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MAHAVIlt TYAGJ, 

Chairman, 

LETTER OF TRANSMITTAL 

Working Group on Central Direct 
Taxes Administration. 

My dear Hanumanthaiya Ji, 

NEW DELHI 

January 31, 1968 

I have pleasure in forwarding herewith the report of the Working 
Group on the Central Direct Taxes Administration. As you are aware, this 
Working Group w~as constituted on the 9th August, 1967 _and was given 
fairly comprehensive terms of enquiry. 

2. Taxation even as a purely revenue raising measure affects the people 
at large; but when it is made to subserve social and economic objectives, it 
affects the people in a most powerful way. The Administration, therefore, 
has to see that no avoidable irritation is caused to the -tax-payers and 
inconvenience to them is minimised. At the same time, simplification of 
procedure should not be so over-done as to disturb the balance of the 
impact and incidence of taxation as between different sections of the 
public. An over-simplified tax structure might as well amount to denial 
of justice. Therefore, in framing our conclusions we have directed our 
attention to those areas of Tax Administration which cause avoidable m­
convenience and irritations to assessees. 

3. Revenues being the sinews of a Nation's peace and prosperity, the 
Tax collecting agency has to be efficient and diligent enough in the tasks 
entrusted to it. We have been witnessing for some time now an erosion 
of this efficie~cy which has led to widespread evil of tax evasion and un­
collected arrears. In this Repoft, we have given prominence to those 
measures which, we think, are necessary to stop this erosion so that the 
officials of the Tax Department, freed from hampering procedures, will 
work for establishing an honest, efficient and dedicated tax q>llection 
service. 

4. I personally wish to record here that the two official Members, 
Sarvashri S. A. L. Narayana Row and R. N. Jain have shown a commend­
able objectivity in hamining the issues involved in our study and com­
ments. The other Member, Shri S. N. Dwivedy, Member of Parliament, 
has not spared himself from attending to the exacting work of this Work­
ing Group in spite of a serious set-back to his health. 

5. As already mentioned in the Preface to our Report, we are deeply 
indebted to Shri V. Gauri Shanker, our S~cretary, who brought to bear 
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(iv) 

on our study his vast knowledge of the history of the development of the 
Central Direct Taxes Laws in India and their administration. But for his 
mastery over the subject, it would not have been so easy for us to make 
such a detailed study of the vast subject entrusted to us within the short 
period at our disposal. 

With kind regards, 

Shri K. Hanumanthaiya, 
Chairman, 
Administrative Reforms Commission, 
New Delhi. 

Yours sincerely, 

Sd. MAHA VIR TYAGJ 
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PREFACE 

The Working Group on Central Direct Taxes· Administratiot:t was 
constituted by the Administrative Reforms Commission on 9th August, 
I 967 consisting of the follownng members-

Shri Mahavir Tyagi ... 

Shri S. N. Dwivedy, M.P. 

Shri S. A. L. Narayana Row, Chairman, 
Central Board of Direct Taxes ... 

Shri R. N. Jain, Director of Inspection 
(Income-tax-Investigation) .. . .. . 

Shri V. Gauri Shanker, Director of Revenue Audit 

The Working Group was asked to report on-

Chairman 

Member 

Member 

Member 

Secretary 

(i) the machinery for the assessment and collection of the Central 
Direct Taxes arid make recommendations with a view to achiev­
ing greater speed in completion of assessments and collection of 
tax'es and greater efficiency in tackling tax evasion; 

(ii) the procedures which assesses and departmental officers are re­
quired to comply with and suggest modifications thereof with a 
view to eliminating avoidable inconvenience to assessees and 
unproductive ·labour for the administration; and 

(iii) locate the situations in which needless complexities are created 
in the administration of the tax laws, and make suggestions for 

. removing them. 

2. The Working Group was required to report within three months 
from the date of" its constitution. However, as the terms of reference were 
comprehensive and required study of the problems both in range and depth, 
it was found difficult to submit the report within the short tim•e of three 
months allotted. Hence, the Working Group felt the need to ask for exten­
sion of time uptil 31st January, 1968 which the Administrative Reforms 
Commission was good enough to· allow. Thanks to the cooperation extended 
to the Working Group by officials and non-officials who promptly and 
gladly responded to the invitation to send their views, it has been possible 
for us to submit this report within such a comparatively short time as si,;; 
months. 

(ix) 



(x) 

3. Administration of Direct Taxes came in for a comprehensive and 
a detailed enquiry at the hands of the Direcf Taxes Administration En­
quiry Committee which gave its report in November, 1959. Incometax 
which is the main tax among Direct Taxes was the subject n•atter of en­
quiry by several Committees and Commissions beginning from the Taxa­
tion Enquiry Committee appointed in 1921 to the Bhoothalingam 
Committee appointed in 1966. In spite of such frequent -and detalled 
examination of the state of Ia'~ and of its administration and steps taken 
in the light of the findings of those Com,mittees and Commissions, the 
maladies from which the Incometax Administration has been suffering for 
many xears, such as, accumul-ation of pendency in assessments, accumula­
tion of tax arrears and growth of tax evasion, remained uncured. The 
·working Group, therefore, thought it necessary to get at the roots of the 
problems and suggest remedies which would enable the Department to ac­
quire prestige and efficiency. In making suggestions in this regard, the 
Working Group h-as taken into consideration the existing frame-work of 
the Incometax Administration and the trad!tional bounds of its activity. 

4. The problems examined and solutions suggested by the Working 
Group relate mainly to the Incometax Department. This is so because 
the administration of the other Central Direct Taxes Acts, such as the 
Wealth Tax Act, the Gift T-ax Act and the Estate Duty Act, forms pan 
of the general incometax administration and the main purpose of fhese 
enactments is merely to provide as self-checking system to verify the accu­
racy of the Incometax returns of the concerned assessees rather fhan to 
serve as revenue yielding instruments. However, where there is any 
problem peculia;· to any of these enactments which is not covere-d by the 
general problems examined by us, we have dealt with that situation sepa­
ra rely at fhe appropriate place. 

5. The Working Group, in formulating its views, had the benefit of 
studying the memoranda, the views and the representations of many non­
offici-al bodi·es such as, Federation of Indian Chambers of Commerce and 
Industry, Associated Chambers of Commerce, Indi~n Merchants Chamber, 
Bombay, All India Manufacturers' Association, Bharat Chamber of Com­
merce, Calcutta, the Institute of Chartered Accountants, .the Western and 
fhe Southern Regional Councils of the Institute of Chartered Account­
ants, the Federation of the Gazetted Officers Association, and the Indian 
Revenue Service Association, etc. The Working Group was also favoured 
with the views of eminent persons who have experience of the adminis­
tration. of the Incometax Law, such as, Shri T. T. Krishnamachari, 
formerly Finance Minister, Government of India, Shri R. S. Ga·e, Secretary, 
Law Ministry, Shri A. K. Roy, formerly Comptroller and Auditor Gene­
ral of India, Shri A. N. Shah, formerly President of the Incornetax Ap­
pellate Tribunal, Shri T. P. Mukherji, the President, Incometax Appellate 
Tribunal, and Shri J. J', Singh, formerly Chairman, Central Board of 
Direct Taxes. 
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Many Commission~rs of Incometax, Assistant Commission'ers of 
Incometax, Incometax Officers and some officials in the non-gazetted ranks 
have also responded to the invitation of the Working Group to send their 
observations and views, and the Working Group is glad to record that 
these views were refreshingly candid, practical and devoid of any depart­
mental bias. Many of the Accountants General who have observed the 
Working of the Incometax Department in the course of their revenue 
audit activities have also given the Working Group the benefit of their 
comments which in most cases have been found to be very helpfuL 

6. The Chairman and the Members of the Working Group held II 
sittings in Delhi and visited the Cominission·ers' charges in Bombay, 
Madras, Lucknow and Bangalore. The Working Group also arranged for 
a case study of selected files in representative charges, such as Bombay, 
Delhi, Madras; Kerala and Punjab. Before commencing the examination of 
the matters entrusted to the Working Group, the Chairman of the Group 
held discussions with Shri S. Bhoothalingam and Shri Ernest H. Vaughn 
who were concurrently studying some problems relating· to the Incom'etax 
La'l< and Administration, so as to exchange ideas on over-lapping areas. 

7. The Working Group is indebted to all those who have helped it 
in its study and in formulating its conclusions. Particular mention should 
lie made in this regard. of the very valuable assistance rendered by Shri 
M. S. N adkarni, Director of Inspection (R.S.P.) and by Shri R. Balasubra­
manian, Administrative Officer, Office of the Comptroller and Auditor 
General of India. 

8. Th·e Working Group is deeply indebted to Shri V. Gauri Shanker, 
Secretary, whose wide experience, thorough knowledge and clear grasp of 
the fiscal laws and their administration was of immense assistance to us 
in our study of the problems examin'ed. With his characteristic qualities of 
speed and thoroughness he has helped us a great deal in getting our report 
compiled in time. 

9. We record our deep appreciation of the assistance rendered by the 
two Officers on Special Duty....,.Shri P. P. Menon and Shri M. G. C. Goyal 
(l.T.Os.) who by their sincere work and zeal gathered \'aluable materials 
for our study and assisted us in bringing out the Report. 

10. We have also pleasure in making a special mention of Shri R. L. 
Malik, P.A. to our Secretary, Shri V. Gauri Shanker, and the staff of the 
Typing Pool of the Administrative Reforms Commission who did the 
major work of getting the various papers ready, typed and filed. 

MAHAVIR TYAGl 

Chairman 
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CHAPTER I 

INTRODUCTION 

The Direct Taxes Acts at present in force are­

( a) The Incometax Act, 1961; 
(b) The Estate Duty Act, 1953; 
(c) The Wealth Tax Act, 1957; and 
(d) The Gift Tax Act, 1958. 

The oldest of these Acts is the Incometax Act which has been in 
existence right from 1860. Except the Estate Duty Act, the o:her Direct 
Taxes Acts were introduced more as a means to check incometax evasion 
than on purely fiscal grounds. The Expenditure Tax Act was also one such 
measure but it has been repealed in 1965 betause of difficulties encount­
ered by the Administration in enforcing the provisions of that Act. The 
relevant importance from the revenue point of view of the various Direct 
Taxes Acts can be gathered from the revenue yield from these Taxes. The 
figures of collection from these Taxes for the past five years are given 
bel0\1':-

(In Orores of rupees) 

1961-62 1962-63 1963-64 1964-65 1965-66 

Rs. Rs. Rs. Rs. Rs. 

Corporation Tax 160·81 220·06 287·30 313·64 304·84 

Taxes on income other than 
Corporation Tax 67•19 92·13 126·29 143·16 148·46 

• Estate Duty 0·33 0·06 0·42 1·35 0·13 

Wealth Tax 8·26 9·64 10·50 10·52 12·06 

Gift Tax 1·01 0·97 1•13 2·22 2·27 

Total 237•60 322·76 425·64 470·89 467·76 

• (NoTB-The ligures in respect of Taxes on inoome other than Corporation Tax and Estate 
Duty are exclusive of the States' shares). 

2. Even though Corporation Tax and Taxes ·orr Income other than 
Corporation Tax are shown separately in the above statement, for practi­
cal purposes we may deem both the taxes as belonging to the same category, 
namely, Incometax. 

3. Considering the importance of incometax from the revenue point 
of view and considering that the other taxes are merely complementary to 
incometax, it would be appropriate if .the problems relating to income tax 
are examined first. 

L/S200ARC-2 (3) 
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4. Direct Taxation is not new to India, introduced by the British, 
but a most ancient and well known institution. There are references both 
in Manusmriti and Arthshastra to various taxes. Thus, the State's share 
of the incom·e was fixed in normal times between 1 J 12th and 1 J6th, de­
pending upon the quality of the soil and the amount of labour expended. 
Besides this, non-agricultural classes also were made to contribute their 
share. In Kautalya's Arthshastra, mention is made of a large number of 
sources of revenue like portion of profits papble to the Government 
(Bhaga), religious taxes (Bali), road cess (Vartani), ·tax on capital (Mula), 
etc. Reading through his exhaustive and p·enetrative discussion on how a 
King should avoid keeping his subjects waiting unnecessarily for audience, 
or the forty ways in which the revenue of the State was capable of being 
embezzled, or the manner in which the State could encourage informers 
through rewards ensuring, at the same time, avoidance of the growth of 
unscrupulous black-mailers, or the grant of remission of tax on emergent 
occasions, or the way in which the validity of accounts and the truth re­
garding income, wealth or expenditure of the citizens should be ascertained 
by agents who would go round and make discreet enquiries, a modern 
reader can easily persuade himself to believe that the discussion is of the 
present day problems. 

5. In fact, a~ was confessed by one of the former Finance Members of 
the Viceroy's Executive Council, "between cultivators and traders, poor and 
rich, no sense of unequal treatment was allowed to subsist under the 
system which the predecessors of the British in the Empire for centuries 
pursued, but when the British superseded them, they actually· abolished 
the structure of direct taxation which their predecessors had laboriously 
raised.'' 

6. The British, of course, revived direct taxation in the form known 
to them, namely, Incometax, in 1860. However, the period betwe'en 1860 
and 1886 was one of a trial and error and it was only in 1886 that income­
tax became a permanent feature of th'e Indian TaX system and the Act of 
1886 is the basic structure on which future Incometax Acts were built. 

7. It may be of interest to know that the total yield from incom'etax 
for the whole of India under the 1886 Act was Rs. 1.2 crores (against nearly 
Rs. 450 crores collected now), and the number of persons taxed on incomes 
exceeding Rs. 10 thousand was 6926 of whom 3350 were Government 
servants. Persons paying tax on incomes ·exceeding Rs. 1 lakh were 102 
in the whole of India and they paid 7 per cent of the total revenue 
collected. 

8. The next important milestone in the history of Incometax is ihe 
Act of 1918. Under this Act, among several new features introduced, was 
one which provided for taxation of the income of the current year itself 
on the basis of the income disclosed in the previous year, subject to an 
adjustment later after the final figures of the current year were known. 
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9. Between 1923 and 1939, several amendments were introduced in 
the Incometax Act and it is not our purpose to re-count all of them except 
to point out that there has always been a war between the tax payer and 
tax gatherer-the tax payer ever on the alert to find out the loopholes 
in the law and the tax gatherer trying to meet it by a fresh amendment. 
Even. so, the amendments made between 1923 and 1939 are not a patch 
on the frequency and volume of amendments that are rushed through the 
Parliament now-a-days. 

10. The 1939 amending Act was perl)aps the most comprehensive of 
all the amendments moved to the Incometax Act and was the result of 

. acceptance of r~commendations of a Committee of officials appointed in 
1936. The War broke out in 1939 and from that time onwards up to the 
present day the Incom'etax Department has not been able to stand up to 
the strain of complexity and volume of work caused by tremendous in­
crease in the number of assessments to be completed (fromjust 4 l~khs in 
1944-45 to 48 lakhs in 1966-67), emergence of black money and the thousand 
ways adopted by the assessees in concealing it, inadequate staff and falling 
standards of efficiency and utilising the Tax system as an instrument to 

implement fiscal objectives and socialist principles. Thus, today, in addi­
cion to the Incometax Act there are the Estate Duty, the Wealth Tax, 'the 
Gift Tax forming part of the Direct Taxes ~ystem. 

If a Tax system is functionin~ properly, .there should be­

(a) no arrears of assessment at the end of the tax year; 

(b) no arrears of tax demands at the 'end of the tax year; 

(c) every attempt at tax evasion would be promptly and properly 
dealt with so as to-

(i) discourage such attempts in future on the part of the tax 
paying public; and 

(ii) make the tax evader feel that he has committed a crime 
against the society. 

(d) a sense of faith on the part of the tax paying public in the 
efficiency, impartiality and sense of fairness in the Tax Admi-
nistration; and · 

(e) absence of a sense of irritation and harassment created by 
burdensome procedures. 

11. If these factors are present, it will be an ideal state of affairs. But 
it is impossible to expect the ideal to prevail. However, our attempt should 
be to have the ideal as the goal and direct bur steps towards it. It is in this 
context, but with a sense of realism, we have framed our recommenda­
tions in the following Chapters. 

L/S200AR0-2(a) 6 
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CHAPTER II 

SPEEDY DISPOSAL OF ASSESSMENTS 

2.1. State of Arrears-
The chronic state of arrears of assessments in the Incometax Depart­

ment is a theme commented upon by various Committees and Commissions 
that reported on the' Incometax ,Administration. It is common knowledge 
that right from 1939 up to the present day, the Incometax Department has 
been subjected to the constant strain of complexity and volume of work 
caused by a tremendous increase in the number of assessments to be com­
pleted, emergence of black money and the thousand ways adopted by the 
assessees in concealing it, inadequate st>aff and falling standards of efficiency. 
In recent years, the Public Accounts Committee of the Parliament has also 
been expressing concern at the progressive increase in the number of 
Incometax assessments left uncompleted at the end of every year. The fol­
lowing figures indicate the position of the arrears of Incometax assessments 
for the years 1959-60 to 1966-67. 

TABLE 

Analysis of arrears of lncometax Assessments 

Serial Year Number of Number of Percen· Number Percen-
No. assess.. assess- tage of of assess- tage of 

menta for menta assess- menta assess-
disposal disposed menta pending menta 

of disposed at the end pending 
ofto ofthe to assess-

assess- year menta for 
menta disposal 

for 
disposal 

1 2 3 4 5 6 7 

% % 
1 1959-60 16,72,001 ll,63,224 69·6 5,08,777 30·4 

2 1960-61 18,26,012 12,06,895 66•1 6,19,ll7 33·9 

3 1961-62 20,21,330 13,08,923 64•8 7,12,407 35·2 

4 11!62-63 22,18,376 13,09,717 59·4 9,08,659 40·6 

5 1963-64 27,09,107 14,82,701 64·7 12,26,406 45•3 

6 1964-65 36,26,144 18,41,629 50•8 17,64,515 49•2 

7 1965-66 45,58,556 23,89,027 52·4 21,69,529 47·6 

8 1966-67 47,64,597 24,18,066 50·5 23,46,531 49•5 

Source-Andit Rsports (Civil) on Revenue Receipts 1965, 1966 and 1967 and inform&tion 
furnished by tbe Central Board of Direct Taxes. 

9 
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2.2. Causes of Arrears-

It will be seen from the Table that though the total number of assess­
ments completed had" increased in absolute terms frpm II.63 lakhs to 
24.18 !akhs in 1966-67, the percentage of disposal had regis-.ered a decline 
from 69.6 per cent in 1959-60 to 50.5 per cent. in 1966-67. The general im­
pression of such a state of affairs is that the Department is "weak and ineffi­
cient". However, if one analyses the causes for these arrears and the true 
na.ure of the cases that are shown as arrears, one would find-

(a) a sharp rise in the number of tax payers and the assessments to 
be completed over the past 15 years without corresponding 
increase in manpower; 

(b) growing complexitY in the Incometax Act which has been 
subjected to a spate of annual amendments, thereby keeping 
both the tax gatherer and tax payer at a loss to know precisely 
what the legal position is; 

(c) introduction of other Direct Taxes Acts, such as, the Estate 
Duty Act, the Wealth Tax Act, the Gift Tax Act and the 
Expenditure Tax Act (since repealed); 

(d) increase in the frequency and volume of the number of statis­
tical and other reports of miscellaneous character which the 
I.T.O. has to attend to without adequate assistance; 

(e) absence of a system of priorities in the degree of scrutiny in 
important and unimportant cases; and 

(f) frequent changes in jU:risdiction, frequent transfers of officers, 
lack pf provisio_n of adequate leave reserve, lack of adequately 
trained clerical assistance, absence of even ordinary facilities, 
such as, provision of a full time stenographer for each Income­
tax. Officer, non-supply of essential manuals and books and 
forms and stationery. 

2.3. Sharp rise in the number of Assessees- . 
The phenomenal increase in the number of assessments will be evidenc­

ed from the fact that in 1944-45 the year in which the reorganisation of the 
Incometax Department commenced the total number .of 'assessees was 
only about 4 lakhs but on 31st March, 1967, it was 27,01,739 excluding 
salary cases not borne on the General Index Register. If these salary cases 
are also taken into consideration, the total number of assessees may go up to 

about 29 !akhs. Thus, from 1944-45, there has been nearly a sev_en-fold 
increase in the number of tax payers. The number of officers employed on 
assessment duty was 744 in 1944-45; in 1966-67, it was 1648. It will be seen 
that the increase in the assessing officers which is just a little over twice the 
number in 1944-45, could hardly be expected to cope up with the seven­
fold increase in the number of assessees. Though, annually there have been 
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some additions to the posts of Incometax Officers such additions were far 
too inadequate to cope with the on-rush of work and this will be evident 
from the figures given below:-
' 

Serial 
No. 

1 

1 

2 

3 

"4 

5 

6 

7 

8 

TABLE 2 

Analysis of disposal of lncometax Assessments 

Year 

2 

1959-60 

1960-61, 

1961-62 

1962-63 

1963-64 

1964-65 

1965·66 

1066.67 

Number of 
' assess­

ments for 
disposal 

Number of Number of Average 
assess- income- disposal 
menta tax ofti- per In-

disposed cera eometax 
of employed officer 

3 4 

16,72,001 11,63,224 

18,26,012 12,06,895 

20,21,330 13,09,923 

22,18,376 13,09, 717 

27,09,107 14,82,701 

36,26,144 18,41,629 

... 45,58,556 23,89,027 

47,64,597 24,18,066 

on 
assess-
ments 

5 

1,238 

1,253 

1,289 

1,306 

1,332 

1,424 

1,648 

1,648 

6 

939 

963 

1,008 

1,003 

1,113 

1,293 

1,543 

1,467 

Sour<»-Infol'Dl&tion furnished by the Central Board of Direet Taxes. 

2.4. It will be noticed from tliese figirres that whereas the number of 
assessments for disposal had almost trebled during the period 1959-60 to 
1966-67, the increase in the number of officers was only I f3rd of the 
strength in 1959-60. In 1966-67, if all the assessments for disopsal had to be 
completed by the end of 1967 with the available strength of officers the 
average disposal per officer would have to be 2890 per year i.e .. about 240 
cases per month per Incometax Officer. Assuming the effective working 

·days per month at about 24, it comes to about 10 cases per day which is 
an impossible task to perform, howsoever, experienced and brilliant an 
Incometax Officer may be. If driven to complete a quota beyond his capa­
city, the result would be ~rfunctory assessments leading to endless litig-a­
tions, audit criticisms and irritation to assessees. According to the Santha­
nam Committee, even an average disposal of 1000 cases per year per 
Incomctax Ofhcer was on the high side'- The Public Accounts Committee 
of the Parliament in its 28th Report to th'e Third Lok Sabha also endorsed 
the view that the workload of the Incometax Officers was very heavy and 

t PAge 272 of Santha.n&m Committee's Report on Prevention of Corruption. 
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this was one of the conlributory causes to the numher of mistakes com­
mitred in assessments. It observed as under: 

"It appears to the Committee that one reason for the magnitude Clf 
mistakes committed by the Incometax Officer is the very heavy 
workload. Considering that there are 13.8 lacs of assessees lo 
be assessed by about 1300 officers (these figures relate to 1963-64), 
the workload on each officer on an average comes to about 1,000 
cases a year which has been considered high by the Santhanam 
Committee in its Report on Prevention of Corruption." 

2.5. The Public Accounts Coinmittee was informed later that to 
reduce the arrears 300 additional posts of Incometax Officers were sanc­
tioned in April, 1964 'll'hich had since been filled up and a further 200 
more posts were sanctioned in September, 1965 and were in the process of 
being filled up.-It would appear that these 200 posts were earmarked ex­
clusively for direct recruitment to Class. II through the Union Public 
Service Commission and that the Union Public Service Commission could 
not finalise the selections owing to stay orders obtained on some writ peti­
ti~ns filed by some of th'e departmental candidates. 

Therefore, the situatiOn today is that inspite of the increase by 300 
officers, the position is still far from satisfactory and the remedy appears 
to be to take one of the two following steps-

(a) double the present strength of assessing officers, with necessary 
complement of ministerial staff, 

or 

(b) rationalise the distriBution of work on the basis of the •existing 
strength by cutting out useless, infructuous and unproductive 
work and relieve the Incometax Officer from many of the mis­
cellan·eous duties he is called upon to perform. 

The lirst alternative is neither possible nor desirable. To recruit 1,500 
officers, give them adequate training and post them to regular charges 
cannot be done in the course of one or two years. Even providing for an 
annual intake of 100 officers it will take 15 years to have a further com' 
plement of 15PO officers and by that time the number of assessments would 
far outstrip the number of assessing officers, bringing the problem back 
whe~;e it was. It will also involve the problems of additional accommoda­
tion and staff. Th'erefore, the better course would be to rationalise the pro­
cedures relating to completion of assessments and fix prop'er priorities in 
regard to-

(a) disposal of existing and arrear cases; and 

(b) the extent _ of scrutiny to be exercised .before accepting the 
returns of tncome for the various categories of assessees. 
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2.6 .. Of the 47.65 Iakhs• assessm'ents (including arrears and current) 
for disposal about 36 lakhs comprise of business cases with incomes 
oE Rs. !i,OOO or less, all salary cases, and cases with incomes other 

·than from business or salary. About 6.5 lakhs of assessments relate to busi­
ness incomes between Rs. 5,000 and Rs. 10,000 (vide Annexure I). Thus 
out of a total of 47.oj5 lakhs of assessments 42.34 lakhs are those which 
can be regarded as cases which are not important from re~enue point of 
view and do not requi1·e much scrutiny. 

2. 7. Estimate of Revenue in Small . Cases-

For lack of statistical information, it is difficult to precisely estimate 
the extent of revenue involved in these 42.34 lakhs of cases, but by project­
ing the figures reported in the All India Statement No. 5 published in the 
Incometax Revenue Statistics for the year 1963-64 the amount of revenue 
involved in these cases will not exceed 4 per cent of the total tax assessed 
in a year. The total tax assessed in the year 1966-67 was Rs. 517.23 crores. 
4 per cent of this is Rs. 20 crores. The average expenditure per assessment 
has been estimated by the Director of Inspection, Incom'etax (R.S. &: P.) 
at around Rs. 46. At the rate of Rs. 46 per assessment, the total expendi­
ture on 42.34 lakhs cases would com'e to Rs. 19.50 crores. This would 
show that the revenue yield from these 42.34 lakhs cases is just about 
equal to the expenditure incurred in raising it. The Excllequer thus gets 
·no gajn by the time and labour and expenditure incurred in scrutinising 
cases falling in these lower categories. The first reform which suggests it­
self to us, therefore, is that the attention now devoted to these cases must 
be diverted completely to the renlaining 5 lakhs cases falling in categories 
I and II. To achieve this, several methods have been suggested to us, 
viz.-

(a) the exemption limit may be raised to Rs. 7,500; or 

(b) for all small cases, there may be a system of compounded levy 
whicll would dispense with the procedures and processes relat· 
ing to assessments; or 

(c) cases upto Rs. 10,000 of returned incomes should be accepted 
straight-away without scrutiny by the Incometax Officer subject 
only to a test-clleck of 2 to 5 per cent. 

2.8. Raising the Exemption Limit-not advisable-

We examined the pros and cons of all the three suggestions. The first 
suggestion though attractive as it is, may bring more problems than it 
solves. Once the exemption limit is raised, most of the assessees who would 
be having taxable incomes extending upto Rs. 10,000 would refrain from 

*It is conventional to begin such analysis with reference to the number of assessees but in 
real and practical terms, the problem has to be viewed from the point of view of number of assess~ 
menta. 
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filing the return taking cover under the higher exemption and the D~­
partment would be unable to spot them unless a pervasive and• systema~t~ 
drive of external survey is put in. Secondly, such cases may serve as ahbt 
to bigger assessees who would split their income suitably so rl!S to claim 
later on that all the incomes earned were below the higher taxable limit. 
Thirdly, in a democratic set-up, every citizen must have a feeling of 
having contributed to the Exchequer and particularly in India, a perva­
sive tax consciousness is necessary in order to build up a healthy attitude 
against tax evasion. 

Having regard to these factors, we feel that it would not be a wise 
or a right step to raise the exemption limit. 

2.9 Compounded Levy-

Regarding the second suggestion of having a compounded levy, the 
broad outline of the scheme is somewhat as follows-· 

All assessees, it is suggested, having income upto Rs. 10,000 may be 
broadly classified into three categories:-
(a) those with income upto Rs. 5,000. · 
(b) those with income between Rs. 5,000 and Rs. 7,500. 
(c) those with income between Rs. 7,500 and Rs. 10,000. 

Then a compounded fee may be worked out on the basis of the tax on 
the income returned in first year of their assessment in the case of new 
assessees and on the basis of the average income during the preceding 
three years in the case of existing assessees. After determining the cate­
gory the assessees will be given the option of paying a fixed sum of com­
pounded levy annually to the Incometal« Department without the for­
mality of going through the assessment procedure. They will only file a 
declaration showing the category in which they fall and pay the tax on 
that basis. They will not then be required to attend the Incometax office 
for completion of the assessment nor will any demand notice be issued 
to them. The advantages of .the scheme will be as follows--

(a) it will release a large force of the Incometax Officers to tackle 
the higher income cases; 

(b) it will save the Department the heavy expenditure relating to 
stationery, assessment orders, notices, statistical returns etc. 

(c) it will reduce the number of appeals considerably; 

(d~ it will eliminate inconvenience to a large body of small asses­
sees; and 

(e)_ it_ will _also facilitate collection of tax and. thereby reduce the 
dtmensron of problem relating to arrear demands. 
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As against these advantages, the difficulties inherent in such a scheme 
appear to be-

(a) such a scheme may help in spreading tax evasion because any 
assessee who gets his tax compounded for a period of three or 
four years at a low figure, can lend his name for transactions 
belonging to a bigger assessee; 

(b) a compounded levy pre-supposes stabilisation of income over 
a period of years. It is common knowledge that particularly in 
business and professional cases the incomes fluctuate widely; 

(c) a compounded levy may discourage the assessees from main· 
taining account books and may place the Department in 
difficulties later on for verification of transactions, cash 
credits, acquisition of assets, etc. 

(d) if concealment is discovered for a year for which tax has been 
compounded, the Department would not be able to reopen 
the assessment for that year; and 

(e) the ad'Vantages of collection of tax are ·also not likely to be 
significant because the tax involved in all these cases is quite 
nominal and practically there are no arrears in the lower 
income brackets. 

2.10. Compounded Levy can be considered for small cas'.! with safe­
g{tards-

Balancing both the merits and demerits of the ·scheme, we consider 
that it would not be possible to adopt this scheme for all cases upto 
Rs. 10,000/-; However, we think that no risk will be involved if a begin­
ning is made by confining the compounded levy to the cases of sma11 
shopkeepers, hawkers and vendors who undoubtedly make taxable incomes 
and who are today outside the net of incometax. As most of them are hav­
ing marginal incomes, there is not muCh enthusiasm in the Department 
also to rope them in as assessees .. Such cases can usefully be covered by the 
compounded levy because whatever tax that is brought .in, in their. cases, 
would be a net gain to the E:"<chequer sinoe at present they do not pay tax 
at all. It may also be mentioned that such petty shopkeepers do not 
maintain any regular accounts and feel much harassed if they are asked 
to go through the process of assessment, attend the Incometax office, wait 
for their assessment, all to end np in the payment of a small tax. All these 
persons are not tax evaders but persons wbo find the procetlu~·cs too com­
plex and too inconvenient and all of them would welcome payment of a 
compounded levy in the same way as they would pay a licence fee. In 
their cases, with marginal incomes, the compounded levy scheme can be 
applied. While applying the scheme, the following safeguards may be 
provided for-

(a) the compounded levy scheme should be applied only to cases 
of business and not of profession; 
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(b) the capital investment in the business should not exceed 
Rs. 25,000. 

(c) the compounded levy once determined should be operative 
only for a period of three years. At the end of three years, the 
assessee must file a statement of assets and also a return of 
income. If on a scrutiny of the return of income and his assets, 
he is found to be eligible for renewal of the scheme, the scheme 
can be extended for another three years. He must undertake 
that if it is found that he has concealed any income for the 
years for which the tax has been compounded, the concession 
of the compounded levy will be withdrawn -retrospectively and 
the standard rate of tax chat·ged .. A suitable form of declara­
tion can be devised for this purpose. 

2.ll. Cases with Incomes below Rs. 10,000-

The third method viz. getting returns from every one having a tax­
able income but accepting those returns with incomes of Rs. l 0,000 or be­
low on the basis of the figures furnished in those returns subject to a test­
check appears to us to be the most convenient and practical method of diS­
posing of these small caSes expeditiously. The Direct Taxes Administra­
tion Enquiry Committee had made a similar recommendation in 1959, in 
response to which a beginning had already been made by the Cenu·al 
Board of Direct Taxes. In a latest circular issued• by them on ·7th Octo· 
ber, 1967, the Board specified the priority categories which could be re­
garded as cases with small incomes--

(!) cases with returned income of Rs. 7,500 or below; 
(2) all Government salary cases; 

(3) all non-Government salary cases with incomes below Rs. 18,000; 
and 

(4) partners' cases where the total income returned is less than 
Rs. 7,500. 

These cases are again divided into two categories­
(a) where returns have been received; and 

(b) where returns have not been received. 

In regard to these cases, the instructions are as follows: 

Where returns have been received•, the Incometax Officers, according 
to the instructions, should accept income declared in the return under 
Section 143(1) of the Incometax Act after making obvious adjustments 
for the inadmissible items of expenditure claimed by the assessee or any 
other adjusunents which may be considered necessary. The assessments 
will be made on the basis of the statements of account accompanying the 
return. If the income returned by the assessee includes share income from 
a .fi~ registered for incometax purposes and the total income returned by 
htm •s less than Rs. 7,500, the return shall be accepted notwithstanding 
the fact that the asse"ment of the firm has not been completed. In such a 
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case, the assessment will be revised after the assessment of the firm is 
completed on the basis of the correct income where necessary. No revision 
of such assessments will take place if the additional demand works out 
to Rs. 10 or less~ As regards cases where returns have not been received, 
the assessments will be made ex-parte on the basis of the immediate past 
records for a period· not exceeding three ·years prior to the assessment 
and no penalty action should be taken for non-submission of return. 
After the completion of assessments on this basis, Incometax Officer should 
make a sample check of 2 per cent of the assessments and if he finds that 
in any case income has been under-stated, appropriate penalty proceedings 
should be taken. 

2.12. Board's St:{Jeme for Disposal of Small Income Examined-

The scheme is a welcome break from the traditional procedure adopt­
ed hitherto and is bound to help in clearing off the bulk of the small 
jncorue arrear cases. However~ the scheme is only a temporary n1easur~ 
with a view to clearing off the arrears by 31-3-69 and limited to cases with 
Rs. 7,500 or less. Further, the provision to make ex-parte assessments is 
likely to be abused by many assessees who may withhold submitting their 
returns if their incomes are much higher than the average of the past 
three years and the Department may have no material to proceed against 
such assessees if they fail to furnish returns in subsequent years also, since 
they have obtained an' immunity even in regard to pemilty. 

2.13. Suggestion for a Special Procedure to dispose of cases with 
incomes not exceeding Rs. 10,000-

Having regard to these we consider that the scheme for disposal of 
small income cases should be based• on the following considerations--

(i) In the first place, li-e consider that having a limit of Rs. 7,500/­
for small income cases is ouunoded and it should be raised at least to 

Rs. 10,000/- having regard to the fall in the value of money and the con­
tinuous inflation in the economy we have been havirJg for the past two 
decades. This concept of having a limit of Rs. 7,500/- for small income 
cases appears to have been adopted from the Report of the Incometax 
Investigation Commission who classified the total arrears of cases into two 
broad categories--(i) those with incomes upto and inclusive of Rs. 7,500/-. 
and (ii) those with incomes above Rs. 7,500/-. That classification w;~s all 
right at a time when the total number of assessees in India was about 4.23. 
lakhs and assessees "irh incomes of Rs. 7,500/- formed only 1.03 lakhs. 
In the context of the present day u·ends, Rs. 7,500 cannot be regarded 
by any means as the limit of small income and that the limit should at 
least be mised to Rs. 10,000. This scheme should be extended to persons 
whose assessed income during the past three years was Rs. 10,000 or le~s 
and should also be extended to new assessees with incomes of Rs. 10,000 
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or less arising from salary, interest on securities dividends, in.r..omc from 
property or other sources. 

(ii) In the case of new assessees having income from business. or pro­
fession, the scheme will apply only to those cases where the cap1tal em­
ployed in the business is Rs. 50,000 or less. 

(iii) All these persons must file a simplified form of return t~ be 
printed in a separate colour so as to identify such cases easily. A specunen 
form of the return is annexed (Annexure 2). 

(iv) As soon as the returns are received, the small income returns 
should be handled by a separate cell in the assessment branch of the In­
cometax Office and those returns which are from new assessees with income 
from property or business or securities or shares, should be separateq 
from the rest of the returns and a letter should be immediately issued 
under the signature of the Inspector for eliciting the source of the invest­
ment. All the other cases should be checked by the assistants and the 
Group leader of the cell, for arithmetical accuracy and the correctness of 
the deductions claimed having regard to the provisions of the· Act laying 
down the limitations therefor. If the tax paid by the assessee is correct on 
the basis -of the figures contained in the return, the return should be filed 
immediately accepting it under section 143(1). No notice of demand is 
necessary in such cases. The fact of the acceptance of the return may be 
intimated through a printed postcard as in Annexure 3. 

In the cases of new assessees with income from investment or b~iness, 
on receipt of their reply to the letter calling for the source of investment · 
the files should be put up to the Incometax Officer for his orders regarding 
the acceptance of the explanation about the source of investment. If the 
explanation given is prima facie acceptable or susceptible of a cross veri­
fication, such as, a gift from another assessee who has paid gift tax thereon 
or a partition of a family which is assessed to incometax or a dissolution 
of partnership which is assessable to incometax or on liquidation of a com­
pany which is a'ses;ahle to incometax, the explanation should be accepted 
and the assessment completed straightaway under section 143(li)- Such 
an acceptance would be within the ambit of section 143 (I) of the Income­
tax Act, because the information called for merely relates to the source 
of investmen~ and• it is not called for in evidence of the income that is 
returned. If the explanation given is not susceptible of verification, 
without calling upon the assessee .to produce further proof, the Incometax 
Officer should issue notice under section I 42(1) and complete the assess­
ment thereafter under section 143(3). The scheme will not apply to-(a) 
cases of loss, (h) cases of companies and (c) cases of nc~n-residents. 

All the returns received under the scheme should be entered datewise 
in a Register and the Inspecting Assistant Commissioner should lay down 
a small percentage-which must vary from year to year and which should 



19 

be kept a secret-for a detailed scrutiny of the returns accepted under 
the scheme every year. In selecting the cases, the Inspecting Assistant 
Commissioner should adopt the random sampling method, varying it 
from year to year. The detailed scrutiny must be done by the Incometax 
Officer who for this purpose will call upon the assessees to produce their 

· books of account and other documents in support of the return. The 
scrutiny of the books of account should be on broad lines and if the varia­
tion between the tax on the income as determined on the basis of the 
books pmduced and the tax on the income as returned doe~ not exceed 

· Rs. 50, no action should be taken to revise the assessment. I£ there has 
been any deliberate concealment of any item of income or if it is found 
that the assessee is acting as a benamidar for some other assessee, the 
Department should not hesitate to even launch a pros~cution agamst the 
assessee so as to make it known that the scheme will he applicable only 
to bonalide small income cases and not to bogus cases. 

Where the returns of income have not been received• by the due date, 
the Incometax Officer should issue a notice under Section 142(1) and for 
this purpose, section 142 has to be amended providing for issue of such 
a notice where section 139(2) notice has not been issued, calling for a 
statement of account of the income of the assessee for the year. If there 
is a compliance with this n~tice, the statement so received shall be deem­
ed to be a return for the purpose of the Incometax Act and assessment 
compieted accordingly in the same manner as in the case where a regular 
-return has been received. · 

2.14. Cases with incomes between .Rs. 10,000 and Rs. 50,000-
The next bloc of cases which requires a different kind. of scrutiny is 

that which relates to incomes between Rs. 10,000 and• Rs. 50,000. This 
bloc accounts for roughly about 24 per cent of the. total revenues i.e. 
about Rs. 124 crores of rupees. It is in the area of this category of cases 
that one finds beginnings of attempts at tax avoidance and tax evasion. 
This is particularly pronounced in cases of incomes above Rs. 30,000 
where the- rate of incometax rises sharply from 40 per cent to 50 per cent. 
Therefore, a more intensive scrutiny is necessary while assessing these 
cases. The lines of scrutiny to be adopted are indicated below-

(a) A separate form of return must be prescribed-the form being in 
a colour different from that of small inoome cases. This return should 
provide for separate annexures for each head of income, requiring the 
assessee to set out details of the income and the deductions for each of 
these heads. 

(b) On receipt of the returns, they should go to a separate cell in As­
sessment Brunch for scrutiny regarding compliance with the requirements 
relating to the completion of the return. If any parti.cular item in an an" 
nexure has not been filled in and if the annexure requir~ to be filled 

L/S200ARC-3 
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in to support the income returned in the main body of the retum has not 
been put in and j£ the statement on the basis of which the return has 
been filled is not given, the deficiency should be immediately pointed out 
through I.T. 105 asking for compliance within a week from the receipt 
of the notice. When compliance has been received, the return should be 
classified into (i) those prepared by the assessees and (ii) those prepared 
by authorised representatives. 

(c) All the returns prepared by. the authorised representatives should 
be put up to the Inspector posted to the Assessment Branch for scrutiny 
whether the provisions of Rule 12A of the Incomctax Rule have been 
complied with and, if so, whether the report given by the authori:led 
representative is adequate for accepting the return. If so, he should put up 
such cases with his remarks to the Incometax Officer for acceptance of 
the return under section 143(1). If the report given by the authorised re· 
presentative is inadequate or fails to explain the computation of income 
correctly, the case may be posted. for hearing by the Incometax Officer. by 
issuing a combined notice under section 142(1) and 143(2)-a specimen of 
which is given in Annexure 4--specifying the particulars in regard to 
which further information or proof is felt necessary. 

(d) All other returns falling within this category will be divided iuto 
two categories: 

(i) those of new assessees; and 
(ii) those of existing assessees. In the case of new assessees, the 

cases must be posted invariably for calling for accounts­
exantination prior to the assessment, This will be done 
through the combined notice suggested above. 

In the case of the existing assessees, if the past record of the assessee 
is good, that is, if during the past three years, the assessee has not been 
penalised for concealment and his returns have been accepted subject to 
routine inadmissibles and there .is no information pending verification) 
on the file, all such cases should be grouped together and 25 per cent of 
such cases should be taken out for complete test-audit and the rest of the 
returns in that group should be accepted under section 143(1). 

2.15. Points to be looked into-

While scrutinising these 25 per cent cases, the minimum progmmme 
of scrutiny should include the following points-

(i) t~ reConcile the income declarf:d with the wealth in the begin· 
rung and at the end of the previous year, the expenditure in· 
curred during the year and the gifts made during the year; 

(ii) to look into the squared up accounts and any fresh cash credits; 
and 

(iii) to get a q.uantitativ~ reconciliation of the goods dealt in and 
the valuatton adopted for the opening and the closing stock. 
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We have suggested in the Chapter on Tax Evasion that every assessee 
should be required to append a certificate on the last page of the ac­
count book that no transactions have been kept outside the books and 
that the books represent a complete and correct record of all the cash: 
and credit transactions of the assessee. If such a certificate is given, the 
Incometax Officer must, after a quick test-check on the above Jines, accept 
the return of inconu:. It is not necessary for him to verify the ~ccuracy o · 
the certificate unless there is information already on record requiring 
verification. Otherwise, the books of account along with that certificate 
shonld be accepted for the purposes of assessment and, if subsequently, it 
is proved that the assessee had appended a false certificate, he conld be• 
straightway prosecuted. In those cases where accounts are not maintain­
ed the assessee should file a declaration in the following form along' with 
the return. 

"'I. certify under penalty for perjury that I have not maintained any 
books of account in respect of the sources of the income declared in this 
return and that the income declared is correct and complete to the best of 
my knowledge and belief". 

In cases where the Incoriletax Officer finds that the books of account 
are not reliable and proposes to apply section 145(2), he should do so 
after giving an opportunity to the assessee to show cause why section 145(2) 
should not be resorted to and then specifically mention that fact in the 
assessment order. We make this suggestion because many of the Cham­
bers of Commerce who sent their Memoranda to us and many of the Char­
tered Accountants who met us, complained to us that the application of 
section ·J45(2) was left largely to be inferred at the time of the appeal 
when the Incometax Officer took the defence that he resorted to that 
section, though at the time he made the assessment, this section was never 
in his mind. In fact, this has led some of the witnesses to plead that section 
145(2) should be deleted from the Incometax Act as an instrument of 
oppression. We consider that the remedy is not to delete the section but 
to streamline the procedure relating to its application. We, therefore, sug­
gest that where the accounts are fuund unreliable and resort to section 
145(2) is had, a specific finding in this regard must be given by the In­
cometax Officer. 

2.16. Cases above Rs. 50,000-

The third category which, in our view, is the most important from 
the revenue point of view and which requires detailed cent per cent 
scrutiny, are cases with incomes above Rs. 50,000. In those cases, the re­
turns of income should be ·same as prescribed for the cases between 
Rs. 10,000 and Rs. 50,000. Each one of such returns should be accompanied 
by a report of the Chartered Accountant giving briefly-

(a) the assessment history of the case; 

(b) the nature of the business; a 

L/S200ARC-3(a) 
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(c) the books of account maintained; 
(d) the documents sent along with the return of income; 
(e) the number of bank accounts maintained; 
(f) a brief explanation of the various loans and overdrafts appear-

ing in the Balance-sheet; 
(g) a brief explanation of the entries in the capital accounts; 

(h) the basis of cost allocation; and 
~i) details, where necessary, of amounts in the P&L Account, such 

as, interest payment, repairs, travelling expenses, legal ex­
penses, entertainment expenses etc. 

2.17. The Chartered Accountant should also set out the items he had 
scrutinised so that the lncometax: Officer need not waste his time in in­
vestigating the same area. 

2.18. Compulsory Audit of cases above Rs. 50,000-
Provision of such a note by a Chartered Accou11tant pre-supposes that 

every return exceeding Rs. 50,000 should be prepared by a Chartered 
Accountant and that accounts of such cases should be compulsorily audit­
ed by him. 

2.19. The Direct Taxes Administration Enquiry Committee felt that 
all cases above Rs. !:lO,OOO should be compulsorily audited in the same 
manner as the accounts of compan:es are audited under section 227 of 
the Companies Act. •The reasons of compulsory audit as listed by that 
Committee (a decade back when that Committee made a report) are no 
less compelling today. They are-

(!) It. would act as a deterrent to evasion. 

(2) Audit of business accounts facilitates the assessing officer's work 
and would expedite disposal because he would be freed from 
checking arithmetical calculations. 

(3) The Auditor. himself would have an. opportunity of checking 
whether the items of receipts and expenditure are duly and 
properly vouched. 

(4) The Incometax Officer in the case of aud-ited accounts could 
concentrate only on the broader aspects of the determination 
of the lncometax and wealth-tax liability. 

(5) It will make for better relations between the Department and 
the assessee and also enable th'e Department to have the ad­
vantage of the services of Chartered Accountants in the commoP 
task of determining tax liability. 

2.20. The Incometax Investigation Commission also expressed itst.: 
in favour of compulsory audit in large income cases .vide paragraph 2(')5 
of the Incometax Investigation Commission's Report . 

• 
•Para 7 • 37, pagel58 of the Report oft he Direct Taxes Administration Enquiry Committee. 
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2.21. One of the objections to compulsory audit raised before the 
Direct Taxes Administration Enquiry Committee was that the number of 
Chartered Accountants in India was not adequate to permit introduction 
of compulsory audit in regard to cases above Rs. 50,000 but today the 
number of practising "Chartered Accountants is nearly 5,000 and '1\ith 
fresh candidates passing every year, the position will be much easier in 
future. In fact, compulsory audit might encourage younger Chartered Ac· 
countants to take to tax practice and it will equally be helpful to the tax 
payers and the Department. We would, therefore, strongly recommend 
that cases with income over Rs. 50,000 must be compulsorily audited by 
Chartered Accountants. 

2.22. Scrutiny in cases where certificates of Chartered Accountants 
are given-

After the receipt of the return, the Inspector or the Incometax Offi­
cer should scrutinis~ the return with reference to the earlier years' records 
and first prepare the broad points on which further examination would 
be necessary. The cases woUild then be put for hearing and as far as pos­
sible, a full and comprehensive examination to the extent necessary 
should be completed within the _first two or three hearings. If on such 
exallllination, the Incometax Officer finds that the case is one in which a 
detailed probe would be necessary because of suspicion of tax evasion and 
concealment, he should immediately move the Commissioner of Jncometax 
to transfer the file to the Central Commissioner of Incometax having the 
jurisdiction over the· area. 

In regard to all the other cases, efforts should be made, as far as pos­
sible, to have agreed assessments by discussion with the assessees' represen­
tath·es and the Incometax Officer. If on auy partiaular point agreement 
is not reached bet~een the two, the assessees' representatives should then 
be asked to meet the Inspecting Assistant Commissioner who may holcl a 
tripartite discussion with the Incometax Officer and the assessee's repre­
sentative. We find that this system is now satisfactorily working in some 
of the Central Circle charges and also in Group charges. There is no reason 
why this should not be adopted as a rule in all cases of income over 
Rs. 50,000 and involving disputed items. 

To enable the Inspecting Assistant Commissioner to participate in 
such discus8ions and giVI! directions regarding determination of income<, 
we suggest that in all cases where income returned is Rs. 50,000 or more, 
concurrent assessment jurisdiction may be vested in the Inspecting Assist­
ant Commissioner al~o. 

2.23. Assessment by Inspecting Assistant Commissioner-
The cases which involve complicated legal points or wide ramifica­

tions should be dealt with by the Inspecting Assistant Commissioner him­
seH who would pass assessment orders and appeals against such 
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assessment ,;.ourd lie to the Commissioner or Incomctax. l'rovlslons 
already exist in Section 125 of the Incometax Act to enable adoption of 
this procedure. The Inspecting Assistant Commissioners a;e not at pre- · 
sent making assessments themselves although the Act provides such func­
tions for them. We find that with the gradual expansion of the Depart­
ment the senior officers have all been promoted as Assistant Commis­
sioners and the Incometax Officers in the field. do not have sufficient ex­
perience and breadth of vision necessary· for handling important cases. 
It is, therefore, necessary that increasing use· should be made of the scr~ 
vices of the Inspecting Assistant Commissioner for making assessments in 
big cases. 

- 2.24. The steps detailed by us above for the broad categorisation of 
all existing assessees and application of different degrees and extent of 
scrutiny depending upon the importance of the cases would enable ~e 
Department, in our view, to clear all arrears and at the same time con­
centrate its attention on revenue yielding cases. In our view, the effective 
numb"r of revenue yielding assessments with which the Department 
should be really concerned does not exceed 5 lakhs today and if of the 
present strength of 1, 700 officers, 200 officers are taken off to attend to 
the disposal-of small income cases in the manner set o11.t above, about 1,500 
officers can be fully employed on these 5 1akhs cases and the average num­
ber of cases to be disposed of by an officer would come to less than 400. 
There would, thus, be no need at all to incur further cost of expanding 
the Department at the assessment level. 

2.25. Many of the Incometax Officers represented to us that one of 
· the prime causes for delay in assessments was the frequent adjourn­
ments asked for by the assessees' representatives, with the result that they 
were unable to stick to their plan of disposals. This was also the reason 
why they were compelled to post twice the number of cases they would 
be able to dispose in a day, so that even if in 50 per cent of the cases ad• 
journments are asked for, they would be able to attend to the rest of the 
cases posted for the day. 

Whei?- we met some of the Chartered Accountants and other reprcsen­
~atives, they countered this by saying that it was the Incometax Officer 
who was generally unprepared with the case and even though the repre­
sentatives were ready with all the points, the first hearing was confined to 
getting a broad picture of the past assessment history of the case which 
the Income tax Officer could have very well obtained by a_ prior study of 
the records, Their general complaint was that by such haphazard postings 
of the cases and general unpreparedness at the time of the hearing, their 
plan of the work got upset and that there should be a limitation to the 
number of times account books were called for and examined. In this con­
nection, a suggestion was made to us that a provision should be made in 
the lncometax Act on the lines of section 7605(b) of the Internal Revenue 

~ 
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Code of 1954 of the United States of America, reproduced' below, which 
limits the number of times the account books could be called for and 
examined-

"(b) Restrictions on Examination of. Taxpayers-No taxpayer shall 
be subjected to unnecessary examination or investigations, and 
only one inspection of a taxpayer's books of account shall be 
made for each taxable year unless the taxpayer requests other­
wise or unless the Secretary or his delegate, after investigation, 
notifies the taxpayer in writing that an additional inspection 
is necessary." 

2.26. Proceedings for salary cases-

For salary cases, the receipt of the return need not be awaited for 
completion of assessment. Under section 206 of the Incometax Act, the 
employers should file a consolidated list showing the details of salaries 
paid and tax deducted in the case of every employee under Lhem. This 
consolidated statement is due to be received in the Incometax Office before 
the 30th of April, every year. During the months of May and June, these 
returns should be scrutinised and if the tax deducted• at source is correct 
on the basis of the information furnished in the various columns in the 
return, the assessment should be deemed to have been completed on such 
scnJtiny. It may, however, happen that in several cases the employees may 
have paid by way of deduction at source more than what is due from him 
and in other cases the employee may have source of income other than 
salary in which case further tax would• be payable by him. 

In the first type of cases, the excess deduction would occur mainly 
because the employer would not take into account, for purposes of work­
ing out the tax to be deducted at source, items such as, entertainment ex­
penditure admissible, maintenance of motor car, purchase of books and 
any other expenditure incurred wholly, exclusively and necessarily for 
the purpose of the employment. The present practice is that only. Life 
Insurance premia and provident fund payments are given credit to when 
working out the tax deductible at source. This results in the employee 
having to make a return of income for getting his total income assessed 
properly and waiting at the Incometax Officer's doors for the refund of 
the tax excess paid. Such cases involve infructuous work of the Depart­
ment and at the same time inconvenience to such assessees. 

