numbers at the 8 centres, (iv) revision of proformae of the Challan 
and the cash book. The Committee welcome these measures but 
feel that more drastic steps are necessary to effect improvement in 
the functioning of salary circles, which, as the present examina­
tion has revealed, is far from satisfactory. 

[SL No. 17 (Para 129) of Appendix II to 78.th Report of the PAC~ 

(1977-78) (Sixth Lok Sabha)] 

Action Taken 

The Ministry assure the Coµunittee that the working of salary 
circles will be kept under constant watch and necessary steps will 
be taken to achieve further improvement in the light of the expe­
rience gained. A Working Group was set up by the Central Board of · 
Direct Taxes in September, 1977 i.yith a view to make .efficient 
administrative arrangements in connection with the work relating 
to "Tax Deduct ion at Source" which mainly concerns salary cir­
cles. The Group has since submitted the report which is presently 
under consideration of the Board. The steps taken as a result of 
examination of this report as also of the recommendations of the 
Direct Tax Laws Committee's report will also improve the func­
tioning of salary circles. 

[Ministry of F inance (Deptt. of Revenue) 0.M. No. 241/22/7'8-
A&PAC-II, dated the 4th November, 1978] 

Recommendation 

The Committee are pained to know that even though the audit 
paragraph was sent by Audit to the Ministry in November, 1976, 
till 31-3-1977, the Ministry had only stated that the audit objec­
tions were under consideration. The Ministry sent only partial . 
replies to Audit just on the eve of the meeting of the Committee 
on 31-1-1978 contesting a lot of :relatively smaller facts given in 
Audit Paragraph. It would help the work of the Committee if the 
Government take care to see that the facts contained in the Audit 
paragraph are verified well in time before the Audit Report is 
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·printed. The Committee expect the Ministry of Finance to set an 
·example for other Ministries in this regard rather than defaulting 
-themselves. 

: [SL No. 1'B (Para 130) of Appendix II to 78'th Report of the PAC 
(1977-78) (Sixth Lok Sabha)] 

Action Taken 

The Committee will kindly appreciate that this was not a case 
of normal draft audit paragraph wherein a single or a few asses­
sees' assessments were conmmented upon by the Audit. In this 

' case verification of facts-factual, legal. administrative, etc., had to 
be made in over .5,800 assessees spread over 20 Salary Circles all 
over India before an appropriate reply could be sent to the Audit. 

2. The Ministry have been reviewing the procedure for dealing 
with the draft audit paragraphs received from the C&AG and 
issuing instructions to the Comm~ssioners of Income Tax for their 
expeditious processing. The latest instruction issued was on 19th 
September, 197'8. The Ministry assure the Committee that every 

• effort will be made to furnish the replies to· the draft audit para­
. graphs well in time. 

[Ministry of Finance (Deptt. of Revenue) O.M. No. 241/12/78-
A&PAC-II, dated the 25th October, 1978] 

• 



CHAPTER 1111 

cCONCLUSIONS OR RECOMMENDATIONS WHICH THE COM­
MITTEE DO NOT DESIRE TO PURSUE IN VIEW OF 

THE REPLIES' OF GOVERNMENT 

Recommendation 

The Committee are distressed to find that despite various mea-
: sures taken by Government from time to time the working of 
'Salary Circles', a~ imporant limb in the Income-tax administra­
tion, has not shown any perceptible improvement in the tax col­
lection over salary incomes. In fact, if the test check by Audit of 
the records relating to assessment of persons other than companies 
is any indication, salary circles continue to be plagued by serious 
shortcomings and unless Government undertakes a complete over­
haul of the working of these circles, the situation may deteriorate 
still further. The existing network consists of as many as 20 salary 
circles looked after by 6 Inspecting Assistant Commissioners exclu­
sively and by 84 Inspecting Assistant Commissioners along with 

· other circles. The main duties of a salary circle are to ensure that 
(i) . tax is ,deducted at source by the employer; (ii) tax deducted 
is paid to the credit of the Central Government; (iii) proper 
assessment including valuation of 'perquisites'; and (iv) taxes 

· demanded ::ire collected. The examination by the Committee of the 
working of salary circles has revealed that these circles have, oy 
and large, been woefully remiss in the discharge of these duties. 
In this context it may be noted that the number of assessments 
pending with the salary circles has gone up 'from 1.55 lakhs as ·on 

: 31.3.1976: to over 4 lakhs in 1977. 

[SL No. '1 (Para 113) of the Appendix II to the 78th Report of 
the PAC (1977-78) (Sixth Lok Sabha) J 

Action Taken 

The enforcement of tax laws relating to deduction of tax at 
· source and collection of taxes demanded have-constantly been 
·under review by tlie Central Board of Direct Taxes. In this con­
nection, kind attention of the Committee is invited to the Minis­
try's O.M. of even number dated the 25th October, 1978, where reply­

: ing to para 123, it was stated that the Commissioners of Tncome-tax 
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have been asked in January, 1978 to enforce strictly the provisions 
of the Income-tax Act, 1961 relating to deduction of tax at source 
from "Salaries". It has again been emphasized upon the Commissioners 
©f Income-tax vide Instruction No. 1234 (F. No. 370177 178-ITB) 
dated the 30th January, 1979 to keep a control over the progress 
of this work through appropriate control statistics. with a· view to 
enforcing the relevant legal provisions and optimising the tax col­
lections.. (Annexure I). 

The problems arising in regard to the correct valuation of per.: · 
quisites and the assessments of salaried persons are complex and 
varied. In the recent past the Board have issued the following 
instructions to ensure that the various types of perquisites enjoyed · 
by employees are properly evaluated and brought to tax-

(i) Letter F . No. WO l84 l76-(AI) , date di t.he 18th De'cem-
ber, 1976. (Annexure II).. 

This clarificat ion was sent to the Commissioners of · 
Income-tax in response to a query regarding the assess­
ment of the General Manager, South Central Railway · 
wher ein conveyance along with driver is provided and · 
other perquisites like use of furniture; free electricity, 
water, servants etc., are also enjoyed. A copy of this · 
clarification was endorsed to all Commissioners o! Income­
tax so that a uniform procedure will be followed in simi­
lar assessment cases. 

(ii) Instruction No. 1099 (F. No. 200/78-77-IT (AI), dated · 
20-9'-1977. (Annexure III). 

These instructions were issued to ensure that the 
salary drawn abroad and the perquisites enjoyed by the 
Senior Ex ecutives of foreign companies ~perating in 
India are properly b:r:ought to tax. The Instructions cover 
the valuation of perquisites like rent free accommoda­
tion, provision of furniture in the accommodation pro­
vided and entertainment expenses of the employees be­
ing reimbursed by the company. It also gave directions· 
to assessee the furlough pay paid abroad by companies 
to their executives during the latters' service rendered 
in India. 

