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't'o 

__,_. ,hri Morarji Desai, 
f Finance Minister, 

New Delhi. 

Dear Sir, 

1 have great pll'asure in forwarding herewith the Report of the Direct 
Taxes Admmistration Enquiry Committee appointed by the Government 
of Ind1a under its resolutwn No. 4(59)-58. TPL dated 3rd June, 1958. 

2. It will be seen that one of the members, Shri G. P. Kapadia, has 
submitted a note of di ssent. On going through it, the Commiltee noted 
that in several places, references had been made to evidence, documents 
or infu1 mation whi<:h were obtained by the Committee after givmg an 
assurance tha t thr y would be treated as confidential and would not be 
publ1shed . Tlae Committee considered that the publication of such 
m otL•rial would be a breach of faith and it, therefore, decided that such 
refen:n<.:es should be expunged from the note of d :ssent. The portions so 
expunged from the no le of diS6ent have been indkated by astensks. 

3. Shri Kapadia has appended to his note of dissent a pamphlet on the 
taxation of income on Joint stock companies published by the Indian 
1\lt:Ichants' Chamber, Dombay and a lso a printed letter from the same 
Chamber. The Committee was of the view that as these were printed 
documents, they should not be albwed to form part of the Report. 

4. Since the note of dissent was likely to create a wrong impression 
<tbout the mam Report, the other members of the Comm:ttee wanted to 
add a rejoinder on several points, but on my advice they dropped the 
proposal. I, howevt:·r, feel tr.at I must draw your attention to the follow· 
ing important point raised by them. 

5. Shri Kapadia's interpretation of tht~ terms of reference and t·onse
quently his approach to the t•nquiry, were ciflerent from those of all n e 
other members of the Committee. ln his note of dissent, he has di..,;c usscd 
such topics as the abolition of the Expenditure-tax, the raising of the 
minimum taxable limit, rates and incidence of taxation and has made 
recommendations thereon. As expluined in para. 5 of the Introduction to 
the main Report, all the other members of th~ Committee were of the 
view that such questions were dearly outside the term~> of referenl'e. In 
this connection, I would invite a reference to your letter No. 14-17-FM/58 
dated 19th October 1958. 

• Yours faithfully, 
Sd/· Mahavir Tyagi. 
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. INTRODUCJ'ION 

This. Committee was appointed by the Government of Indi.a in 
. . . , . · pursuance of Resolution _No. 4(59)/58-TPL dated the 
.Appoinnnent _and terms 3rd .June, 1958, . the· n;aiii part of which reads._ a!!_ 

· of reference under;_. 

"The Government of Iti.dia have had under consideration for some· 
time the question of -having an efficient system of direc~
'taxation which will.be sufficiently broadbased .and wilr also 
. be determined according to the· capacity to . pay.. With /a 
vi~w to achieving . this end, ·necessary· legislation has been 
u:ndertaken recently .to impose taxes on. wealth, expenditure 
and. gifts. and the exemption 'limit for payment of income-tax 
has also been reduced. The integration of the tax structure 

·has thu~ been ~:ompleted ·so £arras legislation is con(!erned. 
, . . · • I . I . · 

2. The entire work in connection with the assessment and collection· 
of these taxes has fallen on the Income-tax Department. This 

· Department. was organised for the_ assessment and collection 
·of· income-tax oiily .. In recent yeats, it has been expanded 
to take on the new burdens· but it is necessary to ensure that 
the- ·administrative .organisation: and procedure are such as 
would· secure the basic objectives of the present ·taxation 
policy, It· is · equally impo~ailt that' the ·admin~strative 
m·achinery should be· effective in checking evasion of taxes 
.and function· without giving imy scope for public complaint." 

2. The. Committee· consist of:~: , . 

Chairman 

Sbri Mabavir Tyagi, M.P. 

Members 

· Shri Rajendra 'Pratap Sinha, M.P. 
· Shri B.·M. Gupte, formerly a Member· of Parliament. 

Shri G. P. Kapadia, 'formerly President, Indian Merchants' Chamber, 
. · . Bombay: . · · . . . . , . . . . 
Shri K. S. Sundara ·RaJim, Member, Central Board of Reyenue; 

. . . 
Secretary 

Sfuoi F. ·H. Vallibhoy, Commissioner of Income-tax. 

3. The terms of reference to' the Committee were:·-

"To advise Go~ernment ·on the administrative! org~isation· and 
· procedures necessary for implementi):lg the integratec;l scheme · 
of direct taxation with due !'egard to. the neeP, for eliminating 
tax evasion. and avoiding· inconvenience· to the assessees". 

• i 

. ..4. Even in the lniti~l stages of our ~nquiry. we felt that· it. would be . 
neceS&ary to suggest modifications· in the .substantive provistons of the. 
var.ious direct taxes Acts for sectiring the objectives- set before us.· On 
a specific. reference niade by us, the Government clarified that the terms 
410 C.B.R. 
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of reference permitted the Colrimittee to suggest changes in the substantive 
proVisions of the statutes so_ far as they related to the administration, 
organisation and machinery necessary for implementing the scheme of 
direct taxes. Copies of the letters exchanged between the Chairman and 
the Finance Minister, ~n this connection, are given as Appendix: I to this 
Report. -

5. During the course of our enquiry, representations were made to us 
by' many -witl1 regard to matters like the optimum rate of. tax that could 
be levied and other questions relating to the incidence. of taxation,_raising 
of the. exemption limit for income-tax, the rationale of a tax on expendi
ture, scope for integrating· gift-tax with estate duty and the bringing into 
the tax orbit of the Central Government, income from agriculture. We 
have. refrained £rom giving our opinion on them because they are all · 
matters which have· a bearing on the general taxation policy -or the 
Government and as such fall clearlv outside our termsrof reference. We 
have, therefore, confined our attention, in the.main, to the organisational 
and procedural matters and wherever we have suggested ·changes in the 
substantive provisions, they represent modifications which, in our opinion, 
have a direct bearing on the question of eliminatiQn of "tax evasion or 
avoiding inconvenience to taxpayers. . 

6. Under' the Resolution 'oi appoin~ent we ,.;ere required to submit 
our Report befopa 31st March, 1959. However, we 

·ouration _of the have had to approach , the Government' for extension 
! ., enqu~ry of time. We had . originally fixed 31st of October, 

1958 as the date by which replies to the questionnaire· should be submitted' 
but, in view ·of the nuinero~ requests persistently made for extension 
of the date; it bec:;une nec·essary to wait for a further period of time to 
get all the replies. Some time had also. to be spent on the recording of 
evidence. Thus, the firs.t ten months had .been utilised wholly for the 
collection of memoranda and the written and oral evidence, . As the pace 
of enquiry progressed, it became. apparent that the sifting· of the evidence 
collected, the detailed discussion and. formulation of decisions on the 
various controversial problems· and the drafting of the ·Report would take· 
more time than anticipated and we had, therefore, to request for extension 
of time. We are grateful to the Government for agreeing to extend time 
upto 30th November, 1959. · 

' 

7. There had been a number of important enquiries with regard to 
the income-.tax administration in India, previously. 

Backgro';lild of Of the previous enquiries mention may be made, in 
enqwry particular, of those conducted by:- · 

' (1) the Income-t;1x Enquiry Committee (1936), 
(2) the Income-tax Investigation Commission (1948), and 
(3) the Taxation Enquiry Commission (1954). ' · 

Their reports were of considerable advantage to us. 

8. The need for the present enquirY has been succinctly explained in 
the Resolution of appointment itself .. We were assigned the task of 
suggesting the administrative organisation and procedures necessary for 
the achievement of the twin. objectives of eliinination of tax evasion and· 
avoidance of inconvenience to assessees. 'At first sight, these two 
objectives might appeat t_o be directly opposed to each other inasmuch 
as no effective checking of tax evasion is possible without making detailed 

· enquiries some of which at least are bound to cause inconvenience to the 
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. assessees. But the success of any tax adniinistration ultimately depends 
on the degree to which it is able to achieve both the objectives. The 
manner in which a tax administration secures the' legi~imate dues of the 
State by eliminating evasion on the one hand and avoiding harassment 
to assessees on the other determines its true quality and efficiency. 

9. At the beginning of our enquiry, we felt that ft would be useful to 
. . . · elicit the views and suggestions from the public with 

. Procedure of enquiry · regard to particular problems which they wanted us 
. to consider in detail provided they were relevant for 

the pJlrposes of our enquiry and fell within our terms of reference. With 
'this end in view, we issued a press note on 18th June, 1958 inviting a 
general statement of views from .individuals and organisations on the 

~ various matters. The memoranda· submitted in response to the 
q-uestionnaire,. helped us greatly by highlighting the various· problems 

,-'arising in the adfi'l.inistration of the direct taxes. Altogether, 380 persons 
responded to our press note and their names appear in Appendix II to this 
Report. Our questionnaire was published on 30th August, 1958. It was 
divided into 9 parts viz., administration, assessments, refunds, appeals, 
collection and recovery of taxes, tax evasion, public rel~J.tions, integrated 
tax structure and general and contained· 112 questions. Copies of the 
questionnaire were sent to a large number of individuals, both official 
and non-official and Members .of Parliament, .trade organisations, other 
associations, universities and public libraries, They were sent to persons 
both in India and abroad. A supplementary questionnaire consisting of 
32 questions on specific issues was also issued. to the Central Board .of 
Revenue, officers of the Department and staff associations .. Altogether, 
9,931 copies of tlie questionnaire and· 1,282 copies of the supplementary 
questionnaire were issued. In all, 535 individuals and organisations sent 
replies to the questionnaire. Besides, we also received informative notes 
on particular points, relating to the problems covered hy our enquiry, from 
individuals as well as organisations. Copies of the questionnaire, the 
supplementary questionnaire as well as the list of per.:;ons from whom 
replies and notes were· received appear as Appendices III and IV to the 
Report. We also addressed an additional questionnaire to the Central 
Board of Revenue containing 45 questions for eliciting detailed statistical 
information on particular points ·and the information so gathered has 
b~en utilised in the vilrious chapters of our Report. . . · 

10. We held meetings from time to time, in all for 105 days, including 
;-. 36 days spent in the. recording of oral evidence between December 1958 

and April 1959. We visited a number of places for the recording of evi
dence. In the course of such visits, we met representatives of the State· 
Governments including Chief. Ministers, Finance and Revenue Ministers 

. and their senior officers as well as the representatives of all the leading 
·Chambers of Commerce, trade and otlier associations. We also met a 
number of persons witl;l special knowledge and exp.erience of taxation 
including Members of Parliament, leading Advocates and Char,j;ered 
Accountants, eminent Economists, ·senior officers of the Central Govern
ment including many from the Department. Tl:e tour was also 

. utilised for holding informaf discussions.· with Chambers of Commerce 
and other organisations as well as the officers of the Department, studying 
the actual working of income-tax offices ·and visiting the . 'centres of 
training for the Central Government officers. The list of persons who 
gave oral evidence appears as Appendix V to this Report . 