We, ·therefore, suggest that it should be prescribed in the rules that 
the employers should also take into account all the expenditure admis­
sible under section 16 of the Incometax Act while calculating the tax to _ 
be deducted at source. This would obviate the nece~~ity of deducting a 
higher tax and making a refund later. 

As regards cases where an employee has other sources of income than 
salary, we suggest that in such cases a declaration should be obtained by 



2(i 

the employer from the employee regarding the income derived from sour­
ces other than salary with particulars of such income. The employer 
should take that income into account for purposes of calculating the rate 
of tax applicable on the salary income and show in a separate column to 
be provided for, in Form No. 24, such income which has been taken into 
account for purposes of working out the rate. While scrutinising the 
statement in Form No. 24, the Assistant in the Assessment Cell to whicll 
this task is entrusted, will take out an extract of such cases and then 
watch the receipt of the returns for assessment. If no returns are 1·eceived, 
after the expiry of the due date, an exparte assessment may be made if 
such incomes were assessed in earlier years also and no wide fluctuations 
have been shown in Form No. 24. Where a fresh source is shown, in such 
cases, a notice under section 139(2) may be issued and asse:~sment com­
pleted after enquiry. 

2.27. Case study to find out pattern of adjournments-

As each side held strongly that the other was responsible for the de­
lays caused by adjournments, we conducted a case study on the random 
sampling basis in Company, Business, Salary and Central Circles in five 
different charges, viz., Bombay, Delhi, Patiala, Madras and Kerala. The 
result of the study is tabulated in Annexure 5. It will be seen therefrom 
that the total number of adjournments granted by the Incoruetax Officer 
on his own i.e. without request from the assessee is much higher than the 
total number of adjournments asked for by the assessees in all these 
charges. Of the several categories of Circles stated by us, in business cases 
the adjournments granted by the Incometax Officers against the adjourn­
ments asked for by the assessees have been the highest. In Company 
Circles, the highest number of adjournments granted by the Incometax 
Officers relates to Bombay charge where the total n~mber of adjourn· 
ments granted by the Incometax Officers in 90 cases selected by us was 
147 and the total number of adjournments sought for by the assessees was 
only 25. When projecting the picture on all-India scale, the total number 
of adjournments granted by the Incometax Officers on their own and the 
total number of adjournments sought for by the assessees works out as 
under-

TABLE 3 

N~. Of oases Total No. No. of Total No. Average studied of adjourn- adjourn- of adjourn- of 
ments menta menta adjourn-

' granted by ·granted sought menta 
the Incomets:.: by the by tho by the 

Officer Incometa.x assessee assessee 
Officer per case 

peroase 

1130 '1074 0•95 361 0·32 
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2.28. Reasons for frequent adjoumments by Incometax Officers-

It is, therefore, clear that there is a good deal of justification for the 
complaints made by Chartered Accountants and other assessees' represen­
tatives that one contributory cause for the delay in disposal is the nnmbcr 
of times the cases are adjourned and accounts called for by the Incometax 
Officers. In the absence of details of notes of examination in· many of the 
files we had studied, it is not poss;b]e for us to gather the reasons for ad­
journing the cases by the Incometax Officers. One might be able to jmtify 
to a certain extent examination of accounts being conducted from day to 
day where detailed investigations are found necessary, but in many of the 
files we have studied, we found that cases involved simple traders acwunts, 
and the cases were being adjourned from time to time, finally to accept 
the return of income with routine inadmissibles. The reasons fm· frequent 
adjournments by the Incometax Officers appear to. us to be-

( a) posting more cases than could be d·isposed of by examination 
· on a single day. 

(b) lack of prior study and scrutiny of the return and the assess-
ment records. · 

(c) non:furnishing of explanatory material in support of the re­
turn of income by t'he assessee or his representatives. 

(d) absence of complete records relating to the past assessments on 
the date the case is posted for hearing. 

In almost all the cases we have studied the first notice for hearing 
under section 143(2) is put up by the U.D.C. in charge of the assessment 
file giving both the date and the time. Though the time is staggered giv­
ing about half an hour per case, the total number of cases, posted for a 
single day rough! y comes to I 0 to I 5 cases in the average business circle. 
Naturally, when all the assessees turn up on that particular day, the 
Incometax Officer is unable to cope with the work on hand and has to 
adjourn some cases. 

Secondly, part-heard cases have .also to be posted often to suit the 
convenience of the Chartered Accountants and the assessees. Vl7hen these 
cases come up, the regular cases pos~ed for the day have to be adjourned .. 
One cannot avoid part-heard cases coming in between the regular cases 
but one can avoid the overcrowding of cases and consequent adjournment 
by the I.T.O. himself making a preliminary study of the return with a 
view .!O finding out whether the cases should be posted for hearing or 
whether the hearing could be avoided by getting a clarification through 
post or whether ·the return could be accepted straightaway. In onder to en­
force thiS effectively, the Incometax Officer should prepare a weekly or 
fortnight! y list of the cases selected by him for hearing and then send i r 
to the Section for issue of notices by the Upper Division Clerk. The week­
ly or fortnightly list prepared must be exhibited on the Notice Board as 
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a cause list. This will also enable the assessees' representatives to know 
beforehand which of their cases have been posted for hearing and on 
what dates. We understand that under the functional scheme of distribu­
tion of work the notices for hearing are to be issued by the Administrative 
Incometax Officer. Here also it is very important that the AdmhJ.isU-ative 
I.T.O. does not issue notices without getting the weekly list from the 
Assessment •Branch and for this purpose all the cases in which the returns 
have been received should be sent to the Assessment Branch to be dealt 
with in the various cells as indicated in the foregoing paras of this Chap· 
ter. 

2.29. Our study has revealed that the issue of section 143(2) notice and 
in some cases 142(1) notice has been resorted to as a routine measure 
without studying the records and finding out whether a hearing is at all 
necessary. In big cases, where returns are accompanied by a number of 
statements, the Incometax Officers do not record the points on which 
clarifications are to be sought for from the assessees prior to the posting 
of the cases. A senior and a respected Chartered Accountant told us that 
in most cases at the time of the first hearing the ·Incometax Officer mere­
ly starts reading the file in the presence of the assessee or his represen­
tative and puts some general queries on the basis of assessment orders of 
earlier years and adjourns the case when he comes up against a little diffi. 
culty, which, had he studied the record earlier, would not have been felt 
by him. We cannot over-emphasise the need for prior study of ;record 
before it is decided to issue a notice under section 143(2) and when the 
notice is issued, before the bearing actually takes place. This will not only 
expedite scrutiny of accounts but it will also inspire respect in the minds 
of the assessee or his representatives for the officer in particular and ·the 
Department as a whole. 

2.30. On many occasions, the reasons for adjourning the case by the 
I.T.O. is attributable to the absence of material particulars relating to 
the return of income. For example, in the case of income arising from 
business or profession, a copy of the manufacturing account, the trading 
account and the Profit and Loss Account along with the balance-sheet 
should be filed with the return of income. In most cases when the returns 
are rushed through, to avoid payment of interest under section 139 these 
statements ~e prepared subsequently and sent only when the case is post­
ed for hearmg. Even where the statements are sent along with the returns 
of income, ~either the assessee nor his representative explains the source 
of any new mvestment or wide fluctuations in the results disclosed. When 
the case is posted for hearing to ascertain these reasons, the assessee or 
his representative does not come completely prepared and hence the case 
has to be adjourned. In se~eral cases, the information asked for by the 
Incometax Officer at the t1me of hearing is sent piece-meal with the 
result that the completion of the assessment is prolonged unnecessarily. 
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The remedy for this is that as soon as the return is received disclosing 
income from business or profession, it should be scrutill!ised to see whether 
the statements required to be sent along with it are there. If those state­
ments are missing, the return should be sent back to the assessee along witil 
the IT-105 stating that the return is invalid without the accompanying 
statements and that it silould be re-submitted with the necessary statements. 
Secondly, where tile I.T.O. wants to have a clarification on any particular 
point, such as, fall in gross profit, poor out-turn, sudden fluctuations in 
stock, doubtful items in sundry debtors ot: new credits, he should list these 
po,ints in a sheet annexed to tile notice under section 143(2) calling upon 
the assessee or his representative to come prepared with the \information 
required on these points. 

2.3L Reco1·ds held up with higher authorities-
In several instances, we found that the cases had to be adjourned 

because the prior records were not available 01~ the day of the hearing. The 
reasons for non-availability of the records are many-the records may have 
been called for by the Appellate Assistant Commissioner to dispose of a 
pending appeal or it may have gone to the CIT's office in connection with 
a revision application or it may have gone up to the Appellate Tribunal or 
it may have gone up to the Inspecting Assistant Commissioner for examina­
tion of any particular point or if may have been locked up with the external 
or internal audit parties. 

We understand that unless an Incometax Officer has intimated his 
desire to be heard in response to the notice issued in form I.T. 59 from 
the Appellate Asstt_ Commissioner's office, the date of the hearing of case 
by the Appellate Assistant Commissioner is not known to the Incometax 
Officer. It is only a day or two prior to the date of hearing that a demand 
comes from the Appellate Assistant Commissioner's office for records. 
Thus, naturally the Incometax Officer cannot anticipate the non-avail­
ability of records by being called for by the Appellate Assistant Commis­
sioner at the time he posts the case for hearing. In order to obviate this 
difficulty, we suggest that the Appellate Assistant Commissioners should 
send a fortnightly list of cases posted by them fo11 hearing to the Incometax 
Officers concerned, so that they may refrain from posting the cases for exa­
mination on those dates. 

So far as the records required by the. Commissioner or the Appellate 
Tribunal are concerned, they are far and few and not much dislocation has 
occurred in regard to the I.T.Os. programme of work. In regard to audit, 
the statutory audit parties give a month's notice of the cases required by 
them for audit and since the audit parties have the custody of the file; only 
for a week or about I 0 days, this also cannot be said to be a hindrance in 
posting of cases and their disposals. 

2.32. Need for better arrangement for custody of records-
Apart from this, in many cases, arrangement for custody of records is 

so poor that the clerk concerned is not able to trace the old files and put 
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them up at the time of hearing. The remedy, that lies here is in providing 
for adequate arrangements for methodical and systematic filing of case files 
with a clear and correct ~ord of movement of such files under the overall 
supervision, of a Record Supervisor. It is hoped that with the introduction 

·of the functional scheme and provision of a separate record room, the 
situation will improve. A physical inventory of the records with reference 
to the Index Register should be taken every six montlu and a certificate 
should be given by the Record Supervisor to the Incometax Officer that no 
case in the Index Regi_,ter is missing and no folder in any of the assessment 
records is missing. Where there are confidential folders in any assessment 
records, they should be separately taken out and kept with the Incometax 
Officer with a note to this effect in the miscellaneous record. For this pur· 
pose, the Government should make arrangements for adequate steel cup· 
boards and steel racks and any expenditure incurred .in this connection 
should be regarded as _a necessary expenditure because the preservation of 

· the assessee's files is the first requisite for achieving effiCiency in a Revenue 
Department. 

2.33. Other factors impeding speedy disposal and suggestion to tackle 
them-

Other factors which impede speedy disposal of assessments and the 
steps necessary to remove some impediments are discussed in the following 
paragraphs. 

2.34. Provisions of S. 139 to be amended to prescribe 30th June for all 
case.~ except companies and modification of S. 139(8)-

Assessments can be posted for hearing only after the returns are receiv­
ed. Under section 139(1) of the Incometax Act, 1961 it has been statutorily 
provided that all assessees other than those having income from business 
or profession should file their returns by the 30th June of the assessment 
year and in the case of assessees having income from business or profession, 
the returns should be filed on the 30th June or on the expiry of six months 
from the date of the end of the previous year whichever is later. In certain 
lases the due date prescribed is 31st of December. Failure to file the return 
will entail payment of penal interest at the rate of 9 per cent p.a. The rate 
of 9 per cent was fixed ouly recently under the provisions of Taxation 
Laws (Amendment) Act of 1967. Prior to that, the rate was only 6 per cent. 
This interest is chargeable only with effect from 1st of October in those 
cases of default where the prescribed due date is 30th June, and from·Ist 
of January where extension of time is· given upto 31st December. Under 
section 140-A of the Incometax Act, every assessee has to pay tax within 
30 days of the filing of the return if the tax payable by him on the basis of 
the return exceeds Rs. 500. Because of thi_s liability to pay tax, most of the 
assessees have been asking for time for furnishing returns till 30th of Sep­
tember or 31st of December as a routine measure and in many cases even 
after these 'dates because the interest payable by them on the tax conse­
quently withheld, is l~ss than the interest gained by them by utilising the 
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money in their business. Further, under section I 39(8), the Income tax 
Officer has been given power to waive or reduce the interest payable on 
delayed returns. Under a recent Supreme Court ruling, even in cases where 
the Incometax Officer fails to levy interest, may be by oversight, the legal 
inference is that he has considered the matter and waived the levy of 
interest so that action to demand interest by a rectification order under 
section 154 does not lie. The result is that: 

(a) in spite of the statutory time limit for filing of the returns, the 
assessees in majority of cases, particularly .jn high income cases, 
do not submit the returns on the due dates and apply for ad­
journments in .a routine manner; 

(b) the petitions for adjournments in form 6 flood the Incometax 
Department in the last week of June and in many cases last week 
of September. It is in the month of June that the officers and the 
staff generally take leave and these petitions remain unattended 
to so that. the assessees do not get intimation whether the exten­
sion of time applied for by them has been granted or not. Where 
intimations are not sent, the assessees have a right to argue that 
the extensions have been granted automatically.; and 

(c) the penal interest clause is rarely applied, particularly after the 
introduction of section 139(8). 

Having regard to these, we recommend that section 139 should be 
amended to provide that returns in all cases should be filed by the 30th 
June of the assessment year. The alternative given viz. six months after the 
end of the previous yean should be removed. In the case of companies it may 
be provided that the 30th September should be the last date. 

Interest should be charged from the expiry of the due date even where 
permission is given for filing returns after this date, and the interest should 
be 12 per .cent and not 9 per cent. Where the Incometax Officer waives or 
reduces interest under section 139(8), a specific note to this effect should be 
made and for this purpose we would suggest amending S. 139(8) for insert­
ing the words "for reasons recorded in writing" after the words ·~uce or 
waive". 

2.35. Under section 153 of the Incometax Act, the limit for completing 
an assessment is four years from the end of the assessment year. Because of 
the availability of four year~ to complete an assessment, a tendency has 
developed on the parts of many Incometax Officers to postpone assessment 
particularly in revenue yielding and. other complic'!ted cases till the time: 
bar date is reached and ~hen complete the assessment hurriedly by the end 
of th'e fourth year by makfng ad-hoc additions. in the hope that if the 
assessee appeals, the assessment would get set-aside, so that the Incometax 
Officer would get an unlimited lease of time to complete the assessmelll 
afresh. Our study has revealed that in most of the Central Circles and in 
many of the business circles a good portion of the assessments completed is 
unjustifiably dragged on till the end of the four-year time limit. 
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2.36. All the non-official witnesses who wrote to us and appeared before 
us have strongly represented against this tendency among the Incometax 
Officers and have requested us to consider whether this time limit should 
not be reduced to two years. Such a reduction, they argue, will be beneficial 
both to the Department and to the assessee, by reducing the arrears in the 
case of the former and minimising the harassment in the case of the latter. 
The time limit of four years was introduced by the Indian Income Tax 
Amendment Act, 1939, on the recommendation of the lncometax Enquiry 
Committee, which felt that the powers vested in the Incometax Officers 
were insufficient to deal with a dishonest assessee. After 1939, and parti­
cularly after· the consideration of the recommendations of the Incometax 
Inv~stigation Commission, Taxation Enquiry Commission and the Direct 
Taxes Administration Enquiry Committee, a vast array of powers has been 
given to the lncometax Officers including power to search and seize, power 
to reopen assessments upto 16 years, where big concealments are involved, 
calling for returns of total wealth and calling for 'lliverse information under ~ 

the provisions of Sections 133, 133A, 134, 142 and 143. Further, the Income­
tax Department has developed to a good degree, skill and expertise in 
tracking concealments and has also set up agencies like Directorate of 
Intelligence and Investigation for this purpose. Therefore.. it does not 
appear to be necessary any longer to hang on for a period of four years for 
completing the assessment in the original proceedings. We have already 
recommened in the Chapter V relating to tax evasion that where the 
preliminary scrutiny reveals that the case is one to be investigated thorough­
ly by the Central Charge, it shoould be transferred there. All such cases 
will normally be covered by section 153(b) and therefore the eight-year 
rime limit for completion of assessment will be available to those cases. 
In the rest of the cases i.e. in the cases of normal assessments, the Income. 
tax Officer should not require more than two years to complete the assess­
ment. However, we do not recommend a reduction from four to t'Wo years 
immediately as that would dislocate the work in many of the arrear cases 
but we suggest that the time limit may first be reduced to three years and 
after a couple of years, it may be reduced to two years. Section 153(l)(a) 
should be amended accordingly. 

2.37. Practice of sending return forms to assessees to stop-

Under the Incometax Act, 1961, all assessees have to file their returns 
of income voluntarily under section 139(1). There is, however, a provision 
under section 1~(2) which authorises the Incometax Officer to issue notice 
to any person who in the Incometax Officer's opinion is assessable under 
the Act, requiring him to furnish within 30 days from the dat~ of notice, 
the return of income. The real purpose of this provision is to enal:>le the 
Incometax Officer to compel those persons who have not complied with the 
provisions of section 139(1) to make the return of income. By issuing such 
a notice to assessee, the Incometax Officer gets powers to make a best ju'dg­
ment assessment under section 144 with consequential penal action. Thus, 
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the main purpose of this section is limited. However, pursuant to an assur­
ance given by the Finance Minister to the Lok Sabha at the time the 1961 
act was passed, the Department continues the practice of sending the forms 
of returns of income to all the existing assessees. The result is that-

( a) if the Department is unable to supply the form in time, either 
on account of inadequacy of staff or non-receipt of printed forms, 
the ass~ssees get an automatic extension of time, and 

(b) even in small cases, assessments had to be kept pending till 
returns are received. 

2.38. The practice of sending returns to assessees was adopted at a time 
(in 1939) when the provisions of voluntary submission of returns were newly 
introduced and till the assessees became familiar with these provisions, it 
was necessary to help them by sending forms of returns of income for being 
filled up. It is now three decades since the practice started and every 
assessee is now aware of his primary obligation in the matter of filing the 
returns. If it is inteni!ed to remind assessees of this annual obligation, the 
proper way would be to advertise through the local press, cinema slides, 
over the All India Radio and the Television about the due date of filing 
the return, explaining to them the consequences of failure to observe these 
provisions. We, therefore, suggest that the practice of sending Incometax 
return forms to the assessees should be stopped and the assessees must be 
left to file their returns on their own, on the due date. In order to enable 
ITOs to complete assessments exparte in cases where voluntary 'l!eturns are 
not received i.n the case of existing assessees, Section 144 should be suitably 
amended to provide foil exparte assessments even for failure to file returns 
voluntarily and thereby committing defaults in complying with the provi­
sions of Section 139(1). 

2.39. Section 143(1) to be amended to enable ITO to accept returns 
after making routine inadmissibles-

Another cause for delay in completing the assessment is the necessity 
to issue notices under Section 143(2) to the assessees even in cases where 
small inadmissibles have to be added back, because under the provisions of 
Section 143(1), the returns can be accepted only if they are correct and 
complete in all respects. In order to enable the Incometax Officer to com­
plete assessments by adding back routine inadmissibles, Section 143(1) 
should be amended suitably, so as to enable the Incometax Officers to accept 
all such returns without the need to post the case for a hearing. 

2.40. Time limit to be prescribed for reassessments 'under Section 146 
and pursuant to appellate decisions- · 

Under the provisions of the law [Section 153(3)], no time limit is pres­
cribed for completing an assessment reopened under section 146 or to give 
effect to directions by appellate authorities under sections,250, 254, 260, 262, 
263 or 264. It has been represented to us that, in the absence of. a .statutory . 
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time limit, the Incometax Officers do not feel compelled to complete these 
proceedings, the result being an increase in the pendency of such cases. 
There is a good deal of force in this contention and we accordingly l-ecom­
mend that a suitable time limit, not exceeding two years should be laid 
down in the Act, preferably one year in the cases covered by section 153(3) 
(i) and (ii). 

2.41. Simplification of registration procedure for firms-
In cases of firms which apply for registrations for the first time, the 

assessments get delayed till the-lncometax Officer completes his investiga­
tion about the genuineness of the firm and about the compliance of the 
procedural and legal requirements relating to registration. The registration 
proceedings are treated as separate proceedings from assessment proceedings 
and till the registration proceedings are completed, the assessment proceed­
ings are not taken up hy the Incometax Officer. '\Ve have recommended in 
Chapter V that all firms constituted under a deed ofpartnership and regis­
tered with the Registrar of Firms should be regarded as registered firms and 
that no separate proceedings for getting registration under the Incometax 
Act are necessary. If that suggestion is implemented, it would help to 
expedite asses~ments of firms. 

2.42. Section 141 relating to provisional assessment to be deleted­
When returns are received, under section 141, the I.T.O. is required 

to make a provisional assessment. This provisional assessment is made after 
scrutiny of the returns and the documents and takes a certain amount of 
time of the Incometax Officer for completing the scrutiny, issuing the 
demand notice and chalans. We have recommended in Chapter III that 
every assessee shpuld be required to pay tax on the self-assessment basis. 
This would obviate the need to make provisional assessments. We, there­
fore, suggest that the provi~ion of section 111 should be deleted and this 
would save the time of the Incometax Officer now spent on completing 
provisional assessment so that he could devote his attention to the regular 

_ assessment proceedings. 

2.43. Concurrent jurisdiction to be vested in more than one ITO. 
Transfers of ITOs to be restricted-

Frequent changes of jurisdiction and frequent transfers are again 
factors which dislocate assessment proceedings and cause delay in comple­
tion of assessments. The Finance Act of 1967 has· provided for concurrent 
jurisdiction being given to more than one Incometax Officer. We consider 
that this provision should be used to confei' concurrent jurisdiction to all 
lncometax Officers wo~king in a particular circle or a Group so that if any 
Incometax Officer is absent on leave or is transferred, any of his other 
colleagues may take it up and complete the assessments. Secondly, normally 
no Incometax Officer should be tr-ansferred from a charge unless he has 
rompleted at least _five years in that particular Circle. When an Incometax 
Officer is posted to take charge of a Circle, it takes two years for him to 
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familiarise himself with all the cases in the Circle. It is only in the third 
year that the officer acquires the necessary knowledge and proficiency to 
tackle the cases with speed and if any Incometax Officer is transferred in 
the third year, naturally the experience he has gained in that Circle is 
lost and the new officer has to start all over again. 

2.44. Procedure when a case is transferred-

When a case is transferred from one officer to another, the officer from 
whom the case is transferred should set out i,n the order-sheet the list of. 
points on· which he has completc:d the examination of accounts with the 
results of such examination and also the outstanding points on which he 
considers further scrutiny necessary; this will save the time of the successor 
I.T.O., and harassment to assessees. 

2.45 .. Time-limit for penalty to run from the end of the assessment 
year-

Under the provisions of section 271, penalty proceedings have to be 
completed within two years from the date on which the assessment proceed­
ings were completed. This means that the Incometax Officer must keep a 
constant watch of this date and must take up the penalty proceedings in 
the midst of his other regular assessment work with a view to avoiding the 
time-bar. We h11.ve recommended in Chapter VI that the time limits in the 
Incometax Act should be uniform so as to operate from the last day of the 
assessment year concerned. We recommend that section 271 should be 
amended so as to provide that the time limit for penalty proceedings should 
be two years from the end of the assessment year in which the assessment 
was completed. 

2:46. Time lag in posting cases for hearing to be reduced-

It will be seen from Annexure 5 that considerable delay occurs between 
the date of filing the return of income and the date on which the case is 
f1rst posted for hearing. For 'example, in Bombay Central Circles, the time 
lag is more than 7 months. Even in Private Salary Circles the time lag is 
more than 16 months. Similarly, in Delhi, in Central Circles, the time lag 
is 9 months and more, in Company Circles 7 months and more and in 
.Business Circles IO·months and more. To minimise this delay, we suggest 
that the assessing officen or in the case of functional circles, the assessmen~ 
branch should decide within a month of receipt of .the return the cases 
which are required to be posted for hearing and such cases should be posted 
for hearing within at least two months from the date of the receipt of the 
return. Since we have recommended selective-test-check for returns of 
incomes between Rs. 10,000 and Rs. 50,000 such a posting should not prove 
any difficulty_ in those cases. In bigger cases exceeding Rs. 50,000 their 
number will be few in each Circle and there also we do not anticipate any 
difficulty. Further, spfficient number of officers will be available if our other 

' proposals are given· effect to deal with higher income cases and cases for 
test check. 

L/S200ARC-,--4 
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2.47. Time lag between date af last · heanng and assessment to be 
reduced-

The sanie Annexure discloses that considerable delay occurs between 
the date of the final hearing and the date on which the assessment or'der is 
passed. We do not see any justification for postponing the issue of the 
assessment order after the last hearing is held. In fact by delaying the 
assessment order, the Income tax Officer is like! y to lose sight of the impor­
tant points in the case. We,. therefore, suggest that the Depal'tment should, 
either by inserting an appropriate rule in the Incometax Rules or by i&Suing 
approp1,iate instructions, require every I.T .0. to pass the assessment order 
within a fortnight of the last hearing of the case. If, in any particular case, 
he could not do so, having regard to the complexity of the points involved, 
he should obtain the permission of the Inspecting Assistant Commissioner 
stating the time he would take for issue of the order. 

2.48. Reduction in infructuous miscellaneous work and delegation of 
certain duties to inspectors' or supervi;sors- · 

A good deal of time of the Incometax Officer is now taken up in attend­
ing to duties of a varied nature which could be profitably performed by an 
Inspector or a Supervisor. He has to send a number of monthly /quarterly f 
half xearly f annual returns to the higher authorities and a host of other 
statements arising from Parliamentary Questions, Audit queries and other 

· Committees and Commissions. He has also to maintain very many registers 
which he is expected to scrutinise personally. We are suggesting in Chapter 
IV the discontinuance of at least 12 of these registers and 34 of the state­
ments prescribed. We have also suggeste'd steps to eliminate infructuous 
work. These would certainly save much of the time of the Incometax 
Officer. Apart from this, the responsibility of sending the other reports, and 
maintaining the registers should be that of the Administrative Incometax 
Officer in functional Circles and in non-functional Circles of the Inspector 
attaclied to the I.T.O. Where there is no Inspector, the Supervisor should 
be in cliarge of this work. These officials should sign these statements and 
they should be responsible for the accuracy of the figures stated therein. 

2.49. At present, there are 4.21 lakhs cases borne on the registers of the 
Incometax Department which do not yield any revenue whatsoever, coming 
as they do under the category of 'N.A.' (No assessment) cases. These are the 
cases which are carried in the registers frdm year to year and merely inflate 
the figures of assessment pendency. The only help they render to the 
Incometax Officer is that they enable him to include them for his disposals 
when he closes one such case as "N.A.". As the percentage of.such N.A. cases­
to total number of cases disposed of is nearly 16, vide Annexure 6, we sug­
gest that a review should be taken inunediately to find out as to how many 
of these cases could be retained from the point of view of the potential reve­
nue they may yield. All the cases which have been closed 'N.A.' for the past 
three years should be removed from the register unless there is' any informa­
tion on record that they are likely to have taxable revenue or unless there. 
arc any proceedings pending in respect of these cases. 
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· 2.50., ArteariPOf assessments in ·other ·diied taxes-
The litreai's' ofassessments·iin other DirecrTaxe$. are indicated below.o..,-

1965-66 1966-67 

Total Cases Percentage Pending Total Cases Percentage Pending 
No. of dis- of cases No. of dis- of oases 
oaees posed dispoaal oaees posed dispose! 

for of for of 
disposal dispose! 

Wealth Tax 1,34,800 80,733 59·9 54,067 1,61,927 87,695 54·2 74,232 

E•tateDuty 27,141 18,101 66·7 9,040 28,717 18,919 65·7 9,798 

Gift Tax ... .. 26,461 19,521 73·8 6,940 22,442 15,570 69·37 6,872 

It will be seen from the above figures thjlt except in Wealth Tax the 
percentage of disposal in Estate Duty and Gift Tax is not unsatisfactory 
particularly considering that in Estate Duty the main reason for pendency 
is disputed valuations. If, therefore, the difficulties regarding valuation are 
resolved, there could be quicker pace of disposals in Estate Duty. . . 

Problems relating to valuation are more acute in regard to unquoted 
shares. In this regard, the .Board have recently issued rules· for valuation 
of unquoted shares vide rules Nos .. 2A to 2G. There is no specific provision 
in the Estate Duty Act authorising the Board to make rules for the valua­
tion of assets although the general power is there to make rules for the 
purpose of the carrying out of the Act. It would be desirable to notify under 
the Estate Duty, rules for valuation of wiquoted shares in companies on the 
lines of the rules recently notified for the purpose of the Wealth Tax Act. 
lf.it is considered that this is not permissible under the Estate Duty law as 
it stands today, the Law may be amended to provide specific powers in tliis 
behalf. Under the Estate Duty law, a special method of valuation has been 
specified in the case of shares held by the deceased in .a company controlled 
by him. The value of such shares is to be ascertained on the basis of the 
value of the net assets of the company and not on the basis of sale of such 
shares in the open market on the date of the death of the deceased. In such 
case, therefore, the valuation has to be made only on the basis of the net 
assets and not under any other method. Subject to this exception, it will be 
desirable to secure uniformity in valuation of assets as between the Wealth 
Tax and the Estate Duty Acts. 

As regards the Wealth Tax, the percentage of disposal is much less than 
in the Estate Duty and Gift Tax Acts. The reason for this, apparently, is 
that these assessments are kept pending till the incometax assessments of 
the same assesse.e are completed. With the speedy disposal of incometax 
assessments by adopting the steps suggested by us, we hope. that the pen­
dency in wealth tax will go down. 

L]S200ARC-4(a) 
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Further, if the Government were to accept the suggestion for an inte­
grated tax return which we have made in Chapter VI, the Wealth Tax and 
Gift Tax assessments will be completed simultaneously with the incometax 
assessments and the problem of arrears will gra·dually disappear. 



CHAPTER III 

PROBLEM OF ARREARS OF TAXES 



CHAPTER Il1 

PROBLEM OF ARREARS OF TAXES 
ll.l. General-
It 'is a perfect tax system which leaves no arrears at the end of the tax 

yeat·. This is an ideal which is never to be reached particularly in a demo· 
cratic set-up giving full rights to citizens to challenge the application of fiscal 
laws by the executive. Even an honest, law-abiding and tax conscious citizen 
has his differences with the Tax Department regarding his liability and he 
would feel justified in holding back the amount of tax referable to the 
disputed additions till he gets a hearing from the appellate authorities. If 
this is the only reason for arrears, there should be really no cause for any 
complaint. 

3.2. Progressive increase in tax arrears-
However, on 30·6·66, arrears covered by such tlisputed amounts for 

which stay orders have been obtained, amounted to only Rs. 37 crores, out 
of .the total arrears of nearly Rs. 380 crores. Not only this, there has been a 
continuous i,ncrease in the amounts shown as arrears from year to year as 
the following figures for the past five years would show:-

TABLE 5 
--------------------------------------------------Year 

Year ending 31st March, 1963 
Year ending 31st March, 1964 
Year ending 31st lllaroh, 1965 
Year ending 31st March, 1966 
Year ending 31st lllaroh, 1967 

Amount of arrears of tax 
(Rupees in orores) 

Rs. 
270·71 
277·76 
341·70 
398·61 
541·71 (Provisional) 

As remarked by the Direct Taxes Administration Enquiry Committee, 
such continuous increase "apart from the adverse effect it has on the morale . 
of both the Administration and the tax payers", has "serious unhappy 
economic significance"'. It is not as if the Paliament and the Department 
are unaware of the growing problem of arrears. In fact, no~ a single 
Session in the Parliament has been without a question on the ~xtent of 
incometax arrears thereby reflecting the concern of the Members of our 
Parliament over this issu~. In the Incometax Act, 1961, several powers have 
been vested in the Incometax Officers to collect tax and recover arrears. 
Under the provisions of the Incometax Act, collection can be effected at 
the pre-assessment stage in four ways-

(i) by deduction at source from certain payments like salary, interest 
on securities and dividends; 

'·Page 5: Para 5·2 of the Report of the DireCt Taxes Administration Enquiry Committee 
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(ii) by demanding advance tax in respect of items not covered by (i) 
above; 

(iii) by self-assessment within 30 days of making the Incometax return 
where the net tax payable exceeds Rs. 500; and 

(iv) provisional assessment on submission of the return. 

Norm.ally, if there is a perfect compliance with these provisions, the net 
tax payable should be negligible and should relate only to-

(a) amounts not disclosed by the Incometax assessees and discovered 
by the Incometax Officer; 

(b) amounts with respect to which an honest difference of opinion is 
held by the assessee and the Incometax Officer relating to their 
liability; and 

(c) cases where the self-assessment tax is less than Rs. 500. 

3.3. Analysis of arrears-
Analysing the collections made during the year 1965-66, out of Rs. 537.17 

crores, the amounts collected at the pre-assessment stages are as follows--

By way of deduction at source 
By way of advance ta:s: 
By way of self-assessment 
By way of provisional a.ssessment 

TABLE 6 

Total 

(Rupees in ororea) 

Ra. 
90·99 

209·32 
46·19 
30·28 

376·78 

Thus, only Rs. -160.39 crores were collected after completing the assess­
ments and out of !!rrears of past years relating to such completed assessments. 
Arrears of past years and net tax payable on completion of current assess­
ments should be much less if the provisions relating to deduction of tax at 
source, self-assessment, advance tax and provisional tax had been effectively 
enforced by the Department and fully complied with by the assessees. 

3.4. Deduction at source-
Taking the provisions relating to the deduction of tax at sourc~, the 

biggest "items of· income from which taxes are statutorily deductible at 
source are dividends and salaries. The Public Accounts' Committee found 
that even though the Incometax Act provides for adequate regulations and 
checks to watch that all employers deduct tax at source from salaries and 
pay the amount so deducted promptly to the treasury, there has been 
generally a failure to comply with these provisions. On a test check of a 
few circles in 1963 and 1964, it was noticed by the Audit that in 464 cases, 
there was a short deduction of tax of Rs. 2,84,740, in 413 cases tax deducted 
at source to the extent of Rs. 35,26,000 had not been remitted to the 
tre~ury in time and in 76 cases there was a total failure to remit tax by the 
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employers. Again, it was noticed that the obligation to furnish monthly 
and annual returns to the Incometax Officer has been honoured more in 
the breach than iti. observance. This shows that the provisions relating to 
the deduction of tax at source have, in many cases, not been properly com­
plied with and the Department also does not have adequate machinery to 
enforce compliance. 

3.5. In order to ensure proper compliance with the provisions relating 
to tax deducted at source, we suggest that in the Collection Branch of the 
f';'llctional office, one more Accounts Section should be opened to be exclu­
sively in charge of watching the monthly returns in regard to tax deducted at 
source and should immediately issue reminders wherever the returns are 
delayed or wherever from the return it is seen that the tax recovered has not 
been paid into the Treasury within the due date as prescribed in the rules. 
For failure to make deductions at source and pay the amount into the trea­
sury, the penal provisions of the Act as contained in Section 201 should be 
strictly enforced, and wherever necessary, prosecution should be launched. In 
non-functional circles, a special cell should be opened for watching compli­
ance with the provisions of Sections 192 to 195. 

3.6. Advance tax-
As regards Advance Tax, no statistics are available to enable this \V'ork­

ing Group to find out :whether in all the cases in which notices have to be 
issued, they have in fact been issued from year to year. That there has been 
a failure in this regard has been noticed and commented upon in the Audit 
Reports for 1962 and 1963. In 1963 Audit Report it has been stated that a 
test audit had revealed that advance tax notices were not issued in I 767 
cases involving Rs. 3.07 crores. The Public Accounts Committee while 
examining the Audit Report of 1962 desired to be furnished with a note 
setting forth the extent to which the failure of the Incometax Department to 
make effective use of advance tax sections resulted in loss of revenue or 
accumulation of arrears and in a note submitted to the Committee the De­
partment of Revenue stated that the information was not readily available 
and that its collection would involve the examination of the individual 
assessment records of 2 lakhs assessees liable to advance tax, with reference to 
a number of years. The Committee, in the circumstances, did not press for 
the information but expressed concern that the provisions of the Incometax 
Act which provided built-in safeguards against loss of revenue and accumu­
lation of arrears, should be strictly followed by the Income tax Commissioners 
and that the Board would take a serious note of any disregard of the instruc­
tions issued by them". 

3.7. Suggestion for st1·icter compliance relating to advance tax provi• 
sions-

This reveals that the Department has not got any machinery to verify 
and check whether in all the cases in which advance tax notices are to be 
issued, they have actually been issued. This inadequacy must be immediately 

•Para 30 ofthe Sixth Report of the Poblic Accounts Committee (Third Lok Sabha). 
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remedied. For this purpose, we suggest that in the first two months of the 
financial year viz. April and May, which are the lean months for the Income­
tax Department, the Supervisor or the Inspectol"\ should first review all the 
cases where advance tax notices had to be issued and then index all those 
cases in the Demand and Collection Register maintained for posting Advance 
Tax CollectioUB (Incometax). After making entry of all such potential cases, 
a certificate should be furnished to the Incometax Officer incharge of collec­
tion in the functioual office and to the Incometax Officer of the charge in 
non-functional office, certifying that all cases where advance tax notices have 
to be issued, have been indexed. Then. only the notices for the advance tax 
should be sent out to the assessees and the dates of the issue of the notices 
should be entered in the register. When the notices are served and acknow­
ledgements are received, the dates of receipt of the notices as per the ack­
nowledgements slips should also be entered in the register. This will act as 

, a good safeguard to ensure that notices in all liable cases, are issued. 

3.8. Change in the method of working out advance tax-

One of the difficulties in the preparation and issue of advance ta.'!: 

notices arises from the fact that in every such case tax has to be collected 
at the rates of the current financial year on the income of the latest complet­
e\! assessment. This involves delay in calculation and in many cases, mis­
takes in calculating the tax. Secondly, the Finance Act is passed by the 
end of April a.nd the copies of the Finance Act are received in tlie Income­
tax Offices only by about the end of September at the latest. In the circum­
stances, the bulk of the notices do not get issued except between Septem­
ber and December, and the assessees effectively get only two or three instal­
ments, as against four provided in law. This causes inconvenience both 
to the Department and the assessees and delays the issue of advance tax 
notices. To reme"dy this defect, we suggest that it should be provided in 
law that the advance tax payable for the current year should be the same 

· as the tax demanded for the last completed assessment. This would do 
away with separate caltulations and a void unnecessary delay in the matter 
of issuing such notices. 

3.9. Instalments to be reduced to three from four-
Further, we suggest that the instalments of advance tax should be 

3 and not 4, payable on 1st of September, 1st of December an.d "Ist ofl 
March. 

3.10. It has been suggested to us by many officers in the Department 
that the system of issuing notices for advance tax should be abolished and 
_assessees should be voluntarily -asked to pay the advance tax in the same 
manner as they are sending the Incometax returns. This, according to the 
officers, will release ,a good portion of their time to attend to more essential 
duties. While we feel that there is force in this request, we are of the view 
that it is essential to continue the practice of issuing the advance tax 
notices because otherwise, the Department would not be in a position to 
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e.otimate the Budget properly. Advance tax collections form an important 
£acton in help,ing the Administration to frame an accurate Budget Esti­
mate. 

3.11. Advance tax payable by new assessees-
Under the Incometax Act, new assessees i.e. those for whom no as~ess-. 

ment proceedings have been completed for earlier years, have to pay ad­
vance tax on their own by sending in an estimate. In order to remind such 
assessees of their obligations under the Act, we suggest that a week prior 
to the due date for the instalments, adveJJtisement should be inseJ:ted in 
all the Papers invi.ting the attention of new assessees who have incomes 
subject to advance tax, to pay the advance tax voluntarily. Their attention 
should be prominently invited to the penal consequences of failure in this 
regard. It should be provided that where an assessee to whom a notice for 
payment of advance tax has been issued, estimates the tax payable on his 
inoome for the" ClllTent year at a figure which exceeds the tax demanded 
by the Department by 25 per cent, he should pay tax according to his 
estimate and not the tax according to the latest completed assessment men­
tioned in the notice. Failure to do so should entail payment of interest and 
penalty. The present provision enabling assessees to file estimates where 
the tax 'payable by them falls short of the tax demanded, may continue. 

3.12. Interest-
The interest for non.-payment of advance tax provided in Sections 215, 

216 and 217 should be calculated to the nearest 100 and with reference to 
complete months and not days. For instance, if advance tax payable on the 
1st of September is postponed till 15th of September, no interest should 
be charged on such postponement. But if it is paid on. or after the 16th of 
September, interest for a full month should be chat-ged. The interest 
should be calculated at 12 per cent and not 9 per cent because the minimum 
cument borrowing rate is 12 per cent; then only it would act as a real deter­
rent against postponement of the payment. 

3.13. f;hange in the method for adjustment of advance tax paid-

It has been represented to us by many that one of the factors responsi­
ble for showing inflated arrears is that advance collections are not adjusted 
against regular demands till the adjustment memos from the treasury are 
received in the Incometax Office. Under the existing instructions, advance 
tax is first credited to a separate sub-head under the Major heads III and 
IV. When the regular assessment is made and demand created, the amount 
booked under the Minor head "Advance Tax" is transferred by a deduct 
entry to the appropriate head 'of account ·under Heads III and IV. To 

· make this adjustment, ·periodical statements are sent by the Incometax 
Officers to the Treasury 'proposing the transfer;, and only after receipt of 
the treasury memos, the collections are posted in the Demand and Collec­
tion Register. Till then, the demand against. the assessee is shown as in 
arrears even though actually the tax has already been collected by advance 
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payment. It has been suggested that to obviate this difficulty, the Income­
tax Officer should be authorised to set-off the tax collected in advance on 
completion of the assessment without waiting for the treasury adjustment 
-the treasury adjustment being merely a procedural accounting formality 
need not hold up the adjustment of the tax demand. While we feel that 
there could be no objection to this proposal, we are of the view that all 
these difficulties will be taken care of by the introduction of a Personal 
Ledger Account system which we are suggesting in Chapter IV. 

3.14. Self-assessment and provisional assessment-
Under Section 141 of the Incometax Act, 1961, the Incometax Officer 

is authorised to proceed to make in a summary manner, a provisional 
assessment of the tax payable by the assessee on ·the basis of the return, 
accounts and documents. This provision was introduced in 1949 as a 
variant for the self-assessment system as prevailing in the United S(4tes 
of America so as to expedite collection of incometax. Llfter on, in 1964, 
Section 140A providing for self-assessment was introduced with effect from 
1-4-64. But this section has been made applicable only to cases where the 
net tax payable by an assessee exceeds Rs. 500. With the introduction of 
the self-assessment system, the need to make a provisional assessment 
largely disappears. The provisional assessment proceedings do take a consi­
derable time of the Incometax Officer because he has to complete the 
provisional assessment in the same manner as he does the regular assess­
ment under Section 14&(1) because a provisional assessment demands 
scrutiny of the documents and statement accompanying the return. Besides, 
the assessees also feel piqued that they have to comply with so many 
demands each quickly following the other, before the assessment is com­
pleted. 

Thirdly, the amount collected from provisional assessments has started 
going down from 1963-64. The figures are-

Year 

1963-64 
1964-65 
1965-66 
1966-67 

TABLE 7 

Demands raised 

Rs. 86.37 crores 
Rs. 52.12 crores 
Rs. 34.60 crores 
Rs. 28. 7l crores 

Collections made 

Rs. 83.17 crores 
Rs. 49.02 crores 
Rs. 32.27 crores 
Not available 

Having regard to these factors, we considen that the time has come to 
delete Secnion 141 relating to completion of provisional assessments. At the 
same time, the provisions of Section 140A should be extended so as to cover 
all cases whatever be the net demand payable by the assessee alld thf! 
time now given of 30 days to pay the self-assessment demand should be 
withdraWDJ. In the countries in which the· self-assessment is in vogue, thE! 
tax is payable along with the return. The very concept of self-assessment! 
will be defeated if time is given for payment of tax. It may be argue·d that 
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an assessee may not be in a position to know the exact amount of tax pay­
able by him and hence time is given to enable him to ascertain and pay it. 
But when an assessee proceeds to work out his total income, he would also 
be in a position to know the tax payable thereon particularly after the 
simplification of the tax structure. Even today, the tax calculation is not 
provided ·to the assessee by the Incometax Department in regard to self­
assessments. The assessee pays on the basis of his own calculations and if 
he could do so now within the period of 30 llays, there is no reason why 
he should not get it ascertained while working out his total income and 
pay it along wit'h the return of his income. Wherever the tax payable on 
self-assessment is in excess of Rs. 100, it should be paid by way of a cheque 
drawn on the State Bank or one of the scheduled banks. If the tax is for 
less than this amount, postal orders should be obtained and filed along 
with the return. 

3.15. Effective arrears of regular demands-
As stated already, the collections at the pre-assessment stage .constitute 

nearly 70 per cent of the total collections in a year. The balance 30 per' 
cent relates to collections "'ut of arrear demands of preceding years and 
collections· out of current demands on finalisation of assessments. Uncol­
lected arrears touched nearly Rs. 400 crores for the period ended 31st 
March, 1966 (the exact figure is 398.66 crores) and exceeds Rs. 540 crores 
(the exact figure is 541.71 crores) for the period ended 31st March, 1967. 
Though these figures look rather alarming, they include amounts which 
have not yet fallen due for recovery and amounts which are due for ad­
justment consequent on 5eparate proceedings being taken, such as, protec­
tive assessments and demands which will be wiped out on settlement of 
Double Income tax reliefs. Taking the year 1965-66, a demand of Rs. I 06.54 
crores was raised in the month of March which was payable only in April 
and hence cannot be classified as arrears though the figure is included in 
the total arrears. For the same period the following amounts were pending­
adjustment consequent on separate proceedings:-

(i) Amount pending settlement of Double 
Incometax or other reliefs claimed Rs. 79 lakhs 

(ii) Amount involved in protective assessments Rs. 279 lakhs 

Total Rs. 358 Iakhs 

i.e. Rs. 3.58 crores 

Thus, excluding the sum of Rs. IIO.I2 crores (Rs. 106.54+Rs. 3.58 crores) 
the real effective arrears can be said to be only Rs. 288 crores as on 31-3-66. 
It should be remembered that this figure does not pertain to one year's 
demand but it is the net result of arrears carried over from past years also. 
For example, taking this amount of Rs. 288 crores, 54 crores relate to 
arrears carried forward from 1955,56 and the earlier years; about II4 
crores are arrears carried forward between 1956-57 to 1963-64 and about 
65 crores are the arrears carried forward from 1964-65. Thus, nearly 75 
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per cent of the arrears relate to earlier years. Analysing the recovery per­
centage of the arrears for the varioiJS years, it is seen that only 2.57 per 
cent of the arrear demands relating to I 955 and earlier_ years was collected 

- tiuring 1965-66. Of the arrear demands from the years 1956-57 to 1963-64, 
only 9.9 per cent was collected; of the arrears of 1964-65, about 41.2 per 
cent was collected and of the current demand i.e. 65-66, only 53.5 per cent 
was collected. The highest collection percentage did not exceed 53 per 
cent and the lowest was 2.5 per cent, the percentage declining sharply as 
the age of the arrear advances. We sought to·· ascertain the reasons for this 
frozen crust of arrears carried forward from earlier years and the reasons 
app'e'ar broadly to be- · 

(a) Stay obtained by tax payers at the appellate stages; 

(b) inaction on the part of the lri~ometax authorities to take 
prompt action io reduce the outstanding demand whenever 
assessees succeed on· appeals; 

(c) non-adjustment in accounts of advance tax on completion of 
the final assessment; 

(d) delayed and cumulative assessments made in big assessment 
cases and raising huge demands at a single point of time forcing 
the tax payer to ask for instalments; 

(e) delayed assessments completed after the assessees had become 
insolvent or companies had gone into liq_uidation; 

(f) tax due from persons who have left India mostly for Pakistan, 
Icning behind no assets; and 

(-g) assessees not being traceable, or where traceable, assessees hav­
ing little or no assets to meet the demand raised against them. 

3.16: Law to be amended to permit appeal only after undisputedl 
demand is paid-

Under the Incometax Act, power has been given to the lncometax 
Officer, to stay tax on a request from the assessee when an appeal(s)- is 
preferred to the Appellate Assistant Commissioner. No express power has 
been given to the Incometax Officer in the Act for stay of tax when appeals 
are preferred to the Appellate Tribunal, the High Court or the Supreme 
Court. The Incometax Investigation Commission had recommended that a 
specific provision should be made in the Incometax Act to enable the ap­
pellate authority to order stay of recovery of -tax pending disposal of 
appeals'. The Direct Taxes Administration Enquiry Committee felt that 
no such specific provision need be made as that would only result in 
assessees filing frivolous appeals merely with a view to obtaining time for 
payment of tax and would involve duplication of work of the appellate 
authorities-once for taking a decision on the request for the stay of col-. 
lection and a second time for deciding the appeal on merits'. : Therefore, 
no amendment was made in the Incometax Act conferring power on the 

1
• Para. 261 of the Report of the Incometax Investigation Commission. 

2
• Pa.ra 4·52 of Chapter IV of Direct Taxes Administration Enquiry Ccmmittee'sReport. 
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lncometax authorities or the Appellate authorities to stay recovery of tax 
on appeals. However, the prevalent legal opinion appears to be that even 
without· a specific provision the appellate authority has an inherent juris­
diction to entertain petitions for stay of tax on matters of appeal. In fact 
the Incometax Appellate Tribunal is entertaining such requests and grant­
ing time for- payment. It is high time that this matter was clarified by a 
legislative amendment. We recommend that suCh legislative amendment 
should provide that where an appeal is preferred against an assessment, 
such an appeal will not be admitted unless tax is paid on the undisputed 
amount involved in the assessment .. We toecommend that similar powers 
should be taken under the E~tate Duty Act to provide in Section 62 of that 
Act that no appeal will lie against an order determining estate duty unless 
the duty on the undisputed items is paid before the appeal is filed. By this 
the Department will be able to collect promptly a portion of the tax in 
such cases. The present position is that in many cases stay order is obtained 
for the entire tax even though it includes amounts in regard to which there 
is no dispute between the assessee and the Department. 

3.17. Appellate orders should be given effect to within three mouths­
It has been represented to us that in many instances when the assessees 

succeed on appeals before the Appellate Assistant Commissioner, the origi­
nal tax 'demand in respect of which the tax remains unpaid pending appeal, 
is not reduced promptly and this tends to distort the picture of arrears. At 

· present, tltere are no regulrutions prescribing a time limit for giving effect 
to appellate orders. We suggest that a time limit of 3 months should be 
laid down either by law or by executive instructions for implementation of 
all appellate orders. This would go to reduce the arrears. 

3.18. As regards non-adjustment of advance tax paid against the regular 
demands, the problem is limited only to the last two months of the financial 
year. As has been stated already, in para 3.13 supra, it takes about 2 months 
for the treasury under the present arrangements to send the adjustment 
memos to the lncometax Officer upon receipt of which the advance tax 
collection is set off against the demand. Therefore, all advance tax collec­
tions relatable to demands raised on assessments completed in February 
and March will have to remain unadjusted thereby inflating the arrears. 
We have suggested a revision of the procedure ·which, if given effect to, 
will take care of this time lag. 

3.19. Tend,nC1' to malw cumulative assessments by the end of the finan­
cial year-

The real and the more serious re~son for heavy arrears is t~e tendency 
on the par't of many Incometax Officers to delay the assessments till the end 

. of the financial year and make cumulative assessments for more than one 
year, particularly in big assessments cases, resulting in piling ·up huge 
demands which naturally the assessee is unable to discllarge. Out of a total 
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demand of Rs. 366 crores raised in I 965-66, demand for Rs. 152 crores was 
raised in the closing months of February and March, !966. Out of this, 
demand for Rs. 106 crores was raised in the closing month of 
March and near about one-half of this 106 crores was raised in 
the last ~ven days of March. The total number of assessments completed 
during the last seven days was nearly 64,000. When assessments are 
hurried through like this in the closing months of the year, a natural 
tendency is to make huge additions expecting the matter to be set right on 
appeals. When the matter comes up on appeal the appellate authority 
remands the case for full investigation or sets aside the assessment for 
being re-done after further examination. This gives unlimited time to the 
Incometax Officer to submit the remand report or complete the set-aside 
assessment. We have suggested in para 2.40 of Chapter II, that a time limit 
should be imposed for re-doing the set-aside assessments. Fol' submitting 
remand reports also, we would suggest that a suitable time limit should be 
laid down and if no remand report is submitted by ·the Incometax Officer 
by that date, the appeal should be disposed of by the Appellate Authorities 
without such reports and the responsibility for loss of revenue in sucJ1 cases 
should rest on the Incometax Officer. 

3.20. Time limit for passing rectification orders-

Similarly, a time limit should be laid down for passing :sectification 
orders on petitions submitted by the assessees. Such a time limit should be 
three months from the date of the receipt of the petition. This will also 
help to take off the fictitious arrears from the demand register. 