(iii) Instruction No. 1145 (F. No. 20Cl'/6/78::IT(AI), 
27-1-1978. (Annexure IV). 

daitec! 

This instruction deals with tliose· 'instances wherein 
vehicles have been sold at nominal : p~ice ·to the em-· 

' 
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ployees of a company. The Board have direeted that this 
would be a perquisite within the provisions of section 
17 (2) (iii). 

1(iv) Instruction No. 1146 (F. No. 200/'9/78-IT (AI) , dated. 
27-1-1978. (Annexure V) . 

This instruction was issued to tbe Commissioners of 
Income tax to ensure that the valuation of perquisites in 
the form of rent free accommodation is properly com­
puted by including periods of leave, tour and those 
periods during which, even thougH the accommodation 
is provided, the employee is not in physical occupation 
of the same. 

The Committee have compared the figures of pendency in Salary 
Circles which stood at 1. 55 lakhs as on 31-3-76 and was over 4 lakhs 
in 1977. The figures of 1977 are as on 1-9-77 and not as on '31-3-77. 
Thus, the comparison of these two figures would not reflect the cor­
rect position. In each financial year the returns are, in a majority 
of cases, filed by the end of June. Accordingly, the pendency of 

. assessments would be highest at the end of June and would remain 
hlgh during the first half of each financial year. The figures of 
pendency relating to 31-3-76 are those when the financial year had 

· come to an end and fresh returns for the new financial year were 
yet to be received. 

' To 

:Sii, 

[Ministry of Finance (Department of Revenue) O.M. 
No. 241/22/78-A&PAC-II1, dated 27 February, 1979) 

INSTRUCTION NO. 1234 

ANNEXURE I 

F. No. 370/77 /78-IT(B) 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi!, the 30th January , 1979 

All Commissioners of Income-tax. 

·SuBJECT:-Deduction of tax aJt source-Enforcement of Collectio~ 

As you are awa.re the collections from tax deducted at source 
.. form a significant part of the total annual collections of Lncome-tax 
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and Corporation-tax. During the year 1977-78, the contributions;. 
from this source amounted to Rs. 372 crores (16.70 per cent) out of 
the total collections of Rs. 2223.00 crores. Moreover, as compared to 
other sources of collections, i.e., advance-tax, self-assessment and re­
gular assessment tax. the collections from this source can be maxi­
mised by sp,ending perhaps the least effort in terms of material and 
qianpower resources of the department. It is, therefore, necessary 
to tap this source to the maximum extent possible for optimising tax 
collections. 

2. The various issues connected with the manner of enforcing the 
provisions relating to tax deducted at source are briefly .. indicated in 
the Annexure. I ,' 

3. You are requested to take urgent steps to ensure that the tax, 
which is required to be deducted at source, is properly deducted and·. 
necessary action is taken promptly ~ all cases of default in payment . 
of tax deducted at source. 

4. Vide Board's d.o. letter No. A-11013 136.174-Ad. VII, dated 9-6-1975." 
separate ITOs for tax deducted at source from salaries were posted. 
The services of these officers may also be utilised to check up the 
returns and statements relating to Tax Deduction at source from 
payments other than salaries. The ITOs exercising jurisdiction over­
the cases of the persons responsible for deduction of tax at source 
may be requested to enforce the receipt of statutory statements for­
the deductions and also to ensure that the payments of tax deducted 
at source are being m a.de by the deductors regularly. 

5. You are requested to keep a control over the progress of this · 
work through appropriate control statistics. The Board would also, 
like to be informed of the results achieved in this important area of" 
work. The action taken in this matter upto 28-2-79 may please be 
intimated to the Board by the 15th March, 1979' as per proforma~ 
given in the Annexure. 

6. Please acknowledge the receipt of this letter. 

Copy to: 

1. JDI (l.T & Audit) . 

Yours faithfully , 

Sd/-
(S. R. WADHWA) 

Secretary, Central Board of Direct Taxes-_ 

2. DI (Inv.)IDI (R&S)\DOMS\DI (P&PR), New Delhi. 

(). 
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3. Asstt. Director of Inspection (Bulletin) /DOMS-6 copies. 

4. Bulletin Section of DI1(RSP) with 6 spare copies. 

5. All officers and Sections in the Technical Wing of Central~ 
Board of Direct Taxes. -

6. Hindi Section with the request to furnish stencils of Hindi. 
version of the above ins~ructions. 

7. Section Officer (Ad. VII). 

8. ITCC Section-2 copies. 
9. Chief Controller of Accounts (CBDT) , New Delhi. 

IO. Inspection Division of CBDT, Viikas Bhavan, New 
(with 4 spare copies) . 

11. C&AG of India, New Delhi (with 30 spare copies). 
Sd/-

Delhi._ 

(V . K . SWAMINATHAN) · 

Desk Officer .. 

. Cen~ral Board of Direct Taxes .. 

Encl.: As above. 

ANNE XU RE 

TAX DEDUCTED AT SOURCE 

A DIVIDENDS (Section 194) 

(1) Manner of enforcing the '.l'DS provisions. 

Acticm. by paYer 

. · Rule 37 

The Principal Officer of every company paying dividends has to· 
deduct tax at source from such dividends. A statement of such 
deduction in Form No. 26i is required to be sent to the LT. assess-· 
ing the company within 14 aays of the deduction of tax. The tax 
dedl:lcted has to be remitted to Government account within 7 days· 
of such deduction. 

Section 286, Rule 117 

The Principal Officer of every Indian company or a company 
which has made prescribed arrangements for declaration and pay­
ment of dividends in India is required to send before 15th June 
in each year of the ITO assessing the company a return in Form 
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:rfo. 51 indicating therein the name and address of shareholders, 
details 6f dividends declared and of tax deducted at so~rce, in 
respect of shareholders with dividends exceeding Rs. lj- i:f the 
shareholder is a company and exceeding Rs. 5,000 in case of any 
other shareholder. 

Action by ITO 

The ITO assessing the company has to maintain a register 
regarding deduction of tax at source from dividends as explained 1 

in para 24 of Chapter XIII of Office Manual, Volume II, Section 
II, page 96. One page of this register is allotted to each company. 
Entries are to be made from year to. year regarding the same com-
pany in thi~ page on the lines of statement :fn Form No. 26 furnished 
by tbe company. The register provides, amongst other things, in­
formation regarding date of annual general meeting, date of decla-
ration of dividends, amount of dividend and of tax deducted at 
source, date of payment of tax deducted into Government account, 

·No. and date of challan through which payment is made and verifica­
tion regarding payment and correct deduction. The register also 
provides for reconciliation between the number of companies on 

·the G.I.R. and the number of companies that have declared divi­
dends and deducted tax. .I 

ti) No. of companies assessed in the charge. 