· 11. While on a private, visit to U. K., Shri R. P. Sinha, one of our 
members, had discussions with the senior officials of the Board of Inland 



Revenue on the methods, procedures and problems relating to the 
administration of direct taxes in that' country. The information obtained 
by him has ·been .very useful to us for the purposes of this Report. 

12. Our· Report is divided into 9 Cl).apten;. In the first chapter, we 
· have discussed in brief the evol)ltion, of the integrated 

Plan of the Report structure of direct taXation anc:i. made general observa-
.. tions on certain·matters which attracted our attention. 

We have divided our· discussion on· problems relating to ·assessments into 
two parts. In Chapter 2 which consmtutes the first part, we have dealt 
mainly with procedural matters. In the second• part, which appears as 
Chapter 3, we have.dealt·iri detail with specific problems like taxation of 

· income, or, wealth accruing abroad which cannot be remitted into the 
country, depre~iation allowances and development rebates, 'allowal).ce of 
bad debts, levy of ta:i on the undistributed profits of companies, regiStra
tion of firms, re-opening of assessments, taxation of non-resident on the:" 
basis of business connection and the problems in valuation of assets 
arising Uiider the different direct taxes Acts ... In Chapter 4, we have dealt 
with appeals and revlSlons. We have.examined the suggestions ml!de to 
us with regard to the personnel, methods and procedu"res of work, appeal 
rights as wen as certain specific problems and given our recommendations . 
with regard to ,ea:ch of them. In Chapter 5 :which deals with collection 
and recovery of tax, we have commented on the arrear position and also 
made suggestions ,for .-±he improvement on the present system of effecting 

· collection and recovery both through changes in law and otherwise. 111. 
Chapter 6, we· have dealt with r.efunds. Though, generally speaking._ all 
our recommendations have· been made bearing· in mind the need for 
eliminating tax evasion and minimising incot1veniei1ce to the assessees, 
we ·have devoted one chapter-Chapter 7-exdusively for a discussion of: ' 
special measures necessary for checking tax evasion and avoidance. In 
Chapter. 8, we have· critically· examined the present administrative set 
up. and made' recommendations for improving 'it in many respects. In 
Chapter 9, which is the last chapter, we have dealt with the problem. 
of public re!atwns. ' · 

13. We desire to record our deep sense of appreciation and gratitude 
.to all the individuals; Associations, Chambers of Commerce. and other 

Acknowledgments · Organisations ·who have renderea us valuable 
. assistance by tendering written and oral evidence as-

. well as providmg opportunities for our meeting them for informal dis
C)lssions. Our special thanks are due to the Members of the Lok Sabha 
and :the Rajya Sabha who found it convenient to attend. before us and 

· give their views on many an intricate problem. To. the State Govel;Il-· 
ments and their officials, we wish to express our gratitude for the help 
rendered ii! many ways; including arrangements for our stay.· We. are· 
grateful to the Central Board of Revenue for the -facilities afforded .to us. 
and.- the information furnished from time to time. We are indebted' tO' 
Prof. Nichol~s Kaldor who, while on his way to Ceylon, fc)und it possible. 
to break h1S JOurn~y to m·eet us and to give u~ the benefit of his knowledge. 
We express our smcere thanks to the Board of Inland Revenue and in 
p~rticular,_to Mr. Ernest Roy Brookes, for the assistance given-to Shri R. P. 
Sinha durmg the course of his visit' to· U.K. To the· Commissioners of
Income-tax, the officers and the -staff of the Income-tax· Department, we_ 

. are thankful for their full co-op,eration and the as:;;istance rendered to us. . . - - . . - . . 
14. yve are deeply in(iebted to the-Secretary, Officers and Staff'of the 

1 Committee for the· comPetent and entlrt~sia:stic manner in which they. 
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discharged their respective dutie_s_, . Our .Secretary, Shri F. H. Vallibhoy, 
rendered us invaluable assistance at all stages of the enquiry by bringing 
to beat on the work not merely his wide knowledge and expedenc.e of 
direct taxes administration, law and procedures, but also by. a high degree. 
<lf administrative and organising efficiency. In particular, the systematic 

·.arrangements· rriade for the recording of evidence and minutes; the' pre
parption and circulation. of notes and other ·paper:~ left nothing to be 
desired. The Officers .on Special Duty, Sarvashri R. S. Mani, D. N. 
Chaudhri, L. R. -I ain and C. Bala!tnshnan were of , great help to . us in 
elucidating the numerous problems'that arose from time to time during 
the course of our enquiry. We are grateful to them and to the staff for 
their untiring zeal and the extremely arduous labours .put in. . · 



CHAPTER 1 

GENEI,!AL 

'!'he system of direct taxation 1s nllt new t() India. There are references · 
. both in Manusmriti and Arthasastra to various taxes. Thus,· the State's 

share of the income from the land was fixed in normal 
Evolution of the inte- times bet:ween l/12th and 1/6th depending upon the 
gzated tax structure quality of the soil and the amount of labour expended 

. ' on cultivation. In Kautilya's Arthasastra, mention is 
made ot a large number· of sources of revenue like profits from crown 
lands (Sita), portion of profits payable to the government (Bhaga), 

~ligio"us taxes (Bali), taxes paid in money (Kara), road cess etc. (Vartani), 
capital (Mula), premia (Vyaji), · and fixed fines (Atyaya) .. Reading 
through his exhaustive and penetrat~ve discussions on how a King should 
avoid keeping his subjects waiting unnecessarily for audience, or the fo~ 
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 remissions of tax on emergent 
occasions, or the way in which the validity of accounts and the truth 
regarding income, wealth or expenditure of the citizens should be ascer
tained by agents who would go around and make discreet enquiries, a 
modem reader can easily persuade himself to believe that the discussion 
is' of the present day prpblems. 

L2. Before the advent of the· British rule, apart from land revenue, 
there were different types qf ilirect taxes in tl:e different'regions of India. 
But it was. land revenue which dpminated the scene. The British conti
nued most of these levies for sometime but gave them up progressively. 
For a period, with the exception of land revenue, there were no other 

· direct taxes in the cotintry. 

1.3. Income~tax was introduced for the first time in 1860, but it was only 
in 1886 that it became a permapent fe;tture of the Indian tax system. The 
Act of 1886 continued until 1918 with a ·number of amendments, the 
impo:rtant changes effected during the period being the introduction of 
the principle of graduation in income-tax in 1916 and of Super Tax in 1917. 
ht 1918, a new Income-tax Act was passed repealing all previous Acts. 
'!'his Act remained in force upto 1922 when owing to the reforms brought 
about by the Government of India. Act, 1919, which made income-tax 
a Central subject, a new Act (Act XI of 1922) was passed. This Act has 
continued to ·be basis of the Indian Income-tax system down, .to the. 
present day though it has been amended considerably since 1922--notably 

. by the Amendment Act of 1939._ With the ,t;ransfer of land revenue to 
.the Provinces, income-tax was the only direct tax levied by the Central 
Government continuously until 1953 when est_ate duty was introduced. 
With the enactment of the Wealth-tax and Expenditure-tax Acts in 1957 
and the Gift-tax Act -~ 1958, the present integrated structure o! direct 
taxation came into bein'g. · 

1.4. At present, 1the direct . taxes levied by the Central Government 
are all administered imder separate statutes. Though 

Integrated Tax Code the . Acts differ' fundamentally from each other as 
regards the base of tax, the rates of levy etc.., a good 

d'eal of uniformity in the procedures relating to matters like assessments, 
appeals and collections already exists. It was suggested to us that it 
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would add considerably to the convenience _oi both. tl_le Administration · 
and the· taxpaying public; if these statut.es are a~rmstered· under· one 
common code. However, ·we feel ·that unt~l su~h t~me as the D~partment 
and the taxpaying public gain sufflcjerr,t. ~xpenence of the work~ng of the 
existing statutes, the. present po~ition may be allowed to contmue. 
. ·, '· 

1.5. ft .was suggested to us that in th.e place. of the ,present system of 
, 1 . · · · .'having. different returns m which assessees are 
, Co;,prehensive rettirn required to .declare their 

1 
income, wealth, ~xpenditure' 

· . and ,gi~t f~r :tax _purposes there sh?uld b~ one com-
prehensive return. In our , op~17:wn, ~t is "~:tOt wortliwh~le, to ~n~rod1LCe a . 
system of assessment on the bams of such a comp.re_hen~~ve return because 
the liability under the different Acts does not anse m· all cases. 1:ven 
with regard to cases of izssessees who are liable to more than one· tax no· 
additional benefit might .aCcrue merely from the .introduction of a. com;.::, 
prehensive return. ·We feel that· the purpose . would be served 1f the 
asses~ments of persons liable under the di!ferent direct taxes Acts are, as 
far as possible, completed simultaneously. Such a. procedure would add 
to the convenience. of the taxpaying public. At ·the same time, it would 
help the Department in utilising the self-checking character of the 
i?formation available i~ the various returns and statements. 

i.6: It was also pointed out 'tliat difficulties·had .been experienced under 
D . . . the existing system because of the different designa-
. esignauons · · tions given to the assessing authorities. · At present, 

the direct taxes levied by the Central Government are all administered 
· by the ·Income-tax Department. The Income-tax Officer, who is the 