3.21. Tax due from untraceable assessees-

Onc of the factors responsible for large arrears is the demand raised 
against assessees who have become untraceable. Often times, from internai 
survey information is received that taxable income had been earned bv 
certain assessees at certain given addresses but when proceedings are· take·~ 
for assessment or re-assessment, the assessees are found to be not traceable at 
the addresses given. Normally, the Department makes further efforts to trace 
the assessees and' if by the time the assessment becomes time-barred the 
particulars of the whereabouts of the assessees are not known, the Depart­
ment completes the assessment exparte so as to keep the demand alive. In 
such ~ases, recovery is not possible and after some time the amounts have 
to be written_ off. The whole work, therefore, is infructuous besides creating 
an artificial demand. It was suggested by some ,f the Incometax Officers who 
met us that where the records showed that the assessees were not traceable, 
no asse<..sment proceedings should be initiated against them, but in order 
to safeguard any possible loss of revenue, the law should be amended to 
provide that in cases of assessees not traceable, there should be no time-limit 
for re-opening theil' assessments. This would prevent assessees going under­
gwund till the ~riod of limitation of 8 years is over. We consider that this 
suggestion is a good one and we recommend its acceptance. 
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3.22. Write-off of irrecovemble arrears to be quickened-
While reporting arrears to the Parliament and to the Public Accounts 

Cmlunittee, the Department usually adopts a formula of showing the gross 
arrears and the net effective arrears. In working out the net effective arrears 
a certain amount is deducted from the gross arrears on account of arrears 
estimated as irrecoverable. Thus, for example, for 1965-66 though the gross 
arrears are shown as Rs. 398.61 i:rores, the net effective arrears ·are shown 
as Rs. 232.11 crores. In arriving at this net effective arrears, a sum of 
Rs. S7.85 crores is shown as amount estimated to be irrecoverable. Jn the 
preceding years also, the amount estimated to be irrecm·erable is fixed 
round about Rs. 30 to 40 crores per year. These amounts are in the par­
lance of commercial accounts, bad debts of the Department. Just as a pru­
dent businessman will write off all such bad debt amounts, the Govern­
ment also should take steps to remove such irrecoverable demands from its 
accounts. But the pace of write-off has been uneven and slow over the past 
many years as· the following figures would show:-

TABLE 8 

Year Revenue from Amount written Percentage 
Income-tax off ofremis-

sion to 
Rs. R•· receipts 

(in thousands) (in thouB&IldB) 

1959-60 2,54,71,45 3,34,32 1·312 
1960-61 2,77,54,60 3,65,92 1•354 
1961-62 3,21,84,80 1,75,92 0•546 
1962-63 4,07,45,65 4,39,91 1·079-
1963-54 5,32,88,00 1,60,37 0·301 
1954-65 5,80,57,00 97,47 0·167 
1965-66 5,76,64,00 37,65 0·065 

Taking 1964-65, e>:en though the total amount estimated to be ir­
recoverable is Rs. 37.85 crores, only Rs. 37.65 lakhs have been written off 
that year. The reason for the slow progress in write-off of irrecoverable 
demands appears to be a justifiable fear on the part of the Incometax 
authorities that their· action in writing-off demands would be open to 
-criticism in Parliament. and elsewhere. They are generally afraid of taking 
up the responsibility to write-off the amounts, although they are convinced 
that there is no chance of recovery in such cases. 

3.23. In order to overcome this difficulty, we suggest that there should 
be a Committee consisting of a Board Membett, a Director of Inspection 
and the local Commissioner of Incometax, to consider and write-off all 
demands between Rs. I Iakh and Rs. 5 lakhs. For demands upto Rs. I Iakh, 
there should be a Committee for write-off in the charge of each Commis­
sioner of lncometax, consisting of the Commissioner of Incometax, the 
L/S~OOARC- r. 
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Inspecting Assistant Commissioner and the lncometax Officer; having 
jurisdiction over the case. Writes-off of amounts exceeding ~- !) 

Iakhs should be decided by ·the Board. In order to have a systematic re­
view of all such irrecoverable amounts, a quarterly report must be sent by 
each Incometax Officer to the Commissioner of lncometax setting out in 
three lists on the basis of the monetary limits suggested above; the pallticu­
Iars of the cases to be considered for wr\te-off with steps taken by him foi:! 
recovery of the amnunts. On receipt of these lists, the Commissioner will 
constitute a Committee consisting as aforesaid, fnr considering writ~lf 
of demands below Rs. I lakh and the decision of the Committee will bel 
communicated to the Incometax Officer who will immediately take steps 
to remove these demands from the registetl. The list of the cases where de­
mand exceeds Rs. 5 lakhs should be sent to the Board quarterly to enable 
the Board to consider these cases and· communicate its orders for write-off. 
Unless this is done in a systematic manner, the distorted picture of -the 
arrears will continue to remain as it is. 

3.24. Scaling down of dema11ds-
. A relate-d question pertains to scaling down of demands. Scaling down 

of demand differs from write-off in that, in the case of a scaling down, the 
assessee makes a clean breast of all the assets held by him and requests the 
Department to scale down the demand pending against him to a figure 
which having _regard to the_ assetsheld by him he will be able to pay. The 
present arrangement for scaling down is that a. Committee consisting of 
the Director of Inspection (Incometax) and two Commissioners of Income­
tax, considers such petitions and sen'ds up its recommendations to the 
Board. On acceptance of the recommendations by the Board, an . agree· 
ment is drawn up between the assessee and the Department-the De.part­
ment agreeing to scale down the d~mand in consideration of the assessees' 
offer to pay the t<lX in stipulated instalments backed by security. 

The present procedure is working fairly satisfactory and we do not 
. suggest any modification except tha.t, as a measure of safeguard; the terms 
of ·the settlement should provide that if, in future, any asset not discl05fd 
by the assessee comes to light, the settlement would fall tboongh and the 
original demand would be revived for enlorcement. Such a clause used to 
be .~d in the settlements entered into by the Investigation Commis­
sion and could be usefully adopted for scaling down petitions also. 

3.25. By taking the steps enumerated above, the arrears will be size· 
ably reduced, but still, the amount to be recovered will by no means re· 
main insignificant. . 

3.26. Over-assessments-

It has been seriously argued by many of the Chartered Accountants 
and other representatives who appeared before us that the main· reason 
for such arrears is not due to.any recalcitrant attitude a'dopted by the 
assessees but thoughtless huge additions made by the Incornetax Officers 
to the return~d figures. They argue that, in order to avoid criticism and 
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with a view to earning good remarks of their official superiors th~ Income­
tax Officers adopt the safe line of rejecting the accounts and making huge 
additions leaving the assessee to get what redress he could by way of 

_appeal. It has been suggested that this tendency to over-assess 
has been encouraged by the Department's failure· to take cognisance 
of over-assessments particularly when the fact· of such overassessment 
becomes evident by huge reductions on appeals. It has been further sug­
gested that a provision on the lines of section 13 of the U.K. Act should 
be enacted in the Indian Incometax Act also to act as a deterrent against 
overassessments. We consider that any provision made in the law on the 
lines of section 13 of the U.K. Act would riot be of any effective help be­
cause before proceeding against an officer it should he proved that there 
was wilful over-assessment, which it will be impossible to establish. Fur­
ther, it is possible to lay the charge of over-assessment on the part of the 
Incometax Officers only when a stage is reached that all assessees start 
keeping regular audited accounts. By this we do not wish to be under­
stood that we are unmindful of the existence of a tendency to pitch the 
assessments high but this tendency is not as ,wide as assumed. We are con­
vinced that 1with the adoption of the various methods relating to the stream­
lining of the assessment procedure detailed by us in Chapter II, there may 
not be many cases where the lncometax Officer may be in a position to make 
over-assessments. 

3.27. Tax reco11ery work to be taken o11er by cent•·e-

Finally, in regard to those cases where recovery certificates have -been 
issued, the pace of recovery depends upon the effectiveness of the machi­
nery employed to do the recovery work. The Direct Taxes Administration 
Enquiry Committee found that the State Revenue officials who were en­
trusted with the collection of incometax arrears evinced little interest in 
the work, with the result that the collection of tax covered by recovery certi­
ficate was tardy. They, therefore, recommended that the recovery work 
should be taken over by the Incometax Department itself under a sepa­
rate Central Revenue Recovery Code and the collection work should be 
transferred to a central collecting agency working under the directions of 
the Central Government itself. Accepting this recommendation, the In­
cometax Act, l!J61 provided for the appointment of the Tax Recovery 
Officers by the Central Government whose powers were define-d in the 
Jncometax Act itself vide the Second Schedule. However, in the matter of 
transferr.ing the recovery work completely to such Tax Recovery Officers, 
there has been an inordinate delay. Even today. in the following States, 
tax recovery 'work is still carried on by the State Revenue official-

Assam and Nagaland 
Bihar and Orissa 

Jammu & Kashmir 

Madhya Pradesh. 
L/S2UOARC--5{a) 
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In the following States it is the State Government revenue recovery 
squads which continue to collect the arrears of incometax, the cost of theit 
pay and allowances being met by the Central Government-

Uttar Pradesh 
Kerala 
Bombay City 
Poona 
Punjab 
West Bengal 
Madras (other than Madras City). 

Only in the following States, tax recovery work has been taken over 
by the Incometax Department with effect from 1·10·1967-

Delhi and Rajasthan 
Andhra Pradesh 
Madras City 
Gujarat 
Mysore 
Mysore (taken over with 'effect from 1·6-66). 

It has been the experience of the Department that the State Govern­
ment officials, whether th'ey function exclusively for the purpose of the 
recovery of the incometax work or have this recovery function as a part of 
their general duties, are completely ineffective in the matter of collection 
of incometax dues. It has been reported to us that in many cases the 
asses§e·es do find a great relief when a certificate under section 222 is issued 
so that they could get a very lenient treatment from the State Government 
officials. Unless the State Government officials are under the administrative 
control of the Incometax Department there is no use depending upon 
them to play an effective rol·e in the matter of recovery. As this is not 
possible, the proper way would be to take over the recovery work in all the 
States by .the Incometax Departm'ent and if the Incometax Department 
feels- that it requires the experience of the State Government officials, it 
should have them transferred either on deputation or by way of a perma­
nenc absorption to the Incometax Department. Otherwise, there is no 
prospect of an improvement in this regard. We would suggest that the 
Department should set a target date by which all the recovery work will be 
taken over by the Gentral Government itself, to be administered by the 
officers of the Incometax Department. 

3.28. The provisions of the Incometax Act, 1961 prescribing a separate 
tax recovery code hav'e not been made applicable to Estate Duty demands 
since Section 73(5) of the Estate Duty Act provides that the provisions of 
the Incometax Act, 1922 relating to recovery would apply to recovery of 
Estate Duty also. Thus, even if the tax recovery work is taken over by the 
Central Government by virtue of the provisions of the lncometax Act, 
1961, these Central Govt. recovery officials will not be having legal powers 



55 

to recover Estate Duty unless the Estate Duty Act is amended so as to 
apply the tax recovery cod'e under the Incometax Act, 1961 to the recovery 
of the Estate Duty dues .. We suggest that the Estate Duty Act may be 
amended immediately to remove this lacuna. 

3.29. The Estate Duty Act, 1953 by its Section 56(l)(b), prescribed that 
no order entitling an applicant to the grant of representation shall be 
made by a court until the applicant has produced a certificate from the 
Assistant Controller under Section 57(2) or 67 that the Estate Duty payable 
in respect of the property mentioned in the application for grant of pr()­
bate has been or will be paid, or that none is due, as the case may be. 
Under Section 2(18), "representation" has been defined to mean probate of 
a will or letters of administration. The term probate has been defined 
under Section 2(f) of the Indian Succession Act, I 925 as "the copy of a 
will certified under a seal of a Court of competent jurisdiction with grant 
of administration to the estate of the testator". Thus Section 56(1)(b) of 
the Estate Duty Act, I 953 debars only grant of repreSentation without a 
certificate from the Assistant Controller. The Estate Duty Act, 1953 doe; 
not provide any such restriction: to the assumption of benefits by a legal 
representative of a deceased from the assets left by the deceased, without 
any will. For instance, 'even in the case of an immovable property left by 
the deceased intestate, the accountable person can get his name mutated 
for the deceased's name in the deed of registration of the property left by 
the deceased and assume the ownership of that property without obtaining 
a representation. In such cases, the Assistant Controller has no legal 
authority to prevent the accountable person from assuming the ownership 
of such property and enjoying the income therefrom, even without paying 
or making arrangements to pay the estate duty payable by him. In order 
to remove this lacuna, we suggest that Section 56(l)(b) of the Estate Duty 
Act, 1953 may be amended suitably to cover cases of the type mentioned 
above also. 

3.30. It has been suggested to us that it would facilitate easier and 
swifter collection of tax and also minimise harrassment to assessees if the 
Department has arrangements t() collect the dues in its own treasury as 
the Customs Department is doing, and also maintains a kind of personal 
Ledger Account in respect of every assessee. We are in entire agreement 
with this suggestion and we have outlined a scheme providing cash collec­
tions at the departmeDIIal counter and providing a personal ledger ac­
count for each assessee in Chapter IV. 
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CHAPTER IV 

SIMPLIFICATION OF PROCEDURES WITH A VIEW TO MINI· 
MISING INCONVENIENCE TO ASSESSEES AND AVOIDING 
UNPRODUCTIVE LABOUR FOR THE ADMINJSTRATION 

4.1. General-

Tax payer response decreases in direct proportion to the complexity 
of the procedures he has to go through. Complicated procedures repel 
tax compliance and many an assessee with a sincere and honest desire to 
fulfil his tax obligations finds it difficult to afford the time and expense to 
go through the prescribed processes. This leads to default' and default 
instils a fear driving the assessee to the fold of tax evaders. 

4.2. Stages of lncometax Proceedings-

Income tax proceedings consist broadly of four stages:-

(I) Pre-assessment proceedings such as payment of advance tax, 
payment of annuity deposit and submission of returns. 

(2) Assessment proceedings ending with determination of liability. 

(3) Payment of tax. 

(4) Appeal proceedings, wher~ appeals are preferred: 

4.3. Facilities to Asscssees to inform themselves of their tax obliga· 
!ions-

Each one of these stages involves compliance of prescribed processes 
and procedures. Before an assessee is enabled to comply with these pro· 
cedures and processes correctly, the Department should satisfy itself that 
the assessee has the means of informing himself of the provisions of the 
law and the rules and of his . rights and obligations. At the present 
moment, the Department largely proceeds on the assumption that it is the 
assess'ee's duty to know the provisions of the law and abide by them and 
it is no part of the Department's duty to assist him in this process. If there 
is any default by the assessee, the principle of "ignorance of law is no 
excuse" is applied and prescribed proceedings initiated for such failures. 
The dictum 'ignorance of law is no excuse' was laid down at a time when 
the laws were few and fairly w.ell unden;tood in a language which the 
citizens spoke, but to take shelter under it when a citizen has to face 
thousand and one laws governing every phase of his life and laws so 
complicated and complex that even experts are not in a position to 
understand th'eir implications is hardly justifiable, particularly so when 
the language in which the law is enacted is not understood by the majority 
of the tax payers. Therefore, it is the paramount duty of . the Adminis­
tration to he I p assesse·es to know their rights and obligations so as to win 
their co-operation and wiiling compliance. A step in this direction was 
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taken years ago when the Department published a booklet. called "Income­
tax for the Layman". It was follow'ed by other booklets such as "Estate 
Duty for the Layman" and "An outline of the Direct Taxes." These pub· 
lications are now out of date and even if they are brought uptodate, they 
only deal with the elementary propositions of the law and may not be of 
much assistance in helping an assessee to fill up his return form or to 
know ;how the liability in his particular case is determined. By this, we 
do not wish to be understood that these books have not served any useful 

- purpose. On the contrary, by putting across a complex law in a simple 
and lucid language the Department has enabled many a lay reader to 
understand . broadly the pattern of incometax legislation in India. 
Therefore it is necessary to continue to provide this foundational litera• 
ture and we would urge the Department to bring out revised editions of 
these books not only in Hindi and English but in all the regional langu­
ages. But it is more essential to put out small booklets explaining parti­
CU!lar aspects of the law and the rules which may be of assistance to the 
tax payer, such as determination of the liability of non-residents, determi· 
nation of liability of firms, determination of liability of Hindu Undivided 
Families, rebates and reliefs admissible under the Act, capital allowances 
such as depreciation allowance and development rebates, etc. These book­
lets must be printed in the local languages and must be available to each 
assessee at the beginning of the year in a folder modelled on the lines of 
the "Businessman's kit" issued by the U.S.A. Along with these hand outs, 
forms of return of income and such other forms as are to be filled in bv 
the tax payer, such as, esumates for advance tax, may also be placed i~ 
the . appropriate folder of the kit. A specimen farm of the kit in use in 
the U.S.A. is attached to this report. We would recommend a-paper jacket 
to be prepared on the same lines giving prominently the various due dates 
which an assessee 'has to keep in mind for complying with the various pro· 
visions of the law. 

4.4. Forms of Return 

The basic document in an assessment proceeding . is- the return of 
income. It is essential that the form of this return is so devised as to 
·enable an assessee to fill it up easily, quickly and correctly. An attempt 
at simplification has already been made by the Central Board of Direct 
Taxes which has now prescribed three return forms--form I for com­
panies, form 2 for assessee other than companies with incomes above 
Rs. 15,000 and form 3 for assessees with incomes below Rs. 15,000. 

It has been agreed by all that form 3 is the simplest form so far de­
vised by the Department, but there has been· a good deal of criticism 
regarding the other two forms-form No. I and form No. 2. The criticism 
generally centres upon the number of ann·exures ·introduced in these two 
forms and the number of signatures that have been prescribed for each· 
one of these annexur'es. We have ascertained from the Central Board of 
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Direct Taxes that the re·ason for prescribing these annexures is really to 
help the a~sessee to s·et out all the relevant information for the purpose 
of completmg the assessment so that it may not be necessary for the De­
partment to call for information~ piece-meal and thereby delay the assess­
ment. It was also pointed out that a person who does not want to fill up 
these annexures, could detach them and send only the relevant portion 
applicable to his income. However, the ru\e prescribing this return does 
not appear to permit such a procedure and therefore in ·every case the 
full return must be submitted scoring those columns of the annexures 
which are not applicable. Secondly, there are 30 pages of foolscape size 
in form 2 and most of the asscssees do not have to fill up all these pages. 
The result is a considerable waste of stationery which the Government 
could well avoid. 

Similarly in form l, relating to Companies there are many annexures · 
which may not be found to be relevant in the case of most of the companies. 
For example, Annexure 5 dealing with development allowance is appli­
cable only to tea· companies. It has, therefore, been suggested to us that 
a further simplification in the returns could be achieved by having a basic 
form for a:ll assessees setting out the total income, the reliefs and deductions 
claimed therefrom, such as for life insurance premia, donations to charit­
able !institutions, etc., and the net taxable Jncome with tax thereon. This 
basic form should provide on the -reverse of it a tax table so as to epable 
the assessee to work out the tax on the basis of the information given there­
in. At the end of this one-page return a solemn declaration and certificate 
must be appended affirming the correctness and the truth of the total 
income. Provision must be •nade in the return form itself for attaching the 
cheque or postal order for payment of the tax on self-assessment. To this 
basic return, separate annexures should be attached wherever a partJicular 
head of income or a particular allowance such as depreciation allowance, 
is claimed. These annexures should be made avai:Iable to the assessees at 
the Incometax counters through the Public Relations Officer. We endorse 
these suggestions and recommend them for acceptance. 

4.5. It has been represented to us oy many that year after year, the 
assessees experience great difficulty of getting their return forms in time, to 
enable them to send the returns by the due date. It was pointed out, and 
correctly, that the Income tax Officers do not have the stock of return forms 
even by the end of June and this has prevented assessees from complying 
with the provisions of the law regarding submission of returns by the 30th 
of June. The ~ifficulty has arisen because the Controller of Printing and 
Stationery and the Government of India Press do not give sufficient 
priority to the printing of these return forms. It was therefore suggested to 
us that the Commissioners of Incometax must be authorised to have these 
forms printed locally or the assessees should be permitted to have their 
own forms typed out or printed so that this difficulty might be overcome. 
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Therefore, we suggest that sufficient authority must be delegated to ·the 
Commissioners of Incomctax to have the forms printed in the local press 
and make such forms available not only through the lncometax Office but 
also through the Post Offices. If necessary, the Government may charge a 
nominal price so that abuse of stationery may be prevented. There should 
be no objection in our view if assessees submit their returns in typed or 
privately printed forms, provided these forms conform to the prescribed 
pattern. 

4.6. Routine issue ofi 143(2)/142(1) Notices to be avoided-

After the return is received, the next stage is calling for evidence in 
support of the return and calling for accounts and documents. This is now 
done as a matter of routine in all cases by issuing notices under sections 
lf3(2) and 142(1). We have suggested in Chapter II that this practice of 
issuing notices under sections 143(2) and 142(1) in a routine manner should 
stop and notices should be issued only in those cases which are taken up 
for test scrutiny as prescribed for the various income gToups in that 
chapter. Many of the assessees' representatives told us that it would be 
helpful to them if both the notices under sections 143(2) and 142(1) were 
combined and a specific list of points on which 'information was required 
was attached to the notice. "'e agree to both these suggestions and com­
mend their acceptance. 

4.7. Assessee to get seven clear days. from date of service-

It has also been represented to us that sufficient time. is not given for 
complying with these notices. Even though between the date of the notice 
and the date on which appearance is r~quired there is a time gap of more 
than a week, the date on which the notice is served is, in most Cl\SCS, 4 to 5 
days after the date mentioned in the notice. This hardly gives more than a 
day or two for the assessees to comply with the notice and hence causes· 
inconvenience to them. We agree that the assessee should get seven clear 
days from the date of the service of the notice and for this purpose we have 
already suggested that the Incometax Officer should himself make out a 
fortnightly or a weekly list of cases and send it to the office besides ex­
hibiting such a list on the Notice Board. If in any case, the assessee fails 
to comply with the notice for the reason that seven clear days were not 
available to him from the date of the service of the notice, the assessee 
should not be liable to any proceeding for such default, such as comple­
tion of assessment under section 144 or penalty under section 271. 

4.8. Notices to be served on Assessee's Representative-

The delay in service of the notice has been attributed by the depart· 
mental officials to the delaying tactics adopted by many of the assessees 
who generally avoid receipt of notices from the Incometax Department. 
"'hen we put this to the assessees' representatives, they suggested that all 
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notices should be served not on the assessees but on the assessees' repre­
sentatives, so that this difficulty would not arise. We accordingly recom­
mend that wherever the power of attorney filed by an assessee's represen· 
tative permits notices to be received on behalf of the assessee, notices 
should invariably be sent to the assessee's representative and not to the 
assessee. Only where the personal explanation of the assessee is required, 
he should be summoned under a notice issued under section 131. 

4.9. Facilities to Pay Tax at lncometax Office cash counter­

Another difficulty experienced by the assessees is in regard to payment 
of tax. The procedure that is at present existing in the Incometax Depart· 
ment for the collection and demand of tax from and making refunds to 
the assessees is briefly narrated below :-

The tax due is to be paid into a Treasury or the Bank at places where 
the cash business of the treasury is conducted by the Bank (State Bank of 
India or Reserve Bank of India as the case may be). The amount payable 
is to be tendered with a chililan showing distinctly the nature of the pay­
ment, the person or Government officer on whose account it is made and 
all' the information necessary for the preparation of the receipt to be 
given in exchange and for the proper classification of the credit. So far as 
Incometax revenues are concerned a special form of challan has been 
prescribed for the payment of incometax into treasuries. These challans 
are issued by the Income-tax Officer concerned who would indicate the 
name of the assessee, the h'eads of classification, the assessment year etc. 
These challans are prepared in triplicate. The Treasury or the Bank 
acknowledges the receipt of the money and issues one copy of the challan 
to the remitter retaining two copies. The Bank or Treasury sends the 
original part of the challan to the Incometax Officer and duplicate to the 
Accounts Office. On receipt of the counterfoil of the challans from the 
Reserve/State Bank or Treasury, they are arranged according to the 
numbers given by the Treasury and then entered in the same order in the 
Register of Daily Collections every day in the Incometax Office. TI1is 
Daily Collection Register is sent to the Treasury every month for verifica­
tion of departmental figures with the Treasury figures and any discre­
pancy in classification is rectified after such verification. The total of the 
collection as per the register is tallied with the Treasury figures. Mter the 
monthly verification is over, the Treasury Officer certifies as to the cor­
rectness of the figures and if there is any error in classification or if there 
is any misposting, adjustment memos are proposed for rectification of the 
error. Separate Daily Collection Registers are maintained for advance tax 
and regular tax demands. The procedure set out above applies to both. 
The collections from the various assessees are posted in the Demand and 
Collection Register where also two registers for (I) advance tax and (2) 
regular tax demands are maintained. The Register of Demands and Col­
lections for advance tax consists of two parts viz., (I) arrear demands 
pending and (2) current demands. 
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Excluding the salary cases, and <>ther cares of tax deduction at source 
the number of assessees under category I to IV will be approximately 17 
lakhs. It will not be an exaggeration if it is stated that no less than two 
million challans are put into use eVery year, on an average in the whole 
of the country. The estimate may be on the conservative side only, be­
cause for payment of advance tax in instalments, as many cl1allans as the 
number of instalments have to be iss~ed. Again to enable an assessee to 
pay interest, penalty etc. separate challans are issued. · 

The travails an cssessee has to undergo to re~it tbe moneys in 
treasuries or hanks are well known. The existing procedure of making 
payments into the public account is extremely tortuous. Besides causing 
the asses.~ee a lot of harassment, the present system of i~suing not less than 
2 million challans for incometax alone, receiving and accounting for them 
throws a heavy burden of work on treasuries and in the Income-tax 
Offices. The monthly reconciliation of departmental figures and treasury 
figures are also rendered ineffecti,·e due to heavy volume. The present 
system of maintaining· the Demand and Collection Register does not .en­
able the Revenue Department to find out the total dues outstanding 
against an assessee or refund due to an assessee, at a glance of tbe Register, 
since ar~ears, cunent demands and collections are kept separately for 
each year in several folios of the Demand and ,Collection Register. Further 
the Demand and Collection Register which was evolved a few decades 
back, is incapable of providing the necessary information with accuracy 
and quickness. As an instance it may be stated that the Revenue Depart­
ment are not in a position to gauge the extent of arrears of demand cor­
rectly .on a particular date as is evident from the varying figures f~rnished 
in Audit Reports on Revenue Receipts and in the Reports of the Public 
Accounts Committee thereon .. 

The existing arrangements regarding refunds to assessees also are quite 
unsatisfactory. Refunds wherever due are allowed either by issue'·of refund 
vouchers encashable at the treasury, State Bank of India or the Reserve 
Bank or by adjustment towards demands· due from the assessee relating 
to other years. Rule 401 (2) of Compilation of Central Treasury Rules. 
Volume I prescribes a special procedure for the refund of Incometax and 
Supertax. The procedure is detailed in Appendix 5 of Compilation of 
Central Treasury Rules Volume/ II. The sufferings an assessee has to 
undergo to obtain a refund from the Incometax Department are so well­
known that they need no repetition here. 

To obviate the difficulties and defects involved in the system at 
present in vogue as enumerated above, a scheme providing for tlie collec­
tion of demands by the Incometax Department itself and for the main­
tenance of an individual ledger account for each assessee is suggested_ in 
following paragraphs. 
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With a view to expediting completion of assessements and improving 
collection of revenue, the work among Incometax officers is being distri­
buted on a 'functional basis' as envisaged in the Finance Act, ~1967. Under 
the functional system of distribution of work, a separate 'collection branch" 
to be manned by OD:e or more Incometax Officers according to the work 
load involved is entrusted with the following items of work : 

(i) Issue of advance-tax demands and control of payments. 

(ii) Maintenance of watch over self-assessments, issue of demands 
notices on regular assessments and control of payments. 

(iii) Pursuance of action to recover the demands due. 

We suggest that to this Branch should be attached a "Collection 
Counter" where assessees can 1·emittheir due;; instead of into the Treasury f 
Bank either by cash or by cheque. The following organisational set up i~ 
required to give effect to the scheme : 

(a) A 'Collection Counter" should be set up in each charge of 
Inspecting Assistant Commissioner. This Counter shall be placed 
in charge of an Inspector, with a few assistants according .!> 
the work load. The Inspector will be the Chief Cashier. 

(b) Along with the demand notices issued for advance tax, final 
tax demand, interest or penalty etc., a remittance slip showing 
name of assessee, assessment year, complete classification and 
the amounts creditable to each head should be issued to 
assessees. The remittance slip should specify 'Collection 
Counter' where the amount is to be remitted within the due 
date specif!ed. 

(c) A remittance slip book with a foil and counterfoil is to be kept 
in each collection branch. The foil of the remittance slip should 
be attached to the demand notices issued to the assessees. 
Where, however, tax deducted at source is to be remitted, the 
foil of the remittance slip alone may be issued to the Fersons who 
have deducted tax at source to enable them to remit the amount 
into the 'Collection Counter'. A specimen form of remittance 
slip is in Annexure 7. 

(d) On presentation of remittance slip with or without the demand 
notice and cash, in the collection counter the assistant incharge, 
should receive them and should prepare a Receipt in Form 
T.R. 5 referred to in Rule 83 of Compilation of Tfeasury 
Rules and issue it to the depositor duly signed by the Officer 
incharge of collection counter. The Assistant receiving the cash 
should maintain a Day Book, recording the transactions in 
serial order as they occur. Before the officer-incharge signs the 
receipt for cash received, he should see that the receipt of. the 
money has been duly recorded in the Day Book and in token 
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of the check the entry in the Day Book should be initialled and 
dated at the same time. A specimen form of Day Book is indi­
cated in Annexure 8. Necessary receipt stampings should be 
made in the Remittance slips. 

(e) If instead of cash, cheques are tendered in payment of Govern­
ment dues, they can only be accepted at places where the cash 
business of the treasury is conducted by the Bank and the 
cheques should be only on local banks. The cheques should be 
crossed. On presentation within the remittance slip, only a 
simple receipt for the cheques is to be given in the first instance. 
The preliminary acknowledgement of the receipt of the cheque 
will be giYen in the form below :-

"Received cheque No ............. for Rupees .................. drawn on 
. . .. . . .. . . . . . .. . . . . . . . . .. . . on account of ................................ . 
as per Remittance Slip No ........................ " 

Until the cheque has been cleared, the Government cannot 
admit that payment has been received. On the clearance of the 
cheque, a pucca receipt in Form Treasury Rule 5 can be sent 
to the party. 

(I) Just like banking business, the 0.>llection counter should close 
its transactions say by about 2 p.m. or 3 p.m. every day so that 
the Assistant who received the cash would close the Day Book 
and after tallying the total cash with the total as per the Day 
Book, would hand it over to the Officer Incharge concerned. 
The Officer lncharge should acknowledge the receipt of the cash 
and cheques and the Remittance Slips in the" Day Book and 
should arrange to write up the Cash Book, a specimen of 
which is indicated in Annexure 9. 

(g) In order to keep a watch over the clearance of the cheques, a 
"Register of cheques received and adjusted" indicated as in 
Annexure 10 is to be maintained. If a cheque is received dis­
honoured, necessary entries in the Day Book, "Register of 
cheques received and adjusted" and the Cash Book4 should be 
made. The entries in the Cash Book should be written back and 
an intimation slip to the party concerned should issue on the 
same day asking the party to remit the demand in cash. A copy 
of the intimation slip should go to the ledger section where the 
ledger account of the assessee will be suitably posted. 

(h) Two sets of 'Day Books' should be kept so that they can be 
used on alternative days. On receipt of cash and Remittance 
slips, the person in charge of 'Ca~h Book' should write up. The 
total collections as per the 'Day Book' are to be entered· iq the 
'Receipt side' of the Cash Book as the day's receipts .. Imme­
diately thereafter a 'Classified Abstract' showing the detailed 
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classification of the receipts from each assessee shO'Illd be posted 
froin the remittance slips. A form of classified Abstract is in 
Annexure II. The day's total receipt under the various minor 
and detailed heads should be struck and after tallying ·he total 
of -all such minor and detailed heads with the day's to· al 
receipts, a consolidated challan should be prepared showing the 
detailed classification and the amount remitted into the 
Treasury /Bank. This remittance should be done either on the 
same day or on the day next to the day of receipts. On the 
payment side of Cash Book necessary entries should be made 
and the challan· obtained from the treasury will form the 
necessary vouchers. If, however, a cheque is returned dis­
honoured, besides keeping a note in the 'Register of cheques 
received and adjusted', the entries in the Cash Book should 
be reversed as mentioned in subpara (g) aoove. A contra 
reference to the fact of dishonour should also be given in the 
'Day Book'. , 

(i) At weekly intervals the officer-in-charge of the collection counter 
should review the 'Register of cheques received and adjusted' 
and investigate cases, if any, which are outstanding without 
being honoured for a long time. 

{j) Soon after the remittance of cash into the T.reasury, the remit­
tance slip which should bear the challan No. and date of 
deposit into the Treasury have to be passed on to the 'ledger 
section'. The Day Booh should be returned to the 'Collection 
Assistants' for use every alternate day. 

4.10. Personal Ledger Accounts-
The most important aspect of the reorganisation scheme is the main­

tenance of a separate ledger account for each assessee. As and when de­
m.and notices are issued, the assessee's account should be debited and re­
ference to the debit in the ledger account should be indicated in the Re­
mittance slip before it is issued to assessee along with the demand not!ce. 
The ledger account should be kept in sufficient details indicating the 
nature .of demand etc. Soon after the 'Remittance slips' are received back 
from the Cash section evidencing the payment made, necessary checks are 
to be exercised before credit is given for such payments in the ledger ac­
count. If further action is to be taken for levy of interest for belated pay­
ment etc., the remittance slip should be passed on to the concerned section 
for further necessary action. The fact of remittance by the assessee should 
also be kept in the 'order sheet' of the assessment records. A specimen form 
of ledger account is shown in Annexure 12. Mter final action is taken on 
remittance slips (foils), they should be pasted to the counter-foils and kept 
in records. 

If due to rectification of errors, appeal revisions etc., demand already 
realised becomes refundable, besides issuing a 'Demand Notice' to the 
L/S200ARC-6 
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assessee informing him of the refund due, the remittance slip should be 
·passed on to the ledger section -instead of being despatched to the assessee 
so that necessary minus debits or credits as the case may be could be afford­
ed to the account. 

As often as possible the ledger account should be closed and whatever 
balances are due to assessee in respect of finalised assesSments should be re­
funded. At the close of each financial year an analysis should be struck 
below the account showing the details of the oustanding amount before 
carrying the balance to the next years' account. The balance outstanding 
at the end of the year in each account should be communicated to the 
assessee concerned and the confirmation regarding the balance obtained. 

From the details of the closing balance analysed at the close of eaCh 
year, an arrear sheet should be prepared for statistical purposes to ascer­
tain the total arrears outstanding. The arrear sheet should provide 
necessary columns to indicate the dues outstanding year-wise.· 

In cases where revenue is realised through certificate proceedings, or 
from persons who m~;:n moneys to assessees etc., the procedure set out 
above has to be followed. All moneys paid towards incometax (except de­
ductible from salaries and from interest on securities at source, which has 
to be adjusted to the revenue head through book adjustment) should be 
received by Collection counter, the Treasury Officer /Bank being en­
trusted solely with the receipt of the remittance_s from the department. 

The total as per the 'Classified Abstract' referred to in sub-para (h) 
of para 4.9 for a month under the various minor and detailed heads should 
be reconciled with the Treasury figures and the totals communicated to 
the Commissioner of Income-tax who will arrange to reconcile the figures 
for the circle as a whole with the audit figures every month. 

4.1 L So far as refunds are concerned, the present procedure of issue 
of refund vouchers presentable at the -Treasury /Bank for encasl)ment 
can continue. The advice memos, on receipt from Treasury /Bank, should 
be posted in the Register of Daily refunds and in the Personal ledger 
Account. At the time of issuing the refund voucher, a note should be kept 
in the personal ledger account so that it would be . co-related when the 
advice memo regarding encashment of the Refund voucher is received. 
The note at the time of issue of refund voucher would prevent double re· 
funds. A common complaint is that the advice notes are not sent to the 
Bank simultaneously with the issue of the Refund orders to the assessees. 
This causes great inconvenience to the assessees. In order to ensure that 
there is no lapse in the mattc;r, a perforated tear-off advice memo should 
be printed with each Refund order so that it can be filled up and despatch-
ed simultaneously. ' 

4.12. Safeguard-
The above is only an outline of the scheme and necessary safeguards 

in t~c use of Receipt Books, Remittance Slip Books, have to be provided 
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for. This system besides simplifying the existing complicated procedures re­
garding collection, remittance and reconciliation of the tax dues paid into 
the Treasury, offers a great facility to assess~e. The personal ledger account 
for each .tssessee will enable the department to keep a dose watch on the 
demands dues from or refunds due to assessees. The correctness of the 
balances is secured by communicating it to each assessee and obtaining 
his confirmation at the close of each y'ear. At· a glance,. one can find out 
the· position of arrears in respect of demand and collections can b'e dis­
pensed with without sacrificing any efficiency in the system. To ensure 
the suceess of the schemes th·e following should be insisted upon. 

(a) Receipts in the .collection counter should not be utilised for any 
departmental expenditure. 

(b) Writing of Day Book, Cash Book, Remittance Slip Book. 
Classified Abstract and personal ledger account should he 
prompt and· accurate. ' 

(c) Revenue realised in a day should be remitted into the Treasury f 
Bank the same day or next working day positively. 

(d) The assessees should be encouraged to look into their person­
al ledger accounts as· often as possible and settle their accounts 
periodically. · 

(e) An efficient internal audit system would go a long way to make 
the system sound. · 

The system of collecting the ·revenues due by the departmental autho­
rities themselves is nothing new and such a system is already in vogue in 
Electricity and Water Works Departments. After the experimental system 
stabilises, nece•sary cl1anges to effect refunds 'through chequ<!s can be in­
troduced. As an experimental measure the scheme can be tried in big 
cities like Bombay, Calcutta, Delhi, Madras, Hyderabad, Kanpur and 
Ahmedabad in the first instance and thereafter the scheme can be extended 
to other centres as well. 

4.13. Appellate Procedure-
/ 

It has been represented to us that one of the factors causing haras~ 
ment to assessees is that even when they win their cases before the App'ellate 
Assistant Commissioner, the Department wothholds rectification of the 
assessment and the refund of the money due as a result of the appellate 
order. It was also complained that appeals were · filed to the Tribunal 
against the Appellate Assistant Commissioner's orders in a routine man­
ner and with a view to holding back refunds arising from Appellate 
Assistant Commissioner's orders. 

We found on investigation that only a part of this complaint is correct 
viz., appellate reductions are not given effect to promptly, but the other 
part, namely that appeals are preferred to the Appellate Tribunal in a 
routine manner by the Commissioners is not borne out by facts. Annexure 
L/S200ARC-6\~>) 
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13 shows the number of appeals filed by the Department to the Tribunal 
and the number of appeals filed by the assessees to the Appellate Tribunal. 
This recalls that the number of departmental appeals is only 1 f 5th of the 
assessees' appeals and, therefore, it cannot be stated that the Department 
is filing appeals in a routine and thoughtless manner to the Appellate 
Tribunal. 

4.14. Suggestion fo!" an Arbitration Tribunal-

Under the present appellate procedure, even though the Appellate 
Tribunal is the final court of appeal for disputed facts, in many cases, 
reference applications are filed in the High Court by converting questions 
of fact into questions of law. An analysis was made of the cases reported 
in the Incometax Reports for the year 1963 to 1966 and it was found that 
the total number of cases decided by the High Courts and Supreme Court, 
53.86 per cent related to facts pertaining to determination of income and 
only 46 per cent related to pure questions of law. To reach finality, it takes 
many years in such cases and consequently, inconvenience is caused both 
to the assessee and to the Department. In order to remove this difficulty it 
has been suggested to us that where there is no dispute as to facts or where 
the dispute lies in a narrow campus, the dispute between the assessee and 
the Incometax Department may, with the consent of both the parti'es, be 
referred by the Commissioner of Incometax to a separate Arbitration 
Tribunal called the Incometax Arbitration Tribunal after the decision of 
the Appellate Asst. Commissioner. 

4.15. Procedure before the Arbitmtion Tribunal-

The procedure before this Tribunal should be somewhat as folloW&--
(i) The reference sh-all be accompanied by th·e assessee's case and 

the Incometax Department's case, signed respectively by the 
assessee or his authorised representative and the Commissioner 
of Incometax. 

(ii) The Arbitration Tribunal may require the parties to submit a 
supplementary statement of facts and the parties shall comply 
with the re9uisition as early as possible. 

(iii) The Arbitration Tribunal shall have all the powers conferred 
upon the Appellate Tribunal by or under the Act. 

(iv) The Arbitration Tribunal may, in its discretion, refuse to en· 
tertain the reference but otherwise· its decision in respect of 
the dispute shall have effect as if it was an award under the. 
Arbitration Act; but it shall not be filed to a Court for its en­
forcement but it shall be given effect to by the C~mmissioner 
of Incometax in the case out of which the dispute arose. 

(v) Notwithstanding its decision, the Arbitration Tribunal may, in 
a suitable case, make recommendation to the Incometax De­
partment to give such relief to the assessee as it may consider 
just or equitable. 
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Reference to the Arbitration Tribunal may be made as soon as the 
matter is disposed off by the Appellate Assistant Commissioner. Thus, the 
time and the cost involved in going through the regular appellate proce­

,dure namely through the Appellate Assistant Commissioner, Appellate 
Tribunal, High Court and the Supreme Court may be saved to those asses­
sees who would like to have cases settled through arbitration. We would 
strongly recommend the acceptance of this suggestion which we are sure 
will be of great help both to the assessees and to the Department. 

4.16. Section 257 empowers the Appell~te Tribunal to draw up a 
statement of case and refer it through its President direct to the Supreme 
Court in cases where a reference application is made to the Appellate 
Tribunal for referring to the Supreme Court any question of law on which 
there is a conflict of ?ecisions of the High Courts. 

Even though this power has been in the statute book for the past six 
years, it has been rarely exercised by the Appellate Tribunal uptil now. 
It is desirable that to avoid delays, the Appellate Tribunal should be re­
quested to exercise this power more freely in future. 

4.17. Advance Ruling-

It has been suggested to us that the Board should issue advance rul­
ings on tax problems referred to it by the assessees so that they may know 
before hand the extent of liability on the result of any particular trans­
action entered into by them. We are informed by the Central Board of 
Direct Taxes that the difficulty in giving advance rulings on hypothetical 
problems is that the transactions as they finally emerge may be different 
from the facts given to the Board for eliciting the advance rulings and 
that if an Incometax Officer takes a different view on the facts before him, 
there might be unnecessary disputes between the Incometax Officer and 
the assessees. While we appreciate this difficulty we would suggest to the 
Government that in the bulletins now published for public sale, a column 
may be introduced for 'questions and answers' and tax payers may be in­
vited to pose their questions and an editorial committee oonsislling of the 
technical officers of the Board may give the answers without committing 
the Department. This, we think, would be a more suitable way of helping 
the assessees and buildiing up public relations. In this connection, we wt.h 
to point out that there has not been· adequate publicity to the Bulletin 
issued by the Director of Inspection (R.S.&:P.) and the sales of the Bu!Jletin 
are pitifully small. It is, therefore, necessary that the bulletin should be 
issued in the form of a fullfledged journal as the Company Law Board 
does, and should have a separate Editorial Board. It may be priced reason­
ably so that every assessee can afford it. 

4.18. Functional Scheme-

A major break through in streamlining the procedures of the Depart­
ment with a view to achieving greater efficiency has already been made 
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b th introduction of functional distribution of work in the lncometax, 
d'ffice:. The scheme broadly consists in dividing a ran_ge into thr?e uni~­
the Administration' unit; the Assessment wing and the Collection wmg. 
The Administration Unit and the Collection Wing are put in charge of 
Incometax Officer whereas the Assessment wing is in charge of the range 
head viz. the Inspecting Assistant Commissioner assisted by selected 
Incometax Officers. We feel that the scheme as such is good and is bound 
to be of success, provided greater care is taken to achieve perfect co­
ordination between the three branches and impediments to mobility of 
files are removed. 

4.19. Suggestions to cut out unproductive work-

There are a number of time-consuming proc-;dures which the De­
partment could usefully cut out by introducing-

(a) time saving devices; and 

(b) eliminating infructuous work. 

Some of these are listed below-

(a) Writing addresses on not~ces, forms etc.-For every assessment the 
name and address and status oCassesse has to be written at least 10 

. tiiues. Starting with the order-sheet and the notice under sec. 139(2), name 
and address are hand-written on letters of appointlnent, on assessment 
forms, on envelopes, on notices of demand and on cha!J.ms for payment 
of taxes. Even assuming that it takes, say, three minutes to write out 
these particulars once, the time spent on this repetitive job is colossal. 

Considerable time could be saved by wing addressing machines which 
are now manufactured in our country. The forms generally. required for 
assessment work would be kept duly addressed in a folder with the assess­
ment record. This would ensure accuracy in address and avoid waste of 
loose forms. The chances of tampering with names on challans etc. would 
be nil. In the Incometax Officer's office, duly addressed forms would be 
handy with every assessment record and the enormous clerical work in­
volved in writing out names and addresses will be saved. 

The addressographs, available in the market are versatile machines 
and allow for correction and variation in the same plate. Selection of 
plates at the time of printing .is also possible so that one could have s~lec­
tion in printing names category-"ise or status-wise. 

The introduction of addressographs is the starting point for any 
mechanisation as it ensures accurate "Input" information. When com­
puters are brought into use, these machines will play a very useful role in 
ensuring correct recording of assessee-identification in the absence of which 
records may go hay-wire. Furthermore, with the introduction of Optical 
Scanning Machine• which replace manual punching of cards or making of 
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megnetic tapes as "Input", addressographs will be found still more useful 
as Optical Scanning Maclrines can only read specially printed matter for 
which acldressographs are quite appropriate. 

The cost of using this machine per assessee per year is not expected 
to exceed 15 paise, though the initial investmept of ,some Rs. 22,000 per 
unit of plate making and printing' for a Commfssioner's charge would be 
necessary to change over to the new system in a phased programme. A pilot 
project for using addressographs in the four major cities· of Bombay, 
Calcutta, Delhi and Madras is immediately recommended. 

Incometax communications being private and confidential, use of 
window envelop·es and "slot and tongue" folders of the kind popularly 
associated with Life Insurance Offices should be avoided in the interest 
of good public relatious. If addressed envelopes are made available to the 
office, any attempt to use such short-cut methods will become unnecessary. 

(b) Calculating machines and other mechanical aids-At present 
much of' the time of the staff is spent in columnar totalling of registers 

·pertaining to Demand and Collection, Daily Collections etc. The use of 
simple India-made Facit machines costing approximately Rs. 1,500 each is 
recommended for every charge Incometax Officer. Mention must be made 
of the need for adequate supply of other office equipment which is at 
present very deficient, like punching machines, pencil sharpeners, stapling 
machines, scissors, gummed tape etc. etc. In view of the neeu for economy, 
the use of franking machines is not being recommended here. In_any case, 
the dak for postal despatch coming out of an lncometax Office is small 
apart from statutory notices which are sent through notice servers. Hence 
franking machines can have only a limited utility for lncometax Depart­
ment. 

(cY Verification of Employers' returns with the help of computer-All 
employers are required under section 206 of the Incometax Act, 1961 to 
furnish within 30 days of 31st March each year a return of tax deducted 
on salaries and to pay the same to the credit of Government. The verifi­
cation of such returns is generally done by clerks, consumes much time 
and is almost every where in arrears. In certain charges where this job has 
been taken up on computers the position is better. The verification of 
returns under· section 206 is a potential source of revenue and arrange­
ment to have this done immediately in all charges on computers is strong­
ly recommended. But care has to be taken that no retrenchment is made 
on account of introduction of computers. 

(d) One hearing once a year for all pending proceedings-Jn the office 
of the Incometax Officer, there is no consolidated record of the actions 
pending in a file at a particular time. When an assessee is present before 
the Incometax Officer, the offi~er is not in a position to dispose of all 
pending matters at one sitting as all matters are not fixed for hearing. He 
normally issues notices as many times as there are proceedings pending. 
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Not only are small cases of r~gular assessment for different years not taken 
up together, but even proceedings for _penalti_es ·a~d remand report. en_qui­
ries about recovery of taxes and routme venficat10n of payment-mttma­
tion slips are separately .taken up for the same person resulting in con­
siderable avoidable addition to clerical work-load apart from causing in­
convenience and even annoyance to the public_ The office cuuld avoid 
clerical labour involved in issuing separately as many notices as there are 
pending proceedings, in despatching them and in keeping track of acknow­
ledgements etc. The notice-server also has to make several trips depend­
ing upon the number o! times a file is taken up. This avoidable worl< 
could be cut down and stationery conserved by making it incumbent on 
the Assessment Clerk to maintain for each file a sheet showing actions 
pending in that particular file before a case is fixed for hearing so that 
notices are simultaneously issued for a consideration of varions proceed­
ings which could be disposed of in one sitting. The Inspecting Assistant 
Commissioners may ensure that Incometax Officers attend to pending 
matters generally in one hearing and do not call taxpayers indiscrim,inate-
ly to the Incometax Office. _ 

(e) Eliminating office-copy of notices-Several forms of notices are in 
use for intimating to assessees adjustment in the date of hearing, time 
allowed for payment of tax etc., etc., and a copy of such notices is kept on 
record. It would suffice if a simple entry in the order-sheet· records the 
issue of such intimation which is generally printed in the form of a post­
card, office-copies being maintained only for communications of a more 
important nature sent to the public. For simple communication to De­
partmental officers like those requesting verification of tax payment in 
another treasury on! y a gist of the communication on the order-sheet 
would suffice. 

4.20. Simplification of Interest Calculation--

Difficulties are experienced in the matter of calculation of interest 
under the various provisions of the Incometax Act which at present are 
to be calculated for every day of the penalty and calculated to the nearest 
rupee. Such calculations become complicated and much time of the De­
partment_ may be saved without any risk to loss of revenue if such in­
terest calculations are made not with reference to the day of penalty but 
with reference to the complete months. The ·interest should also be calcu­
lated on the nearest Rs. I 00. If the amount is less than Rs. 50, it should 
be omitted and if it is more than Rs. 50, interest should be calculated 
rounding it. off to the nearest Rs. 100. 

4.21. Rounding Off-
Section 288A of the Incometax Act provides rounding off of total 

income to multiple of Rs. 10 and section 288B authorises calculation of 
tax, interest, penalty or refunds in whole rupee to eliminate paise from 
aggregated final figures. Even though the purpose of sections 288A and 
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288B is to simplify calculation of tax, the process of rounding off the total 
income to the multiples of Rs. 10 and then requiring the apportionment 
of the adjustment so made between earned and unearned income involves 
a complicated calculation. It is therefore, recommended that each head o£ 
income should itself be rounded off to muldiple of Rs. 10. Similarly, all 
deductions for relief, such, as, life insurance premia or G.P. Fund, should 
be rounded off to the nearest multiple of Rs. 10. 

4.22. Reopening cases to be avoided where petty amounts are in­
volved-

A number of assessments are at present being reopened for rectifica­
tion of mistakes pointed out by both internal and external audit. It has 
been represented to us that if the revenue involved in the mistake is less 
than Rs. 50, no action shO'llld be taken for starting re-assessment proceed­
ings. We agree with the view and we suggest that the concun-eru:e of the 
Comptroller and Auditor General of India may be obtained that where 
the revenue effect involved is less than Rs. 50, the assessment made should 
not be reopened. 

4.23. Writing up of registers and preparation of Statistical Returns­

Much time of the Incometax Officer is now being taken up in much 
odd miscellaneous work, such as, furnishing statistical returns under his 
signatures to the higher authorities and writing up the Demand and 
Collection Register. This difficulty is automatically solved in offices~n 
which the functional scheme of distribution of work has been introduced, 
because in a functional office it is the administrative lncometax Officer 
who is responsible for these statements and registers. But in non-functional 
circles the work still has to be performed by the assessment Incometax 
Officer and we suggest that ti11 the func~ional scheme is introduced 
throughout India, the maintenance of the registers and signing of the 
statements should be the responsibility of Inspector or the Supervisox: at· 
tached to the Circle. 

4.24. Discontinuance of unnecessary Registers and Returns-

At present, the number of registers in use in the lncometax offices h 
56. Out of these, the registers given in Annexure 14 are not n~cessary and 
should be disconllinued. 

Similarly, out of the scores of statistical returns, 34 are found to be un. 
necessary and can be discontinued. A list of statistical returns so considered 
superfluous is given in Annexure 15. 
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CHAPTER V 

NEEDLESS COMPLEXITIES IN THE TAX LAWS AND SUGGES­
TIONS FOR REMOVING THEM 

5.1. Need for restraint in moving amendment to the I.T. Act­
Complexity in tax laws is as much due to the complicat•;d provisions 

therein as to the number of times these Acts are tinkered with. It was 
because of the fact that the Indian Incometax Act of 1922 came in for a 
good deal of criticism by courts and commentators that the amendment 
made from time to time to that Act, were too often framed without suffi­
cient regard to the basic scheme upon which the Act originally rested, 
that the Law Commission w<~s entrusted with the task of drafting a new 
Act. It was hoped that when the 1961 Act was passed, some kind of stabi­
lity would be introduced in the lncometax legislation, but that hope has 
been belied by subsequent events._ The total number of amendments made 
to the Incometax Act, 1961 during the past 5 years exceeds the total 
number of amendment> made during the eighteen year period from 
1944 to 19!'.1. The total number of amendments made came to nearly 400 
and these have introduced the same illegality and confusion to remove 
which the new Act was drafted. The first step in removing complexity, 
therefore, is to cry a halt to further amendments at least for a period 
of five years. \Vhen in future, any amendment is proposed to the Income­
tax Act, it should be done only after a careful survey of the total effect 
of the amendment and after considering carefully the need fot· carrying 
out the runendment. No amendment should be proposed merely to get 
round an adverse decision of the Supreme Court or a High Court. Further, 
whenever, amendments are considered .necessary they should not be pro­
posed through the Finance Bill because the Finance Bill is not referred to 
the Select Committee and the Members of Parliament do not have ade­
quate opportuni~y of studying the various provisions. All amendments, in 
future, it is sugge.ued should be carried only through a separate Direct 
Taxes Amending Bill. 

Likewise, before rules at·e amended or framed, they should be done• 
only after ascertaining the need for amendment from all the. Commis­
sioners o{ lncometax and after eliciting the views of leading professional 
and trade bodies, such as, the Institute of Chartered Accountants, the 
Federation of Chamber of Commerce and lndwtry and the As.•ociate1l 
Chamber of Commerce. 