(ii) How man:r com?an 'es have declared dividends 
d ividends d1.1ri ng the period I·4-78 to 28-2-79 . 

(iii) How many have defauited in filing returns in 
Form No. 26 under rule 37 (2). 

,(io) How many of the companies at (ii) committed 
default of: 

(a) !'rot deducting tax. 

(b) After deducting the tax not depositing it in the 
Government account within the prescribed 
time. 

,(c) Not depositing to Government account at all 

.(d) Action taken against the defaulters to . 

:(a) Interest levied on delayed payment u/s 201 
\IA) 

,(b) Penalty levied u/s . 201 (1) read with section 
221 

.(c) Prosecutions launched u/s 276B 

1(d) Other coercive processes for recovery initiated. 

No. of 
cases . 

No. of 
cases . 

Amount 

Amount 

Nil 
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.::B. LOTTERIES AND CROSSWORD PUZZLES: 

(1) Manne!· of enforcing the TDS provisions. 

Action by the payer: 

Every person responsible for deduction of tax, except where 
deduction is made by or on behalf of the Government, has to 
furnish in Form No. 26B to the ITO having jurisdiction to. asseS£ 
him, quarterly statements on 15.th July, 15th October, 15th January 
and 15·th April, in respect of the deductions made in the immediate 
preceding quarter. The r eturn has to indicate particulars of win­
nings and of tax deducted at source and date of payment etc. , 
The Income-tax deducted from winning from lotteries and cross­
word puzzles has to be deposited to Government account within 
one w eek from the date of such deduction. 

Action by I .T.O. 

The I.T.O. should see if the returns in Form No. 26B had been 
received from the Director of Lotteries of the State Govern­
ment and that the tax has been properly deducted aria the amount 
payable has been intimated to the A.G. for payment fo the LT. 
Department. 

-· - - - - - --- ---------

(2) Information rl esi red bv the Board 

(i) ! ' o. of lotter ies conducted by the State Govern­
tnt>.nts. 

(ii The tota l amount involved under these lotteries. 

(iii) Tax payable . 

(iv) Tax paid. 

(v) No. of cases of default of . . 

(a) Non-deduc tion. 

(b) Non-payment of tax deducted to the credit 
of Government in time. 

(vi ) Action taken against defaulter, i.e., letters to 
State "Governments Jssued etc . 

. 8·22 LS-3. 

Position as on 
28-2-7q in respect of 

the fin ancial vear 
19 j8-79 . 
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C. PAYMENT TO CONTRACTORS AND SUB-CONTRAC.TORS: 

(1) Manner of enforcing TDS provisions. 

Action by payer 

Rule 37 

Every person responsible fo r deduction of tax except where 
deduction is made by or on behalf of the Government, has to fur­
n ish in Form No. 26C to the ITO having jurisdiction to assess him, 
quarterly statements on / 15th July, 15-th October, 15,fo January 
and 15th April, in respect of the deductions made in the immediate 
preceding quarter. The return has to indicate the particulars 
of the contr act, tax deducted at source and date of payment 
etc. In the case of deduction by or on beh alf of the Government, 
tax has to be remitted to Government account the same day. In cases 
where payment to contractors\sub-contractors is creCl.ited · by th e 
payer to the a.ccount of the payee as on the date upto wh'ch ac­
counts of such business or profession are made; tax has to be remit­
ted t o Government account within two months of the expiration of 
the month in which that date falls; in any other case within one 
week from the last day of the month in which the ded uction is 
made. 

Section 285A 

Any person entering into a contract, inter-alia, for carrying out 
any work or for the supply of goods or services in connection there­
with the value of which work or s"Jpply or both exceeds Rs. 50,000 
is required to send within one month of the making of the contact a 
statement in Form No. 52 to the ITO having jurisdiction to assess 
him. In this Form he is required fo give the details of the con­
tract-the date and value of the contract etc. 

Action by the I .T.O. 

The list of Disbursing Officers in the private sector and public 
sector and Government departments should be updated on the 
basis of the ll?turns received in the preceaing year and other 
relevant information. Letters may be addressed where re.urns 
have not been received, requesting the person concerned to file 
the quarterly returns of TDS if they are liable to make deduetion 
u\s 194C in the current year. Action to ensure that the tax t o be 
deducted at source has been so deducted and paid may thereafter b1t: 
ta.ken. 



(2) Information clesired by the Board 

(a) No. of disbursing officers (both private and 
Govt.) . 

(b) In how many cases quarterly statement in Form 
No . 26C p rescribed under rule 37 (2C) h ave been 
received. 

(c) Wh at is t11e tota l amount . of tax deducted at 
source u/s 1 94C. 

(d ) No . of cases where tax deducted at source p aid 
in the Banks : 

(i) In t ime. 

(i i) Beyond time. 

(iii) Not paid . 

(e) Steps t aken against defaulters. 

I. }ion-Governmen t deduc tions : 

(a) To charge in terest of delayed payments u/s 210 

(1A) . 

(b) To levy pen alty u/s 201 (1) . 

(c) T o launch prosecutions u/s 276 (b). 

(d) Other coercive process for recovery initiated. 

II. Govt. deductions : 

Action t aken , gainst the defaulters. 

Posi tion durin g 
1-4-78 to 3 1-1-79 

No. of 
cases 

Amount 

N.A. 

N .A. 

.A.. 

D . INSURANCE COMMISSION U-''ection 194-D): 

(1) Manner of enforcing TDS provisions. 

Action by the payer: 

Every per son responsible for deduction of tax has to send a 
certificate to the ITO having jurisdiction to assess him: -

(i) A certificate in Form 26-D quarterly on 15th J uly, 15ith 
October , 15th January and 15th April in respect of de uc~ 
tjons made by him during the immediately preceding 
quarter . 
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(ii) A statement in Form No. 26E on or b efore of 30th ot 
June of each year in respect of the deductions made dur­
ing the immediately preceding financial year. 

(iii) A statement in Form No. 26F on or before the 30th day 
of June of each year in respect ' of the I nsur ance Commis­
sion credited or ·paid during the immediately preceding 
financial year without deduction of tax . 

A ction by ITO : 

The ITO should see that the cert ificate in Form No. 26D has 
been r eceived from all Insur ance Companies by the pr escr ibed 
date. H e should verify the payment with r eference to the copy of 
t he challan available with him. He should a1so ensure that the 
statement in Form 26E h as been received by the 30th of June and 
the a ount of tc:x h as been correctly worked out therein. A list 
of all Insur ance Companies assessed in his charge sh o ld be p re­
p ared and u pdated periodically with a v iew to verify whether the 
said st atements/ certificates have been r eceived from all persons who 
are liable t o deduct t ax at source. 