I as~essing officer under all the direct taxes Acts, has to sign his ·orders as' 
· Wealth-tax Officer, Expenditure-tax Officer or Gift-tax Officer, as the case 

may be; . Similarly, 'the. Inspectihg AsSistant Commissioner .of Income-tax 
or· the Appellate $ssistant · Comniis6ioner of Incomectax or the Com
missioner of- Income-tax,, while passing statutory orders under the other 
direct taxes· Acts, lias to sign,· them as. Inspectmg Assistant Commissioner· 
of Wealth-tax, 'Inspecting· Assistant Commissioner. o£ .:Expenditure-tax,, 
Inspecting Assistant Commissioner of Gift-tax, or Appellate Assistant 
Commissi,oner of Wealth-tax; ... Appellate ·Assistant Commissioner of 
Expend~t)ll'e-tax,.Appe}late. Assistant, Commissioner, of Gift-taxi or Com-· 
rt1issi_oner of, Wealtl;l-tax, Gommissioner of·Expendituie-tax, Commissioner 
of G1ft-ta~; MJhe case may be. AlL these-cause· a good deal of confusion. 
ir.-, t)le m~?s of, the publi<; ... ·We feel that the l!doption·. of a· .common 
designation, for the authotities· administering.-the Acts· will help to avoid' 
this difficulty.. We, therefoTfl; suggest that the designation· of the• assessing· 
officers under al!the direct. taxes Acts may be changed. tp·'Direct' Taxes• 
Officers'·and.the desigruztion of the other authorities-to Appellate-Assistant 
C~Thmissioner; of Direct 7:ax~s,. Inspecting Assistant· Commissioner· of' 
Direct .Taxes,, CQmmission~r.•of Dir.ect: Taxes, and· D.irect· Taxes Appeltate· 
Tiibu'nal. It is .also necessary ·to change· the· desigruztion of- the Income-tax: 
D,~part7nent: into *e.-'Dir;e.ct Taxes. Department'. ' · 

• . • .r . , . : . 

. 1.7.-At tpis.st~ge, we .. eonsider it necessary-to make a·few general' 
observations on certain fea~ures of the Ad~inistration whieh came to our 

,notice fu the course of our enquiry.· _ · 

1.8. A f~ature which· attract~d · our· attention· was \hat changes· were 
being effected in the.tax laws rather too frequently. 

. In recent y.ears,. there. have been numerous changes in 
the tax base, the· rates of tax as well as methods of 

as~essment. These changes are· effected either· with a· view'to varying . . ' 

Changes in law 
. . ' . . .· 
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·:the incidence of taxation or to rectify laqunae in the tax laws, Yet we 
:Consider tha't. if such frequent changes. were not effected i~ the tax laws, 
-lt would add to tl:e efficiency of th.e Administra~i01;1. As the officers have 
to spend considerable' time in keeping themselves . upto-date with the· . 

-changes in the law, it interferes with their normal duties, Wl:en the law 
is modified. too frequently, the officers also find it difficult td rernE1mber 
which specific provision was applicable for a particular year-. Therefore, 
jrequent changes in the statutes should be avoided. 

' ' ' 

. : 1.9. Another suggestion we have to make in thfs context 'is with regard 
to th'e present method· o~ effecting changes in the tax laws through. the 
;'inance Acts. '-We eire· of opiniOn that aU the· substantial changes in the 
Iaw should be effected, as jar as possible, through specific amending ·Acts 
-which- would provide opportunities for. . detailed consideration by the 

:.>.Parliament.. · 

l.iO. A suggestion which was made to us .by almost all the witnesses 
· was with regard ·to. the need for .simplification of the 

s;mplification oi taxing statutes. This· is a demand which ·had' been 
. statutes. ' pressed before every committee, ilot only in India but 

.also abroad, The task is in no. way an easy one as it is not possible to . 
. -draft statutes in a simple language and •:comprehensive enough to cover 
the vast multitude of economic pursuits of the tax payers. B,ut there is 
-no doubt, that if changes in statutes are reduced to the barest minimum 
.and the provisions are arranfled more logically· and· expressed in clearer 
language, much of the existing ambiguity would disaoppeo,r. We find that 

· the Law Commission has prepared a- redraft of the Income-tax-Act, .largely 
iulfilling. these reqairements. · · · · 

1.11. During the course of our _enquiries we gained the :feeling that 
· · though the taxpayers were aware of the .problem .of tax' 

Attitude .of the · evasion and avoidance ip. a general way, their attitude 
public towards it ·. was one bordering on Indifference. A . 

-9reat deal of .effort, therefore, seems ta be required on the part of the 
public men and leaders of society to arouse public conscience in this 
-Tespect and bring about a healthy outlook and create a proper climate of 
opinion. We have discussed this aspect of the problem in detail in the 
•Chapter on Evasion and Avoidance. Much depends also .upon the main-
. tenance 'of good public relations by the Administration and w;e have 
.stressed its importance throughout ·our Report. · 

'\ - . . 
1.12: The extent" of mutual distrust which seems to eXist between the 

·Administration and the taxpayers has caused us great 
Mutual distrust concern. We consider that unless the assessees' faith 

·in the efficiency, impartiality and sense of justice of · 
the administration is restored, no amount of legislation by itself would 
-improve the present state of affairs. The' Department should, at all times, , 
-display an. intelligent and sympathetic concern with the problems. of t~ · 
.assessees. This requires that the assessees' tiliderstanding of particular 
tax measures should be improved, the inconvenience caus~d to them 
minimisea and their· complaints enquired into more promptly and 
:sympathetically . than· at present. While the taxpayers have, their 
TE*'ponsibilities in this regard, the manner in_ which they are disch;arged 
-depends, to a . great extent, Oil the treatment which assessees receive at 
the hands of the authorities.· · 



1.13. Another aspect to which we desire to draw particul~ attention 
is- the need for a larger degree of co-operation between the various 

_ governmental agencies at the Centre and the States. 
Co-operation between The Income-tax Department of the Central Govern-' 

the Central & State ment and the Sales Tax Departments of the State 
Governments Governn:l.ents', for ·example, can be of great help to 

each other through a systematic exchange of informa
tion relevant to the assessments by either authorities. We are dealing 
with this aspect in greater detail in the Chapter on Evasion and Avoidance • 

. · 1.14. In addition to serving the primary purpose of providing sufficient 
Co cl sion revenues to the State; taxe6 have come to be recognised 

n u _ as an instrument through , _which the social -and. · 
economic objectives of a welfare State could pe achil'!,v.ed. They are 
utilised now for providing incentives for larger earnings and more savingst,_ 
fostering industrial development by selective concessions, restraining 
ostentatious expenditure, checking inflationary pressures .and achieving 

. social objectives like reduction .of inequalities and enlargement of 
opportuiliti~s to the common man. The extent to which these objective!> _ 
are secured depends largely upon the degree of efficiency attained in the 
administration of the taxes. The efficiency of administration becomes 
all the more important in the context of the economic development which 
is taking place in the country as a result of the Plans. While taxation 
provides the resources for the Plans, taxes themselves are, in -turn, 
influenced by the results flowing from the Plans. The improvements in 
the economy of the country will be reflected increasingly, in the coming 
years; in the total amount of income and the value of assets that would 
come up for taxation. There will also be a substantial increase in the 
total number of taxpa:rers. In such circumstances, it is essential that 
proper measures should be_ taken, well _in advance, to_ enable the State 

, to secu>re its due amount of taxes. The administration of taxes has to be 
so geared that the State is able to collect the taxes in full without causing 
-any '!Lndue i~convenience, to the assessees. Our recommendations which 
follow in the subsequent chapters are aimed at ac~ieving the6e ends. 



CHAPTER 2 

ASSESSIVIENT5-I 

PROCEDURES 

INTRODUCTORY 

· 2.1. Assessment represents the first stage in the administration of a 
taxing statute when the taxpayers come into ·direct contact. with the 
Department The term 'assessment' refers to the computation ef income, 

· wealth, expenditure, gift or estate for tax purposes as well as tl:e determi
nation of the amount of tax payable. For the success of the Administra-· 
tion, it is essential that the assessments made are just and fair and that 
they are completed without avoidable delay. Any laxity, in either the 
standards of fairness. or the speed with which the assessments are· com
pleted, could lead to difficulties for both the assessees and the nepartment. 
Not only do timely· and just assessments contribute to good .public re
-latrons, ·but they also enable prompt co"llection of the taxes levied and 
minimise the chances of ·evasion. We examine, in this. Chapter, 'the 
various modifications that are necessary in the ·prqcedures c;>f assessments. 
to secure both these objectives. ' . . · 

TOTAL QUANTUM AND ARREARS OF ASSESSMENTS 

2.2. From the statistics furnished to us by the Central Board of Revenue,. 
we find that a large number of arrear assessments are carried over from 
y€ar to year. It is these arrear assessments which are responsible for the 
growing arrears of taxes and the consequent criticism of the Department. 
We analyse in the following paragraphs the total quantum of assessment 
work under the various direct taxes Acts, with special reference to arrear 
cases. 

2.3. The figures of income-tax assessments for disposal and those com-
pleted during each of the last five..years are given in table I. · · 

· Table-t Progress of disposal of !ncome"tax assessmmts. 

Financial year 
No. of assess- · No. of assessments completed 
ments for · 
disposal Out of· Out. of Total 

current arrears 

I 2 3 4 s 

No. of ass
essments 

pendiQg at 
the end of 

the year 

6 

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

1954-55 • 

l9S5-56 

1956-57 . 

1957-58 

1958-59 

.. 
.. . . 

IS,S2,93I 

I4,S2,96o 

13,98,954 

14..43.997 

.rs,B7,228 

6,04,241 3.39,212 

· 4,81,194 4,Q9,934 

5,27,108 3;96,157 

5,83,59i> 4,19,161 

7,04,775 4,26,581 

9A3>4S3 6,09,478 
(6o·7%) I 
8,91,128 

(63·2%) 
5·39,832 

9,23,265· 
(65"2%) 

4·75,689 

I0,02,7SI 
(69·4%) 

4~1,246 

II,31,356 
(71•2%) 

4·55.872 ' 

[Figures shown in brackets in Col •. 5 represent percentage of cases dispesed of to total number 
of assessments for disposal.] · · · 

It woUld be ohi:erved from the above table that the number of assessments . 
completed dw;ing any of these years, expressed as a percentage of the 

5 
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total mimber of assessments for disposal; has been continuously on the 
increase. and, in ·consequence there lJ.g.s .been a gradual reduction in the 
number of arrea'r assessments carried over from one year to ·another . 
except during ~958-59 when there is a slight· increase. Still the number 
of arrear ·assessments is very large and it represents about. six months' · 
.work-load at' the 'present.·tate· of• disposal. It would also be noticed tha.t . 