5.2. Previous yem~standard previous year for compaw-ts-
Coming to the provisions of the Incometax Act which create un· 

necessary complexity, almost the first provision which strikes the eye is 
section 3 defining the "P1·evious Year". Under tbe Incometax Acl, the 
charge is levied on the income earned in the previous year, but the defi­
nition of the previous year is so complicated that it is impossible for any 
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one other than an expert to understand the proviSlon. This ·complicated 
method of defining a "Previous Year" has arisen on account of the fact 
that every assessee is given the right to follow a separate_ previous year for 
every source of his income. It has been h~ld judicially that even for a 
head office and a branch of a business, an assessee _can have two previous 
years. Secondly, the number of previous years that can be permitted 
under the law, are as many as a trader could invent, subject to the only 
condition that whatever period of 12 months he adopts as a previous year, 
should end on a day prior to the last day of the financial year, in which 
the previous year falls. Adoption of diverse previous years leads to ano· 
malous situations as pointed out by Shri Bhoothalingam in paragraph 5 
of his interim report to the Government. It also creates difficulties in 
cross-verifying transactions betwe_en two assessees following two different 
previous years. It makes it difficult to forecast with any reasonably accu­
racy budgetary receipts. Having regard to these defects, .Shri Bhootha­
lingam has suggested that the very concept of previous year should be 
abolished and that the tax year itself must be the accounting year. We 
put this suggestion to many officials and non-officials fo.r their reaction. 
Most of them pointed out, and correctly that this suggestion was not_l).ing 
new in that prior to 1922 the provision in the Incometax Act was that 
incometax for any year was charged in respect of the income of that very 
year. This led to administrative d•ifficulties because as assessment for any 
year was to proceed before the close of the year. Before the income of the 
ycat could be a>certained the previous year's income had necessarily to be 
taken as a measure with a provision for subsequent adjustment. Thus, in 
every case, instead of one, ~wo assessments were involved. It ~vas with a 
view to removing this difficulty that the All. India Incometax Committee 
of 1921 recommended that the income of the previous year should be taken 
as the basis for levy. By adopting Slwi Bhoothalingam's suggestion we 
would he iutJ"Oducing thf' same complication and we are, therefore, not 
in favour of treating the tax year and the accounting year as co-tenuinus, 
by abolishing the previous .year concept altogether. "' 

5.3. Tht;, problem, in our mind has to be tackled in a different way. 
That way lies in introducing a uniform standard previous year for all 
assessees instead of permitting every assessee to have his own previous year 
or previous years, if every assessee is compelled by law to return his in­
come on the basis of the standard previous year, much of the confusion 
and. complexity would automatically disappear, and tax statistics would 
suffer much less distortion than they do at present. If the assessee were to 
return his incon~e on the basis of the standard previous year, it would 
necessarily follow that he must maintain his accounts also on the basis of 
the same previous year; otherwise, complications will ensue particularly 
when stock-valuations are involved. For example, if an assessee is main­
taining his accounts on the .basis of the Dew ali year beginning from I st 
of November and ending with the 31st of October and if the Standard' 
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previous year is determined as the calendar year or the financial year, he 
has to work out proportional income for this standard previous year and 
such an income would not be correct unless stock valuation is taken with 
reference to the last gay of the standard previous year. This will throw 
unnecessary burden on the assessees and the Department also may not 
find it easy to verify the correct~~ of the income returned. 

5.4. Though the ideal, thus, is to-have a standard previous year both 
for maintenance of accounts and returning incou1e we are conscious of 
the difficulty that this changeover will im•olve in the cases· of lakhs of 
assessees ,\oho have been adopting a particular pattern for the past many 
years.- Further, Chartered Accountants who are engaged by assessees to 
audit their accounts and file I.T. returns will Jind it difficult to adjust 
their programme of audit if accounts of all assessees were to close on a 
given date. 'Ve would, therefore, suggest that a begiiming may be made 
by applying this standard previous year for the corporate sector only, most 
of whom are even now generally adopting the calendar year or the June 
year. It will, therefore, be easy to change over if the standard-, previou~ 
year is taken as the caleQdar year. We, therefore, recommend that Section 
3 of the lncometax Act, 1961 may be amended accolldingly. 

5.5. Omission of ihe category 'Not O~dinarily Resident'-
The next provision of the Incometax Act creating unnecessary com· 

plication is section 6(6) defining a "not ordinarily resident" for individuals 
and H.U.Fs. On the basis of certain tests laid down in the Ii:tcometax Act. 
assessees are categorised as (I) Resident (2) Non-resident and (3) Resident 
but not ordinarily resident. The -last category, namely Resident but not 
ordinarily resident, was introduced for the first time in 1939 for the speci­
fic purpose of enabling two sections of people to have some tax COilCes· 
sions. They were (i) the European officials or traders who came to IIidia 
for a brief stay either for career or for bu9iness and (ii) the Indian traders 
abroad who had an ancestral home in India which they might visit ir· 
regularly.* To cover this category of persons a very involved way of defin. 
ing their status was introduced, viz., that a person in order to qualify as 
"not ordinarily resident"" should not have b~en resident in India in 9 out 
of 10 previous years preceding the previous year or should not have been 
in India for a period of 730 days or more during the seven years preccd· 
ing the previous year. This category of assessees derived a double benefit. 
Their foreign incomes were not taxed unless derived from a business con­
trcllled from or a profession set up in India or unless the foreign profits 
were brought into India. Further, the rate of tax applicable to the 'not 
ordinarily resident' was determined on the basis of- that income whereas 
in the case of resident as well as non-residents, the world income formed 
the basis. The question whether there was any justification for continuing 
this special treatment for a particular section of assessees was examined 

• Para. 36, page 15 of the report of the Income tax Invest.igation Commission, 
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by the Incometax Investigation Commission, Taxation Enquiry Commis­
sion and also the Law Commission. All the three Commissions clearly de­
clared against the continuance of this category of persons. The Income­
Tax BiJI. 1961 gave effect to this recommendation but at the Select C"'..om­
mittee stage the category of "not ordinarily resident" was restored but 
the special privilege en joyed by them in regard to the liability was remov­
ed by making them liable in the same manner as that of a non-resident. 
The present po•ition, therefore, .is that a "not ordinarily resident" pays 
tax on the Indian income plus that portion of the foreign income· derived 
from a business controlled from India or a profession set up in India at 
the rate of tax applicable to the total of these two but his other foreign 
income is not taxed nor taken for finding out the rate of tax. A resident, 
on the other hand. pays tax on the entire global income, both Indian 
and foreign. In the case of a non-resident, he pays tax on all income which 
accrues or arises to him in .India or is deemed to accrue or arise to him in 
India. 

5.6. Jt will, thns, be seen that the "not ordinarily resident" is still 
treated in a more favourable position than a resident. The way the defi­
nition is worded, a person gets this advantage if during the immediately 
preceding eight years he continues to be resident but he was a non-resident 
in the 9th year. beyond the said period of eight years. Again even if he 
was a resident for all the 9 years but if he had managed to be in India 
for less than 730 days during the past seven years, he e~capes liability in 
his foreign income other than a business or professional income as afore­
said. This creates an anomalous situation, not justified by the circumstan­
ces now existing. Secondly, it is not easy to determine whether a person is 
'not ordinarily resident' or not, unless. one examines events covering 
nearly 15 previous years. Having regard to the equities of the case and 
also the administrative difficulties involved, we recommend that section 
6(6) may be deleted_ 

5.7. Company in which public are substantially interested-
A third provision which requires simplification is in relation to that 

category of Companies called "Companies in which the public are not 
substantially interested." 

Under the Companies Act, companies are classified ·into-public 
companies, private companies, holding-· companies and subsidiary com­
panies. 

These definitions are well known and well understood and have been 
judicially interpreted. However, for the pu;pose of the Incomctax Act, 
besides public and private companies, a third category falling in between 
the two has been introduced viz .. "the companies in which public are not 
substantially interested". These companies may be either private com­
panies or public companies, as defined in the Companies. Act. The criteria 
to determine whether a company is one in which the public are not sub­
stantially interested are laid down in section 2(18) of the Incometax Act. 
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The tests laid down are complicated and incapable of correct apflication 
unless the Incometax Officer goes through the process of examining the 
shareholding of the company during every day of the previous year .. For 
example, the very first test to find out whether a company is one in which 
the public are substantially interested is to see whether shares carrying 
not less than 50 per cent of the voting power have been allotted un­
conditionally to or acquired unconditionally by ;md were throughout 
the relevant previous year beneficially held by ............... the public. The 
expression "throughout the relevant previous year" clearly stipulates that 
the shareholding must be construed with reference to the position, every 
day, of the previous year. We are certain that no incometax officer can 
undertake . this exercise and hence the test laid down had become more or 
less academic. Secon.<Ily, a good deal of litigation• has been generated on 
the meaning of the world "public" as used in this clause. The substance 
of the definition is that a few persons should not be in a position to in­
fluence the decisions relating to the distribution of dividends by virtue of 
a controlling interest in the company but in this process, even genuine 
public companies can be classified as controlled companies. 

5.8. Historical Backgrountb-

In order to appreciate the background in which this category was 
introduced, it is necessary to look into the history of this provi.sion. A Bill 
was introduced in 1927 to prevent the evasion of super tax through one­
Qlan companies and firms. It is said that this Bill was introduced mainly 
to meet the case of the Late Sir David Yule. Sir David had formed a num­
ber of .one-man companies between 1917 and 1921. By preventing these 
companies from distributing their profits, Sir David succeeded in avoid­
ing super tax to a very large extent. Therefore, the Government came 
forward with a Bill which was ultimately passed as Indian Incometax 
(Amendment) Act (XXI of I 930) which introduced in Section 4 thereof 
the new Section 23A of the Incometax Act of 1922. The following extract 
from the Statement of Objects and Reasons of the Bill will be of interest 
in this connection-

"The Government have been considering for some time in consul­
tation with the commercial community and the officers of the 
Incometax Department, the best methods of rendering ilkgal 
certain practices, now legal, which are adopted by persons 
desirous of evading the payment of Incom~tax and super tax 
and this Bill proposes to give the taxing authorities the neces­
sary powers to check such evasion. 

Broadly speaking. the proposals in the Bill were-
(aJ to define a 'firm', 'partner', and 'partnership' in th~ same 

sense as in the Indian Contract Aet, I 872; 

• (Raghuvanshl :Mills Vs. C.I.T. 411TR 613). 
2. Ta·.om Stcaw Navigation Co. Vs. C.I.T. 24 T.C.57. 

I.,,'S;:oOARC-7 
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(b) to give discretion to the Incometax Officer to treat as separate 
assessees the individuals .comprising any association nlrrying on 
business, or which only one member is competent to bind the 
association by his acts; 

(c) to give the Incometax Officer discretion to treat the members 
. of a company as separate assessees if the company n•stricts the 

right to transfer shares or limits the number of shareholders, 
exclusive of employees, to 50, or does not invite, or permit, 
subscription to its shares or debentures by the public; and is 
under the control of not more than five members. 

Thus, section 23A was introduced not only for assessing the share­
holders of companies on undistributed profits but also for assessing other 
entities, such as, firm, or other association of persons carrying on busi­
ness and the sole aim of ihat section was to see that super tax was not 
avoided by the individual members of such associations, whether incorpo­
rated or not. By a series of amendments this concept of company in which 
the public are not substantially interested was made to serve purposes 
other than for which it was invented. Thus, for example, if a company in 
which the public are not substantially interested makes an advance or a 
loan to a shareholder having a substantial interest in that company, that 
loan or advance is treated as a dividend. If a company is one in_ which 
the public are not substantially interested, Section 79 of the Income-Tax 
Act, 1961 imposes restrictions regarding the can-y fonvard of its losses. A 
major differentiation made between public companies and the companies 
in which the public ar-e not substantially interested is in regard to the 
levy of incometax. The companies in which the public are not substan­
tially interested bear generally _10 per cent more tax than public com­
panies. 

5.9. These provisions would suggest that the companies in which the 
public are not substantially interested are equated to private companies. 
If so, it would avoid a lot of complication if instead driving the Incometax 
Officer to find out whether every company is one in which public arc not 
substantially interested the straight-folivard distinction between a private 
company and a public company is introduced in the Incometax Act. These 
two expressions arc well understood in legal and commercial circle~ and 
a certain unifonnity of interpretation can also be gained as between the 
provisions of the Companies Act and the lncometax Act. 

5.10. Adoption of this suggestion may lead to a question as to whether 
the Government has to give up its right to take extra tax from conu·olled 
public companies when such companies do not· distribute dividends among 
the shareholders thereby helping them to avoid super tax. A short answer 
to this q·uestion is that the Legislature itself has· given up to a large ex­
tent the extra revenue realisable from ·the application of sections 107 to 
109 of the Incometax Act, 1961, corresponding to section 23A of the Act 
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of 1922. As the p.ovisions stand today, manufacturing companies and 
such other companies as are notified by the Central Government are com­
pletely exempt from the provisions of this section. The section has limited 
application only to trading companies. Even there, thanks to a recent 
Supreme Court judgement'• the provisions of section 107 have been 
rendered inapplicable if the trading results in which even capital losses 
should be computed show that it would not be possible to apply this 
section. In spite of this if it is applied, the company has a right to approach 
the Board for getting· a lower percentage than what is prescribed. The 
distributable income itself has been so defined as to exclude many slices 
of income so that ultimately very little revenue comes from the applica­
tion of this section as it stands today. 

Further at the time when Section 23A was introduced, there was a 
marked difference between the tax payable by the individual (because· of 
graded super-tax) and the tax payable by a company. Now the maximum 
tax payable by a private company and by an individual is the same, vil., 
65 per cent. Though the maximum is 65 per cent in the case oE indi­
viduals, the effective average rate is less than this, so that even if the ele­
ment of surcharge is taken, the net difference between the tax payable 
by a. private company and by an individual will not be significant. The 
result is that the original purpose for which this section was introduced"\ 
no longer justifies the continuance of this category of companies.. In this 
connection, it may be relevant to point out that ont of 26.000 companies 
in India, a little over 20,000 companies are private companies and on! y 
about 2,500 are tlwse in which the public are not substantially interested. 
Therefore, by abolishing this category and l"etaining the distinction 
between a private and a public company for all the purposes fol' which a 
distinction is requh-ed to be made between public companir.s and wm­
panies in which public are not substantially interested, may not result in 
any appreciable loss of revenue. On the other hand, it may save ad­
ministrative cost to Government in the time and the h&bour an Income­
tax Officer ~pends for conducting investigation in every case whether it 
fulfils the test laid down in section 2(18). If in spite of this it is still 
thought necessary to have a distinction between controlled companies 
and non-controlled companies, this can be achieved by substituting a 
much simpler di•tinctiou for the existing one in section 2(18). This can 
he done by retaining section 2(18)(b)(i) and deleting the other sub­
clauses. Essence of control is in this sub-section. 

5.11. Registration of Firms-
In the Incometax Act, a distinction is made between registered firms 

. and unregistered firms in regard to the determination of the tax liability 
on firms and partners. In .the case of a registered firm, the total income of 
the firm is determined, but tax is levied in the hands of the partners on 
the basis of the share incomes determined in their individual cases. The 

1*. C.I.T. West Bengal Vo. Gangadhar Banarjce & Co. (571TR 120). 
r.,S200ARC-7{a) 
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registered firm aho pays a nominal tax under para (c) of the lst Schedule 
to the Finance Act. This tax ranges between 6 and 12 per cent and is 
based on the total income of the firm. A rebate is given for the tax so paid 
by the finn to each partner. in proportion t? his share. in th~ tax p~id by 
the finn which is expressed m a very complicated way m sectiOn 86(tv). 

In the case of an unreo-istered firm on the other hand, the !itm pays 
tax on its total income at ~he rates applicable thereto and the share in­
come is added to the other. income of the partners to find out the income­
tax rate at which the rest of the income is to be taxed. Thus, for example, 
if a firm of four equal partners has a net profit of Rs. I lakh and the 
whole of it is earned, if it is an unregistered firm, it has to pay tax of 
Rs. 43,313 whereas if it is treated as a registered firm, total tax payable both 
by the registered firm and by the four partners together works out to 
Rs. 22.604 (firm Rs. 7,260 plus 4 partners Rs. 15,344). Thus, there is a 
huge difference in liability between two firms similarly situated and with 
equal partners merely because one firm is registered by the incometax De­
partment and the other is not.· The Income tax Enquiry Commission of 
1939 felt that such a distinction was unwarranted and observed as fol­
lows--1 

"In the case of partners in registered firms. the provisions of section 
48 clearly import the equitable consideration that the t·:.te of 
taxation of partnership profits should depend upon the total 
income of the individual entitled to such profits and we see no 
reason why this should not be aimed at in the case of other 
firms also. It i$ inequitable that it should be possible for two 
firms eaclt earning say Rs. 5,000, each with 3 equal partners,_ 
to be so differently dealt with that no tax is payable by one of 
them while the other is charged Rs. 156 by reason of non­
registration." 

They, however, permitted the retention of the distinction mainly for a 
proce<Jural purpose. viz., the opportunity it gives to the Incometax Officer 
to find out which are genuine firms and which are not. It is for this pur­
pose that rules have been framed providing for the .submission of an ap­
plic_ation accompanied by an instrument of partnership for registration 
~ettmg out _the_ shares of the partners and signed by all the partners. It is 
m the apphcatton of these rules relating to registration that both the asses­
sees and _the Department find themselves locked up in legal battles mostly 
o~ techmca\ matters. So far in a majority of cases the results of such legal 
dtsputes have always ended in favour of the assessee. The Department 
has, therefore, found that the line of least resistance now is to allow 
registration wherever it is applied for. However, so long as the provisions 
of l~w ~elating to registration are there, namely, that there should be an 
apphc.atwn _for r~g~stration and that application must be made -«oithin a 
prescnbed ttme hmtt acwmpanied by the instrument of Partnet ship, there 
has to be separate proceedings for admitting the applicatim; by the 
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Incometax Officer. If there is a refusal to admit registration. the assessee 
gets a right of appeal to the Appellate Assistant Commissioner and the 
entire process to be gone through results in waste of time and expenditure 
of money both to the assessee and to the Department. 

5.12. In the circumstances, it has been suggested to us that the dis­
tinction between the registered fixms and ~nregistered f,rms should be 
abolished and tax should either be charged on the firm on its total 
income or it should be charged from the partners on the basis o£ 
their total income including the share income ignoring the existence 
of the firm. We have examined both these suggestions but have found 
them unacceptable. If the foxmer course is adopted, it would lead 
to evasion of tax by big assessees floating a number of firms and paying 
much less tax through the firm than what they would have to pay 
on l'he totality of their share incomes. If the latter course is adopted, it 
will lead to claims being made that a particular· income was from a 
partnership even though in fact . there would have been no partnership 
at all. 

Having regard to these risks, we suggest that all cases of firms which 
are constituted undei' an Instrument of Partnership and registered with 
the Registrar of Fixms under the Indian Partnership Act, should be auto­
matically treated as registered firms without an application therefor be­
ing made under the Incometax Act and without holding a separate pro­
ceeding for registration as is in vogue at present. This can be achieved by 
amending the definition of a registered firm as follows--

"Registered firm means a firm constituted under an Instmment of 
Partnership specifying the individual shares of the partners an~ 
registered with the Registrar of Firms under section 59 of th .. 
Indian Partnership Act." 

This change would reduce litigation as well as paper work :md will 
lead to a reduction in irritation to assessees. 

5.13: Tax paid by Registe1·ed Firm to be allowed as a deduction-
A related question is with reference to the method by which the re­

bate for tax paid by registered firms is to be given in the hands of the 
partners. Section 86(iv) dealing with the manner in which the rebate is 
given in the hands of the partners for the tax paid by the registered firm 
prescribes a complicated process as follows--

The amount which represents the difference between-

(a) the assessee's share in the total income of the firm and 

(b) his share in such total income as reduced by the incometax 
payable by the firm, 

the share in either case being computed in the manner laid down in Sec­
tion 67. This complication can be removed and simplification achie\'ed if 
the tax paid by the registered firm is allowed as a deduction fro~J> thr 
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registered firm aho. pays a nominal tax under para (c) of the 1st Schedul_e 
to the Finance Act. This tax ranges between 6 and 12 per cent and Is 
based on the total income of the firm. A rebate is given for the tax so paid 
by the firm to each partner in proportion t_o his share. in th~ tax p~id by 
the hrm which is expressed in a very complicated way m se~twn 86(tv). 

In the case of an unreaistered firm on the other hand, the fitm pays 
tax on its total income at ~he rates applicable thereto and the s~are in­
come is added to the other. income of the partners to find out the mcome­
tax rate at which the rest of the income is to be taxed. Thus, for example, 
if a firm of four equal partners has a net profit of Rs. I lakh and the 
whole of it is earned, if it is an unregistered firm, it has to pay tax of 
Rs. 43,313 whereas if it is treated as a registered firm, total tax payable both 
by the registered firm and by the four partners together works out to 
Rs. 22,604 (firm Rs. 7,260 plus 4 partners Rs. 15,344). Thus, there is a 
huge difference in liability between two firms similarly situated and with 
equal partners merely because one firm is registered by the incometax De­
partment and the other is not.· The Income tax Enquiry Commission of 
1939 felt that such a distinction was unwarranted and observed as fol­
lows--,-

.. In the case of partners in registered firms, the provisions of section 
48 clearly import the equitable consideration that the n.te of 
taxation of partnership profits should depend upon the total 
income of the individual entitled to such profits and we see no 
reason why this should not be aimed at in the case of other 
firms also. It b inequitable that it should be possible for two 
firms each earning say Rs. 5,000, each with 3 equal partners,. 
to be so differently dealt with that no tax is payable by one of 
them while the other is charged Rs. 156 by reason of non­
registration." 

They, however, permitted the retention of the distinction mainly for a 
proce<.Jural purpose, viz., the opportunity it gives to the Incometax Officer 
to find out which are genuine firms and which are not. It is for this pur­
pose that rules have been framed providing for the .submission of an ap· 
plication accompanied by an instrument of partnership for registration 
setting ou~ the shares of the partners and signed by all the partners. It is 
in the application of these rules relating to registration that both the asses­
sees and the Department find themselves locked up in legal battles mostly 
on technical matters. So far in a majority of cases the results of such !~gal 
disputes have always ended in favour of the assessee. The Department 
has, therefore, found that the line of least resistance now is to allow 
registration wherever it is applied for. However, so long as the provisions 
of law relating to registration are there, namely, that there should be an 
application for registration and that application must be made "'ithin a 
prcscrib~d time limit actompanied by the instrument of Partnet ship, there 
has to be separate proceedings for admitting the applicatiOI> by the 
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Incometax Officer. If there is a refusal to admit registration, the assessee 
gets a right of appeal to the Appellate Assistant Commissioner and the 
entire process to be gone through results in waste of time and expenditure 
of money both to the assessee and to the Department. 

5.12. In the circumstances, it has been suggested to us that the dis­
tinction between the registered firms and ,;nregistered firms should be 
abolished and tax should either be charged on the firm on its total 
income or it should be charged from the partners on the basis o£ 
their total income including the share income ignoring the existence 
of the firm. We have examined both these suggestions but have found 
them unacceptable. If the former course is adopted, it would lead 
to evasion of tax by big assessees floating a number of firll!s and paying 
much less t~x through the firm than what they would have to pay 
on t•he totality of their share incomes. If the latter course is adopted, it 
will lead to claims being made that a particular· income was from a 
partnership even though in fact . there would have heen no partnership 
at all. 

Having regard to these risks, we suggest that all cases of firms which 
are constituted unde,. an Instrument of Partnership and registered with 
the Registrar of Firms under the Indian Partnership Act, should be auto­
matically treated as registered firms without an application therefor be­
ing made under the Incometax Act and without holding a separate pro­
ceeding for registmtion as is in vogue at present. This can be achieved by 
amending the definition of a registered firm as follows-

"Registered firm means a firm constituted under an Instmment of 
Partnership specifying the individual shares of the partners ani'. 
registered with the Registrar of Firms under section 59 of th .. 
Indian Partnership Act." 

This change would reduce litigation as well as paper work and will 
lead to a reduction in irritation to assessees. 

5.13. Tax paid by Registe1·ed Firm to be allowed as a deduction-
A related question is with reference to the method by which the re­

bate for tax paid by registered firms is to be given in the hands of the 
partners. Section 86(iv) dealing with the manner in which the rebate is 
given in the bands of the partners for the tax paid by the registered firm 
prescribes a complicated process as follows-

The amount which represents the difference between-

(a) the assessee's share in the total income of the firm and 

(b) his share in such total income as reduced by the incometax 
payable by the firm, 

the share in either case being computed in the manner laid down in Sec­
tion 67. This complication can he removed and simplification achie,·ed if 
the tax paid by the registered firm is allowed as a deduction froJD thr 
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total income of the firm and the balance income distributed among part­
ners for purposes of imposing tax liability on their total incomes. 

5.14. Basis of Tax on Registered Fi~ms to be altered-

In the case of the registered firms, the tax is levied under paragraph 
(c) of the First Schedule to the Finance Act on the basis of the total in­
come of the firm. The present rates are-

Basis of Tax on Registered Firms to be altered 
(i) Income not exceeding Rs. 25,000 Nil 

( ii) Income exceeding Rs. 25,000 but not 
exceeding Rs. 50,000. 

6% of the amount by whioh the total income 
exceeds Rs. 25,000. 

(iii) Income exceeding Rs. 50,000 but not Rs.1,500 plus 8% ofthe amount by which the 
exoeeding Rs. 1 la.kb. totalincomeexceedsRs.OO,OOO. 

(iv) Iocome exceeding Rs.11akh • • Rs. 5,500 plus 12% of the amount by which 
the total income exceeds Rs. lln-kh. . 

To tax registered firms on the basis of the income would not be as 
appropriate as to tax them on the basis of the number of partners because 
the revenue advantage a registered .firm gets, increases in direct propor­
tion to the number of partners constituting the partnership. We, there­
fore, suggest that the tax must be levied on registered firms on the basis 
of the partners all([ not on the basis of the income. For this purpose, we 
suggest the following rates-

(a) Partnerships with four or less persons as partners ... 10% 
(b) Partnerships with more than 4 partners and less than 

8 partners 12:\-% 

(c) Partnerships with more than 8 partners ... 15% 

The percentages recommended by us are higher than the extstmg 
percentages of tax. This is because of amount of tax benefit the reaistered 
firms get is considerable and as a consequence there has been a 

0 

pheno­
~e~al rise in the number of such firms as the following figures would 
mdtcate-

Year 

1959-60 

1900-61 

1961-62 

1962-63 

1963-64 

TABLE 9 

No. of firma 

14179 

15396 

17712 

30i37 

3374.1 

Total income Total Tax 
assessed paid 

(in lakhs of · (in lakhs of 
rupees) rupees) 

11247 354 

12754 414 

14870 487 

19741 779 

20498 .934 
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·5.15. Depreciation-

Another area where complexity prevails relates to depreciation. 
Under section 32 of the Incometax Act, 1961 depreciation for wear and 
tear of building, machinery and plant and furniture is allowed at the 
rates specified on a schedule given in Appendix I to the Incometax Rules. 
For this purpose, buildings are classified into 4 categories--first class, 
second class, third class and purely temporary constructions-and 
different rates have been prescribed for the first three categories whereas 
costs of renewals of purely temporary constructions are allowed as revenue -
expenditure. ~ 

For machinery and plant, a general rate of 7 per cent is prescribed 
and specific rates are prescribed for nearly 169 categories. Even then, 
this list is not exhaustive and many a question has arisen as to what should 
be the rate in regard to the machinery employed in particular industry, 
for example, in the case of automobile industry, uo specific rate has 
been prescribed in the Schedule with the result that the Working Group 
understands that different rates are adopted by the three automobile 
manufacturers in India. In-addition to this, the rules also provide for the 
grant of double shift allowance and multiple shift allowance in the case 
of factories which work two or more shifts. and the calculation of this 
depreciation for extra shifts is again done in a complicated manner by 

. taking the total number of working days as 300 and allowing proportion-
ate depreciation thereto on the basis of the normal rate. Added to this, 
initial depreciation is admissible on certain types of buildings. When an 
asset is sold, destroyed, discarded or demolished, a terminal allowance is 
also given to the assessee in respect of that portion of the cost which would' 
have been admissible to him as depreciation, had the . machinery not 
been sold, discarded, demolished or destroyed. 

There are certain conditions prescribed for granting this deprecia­
tion namely that certain prescribed particulars should be furnished by 
the assessee and the total depreciation on all counts should not exceed 
the actual cost of the asset to the assessee. The calculation of depreciation 
and the conditions prescribed therefor are so complicated that the iucome­
tax officers have been found to have committed the largest number of 
mistakes in these calculations. The total revenue in under assessments re­
lating to depreciation alone as reported by Public Accounts Committee 
and further found on review by the Department amounted to nearly 
Rs. 240 lakhs during the period 1962 to 1967. That the Government it­
self is aware of this fact is clear from the Budget speech of the I•inance 
Minister while moving the Budget for 1966-67-

"The rate schedule of depreciation allowable in respect of build­
ings, furniture, plant, machinery etc., has become highly 
complicated. It is necessary to review the position in the light 
of, the recent development and to make appropriate changes 
so that the schedule may f:oe both rational and simple." 
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A step in the direction of rationalisation woul~ be to rep~ace th~ exist­
io1g rates by introducing oonsolidated rates on an mdustry-w1sc ba&ls. ~he 
existing rates val/)' from 2!- to 40 per cent. These ca?" be regrouped and 
consolidate_d on an industry-wise basis at the followmg rates:-

Existing rates To be consolidated to 

I. 2!%. 5%. 6% 5% 

2. 7%, 7!%· 8%, 9% and 10% 10% 

3. 12% and 15% 15% 

'1. !8%, 20% and 25% ... 20% 

5. Between 20% and 40% 30% 

Subject to the condition that the actual depreciation to be allowed 
will he limited Ao the actual amount wriuen off in the accounts. 

The re-grouping on the basis of industry may be done with reference 
to the grouping given in the Industrial Development and Regulation Act 
and in consultation with the trade and professional bodies, such as, the 
Federation of Chambelis of Commerce and Industry and Institute of 
Chartered Accountants. The general rate for machinery should be raised 
to 10 per cent from the existing 7 per cent. All assets the original cost of 
which is less than Rs. 1,500 should be allowed as revent~e expenditure. 
The present method of allowing petty depreciation on these items is time 
consuming and profitless. 

5.16. Books to be excluded from Plant. 2. Seasonal Factories-

One of the anomalous provisions in the Incometax Act is that the ex­
pression "plant" is defined to include books so that depreciation is being 
allowed in _the case of books at the general machinery rate. It is high time 
this anomaly was removed and purchase of books allowed as a revenue 
expenditure where such purchase is proved to be wholly, ext>lush·ely and 
necessarily for the business or profession. 

In the case of se~onal factories, depreciation should be allowed 
taking the season as a full year. If such a seasonal factoi:y has worked for 

· more than half the season, full depreciation should be allowed: if it has 
worked for less than half the season but more than one month, half depre­
ciation should be allowed and if it has worked for less titan one month, no 
depreciation should be allowed. · 

5.17. Straight Line method not preferred-

. As regards the method of allowing depreciation, m'ajority of the offi­
Cials and the non-officials have represented to us that the straight line 
method should be adopted instead of the written-down value method that 
is now in vogue. • 
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The written down value method was introduced in 1939 on the 
recommendation of the Incometax Enquiry Committee of 1936. Before 
1939, the Department was following the straight-line method, but that 
method was found to be defective because it made it a matter of great 
difficulty to keep track of the various items of plant purchased on differ­
ent dates and of the years in which they should drop out of the deprecia­
tion computations by reason of the full 100 per cent allowance having 
already been made. The written down value method, on the other hand, 
automatically. secures that the aggregate allowances can never exceed I 00 
per cent. 

The Direct Taxes Administration Enquiry Committee which examin­
ed this issue felt that the written down value method conformed closest 
to the accepted principles of accountancy and is followed in many coun­
tries. They also pointed out that since the largep part of the cost was 
\\Titten off in the initial years, the risk to the business or industry was 
also considerably reduced. We entirely agree with this view and ":e do not, 
therefore, suggest any variation in the method to be followed for allow• 

. ing depreciation. 

5.18. Salary-option fo,- standa,-d deduction-

One of the provisions of the Incometax Act which· suffers frequent 
amendments is that which relates to computation of salary income. The 
assessment of salary involves the simplest of operations in most counriies 
but in India, the provisions are so intricate that in a big salary case parti­
cularly of an employee. of a company, as much time is taken for assessing 
it as an assessment of a business case. Under the Act as it stands today, 
the following deductions are enumerated as permissible for determining 
the income under 'salary·-

(a) For purchase of books upto a maximum of Rs. 500. 

(b) In respect of any allowance in the nature of Entet·tainrnent 
Allowance specifically granted to the assessee by his emplo~·er 
subject to several conditions and limits. 

(c) Professional tax. 

(d) For expenditure incurred in the maintenance of a conveyance 
owned by him and for normal wear and tear of the conveyance. 

(e) Any amount wholly, exclusively and necessarily incurred by 
the assessee in the performance of his duty, provided il'curring 
of such expenditure flows from the conditions of employment. 

At present moment, any as_sessee who claims expenditure on any of 
these items, is required by law to produce proof of such expenditure and 
this becomes. particularly a maddening exercise when one claims ex­
penditure on account of maintenance of a conveyance. Secondly, an un­
justifiable distinction is made between a person who incurs transport 
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charoes in connection with his emplm·mu1t but does not maintain a con-
o . . . 

veyance, and a person who incurs the same expenditure but tl1amtams a con-
vcvance. The fot:mer does not get any deduction, whereas the latter gets 
a deduction from the salary. Thirdly, a majority of the salaried assessees 
whose income is below Rs. 15,000, docs not incur any of these item> of 
expenditure and these provisions are inapplicable in 'their cases. 

Having regard to these factors, we sugge>t that an option should be 
given to all salaried assessees to claim a straight deduction of I 0 per cent 
of the gross salary instead of claiming itemised expenditure and proving 
them before the Incometax authorities. This straight deduction should b20 
given in the same manner as allowance for repairs of house property 
without insisting on proof of expenditure.oThis straight deduction of 10 
per cent should be in addition to the deduction they are entitled to for 
the life insurance premia, provident fund contributions,· etc., and should 
be taken into account while deducting tax at source. 

5.19. Income from property-notional income to be given ufJ-

In the case of income from property, the present method of taking 
the gross annual value at a hypothetical figure viz., what the property 
would fetch from year to year, is lending itsel~ to unnecessary litigation. 
The Department is avoiding such a litigation by taking in practice either 
the actual rentals received. or the municipal valuation whichever of the 
two is greater. 

This practical approach can be brought into the enactment itself by 
P.roviding in section 23 that the gross annual value of the property should 
be either the annual rental receivable or the municipal valuation of the. 
property whichever of the two is greater. From this, deduction should be 
given for the full municipal tax, instead of half, as at present for pro­
perties constructed after 1.4.1950. 

5.20. Expenditure ~ot !'elated to property not to be allowed-

Under section 24(iii) and (iv), interest on mortgage or capital charge 
created on the property and any annual charge on the property is allow­
ed as a deduction. This mortgage or capital charge may have been incur' 
red for purposes totally alien to the construction or maintenance of the 
property as for example, marriage of a daughter. The annual charge, 
again, may be one not related to the property at all, as for example, ali­
mony paid to a wife or a husband. The allowance of these expenses cuts 
across the basic principle of admissibility of deductions for income-tax 
purposes namely that only that expenditure which is incurred in earning 
the income should be allowed. · 

In the circumstances, we consider that it is unjustifiable to retain 
section 24(iii) and 24(iv) and the same may be deleted. ' 
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5.21. Bu.siness Expen~es-
Jhe position in relation to allowances of business expenses in the 

Incometax Act is that certain items of expenditure such as, rent, repairs, 
interest, bonus, bad debt payment to recognised provident funds, approv­
ed superannuation funds, depreciation, development rebate, scientific 
research expenditure, expenditure on family planning, etc., etc., are being 
allowed under certain enumerated clauses. These provisions :.re set out 
in sections 3fl to 311. Over and above the enumerated items section 37 per· 
mits deduction of any expenditure which is wholly and exclusively in­
curred for the purpose of the business or the profession. This section 
makes it clear that only such expenditure, not being expenditure of the 
nature described in Sections 30 to 36, will be admissible under the resi­
duary clauses. In spite of this, Courts have allowed certain items of ex· 
penditure barred by the enumerated Sections on the· ground that these 
expen,ses are admissible under the omnibus clause.• Secondly, it has also 
been heldt by the Couns that the enumeration relates <>nly to expemes 
of overheads and that exp-enses and losses incurred before earning the 
gross business income are admissible under Section 28 itself (i.e. section 
10(1) of the Income-tax Act of 1922). The enu~eration of .the expemes 
has, thus, not served any. useful purpose but at the same time has led to a 
good deal of rigidity in their application by the Department and also at­
tempts at inflation of such expenses by the assessees. Shri G. P. Kapadia, in · 
his minority report appended to the Direct Taxes Administration Enquiry 
Committee has pointedly brought this out: 

"So far as the Department is concerned it wants to put as restric­
tive an imcrpretation as possible while the tax payer, on the 
other hand, seeks to put as wide an interpretation as possible. 
The result is litigation. Apart from this, the rigidity in allowing­
expenses automatica!ly results in assessees making an att<'mpt 
to inflate expenses. This is particularly so in cases where a 
particular portion, say ~ or I f3rd of the expenditure in res­
pect of particular activities is allowed. The assessees make an 
attempt to debit more than the position warrants or the actuals 
justify. In the end, they get an allowance to the extent of 
what they would have spent and at the same time would be 
able to withdraw money in cash. This process results in a sub-

. stantial amount going into the cash coffers with the result that 
all the consequential results follow."t . 

In view of these we suggest that instead of enumeuating the various 
items of expenditure! a single omnibus section may be inserted for allow­
ing· deductions for· :.II losses and outgoings to the extent they are incurred 
for gaining and producing the assessable income or are necessarily incurred 

• Badridas Daga Vs. C.I.T. (1958) 34 I.T.R. IO(SC). 
t Bombay Steam Navigation Co. Ltd. Vs. C.I.T. (196~) ?6 1.:.R. 52 (S.C). 
t Para 1, page 446 of the Report ofDireot Taxes Admm1strat10n Enqu1ry Com 
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in carrying on a business or profession for the purpose of gaining or pro­
ducing mch income except where such losses or outgoings arc of a capital, 
private or domestic narure or are incurred in relation to the gaining or 
production of an exempt income. This is the method adopted in the 
Austmlian Act (Section 51) and it will introduce precision in our Act also. 
After putting in this omnibus clause, items of capital expenditure which 
arc to be allowed on grounds of policy, such as depreciation, expenditure 
on scientific research, capital expenditure on family planning, patent and 
copyright fees, fees paid for teohnical know-how may he listed separately 
setting out the conditions and limitations therefor, expenditure of a 
revenue nature which is proposed to be limited, such as, r.he entertain­
ment expenditure, expenditure on perquisites to employees may be spelt in 
another section. In this connection, we wish to point out that if it is 
decided to keep the limits now prescribed foF the entertainment ex­
penditure, it would be. necessary to make it clear that entertainme11t ex­
penditure for this· purpose would include any payment made by way of 
entertainment allowance to employees for the "purpose of entertaining 
company's guests, 

5.22. Computation of Exempt Profits to be based on Paid-Uj>·Capic 
tal-

For the purpose of providing an exemption to profits of Industrial 
Undertakings, section 84 of the lncometax Act provides that Incometax 
shall not be payable by an assessee on so much of the profits derived 
from any new industrial undertaking as docs not exceed 6 per cent per 
annunt of the capital employed in such undertakings. Rule. l!J o( the 
Incometax Rules lays down an elaborate and complicated pro<:ednre fur 
computing the capital employed. That the application of this daborate 
procedure has not been understood properly by the officials o( the 
Incometax Department is clear from the number of mistakes committed 
which has come to the notice of the Public Accounts Committee. We 
suggest that with a view to simplifying the procedure and at the same 
time with a view to a•·!lieving uniformity, section 84 should be amend­
ed to change 6 per cent of the capital-employed to 6 per cent of the }>Hid­
up capi1al of the company. This will also be a real and effective incentive 
for establishment of new industries. 

5.23. Company and Dividend Taxation-
Of the total revenue from direct taxation amounting to Rs. 467.76• 

crores the companies give the highest share i.e. Rs. 304.84 crores but in 
the field of company taxation, considerable complications have arisen 
on account of classifying these companies on the basis of the share hold­
ing for purpose of levy of incometax at different rates. Thus, for example, 
the companies are divided first into domestic companies and non­
domestic companies. Domestic companies are again divided into those in 

*Excluding State's share oflncometax (1966-66 figures). 
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which the public are substantially interested and other companies. The 
companies in which the public are substantially interested are again 
divided into those with incomes of Rs. 50,000 or below and those with 
incomes exceeding Rs. 50,000. Companies in which the public are not 
substantially interested are classified into Industrial Companies and 
Non-Industrial Companies. Industrial Companies bear slab rates of tax 
where the total income exceeds Rs. 10 lakhs. For the non·domestic com­
panies i.e. mainly foreign companies which do not 'have arrangement for 
declaring and distributing dividend in India, different rates of tax are 
prestTibed for royalties received from Indian concerns in pursuance of 
agreement made aftei' 31st March, 1961 and for fees received for render· 
ing technical services received from Indian concerns in pursuance to an 
agreement made after May 29, 1964 and another rate for balance of the 
income. 

The list narrated above would show the extent to which division 
been carried on in the matter of Corporate Taxes. To our minrl there 
can be considerable simplification in the matter of company taxation 
and it is not really desirable to have so many classifications of the com­
panies in the Finance Act. We have already suggested that the category of 
company in whicl1 the public are not substantially interL'Stcal should be 
;tbolished and in its place the expression of private companies should be 
substituted. If this is done, there is no need to provide differential rates 
based on the total income of the company. The basic principle behind 
the step system or the slab system is that the tax is adjusted according to 
the individual's capacity to pay. In the case of a company the principle 
of progression has no meaning or purpose. W'e, thei#ore, consider that 
all private companies should bear the same r<~te of tax on every mpee 
of income regardless of the total income and all public companies should 
bear the tax at a rate less than the rate prescribed for the private com­
panies. Secondly, increasing the rate of incometax on a distinciion based 
on the nature of the business carried on by a company i.e. whether it is 
an industrial company or trading company, introduces unnecessary com­
plications. We suggest that if the GQvernment desires to encourage fmtma­
tion of industrial companies, a more appropriate method would be to 
give them other concessions and subsidies than by giving them a con­
cession in incometax- We are of the view that even the definition of an 
Industrial Company is not exhaustive so as to cover all similar acth·ities. 
For example, in Imlia.. construction of buildings is an important in­
dustrial activity in the context of development plans. The definition of 
the industrial companies as given in the Finance Act does not include 
Engineering and Construction activities other . than construction of 
ships. Therefm·e, we feel that a more comprehensive enquiry is needed 
in this reg-<~rd and a specific scheme should be evolved to encourage for­
mation and development of sucii companies rather than to attempt to 
provide a tax incentive_ 
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in carrying on a business or profession for the purpose of gaining or J>ro­
ducing wch income except where such losses or outgoings are of a capital, 
private or domestic nat'Ure or are incurred in relation to the gaining or 
production of an exempt income. This is the method adopted in the 
Australian Act (Section 51) and it will introduce precision in our Act also. 
After putting in this omnibus clause, items of capital expenditure which 
are to be allowed on grounds of policy, such as depreciation, expenditure 
on scientific research, capital expenditure on family planning, patent and 
copyright fees, fees paid for technical know-how may he listed separately 
setting out the conditions and limitations therefor, expenditure of a 
revenue nature which is proposed to be limited, such as, rhe entertain­
ment expenditure, expenditure on perquisites to employees may be spelt in 
another section. In this connection, we wish to point out that if it is 
decided to keep the limits now prescribed foF the entertainment ex­
penditure, it would be necessary to make it clear that entertaimne11t ex­
penditure for this purpose would include any payment made by way of 
entertainment allowance to employees for the "purpose of ente:rtaining 
company's guesL~, 

5.22. Computation of Exempt Profits to be based on Paid-UjJ-Capic 
tal-

For the purpose of providing an exemption to profits of Industrial 
Undertakings, section 84 of the lncometax Act provides that Incometax 
shall not be payable by an assessee on so much of the profits derived 
from any new industrial undertaking as docs not exceed 6 per cent per 
annunl of the capital employed in such undertakings. Rule. \!I of the 
Incometax Rules lays down an elaborate and complicated procedme Iur 
computing the capital employed. That the application of this elaborate 
procedure has not been understood properly by the officials of the 
Incometax Department is clear from the number of mistakes committed 
which has come to the notice of the Public Accounts Committee. We 
suggest that with a view to simplifying the procedure and at the same 
time with a view to a<·hieving uniformity, section 84 should be amend­
ed to change 6 per cent of the capital i!mployed to 6 per cent of the paid­
up capiial of the company. This will also be a real and effective incentive 
for establishment of new industries. 

5.23. Company and Dividend Taxation-
Of the total revenue from direct taxation amounting to Rs. 467.76• 

crores the companies give the highest share i.e. Rs. 304.84 crores but in 
the field of company taxation, considerable complications have arisen 
on account of classifying these companies on the basis of the share hold­
ing for purpose of levy of incometax at different rates. Thus, for example, 
the companies are diviaed first into domestic companies and non­
domestic companies. Domestic companies are again divided into those in 

*Excluding State's share oflncometax (1966-66 figures). 
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~.24. Mitigation of Double Taxation of Dividends-

Under the present law, while a company distribntes a dividend. it 
has to deduct tax at 22 per cent before it pays dividend to the share­
holders. The tax so deducted is credited to the Government account and 
is treated as tax paid by the shareholders and necessary credit is afforded 
to him at the time the dividend is assessed to tax in his hands. Except 
where the recipient is a company, the dividend is taxed at the full nor­
mal rate as appliq.ble to his total income including the dividend. In 
case where the recipient of dividend is a company, the dividend received 
which is called inter-corporate dividend incometax was charged at a 
concessional rate vide Section 85(a). With effect from 1-4-1968, in the 
case of such inter-corporate dividend only a portion will be taxed. For 
·example, in the case of Domestic Companies the amount to be taxed 
will be only 40 per cent of the dividend received. It has been suggested 
to us that the taxation of dividends in the case of shareholders other than 
companies, involves double taxation in that the same profit undergoes 
taxation first when it is earned by the company and is taxed again when 
it is received by the shareholders. On the other hand, if the >ame business 
was held by a firm, the profit would suffer tax only once, depending 
upon whether the firm is a Registered Firm or Unregistered Firm. On 
this ground, it is argued that the total tax liability borne on profits earn' 
ed through a company is far higher than the total liability borne when 
such profits are earned through formation of other entities, and, this dis­
courages capital formation. To remedy this position. it has heen sug­
gested that either the amount of dividend paid by the Company should 
be deducted from the total income of the Company and the balance alone 
should be taxed or the dividend received bv a shareholder should be com­
pletely exempt when the full profit out ~f which the dividend is paid, 
has borne- the tax. Those who suggest the former method, cite example 
of Greece, where only undistributed profits are taxed in the hands of 
the Company and distributed profits taxed in the hands of share­
holders. Those who hold the latter theory cite example of Ireland, 

where no tax is paid by a shareholder on dividend received except where 
a shareholder is liable to surtax. While we feel that the1·e is an element 
of double _taxation in taxing companies' profits, we consider that the 
solutions suggested run counter to the theory of companies being distinct 
and separate legal entities enjoying certain concessions and privileges 
arising from incorporation. Further. exempting the shareholders from 
taxation of dividends or taxing only the undistributed profits of a ccm­
pany will result in considerable loss of revenue, whiFh in the present 
context, we can ill-aH'ord to countenance. Moreover in many I·.uropean 
countries the system of relief for dividend is so worked out as to allow a 
cenain percentage deduction from the gross dividend in the hands of 
the shareholders. This is similar to the treatment we give to intcrcorpo-
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rate dividends in India. Thus, for example, in Finland an individual -
may deduct 15 per cem of the amount of dividend foJ.: taxation and in 
France all shareholders receiving dividends from French companies get 
a tax credit of a certain percentage. 'Ve consider that either the same 
method can be adopted in India fo1· giving 1-elief to shareho!clers other 
than companies, or in the alternative, on the distributed profits of a. 
lower rate of tax may be imposed while assessing the company and full 
normal tax recovered from shareholders, whether such shareholders are 
companies or individuals. If the latter course is adopted,· the present 
method of allowing a deduction from intercorpm,ate dividend would 
have to go. 

5.25. Bonus Share>-
At present, bonus share are not taxed as dividends in the hands ol 

a shareholder unless the declaration of bonus shares is accompanied by 
a release of the assets of the company declaring the bonus shares. [Sec­
tion 2(22)(a)J. In the Finance Act of 1964, provision was made for bring· 
ing bonus shares under the capital gains levy, but later on, bv the 
Finance Act of 1966 this provision was omitted. The present position, is 
that .bonus shares are not taxed at all, even though in substance they are 
nothing but the shareholder's share of dividend converted into capital. 
IIi Ausir.alia, issue of bonus shares consequent on capitalisation of pro­
fits is brought to tax and the following is the provision in the Australian 
Act-

"Dividerid includes any distribution made by a companv to its 
shareholders, whether in money or other properly and any 
amount cerdited to thew as shareholders and includes the 
pajd-up value of shares distril..atcd by a company to its share· 
holders to the extent to which the paid-up capital value re­
presents a capitalisation of profits." (Section 6). 

It is high time we gave up the practice of not taxing bonus shares as 
dividend unless they were accompanied by a release of assets by the com­
pany. I~ may be argued that taxing bonus shares might act as a dis­
incentive for investment in oompanies, but we have recommendc<l in para 
5.24 supra that where companies distribute dividends, there should be a 
tax concession on the distributed profits. That would be a sufficient in· 
ducement for investment .in COll!-panies and therefore in that context we 
do not think that taxing bonus shares will in any way affect capital fofl. 
mation. 

5.26. Section 2(22)(e) to be amended.:_ 
Section 2(22)(e) provides that when a loan or advance is given by a 

controlled company to any shareholder having substantial interest in the 
,;ompany, the loan or advance will be treated as dividend to the extent 
of the cumulated profits held by the company. 

It has been reported to us that difficulties have arisen in the appli­
cation of this provision where more than one such shareholder gets a loan 
or advance. from the company. The question that would arise then is the 
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· apportionment of the amount for being taxed as dividend. In order to 

solve this difficulty, we suggest that the law may be amended to provide 
that in such cases the amount to be assessed as divtidend in the hands of 
shareh<'lder should he proportionate to their shareholding in the com- · 
pany. 

5.27. Deduction from Dividend Income-
In the case of dividends, section 57 provides for deduction of any 

reasonable sum paid by way of commission or remuneration to any per­
son realising the dividend and any other expenditure laid out wholly and 
exclusively for the purpose of earning the income. This enables an 
a,;essee to get deduction for all types of expenditure, such as establishment 
expenditure, repairs and rents of pt·emises, which hardly have any rele­
vance to collection of dividends. The dividend partakes of the same chara~­
ter as "interest on· securities" and, therefore, we ·suggest that no deduction 
other than what is permitted for 'interest on securities' should be allowed 
on dividends also. Accordingly, section 57(iii} may be amended to exclude 
from its scope dividends and section 5.7(i) should be amended to pennit 
interest on capital borjrowed for investment on shares in addition to com­
mission paid for realising the dividends. 

5.28. Simplification of Personal Taxation-
Under the Finance Act, for calculating tax payable by asses.ee other 

than companies, registered firms and co-operative societies, slab rates of 
tax have been laid down the· tax rates increasing _progressively over nine 
slabs reaching up to Rs. 70)000. Further, an exemption is laid down which 
is Rs. 7,000 for H. U.Fs. and Rs. 4,000 in every other case. If the income 
exceeds this exemption limJt, the average rate of tax is worked out by 
splitting the income with reference to the slabs provided and applying 
the rates referable to each slab. From the tax so computed, a dedaction is 
allowed of specified amounts ranging between Rs. 145 and Rs. 260 de­
pending upon whether the assessee is a married individual with depend­
ent children andi parents or not. After· this deduction, the net tax is fur­
ther increased by surcharges on ·unearned incomes exceeding Rs. 15,000 
and earned incomes exceeding Rs. I lakh. The resultant figure is further 
increased by surcharge equal to I 0 per cent of the tax so arrived at. 

All these operations are complicated and there is ample scope for 
simplification in this regard. 

· 5.29. Raising Exemption Limit not Favoured-

One method of simplification suggested to us is to raise the exemp 
Lion limit from Rs. 4,0qo to Rs. 7,500. We, however, fail to see how raising 
the exemption limit would simplify the various tax calculations which we 
have set out. Whatever be the exemption limit, the processes of arriving 
at the average rate of tax, giving deduction of a 5pecified· amount there· 
from and increasing the net result so arrived at the surcharges will coiltinue 
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to be operative wherever tax calculation has to be done. Secondly, as we 
have pointed .out in Chapter II, raising the exemption limit is not ad­
visable particularly when we want to. build up a pervasive tax conscious­
ness ·among tbe public. 

We, therefore, do not endorse the suggestion to raise tbe exemption 
limit. llowevei·, we are not unmindful of the fact that having regard to 
tbe fall in the value of money and the high cost of living, there is need 
for taX relief. This can be achieved by providing suitable personal allow­
ances in every case.· We, therefore, suggest that every individual should 
get a personal allowance of Rs. 5,000 (Rs. 3,000 for self, Rs. 1,000 for 
wife and Rs. 500 for each minor child, limited to two children). In the 
case of H.U.Fs, the personal allowance should be Rs. 2,000 for every 
adult member subject to a maximum of Rs. 10,000. If tbis is done, tbe de· 
ductions mentioned in clause (ii) to the provisio to paragraphs A of the 
First Scheduie to tbe Finance Act of 1967 may be altogether committed 
and this will, thus, result in. one step less in .tax calculation. Sc·condly, 
having regard to the personal allowance we have provided for, there is 
no· need to set out a separate exemption limit. Omission of the exemption 
limit removes a second step in tax calculation. 

Third! y, we· suggest that the first four slabs in the First Sdted ule 
should be combined to one slab reaching up to the total income of 
Rs. 20,000 (before allowing the personal allowance of Rs. 5,000). For this 
slab, a basic standard rate of tax should be applied which having regat·d 
to the high personal allowance we have given, may be fixed at 15 per cent. 
Incomes above Rs. 20,000 may be divided into four slabs as lollows--

(1) Between Rs. 20,000 and Rs. 30,000. 