--- In fo-n nation desired by the Boa1•d: 
--- ·-----·----- -- -------

(i) o . of' compa nies transacting insur ance b us in ss . 

(i") T otal am oun t of Com m ission paid b y these 
companies . 

(iii) T he a mount of ta.x d ed ucir::cl al 'ource . 

(iv) N o . of cases of defau l t of: -

(al Non deduction 

(b) Non payment of tax d educted to the credit of 
G overnmen t in time . 

(c) Action taken against the defaullers to : 

(a) charge in terest of delayed paymen t u/; 
2 01 ( 1A) 

(b) levy penal ty u/s 2 01 ( 1 ) 

(c) la unch p rosecutions u/s 276B 

(d) other coercive p rocesses for recovery ini­
tiated. 

N o. of 
cases 

Am un c 
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E. HORSE RACES (Section 194-BB) 

(1) Manner of enforcing the provision 

Deduction of tax at source is to be made only in cases where 
the income by way of winnings irom horse races to be paid to a 
person exceeds Rs. 2,500/-. 

· E'very person malting deduction of tax in accordance with 
Section 194-BB from income by way of winnings from horse races 
is required to send to the ITG h aving jurisdiCtion to assess him a 
statement in F orm No. 26BB quarterly on July 15th, October 15th, 
January 15th and April 15th in respect of ded'llctions made by him 
dur ing the immediately preceding quarter . The return has t o indi­
cate the particulars of the winnings from horse races, an d of tax 
deducted at source and date of payment etc. The Income-tax de­
ducted from winn ings from horse r aces has to be deposited to 
Government account within one week of the date of such deduction. 

A ction by I .T.O. 

The ITO shou1 see if the quarterly returns in Form No. 26BB 
has been r eceived from all persons liable to make deductions u/s 
194-BB by the due date. On receipt of the r eturns he should >eheck 
up whether the t ax has been properly deducted and the amount 
deducted has b een paid to the Government account within one 
week of the date of such deduction. 

(a) Infor m ation desired by the Board: 

(i) ?i!o . of pc,.son5 to whom licences have been granted 
by the Govt. under a ny law for horse racing in an y 
race course or for arranging for wagering 01· bett ­
ing in r ace course . 

~ i·i) Th e income involved from any race in an amoun t 
exceed ing Rs. 2, 500/- by the persons mentioned 
at (i ) above. 

(iii) The amo.1.1nt of tax deducted at source from 
such income. 

(iv) No. of cases of defau l t of: 

(a ) 1.;ron- deduction 

( b) N on payment f tax ded uc ted to the credi t 
of Government in time. 

Position durin 
1-6-78 to 31 -1-79 
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- --- - - ·- - ----

To 

(c) c tion ta ken : 

(a) To charge interest on delayed paymen ts u/s 
201 (1A) 

(b) T o levy penalty u/s 201 (1) 

( c) To launch prosecutions u/s 276 (b) 

(d) Other coercive processes for recovery in itia­
ted. 

ANNEXURE-Il 

F. No. 200/84/76-II(AI) 

GOVERNMENT OF INDIA 

No . of 
cases. 

CENTRAL. BOARD OF DIRECT TAXES 

New Delhi, the 18th December, 1976. 

The Commissioner of Income-tax, 

Andhra Pradesh-II, Hyderabad. 

Sir, 

Am un t 

SUBJEC'r: -Imc<Yrne-t.ax Assessment-Sri K. S. Rajan, General Manager, 
South Central Railway_,_Regarding-

I am directed to refer to your letter Jdl. No. 36(28) /76-77, dated 
4.th October, 1976· on the above subject and to say that as regards 
conveyance allowance mentioned in para 2, since the employer pro· 
vides a conveyance, the General Manager would be entitled to a 
deduction of only Rs. 1000/-. 

2. The General Manager is provided with a conveyance both for 
offi ial and private use along with a driver and use of petrol with­
out limit and also gets other perks like use of furniture, free elec­
tricity, water, servants etc. All these amenities amount to perqui­
sites within the meaning of Section 17(2) (iii) (c) of the Income-tax 
Act , 1961. The Board would not like to interfere in individual 
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ases and therefore the Income-tax Officer should proceed in the 
normal course while making such assessments. 

Yours faithfully, 

Sd/-

(M. Shastri) 

Under Secretary, Central Board of Direct Taxes. 

Copy of the letter No. Jdl. II.36(28) 176-77 dated 4.10.1976 from 
·t he Commissioner of Income-tax, Andhra Pradesh-II, Hyderabad 
addressed to the Secretary, Central Board of Direct Taxes. 

*:!:* *"'* *** 
UBJ ECT: - Inconie-tax Assesment--Sri K. S. Rajan, General Manager, 

South Central Railway-Regarding-

It has been brought to my not ice that the General Managers of 
Railways are allowed the use of one official car exclusively both 
for official as well as personal use. The orders of the Railway Board 
to this effect are contained in their Circular letters dated 1.5.1.1964 
and 29.5.1968 (copies of which are enclosed). The Railway Board 
eem to have r uled that--

(i) journeys from residence to office will be treated as duty , 

(ii) char ges for private use of the car will be recoverable 
only if it exceeds 500 Kms. limit. 

Prior to the issue of the circular dated 29.5.1968, the Railway 
Bo.ard had in its letter dated 15-1-1964 (copy enclosed) decided to 
collect Rs. 100/- for a car of 16 HP or less and Rs. 150/- for a bigger 
cat· of above 16 HP per month irrespective of distant travelled for 
private purposes. 

2. Under the Income-t ax Act, 1961, from the assessment year 
1975-76, if the employer provides a conveyance, the employee is 
entitled to a deduction of only Rs. 1,000/- uJs 16 and not to the 
s tandard deduction of Rs. 3,500/-. The question has arisen whether 
the standard deduction is to be limited to Rs. 1,000 in the case of 
the General Manager, South Central Railway. 

3. It is understood that the General Manager is provided with a 
-coo1veyance both for ·official and private use along with a driver 
fin d use of petrol without limit and also gets other perks like use 

.nf furniture, free electricity, water, servants etc. , which if true 



clearly amount to perq'Uisites within the meaning of Sectfon 
17 (2) (iii) (c), but full details regarding such amenities are not 
available. 

4. Before writing to the General Manager, South Central Rail­
way regarding the above issues, the above matter is brought to the 
kind notice of the Board as the issues raised are of general impor­
tance. The Board may consider it advisable to issue general instruc. 
tions if necessary in consultation with the Railway Board as to 
how the assessments are to be framed in the cases of General 
Managers of Railways. Since these officers hold exalted positions, 
I consider it advisable to avoid the Income-tax Officer, Salaries 
Circle, writing to the General Manager, South Central Railway 
individually as the functionaly may feel that he is being singled 
O'Ut for invidious treatment. Hence, I have suggested the question 
being taken up with the Railway Board. 