'the number of assessments for·<:lisposa:l ·has' showri 11 tendency towards 
increase specially marked since 1957:58. · This is pre&nmably because- of 
loWering of the minimum- taxable· limit and increased surveys-internal 
as well as externaL . This incr.ease is 'likely. to continue in -the future as 
well: Even though the number of assessments disposed 'of during 1958-59 
was the maximum during this entire period, therE1 is also an increase in 
the number of as.sessments pending disposal at the end of that year, as 
compared to _the immediately p~ecediiig·one, Unless immediate steps ar~ 
taken · for a more substantial improvement · in the rate of disposal, the 
number of assessments rem~;~inmg pending at the end of any year wCralt;l 
tend to increase; · · ' . · · · · · · · · · · · · · 

. 204. A filrthet analysis of the assessments disposed _of during the yeru: 
and those· remaining pending at the end ·of the year according to the 
categories of cases, has· been made for the·last five years, The relevant 
analysis is shown in Table 20 · 

Table 2o' Analysis of disposed of ami ~etiding assessments auording to categories ·of income.· 
' . . -. ' 

·Cases · Cases Cases Cases Cases 
with' •with with with not 
·busi-. busi- busi- busi- coveted 

ness . ness .ness· ness by the 
Year · income income income income other 

exceed- above above upto Rso ' categor-
ing lYJo -Rs .. 1oooo Rs. 5000 5oo6& ies, ·. · 

25000. but not but not . non- largely .. 
'(Cate- exceed--·.· eXCeed- business saiary 
gO>}'-I) _ing Rs. •. ing Rs. .cases cases 

25000 10000 (exclud- (Cate-
(Cate- (Cate- ing sal- . gory-V) 

gory-II) · gocy-IU) . ary) with 
,l.JlCOIDC 
above · 

.taxable 
limit. 

(Cate~ 
gory-IV) 

·1954-55. 'D. 69002 II3031 169121 153673 438626 

P. 53016 69293 ;r10472 171278 205419 • 
cr955-56 ·o 

""'"--
" . 686g2 122268 1_8#3o 

0 

. 177654 338084 

.P• '. 50B72 66647 
' 

99603 135399 1873II 

-t9s6-s1 · . ' ' 
D, 69073 129292 194398 175331 355171 

P. 46382 58641 8.P59' 'II4892 171515 --
1957-58' D 76864 1~928 2172i9 209606 . 356134 

.,.. : ..:u ' p 40100. ' 53271' 82229 1o8oo5 1 157637 

'1958-59 D 79948' 15542i 25II1S 262578 382i94 
.p 38553. 52832 82574 II4Z09 167704. . . ' ~ 

NoTE : D. represents the number of cases disposed of during the year. · 
P. represen~ the number of cases pending. at the end of the'year. 

Total 

943453' 

0 6o9478· • 

891rz8' 

.539832' 
• -0 

-923265 

47s6s9 
·- .. 

1002751 

<\41246 

. 11,3i356 

455872. 



The table shows that the bulk o:Uhe dispo~al is accou11ted for by com., 
paratively lower income ca~es which do -not yield much revenue and 
involve less difficulties ana complications. It also shows that the pace 
of disposal in .the Category--I cases, in which the business income content 
is in ·excess of -Rs. 25,000, is proportionately_ lower, although these cases 
centribute the bulk of the revenue. This is perhaps due to the fact that 
these cases involve considerable investigational work which has to be 
carried over a period of time. We feel that so long as the modes and 
procedures for assessments of various types and categories of cases remain 
the same, the tendency to take· up easier work earlier will persist. · It 
.-would further be observed from the above 'table that the n'umber of cases 
in the 'lower groups lias lately registered a consid~rable increase 'in ·the 
later years due, no doubt, to the lowering of taxable limit from Rs.,4,200' 
toRs. 3,000. -We are of the view tha.t no_real headway could be made in-

, the clearance of -arrear assessments, particularly those of'higher. category 
l!~s, unless the modes and methods of . assessment are·· substantially 
modified. 

2.5.- The position regarding estate duty cases is summed up 'in the 
follow!ng table. -

0 ' 

Table 3.-Progr,ess of disposa_"': in estate duty assess~ents. 

Financial year - 1954-55 1955cs6 !956-57 · i:95~-58 1958-59-

(a) No. of case~ for disposal 3,527 . 6,822 - 10,074 II,065 10,77'1 

(b) .No. disposed of 1,<186 3,315, ' 6,235 8,185 7,66~ 

(c) No: pending at the end of the year. 2,041. 3,507 3,839 2;88o 3,II5 
' / 

The pendency' :in these cases represents some five months' workload. 
When the Estate Duty (Amendment) Act, 1958 is brought into force and 
the minimum dutiable limit· of· the estate is reduced from Rs. one lakh 
to. Rs. 50,000, there will be a large increase in the number of small 'estate 
duty c,ases, , -· · · · · . 

2.6. The position 'regardi,ng Wealth-tax assessments may be seeii from 
the following table. · - · 

T{lble. 4.-Progress of · d~posal of · Wealth~ tali assessments. 

Financial year ' 1957-{8 1958-59 

! ', 

-(a) No. of cases tor disposal 37.906 56,667 

(b) No. disposed of 19,190 44>077 

(c) No. pending at the end of the year 18,716 12,590 

~-

In the first yea>, the disposal_ was low because, beside being a new tax, 
the Act itself was passed during the middle of the year. ·The ;;econdyear 
shows an improvement. ' -
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2.7. The Gift-tax and the Expenditure-tax Acts came into force ?nly in 
1958-59. The figures of disposal of assessments under these Acts, itl that 
year, are given below:- · _ 

· Table· 5.-. Progrf!ss of disposal of Gift-tax -and Expenditurf!- · 
. - tax assf!ssmf!nts · _ 

(a) No. of casesfor disposal •. 

(b) No. disposed of 

(") No. of pending at the end of the year 

. 

-.. 

Gift-tax 

(1958-59) 

7·039 

4,778 

2,261 . 

Expendi-
rure-tax 

(1958-591 

7>774 

5,761 ,. 
2,006 

--
Considering that this was the first year of administrati~n qf these two 
new taxes, the dispos~l qf assessments has not been ·unsatisfactory. 

2.8. The preceding paragrapbs give an idea of the present volume ~f 
the assessment work. under the. various direct taxes Acts, and the extent 
to which tl:e Department has been able· to cope up with it. · Althougl). it 
has. been· making determined efforts to reduce the pendency of assess--, 
ments, much still remains to be done, because with even a slight relenting 
of efforts the arrears will again start mounting. So far as we can 
visualise there will be a . continuous increase in the· workload of the 
Dep¢ment in the coming years due. to numerous factors, such as increas
ing level of develop!Ilental expenditure, ·the lowering of taxable limits 
both for income-tax and estate duty and- i,ntensificatioil. of the survey work. ' 
Theugh it is nof possible to estimate, with any high degree of accuracy, 
the extent of the likely increase,. according . to a rough estimate given 
to us by the Central Board of Revenue, the number of income-tax 
assessees is liKely to increase from 9,83,277 as on 1st April, 1959 to about 
12 lakhs in a period of five years from then.. It is imperative, therefore, , 
that the Department should constantly bring to bear a sense of urgency 
·on the ·question of disposal of assessments and, in. particular; the liquida
tion of arrears. Its endeavour should be to complete all assessments, as 
far as possible, in the assessment year itself and, save in exceptional 
.cases, no assessment should remain pending for more than two years. 

MEASURES FOR EXPEDITING DISPOSAL 

. _2.9. W,e now proceed to examine th: various fa~tors which cause delay 
m the disposal of assessments· and discuss. measures for securing their 
speedy c'ompletion. · 

2.10.· Delay in the filing of ret~ under the Income-tax Act is one- of 
the most important Cl!Uses of arrears of assessments as 

Delay iii. the filing of well as arrears of taxes. We note that the existing 
. re~. provisions in the Income-tax Act relating to the is8ue 

· of statutory notices for the filing of returns, the 
absence of any. automatic statutory time-limit therefor and the free use 
of discretionary powers in granting extensions of time are largely 
responsible for these delays. Quite a number of assessees do not file their 
returns for a considerable period merely by applying repeatedly for 
extensions- of time on one petext or another. The solution to this problem 
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would be to spec1fy, in the Income-tax Act itself, a definite date by which 
the· assessees should be reqwred to file their returns, as is now obtaining 
IUllder the other direct taxes Acts. '!'he position is, however, complicated 
by the fact. that the assessees follow different accounting YElars as 'previous 
years~. · There are more than, a dozen of such accoUJ!ting years in vogue 
in different parts of the country and,. as assessees attach considerable 
importance and even sanctity .to their respective accounting .years, it is 
not possible to insist on a c:ommon accounting year for all assessees. 
Further, to require all asse~ees having different accounting years to file 
the ·returns by a particular date would not be equitable because the . 
.assessees having ·the financial year as their accounting year would get 
much less time t)lan those following the Samvat year or Diwali year. 
We are aware that, in business cases , some time has necessarily .to be 
'allowed for the closing of the accolints, the preparation of trading and 
profit and loss accounts and balance sheets as well as for the audit of 
accounts in the case of companies. Bat, even, so, we do net s_ee why a 

. :statutory date should not be fixed by which the returns should be required 
to be filed. We therefore, recommend that assessees having income from 
ousiness, professiOn or vocation .shbuld be statutoriLy required to file their· 
returns of income within four months after the close of accounting year 
.or by 30th June following that yea,r whichever is late:r. For all oTher 
o(l.Ssessees the last date for the filing of returns should be. 30th June,. re
gardless of their accounting year. In doing so, the Department would be 

·adopting a practice which is in force in several other countries inc1uding 
Canada and U.S.A, 1 

2.11. The ·time-limit that we have proposed should be stifficient in the 
·vast majority of cases, though. there cou;fd be some exceptional cases 
where, due. to unavoidable reasons, it may not be possible for assessees 
to file returns withiri the prescribed, time.. We, therefore, suggest that 
the discretion of assessing officers to grant, ;in suitable cases, ex~ension 
.of time for filing of returns should continue. In cases _where .the 
.accounting peripd for business, profession or vocation ends after . 31st · 
December, the assessing officer should be empowered. to grant suitable 

· extensions of tim~: on his own upto a date not exceeding beyond, a period 
of six- months from the end af the accounting year . . In any other case, 
-extension should be granted by him only after obtaining the previous 
permission of the Commissioner of Income-tax and on conditions which 

. might include the furnishing of adequate security for the tax due. 
Assessees should be required to apply for extension of time in a prescribed 
form, undertaking to pay, for the period of extension, interest at six per 
-ceTJt per annum of the tax that may become due on assessment. · The 
levy of such· an interest in all cases of extension should be compulsory and 
should be statutorily laid down. If the assessing· officer feels that . the 
extension of time is not justified, he may himself reject the application. 
With the prior permission of the Commissioner, he should also be able to 
.Curtail the period of extension, after giving notic~ to the asse~ee, if such 
eu:ctailment is found necessary. ' No appeal should lie ajlainst the orders of 
the. assessing officer refusing to extend the time asked for. Assessees who 
do not file the returns by the prescribed date or t'f!e extended date should 
be subjected to deterrent penalties which should' vary according to the 
period of default. We believe that if the statute is amended as suggested 
by us, the 'dilatory tactics of assessees wouM be effectively checked" and 
there would be an. even flow .of returns into the various assessment circles. 