(2) Between Rs. 30,000 and Rs. 50,000. 

(3) Between Rs. 50,000 and Rs. 75,000. 

(4) and in excess of Rs. 75,000. 

For these four slabs, in addition to the basic standard rate of 15 per 
cent suitable percentages as may be decided by the Government having 
regard to consideration of resources may be fixed. We, however, feel that 
if the· genet·al surcharge is to be retained, the maximum rate at th<' high· 
est slab should be retained at the existing level i.e. 65 per cent. 

5.31. Omission of Distinction between unearned and earned income 
and Surcharges-

The distinction between earned income and unearned income is un· 
real, as pointed out by Shri Bhoothalingam in paragraphs 3.1 to 3.3. of his 
Interim Report and should go and along witb it, the special surcharge 
also .. Further thc·tc is no justification, in our view, for penalising earned 
income above Rs. 1 lakh by imposing a surcharge thereon. The omission 
of these two surcharges will facilitate simplification of calculation of tax. 

L f:OOARC-8 
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Th loss in this 1-eganl may be made good by increasing the general sur­
ch~ by a flat addition of 2! per cent to the existing 10 per cent. 

5.32. Deletion of Annuity Deposit and Provisions relating to Ta.~ 
Credit Certificates- . 1 • 

Shri Bhoothalingam in paragraphs 2.1 to 2.5 of his lntenm Report 
has argued convincingly against t!/e co_ntinuatio_n of the annuity dep~sit­
scheme. We are in entire agreement with the view expressed by Jum. 
Apart from the various pointS made out by Shri Bhooth_a~ingam the 
scheme has not brought to the Exchequer the amount anticipated from 
it, as can be seen from the following ligures relating to Budget Estimates 
and Actuals for the three years--

1064-65 

1065-66 

1066-67 

TARLE 10 

(in ororcs of rupees) 

Budget Actnals 

Rs. Rs. 
67•00 40·28 
71•60 39·21 

44·61 32·30 

For the purpose of the issue of the annuity deposit certificate and manage-. 
ment of the scheme the following remuneration is paid to the Reserve 
Bank and the State Bank of India-

(i) Fee at Rs. 1,000 per crore. 
(ii) Actual expenses on account of advertisement, telegrams, trunk 

calls, printing and stationery. · 
(iii) Commission at 1/16 per cent on the deposits received by State 

Bank of India and its subsidiaries. 

For management of the schemc--

(i) Commission at Rs. 2,000 per crore per annum on the detTeas­
ing principal amount of the annuity deposit certificate. 

(ii) Establishment charges, cost of stationery and miscellaneous 
· expenses incurred. 

. ' 
If the cost to the Incometax Deparunent is also taken into con:;ideration, 
the cost of collecting annuity deposit is siguificant!y on the high side. Frr 
the assessees it has proved a source of irritation and we suggest that the 
scheme must be given up forthwith. If, however, the Government desires 
~o have a ~ompulsory scheme of saving, the compulsory deposit S<:heme 
~n~oduced I? 1963 by the present Deputy Prime Minister is far simpler 
m Its operation and provides also a lump sum to the assessee at the end 
of the live-year period unlike the driblets that come from the annuity 
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deposit year b\' year. We suggest the replacement of the Annuity Deposit 
Scheme by the compulsory deposit scheme for all assessees with income 
ab~ve Rs. 15,000. 

5.33. Tax Credit Certificate Schemes-
There are, at present, five tax credit certificate schemes as follows-­

(1) for stimulating exports (Sec. 280-ZC). 
(2) · for encouraging the production of certain goods liable to Cen­

tral Excise Duty (Sec. _280-ZD) 
(3) for providing an incentive to individuals and Hindu Undivid­

ed families for investing in newly floated equity shares of cer­
tain companies (Sec. 280-Z). 

(4) for enabling expansion of industry to companies engaged in 
important industries (Section 280-ZB). 

(5) for facilitating the shifting of industrial undertakings from 
urban areas (Sec: 280-ZA). 

The schemes framed under these sections are so complicated in their 
operation that the purpose of providing an incentive for the purposes 
stated has generally been defeated. 

"That the schemes have not fulfilled the purpose for which they were 
framed is seen from the following figures relating to Budget Estimates 
and Actuals--

TABLE 11 

Year Scheme Budget 
Estimates 

.Actual Payment 

Rs. lakhs. Rs. lakhs 
1965-66 Export Scheme 500 5·40 

Equity Shares 1·60 Nil 
1966-67 Export Scheme 1970 823 

Equity Shores 43 Nil 
Excise duty on 
clearance 75 0·01 

Corporation 
Tax Certifi-
oate 0·13 

If the Schemes were less complicated and better publicised, perhaps, 
the results would have been better. In our view, it is because they got 
merged in the Incometax provisions, they suffered this fate, making the 
Incometax Act, in the process more complex. If the Government of 
India is keen on making a success of these schemes, these schemes should 
be framed in a simpler language and administered not through the 
lncometax Act but through the Ministry of Commerce who are handling 
all incentive schemes. 

We, therefore, suggest that the provisions in sections 280Y to 280ZE may 
be deleted. · 
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6.1. General-

CHAPTER VI 

TAX EVASION 

I 

EXTENT OF TAX EVASION 

In the terms of reference we have been asked to examine the machinery 
of assessment and collection with a view to achieving greater efficiency in 
tackling tax evasion. A view is held that both 'avoidance' and 'evasion' 
fall ultimately in the 5:\ffie category resulting in loss of revenue to Govern· 
ment and placing an inequitable burden on the honest and straight­
forward tax-payer. The only difference between 'avoidance' and 'evasion' 
is that the former has the colour of legality while the latter is plainly con­
trary even to the letter of the law. H'?wever, the courts in India have held 
that there is nothing unjustifiable in avoiding tax so long as the Law 
allows it. • But even in U.K. where this dictum originated, it has come to 
be realised that avoidance is socially as undtesirable as evasion vide the 
following observations of Lord Simon in the case of Latilla vs. C.I.R.-

"Judidal dicta may be cited which point out that, however, elabo­
rate and artificial such methods may be, those who adopt 
them are "entitled" to do so. There is, of course, no doubt 
that they are within their legal rights but that is no reason 
why their efforts, or those of the professional gentlemen who 
assist them in the matter should be regarded as a commend­
able exercise of ingenuity or as a discharge of the d'llties of 
good citizenship. On the contrary, one result of such methods, 
if they succeed is, of course, to increase protanto the load of 
tax on the shoulders of the great body of good citizens who 
do not desire, or do not know how, to adopt these measures." 

We entirely agree with these observations. The Direct Taxes Administra­
tion Enquiry Committee made a number of recommendations pointing 
out the loopholes in the law which helped "avoidance" and. the Govern­
ment brought forward necessary legislative amendments to plug these 
loopholes. Owing to the limited time at our disposal, we have not 
launched an enquiry into further areas of "avoidance". We further feel 
that avoidance is a problem which has to be tackled. from experience in 
the administration of the Tax Laws and the Administration must be 
always on the watch and take inunediate remedial measures as soon as 
they come up against attempts at avoidance. 

•o.Vr. Vs. A.S. Raman & Co. 67 I.T.R. 11 (SCI· 
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6.2. Extent of Evasion-
There is a general impression that 'evasion' is wide-spread in India 

and this is the cause for the inelasticity of incometax revenues.~ 

Attempts at estimate of tax evasion started with the Report of Prof; 
:Kicholos Kaldor in his "Indian Tax Reforms." He estimated the extent 
of tax evasion in India at Rs. 200--Rs. 300 crores a year even though be­
fore the Direct Taxes Administration Enquiry ·Committee he stated 
subsequently that this estima~e. of ~is includ~d tax los~ in avoidance as 
well. The Direct Taxes Admmtstratwn Enqmry Commtttee felt that on 
an analysis of the final figures of national . income and cens.us of Indian 
manufactures, both the .quantum of income estimated and the rates ot 
tax adopted by Prof. Kaldor were very much on the high side and that 
the quantum of tax evasion thougl\ undoubtedly high, was n?t of the 
magnitude indicated by Prof. Kaldor in his Report:r The Dtrect Taxes 
Administration Enquiry Committee did not indicate the extent of evasion 
in India and the official ·and non-official versions of the extent have been 
varying. The Central Board of .Direct Taxes had estimated tha·t the tax 
evaded in any one year would be Rs. 20-Rs. 30 crores.t However, ·before 
the Public Accounts Committee which examined! this issue, the represen­
tatives of the Board stated that it would not be possible to precisely .esti­
mate as to what would be the extent of concealment in Indi;... The non­
official estimates put the extent of tax evasion between Rs. 38 and Rs. 61 
crores.t The non-official estimates proceed on the basis of national income 
statistics and on the assumption that the tax yield would increase at a 
faster rate than the national income. 

6.3. One great defect in taking the national income as the basis is 
that the tax calculations of a particular year are taken to l)e the tax on 
the incomes generated in that year. It is common knowledge that all the 
assessment are not completed in the same year in which the income is 
earned; nor do the collections made in any particular year represent the 
tax relating to the income of that year. It would>, therefore, not be cor­
rect to rely on these figures for finding out the relation between the 
growth of national income and the growth of tax revenues. 

6.4. Dimensions of the Problem-

An idea of the dimensions of the problem can be had if we look into 
the figures of concealed income detected by and disclosed to the Depart­
ment during the past two decades. The concealed income of the years 1940 
to 1946 was the subject matter of investigation by the Incometax Investi­
gation Commission. In respect of the cases referred to it, the Investigation 

•G.s. Sahota--Jndia.n Tax Structure and eoonomio Development-pages 41 to 51. 
tPara 7 · 5 of the Direct Taxes Administration Enquiry Report. 

tSbri Jacob Eapen in his paper on Incidence of Tax and Tax Evasion submitted to the 
Seo~nd All-India Conference ofTa:r: Executives gave an estimate of Rs. 38 crores, whereas 
Shr1 Sahota gave the estimate of Rs. 61 crores. 
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Commission [ound out that a concealment of Rs. 48 crores un which the 
tax evad,ed was Rs. 30 crores. Under the voluntary disclosure scheme of 
1951, Rs. 70 crores were further disclosed by the assessees and they paid 
tax and penalty of Rs. ll crores. These figures by themselves give a total 
concealed income of Rs. 118 crores and evaded tax of Rs. 41 crores Cor a 
period of about 11 years. Considering the fact that all the cases were not 
investigated by the Commission, nor all the assessees made voluntary dis­
closures of their concealed incomes, it can be said that the concealed 
incomes and the tax evaded were very much more than what the figures 
suggest. In the past four years from 1963-64 to 1966-67, a total amount of 
Rs. 80.76 crores of concealed income has been detected by the Department 
on which the total tax and penalty amounted to Rs. 30.44 crores. 

6.5. In 1965, two voluntary disclosure schemes were introduced by 
the Finance Act of that year-the first was introduced by the Finance Act 
No. l of 1965 and was in force for a period of three months. During this 
period, 2001 persons made voluntary disclosures of their concealed in­
comes amounting to Rs. 52.19 cr01·es, the tax on wh!ch at the 60 per cent 
prescribed rate came to Rs. 38.80 crores. In the second disclosure scheme, 
the disclosures were made by 1,13,628 persons and the concealed inco!fle 
disclosed was Rs. 145.51 crores on which the tax also roughly amounted 
to Rs. 20 crores. The comparatively smaller amount under the second 
scheme was due to the fact that the tax was calculated by u·eating the dis­
closed income itself as the total income and, furth~r, a large number of 
persons who gave disclosures in the second dJsclosure scheme were persons 
falling in the middle income groups. Besides the .above, under the provi­
sions of section 271 (4A), 1,900 persons have so far made voluntary dis­
closures surrendering. a concealed income of Rs. 21.76 crores. These 
figures indicate that ·tax evasion is a perennial problem and has to be 
fought by spotting out the sectors where this evasion !s concentrated. 

6.6. Evasion Sectors-
' . From an analysis of the figures detected by the Department and the 

various voluntary disclosure schemes, we find that a major part r.f this 
evasion is concentrated in the higher income groups. This is ~vident from 
the fact that in the first voluntary disclosure scheme where the tax pay­
able was 60 per cent, 2,001 assessees had disclosed an income of Rs. 52.19 
crores giving an average of Rs. 2,60;000 per assessee. In the second dis­
closure scheme, the amount disclosed was Rs. 145 crores, but the num­
ber of ·persons who gave disclosures was 1,13,628. Here the average dis­
closure is about Rs. 12,850 only. The persons who came under the first 
scheme had incomes which attracted a rate of tax which was higher than 
60 per cent. To attract a tax of more than 60 per cent, the total income must 
he above Rs. 50,000. So almost every case here was a case falling under the 
higher income group where the total income exceeded Rs. 50,000. In the 
second voluntary disclosure scheme, tax was levied at the rates prescribed 
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In the 1965 Act on the total disclosed income of Rs. 145.51 crores. Under 
this scheme, the tax levied was only Rs. 18.2i crores. Considering the 
income disclosed and the tax demand raised, the majority oi the tax payers 
here would fall in the middle and the lower income groups. A study of 
the figures of the action taken under the normal provisions of the incom~ 
Tax Act relating to concealment also confirms this. 

6.7. Therefore, our conclusions on this point are:-

(a) There is umnistakable evidence of practice of tax evasion in the 
country and in spite of several measures taken by the Govern­
ment, this continues on a disturbing seal~; and 

(b) the evasion 1s concentrated in upper .income brackets and it is 
relatively insignifiqmt in the lower income brackets. 

II 

CAUSES OF' EVASION 

6.8. High mte of taxation not jJroved to be the main cause of evasion-­

Before the remedies to combat evasion are formulated, it will be neces­
sary to know the causes of evasion. In this connection, it has been represent­
ed to us repeatedly by many witnesses that high rate of personal and corpo­
ration taxation in India, non-enforcement of the penal sections of the 
Incometax Act vigorously in cases where concealments are detected, dis· 
inclination on the part of the authorities to prosecute assessees in whose 

. cases documentary evidence proving concealment is available and pervasive 
flow the unaccounted money which compels certain transactions to be 
kept out of the books, are all responsible for tax evasion in this country. Of 
the reasons listed, much emphasis was sought to be laid by many of the 
non-official witnesses on the high rate of taxation being the prime caus!'! of 
evasion. As a theoretical proposition, one may concede that higher the rates 
of taxation, the higher is the gain by evading tax. However, it is often for­

·gotton that there is a cost even for evading and keeping evaded income and 
if the cost of evasion is higher than the gain from it, the rate of taxation by 
itself would not be a motivating factor causing evasion. 

A study of the figures of detected concealed incomes shows that at least 
in India, an increase in the rate of taxation was not followed by an increase 
in the tax evasion nor a decrease in the rates has brought about a higher 
tax responsiveness. 

6.9. Therefore, we endorse the view of the Direct Taxes Administration 
Enquiry Committee ·that the tax rates by themselves are not to blame for 
the large extent of evasion in the country. The real reasons for tax evasion 
appear to us to be as follows:.-

(a) Inflation-The general depreciation of money owing to inflation: 
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Prot. Ramon P. Diaz of the University of Republic of Uruguay has 
ol •. ,~:rved.: -· 

:·It is undeniable that tax fraud does become increasingly profitable 
as inflation accelerates and higher taxes have to be instituted iri 
an attempt to bridge the expenditure gap, in its turn brought 
about by the sluggishness of revenue. Furtbennore, once evasion 
begins to grow, thereby making fiscal receipts even more inert, 
the need to raise taxation is heightened and the premium on tax 
delinquency 'pari passu' enlarged, and so on, in a vicious 
circle."• 

The result of inflation is that the money values of things go on rising. 
If, therefore, it is possible to evade tax and acquire any asset, its value will 
rise in future. This acts as an incentive fo;r resorting to evasion on an 
increasing scale in an inflationary economy. 

(b) Concentration of contracts, licences etc.-During the period of three 
Five Year Plans, the Government expenditure on development projects, 
setting up of industrial plants and other constructional activities were of 
such a magnitude that a few established business houses were able to obtain 
the contracts and were able to make huge profits from these contracts. The 
money so amassed was utilised, in turn, for acquiring quotas and licences, 
real property and other assets even by paying premium. Such transactions 
began to be kept outside the books so as to save the parties to these trans­
actions from taxation. 

(c) Evasion of other tax liabilities-Evasion of the liability and obliga­
tions imposed by other statutes, such as, the Sales Tax Act, Foreign Ex­
change Regulations Act, Import Trade Control Regulations, Customs Act, 

· Central Excise Act, etc., have contributed to accentuate evasion and accu­
mulate untaxed wealth. In many cases, the primary aim is not so much the 
evasiori of incometax as the evasion of liabilities and duties imposed under 
the other Acts. For example, in the case of Sales Tax, the liability to Tax 
depends upon the turnover irrespective of the fact whether the net result of 
the business is a profit or a loss. For incometax, liability will be attracted 
only when there is a profit. Assuming that a trader has a turnover of Rs. 10 
lakhs (the net result being a loss), it would be advantageous for him to save 
sales tax by suppressing the turnover by say 50 per cent. If he reduces his 
turnover for the sake of evading Sales Tax that helps him in the matter of 
Incometax also as it will correspondingly raise the figures of his loss which 
will be deductible from the income of the subsequent years. This will take 
the corresponding amount of the suppressed sales to the pool of evaded cash 
with him. Likewise, a manufacture producing excisable articles would have 
a temptation to save a •part of his production from the Central Excise duty 
net and though here the prime motive may not be evaSion of incometax 
but incidentally, by keeping the transaction outside the books, he evades 
incometax as well. 

"(Quotation from a paper on Inoidence of Tax and Ta:z: Evasion by Shri K. C. Khanna). 
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(d) Operation of controls-The operation of Controls and emergence 
of on-money for controlled commodities have also contributed to accumu­
lation of evaded incomes. Many of the items of short supply, such as, sugar, 
G.I. sheets, coal, etc., have been under statutory control, both as regards 
price and distribution, and owing to the shortage of these commodities, a 
practice of taking on-money has developed. Such on-money, if recorded in 
books, would be punishable under the several control orders. Therefore, the 
necessity to keep them out of the account books has contributed to the 
evasion of Incometax and taking such money to the pool of the black money. 
Similar is the case in regard to non-controlled items such as, motor cars, 
scooters, trucks, etc., on which high premiums are due to short supply. Both 
the purchaser and the seller conceal such extra amounts and evade Income­
tax thereon. 

(e) Social attitude-The general social attitude to taxation in India 
has also been conducive to tax evasion. While in the Western countries, tax · 
evasion is regarded as a social crime by society, in India it is regarded as a 
feat of intelligence and cleverness evoking admiration. 

(f) Ineffective administration-Last but not the least the Tax Adminis­
u·ation has also been responsible in not devising adequate machinery for 
tackling tax evasion and not enforcing the penal and the prosecution provi­
sions of Law adequately in cases where tax evasion is fully established. The 
following figures show the number of cases in which prosecutions were 
l~unched, from the year 1961-62 to 1965-66:-

TABLE 12 

Year 

1. 1961-62 
2. 1962-63 
3. 1963-64 
4. 1964-60 
5. 1965-66 

No. of cases 
in which 

proseoution 
was launched 

1 
2 

Nil 
28 

Nil 

No. of cases 
which 

resulted in 
conviction 

Nil 
2 

Nil 
Nil 
Nil 

Out of 31 cases in which prosecution was launched during the period 
1961-62 to 1965-66, only in 2 cases convictions were obtained. Two cases 
were compounded and the accused were acquitted in 'eight cases. 

The performance of the Department has been so poor that the Public 
Accounts Committee was compelled to remark as follows in its 21st Report 
(1963-64)-Third Lok Sabha-

"In para 7.12 of its Report, The Direct Taxes Administration Enquiry 
Committee observed that though the Direct Taxes Acts provide for prose­
cution and imrrisonment in the cases of concealment of income, not a single 
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person bas been convicted for evasion dw-ing the last ten years, and recom­
mended that unless it was brought home to the potential tax evador that 
attempts at concealment of income would not only pay him but also actual­
ly land him in jail, there could ·be no effective check against evasion. The 
Committee are not a little surprised to find that even though this recom­
mendation has been accepted, Government sent for prosecution not more 
than one person in whole of the country during 1961-62 and that case too 
was compounded. 

The Committee note the difficulties explained by the Ministry in 
launching prosecutions for concealment of income. The Committee are glad 
to be infotmed that the question of amending the law was under considera­
tion. The Committee trust that an early decision in the matter will be taken. 
All the same, the Committee desire the Ministry to impress upon the Com­
missioners of Income Tax the advisibility of launching prosecutions in cleat 
and glaring cases of deliberate large scale tax evasion in preference to im­
posing penalty, as the latter course is not deterrent enough to check evasion. 
The Board should also set up a well equipped departmental organisation 
for working cases for prosecution. 

28th Report (1964-65)-Third Lok Sabha 
The Committee feel that large sums have still not been detected and 

brought under the tax net, and there is considerable scope for improvement 
in the Department's operations in this respect." 

6.10. Avenues of uti/isiug evaded money-The following are the 
avenues for utilisation of the unaccounted moncy-

(i) Deposits with indigenous bankers i.e. those who discount 
hundies, with contpanics and firms in fictitious names or in the 
names of close relations. 

(ii) Purchase of gold and jewellery and keeping them in safe deposit 
vaults or in secret vaults in the homes. 

(iii) Purchasing without bills, raw materials and stocks for purposes 
of business or manufacture and selling the stocks so manufactur­
ed without bills. in due course. 

(iv) Purchasing and hoarding of grains stocks with a view to selling 
them in a rising market. 

(v) Purchasing quotas and licences illegally. 

(vi) Purchasing smuggled goods to he re-sold without bills. 

(vii) Payment of on-money towards purchase of land or house proper­
ties. 

(viii) Payment of premium towards purchasing running concerns or 
controlling interest in nourishing companies. 

(ix) Payment of "pngrec" to secure residential properties. 
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(x) Utilisation of secret amount held in foreign countries for im· 
ports--under-invoicing such imports to the extent of such secret 
funds. 

(xi) Purchase of unauthorised foreign exchange to meet expenditure 
on visits abroad. 

(xii) Lavish household and personal expenditure. 
(xiii) Meeting expenses on marriages, religious functions, and social 

parties. 
(xiv) Payment of bribes. 

The above list is not exhaustive but it indicates the channels into which 
the untaxed money is likely to be traced out so that any remedial measures 
we suggest ro"ay have reference to--

(a) The sources of untaxed monies; and 
(b) the avenues of untaxed monies. 

Ill 
STEPS TO TACKLE EVASION 

6.1 L The problem of tax evasion in the opinion of the study group has 
to be tackled at.three levels:-

(a) devising administrative processes and procedures to detect tax 

(b) 

evasion; 
making suitable legislative provisions to prevent tax evasion in 
future; and 

(c) arousing public conscie~ce against tax evasion. 

6.12. Administrative measures-

The persons who evade taxes fall in two categories--
. (i) Those who are outside the net of taxation altogether; and 
(ii) those wh~ keep 'many of their transactions outside the tax 

gatherer's view. 
The former category will include low income groups e.g., the numerous 

petty traders, shopkeepers etc. Apart from these small income groups which 
evade tax altogether it was found that in the first voluntary disclosure 
scheme out of 2001 persons, 191 persons were those who were not assessed 
to tax prior to the disclosure. This would mean that the total declarants 
were big assessees also who had not paid any tax earlier. Similarly, under 
the second voluntary disclosure scheme, 77,030 persons were those who had 
not been previously assessed to tax. These facts fully establish the utility of 
intensive external and internal smvey so that those who are escaping 
assessment may be brought to the Department's Registers. 

6.13. External survey-survey circles-

The Direct Taxes Administration ~nquiry Committee had recommend· 
ed that the survey circles should he reorganised and their staff augmented. 
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They had further recommended that. with a view to securing that surveys 
are conducted on a regular and systematic basis special survey circles should 
be constituted in all important cities, headed by a Survey Officer manned 
by an adequate number of Inspectors and clerical staff. For larger cities 
like Bombay, Calcutta, Madras and Delhiit was suggested that an Inspect­
ing Assistant Commissioner of Incometax should be placed exclusively in 
charge of survey work. Not only has this recommendation not been implc· 
mented, in some charges like Delhi, the Special Survey Circles themselves 
have been abolished. One of the reasons stated to be is that a good deal of 
confusion had been created on account of concurrent jurisdiction exercised 
by both territorial circles and special survey circles, and in some cases dupli 
cate files were opened in both the Circles. 

A further reason appears to be that the examination of returns in the 
survey circles was purfunctory and this has been taken advantage of by 
unscrupulous assessees who got away by filing returns in Benami names 
showing small incomes and getting the return~ accepted by the Survey 
Officers. 

These administrative difficulties are, in our view, not sufficient to 
justify the abolition of special survey circles. The remedy should be to take 
measures to remove these defects rather than give up the system altogether. 
We are recommending in this Chapter that an all-India registration number 
should be given to each asses;ee. If this system comes into vogue, the diffi­
culty about fi!ing duplicate returns -in two .circles would not arise because 
when assigning a new number, sufficient preliminary investigatio111 would 
have been made to find ont whether the return was that of a fictitious per­
son or of a genuine new case, and once a registration number is assigned, 
the same number will have to be transferred wherever the file goes. Hence, 
chances of keeping tluplicate files would be greatly minimised if not .com­
pletely eliminated. 

As lll!gllrds initial scrutiny of the cases, ~e suggest that a team of Ins­
pectors should be attached to the Sw-vey Circles who would initially 
scrutinise returns carefully to trace the source of the capital to verify the 
extent of business transactions by suitable cross verification with the Sales­
tax registers and then write a brief Wstory oe the case befqre putting up the 
file tq the Special Survey Circle Officer. This would ensure that bogus re­
turns are not filed. 

"Vith these safeguards we consider that the special survey circles would 
certainly play a very useful role in tracing new assessees while at the sam'' 
time eliminating infructuous cases. 'Ve accordingly recommend that for 
each I.A.C. range, a special survey circle should be created with a sufficient 
complement of two Inspectors under the charge of an lncqme Tax Officer. 
It will be the duty of -the team of the inspectot\'l tq carry qut a thqmugli 
door-to-door survey qf the area and send up cases qf assessees who are not 
horne on the G.I.R. In this survey, attempts should also be made tq wllect 
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more facts and ligures ab_out the extent of 6usiness and source of income of 
existing assessees also so that all this information may be made use of at 
the time of the assessment. These cases should then be processed through 
the special survey circle and after the first assessment is over, they should 
be transferred to the territorial lncometax Officer. 

6.14. Special inuestigating branch-

In this connection, a special mention has to be made a~out the role of 
the Special Investigation Branch attached to each Commissioner of Income­
tax. One cf the duties of the Special Investigation Branch is to gather 
information about the existing and potential assessees from the records of 
the other departments, &uch as, Sales Tax Department, Foreign Exchange 
Directorate, Municipalities, Local Boards, Transport Offices, Sub-Registry, 
Postal Department, Railway Offices, Chambers of Commerce, Banks, Joint 
Stock Companies, etc. etc. After gathering such inf01"Illation, the Special 
Investigation Branch sends the information to the concerned Incometax 
Officer for being utilised when the assessments are made. Even if this is the 
sole or the main function of the Special Investigation Branch, its hands 
would be full having regard to the comprehensive nature of the work 
undertaken. But we find that the Special Investigation Branches are saddled 
with so many other duties and responsibilities that it is impossible for them 
10 give adequate attention to the work of internal and external survey. 
Taking two examples, the duties of the Special Investigation Branch 

. attached to the Commissioner of Incometax, Punjab, are ·set ~ut below: 

(i) All statistical work relating to the charge. 
(ii) To coordinate and supervise investigations in cases where infor­

mation has come on record regarding concealments, verification 
cf information from various sources which is likely to lead to 
the detection of concealment. 

(iii) l'rocessing of anonymous and ,Pseudonymous petitions against 
assessccs and scrutinising the reports received from the I.T.O. in 
regard to the investigation of such petitions. 

(iv) Issuing instructions to the various investig.!tion officers. 

(v) Arranging interviews with informers who give information lead­
- . ing to tax evasion. 

(vi) Processing the information given by the Intelligence Wing. 

(vii) Taking extracts from the weekly bulletins issued by the Con­
troller of Imports & Exports and sending out to the Incometax 
Officer. · • . 

(viii) Attending to the formalities relating to grouping of cases involv· 
ing detailed investigations in particular offices. 

(ix) Gathering information from nearly 43 offices scattered over the 
area, falling within the jurisdiction of the Commissioner of 
Incometax. 
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To carry out this work, tht: Section has one Incometax Officer, two 
Upper Division Clerks, six Lower Division Clerks, one Steno and two Peons, 
with a Head Clerk who supervises both the Special Investigation Branch 
and the Statistical Section. 

In Calcutta, the duties of the Special Investigation Branch are:­

(i) Attending to internal survey work. 
(ii) Gathering information from various sources as tletailed in the 

prescribed quarterly report submitted to the Directorate and 
sending them out to the Incometax Officers. 

(iii) Compiling information relating to payments of dividends, pay· 
ments made to contractors by the Government Q.epartments and 
sending them out to the various Incometax Officers. 

(iv) Dealing with miscellaneous references from local and outstation 
I.T.Os. 

(v) Dealing with anonymous petitions. 
(vi) Following up cases of tax evasion, investigations in which are 

conducted under the guidance of the Boartl or the Director of 
Inspection (Investigation). 

(vii) Liaison with Central and State investigating authorities. 
(viii) Interviews with informers and payments of awards. 
(ix) Search and Seizure work. 
(x) Penalty cases where administrative approval of the Commis· 

sioner of Incometax is necessary, together with correspondence 
and references involving legal points arising out of such cases. 

(xiJ Prosecution cases. 
(xii) Disclosure cases. 
(xiii) Submission of several reports and returns in connection with 

the publication of the names of assessees. 

It will be well nigh impossible for any single unit office to attend to 
such a variety of work. So the prime need is to reduce and rationalise the 
workload of the Special Investigation Branch by transferring all external 
and internal survey work to the Survey Circles and enabling the Speciall 
Inve9tigation Branch to function effectively as a coordinating Headquarter 
Section. 

6.15. Internal suruey-
Internal Survey i.e. extracting information from the records of assessees 

and communicating such information to the concerned Incometax Officers 
has also been sadly neglected. In many of the files test-checked by us, the 
information available on record has not been extracted and sent out, and 
the ·information received from other Circles through the communication 
slips remained unverified. One of the reasons for the non-verification of the 
communication slips has been that the communication slips were filed in a 
folder different from the folder in which the returns and other document5 

LJS20JAR0-9 
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relatino- to the concerned assessment year were placed. It is not unlikely 
that th~se communication slips might have been initially bunched up and 
placed in the miscellaneous folder. after the assessment proceedings had 
been completed with the result that the Income Tax Officer wo~ld ~ot h~ve 
had the opportunity of knowing the existence of these com~umcatwn shps. 
Secondly, many of the communication slips merely mention the name of 
the assessee and the amount paid to him. The date is, more often than not, 
omitted rendering verification impossible. 

6.16. We, therefore, consider that for effective utilisation of internal 
information, communication slips must provide for the following particu. 
Iars:-

( a) The General Index Register {Registration Number of the Payer. 
(b) The name and address of the Payer. 
(c) The name and address of the Payee and General Index Regis­

ter {Registration Number of the payee, if available. 
(d) The nature of payment, such as, commission, rent, interest, con-

tract work, etc. 
(e) Amount paid. 
(f) Whether by cash, cheque or by book adjustment. 
(g) The date or dates of payment. ' 

This slip must be completed by the Inspector who w.ill prepare it in 
duplicate, retain one in the file with the date of despatch and send the 
duplicate to the Incometax Office11 in whose jurisdiction the payee is 
assessed or resides. On receipt of the slip, the Supervisor attached to the 
Circle should acknowledge it and certify that the extract has been placed in 
the file of the assessee or where there is no General Index Register number, 
the extract has been sent to the Survey Circle for purposes of investigation. 
\Vhen putting up the assessment records to the Incometax Officer, the con­
cerned assistant should draw the I.T.O.'s attention to the number of intima­
tion slips in the file, showing prominently the dates of the receipt. The 
Incometax Officer or the Inspector should verify them at the time of assess­
ment and put their initials .on them in token of their verification. At the 
time of the checking of the file by the internal audit, special attention 
should be paid to seeing whether all the information slips received have 
been placed on the files and verified by the Incometax Officer. We would 
not have devoted so much detailed attention to this aspect of the work but 
for the fact that as at present, no importance at all is attached to the 
internal source of information and we fear this is one of the reasons which 
has led to the evasion of tax. 

6.17. All India registration num{>er-

One of the major steps in preventing tax evasion is to provide for 
identification of assessees and the transactions they enter into. This, we 
suggest, can be achieved by introducing an All India Reglstration Number 
system. 
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6.18. Defects in the existing system-
Under the present system, each circle has a separate General Index 

Register in which the assessees relating to the Circle are given running 
numbers on an alphabetical basis. Thus, two persons with the same name 
have the same number in two different Circles. When information slips are 
sent out, a good deal of time is wasted in ·finding out to which particular 
assessee the transaction relates. 

Secondly, when the file is transferred from one circle to another, either 
for the purposes of closer investigation or at the request of the assessee, a 
new General Index Register number is given in the new Circle and identi­
fication of papers and documents becomes difficult. 

Thirdly, in many cases relating to award of contracts or licences, 
assessees are asked to produce a tax clearance certificates from the Income· 
tax Department. The procedures relating to obtaining these Tax Clearance 
Certificates and linking the transactions relating to the contracts or licences 
for which the tax clearance certificates were issued, are complicated and 
cumbersome. Many contractors are also found to be carrying on business in 
different trade names for their convenience. There is no means of checking 
them together unless the information comes to the notice of the Incometax 
Officer. 

Once the system of a permanent registrarion · number is adopted, 
a procedure can be devised by which in regard to all transactions involving 
capital transfers or even in regard to mercantile or banking transactions 
above a particular prescribed amount, the registration number could be 
quoted which will act as an effective instrument of cross verificati~n. The 
same All India Registration Numb~r can be utilised for dealing with other 
departments like Import Control, Public Works Department and Railway 
Contracts. 

This registration number is already in vogue in some advanced coun­
tries. In Sweden and United States of America, every citizen is allotted a 
national registration number. 

6.19. Outline of the scheme for an all india registration numbe1·-

We strongly recommend the adoption of All India Registration system 
for incometax payers. A broad outline of the scheme is given below-

( a) The total number of assessees in each Commissioner's charge as 
on a particular date, say 14-1968 should first be ascertained. 

(b) Each charge should then be assigned regi~tration numbers to the 
extent of double the number of assessees as on the appointed 
date so as to allow for annual additions to the list on account of 
new assessees. 

This would secure that normally over a period of at least a decade, 
there would be no need to change the registration number. 

L/S200ARC-9(a) 
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(c) This annual number should run consecutively from charge to 
charge-the charges being arranged in the alphabetical order, 
e.g.-

Commissioner of Incometax, Andhra Pradesh may be assigned 
numbers from 1 to 2,00,000 assuming that th~e are one lakh 
assessees on the register as on 14-1968; 

Commissioner of Incometax, Assam-from 2,00,001 to 3,00,000 
assuming that there are 50,000 assessees as on 1-4-1968; 

Commissioner of Incometax, Bihar and Orissa-from 3,00,001 to 
4,50,000, assuming that there are 75,000 assessees and so on. 

'd) The existing assessees in each charge should then be allotte!I the 
registration number with an identification for the charge. For 
example, the registration number for Andhra Pradesh would be 
I.T.A.P.f 1 to I.T.A.P.fl,OO,OOO. Likewise, in Assam the first 
number that would start would be I.T.A.S.f2,00,001 to I.T.A.S.f 
2,50,000. 

(e) When a case is transrerred from one Commissioner's charge to 
· another Commissioner's charge, the registration numbers should 

not change. It will continue to bear the same number as original­
ly given. For example, if case No. I.T.A.S.f2,00,001 is transferred 
to Andhra Pradesh, the file should not be treated as a fresh 
assessee in Andhra Pradesh and allotted a fresh number after 
I.T.A.P.f 1,00,000. It will be entered in the register kept at 
Andhra Pradesh as I.T.A.S./2,00,001 with the suffix "A.P." to 
show that it came over to Andhra Pradesh i.e. this file will then 
be marked as l.T.A.S.f2,00,001JA.P. 

(f) For a file held in the Cen;ral Circle, the number to be given 
would be the numbers allotted to the territorial charge from 
which the case was transferred to the .Central Circle. As the cases 
that come to Central Circle are expected to be held only for the 
specific purpose of investigation, no separate permanent all­
India number should be allotted to Central Circle Cases. 

(g) As soon as the annual registration number is allotted to a parti­
cular assessee, it should be intimated to him through a small. 
registration card with the signature of the Incometax Officer and 
the seal of his office so that this card can be permanently held 
by the assessee and the number can be quoted by him for all 
transactions for which such numbers are required to be entered. 

(h) The Central Government should request the Reserve Bank of 
India to require all the scheduled banks to insist upon their 
constituents giving the incometax registration numbers when 
they.open or transfer their account with the bank (either current 
account, time deposit account or fixed deposit account with the 
bank). 
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(i) Arrangement should also be entered into with the State Govern­
merits that at the time of the registration of Properties, the 
Income tax Registration Number is recorded in the document 
itself and the Registrar should verify this from the Registration 
card. If in any particular case, such registration numbers are not 
furnished, either on the ground that the assessee is exempt from 
incometax, say, a charitable institution, or on the ground that 
the assessee has income which is exempt from incometax, a 
dedaration to this effect should be filed with the Registrar. A 
monthly or quarterly list of such persans should be sent by the 
Registrar to the Commissioner of Income tax of the· area so that 
he may investigate and satisfy himself about the correctness of 
the statement made to the Regisu·ar. 

(i) Arrangement should also be made with the other Departments of 
the Central Government an'd the State Governments to insist 
upon the production of the Incometax Registration number 
before awarding contracts or licences or quotas. 

(k) The State Governments should also be requested to provide a 
column ~n the salestax returns for giving the Income tax Regis­
tration number of the assessee. This would enable easy cross 
verification of the turnover. between the Income tax files and the 
Salestax files. 

6.20. Integrated Return-

Another measure to tackle tax evasion would be to have an integrated 
return for all the Direct Taxes (other than Estate Duty). The very purpose 
of the introduction of Gift Tax, Wealth Tax and the Expenditure Tax was 
to enable the Income Tax Officer to verify the correctness of the Incometax 
return. 

These taxes were introduced\ on the recommendation of Prof. Kaldor 
and he particularly emphasised the need to have a .comprehensive self­
checking direct taxes return which would show all incomes, increases in 
wealth, gifts made and expenditure incurred. 'While the Government 
accepted his recommendation as regards enacunent of the various Direct 
Taxes Act, it failed to implement the other important aspect of his recom­
mendation of having a comprehensive return for all the Taxes. This matter 
was considered by the Direct Taxes Administration Enquiry Committee 
which felt that "it was not worthwhile to intro'duce a system of assessment 
on the basis of such a comprehensive return because the liability under the 
different Acts does not arise in all cases; even with regard to cases of 
assessees who are liable to more than one tax, no additional benefit might 
accrue merelv from the introduction of a comprehensive return and that 
the purpose ;hould be served if the assessments of persons liable under the_ 
different Direct Taxes Acts were. as far as possible, completed simultane­
ously." (Para 1.5, page 2). ' 
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· 6.21. At the time the Report of the Direct Taxes Administration En­
qmry Committee was made i.e. 1958, the Department ?ad not gained any 
experience in the administration of the Wealth Tax; Gift Tax and the Ex­
penditure Tax Acts which were passed in 1957 and 1958. Therefore, that 
Committee understandably did not have adequate data to suggest a recom­
mendation relating to the integration of returns and that appears to us to 
be the reason behind the recommendation made by them. 

6.22. Now that the Direct Taxes Acts have been in existence for about 
,1 decade, we have had an opportunity of having a fairly detailed view of 
rhe working of the whole system. Our study shows that the spirit -behinci 
the enactment of these self-checking statutes has been completely missed by 
the Department and the assessments for Incometax, wealth tax and gift tax 
are being made as if they are unrelated separate assessments. The resull 
has been that in several cases discrepancies between the wealth tax and the 
incometax returns have been noticed an'd commented upon adversely by 
the Public Accounts Committee. 

6.23. We feel the't)llly remedy is to have 3:"'comprehensive return pro­
riding fo11 information about the .taxable income, taxable wealth and the 
taxable gifts, if any. As the Direct Taxes Administration Enquiry Com­
mittee had remarked, it is not in every case all the three liabilities arise. 
Wealth Tax is payable only where the total net wealth on the valuation 
date is in excess of Rs. I lakh. It can be reasonably assumed that for hav. 
ing an income of Rs. 25,000 and above, a m:Ulimum wealth of Rs. I lakh 
will be necessary. Hence it can be provided that all persons with a net in• 
come of Rs. 25,000 or more should send their return in the comprehensive 
return form showing their taxable income, their taxable wealth and tax­
able gifts, if any. We, accordingly recommended that a comprehensive 
return form should be prowded for the use of those persons who wiU. be 
having incomes above Rs. 25,000. This, in fact, would save these assessees 
the bother of filling in three separate return forms and also p.;tting in three 
appearances for having their assessments completed. This is bound to lead 
to greater efficiency in assessment and will plug the loopholes of tax evasion. 
In cases of less than Rs. 25,000 the assessees may be asked to append a state­
ment along with the returned income showing briefly the opening and th~ 
closing capital in the cases of business and for the total value at cost, of the 
wealth at the beginning to end of the previous year, comprising all the 
moveable and inlmoveable property, together with particnlars of all gifts 
made dulling that year, whether they are taxable gifts or not. As we are 
suggesting in the Chapter on Assessments that in cases of less than Rs. 50,000 
only_ a test-check should be ma'de by the Income Tax Officer, giving these 
particulars would be of help even to the assessee to verify the correctness of 
h1s return. . 

6.24. Certificate-
In order to make the assessees realise the consequences of inaccurate 

. ol' false particulars in such returns and statements, we suggest that a certi­
ficate in the following form should be signed by them. 
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"Under penalties of perjury, I declare that I have examined this re­
turn, inclucling accompanying schedules and statements, and to the best of 
my knowledge and -belief it is true, correct and complete." 

6.25. Sll·engthening prosecution machinery-

A thil;d step to tackle tax evasion from the proceduml angle would be 
to centralise and strengthen the machinery relating to investigation and 
prooecution of tax offences. At the present moment, investigation of tax 
evasion cases is undertaken by three different agencies working almost 
independently of each other. They are the Director of Inspection (Investi­
gattion), the Central Commissioners of Incometax and the territorial Com­
missioners- of Incometax. 

The functions of the Directorate of Inspection (Investigation) are­

(i) To undertake and coordinate investigations in different and 
complicated cases of tax evasion. 

(ii) To offer guidapce r~garding methods of examination of ac­
counts in special and complicated types of cases and ·co-ordina­
ting the investigation work in Commissioners' charges. 

(iii) Collection and dissemination of information relating to tax 
evasions. 

(iv) Processing cases for prosecution. 

The last two items of work are done through a separate Wing called . 
the "Intelligence Wing" attached to the Directorate and the first two items 
of work are done by ihe Investigation Wing of the Directorate. 

The Central Commissioners of Incometax who are four in number, 
functioning from Delhi, Bombay, Calcutta and Madras, have under them, 
Central Circles to which cases of suspected concealment are transferred for 
investigation and assessment. The regul~r territorial Commissioners have 
also got cases involving complicated investigation which they allot to ex­
perienced Incometax Officers under their charge who are guided by the 
Special Investigation Branch and the Directorate of Inspection. 

6.26: The result )las been a lack of uniformity in the methods of investi­
gation and in the 'decisions relating to levy of penalties and processing of 
the cases for prosecution. During the past five years, from 1962 to 1966, the 
total amount of penalty levied in cases where definite concealments .had 
been proved, amounted to only Rs. 11.58 crores which works out to Jess 
than 15 per cent of the concealed income even though the Law provides for 
a minimum of 20 per cent and maximum of 150 per cent of the evaded 
tax. No prosecution was launched in the years 1961-62, 196~-64 and 1965-66. 
Of the 47 cases brought before the Court, in 1964-65-8 were acquitted for 
want of evidence. This discloses lack of expertise in working up cases for 
prosecution and a marked leniency when it comes to a matter of levying 

penalties. 
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6.27. In cases of proved iax evasion, deterrent punishment is the only 
cure against its repetition and would be a sure warning to others that tax 
evasion would not pay. Hence, the present policy of having dilfeorent 
11gencies to pursue investigation should be reviewed and one Central Agency 
should be established for tackling tax evasion cases. ·we have already sug­
gested in the Chapter VII relating to Administ11ation that one Member of 
the Board should be exclusively in charge of investigations. He should be 
personally in charge of c().()rdinalling investigation and intelligence. The 
Central Commissioners shonld act as the regional officers of the Investiga­
tion Branch and they shotild work directly under the guidance and control 
of the Member, Investigation. If it is deemed necessary, two more Central 
Commissionem charges can be created-one at Bombay and the other at 
Calcutta-and all cases still remaining in the territorial charges where tax 
evasion is suspected, should be transferred to Central charges so that the 
territorial Incometax Officer may be free to go ahead with the completion 
of the normal type of assessments. The four Zonal Intelligence Wings 
should also- work directly under the supervision of Member (Investigation) 
and provide necessary intelligence to the Commissioner for working up the 
cases of tax evasion. Under the Member (Investigation), a separate 'Prose­
cution Cell' should be created to which officers, preferably Law Graduates, 
who have had special training in preparing and processing cases for prose­
cution should be attached. This will ensure uniformity of treatment, besides 
providipg expert assistance. 

6.28. Prosecution should be launched in all cases of proved evasion-: 
This streamlining of the Investigation machinery an'd centralisation of 

cases of tax evasion would enable the Department to have a good grip over 
tax evasion cases. Where any assessee desires to settle the case or compound 
the offence of concealment, such settlement or compounding should be done 
at the level of the Board. Wherever theue is a clear proof of concealment, 
the cases must be taken up as a matter of course 'for prosecution and the 
temptation to have the case settled should be avoided. At least this should 
be the policy till such time at the publiC realises that the Government 
would no tolerate tax evasion, whatever might be. the Revenue· advantages 
that might accrue by way of a compromise or a settlement. At present, there 
is a wide-spread feeling that the Government is mere keen on revenue than 
on punishing tax evaders. It is high time that this impression was removed 
by firm action. 

6.29. Penalty-

In the matter of penalty also the present system of calculating the . 
penalty at 150 per cent of the tax sought to be evaded is very cumbersome 
and involves unnecessary calculations. It will greatly simplify the matters if 
the penalty is determined not with reference to the tax sought to be evaded 
but with reference to the income concealed. If it is decided to levy penalty, 
the amount should be·confiscator.y so that the evader is not allowed to enjoy 
the fruits of his crime. 
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6.30. Legal provisions to safeguard against tax evasion-

It has been stated by many who met us that the practice of Benami 
transactions has aided tax evasion a good deal. Bimami transactions are 
broadly of two kinds:-

(a) Those which are permitted by law; and 

(b) Those which are entered into in lictitious naines. 

In the former category would lie all those transactions where properties 
and assets are acquired ostensibly by one person with his funds but in the 
name of other persons. In the eyes of Law, the first person is the real owner. 
of the property or the asset concerned, and the second person is the name 
lender. ·· 

In the second category of cases, the transaction is put through as if the 
moneys with which the assets are acquired belong to the Benamedar so that 
the real person with whose money the asset is acquired remains in the 
background, enjoying the property but with the legal title in the name of 
the Benamedar. In such cases, the Benamedars are usually dependents, em· 
ployees or near relations. 

6.31. Benami transactions-disclosure of-

A suggestion has been ma'de to us that Benami holdings should be 
banned under the Law. This aspect was considered by the Direct Taxes 
Administration Enquiry Committee which felt that it would not be practi­
cable to bring forward such a law. Further, such a law would prevent only 
the first type of benami transactions mentioned above and the second type 
would still remain to be rackled by proper investigation. Without;· there­
fore, resorting to any amendment of the Law, the lncometax rules may be 
so amended as to compel a person to enter in his return not only the assets 
held in his name but also particulars of the assets or sources beneficially 
held by hinr. Likewise, in the Wealth Tax return also, a specific provision 
should be made for declaration of all assets either owned or beneficially 
held by the assessee. It shoitld also be provided that unless a Benami hold­
ing is declared for purposes of Incometax, no claims to it will be enforce­
able under any law under any circumstances. 

6.32. Income of husband and wife to ve aggregated-

India is one of the very few countries where the assessments of .a hus­
band and his wife are made separately. This has helped many unscrupulous 
assessees in showing their income as belonging to the ladies. The existing 
provisions ·in Section 64 are entirely inadequate to meet this situation 
because that section applied only where an asset is transferred by the 
husband to his wife or the wife becomes a partner along with the husband 
in the same firm. A sample survey of many of the voluntary disclosures 
revealed that many of the declarants were ladies who ostensibly would not 
have earned the income 
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In most of the Western countries like U.S.A. and U.K., the incomes of 
the husband and wife are clubbed together for assessment, but higher per­
sonal allowances are given. We would suggest that as one of the steps to 
defeat attempts at tax evasion, in India also, the Law must be amended to 
club the jncome of the husband and the wife and tJ;eat the income as of one 
unit. This would also simplify to some extent the rather complicated provi­
sions in section 64 which perhaps, in the circumstances, may be omitted, 
altogether. 

6.33. Ce,·tification regarding correctness of accounts-
As the Law stands today, a person can be penalised only if he conceals 

the particulars of his income or furnishes inaccurate particulars of such 
income, from his return of income. The concealment referred to in section 
271 is co~cealment from the Incometax Officer and is solely related to the 
return or-income submitted by him. If in the accounts maintained by the 
assessee, false or fictitious entries are made, he cannot be penalised for mak­
ing such. false entries. In two cases which came up before the Madras High 
Court, the returns showing income on the basis of the false entries made in 
the accounts, were held as not attracting the penal provisions of the law. 
This is a matter which should be remedied quickly in order to enable the 
Department to penalise assessees if the accounts produced in support of the 
return are proved to be false or incorrect. We, there£01·e, recommend that 
the law should be amended so as to provide that whenever a tax payer 
submits accounts to the Incometax Officer on suppovt of a retu<m. made 
by hini, the accounts should be deemed as a part of the return for the pm'­
poses of the penalty provisions of the Act. Secondly, every return should 
bear a verification certificate affirming the accuracy and the truth of the 
transactions entered in the accounts on which the retmn Is based. There 
should be two positive SJtatements, namely, 

(a) that all cash takings have been :recorded in the books and that no 
cash has been held outside the books; and • . 

(b) that all stock has been included in the stock figure at the cost or 
market rate whichever is the regitlar method adopted by the 
assessee and that no stock is held outside the accounts. 

The certificate should be in the same form as suggested in para 6.24. 
Such a certificate will prevent the plea advanced by many assessees that 

their accounts were prepared by their Accountant and they were not aware 
of the discrepancies pointed out. If t~ assessee is asked to append this certi­
ficate, he would take care to question his Accountant and put his accounts 
on a true and correct basis which would be of. help both to him and the 
Department. 

6.34. Cont1'0[ of cash hoards-

A suggestion has been made that since black monev is held in cash 
the first step to prevent accumulation of untaxed moneys is to impose curb~ 
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on the possession and circulation of large amount> of cash by the public. 
In this regard, the following suggestions have been offered:-

(a) No person, whether a company, a firm, a family or individual. 
should keep or maintain a cash balance of more than Rs. 20,000 
at any one time. If a person is found to be in possession of a cash 
balance in excess of thi,; amoum at any orie time, it should 
amount to a criminal offence. A pre-requisite of the scheme i., 
that before the announcemem of the scheme, all cash balances 
should be forthwith deposited in bank accounts. The obj~ctions 
to such a scheme namely, the need to pay large amoums of cash 
for purchase of raw materials, payment··of wages and certain 
Government taxes like Customs and Central Excise, are sought 
to be met by suggesting that all Government authorities should 
be asked to accept cheques drawn on scheduled banks with the 
endorsement "(".ood for payment" and anv raw materials pur­
chased from other manufacturers should be paid for by cheque. 
For payment of wages, amounts should be allowed to be with­
drawn from the bank on the day previous to the day of the pay­
ment after obtaining the permission of the Incometax Officer. 

(b) No person whether a company, firm, family or individual, should 
keep or possess a cash balance outside the account books, exceed­
ing Rs. 5,000. 

(c) Payments of any one amount in any transaction exceeding 
Rs. 10,000 should be made only by a crossed or order cheque on 
a scheduled bank. 

6.35. We have considered these suggestions carefully. Attractive as these, 
we are afraid, it will be difficult to enfqrce them, unl~ss modified. Under 
the Gold Control Scheme, a similar attempt was made to obtain declara­
tions regarding excess possession of gold and the Administration has not 
been able to implement the Gold Control Scheme successfully. 

In the inflationary economy which has been in existence for the past 
several years, cash of Rs. 5,000 outside the account books or Rs. 20,000 in 
the account books, would be possessed by so many petsons that it would be 
practically impossible for the Incometax Department to verify declarations 
and endorse the penal provisions where excess amounts are held on any 
particular day. Such difficulties should not, however, deter us from adopt· 
ing the suggestion in a modified manner so as to make it workable. As a 
considerable amount of black money as introduced through indigenous 
bankers and hundi brokers; legislation may provide that in their cases, every 
such indigenous banker or hundi broker or a person engaged in money 
lending bu.siness other than a bankang company should not possess a book 
cash balance exceeding Rs. 20,000 and that every payment made or amount 
1·eceived by him in excess of Rs. 10,000 should be by way of a crossed 
'Account Payee' cheque on a scheduled bank. It should further be provided 
that they should not hold cash ontsicle the accounts exceeding Rs. 5,000. 
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In all other cases, the limit of holding cash in the account books should 
be raised to Rs. 50,000. This should be sufficient for day to day purchases 
or wages requirements. If excess amount is required, it should be drawn 
from the bank. Prior permission of the Incometax Officer may not be a pre­
requisite for withdrawing moneys; it is enough if intimation only is sent to 
him. 