ANNEXURE-III 

Instruction No. 1009. 

F . No. 200/7·3/77-IT (AI) 

GOVERNMENT OF INDIA 

C~NTRAL BOARD OF DIRECT TAXES 

New Delhi, the 20th Septe11iber, 1977. 

To 

All Commissioners of Income-tax. 

Sir, •.'!SI -

SUBJECT: -Assessment of senior executives Gf companies .. 

An instance has come to the notice of the Board where enquiry 
r egarding salary drawn abroad and the perquisites enjoyed by the 
senior executives of a foreign compa::: · o JC" . ting i11 India re- ealed 
substantial understatement of income liable to tax. The detection 
wai po~sible mainly due to the close coordination in the assessment 
of the foreign company and of its senior executives. In view oi his, 
the Board would like to reiterate that where the cases of senior 
executives have not been assigned to the ITO assessing the com­
pany air'bessments in such cases should be completed after proper 
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coordination with the ITO assessing the compan y and in par ticu]ar 
after carefully examining the following points :-

2. Valuation of Perquisites 

(I) Rent free accom modwtion: 

The value of this perquisite has to be determined under R'llle 
3 (iii) read with the Explanation. In the case of premises owned by 
the company, the value of accomm.odation should be determined on 
the basis of market r ent w hich a similar accommodation would 
realise in the same locality or the municipal value of the accommo­
dation, whichever is higher. But while determining the fair r ental 
value of the accommodation owned by the company, the, cost of 
acquisition and other capital expenses on renovation etc. incurr ed 
by the company should be kept in view. In respect of premises t aken 
on lease or rent by the company, the actual payment by the com­
pany sho'Uld be taken as fair r ental value of the premises. If the 
company has incurred or agreed to incur expenditur e on r epairs, 
maintenance, etc. of the premises, a suitable adjustment should e 
made to arr ive at t he fair r ental value. No deduction should prdi , 
narily be allowed on the ground that a certain portion of the r esi­
dence is used for the purposes of office work. 

(ii) Value of Furniture etc.: 

Senior Executives are either provided with furnished accom­
modation or the furniture etc. It is ·understood that some com. 
panies have laid down norms in this r espect. The particulars of the 
items may be obtained from the company and utilised for valuing 
the perquisite. This applies to, item (i) also. 

(iii) Entertainment Expenses: 

Details of entertainment expenses including club bills r eim­
bursed by the company, 'should be obtained. The claim that the re­
imbursement of the expenditur e was in respect of entertainment for 
purposes of the business of the company sho'llld be accepted only 
after proper scrutin y . Thus the value . of this perquisite is t o be 
properly ascertained. 

3. Furlough Pay 

Furlough pay paid abroad by companies is at times not included 
by tbe executives in· their r eturns of income. The furlough pay being 
r~l ated to services rendered in India is income deemed to accrue 
or arise in India and as such is includable in the t otal income of aJl 
such employees. 
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The company should invariably be required to, furninsh parti­
culars r egarding furlough pay paid to the executive. 

4. The above instructions may please be brought to the notice of 
all Officers working under your charge. 

To 

Sir, 

Yours faithfully, 
Sd/-

(J. P. Sharma) 

Secretary, Central Board of Direct Taxes. 

ANNEXURE-IV 

Instruction No . 114S 

F. No. 2·00/6/78-IT (AI) 

GOVERNMENI' OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 27th January, 1978. 

All Commissioners of Income-tax. 

SUBJECT:-SaiZe of Vehicles by an employer to its employees­
Valuation of perquisiltes-instructions regarding-

The Comptroller and Auditor General of India in the repoI't for 
the year 1975-76 has pointed out that instances have come to his 
notice that companies sell their vehicles to their employees at a 
nominal prices and the benefi t derived by the emp~oyees are not 
taxed as perquisites in their hands. 

2. The above observation of the Comptrioller and Auditor General 
h as b€en considered by the Board. Section 17 (2) (iii) of the Income­
tax Act, 1961 lays down that the value of any benefit or amenity 
granted or provided free of cost or at a concessional rate in any o:f 
.the following cases will be perquisites:-

(i) by a company to an employee who is a director thereof; 

(ii) by a company to an employee being a person who has a 
substantial interest in the company. 

(iii) by any employer (including a company) to an employee 
to whom the provisions of (i) and (ii) above do not apply 
and whose income under the head "Salaries" exclusive ot 
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all value of benefi ts or amenity not pr ovided for by way 
of monetary payment exceeds 8,000 rupees. 

The sale of transport vehicleslfurniture , etc. to the employees 
,enum erated above has to be examined in the light of Section 17 (2) 
(iii) of the Income-tax Act, 1961. It has been decided by the Board 
that in such cases the difference between the market pr ice and the 
sale pr ice is taxable as a perquisite within the meaning of Section 
17 (2) (iii) of th <:: Income-tax Act, 19'61. 

3. The Income-tax officers assessing the employer should sp~cia:lly 
enquir e at the time of their assessment whether any assets have been 
sold to their directors or employees falling in the categories men~ 

tioned in para 1 above. If such a sale has been effected an examina· 
tion should be made whether the sale was at marke t price or at less 
than the market price. If such a sale is for a price which is less than 
the market price the differ'ence between the market pr fce and the 
sal e price should be taxed as a perquisite. 

4. The amount of such perquisites will also have to be taken int~ 
consideration while determining the disallowance under section 
40A(5) of the Income-tax Act, 1961. 

5. These instructions may be brought to the notice of all t}qe 
Income-tax Officers working in your charge. 

'To 

Sir, 

Yours faithfully , 

Sd/­

(MAHADEV SHASTRI) 

Under S.ecreta'ry, Central Board of Direct Ta.'t:es. 

ANNEXURE-V 

F. No. 200/9/78-IT(AI,) 

GOVERNMENT oF INDIA 

Instruction No. 1146 

CENTRAL BOARD OF DIRECT TAXES 

New Delhi, the 27th January, 1978. 

All Commissioners of tncome-tax. 

SusJEcT: -Valuation of Perquisite-Rent free accornmodation­
Treatment of-

The Revenue audit have recently pointed out several instances o:t 

r 
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mistakes in valuing the perquisite ~f rent free accommodation o1 of 
provision of accommodation at concessional rate. 