· 2.12. Section 22 (1) of -the Incoine-tax Act which provides for· the 
publication of a general public notice was introduced in its present form 
in. 1939 when extensive changes .were made in the Income-tax Act, one 
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~i which plac~d the statutory liability for filing rettirns on· the taxpayerS. 
themselves. Since· it was a fundamenta.J! . change, it was considered. 
necessary to remind' the tax-payers) every .year, of their responsibility
in this matter, before their returns became due. This proyisiqn hasoeen. · 
in force for ·over twenty years now and most of the assessees have become
aware of their obligation in this regard .. We are told that the statutory· 
requirement of having to issue notices annually in the elaborate manner 
prescribed, with all its attendent formalities, is ·acting as. a. drag on 1he-. 
income-tax admihlstration and is partly responsible for the delay in. 
assessment. The annual cost of publishing· this notice in the various 
newspapers comes· to about Rs. two lakhs. Such a notic~ has few parallels 
in other countries and even ·ir. our country, there is no provision for the
issue of such' a public notice in any of the otlier direct taxes Acts. · .Some 
witnesses were; J:i:owever, of the opinion that the publication of this. notice
should continue because· it had· a definite' psychplogical. effect, inasmuch 
as it reminded the taxpayers that the assessment year had commenced, and 
that the returns ·should be .filed within the prescribed time.· While we· 
appreciate the force_ of this point,. we do not feel that it is necessary, for 
this purpose, that the notice should be issueP, i.rt its present elaborate· 
manner with the name, designation and jurisdiction ot, .. each Income-tax 
Officer in the country. Hence· we recommend that the statutory provision. 
for the issue of a genera~ public notice should be deleted. Instead, a simple
advertisement.should be issued in the beginning of each assessment year, 
reminding the public about their liability to file their returns. under the
various direct taxes Acts within the prescribed dates' and that failure to 
do' so would attract the penal provisions of the Acts. Such a., notice should 
get the widest pu]?licity through press, radio, cinema slides, etc. Suitable 
advertisement plates reminding the ,taxpayers of the. final-dates of sub-, 
mission of their .returns sho1,1ld also b.e displayed prominently in places . 
of , pt;.blic resort. · · · · ' 

2.13. Sectiori 22 (2) of the Income-tax Act lays down that the asse_ssing 
officer may, at his' discretion, send :to any person whose total 4ncome, in 
his opiriion is of such an amount. as would make the person liable to in
come-tax, a notice requiring .him to submit a' return of income, within a: 
specified time (not less than 3()- days). from the receipt of such a ~notice_ 
When this provision was originally introduced in the Income-tax Act in · 
i939, Government had' g!ven an assurance .in. the Legislature that the 
Department would continue, as in the past, to issue notices to all assessees · 
borne on its· registeJ:. We are informed that the preparation _and issue of 

·these notices take considerable _time. and. there ave quite a .few cases of 
the existing assessees · who successfully ayoid the .service of such notices. 
and thereby delay. the filing.o{teturns. We fee~ that .service of such. 
notices by the Depa_rtment in terms of that assurance should be no longer·· 

'pbligatory, ·since all existing cissessees· have, by n,ow, become familUir 
with. their obligations to file the return. However, as a .matter of con
venience to the asse~sees,_ the Department should continue ,to issue the 
return.forms to the existing a$Sessees, before 30th of,April, each year, but 
the. non-receipt of a return form by an assessee should not be made as. 
an excuse by him for not filing the return by the specifie4 date, viz., 
30th ,Tune, or four months .from th_e .. en,d of. ~he accounting y!lar. · If a per
son does not file return within the time limits, or with~n extended· time, 
he should be. c~idered to be in. default as not haviug· filed the return 
unless ~e c_an show. that he had applied f.or a_ return fGrm td the assess!ing; 
officer tn tt.me and_ the ~ame had not· oeen supp~ied to' him . 

. . 2._11. We ·are not. .recommending, .far the present, any change in the 
provlSlons of other drrect taxes Acts relating to the filing of returns. The· 
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Department niay, after it gets sufficient experience of the working of the 
proposed procedure for income-tax, extend it to other direct taxes. 

2.15. We were informed that one of the main reas~ns for delay in the 
filing of returns was that the prescribed forms were not made available 
to the assessfng officers well in. time for issue to the assessees. This is , 
an unsatisfactory state of affairs. It is essential that returns and notices 
should be, printed well in advance and sufficient copies distributed to tax 
offices·befoDe first April. For this purpose, we are .making necess3ry sug
gestions in the Chapter on 'Administration'. The re~urn forms should be 
sent to the assessees by ordinary post under a general certificatli of- post
ing so as to reach them pefore the .3Qth April. To facilitate the early 
issue of return forms, notices etc., addressograph machines should be .pro
vided in the bigg•er offices and cyclostyled slips giving names and addres
ses, of the assessees should be made available in sufficient quantities to 

• smaller offices.· It should be seen that the General Index Registers of the 
~various tax o.fficeS: contain the. latest addressl'!s. of the assessees, who 
should be required to intimate to the assessi'ng officer any change in their 
address. The changes intim~ted 'by the assessees should be acknowledg~ 
ed ,and incorporated in the registers and record, without any delay; 

2.16. We are given to understand: that a large. number of returns re
ceived in the Income_-tax Offices. were incomplete 

Incompiete and defec- and defective and these caused delay in the finalisa-
tive returns. tion of assessments_ . Instructions . already exist to 

the •effect tha'( all returns should be subjected to a preliminary scrutiny 
on receipt and if a return is found to be .defective, for one reason or the 
other, the ilefect should be pointed out to. the assessee tP.rougl: a stand
ardised form'. ·This procedure does not appear to be generally observed. 
Failure to adhere to this procedure results, ·sometimes, in adjournment of
the· cases. and considerable inconvenience to the assessee. We, therefo.re, 
suggest that the responsibility for preliminary scrutiny of the income-tax 
returns should be assigned· :rpecifically to the Inspector or Heaa Clerk, 
who should maintain a complete record of the checking .done. Such a 
$Crutiny should be restricted to pointing out technical defects which have 
f material bearing on the assessment. 

·2.17. Another cause for the .delay in assessments that was ·brought 
· · ' to our notice was that adjournments in tlie course 

o~>f assessment proce2dings were of frequent occurrence. We were in
formed that adjournrilemts were sought by assessees, on one pretext or 

. the other and, at. times, merely for the purpose of .delaying assessment 
and· payment of tax. These requests were, sometimes, made on th~ ·day 
of hearing itself, thereby' considerably upsetting the·• offi~er's programme 
of work. On the other hand, it was represented that adjournments 
were not allowed by the o:fficers even when the circunistanoes fully justifi
ed them. While we appreciate . that proceedings might , have to, be 
adjourned on account of gen11-ine difficulties of assessees, adjournments 
should, not be gliven as a matter of course bui granted only where they 
a're justified. · An atmosphere of mutual adjustment and co-operation 
should pr(;!vail in this regard. · . · -

2.18. It w~s represented to us that one of the reasons for adjournments 
was, the fixation of cases without consultation with tl:e representatives of . 

. the assessees. It was stated that if cases were fixed after prior consultac . 
tion with them, thete would be fewer· adjournments because the repre
sentat:ves would be enabled to adjust their programme in a4vance and 
410 C.B.R. 
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make-themselves available. We feel that the assessing ojjice,r should have 
full discretion to fix his programme and that he should have the final say 
in the matter .. Subject to this, there should be no objection to the asses
sing officers adjusting their programmes for assessment, should the re
presentatives so request. 

2. 19. While on the subject of adjournments, we may refer. to the com
plaint made by some witnesses regarding the late service of n9tices under 
Sections 23(2) and 22(4) of the Income-tax Act. It was pointed otit that, 
sOmetimes, the notices were received as late· !IS the evening preceding 
the day of hearing or even after the date of hearing. This may be due to 
delay in service of notices or to. their late issue. Adjournments in such 
cases become inevitable. and the assessees are put to unnecessary incon- · 
venience. We are, therefore, of the view that the assessing afficers should 
give a minimum of eight days' time from the date of service· of a notice 
for its· compliance. Suitable contr.ol measures should _be taken to see that 
this is strictly observed. · 

2.20. There are several reasons for which proceedings are adjourned 
by the assessing officers, on their own. Although there _are administra
tive instructions, requiring the assessing officer to make a prior study of 
the records and the returns filed by the assessees before fixing up the . 
appointments and hearing the cases, we understand that "these instruc
tions are not often followed in actual practice. At times, the cases are 
fixed without even ascertaining whether the relevant records are· avail
able in the office or have been sent up to appellate or other autliorities . 