6.36. Compulsory maintenance of accounts not tdvoured-

Another suggestion made to us stressed the need for legislative provi­
sion enjoining on every person carrying on any business or profession or 
vocatiot0with a turnover· exceeding Rs. 25,00.0 per annum, to maintain 
books of account and that to begin with, all books of account must be 
registered, with the registering authority before the conunencement of the 
previous year. The registering authority should stamp the pages of the book 
in each one of these books of account and he should pass on the names and 
addresses of persons obtaining such books of account periodically to the 
Income Tax authorities. 

It is further suggested that in course of time it would be advisable for 
Government to supply the books .of account bearing registration numbers 
and folio numbers to assessees with a turnover exceeding Rs. 25,000 or 
Rs. 50,000 and compel them to maintain their accounts in such books. Art­
other part of the scheme proposes the issu~ of even cash memo books by 
Government to the businessmen. 

6.37. Persons with a big turnover even now keep accounts which are 
produced in connection with their salestax and incometax assessments. 
Therefore, a legislative provision that every person having gross profes­
sional receipts or sales turnover exceeding a stated sum should maintain 
accounts on a certain foliJll appears to be unnecessary and the other part of 
the suggestion that th~ should be a registering authority who would 
register the account books at the beginning of the year, forward such list to 
the Incometax authorities and that the Government should in course of 
time issue all account books and cash memos to the assessees are, in our view, 
not capable of practical implementation. The administrative cost and the 
harrassment to the assessees would be so much that the scheme cannot be 
worked out successfully. 

6.38. Prope1·ty transactions-

It is quite well known that a large sum of unaccounted money is invest­
ed in the construction and acquisition ·of immoveable properties and that 
the Department has not been able to tackle effectively the problem of un­
accounted money utilised in these property transactions. For purposes of 
tackling this problem, ~he following steps seem to be necessary:-

(a) Determining the correct cost of land. 

(b) Determining the con·ect am~unt of expenses on the construction 
of the property. 
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(c) Finding out the real price at which the transfer of property is 
effected. 

(d) Finding out the real owner of the property so as to eliminate 
henamies. 

6.39. Board should have assistance of expert valuas-:-
!n order to determine the correct cost of land or the real price at which 

the transfer has been 'effected, it would be necessary, in the first instance, 
to have the assistance of e:o;pert -valuers. For this purpose, many of the Com­
missioners of lneometax who met us, suggested that qualified valuers should 
be employed by the Central Board of Direct Taxes to assist them in the 
valuation of pl'9perties, particularly land and buildings and other: move­
able assets like jewellery. These valuers should have in our v~w their 
zonal offices at Bombay, Calcutta, Delhi and Madras and should offer 
expert assistance to the lncometax Depaxtment whenever any question of 
undenstatement of property value arises. If, on tbe basis of the expert 
advice, it is clear that there has been an understatement, the Law should 
enable the Gover~ment to challenge the transfer in the same way as the 
Registrar is vested with the powers to challenge a transaction for the pur­
poses of the Stamp Act. 

6.40. Option of purchase at· declared price, to Government-
In this connection it is worthwhile to examine whether it cannot be 

provided that the Government would have an option to purchase the pro­
perty at the declared value plus 5 or 10 per cent over it. Even though the 
Government may not resort to it in every case, the existence of an option 
in law wm act as a deterrent against underrdeclaration of price. In fact, a 
similar recommendation was made by the Santhanam Committee. If such a 
procedure is permitted by the Constitution, it is worthwhile in our view 
to have recourse to such a legislation. 

6.41. jewellery-
It is common knowledge that a part of hoarded money is kept in the 

form of precious stones, gold and jewellery. It has been suggested that while 
submitting the wealth tax return, the detailed items of jewellery must be 
given instead of a lump figure as at present. Secondly, it has been suggested 
that it should be provided that no transaction of purchase and sale of 
jewellery should be effected except through ap.Proved dealers in jewellery. 
Thus, for example, no transaction in jewellery should be permitted between 
individuals or Families, and no firm or a company not being an authorised 
dealer in jewellery should purchase or sell jewellery. We endorse this sugges­
tion particularly because for the purpose of the Gold Control Scheme, 
authorised dealers are licensed and there should, thus, be no difficulty in 
implementing the ~cheme. These restrictions should, however, apply only 
where the purchase and sale of jewellery exceeds Rs_. 10,000. 

6.42. Inclusion of agricultural incpme_ for rate purposes-
Our study has revealed that-_one of the methods adopted for evading 

incometax is to show taxable income as income fiom agriculture. Since 
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tmder the Indian Incometax Act, agricultural income is exemrt from taxa­
tion, this method of segregating large slices of t.axe~ on income by attri­
buting it as income from agriculture has been widely practised particularly 
by persons running industries requiring agricultural produce as raw mate­
rial. In their cases, the yield from agriculture is inflated. .and large receipts 
from manufacture are shown as agricultural income, thereby getting the 
twin adva~tage of ta,z-exemption and utilisation of s~ch money for business 
purposes. It has, therefore, been suggested to us that the law ~hould be 
amended to provide for removing the exemption relating to agricultural 
income. Section 10(1) of the Incometax Act which provides for exclusion of 
agricultural income from total income merely reiterates the Constitutional 
position, namely, that under Entry 82 of the List I to the Seventh Schedule, 
the Parliament cannot legislate for taxation of agricultural income. There­
fore, mClfely by deleting the provision in section 10(1) the Parliament will 
not have power to impose taxation on agricultural income unless the Consti· 
tution itself is amended. This is a matter on which both the Centre and the 
States should agree and it is desirable that such an agreement is reached 
with a view to strengthening the drive against tax evasion. Till such time 
as an agreement is reached for amending the Constitution providing for 
taxation of agricultural income also by the Centre, it appears desirable to 
make a provision in the Incometax Act that agricultural income will be 
included in the total income of a person for the purpose of determining the 
rate of tax chargeable on his total income excluding agnicultural income. 
We are of the view that such a provision would not affect the Constitution 
and we would commend to the Government to adopt this course after 
examining the legal and constitutional aspect of it. If necessary, a ~fe~:ence 
may be made to the Attorney General of India. In this connection, the fol­
lowing observation of the Indian Taxation Enquiry Committee 1925 may 
be of interest:-

"There is no historical or theoretical justification for the continued 
exemption from the Incometax on incomes derived from agriculture. There 
are, however, administrative and political objections to the removal of 
exemption at the present time. There is ample justification for the propooal 
that incomes from agriculture should be taken into account for the purpose 
of determining the rate on which the tax on other incomes of the same 
person should be assessed, if it pro.ves administratively feasible and practi­
cally worthwhile. 

Possession of agricultural incomes increaseS''a person's capacity to pay 
and unless agricultural income is taken into account for rate purposes, the 
principle of adjusting incometax on the basis of ability to pay will be 
defeated." 

6.43. Publicity-

While legislative measure~ and administrative procedures would 
certainly go a long way in checking tax evasion, we are firmly of the view 
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that by themselves these measures will not be able to check the tax evasion 
unless the society itself develops a social conscience against it. A tax evadel' 
is now generally admired for his ability and cleverness and when he makes 
donations or gifts or throws parties, people even in high positions viz. with 
each other in attending the functions held by him or to honour him for 
munificient donations made by him to some c.ause or another. We consider 
that so long as this attitude and practice continue, tax evasion will flourish 
as a paying industry in this country. To bring home to the tax evader the 
crime he is committing against society, the following steps are neccssary:-

(i) A person found guilty of tax evasion should be regarded as a 
social outcaste and no association or institution or party should 
as for or accept any gifts or donations from such a person. 

(ii) There should be a ban on Ministers and Government officials 
attending parties thrown by him or held to honour such a per­
son. The Members of the Legislature should also build up a 
convention of not attending such functions. In order to identify 
such persons, the Govemment should publish every six month 
a list of-

( a) all persons in whose cases penalties for concealment have been 
levied umlev section 271(l)(iii); and 

(b) all persons whose cases were dealt with under section 271(4)(a) 
and (c) and all persons who were prosecuted for tax offences. 

6.44. The Direct Taxes Administration Enquiry Committee has aJ. 
ready recommended the publication of the names of all persons in whose 
cases penalties have been levied for Rs. 5,000 or more for the concealment 

·of income, w.ealth and expenditure, in the local Gazette as well as in the 
Press, giving the details of their names, their addresses and the amount of 
penalties. At present, an annual list of such names is published in the 
Gazette only. The other part of the recommendation of the Direct Taxes 

·Administration Enquiry Committee viz. that their names should be publish­
ed in the local Press also has not been implemented so far. It is common 
knowledge that the Gazette is read by very few persons. If the recommenda­
tion of the Direct Taxes Administration Enquiry Committee is to be im­
plemented in the spirit in which it was made, it is essential that all these 
names should be published iii the local Plless, in as many papers as it is 
possible, in Hindi, English and in other languages. 

6.45. Besides this, every Incometax Office should, after the 1st of April, 
1968, put on the Notice Board a list of all assessees with their returned and 
assessed incomes for the view of the public. Such a publicity would prevent 
persons from understating their income and would help the Department to 
get information from those who have knowledge of the financial affairs of 
the assessee• concemed. · 
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CHAPTER VII . 

ADMINISTRATION 

7.1. Geneml-

No amount of care in determining how a tax system shall be reorganis­
ed for achieving the objectives of speedy disposal of assessment cases, col­
lection of revenue and prevention of tax evasion,. will give even a measure­
able approach to efficiency, unless a technically competent personnel can 
he secured and retained in the service and such personnel are effectively 
directed and controlled. Therefore, an enquiry_ into the organisation and 
set-up of the various agencies is essential. In this Chapter we propose to 
deal with the problems relating to the Central Direct Taxes Administra­
tion in India. 

7.2. Before proceeding to state the problems and recommendations in 
this regard, it would be helpful to have a brief outline of the present 
organisational set-up of the Direct _Taxes Department. 

7.3. Historical Background--
As the Ministry of Finance is responsible for the adminis­

tration of the Finances of the Central Government the Department 
of Revenue dealing with fiscal matters forms part of ·that 
Ministry. Hnwever, under the Central Direct Taxes statutes, the Central 
Board of Direct Taxes has been entrusted with the ·power to administer 
the various direct taxes. This Board has been set up under a separate enact­
ment called the Central Boards of Revenue Act, 1963 (54 of 1963). The 
statutory functions of the Board are also exercised by the Department of 
Revenue, and for this purpose, the Members of the Centr.U Board of 
Direct Taxes function in a dual capacity. In regard to matters arising from 
the exercise of the powers and functions conferred on the Central Goyem­
ment, the Chairman and the Members of the Board function· as Additional 
Secretary and Joint Secretaries of the Government of India but in respect 
of matters arising from the exercise of the powers and functions conferred 
on the Central Board of Direct Taxes they act as Chairman and Members 
of that Board. The only exception to this is the Secretary of the Depan_. 
ment of Revenue who is not a Member of the Board. Thus, the Chairman 
and Members of the Board function as Department of Revenue while 
advising Government on policy matters and communicating the orders of 
Government, and while implementing the policy, they function as the 
Central Board of Direct Taxes. Commenting upon this duality of func­
tions, the Estimates Committee in its 49th Report (Second Lok Sabha) 
observed as follows: 

"The Committee consider that in combining the Secretariat. func 
tions of Department of Revenue and the adminismitive func­
tion of the Central Board of Revenue in the same persons in 
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India, the purpose of the Central Boards of Revenue Act has 
been largely defeated." 

It, therefore, recommended tlie examination of the question of separating 
the Central Board of Revenue-as it then was from the Secretariat wing. 
The Direct Taxes Administration Enquiry Committee, however, felt that 
the Central Board of Revenue should continue to function as the Depart­
ment of Revenue because in their opinion it was neither practical nor 
desirable to divorce administration entirely from policy making, though 
they admitted that the policy making divorced of administrative respon­
sibility would tend to become theoretical and unrealistic. • They also 
feared that separation of Secretariat functions would only result in estab­
lishing another parallel organisation with almost similar functions and 
would cause delays, lack of co-ordination and increase in the cost of admi­
nistration. The Railway Board and the P&T Board were further cited as 
instances where statutory Boards functioned as the Departments of the 
Government. When there is, thus, a conflict of opinion between the two 
Committees, we thought that a more detailed and objective study of the 
problem was necessary in order to find out the type of organisation most 
suitable to the efficient administration of the Tax Laws. 

7.4. Me1·its and Demerits of Separating Policy Formulation from Policy 
Implementation-

The advantages and the disadvantages of a system which separates 
policy making from operational responsibility can be broadly grouped as 
under-

Advantages-

( a) The policy making will not be hamstrung by day to day detailed 
administrative functions in regard to collection of revenue and 
~us will be fr_ee to devote its attention on policy and regula­
tiOn and provtde the type of perspective which continuous 
absorption in specialised work cannot be expected normally to 
producet. 

(b) Asse~s~ent. a~d collection of revenue are specialised tasks 
requmng mttmate knowledge of the technical and personnel 
problems of the Department and r.equire a continuous and a 
constant atten.tion of a separate body. If the Members of the 
body are req~.ured to attend to Secretariat duties, the main pur­
pose for whtch the body was constituted, would be largely 
defeate'd. . 

(c) -~s the Revenue Department has to exercise discretionary powers 
m a very large measure, it will invite allegations of Ministerial 

*Para S·5, page 190 of the Report of the Direct Taxes.AdministJation E~quhy Committee. 
t Observations ofSirWarrenFishe t db h R 

review the organisation andadminist t." r quo he yt e epo1t of a Committee appob.ted to 
· ra: 1ve met oda of the Inland Revenu.e Depattment, U.K. 
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pressure wherever discretions have been exercised even honestlv 
in favour of any particular assessee or group of assessees. Lik~ 
Caesar's wife, the Revenue Department must be above suspicion 
and this can be achieved only if the Board functions indepen­
dently of the Government of India Secretariat. A separate Board, 
functioning independently, would be in a position to attract 
the loyality of its staff as it will be in a position to stand up 
for them while representing matters relating to their conditions 
of service and career pro5pects with the Secretariat. If both the 
functions arc combined, its decisions relating to establishment 
matters would be subject to rigidity of approach arising from 
the consciousness that it is a Wing of the Ministry of Finance, 
thereby, it will tend to forfeit the confideuce of the personnel 
in regard to the concern it exercises for their welfare. 

Disadvantages-
The disadvantages that may be urged against such a separation are: 

(a) Policy making divorced of administrative responsibiHty would 
tend to become theoretical and unrealistic. 

(b) Separation of the Secretariat functions will only result in estab· 
lishing another parallel organisation with almost similar func· 
tions and may cause delays, lack of co-ordination and increase 
in the cost of administration. 

(c) Even if separation of functions is effected, the Board will have 
to continue advising the Government on fiscal policy, examining 
fresh proposals of taxation and suggesting modifications. 

Examining both the advantages and disadvantages, we are of the view 
that the advantages for outweigh the disadvantages cited. Of course, if any 
of the disa9-vantages is of such a magnitude as to render all the advantages 
illusory, it would be unwise to bring about a separation. But if the dis­
advantages, even if real, are not likely to affect the organisational strength 
and the efficiency of tax collection or steps are possible to remove the 
defects, the path of wisdom would lie in proceeding with the re-organisation 
by separating the policy making wing ,from the policy implementation 
wing. 

The experience of the Inland Revenue Department of the Unitecl 
Kingdom has shown that a separation of the policy formulation from the 
policy implementation has been of immense benefit to the Department. 
The fears expressed by the Direct Taxes Administration Enquiry Com­
mittee that the policy making would become umealistic and theoretical 
appears to overlook the fact that there would be constant consultations 
between the policy making Wing and the policy implementation Wing: it 
i< not as if the Secretariat will function as an ivory tower. In fact, the 
Secretariat Wing proposing legislative policy will bring to bear a balanced 
approach by listening to both the Department's problems and difficulties 
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and the assessees' views and it will also stre!lgthen the confidence of the 
tax paving public in the objectivity of the persons responsible for the tax 
policy.' It is the considered view of this Working Group that if the func­
tions are separated, it would bring about a pause in rushing through with 
legislative amendments which is the present practice t~ get over a legal 
difficulty imagined or real. As regards the fear that thts may lead to 
setting up a parallel organisation, it is not nec~ssary that the Central Board 
of Direct Taxes should have a completely parallel and identical set-up 
in the Secretariat. The Secretariat Revenue set-up can function as a· small 
m-ordinating unit in the Ministry of Finance with the Chairman, Central 
Board of Direct Taxes, acting as a link between the M;inistry and the 
Board. 

7.5. Policy Implementation must be Separated from Policy Formula­
tion-

Having regard to these factors we recommend that .in the interest of 
el!iciency, jt is necessary to separate the dual functions of the Cenbral Board 
of Direct Taxes and constitute it as a separate unit. 

7.6. The functions of the Central Board of Direct Taxes are analogous 
to those of the P&T Board and hence the Central Board of Direct Taxes 
may be re-constituted on· the lines of the P&T Board, with its Chairman 
enjoying the status of a Secretary. We accorrungly recommend that the 
Board should consist of a Chairman and Members as follows--

!. Chairman, Central Boi!rd of Direct Taxes of the rank of Secre­
tary -to the Government of India. 

2. Senior ·Member, Tax Planning and Assessment of the rank of 
Additional Secretary to the Government of India. 

3. Member, Investigation and Intelligence of the rank of .Joint 
Secretary. 

4. Member, Wealth Tax, Gift "I:ax, Estate Duty of the rank of 
Joint Secretary. 

5. Member; Inspection and Audit, of the rank of Join~ Secretary. 

6. Member, Administration and Establishment, in the rank of 
Joint Secretary. 

7.7. Justification for a Separate Member (Administration)-

It has been represented to us that a good deal of discontent that at 
present exists in the Department is due_ to the fact that there has not been 
~ny adequate attention paid to-·the problems relating to recruitment, train 
mg, tr~nsfers and promotions of the personnel of the Department. This 
has senously affected the morale of the service as a whole. It cannot be 
denied that the problenis relating to the recruitment and promotion hav?. 
been tackled, more or less, on·ad-hoc basis, from time to time rather than 
with foresight and long-term planning. For a Department with such a 
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huge gazetted staff of nearly 2000 and non-gazetted staff of about 23000, 
t~e- arrangements made for look:ing after the administrative problems are 
p1tiful. For such a big establishment, there are two Under Secretaries and 
one Deputy Secretary who puts up the papers directly to the Chairman. 
With the staff problems getting complicated day by day, owing to dis­
putes of seniority and recruitment, it is of immediate necessity to reorga. 
nise the personnel wing of the ,Board. That is why, we have suggested the 
appointment. of a separate Member, Establishment and Administration. 

' At first sight it would appear that the Membership of the Board is 
being expanded to near about double the present strength of four. This is 
Gniy apparently so. We are recommending separately the abolition of the 
posts of three Directors in the scale of Rs. 1800/2250 with a special pav 
of Rs. 250 and, therefore, the net addition to cost will be negligible. 

7.8. Need for Str~ngthening Statistical Wing and Placing it under a 
Member-

Statistical research relating to taxation has not received adequate 
attention all these years. The need for statistical research and information 
particularly in the climate of a fast changing tax pattern cannot be over­
emphasised. The taxes which the Department administers affect the social 
and economic life of the country in a most powerful way. No one knows 
or can know as much about the effect of the administration of the taxes 
as members of this Department, but we doubt if there is a machinery in 
the Department adequately equipped to give information on such matters. 
We do not say that the Dep.ilrtment lacks the data to provide the informa­
tion on the economic effects of the taxes; but what has been lacking hitherto 
has been their purposeful collection and arrangement according to their 
bearing upon the general problems: For example, we desired to have infor­
tmition regarding the net tax collected from Registered firms after allowing 
rEbate for that tax in the assessment of partners and information about addi­
tional income tax collected from Section 104 companies. We were not sup­
plied these data, even though, they are by no means unimportant so as to 
permit their neglect. Again, the All India Revenue statistics are available 
only upto- 1963-64. It is true that there is a Statistical Branch working 
under the. Director of Research, Statistics and Publication but this branch 
which was set up in 1940 to deal with about 2.5 lakh of assessment cases, 
has to grapple with ten times that number without any noticeable increase 
in staff and equipment. Further, there are., at present, three agencies col­
lecting information and conducting research on tax problems viz.-

(i) The Tax research unit attached to the Economic Affairs Depart­
ment; 

(ii) Tax Planning section functioning under the Board of Direct 
Taxes; and 

(iii) The Dir~,!:torate of Statistics, Research and Publications, func­
tioning as an . attached office under the Board. 
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We find that there has not been any co-ordination among these three 
agencies. and that in matters relating to tax policy, such unco-ordinat~d 
statistical efforts will do more harm than good, because each branch will 
tend to distort the picture in the light of the information it possesses. We 
therefore, suggest that both on grounds of efficiency and economy, these 
three different agencies may be amalgamated and brought under the direct 
control and guidance of the Senior Member of the Board in-charge of Tax· 
Planning and Assessment. The importance of statistical and research work 
in Tax Department has been stated clearly by the Royal Commission on 
Taxation on page 303 of their final Report, which is extracted below-

"' In the course of our enquiry we found ourselves again and again 
brought up short on questions of this kind for lack of firm material by 
which to check general impressions. We say that without any reflection 
upon the very valuable assistance that we received upon many occasions 
and upon many topics from the Statistical and Intelligence Division of 
the Department. But the statistical information of the sort of which we 
speak will not be available unless the range of the intelligence work of 
the Department is deliberately extended by a deCision of policy so as to 
include it. It is our hope that this will be done; for unless such resources 
are available, taxes are imposed, altered or removed by the Government 
of the day without any co-ordinated factual survey of their past or probable 
effect on our social life or our industry. And, in our view, the Department 
which is responsible for administering the taxes ought to be in a position 
to offer advice on such questions." 

7.9. Board'sDivisions to be under Officers of the Rank of Directors, 
Drawn from the Field- · 

The branches in the Department of Revenue. are, at present, being 
manned by Under Secretaries who work under the supervision of Deputy 
Secretaries who act as ex-officio Secretaries of the Board. All the Secretaries 
and Under Secretaries are drawn from the Income-tax Department, except 
that the Under Secretaries and Deputy Secretary in-charge of Administra­
tion are from Central Secretariat Service and I.A.S. respectively. The 
sections except only two are all manned by Central Secretaiiat officers. 

In view of our recommendation to separate the Board from the Secre­
tariat wing, it will be, no longer, necessary to have officers of the Central 
Secretariat Service or any other Service other than Income-tax to look 
after the branches. It will make for a homogeneous unit if all the officers 
whether for technical work or for Administration work are drawn from 
the Income-tax Department. We, therefore recommend that all the officers 
of newly constituted Board should be from the field. 

The Divisions in the new set-up may be held by senior officers of the 
present rank of . Assistant Commissioners of Income-tax who will be in 
grade of Directors in the Ministries ·of Government of India. They will 
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take the place of the present Secretaries of the Board. A suitable designa­
tion may be given to them consistent with the revised status and pay. The 
senior-most of such officers should be in-charge of Administration and he 
will also act as Secretary of the Board. 

The Directorates-
7.10. The Directorate of Inspection (lncome-tax)-

At present, there are three J)irectoratcs functioning as Attached 
Offices of the Central Board of Direct Taxes. All the three Directorates are 
meant to assist the Board in the supervision, control and co-ordination of 
the Administration of Direct Taxes. The Directorate of Inspection (Income­
tax) which is the oldest of the three Directorates was set up in 1940. The 
principal duties of this Directorate are-

(a) prescribing inspection programmes for Inspecting Assistant Com· 
missioners; 

(b) reviewing all inspection reports and carrying out personal ins­
pections; 

(c) laying down policy for inspection by Inspecting Assistant Com­
missioners; 

(d) issuing general instructions to field officers to remedy defects 
I]Oticed at inspection; 

(e) inspection of the working of the offices of the Commissioners of 
Income-tax, Inspecting Assistant Commissioners and Appellate 
Assistant Commissioners of Income"tax; 

(f) training of galetted and non-gazetted officers and conducting 
departmental examinations for them; and 

(g) assessm~nt of work-load and advising the Board on organisa­
tional matters relating to the field offices. 

The duties when summarised fall into four categories viz., inspection, 
training and conducting departmental examination, assessment of work­
load and advising the Board on organisational matters. 

The Direct Taxes Administration Enquiry Committee which examined 
the functions of this Directorate suggested that the Dirtectorate should 
exclusively deal with inspections and that work by itself would be of such 
a magnitude as to make it difficult for this Directorate to attend to other 
matters. It, therefore, suggested that training programmes of gazetted and 
non-gazetted officers and conducting departmental examinations should be 
transferred to the Directorate of Training, Statistics, Research and Publica­
tions. But the Government did not apparently accept this suggestion with 
the result that this Directorate has been allowed to carry on the same 
workload·. Inevitably, the Inspection work has suffered. As the Direct Taxe; 
Administration Enquiry Committee very rightly remarked, inspection work 
is of the utmost importance in that it is through the inspections by this 
Directorate that the Board could be enabled to satisfy itself that its instruc­
tions are uniformly and impartially observed. 



140 

As regards training pmgrammes, they are not planned on a continuing 
basis and there is no proper eva! uation of the results of such programmes. 
Turning. to the other aspect of the work entrusted to this Directorate viz., 
advising the Board on organisational matters there is no clear-cut division 
below the formations entrusted to this Directorate and to the Directorate of. 
Investigation. 

Further, this Duectcrate is entrusted with the task of looking after 
the Department's replies to the Audit Reports issued by the Comptroller 
and Auditor General and has to act as a liaison between that office and 
the Board. 'We find that in this aspect of the work also, the importance 
of which cannot be minimised, the Directorate has not been able to make 
much headway. 

The need for strengthening the internal audit has been brought home 
in several of the Reports of the Public Accounts Committee and this 
Directorate is also assigned the task of coordinating the work of internal 
audit. Here again, due to reason beyond its control, the Directorate has 
not been able to discharge the duties adequately and satisfactorily. 

Having regard to these defects, we are constrained to come to the 
conclusion that the object with which this Directorate was set up, viz., 
toning up of the Administration and acting as the eyes and ears of the 
Board, has not been fulfilled. We are, therefore, of the view that the work 
relating to Inspections and Audit should be &upervised by a Member of 
the Board and it is with this view that we have recommended in para 7.6 
that one of the Members of the Board &hould be assigned the duties of 
looking after the .inspection and audit work. In view of this recommenda­
tion, we suggest dtat this Directorate may be abolished and ,two units of' 
inspection and audit may be attached to the Board's office itself as separate 
Wings. 

7.ll. Directorate oj Inspection (lnvcstigation)-

This Directorate was set up in 1952 with the main idea of taking 
over for investigation the cases which were returned by the Investigation 
Commission to the Department after reaching settlements or making recom­
mendations for assessments. Thereafter, the duties of the Directorate were 
expanded and, at present, the following are the functions and duties that 
are assigned to this Directorate- · 

(i) Undertaking and co-ordinating investigation in difficult 
and complicated cases of tax evasion; 

(ii) Technical supervision of Special and Central Circles; 

(iii) Technical enquiries and guidance; 

(iv) Vigilance; and 

(v) Co-ordination of the Intelligence work carried on by Zonal 
Deputy Directors of Inspection. 
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The Direct Taxes Administration Enquiry Committee made a pointed 
recommendation that.. having regard to. the need to maintain the highest 
standards of morality and integrity, the Vigilance work should be taken 
over by a separate Director of Vigilance. Here again, the Government did 
not implement this recommendation and vigilance work which is growing 
in volume, is continued to be handled by the Directorate. The Direct Taxes 
Administration Enquiry Committee also recommended that, with a view 
to checking evasion and avoidance, the Directorate should function in a 
more positive way by itself gathering all useful information and directing 
investigational activities of the Department. 

For carrying out this Intelligence work, the Directorate has now four 
zonal Deputy Directors whose offices function as units of this Directorate. 
The Deputy Directors of each zone gather useful information and also 
conduct and supervise tax raigs. There is, however, no close co-ordination 
between the Investigation Wing and the Intelligence Wing even though 
the Director happens to be common for both. In the Chapter on Tax 
Evasion (Chapter VI), we have suggested the strengthening of the Investig.t· 
tion machinery and accordingly recommended that the work of investiga· 
tion should be directed and supervised at the Board's level by a Member 
of the Board under whom the Central Commissioners charges will function 
and work as Branch Investigation Units. It is for this purpose we hav.-! 
recommended in para 7.6 supra, the appointment of a separate Member 
for Investigation and Intelligence. If this recommendation is accepted, it 
would not .·be necessary to continue the Directorate of Investigation, and 
it may, therefore, be· aboLished. 

7.12. Directorate of Inspection (Research, Statistics and Publication)­
.Tb:s Directorate was set up as a result of the recommendations of the 

Direct Taxes Administration Enquiry Committee. The functions of the 
Directorate, at present, are-

(i) Compiling statistics relating to the administration of Direct 
Taxes; 

(ii) Conducting research study on tax matters; 
(iii) Keeping control and watch over both assessments and 

demands; 
(iv) Attending to writes-off of arrears and demands; and 

(v) Publication of Manuals and issue of Bulletins. 

The list given above is quite an impressive array which for any one 
connected with the Administration, it will be apparent, will not be within 
1 he capacity of .one unit. For example, collecting statistics and interpreting 
1 he statistics for the purposes of budgetary control and advising the Min istrv 
on tax policies is in itself a very important item of work and should receive 
all time attention. Till recently, there has been no attempt of giving sta· 
t.istical interpretation of the various figures available with the Department 
;111d it was only recently such a study was included in the Statistical review 
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of Direct Taxes (1965-66). This Working Group was handicapped by the 
absence of statistical information on many matters. 

Secondly, we have received complaints from several quarters that there 
is a complete absence of publicity in regard to the obligations and rights 
of tax payers. The officers have also complained that the Manuals issued 
to them are delayed to such an extent that they are obsolete when received. 
The importance of Public Relations in the case of a Revenue Department 
which has nothing immediately tangible to offer to the tax payers in return 
for the money it collects, except perhaps irritation, has to be fully recog· 
nised. Conscious attempts should be made to win the co-operation of the 
tax paying public, and if it is not possible to tax and to please, we should 
at least endeavour to tax and not displease. Such an endeavour should be 
made at all levels and must be watched and directed from the Board itself. 
l'or this purpose the Senior Member of the Board should be in charge of 
I'ublic Relations and every Commissioner's office should have Public Rela­
tions Officers of the rank o.f Assistant Commissioners. He should be assisted 
by well-informed staff, and this Public Relations team should offer willing 
guidance to the assessees in the matter of filling up forms, paying taxes. 
getting refunds etc. He should also hold seminars to inform the assessees 
of the rates of tax, reliefs etc. they are entitled to and the manner of filling 
up forms. Tax payer education and tax payer assistance should be the 
twin tasks of this team. The separate Directorate now existing may con­
<equently be abolished. 

7.13. Commissioners of Incometax-
' The Commissioner of Income-tax is the head of a Division called 1. 

Commissioner's charge, consisting of several ranges each under an Inspect· 
ing Assistant Commissioner of Income-tax under whose administrative 
control the Income-tax Officers function. The Commissioner of Income­
tax has both statutory and administrative functions, and for the adminis­
trative purposes he has all the powers of a Head of the Department. 

The Commissioners are appointed generally on territorial basis, hut 
there are at present 4 Commissioners appointed not with reference to area 
but for particular groups of cases. They are known as Central Commis­
sioners. The total number of Commissioners in India at present is 25 
(excluding Directors and Officers functioning as Officers on Special Duty). 

7.14. The Present Position and Need for Improvement-

, Many. of the senior officials of the Department who appeared before 
the Workmg Group complained bitterly of the 'deterioration in the status 
and prestige of the Commissioner consequent upon centralisation of 
imp~rtant administrative powers in the Board and multiplicity of directions 
recetved from the Board and the Directorates functioning thereunder on 
?ven technical matters. Without the need to any elaborate investigation 
mto the correctness of this complaint, it was quite apparent to us that 
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a post which enjoyed much prestige and status prior to 1939 has suffered 
a good deal of attenuation thereafter, with the result that "at present he is 
reduced more or less as the interpretor of the Income-tax Officer and the 
Inspecting Assistant Commissioner to the Board". This has been partly 
due to the partial implementation of the Aiyer Committee's Report ot 
1936 which suggested the reorganisation of the Department on the U.K. 
Model with a Chief Commissioner of Income-tax at the Centre assisted 
by Commissioners of Income-tax in the regions on reduced scales of pay. 
This recommendation was sought to be implememed in a different way 
by the Governmem by appointing a Director of Inspection (Income-tax) 
at the Centre but with no powers of administrative control over the Com­
missioners, but of course, with a good deal of power of interference over 
their work. The result has been a constant crop of disputes relating to 
their 1·espective powers and responsibilities. This situation gained further 
edge with the addition of two more Directorates in the fifties. The Board 
naturally had to intervene and owing to the combination of policy and 
executive control in its hands the natural tendency was a gravitation of 
power in the hands of the Board reducing both the Directorates and Com­
missioners powerless and anaemic. Further, fear of parliamentary criticism 
and a tendency on the part of the assessee public and their representatives 
to approach Ministers and the Board with complaints and representations 
against Income-tax officials, have let the Commissioners to play safe and 
seek instructions and decisions from the Board even on matters which 
fall within their competence. The Estimates Committee (1958-59) had 
cccasion to comment on this tendency on the part of the subordinate 
officers. In spite of this, the number of representations and complaints 
received and the number of references received by the Board seeking instruc­
ticns on even administrative matters has been showing an alarming increase. 
It is high time, therefore, that this tendency was reversed and the Com­
missioners functioned in their full stature and regained their status and 
authority. Probably, there was justification for some kind of centralir.ed 
control at a time when many of the Commissioners were drawn from the 
I.C.S. having had no practical experience of assessment and administrative 
work in the Income-tax Department. In this context, die recommendation 
nf the Aiyer's Committee was probably justified, but when all the Com­
misSioners of. Income-tax are now senior men with more than 20 years of 
assessment and administrative experience, there should not be any need 
to give them directions. After all, the Commissioner is the man on the 

. ~pot and the judgment he gives, is likely to be more correct than any other 
authority sitting hundreds of miles away, with less opportunities to appre-

. ciate local conditions and the local points of view. We, therefore, recom­
mend that both in regard to administration and technical matters, the 
Commissioners should have greater freedom than at present given to them. 
For this plllJPose we st>ggest that the Commissioners of Income-tax may be 
given full powers of recruitment and appointment of personnel upto the 
stage of Income-tax Officer Class II (which grade we have suggested later 
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in this chapter should be filled only by promotion from the cadre of Iuspec­
tor). The Commissioner should be given powers to gra11t advance incre, 
ments to sud1 members o£ the staff within his jurisdiction who have made 
some outstanding contribuoion in the sphere of duties allotted to them and 
should be encouraged not to take cognisance of anonymous petitions against 
the officers and members of the staff unle;s such petitions co11tain cleatr­
llacts capable of velilication. 1£ the officers have confidence in ~the Com­
missioner that he will protect them against frivolous and unfounded attacks 
from unscrupulous a&sessees or insubordinate assistants, be will be able to 
function as an effective head of the organisation. As regards technical mat· 
ters be should be given discretion to reach settlement of cases with assessees, 
and in respect of enforcement and stay of recovery proceedings in all cases 
within his jmisdiction. However, in regard to interpretation of law and 
rulings on leg-.tl quc:stions, it would be more- appropliate if sum ndings 
and interpretations are ·given by the Board so that there may be uniformity 
in administration of the Tax Laws. Further, the Board would be in a 
better position to avail itself of expert legal opinion from the Ministry of 
Law. 

7.15. Work LQad and Jurisdiction-
At present, there is too heavy a woolk-load on the Commissioners and 

it is necessary to rcduc·e this and rearrange julisdiction to achieve the 
principle of one State.one Commissioner subject, of conrse, to administra­
tlive considerations relating to economy. For example, the Commissioner 
of Bihar and Orissa is having a far Hung area, with the result that it would 
ibe !impossible to exp~ct him to keep a close control over the officers func­
tioning in boch the States. Therefore, thiS marge could be split up into two, 
and a separate CommiSsioner of Income-tax might be appoi11ted for Orissa. 
On the contrary, the splitting up of Punjab into Haryana and Punjab 
would not justify two Commissioners of Income-tax because the Old Punjab 
area was itself limited in its geographical area and dispersal of Income-tax 
officers. In Bombay and Calcutta, which together account for two-third of 
the total revenue from Direct Taxes, it is necessary to appoint two Com­
missioners of lnconic-tax exclusively for Recovery Work. The assessees are 
heaviest in these two changes, and it is essential that the work relating to 
collection of demands and arrears is entrusted to Tax Recovery Commis­
sioners. 

W"e have recommended in Chapter VI that there should be six Com­
missioners of Income-tax (Central) to take over cases requiring detailed 
investigation. These six posts will be in addition to the territorial posts 
recommended above. 

7.!6. Pay-
We consider that the pay scale now sanctioned for the Commissioner 

v~z: ~s. 1~00---100-~(}0!l-2250, does not adequatell' retlect the responsi-. 
b~l~ttcs th1s post _carnes. The posts of members of the Incometax Appellate. 
~ nb~nal to wh1ch_ Asstt. Commissioners of Income tax are eligible on 
selcctwn carry a h1gher pay than that of Commissioners. ·we suggest that 
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the Commissioners should be allowed to draw the same pay as Members 
of the Tribunal. The Direct Taxes Administration Enquil-y Committee 
also made a similar recommendation in para 8.31 of their report. 

7.17. Assistant Commissioners· of Income-tax-

The Asstt. Commissioners' cadre which forms a link between the cadres 
of the Income Tax Officers Class I and the Commissioners of income-tax, 
has a sanctioned strength of 322 officers as on 31-3-67, divided into two 
categories-the Appellate Assistant Commissioners and the Inspecting 
Asstt. Commissioners. Prior to 1939, there was no such division, but the 
Aiyer's Committee made a recommendation that there should be separa­
tion of the judiciary functions from the· executive functions exercised by 
the Assistant Commissioners, and as a result, the institution of Appellate · 
Assistant Commissioners was created in 1939. Until 1939, the Assistant 
Commissioners' charges roughly coifresponded · to the Revenue Commis­
sioners' Divisions in the Provinces and there were two scales of pay for the 
Assistant Commissioners-an ordinary scale of Rs. 1000-100-1500 for 
Assistant Commissioners working in places other than Bombay and 
Calcutta and Rs. 1500--100-2000 for those working in Bombay and 
Calcutta. Later on, this scale was abolished, but a special pay of Rs. 250 
added instead. 

7.18. Appellate Assistant Commissioners-

Almost all the non-offici~ bodies have been unanimous in suggesting 
that the Appellate Assistant Commissioners should be removed from the 
conu·ol of the Ministry of Finance and placed under the control of the 
Ministry of Law. The Indian Chamber of Commerce, Calcutta, has stated 
"' its Memorandum to us as follows: 

"The feeling of the assessees is that the Appellate Assistant Com­
missioners are merely departmental officers who mostly confirm 
or slightly modify the assessments made by che Department. The 
Appellate Assistant Commissioners do not appear to function 
independently and appear to have a bias in favour of the 
revenue; this is the general impression carried by the Income­
tax assessees when filing appeals before the Appellate Assistant 
Cmnn1issioners. 

In the circumstances, the Cliamber feels that the Appellate 
Assistant Commissioners should be made independent and 
placed under the Ministry of Law". 

On the other hand, some of the officials of the lncome-ta:< Depart­
ment have argued in favour of the abolition of the posts of Appellate 
Assistant Commissioners and vesting the power of a pre-assessment judicial 
r~view in Inspecting Assistant Commissioners. This, they have suggested, 
as one of the measures of cutting down delays which a separate appellate 
procedure inevitably involves. 
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7.19. The latter suggestion would be a ret~ograde step and we con­
sider that there is no substitute for a separate independent appellate autho­
rity as a protection to the tax payer. Even under.the present system, tax 
payers are not barred from discussing their problems with the Inspecting 
Assistant Commissioners prior to the finalisation of the assessment. In fact, 
during our study tours of the COmmissioner's charges, we found that this 
practice of pre-assessment discussion at a higher level is frequently taking 
place. In cases assessed in Central Circles, almost every case is being dis· 
cussed by the Assistant Commissioner with the assessee's representative' 
before the assessments are made and this facilitates agreed settlements. 

7.20. As regards placing the Appellate Assistant Commissioners under 
the M.inistry of Law, the Direct Taxes Administration Enquiry Comm,ittee 
examined this suggestion at great length and came to the conclusion "ill."tt 
removal of the Appellate Assistant Commissioners from the administra­
tive control of the Central Board would, besid~s completing the process 
of separating the judiciary from the executive, would give due considera· 
tion to the feelings of the assessees (para 4.9 of the Direct Taxes Adminis· 
tration Enquiry Committee). However, the Government did not accept 
this recommendation possibly because it would deprive a large number of 
Assistant Commissioners of chances of promotion to the cadre of Com­
missioners, and of getting deputation and special pay posts within the 
Department. It has been urged before us that the Appellate Assistant Com· 
missioners do act indepepdently and that in 90 per cent of the cases that 
go before them, reliefs are given and hence there is no basis for the fear 
expressed that by being under the control of the Central Board of Direct 
Taxes, they act with a departmental bias. This aspect of the matter has 
already been considered by the Direct Taxes Administration Enquiry Com· 
mittee who rightly remarked that "it is not enough that justice should be 
done, it should also appear to be done, and in a democratic pattern of 
administration, we cannot ignore the feelings of the assessees". 

7.21. Appellate Assistant Commissioners to be given Judicial Training­

However we cannot ignore the fact that if these men were to be depriv- · 
ed of career prospects by being placed under a separate Ministry, they 
may feel frustrated and this may affect efficiency. Having regard to this 
factor, "e feel that it will keep both the assessees and the departmental 
officials satisfied if the Appellate Assistant Commissioners are retained in 
the Ministry of Finance but are given a jud:icial training before they start 
functioning as Appellate Assistant Commissioners. This was a suggestion 
made by the Law Commission in its Twelfth Report. In paragraph 101 
nf their Report, the Law Commission recommended "that the Appellate 
Assistant Commissioners should be given some training in judicial practice 
and procedure by being attached to a Ju'dge of a Civil Court..i.e. District 
Judge for a period of say three months." We endorse this recommenda­
tion and commend it for the acceptanre of the Government. 
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7.22. Another step to improve the appellate machinery would be to 
post senior officers as Appellate Assistant Commissioners so that their appel­
late ordem would reflect matudty of judgement and avoid furthCT litiga­
tion. Some of the Inspecting Assistant Commissioners who met us expressed 
the view that the appellate orders passed by officers posted as Appellate 
Assistant Commissioners immediately after their promotion from the grade 
of Income-tax officers, suffer from all the infirmities the assessment orders 
suffer from and hence it would be necessary to post as "Appellate Assistant 
Commissioners" persons who have served at least five years as Inspecting 
Assistant Commissioners. 

We endorse this view .not only for ·the reason stated but because it 
would ·reduce the number of litigations in the Department and neither the 
as<essee nor the Department would waste theit, time filing appeals against 
a well-reasoned appellate order. We, therefore, suggest that as a general 
rule, Income-tax Officet'S on their promotion to the Assistant Commissioner's 
grade should not be appointed straightway as Appellate Assistant Com­
missioners but should be appointed as Inspecting Assistant Commissioners 
and only after five years of service as Inspecting Assistant Commissioners 
they should be given the appellate charges. 

7 .23. Inspecting Assistant Commissioners-
Powers &- Functions of Inspecting Assistant Commissioners-The Ins­

pecting Assistant Commissioner is the administrative link between the 
Commissioner and the Incomet'ax Officer. Under Section 119 of the Income 
tax Act, he has powers to issue instructions and directions to every Income­
tax Officer working within his jurisdiction. His primary duties are:-

(a) Adminisn-ative control of the I.T.O.'s work within his jurisdic­
tion; 

(b) Giving guidance to the assessin~· officers on technical matters 
relating to assessment and ~ollection; 

(c) Inspection and evaluation of the work of the I.T.O.'s working 
under him; and , 

(d) Performance of certain statutory functions exclusively vested in 
him by the Income-tax Act. 

· 7.24. Impressive though this list may seem, in practice only items (a) 
and (c) have been considered to be the main aspects of the work of an 
Inspecting Assistant Commissioner. A perusal of the Reports of the Income­
tax Investigaticn Commission and the Direct Taxes Administration 
Enquiry Committee would show that the institution of the Inspecting 
Assistant Commissioners had come in for a good deal of criticism as a pur­
poseless link between the Commissioner and the Income-tax Officer. The 
Report of the Reorganisation of the Income-tax Department of 1956, des­
cribed it as "more of a halting place for papers from Income Tax Officer• 
and the Commissioner of Income-tax than a forum for positive contribu­
tion". 

LJS2'liiAHC-ll 
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We are happy to record that no such complaint has been made to us 
in the course of our stud,- possibly because of the extension of the group 
charges where the Inspecting Assistant Commissioner acrs more like a 
leader of the assessment group than as an isolated critic, ready to pounce 
on the Income-tax Officer at the slightest excuse. Even so, some of the 
officers who appeared before us felt that the continuing emphasis placed 
on the inspections of the Inspecting Assistant Commissioners needs to be 
minimised having regard tp the multiplicity of inspections now in force. 
lnspection by the Inspecting Assistant Commissioner was probably justified 
at a time when the Department had not developed any system of conducting 
a post-assessment check of the work of the I.T.Os so that any mistakes 
against the revenue committed by him could be detected any time for 
making· appropriate revisions. But, after 1960 with the introduction of 
the statutory audit by the Comptroller and Auditor General and deve­
lopment of the internal audit by the Department itself, the Inspecting 
Assistant Commissioner could be relieved of the inspection duties a good 
deal so that he might devote his time to the more important task of pre­
assessment guidance to the Incometax Officers. We understand that in 
group charges the Inspecting Assistant Commissioner does not conduct 
inspections of the cases which had been completed in consultation with 
him. 

7.25. Assessment by Inspecting Assistant Commissioners-

W'e are glad to find that under the scheme of functionalisation inu·o­
duced recently in the Incometax Department, the Inspecting Assistant 
Commissioner will act as the leader of the assessment team. Th'ere will not 
be -any further need for actual inspections because most of the 
important cases would be completed under the di1'ect guidance 
of the Inspecting Assistant Commissioner. In addition to this, we 
would suggest that the Inspe~ting Assistant Commission·er should 
also be entrusted with the task of making assessments in big 
cases involving complicated questions of law or intricate manipula­
tions of accounts. We know that there would be psychological resenunent in 
making Inspecting Assistant Commissioner to do the assessment work but 
we wish to point out that it is nothing unusual for officers of the super­
viSory category to be entrusted with assessment work appropriate to their 
level. Under some of the States Sales Tax Acts, officers of this level do 
make assessments and there is nothing derogatory in their discharging 
assessment functions. The Inc:ometax Act contains provisions enabling 
the Commissioner of Incometax to vest the powers of assessment in 
Inspecting Assistant Commissioners and where assessments are made by 
the Inspecting Assistant Commissioners, the appellate jurisdiction will lie 
with the Commissioner. We recommend that the Department should 
make full use of these provisions and notify the Inspecting Assistant Com­
missioners also as Incometax Offioers in respect of particular cases or 
group of cases. For this purpose the Inspecting Assistant Commissions 
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themselves should at the beginning of the year, sort out cases which 
should be dealt with by them and send up propo:;als to the Commis­
sioner for investing them with concurrent jurisdiction so that they may 
pass assessment orders after investigations are conducted with the hdp of 
the team of the I.T.Os working in the assessment branch. This would go 
a long way in toning up the quality of assessments and also prevent evasion. 

7.26. Inspecting Assistant Commissioner to be incharge of Internal 
Audit- · --

The Public Accounts Committee has been stressing the need for 
strengthening the Internal Audit. The Government have taken steps in 
this regard but lin order to increase the efficiency of the Internal Audit, it 
is necessary to place it under an Inspecting Asstt. Commissioner in each 
Commissioner's Charge. 

7.27. Pay-
It has been suggested to us that the pay and the designation of the 

Assistant Commissi~ner of Incometax hardly do justice to the extent of the 
responsibility they are called upon to discharge as members of the Junior 
Administrative Grade. The scale of pay of an Assistant Commissioner of 
Incometax is Rs. 1,100-50--1,300--60-1,600, whereas the scale of pay of 
officers of corresponding grades in other Central Services, where the 
duties and responsibilities are much less onerous, starts with Rs. 1,300. 
Thus, an officer promoted ·to the Junior Administrative Grade in the 
Incometax Department starts four places below an officer in other Services, 
such as the IA & AS, IDAS, IRAS and that too only after he completes 
13-15 years of service whereas persons junior to them in other Services 
start officiating in the Junior Administrative Grade much earlier. 

Both the Indian Revenue Service Association and the Federation of 
the Gazetted Officers Association represented to us that there was hardly 
any justification for this discriminatory treatment, particularly when res­
ponsibilities entrusted to them are no less important as those discharged 
by senior I.A.S. officers. We do not have sufficient data before us to find 
out on what basis_ the pay scales for the All-India Services were fixed. 

But we have no hesitation in stating that as compared to other 
Central Services, the officers in the .Junior Administrative Grade in the 
Incometax Department are called upon to discharge duties of a varied 
character from giving pre-assessment guidance to Incometax Officers to 
planning searches and seizures, and settling cases involving considerable_ 
revenue. Besides, he has also a number of statutory duties to perform and 
we have suggested in this Chapter and in Chapter II that the Inspecting 
Assistant Commissioner should take over assessment powers in important 
cases. In administrative matters he acts as an effective Head of the Depart· 
ment and has control over a Range consisting of Incometax Officers of 

I.fS200ARC-ll(a) 
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We are happv to record that no such complaint has been made to us 
in the course of our study possibly because of the extension of the group 
charges where the Inspecting Assistant Commissioner acrs more like a 
leader of the assessment group than as an isolated critic, ready to pounce 
on the Income-tax Officer at the slightest excuse. Even so, some of the 
officers who appeared before us felt that the continuing emphasis placed 
on the inspections of th~ Inspecting Assistant Commissioners needs to be 
minimised having regard tp the multiplicity of inspections now in force. 
Inspection by the Inspecting Assistant Commissioner was probably justified 
at a time when the Department had not developed any system of conducting 
a post-assessment check of the work of the I.T.Os so that any mistakes 
against the revenue committed by him could be detected any time for 
making appropriate revisions. But. after 1960 with the introduction of 
the statutory audit by the Comptroller and Auditor General and deve­
lopment of the internal audit by the Department itself, the Inspl'cting 
Assistant Commi&sioner could be relieved of the inspection duties a good 
deal so that he mi!l;ht devote his time to the more important task of pre­
assessment guidance to the Incometax Officers. We understand that in 
group charges the Inspecting Assistant Commissioner does not conduct 
inspections of the cases which had been completed in consultation with 
him. 

7.25. Asses.<ment by Inspecting Assistant Commissioners-

\\' e are glad to find that under the scheme of functionalisation intro­
duced recently in the Incometax Department, the Inspecting Assistant 
Commissioner will act as the leader of the assessment team. Th:ere will not 
be any further need for actual inspections because most of the 
important cases would be completed under the dit'ect guidance 
of the Inspecting Assistant Commissioner. In addition to this, we 
would suggest that the Inspe<;_ting Assistant Commission·er should 
also be entrusted with the task of making assessments in: big 
cases involving complicated questions of law or intricate manipula­
tions of accounts. We know that there would be psychological resentment in 
making Inspecting Assistant Commissioner to do the assessment work but 
we wish to point out that it is nothing unusual for officers of the super­
visory category to be entrusted with assessment work appropriate to their 
level. Under some of the States Sales Tax Acts, officers of this level do 
make assessments and there is nothing derogatory in their discharging 
assessment functions. The In~ometax Act contains provisions enabling 
the Commissioner of Incometax to vest the powers of assessment in 
Inspecting Assistant Commissioners and where assessments are made bv 
the Inspecting Assistant Commissioners, the appellate jurisdiction will li~ 
with the Commissioner. We recommend that the Department should 
make full use of these provisions and notify the Inspecting Assistant Com­
ruissionCl·s also as Incometax Officers in respect of partkular cases or 
group of cases. For this purpose the Inspecting Assistant Commissions 
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themselves should at the beginning of the year, sort out cases which 
should be dealt with by them and send up propmals to the Commis­
sioner for investing them with concurrent jurisdiction so that they may 
pass assessment orders after investigations are conducted with the help of 
the team of the I.T.Os working in the assessment branch. This would go 
a long way -in toning up the quality of assessments and also prevent evasion. 

7.26. Inspecting Assistant Commissioner to be incha,·ge of Internal 
Audit- · ~ 

The Public Accounts Committee has been sttessing the need for 
strengthening the Internal Audit. The Government have taken steps in 
this regard but in order to increase the efficiency of the Internal Audit, it 
is necessary to place it under an Inspecting Asstt. Commissioner in each 
Commissioner's Charge. 

7.27. Pay-
It has been suggested to us that the pay and the designation of the 

Assistant Commissio_ner of Incometax hardly do justice to the extent of the 
responsibility they are called upon to discharge as members of the Junior 
Administrative Grade. The scale of pay of an Assistant Commissioner of 
Incometax is Rs. 1,100-50-1,300-60-1,600, whereas the scale of pay of 
officers of corresponding grades in other Central Services, where the 
duties and responsibilities are much less onerous, starts with Rs. 1,300. 
Thus, an officer promoted ·to the Junior Administrative Grade in the 
Incometax Department starts four places below an officer in other Services, 
such as the lA & AS, IDAS, IRAS and that too only after he completes 
13-15 years of service whereas persons junior to them in other Services 
start officiating in the Junior Administrative Grade much earlier. 

Both the Indian Revenue Service Association and the Federation of 
the Gazetted Officers Association represented to us that there was hardly 
any justification for this discriminatory treatment, particularly when res­
ponsibilities entrusted to them are no less important as those discharged 
by senior I.A.S. officers. We do not have sufficient data before us to find 
out on what basis the pay scales for the All-India Services were fixed. 