One of the mistakes commonly noticed is that periods during 
which the employee has been away on short leave/annual leave has 
been left out in calculating the value of the perquisite. Even periods 
during which the employee has been on official tours have been 
excluded. This is not correct . If the accommodation has been placed 
at the disposal of the employee, the employ ee should be deemed to 
have enjoyed the perquisite of rent free accommodation, or accommo­
dation at concessional rate, even . if he is not in physical occupation 
of the accommodation. 

This may be b:riought to the notice of all the Income-tax Officers. 
Assessments where valuation of perquisite has been done on a diffe­
rent basis should be re-opened and the demand raised should be 
collected. 

Yours faithfully , 

Sd/­

(MAHADEV SHASTRI) 

Under S ecretary, Central Board of Direct Taxes . 

Recommendation 

The Committee find that in Andhra Pradesh, a company (Wazir 
Sultan Tobacco Clo.) sold during the period October, 1971 to July, 
1973, 11 jeeps, ,vans and cars of the total or iginal value of Rs. 2.36 
lakhs to certain persons for a to tal sum of Rs. 0.94 lakh. A Stan­
dard Hereld car was sold to one of the serving employees of the 
Company. Acquired in 1967 the or iginal price of this car w as 
Rs. 19.814.wher.eas it w as sold to him in October, 1971 for Rs. 6,500. 
In the hands of the employee the perquisite representing the differ­
ence between maI'ket price and sale price of the car was not taxed. 
The Department of Revenue have intimated that the afor esaid 
assessment is being reopened. The Committee do not appreciate the 
long time taken in reopening the assessment in the case of the em-

loyee. It should have been done soon after the case was pointed out 
!1. Audit.. 

[S. No·. J 0 (Para 122) to the Appendix U of the 78th Report of the 
PAC(l977-78) (Sixth Lok Sabha)] 
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Action taken 

No local audit report was received in respect of the review of 
working of salary circles in so far as the And.bra Pradesh Charge 
was concerned. The local Accountant General was addressed on 
16-12-761 and a copy of the sp,ecial report on the scrutiny of the :re­
turns and assessments relating to the salary circle in Andhra Pradesh 
was r eceived from the Accountant General only on 22-1-1977. The 
Income-tax Officer assessing the company obtained the information 
r egarding the sale of car on 18-2-77. After detailed enquiries, it was 
found necessary to rec.pen the assessment for assessment year 1972-73. 
A p posal was made to the Commissioner for reopening the assess­
ment u js 147. Notice u ls 148 of the Income-tax Act, 1961 was issued 
on 1-3-1978 which was served on the assessee on 6-3-1978. 

I 

However the observation of the Committee have been noted. 

[Ministry of Finance (Depa:rtment of Revenue) 
O.M. No. 241 122 178-A&PAC-II, dated t he 25th October, 1978]. 

Recommendation 

Section 40A (5) of the Income-tax Act provides for the disallowance 
·n the assessment ·of the employer of payments on account of salary 
and perquisites in excess of the levels laid d·own in the Act, i .e., 
salary to an employee in excess of. Rs. 5 000 a month and perquisites 
to an employee in excess of 1/5th of salary or Rs. 1,000 p.m. which­
ever is less. The Committee find that in the case of. 36· employees of 
4 companies in West Bengal salary and perquisites exceeded the 
presc ibed limits by Rs. 1,71 ,507 but the excess was not disallowed in 
the assessments of the Companies resulting in under-assessment of 
the tax fo the tune of Rs. 98,00'4. The Committee have been informed 
that in these cases the accounting year of the assessee is different 
from the accounting year of the company. The question whether 
this difference has any impact from the revenue angle "is stated to 
be under consideration". Similarly, in the case of two foreign techni­
cians of ,Indian Aluminium Company in West Bengal. the excess 
amounting to Rs. 1.09• lakhs of salary over the prescribed limit was 
not disallowed in the assessment year 1972-73. The Committee have 
been informed that these cases too are under examination of the 
Dep r tment. The Committee depricate the delay in finally deciding 
about these matters. They would like to be apprised of the final 
outcome. 

TS. No. 11 (Para 123) of the Appendix II to the 78th Report (1977-76) 
(Sixth Lok Sabha)] 
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Action taken 

Under the provisions of Section 40A(5) of the Itncome-tax Act, 
19tH, a limit h as been imposed in respect of any expenditure whkh 
results directly or' indirectly in the payment of any salary to an 
employee o:r a former employee or in the provision of any perquisite 
to such employee. The limit is to be calculated @Rs. 5,000 per 
month in respect of salary and for perquisite the limit is to be cal­
culated at I/5th of the salary or Rs. 1000/- per month. 

2. Limits prescribed under section 40A (5) have to be examined 
and applied in the case of the assessment of the employer in rela ~ion 
of the accounting period followed by him. The accounting period 
of the emp1o,yee would not be r elevant in so far as the assessme'nt 
of the employe · is concerrie- If on the basis ·of the employ s' 
accounts, it i s found that the salary ·paid to a particular employee 
exceeds Rs. 5.,000 per month and the perquisite exceeds 20 per cent 
of the salary, the limits prescribed under section 40A(5) w ill have 
to be invoked and the ex cess will be disallowed. The question whe­
ther there has been any under-assessmen t or not, has to be judged 
in the light of the position stated above. 

[Minist ry of Finance (Deptt. of Revenue) O.M. No. 24 l 22 ! 78~A& 
PAC-II, F . No. 228J3ll78-ITA-II, dated the 4th November, 1978] 



CHAPTER IV 

CONCLUSIONS OR RECOMMENDATIONS REPLitES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND WHICH 

REQUIRE REITERATION 

Recommendation 

The Committee find that though the Employers' Register, 
Tax Deduction Certificate, and the annual/monthly r eturns fur­
nished by the Employers const itute important t ools in the 
hands of the Income-ta, authorit:es, these ar e not receiving ade­
GfUate attention. Though the work of updating of Employers' 
Register had been in progress for more than a decade and he 
number of employers had increased from 64,862 on 31-12-1976 to 
71,202 on 31-12-1977, the Employers' Registers are st ill far from 
complete and admittedly "not updated". The Committee deplore 
the inaction in regard to updating the Employers' Registers, an 
impor tant regulatory mechanism, during the last 10 years. They 
r ecommend that updating of these Registers should be accorded 
priority and the work should be completed according to a time­
bound programme. 

[Sl. No. 3 (Para 115) to the Appendix U of the 78th Report of PAC 
(1977-78) (6 ch Lok Sabha)]. 

Action Taken 

There is no doubt that the "Employer s' Register" etc. constitute 
an important tool in the hands of the Income-tax authorities for 
exercising contr'ol over the deduction of tax at source but the up­
dating of these registers is a continuing process. The Commissioners 
of I1ncome-tax were addressed in this matter demi-officially in 
February 1975 and again in May, 1976 emphasising the enforcement 
of provisions of the Income-tax Act and Income-tax Rules relating 
to tax deduction at source. The observations contained in the 
audit para were brought to the notice of all the Commissioners of 
Income-tax in January, 1978 for ensuring enforcement of the-e 
provisions. 