. Not infrequently, the_ assessing office:r:s study the records only on the day 
fixed .for the hearing and, sometimes, only when the assessee actually 

· appears. The lack of S!lCh prior study and absence of planning in posting 
cases lead to slipshod work, adjournments for eliciting information 
piecemeal, incdnvenience to assessees and other difficulties. These factors 
certainly delay assessments considerably and also affect the quality of 
assessments. · 

2.21. A reason generally advanced for this lack of planning and prior.!
study was that the assessing officers. were over-worked. It was stated 

1 that, in addition to assessment work, the officers had to attend to other . 
miscelanemis duties of - multifarious· character. This is true to some 
extent and we are suggesting, in the Chapter on 'Administration', various 
measures to relieve assessing officers of routine administrative duties and · 
rationalise their workload. But that apart , we would like to ·emphasise 

·that the need for planning of work and prior st'!kdY of a case is nowhere 
greater than in the Income-tax Department. · 

2.22. Assessing officers adjourn- the proceedings from time to time 
for obtaining information or making some inquiries. A prior study of 
the case· papers would enable the officer to acquaint himself with the facts 
already on record and to know what additional information would be re
quired .. Wherever possible, informatiqn required' from the assessee should 
be obtained by issue of a suitable questionn!lire to him before the· case is 

· actually taken up for hearing. It was suggested, in this· connection, "that 
the forms of the questionnarie to be issued in cases of different trades, 
industries and professions should be standardised and these should cover 
all points on wh,ich information is likely to be required for assessment 
ptirposes. Some complaints were, however; made to· us that, at times, 
elaborate standardised questionnaire were sent to all assesse"es of a trade, 
regardless of the fact that most of the questions were not applicable to 
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the majority of the small and mlddl~ income a_ssess~es in t~at -trade. _In 
our opinion, preparation of standard '!Sed. questwnnatre for tmportant tn
dustries, trades and professions .is fL step in the right direction, though the 
indiscriminate issue of such standardised questionnaire to all assesse~s as 
a matte.r of course, sh~uld be Cl:voided. Their issue should _be restricte~ to 
big 'cases only where mformatlon of .the type referred to m the questiOn
naire would be relevant to the completion of assessments an.d required 
from year to year. Even in such cases the standar!iised questionnaire 
should be used only as. a basis and not ~ent in toto. As many points as are 
relevant to the particular case should lbe culled out from the standardised 
qwastionnarie and incorporated in the questionnaire relating to that case .. 

2.23. Another important feature which came to our notice was that the 
PI d . disposal of assessments was not evenly spread 
fo~~P!.~Igramme throughout the year. The pace of disposal is marked

ly lower in the earlier p11;rt of the year as compared to 
. the subsequent part, particularly in the last quarter. Assessments in large 
income cases appear to be made mostly towards the close of the year, as 
would be obvious from the fact that out of·a total demand of Rs. 231 crores 
raised du:ring 1958-59, a demand of about Hs. 49 crores had been .raised 
in the last month, viz., March, 1959; One of the reasons for the delay in · 
taking up such cases early is, perhaps, the late filling of returns in them.· 
We have made certain suggestions earlier .in this Chapter for remedying 
this situation. But a more important cause for such delays is the lack of 
a planned programme of disposals for the year. Advance planning of 
work is essenPial for the efficient functioning of' the Department. ·We, 
therefore, suggest .that·in the beginning of the year each assessing officer 

. should chalk out a plan of his work for the year. In doing so, .due care 
should be taken that revenue-yielding and arrear cases are taken up· 
sufficiently early. in the year, that! aU pending assessments in a case are 
taken up together and that the assessments under the various direct taxes 
Acts in a case are disposed of simultaneously. · 

2.?4. At pre~ent, assessing officers are assigned jurisdiction mostly on 
Assignment of cases territorial basis and they have, therefdre, to handle 

_ all types of cases falling . in the respective a!'eas. 
Though, from the point of view of convenience to the assessee, this 
arrangement is satisfactory, it results in uneven attention to different 
cases imbalance in investigation and corlsequent delay in assessments. 
For expeditious disposal and proper assessments, we feel that it is 
essential that the cases are classified into different groups on the basis of 
their !'evenue ·potential, source of income, investigational work,' etc. The 
Department has been taking various steps in this direction from time to 
:time. Functional Circles have been created iri some Commissioners' 
-cha~ges, to which the ·cases are assigned on the basis of similarity of 
busmess, profession or vocation, viz., textile mills, oil companies, jute 
mills, sugar factories, shipping companies, banks insurance companies, 
·speculation cases, doctors, lawyers, contractors, ftlm artists etc. Such 
•Circles have the advantage of specialisation and make for quicker disposal 
.and better investigations. We suggest that this system should be extend

. ed and that, wheret;er there are sufficient number of cases available, 
jwncti0'7!al circles should be organised. We find that groups of connect
ed cases and cases involving detailed investigations and where substan
~ial evasion is suspected, have been segregated and are being dealt with 
m Central and Special Circles constituted for this purpos\!. Woe are 
examining their working in the Chapter on 'Evasion and Avoidance'. W~. 
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' may also refer to the scheme of group Assistant Commissioners intro-. 
du~d in December 1956 in certain Commissioners' charges. Under this. 
scheme,. the assessing officers work under the. personal guidance of the 
Group Assistap.t Commissioner and get their difficulties solved by personal 
discussions. We aD? examining this scheme in detail in the Chapter on 
'Administration'. · 

-2.25 Many witnesses pointed out. that an important reason for tpe 
delay in assessments. was the inadequacy of staff. 

Inadequacy oLstaff_ We are examining this aspect of the probl('lm also in 
the Chapt•er on 'Administration' and making ne~es

sary recommendations for securing that assessments' are not delayed on. 
!lccount of shortage of staff. 

SMALL INCOME GROUP SCHEME 

2.26. Income-tax law does not make any distinction between a small case
and a big one, so far as the details of assessment p:rocedure are concerned. 
Although there are administrative instructions th.at, in cases of small. 
iricomes, there should not be a detailed scrutiny of accounts, in actual 
practice they are not followed, because the responsibil!ty for any omissions. 

_ or under-assessments in these cases is still on the assessing officer. . The 
. amount of time and energy spent on smaLl· c.ases appears to us to be• 
totaLly disproportionate to the revenue yields therefrom. In fact, there is. 

·a definite waste of efforts, which, if applied to bigger cases, · would yield 
much larger dividends. We, therefore, suggest that the time and effort 
spent on cases of different categories should bear rela'tion to their revenue·. 
potential. For this purpose, the assessees may be broadly divided ,into 
three groups, viz., the small income group with total income . upto 

·Rs. 7,500, the middle income group with !ncomes above ·Rs. 7,500 but not 
exceeding Rs. 25;000 and the large income group with total income exoeed
ing Rs. 25.000. We observe that the assessees in the smaller income group· 
constitute a very high proportion of the total number of assessees,. but 
their contribut,jon to th'f total revenues is comparatively insignificant. 
Figures extraci!ed from the All-India Income-tax Revenue Statistics for-· 
the year 1957-58 show that, of the tota1 number of noearly 6,73,000 effective 
assessments completed during that year ;which resulted in income-tax 
demand, those (excluding companies) having assess.ed income of Rs. 
7,500 and below were nearly 3,60,'000 in number; Of these. nearly 1.22,000• 
were pure salary earners and the others 2,38,000. If we add to the 
latter, . another 2.50;000 'no assessment' cases in which · the income 
computed is below the taxable limit but wl:icli. are on the: registers 
.Qf the Income-tax Department and in respect ·of .which regular assessment 

. proceedings are taken, we arrive at a figure O'f nearly 4,88,000 whicl;t comes 
to ab9ut 50 per cent of the total number of assessments made (including 
the 'no assessment' cases) in 1957-58. The demand raised, in all these 
~>mall income assessments. (excluding purely· salary cases) amounted to 

· Rs. 2.40 crores, i.e., a little over one per cent only of the to~al demand 
of Rs. 222 crores raised during the yoear from all assessees. Thus,- the 
effort put. in the assessment of these cases .is out of all proportion to the
revenue involved. We are, there.fore, 'of the considered view that the
Department must get out of the present grooves , and make a bold: 
departure in respect of the assessment of small income cases. We have,. 
accordingly, devised a scheme for assessment of this category of cases 
which does away with the annual ritual of the. f'ull assessment process~ 
The salient features of this scheme are given in the following paragraphs:_ 
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. 2.27. At the very outset, we would like to mention that this scheme is 
not to form ·a part of the statute and should be worked. only administra" 

· tively within ,the framework of the existing incotne-tax law relating to 
assessinents. It follows, therefore, that this scheme should ·be optional 
and should apply only to those assessees who fulfil the -income :conditions 
described later and who opt to, come within its purview. . 

· 2.28. The scheme 'will apply. to all assessees (excluding ptire salanr 
s . earners) having a total income of Rs .. 7,500 or ·below 

cope during the 'previous year', provided (a) they did. not 
· have an assessed income of Rs. 10,000 and more during any of the three 

preceding- 'previous years';. (b) they have not been found guilty of 
concealment in any of the three earlier years; and (c) that the capital 
invested in. the business is not more· than Es. one lakh. This would ·mean 
that ·an new assessees having income below Rs: 7,500 and· capital invest- . 
ment below Rs. one lakh would be included in the scheme. It will also 

· cover those cases of the above-me1;1tioned income ranges in which assess~ 
ments in earlier years hav,e been made on es,timated basis, either under 
the proviso to Section 13 of the Income-tax Act or otherwise. The scheme 
will not, h~wever, apply to assessees returning losses ana to non-residents: 

2.29. The following procedure should be adopted for assessment in 
Procedure of ' these cases:-
.assessment . . 

· (i) Assessees should be required to file the return in a special form. · 
[See Appendix VI(a}]. This will be accompanied by ·a 
wealth statement [See Appendix VI(b)] in the first year of 
the. scheme or the first yea!' of the assessment of the assessee 
and thereafter every fourth year in which detailed scrutiny 
would be taken up. ' · · 

{ii) To help these assessees in filling the rE:turns, special .staff sh-:mld 
· be made available in the Income-tax Offices. · 

' . . 
(iii) On receipt of the return, it should be scrutinised on broad lines 

in tl;le Income-tax Offices to ensure that it is complete and 
correctly filled in .. Necessary entries should be made, there
after, in the General Index Register. Unless there is· specific 
information with the Income-tax Officer that thP. assessee 
had been evading tax*; the Income-tax return shoulri be 
accepted as correc,t and the assessment should be made under · 
section 23(1) of the Income-tax Act. The tax on· the returned 
income should be computed as per compu,tation sheet [See 
Appendix VI(c)] which would also serve as assessment order. 
A copy thereof along with the notice of demand for the tax 
due will be issued tp the assessee generally within a month 
of the receipt of the returp. 