But we have no hesitation in stating that as compared to other 
Central Services, the officers in the .Junior Administrative Grade in Lhe 
Incometax Department are called upon to discharge duties of a varied 
character from giving pre-assessment guidance to Incometax Officers to 
planning searches and seizures, and settling cases involving considerable 
revenue. Besides, he has also a number of statutory duties to pei:form and 
we have suggested in this Chapter and in Chapter II that the Inspecting 
Assistant Commissioner should take over assessment powers in important 
cases. In administrative matters he acts as an effective Head of the Depart­
ment alld has control over a Range consisting of Incornetax Officers of 
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both Class I and Class II. An Appellate Assi~tant Commissioner has 
powers of judicial review over all assessments without any monetary limit 
and occupies the same position as a District Judge, in this regard. The 
Law Commission in it$ J2th Report recommended an upward revision of 
the pay scale of the Appellate Asl;istant Commissioner an~ suggested that 
he should be given a pay scale ·intermediate between the present scale and 
the scale of a Commissioner. (Page 55, para 102 of Law Commission, 12th 
Report). We consider that this suggestion is eminently acceptable for the 
grade of Assistant C'.ommissioners, whether Inspecting· or Appellate. There 
may be a selection Grade in the scale of the Directors in the Ministries of · 
Government of India, and the strength of this grade may be 20 per cent of 
the whole strength in the cadre of Assistant Commissioners. If this scale 
is granted it will remove a lot of discontent and frustration now prevalent 
among officers of this grade in the Department. Efficiency of tax collec­
tion depends on effective supervision and this can be achieved only when 
the officer is freed from anxieties as regards his career pro~pects. 

7.28. Change of Designation-
We are recommending later in this Report that the designation of 

the Incometax Officers Class f should be changed to 'Assistant Commis­
sioners of Incometax' in keeping with the designation given to their 
counterparts in other Services. In view of this, it is necessary to redesignate 
the present Assistant Commissioners as Deputy Commissioners of Income­
tax. We, therefore, suggest that the Inspecting Assistant Commissioner of 
Incometax should be redesignated as Deputy Commissioner (Inspection 
and Assessment) and the Appellate Assistant Commissioner should be re­
designated as Deputy Commissioned (Appeals). The change in these desig­
nations would, of course, involve an amendment of Section ll6 of the 
Inco111etax Act and other related sections. 

7.29. Incometax Officer-
The Incometax Officer is the key~tone of the Incometax arch. In the 

words of the 'Investigation Commission,' he is the linch-pin of one of the 
most important and lucrative branches of the Administration. He per­
f~rms. a ?ifficult task and he is expected to perform it with fairness and 
~1th JUSttce to both the State and the citizens. Under the prescm set-up he 
Is the only authority who brings on record the materials with reference to 
which the assessments are to be framed. It is on these materials that not 
only the Incometax Officers' assessments but also the Inspections,, the 
appeals and the references to the High Court and the Supreme 
Court are based_ In the strength of the materials he brings on 
record lies the strength of assessment and any weakness of th'e Income­
tax Officer that might be introduced into the framework of his assess­
ment, weakens the later proceedings right up to the end. (Para 381 of 
the Report of the Investigation Commission). He must be an expert 
Acco~nt~nt and should be able to get to the essentials by breaking down 
the 111lTtcate defences in accounts set up by persons intending to defraud 
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revenue. He must marshal the facts like an expert lawyer and account­
ant, but while framing the assessment he is expected to bring a judicial 
spirit and follow a judicial procedure. To perform such varied tasks, re­
quires ability and character of a high order. Therefore, highest regard is 
given in all rhe advanced countries to the recruitment of Incometax 
Officials and giving them adequate remuneration so that they may stay 
in Service. 

7.30. The development of the Incometax Service in India, we are 
sorry to record, has been a long story of ad hoc adjustments to meet, from 
time to time the exigencies created by unprecedented increase in the 
volume and complexity of assessment work. No attempt was made to find 
out the special needs ,and requirements of this Service on a planned long 
term basis and base the recruitment, training and promotion policies to 
suit those needs, and requirements. Even in the United Kingdom though 
there is one Ci~il Service examination for recruitment to all higher 
Services, there is a separate recruitment programme for the Incometax 
Service. Th:e officers selected as Inspectors are given separate scales of pay 
which are higher than their compeers. in the general Civil Branch. Even 
in the United States of America, the pay of the Revenue Agent and Special 
Agent who are concerned with assessment and investigation work are 
given a higher scale of pay than the pay of the General Service official. 
In India, there has always been an attempt to ignore the peculiarities of 
this Service and equate it to other Central Services. This has bred 
grievance all round and driven officers either to resign or to resort to 
Courts for redress of those grievances. We learn from the Central Board 
of Direct Taxes that 41 officers in Class I and 19 officers of Class II re­
signed from the service during the year 1956 to 1966 and that there are 
I 02 writ petitions relating to seniority or other conditions of service in 
the various Courts in India·. There is, thus at present, a complete sense of 
frustration and discontent in the Department and the whole Department 
looks more like a battle field than an organised disciplined force dedi­
cated to the task it has undertaken. We do not wish to apportion blame 
on any one on this account but we wish to record that speedy steps should 
be taken to remove this discontent and put the men back on their work 
again. In this connection, the following steps may be considered by the 
Governments : 

(a) Rationalisation of the Class I and Class II Strength-One of the 
rna jor difficulties which the Department has faced is the direct recruitment 
to Class I and Class II of the cadre of Incometax Officers and the absence 
of any distinction in the matter of work, · assessment responsibilities, 
jurisdiction and powers as between these two classes of officers. There are 
no posts. clearly 'earmarked for Class I and Class II in the Incometax De­
partment. We have found that many officers of Class II are manning im­
portant charges, whereas many officers in Class I are in charge of less im­
portant circles. 
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both Class I and Class II. An Appellate Assi~tant Commissioner has 
powers of judicial review over all assessments without any monetary limit 
and occupies the same position as a District Judge, in this regard. The 
Law Commission in its J2th Report recommended an upward revision of 
the pay scale of the Appellate Asdstant Commissioner an~ suggested that 
he should be given a pay scale intermediate between the present scale and 
the scale of a Commissioner. (Page 55, para 102 of Law Commission, 12th 
Report). We consider that this suggestion is eminently acceptable for the 
grade of Assistant Commissioners, whether Inspecting' or Appellate. There 
may be a selection Grade in the scale of the Directors in the Ministries of 
Government of India, and the strength of this grade may be 20 per cent of 
the whole strength in the cadre of Assistant Commissioners. If this scale 
is granted it will remove a lot of discontent and frustration now prevalent 
among officers of this grade in the Department. Efficiency of tax collec­
tion depends on effective supervision and this can be achieved only when 
the officer is freed from anxieties as regards his career prospects. 

7.28. Change of Designation-
We are recommending later in this Report that the designation of 

the Income tax Officers Class I should be changed to 'Assistant Commis­
sioners of Incometax' in keeping with the designation given to their 
counterparts in other Services. In view of this, it is necessary to redesignate 
the present Assistant Commissioners as Deputy Commissioners of Income­
tax. We, therefore, suggest that the Inspecting Assistant Commissioner of 
Incometax should be redesignated as Deputy Commissioner (Inspection 
and Assessment) and the Appellate Assistant Commissioner should be re­
designated as Deputy Commissioned (Appeals). The change in these desig­
nations would, of course, involve an amendment of Section ll6 of the 
Incometax Act and other related sections. 

7.29. Incometax Officer-
The Incometax Officer is the keystone of the Incometax arch. In the 

words of the 'Investigation Commission,' he is the linch-pin· of one of the 
most important and lucrative branches of the Administration. He per­
forms a difficult task and he is expected to perform it with fairness and 
with justice to both the State and the citizens. Under the presem set-up he 
is the only authority who brings on record the materials with reference to 
which the assessments are to be framed. It is on these materials that not 
only the Incometax Officers' assessments but also the Inspections,· the 
appeals and the references to the High Court 'llnd the Supreme 
Court are based. In the strength of the materials he brings on 
record lies the strength of assessment and any weakness of th'e Income­
tax Officer that might be introduced into the framework of his assess­
ment, weakens the later proceedings right up to the end. (Para 381 of 
the Report of the Investigation Commission). He must be an expert 
Accountant and should be able to get to the essentials by breaking dowo 
the imricate defences in accounts set up by persons intending to defraud 
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revenue. He must marshal the facts like an expert lawyer and account­
ant, but while framing the assessment he is expected to bring a judicial 
spirit and follow a judicial procedure. To perform such varied tasks, re­
quires ability and character of a high order. Therefore, highest regard is 
given in all ~he advanced countries to the recruitment of Incometax 
Officials and giving them adequate remuneration so that they may stay 
in Service. 

7 .30. The development of the Incometax Service in India, we are 
sorry to record, has been a long story of ad hoc adjustments to meet, from 
time to time the exigencies created by unprecedented increase in the 
volume and complexity of assessment work. No attempt was made to lind 
out the special needs .and requirements of this Service on a planned long 
term basis and base the recruitment, training and promotion policies to 
suit those needs, and requirements. Even in the United Kingdom though 
there is one Civil Service examination for recruitment to all higher 
Services, there is a ~eparate recruitment programme for the Incometax 
Service. Th·e officers selected as Inspectors are given separate scales of pay 
which are higher than their compeers in the general Civil Branch. Even 
in the United States of America, the pay of the Revenue Agent and Special 
Agent who are concerned with assessment and investigation work are 
given a higher scale of pay than the pay of the General Service official. 
In India, there has always been an attempt to ignore the peculiarities of 
this Service and equate it to other Central Services. This has bred 
grievance all round and driven officers either to resign or to resort to 
Courts for redress of those grievances. We learn from the Central Board 
of Direct Taxes that 41 officers in Class I and 19 officers of Class II re­
signed from the service during the year 1956 to 1966 and that there are 
I 02 writ petitions relating to seniority or other conditions of service in 
the various Courts in India. There is, thus at present, a complete sense of 
frustration and discontent in the Department and the whole Department 
looks more like a battle field than an organised disciplined force dedi­
cated to the task it has undertaken. We do not wish to apportion blame 
on any one on this account but we wish to record that speedy steps should 
be taken to remove this discontent and put the men back Oil! their work 
again. In this connection, the following steps may be considered by the 
Governments : 

(a) Rationalisation of the Class I and Class II Strength-One of the 
major difficulties which the Department has faced is the direct recruitment 
to Class I and Class II of the cadre of Incometax Officers and the absence 
of any distinction in the matter of work, ' assessment responsibilities, 
jurisdiction and powers as between these two classes of officers. There are 
no posts, clearly 'earmarked for Class I and Class II in the Incometax De­
partment. We have found that many officers of Class II are manning im­
portant charges, whereas many officers in Class I are in charge of less im­
portant circles. 
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This has led to a clamour by the Class II officers for equality of status 
and pay with the Class I officers and the Class I officers to contend .that the 
Class II officers should get no weightage on their promotion to Class L 
The official witnesses before the two Pay Commissions, we find, did not, 
it appears, present a true picture of the situation obtaining in the Depan­
ment and the version that they gave, namely, that the Class II officers 
were put to less important work did not truly reflect the position then 
existing. In the circumstances obtaining jn the Incometax Department 
and in view of the importance of the duties of assessments performed, we 
consider that this anomaly of two classes for doing the same type of work 
should go. We, therefore, suggest that all posts of assessing officers should 
be in Class I and 75 per cent of the existing posts of assessing lncometax 
Officers, in Class II should be converted into that of Class I. The residual 
portion of 25 per cent in Class II should be reserved for promotion from 
the non-gazetted ranks, and the officers so promoted should be assigned 
non asses>ment type of duties, such as Administrative Officers, Chief Ac-j 
counts Officers and Examiners. 

To the 75 per cent of the posts converted to Class I, selections should 
be made from the existing Class II officers on the basis of merit and their 
seniority vis-a-vis the direct recruits should be determined on the Roster 
system on a ratio to be determined by Government. 

(b) Change of Designation-All the Incometax Officers in Class I 
should be redesignated as Assistant Commissioners of Incometax. 

One of the major complaints made to us has been that a p'erson when 
promoted from Class I l to Class I continues to !;lear the same designation 
which is not the case in other Departments. The direct recruits to Class I 
also feel that carrying the same designation as that of a Class II officer does 
not reflect the higher status and responsibility. attached to . these posts. 
Every change in official life must have an "announcement aspect" and, 
therefore, in keeping with the designation in other Services for officers of 
equal rank, we consider that as ~n as a person gets into Class I, either 
through promotion or through direct recruitment, he should be designated 
as Assistant Commissioner of Incometax. In the Indian Audit and Ac­
counts Service, the officer promoted or appointed directly to Class I is 
known as the Assistant Accountant General. In the Customs Service also 
an officer on appointll!,ent either by promotion or by direct recrui:ment 
ts designated as the Assistant Collector of Customs. Redesignating Income­
tax Officers Class I as Assistant Commissioners of Incometax will be in 
tune with the designations given to officers of equal rank in other Services. 

(c) Pay-Of all the reforms on the administrative side, the most 
important one in our view is the revision of the pay scales of Incometax 
Officers. At present, the scale of pay of Incometax Officers Class I is 
Rs. 400-400-450-30-510-EB..,-700-40-l,I00-50/2-1,250. This is 
the scale common to all officers in Class I of the Central Services. Prior to 
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1959; there were two grades in Class I, Grade II and Grade I, the former 
grade in the scale of Rs. 350-350-380-30-590-EB-30-770-50-870 
and. the latter in the scale of Rs. 600-40-l,OOO-l,000-1,050-1,050-
1,100_:_1,100-1,150 (Seniqr Scale). Grade I was fixed as a promotion cadre 
from Grade II and the pay in the Grade I was fixed on promotion of an 
Officer on a point-to-point basis under rule 9 of the Established Services 
Rules. Thus, for example, when an officer drawing Rs. 530 in the junior 
scale was promoted to Grade I, he got, on promotion, Rs. 720 which was 
the corresponding pay fixed under rule 9 of the Established Services Rules. 
Thus, on promotion to Grade I, the remuneration was increased and there 
was a motivation for officers to look forward to that promotion. At the 
instance of the Second Pay Commission, these two grades were merged de­
priving. Administration of a chance to provide an incentive for officers of 
grade II. This, coupled with· the declining chances of promotion to the 
cadre of Assistant Commissioners, has provided a cause for grievance to 
the Incometax Officers. The Service Associations strongly representea to 
us that the grading system should be revived reintroducing the po:nt·tO· 
point fixation. The Class I Service here has a sanctioned strength of 1,326 
officers including officers who have been sent out on deputation. Consider­
ing this number, the number of po~ts available in the· senior administrative 
grade carrying a pay of more than Rs. 1,800 is far too limited working at 
about 3 per cent. The Indian Revenue Service Association has given us a 
chart showing how in all the other Services the number and percentage of 
posts carrying Rs. 1,800 and more are far higher than in ·the Incometax 
Department. 

We do not, for a moment; suggest that the promotion prospects in 
all the Services could be or should be the same, but from the figures fur­
nished to us, the conclusion cannot be avoided that there is a good deal of 
stagnation in the Incometax Service. To remedy the situation, two solu-
1 ions might be considered:-

( a) To increase the number of super time scale posts; 

or 

(b) to revise the scale of pay of lncometax Officers so as to provide 
an integrated scale like the Indian Administrative Service so 
that every officer who enters the Service may be assured of a 
reasonable maximum at the time of his retirement. 

As regards the first sol~tion, w" consider that having regard to the 
organisational set-up of this· Depa~tment it would not be possible to in­
crease the posts in the intermediary grades so as to \provide adequate op· 
portunities for all those who enter the Department fairly young. The 
reason for this is that the mode of recruitment in this Department over 
the past twenty years has been by appointing batches of a large number 
of officers from both the sources of recruitment, viz., promotion and direct 
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recruitment in bulk, with the result that direct recruits of three batches 
are more or less of the same age. Secondly, owing to the peculiarity of re­
cruiting Class II officers directly, more or less from the same source from 
which the Class I recruit& were appointed, some of the promoted officers 
also fall in the same age group. Hence, merely providing some more posts 
in the higher administrative cadre would not eliminate the cause for 
grievance. The only solution, therefore, appears to be to revise the scale 
of pay and introduce an integrated scale of pay on the same lines as in the 
Indian Administrative Service. It may be argued that in that event, there 
would be no incentive for persons to earn further promotions as Assistant 
Commissioners by putting in meritorious work and that a sense of compla­
cency would overtake the Service. It can further be argued that a person 
not found fit to be promoted as Assistant Commissioner would still be 
drawing the same pay as that of an Assistant Commissioner and this would 
introduce an anomalous situation. 

We have taken these factors into consideration and we suggest that 
the revised integrated scale in the case of Incometax Officers should stop· 
where the revised scale of pay of an Assistant Commissioner, as proposed 
by us, begins. 

7.31. Deputation of Incometax Officers-

It has been strongly urged by almost all the officers who met us that 
officers of the Incometax Service have not had adequate opportunities of 
going out on deputation and that for a Service consisting of 1,302 Class I 
officers, only 91 are on deputation. This is a pitiful percentage when com· 
pared to the opportunities available to officers of other Services. We entire­
ly agree with this view and we desire in this connection to bring to the 
notice of the Government the following observations of the Direct Taxes 
Administration Enquirr Committee'- · 

"We are convinced that the experience gained by ·the officers of 
the Department by deputation to various other connected de­
partments like Economic Affairs, Commerce and Industry, 
Company Law Administration, Forward Market Commission 
and various industrial and commercial undertakings in the 
public sector will be of considerable )>enefit to the Administra­
tion. We, therefore, recommend that every effort should be 
made to depute sufficiently large number of officers of the 
Incometax Department. to other departments and organisations. 
It should, however, be seen that officers sent on deputation 
come back to their parent Department after a specified tenure 
so that the benefit of their experience is utilised in dealing with 
tax problems and other officers sent on deputation in their 
place". 

-=~~~~~-------------­• 
1
• Para. 8·95 page 222 of the Report ofthe Direct TaxeS Administration Enquiry Com­

mittee. 
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We suggest that urgent and full consideration should be given to this 
l'ecommendation. · 

In so far as the Class II Incometax Officers ai·e concerned, their de­
signation may be !etained as Incometax Officers and their scale of pay may 
be retained at the existing level. We consider that there should be no 
d}rect recruitment to Class II and all the posts in Class II must be filled 
by promotion from the cadre of Inspectors. We have suggested that 25 
per cent of the existing Class II strength of Incometax Officers should be 
retained for this purpose. In addition, a percentage of the Inspectors' posts 
may be converted into Class II, for being filled up on promollion by selec­
tion. A limited number of Class II Officers may be eligible for promotio11r 
to Class I and the percentage in this regard is left to the Government to 
decide. On promotion to Class I, their seniority will be determined on the 
basis of the Roster system. 

7.32. Non-Gazetted Executive and Mini.sterial Set-up-
In this Department, very little attention has been paid to the recruit­

ment, training and assignment of duties to ~e non-gazetted staff. One un­
fortunate feature of the re-organisation scheme, introduced in 1944, was 

· undue emphasis laid on the responsibilities and duties of the Incometax 
Officers and the dilution of the responsibilities of the Inspectors and the 
Ministerial staff: Inspectors, under the new set-up wc;re asked to do only 
outdoor survey work and the ministerial staff were given only routine 
duties of filling up forms, putting up papers etc. No regulations were made 
defining the duties and responsibilities of the ministerial non-gazetted 
staff, and the Incometax Officer was asked to explain even when mistakes 
were committed by the non-gazetted staff. Further, no attention was paid 
to the need to give expert training to the non-gazetted staff. This, in the 
view of the Working (;roup has been mainly responsible for the deteriora­
tion in the efficiency of the Incometax Administration because in the 
system of administration obtaining today, a good deal of routine work has 
to be performed at lower levels. In the following paragraphs we deal with 
some essential aspects of the problems relating to non-gazetted personnel. 

(i) Inspectors (Incometax)-

7.33. Inspector not to be given Assessment Powers-
Incometax Inspectors perform such functions in the exerution of the 

Incometax Act as are assigned by the Incometax Officer or any other 
authority under whom they work. They occasionally assist the Incornetax 
Officer in the examination of books of account on any specified point. In 
the Finance Act of 1967, power has been given to the Commission~r to 
assign to the Inspector any of the functions of an Incometax Officer, as 
may be considered appropriate. There is also a provision that such power 
might include assessment powers, search and seizure powers, tax recovery 
powers, powers relating to levy of penalty provided the Board authorises 
the Commissioner to vest such powers. 
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\Ve do not favour entrusting assessment duties to Inspectors. \\'e con­
sider that assessment work involving exercise of discretion of a fairly com­
prehensive nature should be vested in authority of a sufficiently high level 
and that was the reason for our recommending that all assessing Incometax 
Officers should be in Class I. Hence we would suggest to Government that 
the provision lin .the Incometax Act enabling Government to vest ·assess· 
ment powe1·s in Inspectors may be deleted. 

7 .34. Inspectors' Main Duties-

The Inspector's main duty should be to detect cases of evasion by 
outdoor survey work. He should be the eyes and ears of the Incometax De­
partment. With the development of economic activity and the rise in the 
general level of incomes, there has been> a phenomenal increase in the 
number of persons with taxable incomes and it should be the duty of the 
Incometax Inspector to bring all such persons with taxable income to the 
notice of the Department. Further, the Inspector should be constantly on 
the track of unrecorded transactions, property deals, stock exchange trans­
actions and must maintain a constant flow of information on such matters. 
Besides, he should assist the Incometax Officer in the matter of prelimi­
nary scrutiny of return-s, documents and accounts and we have dealt with. 
these duties in Qtapter II. These duties and responsibilities should be 
codified in an Inspectors' Manual, so that their work may be properly 
controlled and directed. 

At present, Inspectors of Incometax are recruited from two sources, 
viz., (i) by direct recruitment of graduates between the ages of 19 and 23 
on the basis of an open competitive examination held -by the Department; 
and (ii) by promotion from ministerial staff who have passed the depart­
mental examination for Inspectors. 

-The competitive examination is conducted by tile Director of Inspec­
tion (Incometax) in the various Commissioners' charges. Those who 
qualify in the written examination are called for an interview and on the 
basis of the total marks obtained by the candidates, merit lists are prepared 
separately for each charge and appointments made accordingly. 

The ratio of direct recruitment and promotion is li3rd and 2J3rd. 
It may be stated at the outset that even though the basic qualification for 
direct recruitment is a graduate's degree, preference is given to candidates 
possessing a First Class in tile Degree examination or those with .two 
degrees, one of tilem being either Law or Accounts. 

7.35. Higher percentage of Direct Recruitment lo Inspectors' Cadre 
and Competitit1e e.~amination for this purpose by U.P.S.C.--

As the Inspectors form the first link between the assessee public and 
the Incometax Department and as Jn their courteous behaviour, tact and 
public relations the image of the Department will be projected, we 
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consider that there should be higher proportion of the direct recruitment 
from fresh Graduates of the University, and hence the proportion of the. 
direct recruitment and promotion should be 50:50 insteatl of lf3rd and 
2/llrd as at present. · . 

Further, in ordet· to ensure a more scientific method of selection on 
better objective standards, we feel that the competitive examination for 
the Inspectors should be held not by the Departmen.t itself but by tho 
U.P.S.C. After all, when the U.P.S.C. is.making selection for the posts of 
Assistants in the Seu-etariat and also making selection for other equi­
valent posts carrying the same scale of pay as that of lnspecwro;, thet·e is 
no reason why the Department should take away from the purview of 
U.P.S.C. the selection of the Inspectors. 

7.36. Pay-
We have recommended in para 7.40 that a new grade of Technical 

Assistants should be introduced to tone up administrative efficiency at the 
ministerial level. Since the grade of pay of a technical assistant is identical 
with that 'of an Inspector, it will be necessary to revise the scale of pay 
of an Inspector to be intermediate between the scaile of a technical assistant 
and a Class II officer. 

Ministerial Grades-

7.37. Present position of Ministerial Posts-
At present, there are several grades of ministerial officers in the 

Incometax Department. They are-

Description of the post 

Supervisor, Grado I 

Supervisor, Grado II .. 
HeadClerk •• 

Cashier 
Upper Division Clerk •• 

Lower Division Clerk 

Stenographer (Seleotion Grade) 
Stenographer (Ordy. grade) 

Notloo Servers •• 
Gostotnor Operator (Senior Grado) 
Gostotner Operator (Junior Grado) 

Scale of pay 

Rs. 335-20-45(}-25-475. 
Rs.335-1~. 

Rs. 21G-1G-29G-EB-15-380. 

Do. 

Rs.130-5-16G-8-20G-EB-8-28G-10-
800. 

Rs.ll0-3-131-4-155-EB-4-17~ 
180. 

Rs. 21G-1G-290-15-32G-EB-15-425. 
Rs. 13G-5-16G-8-20G-EB-8-258-EB 

-$-28(}-10-300. 

Rs. 75-1--85-EB-:-95. 
Rs.ll0-3-125. 

• • Rs. 8G-1--85-:-95-EB-a-110. 

The Grade I Supervisor's posts are wholly filled up by promotion on 
the basis of seniority-cum-fimess from Grade II Supervisors. The posts of 
Grade II Supervisors are again filled wholly by promotion from Head 
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Clerk's cadre on the r~commendations of a Departmental Promotion Ccm­
mittee-the basis being seniority-cum-merit. The Head Clerk's posts are 
wholly filled from promotion from amongst U.D.Cs. with a minimum 
qualifying service of five years on the basis of the recommendations of a 
Departmental Promotion Committee. However, no U.D.C. who has put in 
less than five years of service can be considered for promotion to the post 
of Head Clerk. 

Thus, in regard to the supervisory posts there is no direct recruitment 
at all and all posts are filled ·up by promotion. ·we found on a study that 
the duties and responsibilities of all the three supervisory grades are almost 
the same. In brief, they supervise the work of the clerical staff· and also 
check tax calculations refund, etc. The only difference in the supervisory 
duties as between the 3 grades is that the Head Clerk is assigned control 
of 10 clerks whereas Supervisor Grade II supervises the work of between 
I 0 to 30 clerks. Supervisor Grade I is put in charge of a bigger unit having 
generally m~re than 30 clerks. 

The Direct Taxes Administration Enquiry Committee which examined 
the question of the gradation of the Supen·isors had recommended that 
though having regard to the nature of work and other factors both the 
Supervisor's cadre and the Head Clerk's cadre should remain, there is no 
justification for having two grades among Supervisors. They have observed 
as follows--

"In our opinion, Grade II should be abolished and there shol!ld be 
only one grade of supenisors and the present pay scales should 
be integrated for this purpose. Senior supervisory posts in 
higher administrative offices like those of the Commissioners 
and Directorates should be manned by officers of a status higher 
than the Supervisor . 

. . . . . . . . . . . . We further suggest that these higher supervisory officers in 
the offices of the Commissioners and Directors should be of 
gazetted rank and may be designated as administrative Officers. 
Such officers should be appointed by promotion from amongst 
the persons on the basis of selection by merit alone." 

This recommendation of the Di;r~ct Taxes Administration Enquiry 
Com~ittee has not yet been implemented by the Government. With the 
introduction of the funcvional distribution and allocation of wollk in the 
Incomctax Offices, it would be necessary to have a Supcrviwr in each of 
the three branches, viz. the Administration Branch, the Assessment Branch 
and the Collection Branch. The duties of the Supervisor under the new 
scheme in each of these branches will be to supervise the various sections. 
Therefore, in the new set-up, there would be no justification to have Head 
Clerks because the unlit will be an integrated office consisting of three 
broad divisions working under the Inspecting Assistant Commissioner. In 
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non-functional or• mofussil circles it is necessary to tone up the administra­
tion at the Ministerial level and hence every such office may have a Super­
visor as the head of the Mlinisterial Section. In Chapter IV we have re­
commended that the Incometax Officer should be relieved of miscellaneous 
duties such as sending up statistical statements and writing 'up and main­
tenance of Registers. As these duties will devolve on the head o[ the 
Ministerial Section it is necessary that such a head is of a higher status 
than of a Head Clerk. We, therefore, suggest the abolition of the post of 
Head Clerk and ·the· retention of the post of Supervisor in the scale, viz. 
Rs. 335-20-450-25-475. 

7.38. Upper Di<•iJi&n Clerks-
There are at present 7830 (sanctioned strength) UDCs all over India 

working in the Incometax Department. We have been informed that the 
duties of these UDCs include-

(a) applying tax laws with a view to determining tax liability; 
(b) Watching payment of Advance Tax and issuing notices therefor; 

and 
(c) issue of notices, maintenance of registers, calculation of tax, 

issue of reminders for collection of tax, etc. 
7.39. This would show that the duties tbey are called upon to per­

form are of sufficient importance as to reflect on the administr:nive effi­
ciency of the Department. Their responsibilities and duties ha\'e increas:d 
with the establishment of functional circles where a certain degree of ex­
pertise is expected. The U.D.Cs. arc recruited both by direct rccruitn:ent 
and hy promotiun f10m I..D.Cs.-the proportion being 50:50. For ditect re­
cruitments, the minimum qualification is a degree of a Unh-enity and the 
age limit is between 19 and 23 years. The selection is macle throu!-(h a colll· 
petitive written examination conducted by the respective Commissioners of 
Incometax. Those who qualify at the examination are called for an inter­
Yiew. On the basi.< of their perfomtance at the interview and written test. 
merit lists are drawn up and appointments made. For promotion from the 
lower rank i.e. from that of an L.D.C., the minimum service required is 
three years as L.D.C. and a pass in the ministerial staff examination. The 
directly recruited U.D.Cs. and exr,erienced L.D.Cs. are given foundational 
training and an a<h anced training covering over a period of six weeks at 
the Headquarters office of each Commissioner's office. The training im­
parted covers both theoretical and pr:~ctical aspects and is cntntHetl to a 
Supervisor. Two tests are held in the course of the training·. During the 
training they arc imparted instructions on -the procedmal aspects of the 
Incometax Act and other Direct Taxes, and the training we lind, is fairly 
comprehensive. 

7.40. Conversion of a pe•-centage of U.D.C. posts into Technical 
Assistants-

It has been suggested to us that having regard to the technical nature 
of the duties perfom1cd by the U .D.Cs. it would be inappropriate to desig-
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nate them as lf.D.Cs and give them the scale of pay as given to the other 
U.D.Cs. working in non-technical offices. It has been stated that a basic 
cause for the deterioration in the efficiency of the Incometax Department 
as reflected in the number of mistakes detacted in both the revenue audit 
and the internal audit is because of the general indifference and inertia 
shown by the U.D.Cs. After all, in a tax office a good deal of work relating 
to tax calculation, issue of proper notices, keeping of records, taking 
prompt action in regard to penalties etc. devolves upon the clerical staff 
assisting the officer and we agree that unless this cadre is kept on a fairly 
efficient level, any amount of reform we may suggest for the improvement 
of the gazetted service will not help in removing the malady. We, therefore, 
after careful consideration have come to the view that all the posts of 
U.D.Cs. in functional units and a 20 per cent of the p~ts in non-functional 
circles should be converted to those of Technical Assistants, in the same! 
scale of pay as applicable to the Assistants working in the Central Secreta· 
riat Service. Their designation should also be changed into that of Techni· 
cal Assistants. The designation of other U.D.Cs should be changed as 
junior Assistant in the same scale of pay as at present sanctioned for 
U.D.Cs. 

7.41. Lower Division Clerks-

With the introduction of the functional system, only work of a very 
routine nature, such as, issuing reminders and acknowledgements, receiving 
returns and placing them on the file, issue and despatch of letters, etc., will 
fall to the lot of the L.D.Cs. We consider that this cadre should be re­
tained but must be kept at the minimum level so that not more than one 
L.D.C. is sanctioned for one section of each branch. We have no recom­
mendations to make for either in their revision of pay or change in their 
designation. 

7.42. Morale-

The key to successful running of an organisation consists in building 
up and sustaining a high morale for the organisation as a whole. Morale 
is an elusive concept but nevertheless well understood. As Leonard D. 
While wrote "Morale is both an index of a sound employment situation 
and a positive means of building an efficient organisation. It reflects a 
social-psychological situation, a state of mind in which men and women 
-<pluntarily seek to develop and apply their full powers to the task upon 
which they are engaged, by reason of the intellectual or moral satisfaction 
which they derive from thefr own self-realisation, their achievements in 
their chosen field, and their pride in the service'". In the case of persons 
performing public duties, like the Revenue Department, the importance 

- of maintaining a high morale and to add to the sense of self-respect and 
dignity of the officials cannot be minimised. 

1
• "Administration, Public" by 'Vhile, Leonard D. 
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7.43. In the course of our study. many of the officials complained to 
us that the morale of the service as a whole today is at a very low ebb. 
While we do not take an alarmist view of the situation we have to record 
that there is a certain amount of lack of pride and absence of zeal and 
initiative among the officers in the performance of their assessment task. In 
our discussions we were told that officers are generally reluctant to put 
forth their best because of-

(a) absence of trust and confidence in their work by the superior 
officers as is evidenced by the constant criticism of their work 

'and routine investigation of anonymous and pseudonymous 
petitions ag·ainst their work and oonduct; and 

(b) the criticism of their work by Revenue Audit. 

In many of the Commissioners charges we visited, we found that there 
were cordial relations between the Assistant Commissioners and the Income­
tax Officers and there was very little absence of trust or confidence in the 
officers. It is possible that there may be cases where a Commissioner or an 
Assistant Commissioner may have viewed with suspicion the work or 
conduct of an officer but in generality of cases it is not so. We, however, 
wish to emphasise that it is a factor of good office management that there 
must be ·mutual trust between the Head of the organisation and the sub­
ordinates. Morale is held fitm by the golden thread of trust and notWng 
should be done to snap it. 

7.44. Anonymouu Complaints-

As regards anonymous and pseudonymous petitions, it is true that there 
is a growing tendency among the public to send such p:titions mainly 

·against officers who are honest and un-accommodating. The Direct Taxes 
Administration Enquiry Committee observed as follows-

......... ~rhe growing· tendency muong· the public to send anony4 

mous and pseudonymous petitions and complaints which are 
mala fide and made mainly against honest officers should be dis· 
com·aged and deprecated. Tb:e very fact that a report is called 
for from the officer concerned or higher authority, as a result 
of. the petition or complaint, affects the morale of the officer. 
We have to record that, mainly because of this, a tendency is 
growing among officers to shirk responsibility and avoid taking 
decisions on their own. This is too serious a development to go 
unnoticed1

." 

\Ve, therefore, recommend that unless anonymous and pscudony· 
mous petitions contain specific details o£ a verifiable nature, no notice should 
be taken of them. This will go a long way in rest01Hng the mmale of the 
officers. 
----------~-,----,----···------

1, Para. 8·122 of the Direct Tn·X Admirdst.rntioJl Enquhy Committe<' Report. 
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7.45. As regards the performance of Revenue Audit, this particular 
aspect has been the subject matter of study by the Study Team on Accounts 
and Audit appointed by the Administrative Reforms Commission. This 
Study Team in its Report, released in September, 1967, has observed a> 
follows-

"It has frequently been urged that· the operation ·of Revenue Audit 
has led to the rather undes:rable consequence of generating a 
certain sense of fear amongst officers of the lncometax Depart­
ment who, it is said, are becoming increasingly hesitant in 
using their discretionary powers in favour of. the assessee even 
in deserving cases. It has also been pointed out that consider· 
able friction exists between the Audit and the Revenue De­
partment in certain areas. We have carefully examined the 
merits of this contention and have referred, in this connection, 
to the nature of the comments which appear in the Audit . 
Reports (Revenue). We have also consulted some knowledge­
able persons in this regard. In conclusion, we find it hard tO 
oqnderstand why Audit activities in themselves, should have a 
deleterious effect on the initiative and judiciousness of fairly 
senior Officers of the Revenue Department. It is possible, and 
indeed likely, that much of the dissatisfaction with the work­
ing of Audit arises really from the nature and severity of the 
follow-up action taken by the administrative authorities them· 
selves. It is understood that till recently, it was the usual practice 
in the lncometax Department to call for explanations of the 
officers concerned with regard to all kinds of errors, major and 
minor, which had been detected by the Audit Authorities. 
Throughout this process attention was focussed mainly on the 
facts and fearures of the individual acts of omission and com­
mission isolated from the surrounding circumstances or the 
overall performance of which the impugned items may form 
sometimes only a small part. The mere fact that formal ex­
planations were required to be furnished in respect of each 
error detected by the Audit was sufficient to give rise to a feel­
ing of frustration in the minds of the officers concerned. It has 
been brought to our notice that the Departmental practice with 
regard' to the follow-up action on mistakes reported by the 
Audit has been reviewed recently and the revised procedures 
contemplate the exercise of discretion and judgement in call­
ing for explanations for the various types of mistakes pointed 
out by the Audit. We believe that this is a prudent departure 
from the past procedures and express the hope that the im­
proved procedures will go a long way in reassuring the re­
venue officials that bona fide mistakes and errors of judgement 
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on their part will not be viewed with undue severity in isola­
tion from the background of their general performance'." 

The foregoing extract shows that the real cause is not the; audit objec­
tions but the follow-up action and the recent step taken by the Govern­
ment in this regard, namely, not to call for explanations in a routine 
manner, will, we are sure, restore the confidence of the officers. 

Some of the proposals made by us, such as, increasing the scale of pay 
of Commissioners of Incometax, Assistant Commissioners of Incometax, 
Incometax Officers, Supervisors and conversion of posts such as, from Class 
II to Class I, from U.D.Cs. to Assistants, would involve extra expenditure 
to Government. The question that would arise in this context is, whether 
it would be appropriate to increase the cost of collection particularly in a 
climate of economy. In this connection, the cost of collection in India for 
the years 1959-60 to 1966-67 is given in the table below:-

TABLE 13 

(Rupees in lakhs) 

Year Total Cost of Percentage 
collection collection 

Rs. Rs. 
1959-60 271,36 . 5,33 2·0 

• 1960-61 291,45 5,87 2•0 
' 

- 1961-62 336,17 6,07 1•8 

1962-63 420,44 6,45 1•5 
1963-64 537,75 7,03 1·3 
1964-65 600,25 8,14 1•4 

1965-66 594,36 9,71 1•6 

The percentage above is on net collection i.e. Gross collections minus 
refunds. 

If we take the Gross Collections the cost percentage is still lower. The 
extra expenditure, on a rough calculation, will not carry the cost percent­
age beyond 2 assuming that the collection will remain at the same figure. 
We are hopeful that with the increases in their pay and prospects, the 
Officers and staff of the Department are bound to show enthusiasm and 
zeal "'hich will be reflected in higher collections and thus keep the per­
centage of cost at a lower level. As Prof. Kaldor stated that in the matter 
of attaining efficiency in Tax Administration there should not be "false 
and misguided 'l:conomy". A true test of efficiency measurable in terms of 
cost is th'e marginal return expected from every additional dose of rupee 

1• Para 10·11 of tho Report of Study Team on A00011Dta and Audit. 
L/S200ARC--12 
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expenditure. So long as a greater return in terms of increased collection is 
assured it would be unwise to give up the extra revenue by curtailing the 
additional expenditure. 

NE~ DELHI, 
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SUMMARY OF RECOMMENDATIONS 

CHAPTER II 

SPEEDY DISPOSAL OF ASSESSMENTS 

The extent of arrear of assessments (which was about 23.46 lakhs a~ on 
31-3-1967) presents a very dismal picture. However, on an analysis, it is 
found that out of about 47.65 lakhs of assessments for disposal during the 
year 1966-67, nearly 42 lakhs of assessments related to small cases yielding 
a total revenue of about Rs. 20 crores. It is, therefore, necessary to rational­
ise the distribution of work and cut out infructuous and unproductive 
work. 

(Paras 2.1 to 2.7) 

2. For cutting out unproductive work, raising of exemption limit is 
not favoured, as in a democratic society, every assessee must have a feeling 
of having contributed to the Exchequer. But personal allowances can be 
introduced and any hardship in small income cases can be relieved. 

(Para 2.8) 

3. For disposal of small income cases a system of compound,ed levy can 
be introduced for marginal income from business. 

(Paras 2.9 &: 2.1 0) 

4. In cases of income up to Rs. I 0,000 the returns may be accepted 
straightaway subject to a text-check of 2 per cent by the Incometax Officer. 

(Paras 2.8 to 2.13) 

5. For incomes between Rs. 10,000 and Rs. 50,000, there should be a 
more elaborate check on a test percentage basis. The correctness of the 
return should be . checked with reference to the assessee's wealth and 
quantitative reconciliadon of stocks. Since, only a percentage of the assess­
ments are test-checked, a revised form of certificate must be taken from the 
assessees stating that they are certifying the correctness of the income on 
penalty of perjury. 

(Paras 2.14 and 2.15) 

6. In cases of income above Rs. 50,000 there should be cent per cent 
check and all these cases must be got compulsorily audited by chartered 
accountants who would append a complete list of points which they have 
examined, along with the return of income. The more important of these 
cases should be 'assessed by the Inspecting Assistant Commissioner himself. 

(Paras 2.16 to 2.24) 

7. Assessments are delayed by frequent adjournments and more cases 
are adjourned by the Incometax Officers than got adjourned by the assessees. 
In order to avoid adjournments, the Incometax Officer should pre-study the 
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cases and prepare a weekly or fortnightly list of cases for hearing and then 
only have notices for hearing issued. 

(Par~s 2.25 to 2.28) 

8. Clarifications could be asked for by the Incometax Officer by speci­
fying the points to be clarified, in a separate, sheet annexed to the notice 
of hearing under section 143(2), instead of summoning the assessee to the 
office without indication of the points. 

(Paras 2.29 and 2.30) 

9. The Appellate Assistant Commissioner shoul<i send a fortnightly list 
of cases posted by him to the Incometax Officer, so that the latter may 
refrain from posting these cases on dates of hearing and thus obviate any 
avoidable adjoup1ment. 

(Pata 2.31) 

10. One of the causes for delay in assessment is non-availability of 
records. Proper arrangements for custody of records under a Supervisor 
and for proper recording of the movement of the files should be made. 

· (Para 2.32) 

II. As asse¥ees find it advantageous to delay returns till September of 
every year or even to delay thereaft~r on payment of interest, which is less 
than the market rate of interest, the Law may be amended to provide that 
in all cases, other than companies, returns should be received by the 30th 
of] une and in cases of Companies by the 30th of September. Interest should 
rim from the expiry ofthese dates and should carry 12 per cent rate. Re'duc­
tion or waiver off interest should be only for reasons recorded in writing .. 

(Para 2.34) 

12. The time limit for making assessments should be reduced from 4 to 
3 years presently and 2 years ultimately. 

(Paras 2.35 illrtd 2.36) 

13. The practice of sending return fc;mns to the assessees which causes 
delay~ should be given up. · 

(Paras 2.37 and 2.38) 

14. In the cases of existing assessees who fail to file their returns volun­
tarily, ex-parte assessment should be made permissible without issuing any 
further notice, by amending section I 41, 

(Para 2.38) 

. 1_5. Assessment under ~ction 143(1), ~ccepting the return after making 
addntons for routine inadmissible expenses . should be made permissible 
without issuing a notice under section 143(2), by amending section 143(1). 

(Para 2.39) 

16. A time limit for making re-assessments und,er section· 146 and pur---
suant to appellate directions should be prescribed. · · 

(Para 2.40) 
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.. 17.1£ the suggestion. made in Chapter V that all firms constituted 
under a ·Partnership Deed and registered with the Registrar of Finns should 
be automatically registered, is accepted, the assessments of firms could be 
considerably expedited. · 

(Para 2.41) 

18. The procedure of making provisional assessments which is time­
consuming and unnecessary should be given up and section 141 should be 
deleted. Section 140A requiring payment of tax on self assessment should 
be made applicable to all assessees. 

(Para 2.42) 

19. Concurrent jurisdiction should be vested in more than one Income­
tax Officer so thac when an Incometax Officer is transferred or goes on 
leave, the case can be taken up by another officer in the same area. Frequent 
transfer of jurisdiction should be avoided. 

(Para 2.43) 

20. Transfer of officers should be minimised .. 
(Para 2.43) 

21. When a case is transferred from one officer to another, all the 
points examined should be set out by the former so as to avoid going over 
them· all over again by the latter. 

(Para 2.44) 

. 22. The time limit of 2 years for completing a penalty proceeding 
should run from the end of the assessment year in which the assessment was 
completed and not from the date of the assessment order so as to avoid 
disturbance of assessment proceedings-

(Para 2.45) 

23. The time limit for posting a case after the return is received should 
i10t exceed two months. 

(Para 2.45) 

· 24. The time limit for issuing an assessment order after the date of the 
I ast hearing should not normally exceed a fortnight. 

(Para 2.46) 

25. The work of the Incometax Officer should be rationalised so that 
all items of miscellaneous nature can be entrusted to the head of the mini8-
terial section. 

-(Para 2.47) 

26. f6 per cent of the tot.V, assessments are assessed as N.A. (No assess­
_ment). They should be reviewed and removed from the register, if found 
infructuous. 

(Para 2.48) 
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r 27. In regard to Estate Duty, the pendency of assessments is due to dis­
puted valuations. To remove this difficulty, power. should be gi~en to the . 
Assistant Controller to apply the same rules relatmg to valuation of un­
quoted shares as given in the Wealth Tax Rules, for purposes of Estate 
Duty. 

(Para 2.49) 

28. In regard to Wealth Tax and Gift Tax assessments, the arrears of 
assessments will disappear if a comprehensive return is introduced/ 

(Para 2.50) 

CHAPTER III 

PROBLEM OF ARREARS OF TAXES 

29. The Income-tax Act provides for pre-assessment collections by way 
of deduction at source, advance tax, provisional tax and self-assessment and 
a good portion of the tax collected every year is accounted for under these 
heads. If these provisions are effectively enforced and fully complied with 
by the assessees, the arrears of tax should be much less. 

(Para 3.3) 

30. There has not been adequate arrangement for ensuring that in all 
cases tax is deducted at source properly and paid into the Treasury in time. 

(Para 3.4) 

3 I. In every Income-tax Office there should be a separate Section to · 
watch the monthly returns in regard to the tax deducted at source and to 
ensure proper compliance of the provisions of deduction of tax at source 
and its payment. 

(Para 3.5) 

32. There is no machinery in the Income-tax Departlnent to find out 
whether in all cases where advance tax has to be levied, the notices for 
advance tax have been issued. In order to remove this defect, a complete 
list of all cases where as~essees are found liable for advance tax &hould be 
prepared and indexed in a register in the months of April and May and 
brought to the notice of the r:r.o. Thereafter, notices should be issued 
and the date of the issue of the notice and its service should be entered in 
the register. 

(Paras 3.6 and 3. 7) 

33. To facilitate quicker issue of notices, the computation of advance 
tax should be changed from the present method of applying the rate of tax 
prescribed by the current Finance Act to the total income of the latest com­
pleted assessment. Advance tax should be demanded at the same amount 
of tax as demanded from the assessee for the latest completed assessment. 

(Para 3.8) 
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34. The instalments of advance tax should be reduced from 4 to 3 and 
mad~ payable by lst of September, December and March 

(Para 3.9) 

35. The present practice of issuing advance tax notices to existing 
assessees liable to pay advance tax should continue. 

(Para 3.10) 

36. _In regard to new assessees, a week prior to the due date of the 
instalments, advertisement should be inserted in all the Papers inviting 
their attention to their oblig\ltions. 

(Para 3.11) 

37. WQ.ere assessees find that tax payable by them for any year is higher 
than the tax demanded f1'om them and this difference exceeds 25 per cent, 
they should pay the advance tax according to their estimates and not as 
demanded. 

(Para .~.11) 

38. Interest for ·non payment of advance tax should be calculated at 1~ 
per cent, rounded off to nearest Rs. 100 and charged with reference to com­
plete months. 

(Para 3.12) 

39. There should be a change in the method of adjusl!llent of advance 
tax paid when final assessments are made. The. lncometax Officer should 
be authorised to set off the tax collected in advance on completion of the 
assessment without waiting for the adjustment by the Treasury. 

' . (Para 3.13) 

40. Self-asse:,sment must be made obligatory for all cases and not con­
fined to cases where tax payable is in excess of Rs. 500. The tax on self­
assessment should he paid along with the return. The provisions for pro­
visional assessment may then be abolished. 

(Para 3.14) 

41. The Law should be amended to permit filing of an appeal only 
when tax on undisputed income included in tloe assessment is paid. The 
Estate Duty Act should also be amended accordingly. 

(Para 3.16) 

42. The appellate orders should be given effect to within three months 
of the receipt and the original demands rectified wherever relief is given. 

(Para 3.17) 

43. The tendency to make cumulative assessments by the end of \he 
financial year or when the time bar approaches should be given up. 

(Para 3.19) 

44. A suitable time limit should be fixed for submission of remand 
reports asked for by the appellate authorities. If they are npt furnished 
within the time specified, the appellate authorities should be free to dispose 
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of .the appeals without the. remand reports and the responsibility of any loss 
of revenue for non-submission of the remand report should rest on the 
Income-tax Officer concerned. 

(Para 3.19) 

45. There should he .a time limit for rectification orders on petitions 
submitted by the asscssees. 

(Para 3.20) 

46. To prevent infructuous assessments and demands being piled up 
against untraceable assessees, the Income-tax Officer should be allowed to 
make the assessment without any time limit as and when the assessee 
becomes traceable. · 

(Para 3.21) 

47. There should be a quicker write-off of ilTecoverable demands and 
for this purpose, high level committees should be constituted both in the 
Board's office and in the Commissioner's office. 

(Paras 3.22 and 3.23) 

48. In the case of scaling down of the demands, the agTeement ~hould 
provide that where assets not disclosed by the assessee are discovered later, 
the whole scaling down agreement would fail through and the assessee 
would be liable to pay the tax as determined originally. 

(Para 3.24) 

49. There -cannot be any legal provision for holding an Ivcome Tax 
Officer responsible for an overpitched assessment in the present state of the 
assessees' accounts. 

(Para 3.26) 

50. The tax recovery work must be completely taken over by the Centre 
from the States. The Estate Duty Act should be_ amended to enable estate 
duty demands being collected in the same manner as Income-tax demands 
through tax recovery officers. 

(Para 3.27) 

51. There shoul,d be provision in the Estate Duty Act to prevent trans­
fer of the immovable property left by a deceased intestate without paying 

~ Estate Duty. 

(Para 3.29) 

CHAPTER IV 

SIMPLIFICATION o:F PROCEDURES WITH A VIEW TO MINIMIS­
ING INCONVENIENCE TO ASSESSEES AND AVOIDING UN­
PRODUCTIVE LABOUR FOR THE ADMINISTRATION 

52. In order to educate assessees on their rights and obligations, the 
Department should issue foundational literature, such as, "Outline of 
Direct Taxes", Layman's guides, etc., i~ Hindi, English and other local 
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languages .. 'Further, small booklets explaining particular aspects of the law 
and the rules which may be of assistances to the tax payer, such as, determi· 
nation of liability of non-residents, determination of liabilitv of firms and 
H.U.Fs. Reliefs and Rebates should be brought out in the !~cal languages. 

(Para 4.3) 

53. At the beginning of each year, a paper bag folder modelled on the 
lines of the 'Businessman's kit' issued by the United States of America, 
should be made available to all assessees. In this Kit, forms of return and 
other forms which are to be filled by the assessee should be put in .. 

(Para 4.3) 

54. The return forms for assessees with incomes above Rs. 15,000 and 
for company assessees should be simplified. The existing form running to 
30 pages appears to be unnecessary in most cases and therefore there should 
be a basic form for setting out the total income with provision for anne­
xures with reference to particular heads of income. The annexures should 
be made available to the assessees at the Inco,;,.e Tax Counters. 

(Para 4.4) 

55. One of the difficulties experienced by the Department is getting the 
return forms in time to be distributed to the assessees. The Commissioners 
of Income-tax should be empowered to have the forms printed in the local 
press and to make them available to the assessees not only through the 
Income-tax Officers but also through the post offices. Further, assessees 
should be permitted to print their own forms. 

(Para 4.5) 

56. Notices for hearing should not be issued in a routine manner for 
all assessees. Notices under Section 143(2) and 142(1) should be combined: 
Where it is felt that clarifications are necessary, a specific list of points on 
which such clarifications are required, should be attached to the notice. 

(Para 4.6) 

57. Assessees should be given 7 clear days from the date .of the service 
of the notice for appearing before the Income-tax Officer. 

(Para 4.7) 

5S. Notices should be sent to the assessees' representatives and not to 
the assessees wherever the former have the power to receive such notices. 

(Para 4.8) 

59. Facilities should be provided to the assessees to pay income-tax at 
the cash counter to be opened in the Income-tax Offices. "For each assessee, 
a ledger account should be opened in which all amounts paid by him or 
due to him by way of refund will be credited and in which all .amounts 
payable by him will be debited. and periodical balant'b struck. This will 
eliminate much of the harassment now caused to the assessees by asking 
them to pay tax even when some refunds are due to them. 

(Paras 4.9 and 4.10) 
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60. In the refund voucher form, the advice to the bank should be 
printed as a perforated annexw·e so that I.T.Os. will despatch the advice 
form to the Bank simultaneously with the issue of the refund voucher. This 
will eliminate delays in encashment of refunds. 

(Para 4.II) 

61. Necessary safegnards in the scheme for collection of tax in cash 
should be provided. 

(Para 4.12) 

62. An Income-tax Arbitration Tribunal should be set up to which 
assessees may appeal on disputed facts after the Appellate Assistant Com­
missionel' disposes of the matter. Where an appeal is preferred to this Arbi­
u·ation Tribunal, the regular appellate procedure will be barred and the 
Tribunal's award should be binding on both the Department and the 
assessee. 

(Paras 4.13 to 4.15) 

63. The Deparunent should introduce a 'Readers' Column' in th:: 
bulletins issued by it for sale to public for providing answers to questions. 
The bulletin also should be re-designed and brought out by a separat~ 
l::clitorial Board as a full-fledged journal, reasonably priced. 

(Para 4.17) 

64. The functional scheme will be effective if care is taken to achieve 
co-ordination between the Assessment. Branch, the Collection Branch and 
the Administration Branch and impediments to movement of files removed. 