[Ministry of Finance (Depa<rtment of Revenue) 
O.M. No. 2'41/22/78-A&PAC-II dated 25th October, 1978] 

Recommendation 

The Committee are perturbed to note that not only the Em­
ployers' Register are jncomplete but the timely receipt of r eturns 
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from the Employers are also not being closely watched. In as many 
as 5,871 cases, in all Commissioners' charges, annual returns had not 
been r~ceived at all. Iin 638 other cases in 5 Commissioners' charges, 
returns were r eceived late by periods ranging from 1 month to 
6 m ontlts upto December, 1975. It is surprising that though under 
the Act, the defaulters could be prosecuted and were liable to a 
fine of up1to Rs. 10 for every day of default, no action was initiated 
in any of these cases. As pointed out by Audit, in r espect of 410 
cases of delayed r eturns in the Commissioners' charges of Tamil 
Nadu, Calcutta and Andhra Pradesh alone, the fine liable under the 
Act works out to Rs. 22.57 lakhs upto the end of December 1975 
The Comm it tee wanted to know the nam es of the parties involved 
and r easons for non-levy of pen alty in each case but h ave been 
info rmed that as it involves verification of 5,871 cases, it w ould take 
some time to furnish that information . The desired inform ation 
h as no t been m ade available to the Committee. The Committee 
feel that had m onitorin g of th e cases by the salary circles and the 
supervision by the C.B.D.T. over the work of t hese cir cles been 
effec.ti v , such vital inforniation should have been r eadily available 
with the Central Board of Direct Taxes, particularly when it h ad a 
close bearing on a poin t included in the Audit Rerort. The Com­
mittee w ould like the Board to obtai1 t his info'rm3tion from the 
lower fo rmation a t the earliest. Meanwhile, the Committee would 
like the entr l Board of Direct Taxes to apply themselves to the 
question of how best to ensur e that the monthly / quarterly / annual 
returns are r eceived from all the em ployers who are r equired to 
send them under the ·rncome-tax Act an d that in the case of de:­
fau lters pen alty as p r ovided fo r in the Act is actu ally levied . 

[SL No. 4 (Par a 116) to the Appendix II of the 78th Report of P AC 
(1977-78) 6th Lok Sabha] 

Action Taken 

As stated above in r eply to para 115 r steps have already been 
t aken to ensure enfor cement of provisions in this regard. I,nforma­
tion in r espect of 5,871 cases is still being collected/collated and 
w ill be furnished as soon as it is r eady. The processing of Annual 
Salary Retu rns under section 206 of the Income-tax Act is being 
0omputerised in 8 metropolitan cities of Bombay, Calcutta, D~lhi, 
M adras, Kanpur, Ahmedabad, Bangalore and Hyder abad where the 
sa laried employees are mostly concentrated. With the computerised 
processing, the work of salary circles r elating to tax deductions at 
s ource is expected to improve considerably . 

. [Ministry of Finance (Department of Revenue) O.M. 
No. 241 /22/78-A&PAC-II dated 25 October. 1978] 
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&commendation 

The Audit Report has revealed some very serious lapses in the 
Working of the Salar'y Circles. It would be remembered that the 
mistakes/irregukrities that have been pointed out by audit are only 
symptomatic of the maladies that best the Salary Circles, the audit 
scrutiny being confined to a. test check only. The Committee are 
inclined to think that the type of cases of omissions that have been 
pointed out by audit in a few selected Commissioners' charges and 
for a particular period must have occurred in other Commissioner's ' 
charges and in years prior to or after the peiod covered by audit. 
It is therefore, o~ utmost importance that other Commissioner's 
charges should review the cases of the type mentioned in audit para 
for last 5 years. 

[SL No. 16 (Para 128) of Appendix II to 78th Report of the PAC 
(1977-78) (Sixth Lok Sabha)] 

Action Taken 

The types of omissions brought out in the Audit paragraph 
have alrea.dy been brought to the notice of the Commissioners of 
Tuicome-tax in Board's Instruction No. 1133 [F. N(j. 275/116/77-1!1' 
(B)] dated the 6th January, 1978. A copy of the Instruction has 
been furnished to the Committee in the Ministry's note F . No. 240/ 
3/78-A&PAC-II, dated the 18th March, 1978. · 

[¥inistry of Finance (Depar tment of Revenue) O .M . No. 241/221/ 
78-A&P AC-II dated 25 October, 1978] 
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CHAPTER V 

CONCLUSIONS OR RE'COMMENDAT~ONS IN RESPECT OF 
WHICH GOVERNMENT HAVE GIVEN INTERIM REPLIES 

Recommendation , 
I 

The Committee aire surprised to note that in the statement fur~ 
nished by a company in Calcutta for the assessment year 1973-74 
a sum of Rs. 86,411 was showri as having been spent on "decoration 
and flower arrangements" in the gardens of the Directors and high 
executives as well as for supply of other articles, such as mattresses 
but the annual returns by the company did not include any of this 
amount. The test check of the individual assessments of the em­
ployees have indicated that the amounts were not added as per­
quisites. The main objection of the assessee was that though this 
was a "persohal benefit" to him but it was something which "the 
company provided in order to keep up the maintenance and good 
appearance and prestige of the company." The Commissioner, it is 
stated, "feels that on facts it ·was not possible to treat these benefits 

I 

as persohal perquisites of the employees" and that as the "the em-
ployees are eligible for transfer . ... . . the benefits, if at all, were 
enjoyed by them only for a short durat ion." The Co.m-rnittee are of 
the view that perquisite is a perquisite irrespective of the period 
for which it is enjoyed by an employee. The Committee, therefore 
feel that this matter should be re-examined. 

[SL No. 9 (Para 121) of the Appendix IJ to the 78th Repor t .of PAC 
(1977-78) 6th Lok Sabha] 

Action talCen 
The question of disallowance of the said item under section .4'QA 

(5) was considered while completing the assessment of the em­
ployer Company (G. E. C.). The statement filed by the Company 
shows that it had included the item of Rs. 86,411 in the repairs and 
maintenance expenses totalling to Rs. 1,02,0011-. The assessee 
Co:mpany has included a sum of Rs. 39,761/- out of the above amount 
under section 40'A(5) . 

A further amount of Rs. 60,540'/- was added to the total income. 
• Thus a total addition of Rs. 1,00-301 wh~ch includes a sum of 

Rs. 86,411/- has been added to the total income of the Company. 