(iv) For quick calculation of tax, -special charts and ready-reckoners 
should be made available to the staff. As far as· possible 
.cyclostyled standardised form should be used for all purposes 
so as to reduce the typing and wr-iting work in individ1ial 
cases to the minimum. 

. *For this purpose whenever there is a primiz. facie evidence with the 
Income-tax Officer, .that the assessee has been concealing or deliberately. 
understating his income, a special mark will be made in the General Index 
Register against such assessees. The Income-tax Officer, will also keep a 
lis~ of su<:h assessees with him for ready. reference.. · . 
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(v) IIi there. is a cash counter in the Office, the assessee would 
generally pay the'tax on the cash counter. otherwis~ he c_oulci 
send it through a special form of Money Order, whrch we are 
suggesting in the Chapter "CoHection aild Recovery". 

2.30. As· stated earlier, a detailed scrutiny should be made in respect 
of every case covered by this scheme once in four 

Detailed scrutiny every · ·years. The procedure described below should be fourth year 
followed for such a scrutiny. · 

(i) The Income-tax Qfficer should' select 25 per cent' ?f the cases for 
scrutiny in the .first ye~r of the schem:. _These_ cases wrll ~orne up for 
scrutiny every fourth year thereafter. Srmrlarly, rn the next year, anoth~r. 
25 per cent cas€6 should be selected for scrutiny· and thereafter they wrll 
be scrutinised every fourth year. The remaining cases should be examined 
similarly in 'the third and fourth years. respectively, of the scheme and 
every fourth year follo:Wing thereafter. 

(ii) A notice [see Appendix VI(d)] combining the requirements of 
Ser·tions 23(2) and· 22(4) of the Income:-tax Act should be issued for the 
year for which detailed scrutiny is to be made. By this · notice, the 
assessee would be asked to produce the books of account which he relies 
upon in support of his return and such books which the Income-tax Officer 
might specify .. The examination of accounts should, as far as possible, be 
on broad lines and completed on the very same day on wii:ich books are 
produced. , The Department, in consultation with chambers of commerce 
and other bodies and keeping in view the local trade practices, should 
pres~ribe the types of accounts vyhich assessees of various categories and 
tr1!des should keep, If the accounts have been kept in accordance with 
the instructions issued by tl:e Department, . the book results should 
normally be accepted, if they are otherwise reasonable. 

'(iii) In cases where there are wide fluctuations of income in the· period 
intervening between the last scrutiny .and the one in hand, the assessee 
should be asked to explain the reasons therefor. If the reasons are not · 
convincing; further· inquiries 1 should be made before the assessment is 
·completed. · 

(iv) .As a rule, petty additions on account of minor disallowables should 
be- avoided. Nor should the results shown in the books of account be 
rejected only because of small variations in the gross profit rates. In 
other words, rejection of the results shown in the account books should 

·be resorted to only· in the following cases; 

(a) When the known standards of living of the assessee and the 
increase in his assets as reflected in the Wealth Statements 
are disproportionately higher tl:an could be · accounted for 
by the income returned by him . during the ·intervening 
peri,od; · · 

. . 
(b) when there are serious discrepancies in the accounts and the 

. assessee could give no proper explanation; . 

(c) when there is definite iiuormation with the Income-ta.." Officer 
that the assessee has been evading the tax. . · 

Even in such cases, the assessees ·should be given an opportunity to show 
cause as to why the book results should not be rejected and the income 
co!ll~uted o~ a~ estimated basis. As a further check against the indis
cmmnate reJectiOn of book results, it sho·uld be prescribed that a list of · 
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such cases should be sent to the Inspecting Assistant Commissioner for 
his information and scrutiny. The latter should issue appropriate 
instructions to the Income-tax Of}icers, whenever necessary. 

(v) If in .any case it is· desired .to reopen the assessments of earlier 
years, ·the Income-tax- Officer should take the prior approval of _ the. 
Inspecting Assistant Commissioner. Such reopenings should not be per
mitted unless the escapement has been found to·be substantial, viz., 25 
per cent of the. returned income or Rs. 1,500, whichever is the less. Cases 
should not be reopened merely because assessment on estimated basis has 
been made in the year of detailed scrutiny. The results of earlier years 
must be compared With those shown in· other case~ whose results have 
been accepted and only if they are materially low, should a proposal for 
reopening be made by the assessing officer, after giving opportunity to . 
the ·assessee to explain the reasons for low results and after considering 
his explanation. 

/ . 
-2.31. The ·idea underlying this scheme is to ensure that bona fide small 

P a! . • . income group asses~ees are not harassed in any wa1· · 
. en tJ.es even if there be mmor lapses, but that no quarter 1s 

. shown to assessees who, though having larger incomes, have a'ttempteli . 
to come within the scheme by deliberately understating their incomes- or 
by adopting· fraudulent methods. The general principles guiding the 

·imposition of penalties- in these· cases should, therefore, be as follows:-

(a) Minor lapses should be overlooRed and the assessees told to be 
more careful in future. Penalties should be levied only in 
·cases of deliberate under-statement or concealment of sub
stantial inaome in relation to the returned income. They 
should be graduated in scale, depending upon the quantum 
of under-statement or concealment and the cooperation offererl 
by the assessees e.g .• where the concealment is a substantial 
one and exceeds 50 percent of the returned income, a larger , 
amount of penalty should be _levied than in cases where the 
concealed income is much less. But in no cases should the 
penalties exceed the normal scale of penalties leviable in 

. qther cases.- · 

(b) In cases where larger income assessees have attempted to come 
within this scheme by grossly understating their income, 
heavier penalties should be levied. and if the facts of the case 
warrant, the earlie:r; years' asse~sments should be also 
reopened. In suitable cases prosecution proceedings should 
be also initiated, so that the hig)ler income group assessees 
are not encouraged to pass ·off fraudulentJy .as small income. 
earners. 

2.32: If this scheme is implemented in the spirit in which we are 
suggesting ~t, there will be considerable reduction in the volume of assess
ment work and the time and energy of the officers, thus saved, could be · 
utilised for clearing the arrears, making more effective assessments in the 
higher income cases and finding out new cases by more extensive and 

· intensive surveys. The scliemc <>nvisages a departure from the normal 
assessment procedure to which the departmental officers have got used, 
and it may, thei:efore, be suggested that there might be loss to revenue 
as a result of the relaxation· proposed. We do not agree that there would 
be any· appreciable loss of revenue.· On the contrary, we are firmly of 
the view that the very insignificant loss, if any, and it cannot- be large 
when the total demand raised in 1957-58 in these cases was only Rs. 2·40 
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crores-will be compensat(i!d severalt~mes by the gain in revenues 'a~cruing 
from better ·tackling of the higher mcome group cases .and findmg out 
more assessees. We trust that thi:;; new ap12roach will have a psychological 
effect and improve the relations between the Department and nearly five 
lakhs of assessees. In itself a good enough teward, this improvement, in 
due course, is bound to yield richer .dividenr;J.s, because tl:e existing atmos
phere of mutual suspicion and fault-finding between the assessees and the 
Department will give way gradually to one of. mutual trust and confidence. 
Many incidental benefits will also iiov; to the asse5sees as ·a result of this 
scheme. In future, they will not have to spend much time in the Income
tax Offices and payment of income-tax will.become quite a simple. affair. 
They will save fees on representation in the income-tax proceedings which, 
in smaller cases, amount, sometimes; to as much as the tax itself. 
Harassment of innocent assessees by 1,mscrupulous-practitioners would 
also be considerably checked. · · 

2.33. The number of !ISSessinents made during ·1957-58, in the cases 
of pure salary earners having total income of Rs. 7,500 and below, was· 
J · 22 lakhs and the demand raised amounted to Rs. I· 56 crores. We 
have excluded this group fJ;"om the above-mentioned scheme only because 
in their cases, the maintenance O!f. accounts etc., is not called for, 
Normally, in all such cases assessments will be completed under section 
23 (1) ·of the Income-tax Act, even in the years selected for detailed 
scrutiny, unless there is definite information with the assessing olllcer, or · 
it appears from the wealth Statements, that there has been concealment, 
suppression or escapement of income and a detailed examination is .neces-
sary in the fourth year. · · · : · 

2.34. Another suggestion made to us for dealing with small income 
{)n ·the,spot assess- : cases was that the officers should· go to the business 

premises of such assessees, discuss mattj!rs relating 
ments to their tax liability and complete the ass~ssments 

on-the-spot. We do not agree with the idea of. having on-the-spot assess
ments as we consider that it is administratively impracticable and inad- · 

. visable and will give· occasion for a series .Of complaints of all types. A, 
modification of this suggestion proposed was that the assessing . officers
should hold .their offices in localities where. small assessees were largely 
concentrated. This proposal would be of advantage to the assessees as 
well as to the Department and we, therefore, suggest that in cities like 
Bombay, Calcutta, Madras, and· Delhi, instead of concentrating all the 
tax offices in the same building, officers dealing with small1income cases 
should have their offices in the various localities, if the number of cases 
justifies such local. offices. In mofussil areas, assessees should be called 
to t.he nearest camp which the assessing officer visits during the year. 
This will ensure ptoper assessment as well as ·save the assessee the 
trouble of attending the assessing officer's headquarters. If. however,· 

. any assessee requests for a hearing at the headquarters of the assessing 
"?flice~ on the ground that his representative is therej such r<:!quests should 
. mvanably be. acceded to. · · 

MIDDLE AND LARGE INCOME GRQUP ASSESSEES 

2.35. Assessees in the middle income group constitute a sizeable pro
portion, viz.; 25 to 30 per cent• of the total number of assessees. and the 