(Para 4.18) 

65. A number of time-consuming procedures can be removed by adopt­
mg time saving devices and eliminating infructuous work. The time saving 
devices should include introduction of addressographs, calculating machines­
and other mechanical aids, employing the use of computers for verification 
of employers' returns, combining the several proceedings for one hearing, 
eliminating office copies of various notices issued. 

(Para 4.19) 

66. ·Calculation of interest should be simplified by providing for its 
calculation with reference to complete months and rounding of the amount 
ot tax to the nearest Rs. I 00. 

(Para 4.20) 

67. To simplify calculation of tax income under each head as well as 
deductions for relief should be rounded off 'to the multiples of Rs. 10. 

(Para 4.21) 

68. :iubject to fhe concurrence of the Comptroller and Auditor General 
of India, no case should be re-opened on account of audit objection if the 
revenne involved is less than Rs. 50. 

(Para 4.22) 
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69. Out of the various registers to be.maintained and statistical return! 
to be furnished by the I.T.Os., 14 registers and 34 returns should be dis­
continued as they do not serve any useful purpose. 

(Para 4.24) 

CHAPTER V 

NEEDLESS COMPLEXITIES IN THE TAX LAWS AND 
SUGGESTIONS FOR REMOVING THEM 

70. There should be a halt to the frequent amendments to the Income­
tax Law. No amendment shmlld be proposed to get round an adverse deci­
sion of the Courts. When amendments are proposed, their total effect should 
first be studied and ·ali"" amendments in the Act should be made through a 
separate Direct Taxes Amendment Act and not through the Finance Acts. 
Before Rules are amended; views of all Commissioners of Incometax and 
leading professional and trade bodies should be obtained. 

(Para 5.1) 
71. Tax year and accounting year should not be made co-terminus and 

the concept of 'previous year' should nof be abolished altogether. 
(Para 5.2) 

72. The choice allowed to assessees to have several previous years should 
be withdrawn and a standard previous year prescribed gradually. To begin 
with, a standard previous year may be prescribed for companies, which may 
be a calendar year. For this purpose, section 3 has to be amended. 

(Paras 5.3 and 5.4) 

73. The complicated definition of a 'Not ordinarily resident' should be 
deleted from the Act and all assessees should be classified as 'Residents' or 
'Non-residents'. Section 6(6) should accordingly be deleted. 

(Para 5.5) 

74. The concept of a company in which the public are not substantially 
interested should be given up and the same categorisation as given in the 
Company Law, namely, public companies and private companies should 
be introduced for all the purposes for which the differentiations between 
the public companies and companies in which the public are not substan­
tially interested obtain. If, however, it is desired to impose some curb on 
controlled companies, section 2(18) defining such companies may be amend­
ed to simplify the definition. 

(Paras 5.7 to 5.10) 

75. All firms constituted under ali instrument of partnership and regis­
tered with the Registrar of Firms should be automatically regarded as 
Registered firms and separate registration proceedings in such cases should 
be avoided. The definition of a Registered Firm should be amended accord­
ingly. 

(Paras 5.11 and 5.12) 
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76, Tlte tax paid by a t·egistered firm should be allowed as a deduction 
from the ·total income of the firm and the balance income -should ):>e distri­
buted among the partners in proportion to their share ratios._ . 

(Para 5.13) 

77. The tax on a registered firm should be levfed not with reference to 
the firm's total income but with reference to the number of partners and 
should range between 10 per cent and 15 per cent instead of between 6 per 
cent and 12 per cent. 

(Para 5.13) 

78. Depreciation rates should be rationalised by consolidating the 
existing rates into five groups ranging between 5 per cent and 30 per cent. 
Depreciation should, however, be restricted to the actual amount written 
.off in the books. 

(Para 5.15) 

79. The Consolidation of depreciation rates should be ·on an industry­
wise basis, the industries being grouped in accordance with the Industrial 
Development and Regulation Act. 

(Para 5.15) 

80. The original cost of all assets less than Rs. I ,500 should be allow· 
cd as revenue expenditure. 

(Para 5.!5) 

8!. Books should be excluded from the definition of plants and cost of 
books purchased for bonafide purposes of business or profession should be 

- allowed as a re\'enue expenditure. 
(Para 5.16) 

82. In the case of seasonal factories, depreciation should be allowed 
taking the season as a full year. Full depreciation should be allowed if the 
[actory balance worked for half or more of the season, half depreciation if 
it. has worked less than half of the season but more than one month and no 
depreciation should be_ allowed for working less tban one month. 

(Para 5.16) 

83. Depreciation should continue to be allowed on the basis of Written 
Down Value, as it is a more· appropriate method th~n the straight-line 
method. 

(Para 5.17) 

84: For computation of salary income, assessees must be given an option 
ol a standard deduction of 10 per cent of the gross salary in lieu of itemised 
deductions which they have to prove before the Incometax Officer, in addi· 
lion to deductions for Life Insurance Premia, Provident Fund Contribu­
tions etc. and should be taken into account for deducting tax at source. 

(Para 5.18) 
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85. In the case of income from property, the present method of taking 
the gross annual value at a hypothetical figure should be given up and 
property income should be determined on the basis of the municipal valua­
tion or actual rental received whichever is higher. Necessar.y provision in 
Section 23 should be made. 

(Para 5.19) 

86, In regard to the deductions of items of expenditure not relating to 

the construction or maintenance of the property, such as interest on mort­
gage charge or annual·charge should not be allowed. Section 24(iii) and (iv) 
should be deleted. 

(Para ~.20) 

87. In the place of the enumerated deductions for ascertaining busi­
ness income, the Jaw should provide a single omnibus section for allowing 
deductions for all losses and outgoings to the extent they ar~ incurred for 
gaining and producing an assessable.income or are necessarily incurred in 
carrying on a business or profession for the purpose of gaining or pro­
ducing such assessable income, except where such losses or outgoings are of 
a capital, private or a domestic nature or are incurred for producing an 
exempt income. 

J (Para 5.21) 

88. Where on grou1,1ds of policy, certain items of a capital nature such 
as, depreciation, scientific research, patent and ·corporate fees, are to be 
allowed; they may be listed separately. 

(Para 5.21) 

~ 89. Where certain items of revenue expenditure are to be allowed only 
to a restricted extent or are not to be allowe\:1, they may be listed separately. 

(Para 5.21) 

90. For computing the profits of an industrial undertaking, the basis 
must be changed from 6 per cent of the capital employed to 6 per cent of 
the paid-up capital. 

(Para 5.22) 

91. There should be a rationalisation in the matter of application of 
incometax rates for companies and simplification in the categorisation of 

companies. 
(Para 5.23) 

92. The system of applying different rates depending upon the income 
of a company should be given up and all private companies should be 
charged at a rate higher than the public compani~s. If incentives are to,be 
given to industrial companies, they may be prov1ded for not through the 
Incometax Act but separately through a cash incentive scheme. 

(Para 5.23) 
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93. There is an element of double taxation in regard to dividends. 
Relief can be given in this regard either by allowing a deduction from the 
gross dividends in. the hands of the shareholders or by taxing the distributed 
profits of a c_ompany at a concessional rate and taxing the shareholders at 
the full rate, without allowing any deduction from intercorporate dividend. 

(Para 5.24) 

94. Dividend should include bonus shares also, whether there is a 
release of assets or not. 

(Para 5.25) 

95. Where a loan or advance is given by a controlled company to more 
than one shareholder, the amount of loan or advance to be treated as divi­
dend should be proportionate. to their shareholdings. 

In regard to dividend income, the law should provide for deduction of 
only- · · 

(a) interest for capital borrowed; and 
(b) remuneration for realising the dividend. 

(Paras 5.26 and 5.27) 

96. Personal taxation requires to be simplified. 
(Para 5.28) 

97. Exemption limit should not be raised because that would keep out 
of the Department's eye many potential tax payers and may act as a screen 
for tax evaders. Further, a pervasive tax consciousness is necessary as a 
preventive against tax evasion and, therefore, there should be no exemption 
limit but a high personal allowance should be given. The maximum of this 
allowance for married individuals with two children should be Rs. 5,000 
and for H.U.Fs. should be Rs. 10,000. 

(Para 5.29) 

!lS. The first four slab~ i.e. up to Rs. 20,000 (before making a person<4 
allowance) should be· integrated in one slab and a basic rate of tax of 15 
per cent should be charged. This basic rate should apply to all slices of 
income even above this figure, but where the total income exceeds this 
figure (i.e. Rs. 20,000), additional tax should be imposed progressively 
according to the rising slabs of income. These rising sl:ibs should end at 
Rs. 75,000 and the maximum rate of tax should be kept at the existing 
maximum, viz. 65 per cent without taking into account the surcharge. 

(Para. 5.30) 

99. The distinction between the earned and the unearned income 
should go and the surcharges on unearned income and earned income 
above Rs. I lakh should also go. To make up the losses of revenue, the 
general surcharge may be increased by an addition of 2! per cent to the 
existing 10 per cent. . 

- (Para 5.31) 
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100. The Annuity Deposit Scheme should be .s6-apped and iil itS piace, 
a compulsory ·deposit scheme for incomes over Rs. 15,000 should be intro­
duc~>~ 

(Para 5.32) 

101. The Tax Credit Certificate Schemes have proved a failure and 
they should be removed 'from the Income-tax Act. 

CHAPTER VI 

TAX EVASION 

(Para 5.33) 

102. Tax avoidance is a problem which has to be tackled fiom experi-, 
ence and the Administration must always be on the watch and should take 
immediate remedial steps as soon as they come up against attempts at 
avoidance. 

.(Para 6.1) 

103. Tax evasion is a perennial problem and has to be fought by- spot­
ting out the sectors where this evasion is concentrate'd . 

. (Paras 6.4 and 6.5) 

104. An analysis of the dimensions· of tax evasion discloses· that-there is · 
unrnlstakabJe evidence. of practice .of: tax evasion in the country and iq spite 
of:se\[eraLuieasures taken by. the-.Governmen~, this continues on a disturbing 
scale: and that tax. eva!iion· is concentrated .in .upper "income ··hraekets and is 
relatively illsignificant. in the .lower income brackets. . 

{Para.s · 6:6 and 6.7) 

10.5. High rate of taxation has not .been proved. to be· the·_main cause 
of ev~sioo: . 

(Para 6.9} 

The causes of tax evasion are:-. '. ,• . . . . . . . - ., : 

·(a) the:general depreciation of money owi~g to inflatipJ1; 
. (b). .conce11tratiop. of contracts and licences. in the. h;md~ of a few 
· established groups; 
,(~). ·.~.vaslon of other ;ax liabilities, such as; Sales Tax .. and Central 
· · · ·Excise; · 

(d) .~niergen~e of on-money owing to operation ·of contr<,>1~; 
.(e): the general social attitude to taxation,whi!:h is·condudve to tax 

:·. · • ·: eV:lsion; ·and · 
(£)··.ineffective Tax ·Administration.· 

{Para 6.9) 
L/S200ARG-13 
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The avenues of evaded money are:-

(i) deposits with indigenous bankers in fictitious names; 
(ii) purchase of gold and jewellery and keeping them in Safe Depo-

sit Vaults or secret home-chests; 
(iii) purchase of raw materials and stocks without bills; 
(iv) purchase of and hoarding of grain stocks; 

(v) purchase of quota ami. licences goods; 
(vi) purchase of smuggled goods to be sold without bills; 
(vii) payment of on-money towards purchase of property; 

(viii) payment of premium towards purchasing running concerns etc.; 
(ix) payment of 'Pugree' for securing residential properties; 
(x) utilisation of secret amount held in foreign countries for import 

of goods by under invoicing; 
(xi) purchase of unauthorised foreign exchange to meet expenditure 

on visits abroad; 
(xii) ~i~h household and personal expenditure; 

(xiii) meeting expenses on marriages etc.; and 

(xiv) payment of bribes. 
(Para 6.10) 

106. To tackle tax evasion, a"dministrative processes and procedures 
must be tightened in the following manner- · 

(a) Survey Circles should be established in all the charges and in 
larger cities. An Inspecting. Assistant Commissioner should be 
placed.exclusively in charge of the survey. A full complement of 
Inspectors to carry door to door external survey antl for inten­
sive internal survey should be provided to each survey circle. 

(b) The· work of Special Investigation branches. attached to the 
offices of the Commissioner of Incometax should be rationalised 
and these branches should function effectively as a ·coordinating 
section. 

(c) Proper arrangements for extracting useful information by inter­
nal survey and its effective utilisation should be made. 

(d) An All India Registration Number should be .introduced for all 
assessees under the provision that this All India Registration 
Number should be quoted when an assessee applies for licences, 
quotas, contracts, etc. The same number should be quoted while 
applying for property transfers or opening bank accounts etc. 
If a person has no assessable income, he should be asked to give 
a declaration that he is not assessed to incometax and that decla­
ration should be sent to the Investigation Branch for-verification 
jg du~ course. 
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(e) Introduction of an integrated return for all taxes other than 
Estate Duty, will facilitate effective cross verification of the 
correctness of the income wealth and gifts and prevent tax eva· 
sion. 

(£) The return form should carry a certificate from the assessee that 
he has examined the r~turn, the accompanying schedules imd 
statements and declares under penalties of perjury that they are 
correct, complete and true. 

(g) The machinery relating to investigation and prosecution of tax 
~ffences, should be strengthened and centralised and all cases of 
suspected tax evasion should be transferred to the Central Com­
missioners' charges who will function under the direct super­
vision of 1\fember, Investigation. 

(h) Prosecution should be launched in all cases of proved evasion 
and the temptation to accept a monetary penalty should be 
avoided in those cases. 

(i) Where prosecution is not feasible, deterrent penalty should be 
levied and the penalty should be confiscatory in character. 

(Paras 6.11 to 6.29) 

107. The legal provisions to safeguards against tax evasion are -

(a) It should be provided in the Law or the Rules that every assesee 
should declare in his return not only those assets and incomes 
ostensibly owned by him but also' those assets and incomes of 
which he is the beneficial owner. 

(b) The incomes of husband and wife should be aggregated for the 
purpose of assessment, as it is seen that in many cases incomes 
earned by the husband are shown as having been earned by 
ladies and tax thereon is evaded. 

(c) Provision must be made that the accounts produced in support 
of the return of income·shall be deemed to be part of the return 
so that any falsity in the accounts can be a ground for prosecu-
tion and penalty. -

(d) Provision should be made that every assessee should append a 
certificate on the last page of the account books that no trans­
actions have been kept outside the books and the accounts are 
true, correct and complete. 

(e), The Law may be amended that no indigenous broker or hundi ' 
broker or a person engaged in money lending, other than a 
banking company, should possess a cash balance exceeding 
Rs. 20,000 and that every payment made or amount received by 
him in excess of Rs. I 0,000 should be by way of a crossed ac­
count payee cheque. Cash held outside the books should not 
exceed Rs. 5,000. 

L.'S200.!RC-13(a) 
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In all other cases, the limit of holding cash in the account books 
should be Rs. 50,000 and where excess amounts are required, 
they should be drawn from the bank and intimation to the 
Incometax Officer should be given. 

(g) In order to find out the true valuation of property transactions, 
the Board should be ·assisted by expert valuers. These valuers 
~hould have zonai offices in Bombay, Calcutta, Delhi and 
. Madras, and should offer expert assistance to the Income tax 
Department wherever question of under-statement of property's 
value arises. 'Vhere such under-valuation is detected, the Law 
should be amended to enable the Department to challenge the 
tr;msfer in the same way as the Registrar is vested with the 
powers to challenge a transaction for the purposes of Stamp 
Act. · 

(h) It is worthwhile to examine whether it cannot be provided that 
the Governmem would have an option to purchase the property 
at the declared value plus 5 per cent or I 0 per cent over it. 

(i) The Law must be amended tl).at no transactions in jewellery 
exceeding Rs. 10,000 are malle except through authorised 
dealers. 

G) Amendment of the Law may be conside.rt:d to provide that agri· 
. · cultural income may be taken for rate purposes. 

(Paras 6.30 to 6.42) 

108. To bring home to the tax evader the crime he :is committing 
agai11st the society, the following steps are necessary-'-

(a) A person found gnil·ty of tax evasion should be regarded as a 
social outcaste and no Association, or Institution or party should 

. ask for or accept any gifts or.donations from such a person. 

(b) There should be ·a ban on Ministe~s and Government officials 
attending parties thrown by him or held -to honour him. The 
Members of the Legislature should also build up a convention 
of not attending such functions. 

(c) In order to identify such persons the Government should pub­
lish every six months a list of all.pers<ins who are found guilty 
of tax evasion and penalised for such offences. This list should 
be published not only in the Gazette but in ·an local Papers. 

(d) The Incometa;,: Officer should pu~ on the. notice board a list of 
all assessees in hiS: jurisdiction with their ~.eturned ·and assessed 
incomes for the view of. the public .. _Such a publi~.ity ~Quid pre-
vent,pers_onsfr~m_ Uf.J~e~sta!ing theirincomes, : . . . 

(e) The Ministry of Information and :Sroadcastinir should_ . be._ 
requested to produ~c feature films depicting the harm cliiisdfby" · -
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a tax-evader to the country's economy showing how hy conceal­
ing income and reducing his tax liability he is shifting the bur­
den to the honest tax payer. Through Television Radio and 
Speeches features, in non technical languages should be arranged 
to educate tax payers' obligations and to make 'it difficult to tax 
evaders to C4!"ry on tax. evasion. 

(Paras 6.43 to 6.46) 

CHAPTER VII 

ADMINISTRATION 

109. In the interest of efficiency, it is necessary to separate -the dual 
functions of the Central Board of Direct Taxes i.e., policy making func­
tions and policy implement_ing functions. The Central Board of Direct 
Taxes should he a purdy policy implementing body. · 

(Paras 7.3 to 7.5) 

110. The Central Board of Direct Taxes should be reconstitute'd on the 
lines of the P. & T. Board with a Chairman of the rank of the Secretary to 
the Government of India, a senior Member of the rank of the Additional 
Secretary to the Government of India and four Members of the rank of 
Joint Secretaries to the Government of l'ndia. 

(Para 7.6) 

Iii. With the immediate necessity to reorganise the personnel wing of 
the Board, it is necessary to have a separate Member for Establishment and 
Administration. 

(Para 7.7) 

112. The different statistical organisations functioning under the Board 
should be merged and brought under the direct control and guidance of the 
Senior Member of the Board, incharge of Tax Planning and Assessment. 

(Para 7:8) 

113. All the Officers of the newly constituted Board should be from 
the field. The Board's division should be under officers of the rank of 

· Directors in the Ministries of Government of India. The seniormost of such 
officers· ·should be incharge of Administration ~nd should also function as 
Se~retiuy to the Board. · · 

(Para 7.9) 

114. The Directorate of Inspection (Incometax) shoul'd be abolished 
and its functions of Inspection and Audit should be taken over by the 
Board with· two separate. wings. 

(Para 7.10) 
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115. The Directorate of Inspection (Investigation) should be abolished 
and its functions should be entrusted to a Member of the Board. 

(Para 7.11) 

116. The Directorate of Inspection (Research, Statistics and Publica­
tions) should be abolished and its functions should be taken over by the 
Boar'd. 

(Para 7.12) 

U7. Both in regard to adminisu·ation and technical matters, the Com· 
missioners of Incometax should have greater freedom than at present given 
to them. 

(Para 7.14) 

118. The jurisdiction of the Commissioners of Incometax should be 
reorganised on the principle of one State-one Commissioner, subject to 
administrative considllrations relating to economy. In Bombay and Calcutta 
there should be separate Commissioners for recovery work. 

(Para 7.15) 

Il9. The pay scale of the Commissioners of Incometax should be made 
equal to that of Members of the Incometax Appellate Tribunal. · 

(Para 7.16) 

120. Appellate Assistant Commissioners should be given a judicial 
training before they start functioning as Appellate Assistant Commis­
sioners. 

(Para 7.21) 

121. Only senior officers should be posted as Appellate Assistant Com­
missioners. As a general rule, Inspecting Assistant Commissioners with ser­
vice of not less than five years in that post should be appointed as Appellate 
Assistant Commissioners. 

(Para 7.22) 

122. The Inspecting Assistant Commissioners could be relieved of the 
Inspection duties a good deal, so that they might devote, the time to the 
more important task of pre-assessment guidance to the Incometax Officers. 

(Para 7.24) 

123. The Inspecting Commissioners themselves should make assessment 
in big cases involving complicated cases of law or intricate manipulations 
of accounts. 

(Para 7.25) 

124. In order to increase the efficiency of the internal audit, it is neces­
sary to !>lace it under an Inspecting Assistant Commissioner in each Com­
missioner's charge. 

(Para 7.26) 
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125. The Assistant Commissioner, whether Inspecting or Appellate, 
should be given a pay scale intermediate between the present scale and the 
scale· of a Commissioner. There may be a selection grade in the scale of 
Directors in the Ministries of Government of India and the strength of this 
grade may be 20 per cent of the whole strength in the cadre of Assistant 
Commissioners. · 

(Para 7.27) 
126. The Inspecting Assistant Commissioners of Incometax should be 

redesignated· as Deputy Commissioners (Inspection and Assessment) and 
the Appellate Assistant Commissioners should be redesignated as Deputy 
Commissioners (Appeals). 

(Para 7.28) 
127. All 'posts of assessing officers should be in Class I and 75 per cent 

of the existing posts of assessing Incometax Officers, in Class II should be 
converted ·into that of Class I. The residual portion of 25 per cent in Class 
II should be reserved for promotion from the non-gazetted ranks, and the 
officers so promoted should be assigned non-assessment type of duties, such 
as Administrative Officer, Chief Accounts Officers and Examiners. 

(Para 7.30) 

128. All Incometax Officers in Class I should be redesignated as Assis­
tant Commissioners of Incometax. The pay scale of an lncometax Officer 
should be an integrated scale and should end where an Assistant Commis­
sioner's proposed scale begins. 

(Para 7.30) 

129. Incometax Officers should be sent out on deputation in increased 
numbers. 

(Para 7.31) 

130. There should be ~o direct recruitment to Class II and all the posts 
in Class II must be filled by promotion from the cadre of Inspectors. We 
have suggested that 25 per cent of the existing Class II strength of Income­
tax Officers should be retained for this purpose. In addition, a percentage 
of the Inspectors' posts may be converted into Class Il', for being filled up 
on promotion by selection. A limited number of Class II Officers may be 
eligible for promotion to Class I and the percenta!Ie in this regard is left 
to the Government to decide. On promotion to Class I, their seniority will 
be determined on the l)asis of the Roster system. 

(Para 7.31) 

131. Assessment duties should not tie entrusted to Incometax Inspectors. 
The provision in the Incometax Act enabling Government to vest assess­
ment powers in Inspectors may be deleted. 

(Para 7.33) 

132. There should be a higher proportion of the direct recruitment to 
the cadre of Incometax Inspectors. The proportion of the direct recruit; 
ment to promotion should be raised from the present 33-1/3 per cent to 
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.. 59 per cent. The direct recruitment should be made through the Union 
. PubliC" Service Commission by holding competitive examination. 

(Para 7.35) 

133 .. The seale of pay of Inspectors should be revised to be intermediate 
between the scale of a Technical Assistant and a Class II officer: 

. (l'ara ·uru) 

134. The post of Supervisor in the scale of ~s. 335-20-450-25-475 
should be retainetl and the post of ;Head Clerk should be abolished. 

(Para 7.37) 

.. ~35.-All posts of Upper. Division Clerks in functional units and 20 per 
cent_ of the posts in nonJunctional circles should be converted to those of 

Technical Assistants, in the same scale of pay as applicable to the Assistants 
working in the Central Secretariat Service. Their designation should also 
be .changed into that of Technical Assistants. The designation of other 
U.D.C:S. should be changed_as Junior Assistant in die same scaie of pay as at 
presenpanctioned for u.n.c:s. 

(Para 7.40) 

· 136. The cadre of Lower Division Clerl."S sho4ld be retained but must 
be kept at the minimum level. 

(Para 7.41) 

137. There must be mutual trust between the head of the organization 
and the subortlinates to hold the morale firm. 

(Paras 7.42 and 7.43) 

138. Unless anonymous and pseudonymous petitions contain specific 
details of a verifiable natlll·e, no notice should be. taken of them.· This will 

·go a long _way in restoring the morale of the officers. · 

.. (P.ara ,7.4:4) 
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ANNEXURE I 

(See Para 2.6 of Chapter II) 

Income-tax-Analysis of Disposed of and pending (!Ssessments according to 
categories of Income during the years, 1959-60 to 1966-67 

Year 

1 

1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 

No. of cases with 
business income 

exceeding Rs. 25,000 
(Cat. I) 

For Disposed Balance 
disposal of 

2 3 4 

124 83 41 
140 88 . 52 
145 88 57 
151 87 64 
154 74 so 
178 80 98 
216 96 120 
274 133 141 

(Assessments in thousands) 

No. of cases with No. of cnses with 
business income business income 

of above Rs. 10,000 of above Rs. 5,000 
but not exceeding but not exceeding 
Rs. 25,000 (Cat.ll) Rs. 10,000 (Cat. ill) 

For Disposed Balance 
disposal of 

....., 
For Disposed :Balance 
disposal of 

5 6 7 8 9 10 

223 165 58 361 263 98 
253 176 77 408 281 127 
155 98 57 351 222 129 
166 99 67 387 230 157 
157 81 76 395 208 187 
181 85 96 475 223 252 
214 99 115 558 259 299 
256 120 136 624 288 336 

So,.,.ce-Information furnished by the Central Board of Direct Tn-xes. 

Year 

I 

1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 

ANNEXURE 1-contd. 

No. of cases with 
business income 

upto Rs. 5,000 and 
non-business cases 
(excluding salary) 

with income above 
taxable (Cat. IV) 

For Disposed Balance 
disposal of 

11 12 ' 13 

391 261 130 
432 266 166 
775 493 282 
866 507 359 

1298. 696 602 
1817 844 973 
235,1, 1U4 1240 
2554 1197 1357 

(Assessments in Thousands) 

No. of cnses not 
covered by the 

categories 
(largely salary 
eases) (Cat. V) 

For Disposed Balance 
disposal of . 

14 15 16 

573 391 182 
593 396 197 
596 408 188 
648 386 262 
705 424 281 
978 612 366 

1216 821 395 
1057 680 377 

Total 

For DiRposed Bolance 
disposal of 

17 18 19 

1672 ll63 509 
1826 1207 619 
2022 1309 713 
2218 1309 909 
2709 1483 1226 
3629 1844 1785. 
4558 2389 2169 
4765 2418 2347 

Source-Information furnished by the Central Board of Direct Taxes. 
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ANNEXURE 2 
Return of Incomes 

G.I.R. No.: ........ A-l.R.No. • . . ••••••• Assessment year ...................... : .. . 

~----~------~--1 Ward/Circle: .... ,:............ Previous year(s) ending ................... . 

. Place of assessment : ................•. 

If Individual State : Whether ~farricd: Name of the Assessee . .•...•...•. · .........• 
No. of dependent Children . ............ . ____ _:_ ____ ~------~! Address :-Office ........................ .. 

If Hindu undivided family : 
Residence ..................... . State No. of members (other than minors 

lineally dependant from another living 
member) entitled to ola.im partition as at- Residence : Re·s identJNon-R-csidcut 
the end oftheprcvious year. · (Score out inapplicable word) 

------.-.::----------1 Status: Individual 
If a firm/Association of personsJBody of Indi- Hindu undivided family 

viduals State: (Score Fitm 
Name and address of the fhmJAssocia- out in rules Association of Persons 
tionJ:Body applicable llody of Individuals 

words). Local Authority 
Nameandaddrcssof each Partner andifany 

minor.admitted to partnershipJmember 
· Other Juridical person 

Relation of such minor to other ·Partnersj 
Members 

Is the Partnership constituted under-a deed 
of Partnership and Registered with the 
Registrar of Firms (if so, certified copy of 
such deed and certificate to be attached). I 

PAllT I-Stal'f!lenl of Total Iwcome 

1. Salaries 

Gross Income I All<>wable 
Expen8es l11curred 

Name and Address Salary: l!s ..... Conveyance: Rs ..... 
oftbe Employers Perqui~:~ites Rs . .... !looks: Rs ..... ................ Profits in Professional 

················ lieu of Taxes: Rs ..... 
Salary:· Rs ..... Others: Rs ..... ---

Total. Rs ..... Total. Rs~ .... NET: 

2. lnl<1'e81 on Securilie8 

Gross l11come All<noabk Expensu · I 
Incurred .. . / 

Name n.nd Address : . I 
of the Payer ...... ·Rs. .......... i ·················· Rs. .......... Collection .................. Rs ........... charges: Rs ..... --- Interest on 

Total Rs. ...... Money --- borro~cd for 
1 Investment Rs ..... I 

Total R-;-:-:-:-:-1 
NET:/ 

I 

Amounlof 
wtalln<Omll 

Indian! Foreign I Total 
Rs. . Rs. Rs. -------

I 

I 

. 

.. 

I 
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PART l-Suuement oj Tota(Income-corttd. 
3 lnt0111< from Properly 

Gross lneome · illlowable Expe1111es .. incurredfExempli0118 

No. and Aduren of 
tho Property : Rs •••...•••.•.• .................. }ts •••••• • •• • • •• Municipal .................. Rs ••••.••••.••• Taxes: n~ . ...... 

Self. Exemption 
occupied for new 
property: n .............. Property: :Rs ••••.•.•• 

Deduction 
Total: Rs • .......... for self-

occupied . 
property : Rs •••••••• 

Tots!: Rs • ...... 
Repairs 

(l/6th) : Rs. ······ Collection 
Charges: Rs. .. 

Interest on 
Capital 
borrowed: Rs • ...... 

Others: Rs . ...... 
. Total: RIJ •.••• NET: 

----- -
4, Projll .b Gai118 of Busi11U8 or P.-ofe&imo 

ii11Wim! of 
Total in.come 

Indian Foreign 
I 

--

Gro88 Income . _ illlowable Expe:Meslncurredl __ . -1·---: 
Name a.nd A ddt ess of · · I 

Business or Profes- . (Give particulars 1 

.................. Its............. -
Rs ..•.••• 

Total 

sion •••••••••••••• Rs. ,, .-••.•.••••• f ofea.oh) _ I 

Total: Rs, •••••.•.•.•. , Total: R:~·-·_·.-~~: / ---'----·-

. -----,--.-,----J-=-----1--· -_ _ Gro88 Gain8 Exp6'Me8 lnr:uTf'ei/. 

Pa.rt.iculars of the 
assets sold· or - Rs. . ........ ~ ... . 
transferred etc.... . Rs ....... L ••• ••••• 

Expenses : Rs .. ...... . 
Intereot : . Rs ........ .. 
Br?kernge: Rs .. : ..... . 

_._ .. _T_o_t .. _l_' __ R_~_._.-._._._ . .-.-_.-_ .. _·_· __ T.:...o-ta_l_: _R_-_.-·-'-·~·-·-·=·-·-·=·.:.../ __ 1 ______ _ 

6. Income from otl,er 8ources: 
(a} Dimrlen-ls 

. Gr088 rlitJiaend . 

Name of Company : 

:::: :: :::::::: :·:: ~ ~ ~:: ~: :: : : : ::: :: 
• .. .. .. .. • • .. • .-, . ; -R& .. , .... .-.• : .. •• 

Total: Rs. 

Interest on 
borrowed money 
for investment: Rs. • ... 

Collection 
_ C:!rnrges : Rs. .. .. - ... 

Total: Rs •••.•.. NET: 
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PAnT !-Statement of Total ll•come--conold. 
(b} lntcrue 

Gross ln~res' Ezpenllulncu"cdf I il.mountof 
.A.llowancu Olaimd T~tal incame 

I 

Indian/ Foriegn j Total Name n.nd Address 
Interest on of payer: ........ 

...............•.. Rs ...•........... moneybor-
.................• Rs ••.••.....•.•.. rowed for 

investment: Rs.. . . • . .

1 

Total: Rs ...........••.. Collection ---- charges: Rs ..•.. 
Bad debts: Rs •••••.. 

Total: Rs.. . . . • . :NET'/ 

(c~ .A._n_y_~~~_r_l_ncame _____ , ____ ___,,---------.-- I 

EzpeMu claimd (}r08s Income 
·-------------1 

From whom received 
(nature of receipt Rs ........ . 

• • . • • • . • . . . • • • . . . . Rs......... (Particulars. ofExpen-
.. . • . • . . . . . • . • . .. . ses to be g>ven) 

----1 
-- Total: Ro •••..•• NET: 

to be given): Rs .•.. -~·.. Rs ...... · · • 

Total: Rs. • . • • • • • •. ----·-1---i----1--
--- TOTAL: INCOME . 

(i) Life insurance Premium : 
(ii) G.P. Fund etc. : 
(iii) Other deductions if any: 

Rs ..•.•..•• 
Rs ..•.•.••• 
Rs ••...•.•• 

I 

Total : Rs. • .. . • • . • . • • • . • • • Allowable : Rs ...•••. 

N a Taxable Income Rs ...•..•••••••.•.• 

. Tax PayaiJle thereon Rs ...•••.•.••••.•.• 
Particular~ of Ia>: paid 
Tax paid in advance by Challan No.(sl .•..••..•. dated .•...... in •.. · ... Rs .....•.•......... 
Tax paid on self assessment: Challan No ... •'· .. . dated ........ in ...... Rs ............. ... . 
By deduction a.t source from ............ as per certificates attached Rs ............... . . 

Total Tax Psi~ Rs ...••••••••....•. 
Balance tax payable : Rs ...•••.••.••...•• 

Balance Tax payable has been paidfis being paid as under:-
Challan No ................•.• date ......•••... in .••.••..•• Rs .•••••••••••••••••••• 
Cheque No ................... date ............ on .......... Rs ••.•••••••••••••••••• 

VERIFICA TIQN 
I, ............................ son/daughter fwife of Shri .......................... . 

solemnly declare under penalties of perjury that the statements in this 
return are true and correct to the best of my knowledge and belief. 

Date .................... . 
Place ..... : .............. . 

(Signature) 
Name of the Signatory 

Capacity in which signed. 
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ANNEXURE 3 

[See Para 2.13(iv), Chapter II] 

G.I.R. No. .. .. .. .. .. .. .. .... Incornctax Office .......... .. 
Ward/Circle ................. . 
Place ........................... _ 

Date ........................... ' 

To 

Whereas a return of income has been filed by you, the same has been 
accepted under Section 143(1) of the lncome-ta.'!: Act, 1961. 

(Signature) 
Incometax Officer 

WardJCircle ......•........... 
0 ffice Seal. 

ANNEXURE 4 

[See Para 2(13)(c), Chapter II] 
Notice under Section 143"(2)/142"(1) of the Incometax Act, 1961 

G.I.R. No. ..................... Office of the "lncometax Officer 
• Assistant Commissioner of Incometax 

WardjCirclejRange ................... .. 
Place .......................... . 
Date .......................... . 

To 
000, 00000 , 1,,,, 0000 ,.,,.,,,, 0 oo'oo.Jooooo .. oooloo.Jooo.oooooo•••'••• 

......................................... >< •• .- •• .: ••••••••••••••••• 

In connection with the assessment for the assessment year ................ .. 
for which you have not• filed a return under section 139 of the Incometax 
Act, 1961, you are hereby required to attend either in person or by repre­
sentative duly authorised in this behalf, in writing, and produce or cause to 
be produced at my office on .................. at.. ......... ~ .... .. 

• any document, account or other evidence on whfch you may rely in 
support of the return filed by you. 

"the accounts an~ for documents specified below /replies to the points 
specified in the attached sheet. 

Failure to comply with all the terms of this Notice will entail an ex­
parte assessment and consequential penalty andjor prosecution. 

• Income-tax Officer 
• Asstt. Commissioner of Income-tax 

Office Seal. 
~~~~~~--~~--~------~ 

• Score out whichever is inappropriate. 
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ANNEX 

(See Para 2.27, _ 

Kind of Cirole No. Time lag Average No. Average 
of between time lag of No. of 

cases the receipt per case adjts. adjts. 
studied of return · given given 

& issue of by tho by tho 
notice ufs I.T.O. I.T.O. 

143(2) per case 

1 2 3 4 5 6 

" ,5 ~ 
... 

~ ~ " ~ 
0 ~ ;a A BOMBAY 

Central Circles 71 79 1 13 11 167 2•3 
Company Circles 90 31 6 4 6 147 1·63 
Business Circles 121 76 8 7 18 149 1·2 
Govt. Salary Circles 44 24 3 6 18 5 ·1 
Private Salary Circles 30 -42 5 16 ~9 10 ·33 

TOTAL 356 253 11 8 17 478 1·34-

DELHI 

Company Circles 59 37 9 7 20 . 66 1•1-' 
Central Cirolee 39 31 10 924 52 1•33 
Busineee Cirolos (non-Co.) 89 7& 3 10 8 113 1·3 
Govt. Salary Circles. 30 13 8 5 14 8 ·3 
Private Salary Cirolos 30 25 9 10 9 20 ·67 

TOTAL 247 185 3 9 00 259 1·05 

·-
MADRAS 

Centra.! Circles 57 36 10 7 23 21 ·4 
Company Circles 26 14 00 6 14 10 ·4 
Salary Circles •• 49 33 7 8 7 Nil Nil 

TOTAL 132 84 5 7 20 31 . ·2. 

[PUNJ.A;B '· 
Company Circles 69 34 1 5 28 42 . ·6 
Businees Circlee (including 

sslary Circles) 120 47 8 4 23 226 1·9 

TOTAL 189 81 9 5 6 268. 1·4 

BUBiness Circles' 127 13• 6 1- 8 
. -

33 
Company Circles 36 3 6 1 5 3 
Salary Circl~ ... - 43-- . . 6 5 1 24 2 

ToTAL 206 23 5 111 38 :•2' 
G!Wii> Tot.i.L 1,130 628 9-- 6 20 .· 1,074- ':· .. ··· ·95 



195 

URE5 

Chapter II). 

Total Average Time lag Average No. of Percen· 
No. of No. of between time cases tage of Remarks 
&djta. adjts. thelaat lag per accep· cases 

sought sought date of case ted u/s accepted 
by the by asses· hearing 143(1) ufs 

assessees sses and the 143(1) 
per case date of 

assess· 
ment 

order 

7 8 9 10 11 12 13 

12 ,s ~ ~ 

c5 t; dJ E CHARGE ~ El A 

47 ·7 6 2 29 31 Nil Nil 
25 ·3 8 3 17 33 Nil Nil 
-27 ·2 14 6 28 43 Nil Nil 
14 ·3 1 7 13 13 27 61% 
2 ·07. 9 5 17 113 7 23% 

116 •32 40 1 14 40 34 9·5% 

CHARGE 

47 •8 4 0 25 25 5 8% 
21 ·6 2 9 6 25 Nil 
46 ·6 6 6 6 22 Nil 
1 ·03 12 7 10 151 7 23% 
3 0·1 0 111 1 10 33% 

118 ·5 24 11 27 36 22 9% 

CHARGE 
11 ·2 3 511 22 8 14% 
4 ·2 0 6 3 7 6 23% .. , 
0 0 0 7 8 4 44 90% 

15 ·1 4 6 22 12 58 44% 

CHARGE 
27 ·4 211 7 15·3 Nil 0% 

67 ·56 6 0 4 18·0 5 4% 

94 ·6 8 11 11 17 6 2·6% -
CHARGE 

13 ·1 4 6 17 13 Nil Nil 
4 ·1 0 8 23 7 
2 ·05 0 2 14 2 27 63% 

19 ·1 5 4 24 9 27 18% 

361 ·32 84 0 8 27 146 13% 

L{S200ARC--14 



Analysis of disposal of 

Total Number of cases 
disposed of 

26,52,907 

196 

ANI\'EXURE 6 

No assessment cases jor the year 1966-67 

llresk up of total cases disposed of into Total No. Percentage 
of N.A. of N.A. 

Salary 
cases 

8,77,613 

Company Refund Others 
cases cases 

cases 
included 
in Col. 3 

cases 
to total 
disposal 

29,883 34,032 17,11,379 4,21,375 - 15·88 
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ANNEXURE7 

Remittance Slip (Counter foil) 

llook No ........... Sl. No ......... .. 

1. Name and address of the 
assessee 

·2. Personal Deposit Account 
No ... 

·a. General Index Register No. 

4. Assessment year 

.5. III Corporation Tax- Rs. 
Advance payment of Tax 

IV Taxes on income Rs. 

Other than Corporation 
Tax .. Rs. 

Advance pa.yments of tax Rs. 
ill Corporation Tax 

IV Taxes on incomes 
other than Corporation 
Tax •• Rs. 

Total Rs. 

~. Challan No. & da.te .... , , , • , 
(Amonnt in words) 

Certified that the amounts of tax entered 
in Col. 5 is correct. 

1noomttao: 
Date Ojfice Stamp Officer 

Remitta11a Slip (F&il) 

(To he returned to the Collection Depot) 

Book No ........... Sl. No .......... . 

I. Name and address of the 
assessee 

2. Personal Deposit Account 
No ... 

3. General Index Register No. 

4. Assessment year 

5. ill Corporation Ta.x- Rs • 
Advance payment of Tax 

IV Taxes on income Rs. 

Other than Corporation Tax Rs. 

Advance payments of tax Rs. 
ill Corporation Tax Rs. 

IV Taxes on income other 
than Corporation Tax 

Total .. Rs. 

6. Challan No ........... & Date ....... .. 
(Amonnt in words) 

Certified that the amonnts of tax entered in 
Col. 5 is correct. -

Income tao: 
Date O.ffioe Stamp O.fllcer 
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ANNEXURE 8 
Day Book 

Collection Depot No ............ . 

Serial Remitta.nce 
No. Slip Book 

No.JSI. No. 

1 2 

Name of Assessee No. of 
T.R.5 
Ackdgt. 

c 3 4 

Dated ... ·············-··• 

Amount Amount 
in by 

Cash Cheque 

5 6 



•••.... : .......•.••.. ; ................. Collection Depot. 

Datil' of 
Reo~ipt 

1. 

' 

Recoipt Side 

Particulars 

I~ 2 

Amount 

Cash Cheque 

3 

ANNEXURE9 

Cash. Book for the month o£ .............................. 19 

I 
Payment Side 

Remarks Date of ' V~. No.I Pa.rticnlara Amount Remo.rke 
Payment · Challan 

No. Cash Cheque -6 0 7 8 9 10 11 

' 



ANNEXUREIO 
Register of Cheques received and adjusted 

·l,i .. ·~ 
Serial ~-- Frr,m D•te of )ltcmlttn.noo 0 iua.ry J Nrunoof Amount Date of Dn.to of 
.No. Hoocipt Hlip Book RocoipiJ whom theBmk despatch adjustment 

No.JSI.No. No.j Roooivod l Cheque to tho 
No. &Date Bn.nk ---... ... 

r ., u l 

~--;--a-1-4--1-~1 · 6 I 7 8 0 I I --------- -

I . 

T.H.5 
Receipt 
No.&. 

date of 
Is suo 

10 

Initials 
of tho 
officer/ 

inoharge 
of tho 

oollection 
Depot 

11 

Remarks 

12 

t-o 
0 
0 



.:\NNEXURE 11 

Collection Depot No ..................... . for the month o£ ..•..................... .19 

NoTE-The classified Abstract is to b.e taken by major, minor and detailed heads. 

m.c.T. IV. I.T. 
Serial I Date o o taoJ Name of Aasossce I Total 

No. N Q..ti. r. ce Amount I.T. I E.P.T. \B.P.T. 
Advance 

IE.P.T. e S ~;ook "No·f on S.P.T. payment I.T. Sur· B.P.T. Advn.noe 
SJ.No. comp. of charge payment 

anies S.T. tax et~. etc. 

-1 2 s 4 5 6 7 8 9 10 II 12 13 14 15 

-- I 

I 



ANNEXURE .12 

Personal Ledger Account 

Name of Assessee ...... -... ~ ...•••• , •• ,, •..•• , G.I.R. No ............................ . 

Particulars of 
Remittance ·slip 

Particulars of transaction Debit Credit 

Date Book No. 

1 2 I 3 • 6 

Account No ........ , ................. .. 

lteferenoe to Initial of 
Receipt No. Collection 
inT.R. 5in Balance Income Tax 

respeot of Of!icer 
Credits ';;_j I -

6 7 ::.s 



ANNEXURE 13 

Analysis of Appeals ~efore the Incometax Appellate T.ribunal during the years 1959-60 to 1966-67 (Incometax only} 

Serial Year Appeals of the Department Appeals of the assesaeea 
No. 

No. No. No. disposed of during No. No. No. No. disposed of during the year 
pending flied ' the year pending pending flied .----

Against Total No. at the during the r- atthe at the cfuring. the In 
beginning year In favour Against the Toto! end of the beflnning yeo.r favour the pending 
ofthe year of the Depart• year o the ofthe assessee at the 

Department ment year &88088808 endofthe 
year 

1 2 3 ' 5 6 ? 8 9 10 ·11 12 13 14 

1 1959-60 1741 1593 512 663 1076 2269 11763 9976 6700 2871 8571 13167 
2 1960·61 2269 1638 660 1036 1696 2101 13167 9858 8009 3158 11167 11858 

to 
~ 

3 1961-62 2101 1694 607 830 1437 2358 11858 10147 6747 2713 9460 12545 
4 1962-63 2368 2209 673 1017 1590 2977 12546 11000 8174 3179 11353 12192 
6 1968-64 2977 2847 672 1218 1790 4084 12192 14387 7785 2510 10245 16384 
6 1984-65 4034 3155 621 1228 1849 5340 16384 12879 7117 2125 9242 19971 
7 1965-66 5340 3286 646 1583 2229 6397 19971 13558 7688 2396 9984 28545 
8 1066-67 6397 3579 622 1865 2487 7489 23545 17992 8751 2326 11077 30460 

Sour<e-Informatlon furniohed by the Centrallkatd or Direct Taxes. 
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ANNEXURE 14 

Registas recommended for discontinuance 

s. No. Name of the Register Brief reasons for discont•nuance 

1 ______________ 2 _________________________ a ________ __ 

l Daily Stamp Register 

2 Register of irrecoverable demands 

C_onsolidated Stamp AccOlmt prescribed in 
Despatch Register. 

The remarks column in Demand and Collec­
tion Register may indicate !rrccoverable 
demand. 

3 Register of computation of percentage of Grossing up of dividends is not done now. 
profits of companies. · 

4 Annual Number Register 

5 Trial cases Register 

6 Register of Starred Assessee a 

7 Register of Black-listed nssessees 

8 Register of HighDenom:nntion Notes 

9 A'ljustmcnt Collection Book .• 

10 Forward Diary of cases 

!I Register Ufs 23A (Old) 

Informat!on available in I.T.O's Control 
Register. 

Could be combined with Investigation Re­
gister. · 

Stars may be marked in the G.I.R. 

Names io..the G.I.R. may be so markC"d. 

Out of date. 

'!'here is now a separate register prescribed 
for this purpose known as Adjustment 
Register. 

Same purpose now served by Dai1y Fixation 
Register. 

Pro\oision for recording "old Act" cases may 
be. made in the new register prescribed for 
sec. 104 cases. 

l2 R~gisterofcompaniesin respect of which No grossing up of dividends is done now. 
large diviriend warrants n.rc received. 
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ANNEXURE 15 

Statistical Returns recommended for discontinuance 

Serial 
No. 

Name of the statement Periodicity 

1 2 3 

Recovery ofl.T. demand ontstand. Monthly 
ing against the mill-owners of 
Kanpur. 

2 Statement regarding verification of MonthJ;Y 
E.P.T. Deposit Balance. 

3 Statement showing D.E.P.T. Relief Annual 
in respect of U.K. 

4 Statement showing D.E . .P.T. Relief Annual 
in respect of coWltries other than 
U.K. 

5 Statistical return of E.P.T. and Annual 
penalties ohargedfdischargcd col· 
leotedandrepayed. 

6 E.P.T. Optional Deposits and Com· Annual 
jmlsory Deposits under Ordinance 
No. VI of 1943. 

7 Statistical relurn of E.P.T., B.P.T. Annual 
Compulsory Deposits demanded, 
collected and refunded. 

8 Statement showing postwar E.P.T. Annual 
Refunds. 

9 Statement show;ng cases in which Quarterly 
leave preparatory to retirement is 
refused to Class I and Class n 

, officers. 

10 Statement regarding refund of Quarterly 
cancellation charges on unused Air 
Tickets. 

11 Statement regarding freight charges 
for transport by Air. 

Half-yearly 

12 Statement of oases settled U1s 34(IB) .Annual 

13 Statement regarding exemption Uts 
99(1) (iv) of I.T. Act. 

Annual 

14 Statement of Additional amollllt Annu'n) 
payable by Govt. and funding of 
interest in respect of deposits 
made U/s 10 of the Finance Act, 
1942. 

15 Statement.. regal'ding ' European .Annual 
British National Service in India. 

16 Statement rega:rding High Deuomi. Half-yearly 
nation Notes. 

Brief 1 easons for diECor.tiruar ce 

4 

This is not p1 eECJ itc d i11 aJJ the 
charges. C.I.T., U.P. vrhe1e this 
statement is in vogue recommends 
discontinuance. 

All EPT{BPT statements may be 
consolidated and prepared annual­
ly and other statements dis­
continued. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do, 

Not of much use as the number of 
such cases is BIIlal). 

Not of much use. 

Not of much usc. 

Out of date since the section hD$ 
become obsolete. 

Section omitted by Finance Act, 
1965. 

Obsolete. 

Obsolete. 

Out of date. 
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ANNEXURE 15--contd. 

1 2 3 

17 Statomontsb.owinglo"esc.f. Uls72 Annual 

18 Arrear Clearance and Collection Monthly 
Drive. 

19 Control Statistics ofl. T. assessments Monthly 
(advance copies received from lACs) 

20 Report regarding Administrative Half-yearly 
Inspection by I.T.Os. 

21 Stntoment regarding penalty co.ses Monthly 

22 Statement showing infructuous cases Monthly/ 
inoladed in disposals. Quarterly 

23 Statement showing RefundApplica-
tion disposed of 

Monthly 

24 Statement regarding old voluntary Annual 
and quasi.volunta.rydisclosures. 

4 

Not of much use. Required !n­
forllldtion is compiled by the 
Stat.isticia.n from Assessment forms. 

Information available in quarterly 
statement. 

Information available in M.P .R. 

Inspection by I.A.Cs. should be 
made moref.requent. Self-inspec­
tion by ITO does not serve any 
useful purpose. 

Availablein:MPR 

Do. 

Do. 

Out of date 

25 Sta.tement regar~ concealment Half-yearly Statement should be discontinued 
and the officer should be encourag­
ed to send such articles as and 
when they come across any cases. 

of oases-Printing o CBR Balletin. 

26 Statementahowing Refund work and Monthly 
prooeedinga Ufs 104. 

Availablcin M.P.R. 

27 Statement showing Trnn.k calls paid 
from contingencies. 

Quarterly Not of much use. 

28 Statemeot showiD g infructuous oases Quarterly May beprovidcdinM.P.R. 
borne on the G.I.R. 

29 Wa~-wise {Budget) Net Collection 
Statement. 

Monthly May be included in M.P.R. 

30 Statem'3nt of c lHe::tion m1.de U ;s A"l.nua.l This section has been deleted. 
141A(l) from assessee& who are 
eligible for discount of 1%-

31 Statement regarding G.P.F.CiassiV Quarterly The accounts are now maintained 
by Controlling Officers. 

32 R<>vised.statement showing Demand, Quarterly Superfluous. No. major change is 
Collection and B1lance in respect of noticed in the original figures. I.T. 

33 Statement regarding cases in which Monthly AvailablcinM.P.R. 
el!'ect h&s not been given to appe-
llate orders. 

34 Statement regarding levy of interest Annual Consolidated information regarding U /B 139 and 220(2) and interest interest is available in M.P.R. p•yable by Govt. Ufs 243 and 244. 

L,'S200ARC-:3,000-H-ll 68-JIPS 
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ANNEXURE 15-contd. 

2 3 

17 Statomoatsb.owinglossesc.t U/s72 .Annnsl 

18 Arrear Clearance and Collection Monthly 
Drive. 

19 Control Statistics of!. T. assessments Monthly 
(advance copies received from lACs) 

20 Report regarding Administrative Half-yearly 
Inspection by 1.;r.os. 

21 Statement 1·ega.rding penalty oases Monthly 

22 Statement showinginfructuous cases 
inoladed in disposals. 

Monthly/ 
Quarterly 

23 Statement showing Refund Applica-
tion disposed of 

Monthly 

24 Statement regarding old voluntary Annual 
and qua.si-voluntary disclosures. 

4 

Not of much use. Reqmred ;,. 
forllldtion is compiled by the 
Sta.Hsticia.n from Assessment forms. 

Informatioll available in quarterly 
statement. 

Information avaHablc in M.P .R. 

Inspection by I.A.Cs. should be 
made more frequent. Self-inspec­
tion by ITO does not serve any 
useful purpose. 

Availablein:Ml'R 

Do. 

Do. 

Out of date 

25 Statement regarding concealment Half-yearly Statement should be discontinued 
and the officer should be encourag· 
ed to send such articles as and 
when they come across any cases. 

of oases-Printing of CBR Bulletin. 

26 StatementshowingRefundworkand Monthly Availablein M.P.R. 
proceedings U/s 104. 

27 Statement showing Trunk calls paid Quarterly Not of much usc. 
from contingencies. 

28 Statement showiD g infructuous cases Quarterly May beprovidedinM.P.R. 
borne on the G.I.R. 

29 Ward-wise (Budget) Net Collection 
Statement. 

30 Statemeotof c>llectiion m1.de U{s 
141A(l) from assessees who are 
eligible for discouot of 1 %· 

31 Statement regarding G.P.F.CiassiV 

32 Revised.statement sho~ Demand, 
Collect10n and llllance in respect of 
I.T. 

33 Statement regarding ca~cs in which 
effect hss not been given to appe. 
llate orders. 

34 Statement regarding levy of interest 
UJa 139 and 220(2) and interest 
poyable by Govt. U,s 243 and 244. 

L!S200.U\C-:3,000-14-l! 68-JIPS 

Monthly 

A~nuol 

Quarterly 

Quarterly 

Monthly 

Annual 

~lay be included in M.P.R. 

This section hM been de]eted. 

The accounts are now maintained 
by Controlling Officers. 

Superfluous. No. major change is 
noticed in the original figures. 

AvailableinM.P.R. 

Consolidated information regarding 
interest is available in M.P.R. 