The question of the inclusion the sum as erks in the hands of 
the employees is under consideration in theiir assessments. 
~Ministry of F~l}~~ce (PepaI'tment of Revenue) 0 . M . No. 241/221/ 

· - 78-A&PAC-II, dated. 3 November, 1978] 
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Recommendation 

· The Committee note that the Bombay and Madhya Pradesh High 
Co1urts have held that the City Compensatory Allowance could . not . 
be considered as an additional salary or perquisite uls 17 (1) or 
W (2) of the Income Tax Act, 1961 and as such is not taxable. The 
Department of Revenue are legally advised against filing a Peti~ion 
for special leave before the .Supreme Court. Meanwhile exemptiQ.ils 
were being allowed in respect of City Compens~tory Allowance in 
some places either in initial assessments or at the appeal stage. 
The Committee· have been informed that question of making 
sqitable amendment of law to get over the situation is under consi­
deration of the Board. The Board have also issued instructions to 
the Commissioners to keep this issue alive by filling reference where 
such deduction is allowed on the ground that CCA does not form 
part of the salary at all. The Committee desire that a final decision 
on amendment of law should be taken soon. 

[SL No. 1'3 (Para 125) of the App.endix II to the 78th Report of the 
Public Accounts Committee (Sixth Lok Sabha) 1977-78] 

Action taken 

The observations/recommendations of the Committee are under 
active consideration of the Ministry. A further reply may kindly 
be awaited. 

[Ministry of Finance (Department of Revenue) O.M. No. 241/22/ 
78-A&f>AC-IJ, dated the . 13 November, 1978] 

Recommendation 

It is noted that various banking and other financial institutions 
were advancing house building or other loans to the employees free 
of ·interest or on concessional interest but the perquisite value in 
such cases was not c-0mputed and brought to tax. (Para 126) . 

The Committee note that following the judgement of the Madras 
High Court (1()0 !TR 629), the Department of Revenue had, on the 
advice· of the Ministry of Law, called for the views of the Commis­
sioners of Income-tax on the question whether difference between 
interest at standard rate and that actually charged on loans given 
by employers for house building, purchase of conveyance etc., 
should be treated as a perquisite. The Commissioner's viewpoints 
are stated to have been forwarded to the Ministry of Law on 7-3-
1978 for advice. The Committee would liike to be ap.pl'ised of the 
final decision taken in this matter. (Para 127). 

[SI. Nos. 14 and 15. (Paras 126' and 127) of the Appendix II to the 
78th Report (1977-78) (Sixth Lok Sabha)] 
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Action Taken 

\ , 

As already submitted, the matter was referred to the Ministry 
of Law for their opinion on 7-3-1978. The Ministry has not yet given 
their final opinion on the issue. The matter is under consideration. 

[Ministry of Finance (Department of Revenue) O.M. No. 241/2Z/ 

NEW DELm; 

April 24, 1979. 
---- - -

Vaisakha 4, 1901 (S). 

c. 

77-A&PAC-IL, dated 3 November, 1978] 

P . V. NARASIMHA RAO, 

Chairman, 

Public Accounts Committee. 



Sl. 
No. 

(1) 

I. 

Para 
No. 

(2) 

1.4 

I.8 

APPENDIX 

Statement of Conclusions or Recommendations 

Ministry/Depanment 
Concerned 

Conclusion or Recommend2.tion 

(3) (4) 

Ministry of Finance The Committee hope that the final replies in regard to those re-
(Department of Revenue) commendations to which only interim replies have so far been 

furnished, will be submitted to them expeditiously ' after getting 
,, them vetted by Audit. 

do While observing that though the work of updating of Employers' 
Register had been in progress for more than a decade and the num­
ber of EmployeFs had increased from 64,862 on 31-12-1976 to 71,202 . 
on 31-12-1977, the Employers' Registers are still far from complete 
and admittedly "not updated", the Committee had recommended 
that updating of these Registers should be accorded priority and 
the work should be completed according to a time-bound pro­
gramme. In their Action Taken Note, the Department of Revenue 
nave stated that the Commissioner~ of Income-tax were addressed 
in this matter demi-officially in February, 1975 and again in May, 
1976 emphasising the enforcement of provisions of the Income-tax 
Act and Income-tax Rules relating to Tax reduction at source. 

~ 



(1) 

3• 

(2) (3) . (4) 

The Committee have further been informed that the observations . . 
contained in the Audit para were brought to the notice of all the 
Commissioners of Income-tax in January 1978 for ensuring.enforce­
ment of these provisions. The Committee would urge the Govern­
ment to ikeep strict watch over the implementation of these instruc· 
tioris. Since the Government's reply is silent m· so far as the priority 
to be accorded to this work is concerned, the Committee would 

'.like to reiterate that Government should take suitable steps to en­
sure that updating of the ~egisters is expedited and is completed 
within a specified time-limit. 

~ 

I.II Ministry of Finance The Committee in their original recommendation had observed c:o 
(Department of Revenue) that in 5,871 cases, in all Commissioners' charges, annual a:eturns 

·from the Employers had not been received at all. Although the 
defaulters could be prosecuted and were liable to a fine of upto 
Rs. 10 for every day of default, no action was initiated in any of 
these cases. The Committee had desired to know the names of the 
parties involved and reasons for non-levy of penalty in each case 
but the Government could not furnish the information on the plea 
that it involved verification of as many as 5871 cases. The Com­
mittee are surprised to note from the r~ply of the Ministry of 
Finance that "information in r espect of 5.871 cases is still being 
collected/collated . . . . .. " It ·is regrettable that even after a con-
siderable length of time, the Government have not been able to 
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provide the required information which only goes to prove the lack 
of supervision and effective control b.y Central Board of Direct 
Taxes over the salary circles. The Committee desire that the in­
formation may be furnished to them within 3 months of the presen­
tation of this report. 

Since the Audit Report had revealed some very serious lapses 
in the working of the Salary Circles and the type of cases of omis­
sion that have been pointed out by Audit in a few selected Com- · 
missioners' charges and for a particular period must have occurred 
in other Commissioners' charges and in years prior to or after the 
p·eriod covered by Audit,, the Committee had desired that other 
Commissioners' charges should review the cases of the type men­
tioned in Audit para for the last five years. The Committee have ~ 
now been informed that the types of omissions brought out in the 
Audit paragraph have already been brought to· the notice of the 
Commissioners of Income-tax. The Committee are not satisfied with 
the reply of the Government since it does not meet the specific 
recommendation of a review to· be conducted. They would like to 
reiterate that review ·as recommended earlier may be carried out 
without any further delay and the results intimated to the Com­
mittee within 3 months of the presentation of this Report, i.e., by 
the Qnd of July 1979. 
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