. demand raised in these ·cases during the year 1957-58 came to nearly 
eleven per cent of the total demand of Rs. 222 crores. On the other hand, 
the large inc:ome assess~s, although forml.ng oniy seven per cent of tb<;> 
total number of assessees, accounted for about 87 per cent of the total 
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' ' demand raised during 1957-58. The importance of making proper and 
timely assessments, . in these categories of· cases, can hardly be over-em
phasised. We were, therefore, concerned to hear that assessments in the 
larger income cases were usually delayed, thereby not only causing in-· 
convenience to the assessees but also jeopardising the- .collection. of the 
taxes that might be ultimately levied. We feel that these assessrn,ents 
should be expedited but this should not be done at the cost of their 
quality. The need for thorough examination and for proper investiga
tions in such cases is clear from the fact that they contribute almost seven
eighth of the total income-tax revenues. In our opinion, if these ·cases 
are segregated from the rest, wherever possible, and entrusted to ex
perienced and competent officers, it would help considerably not only in 
their proper . assessments, but in expeditious disposals of such cases. 
Another step that we have suggested already _in ,this direction is that all, 
direct taxes assessments involved in a case should be completed simulta
neously. In· the following paragraphs, we discuss certain- further mea
sures· which will help in making better assessments in .these groups of 
cases as well as in mitigating i~convenience to assessees.• 

2.36. With a view -to expediting assessments in the cases of middle · 

Cases with accepted 
acc;:ounts 

· income assessees, we consider that a distinction must 
be made between these which have a good tax record 
and those whi:ch have not. We suggest that the cases 

of asse$sees, whose returns or accounts have been accepted in the past, 
should not be subjected to detailed enquiry every year, unless the asses

·sing officer cOmes in possession of definite information regarding.conceal-
ment of income etc., in such cases. · 

2.37. One of the main caus·es of Widespread·feeling of resentment of 
· 'asse>ssees. against the Department is the freouent 

Estimated assessments rejection of the results shown by the account books 
' and the assessing officers' estimating the income 

either under Section 23 or ,by invoking-the proviso to· Section 13 of the 
'Income-tax Act. 'This point has·.been emphasised not only by the Cham
bers of commerce and trade associations but also by several senior officers 

· in the Department who appeared before tis. · 

2.38. Estimated assessments are made in those cases ·where' either no 
accounts are maintained or,_ if maintained, the accounts are scanty and un
reliable due to material omissions, suppressions etc. This is particu
larly so in· most of the cases of professional people who do not keep any 
accounts worth the name. ·Even if accounts are maintained, but· the 
method o: aecounting is such that the profits or gains cannot be properly . 
deduced therefrom, assessments. on estimated basis have to be made in · 
terms of ·the proviso to Section 13. The assessing officers, in such circum
stances have perforce. to estimate the .real incomes. Resort to estimates 
becomes particularly necessary in cases of retail trades and businesses 
where it is easy to take out a portion of the receipts from the till daily 
without 'its l;>eing recorded in the books. In many of those cases,- the 

· profits disclosed are so low that the smallness of the profits itself casts 
doubt on the reliability -of the accounts. 'The problem of estimated 
assessments is by no means peculiar to India. The tax laws of countries 
like the U.K., U.S.A., and Canada contain specific provisions* authorising 

. thE' assesging officers to estimate incomes in such cases. · 

~Section 41 of the Ini:ernal'Revenue Cede of U.S.A. · ·. ' 
Section 34r 4) of the Income-tax Act. T9'2 cf the .United ~iogdom • 

. f.oction 46(6) of the Canadian lncome-rax Acr.-
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. 2.39. It was urged that in many cases it was not yossib.le t.o ·mainta~n 

. detailed accounts of petty businesses .partly due to _d1~culbes_ Inherent 111: 
the nature of the-business itself and partly due to ilhtera~y, ,1gnora~ce of 
even the rudimentary principles of accounts etc. For mstance, m thP
case of a small or medium retail trader, where the_ n~mber o~ co_m
modities dealt with was large, it w,as not possible to mamtam quanhtat~ve 
accounts without keeping a full-fledged accounts staff, the cost of which 

. would be out of all proportion to the profits earned.. In some ca~es, 
particularly thos~ o~ genera~ ~erchants, grocers, etc., _1t was well-mgh 
impossible to mamtam quantitative accounts, It v:as pomted out that the 
rejection of book results in ·such cases by assessmg officers, merely. for 
the reason that quantitative accounts had not been kept by the retailer, 
·was not· fair.· Another common reason given by. the officers for not accept
ing the results was that the gross profit rate disclosed wa~ too low for 
a particular type of business ~nd assessees· often complamed that ~hey 
had not been given an opportunity to explain why ~he gross profit m_ a 
particular case was low or had fallen a~ compared w1th that of an earlier 

. year. It was further mel?-tioned that just because_ ah assessee had disclos
ed a high rate of profit m one year, the assessmg officer expected that 
assessee to show the same or higher rate of profits in the subsequent years 
as we~L This. attitude, it. was urged, had no basis in reality since tl:e 
fluctuation of profits from year to year was the common charac:teristic of 
any trade and there could not be any such thing as a fixed level o:fl profits 
of a trade, constant for all time. It was also asserted that in framing 
estimates ·the assessing officers based their estimates on pure guess work. 
and not on any actual data or enquiry. Again, when the accounts were 
defective only in part, the assessing officers rejected the entire 'accounts 
and made estimates. It was also complained that officers .applied the 
highest rate of gross profits in a busin.ess, shown by an assessee in a 
locality and not the average rate of gross profits disclosed in that business 
by all assessees iri that locality. · 

' .. 
. 2.40. On the other hand, it was pointed out by officers of the Depart
ment that even where it was possible to maintain quantitative accounts 
and data regarding stock, the assessees did not maintain them in the hope 
that their total .income computed by ~he assessing officers on estimated 
basis, by itself, or with the relief in appeals would be much less than 
their actual income. It was also stated that appellate authorities them
selves did not permit· the assessing officers to vary the rates of profit 
that might have-been fixed by them in appeals against the earlier years' 
assessments, and _at the same time, the same authorities . criticised 

' the officers adopting the rates of profits approved by,'themselves on ·the 
ground that trade conditions and profits could· not remain constant year 
after yei!r .. Another point emphasised was that in the majority of the 
appeals agamst such assessments, the appellate authorities would general
ly upheld the action of the assessing officers in resorting to estimates but 
~ I!lost of. such cases they also reduced the rates of gross profits thereby 
givmg substantial reliefs. As a result of this vi~ious circle, honest asses
se_es sometimes suffered while a. n:umb_er of dishoJ?-est assessees get away 
w1th under-assessments b;r pers1stmg m not keepmg proper accounts. 

2.41. _We have carefully considered this problem in all its aspeCts:· 
Some Witnesses went so far as to suggest that the proviso Itself should 
?e rem~ved from the st~tute. We do not approve of this remedy which 
ts certamly a worse thtng than the. disease itself. While therefore, we 
d? not rec?mmend the deletion of the proviso, we are emphatically of the 
~ew th.at ~t. should be used with great caution. As laid down in a long 
line ~f JUdi~Ial pronouncements on this subject, the assessing officer while 
making estrmate,. should not. be arbitrary, vindictive or capricious. The 
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Supreme Court also held in the case of Dhakeswari Cotton Mills* 'that 
_the estimate shDuld. not be based on surmises, suspicions or_ conjectures, 
and that the officer must disclose to the assessee the material on which 
he was going to base his estimates: and give the assessee a full opportunity · 
of making bis representation thereon. With a view to removing the 
various difficulties that have been pointed out,- we make tJ:le following 
suggestions:- -

(a) 

(b) 

the Department should, after due study of the local conditions 
and practices, and in consultation with the various- chambers 
and trade associations, consider the feasibility of prescribing 
the minimum accounts and the type of accounts which should 
be maintained in. resp,ect of each -trade, business or vocation 
in the various parts of tJt.e country. ·Jn particular, it should 
be ensured that a simple cash record' of all receipts and pay
ments relating to the trade or business is kept. A record of 
qpening and closing stocks as also outstanding debtors and 
creditors should be-kept wherever possible. The Department 
should issue and widely publicise detailed · instructions in 

rlocal languages -regarding the manner in which the accounts 
should be maintained. It· should also make the prescribed 
forms of accounts available to the public at nominal prices. 
For the first ·few· years . the maintenance of certain basic 
accounts may be optional but after sometime it must be 
made compulsory. If the accounts, ~ prescribed, are main
tained, they should be accepted by the assessing officers 
even though there _ are minor omissions or other defect;;. 
Even if the accounts are not maintained in the prescribed 
forms, but are kept 'in proper manner with sales and pur
chases supported by vouchers or- otherw-ise· proved, they 
should be accepted unless there are grave omissions or the-re 

· is evidence of suppressed sales or undisclosed purchases. 
The assessing officer should, particularly refrain from re
jecting the accounts in a routine way or summarily on the 
sole ground that the gross profits disclosed are low as com
par<id with what the assessee himself had shown in the 
earlier years, _ or as · compared with those of the other 
assessees. 'Low rate of profit is, no doubt, a pertinent 
point for further enquiry,- The assessing officer should, in 
such- cases, ask the assessee to explain it and he should duly 
consider the explanation ·before completing the assessment. 

In any case where it is proposed to reject the results shown 
by the account books, the assessee .must be given an oppor
tunity to show why it should not be done and/or to· explain 
the reasons for the acts of omission and · commission: 
Before finalising the assessment the assessees should also 
be given an indication of the· rate of gross profits that is pro-
· posed to be adopted and the relevant particulars of com
parable cases ensuring that such information does not enable 
the assessees to identify the person to whom the particulars 
relate. In cases where no books of accounts are main
tained, the assessees should be given an opportunity o~ ex
pressing their views on the proposed estimates. But if an 
assessee persists in the non-mainte~ance of accounts in spite 

*[(I9S4)2.6 I. T,R. 77S] 
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of all the facilities given by the Department, detailed in
vestigation may be made with reference to his wealth state-
ment and standard of living. . . 

·(c) In cases where accounts are reliable in part, estimates· shouid 
'be· restrirted o:nly to the ·part which. is not acceptable. : 

(d)' Gross Profit Registers in the prescribed proforma should be 
. maintained tradewise in each tax Circle· or Ward, giving name 

· and address of assessees, General Index Register number, . 
· the nature of business, the'' turnover disclosed, gross ·profit 

rate shown and accepted, special features, if any, etc. 
{e) In order that these instructions are properly· carried out by 

the assessing officers and that there is no indiscriminate 
application of the proviso to -Sectipn 13, ea~h assessjng officer 
should be· required to send to his Inspecting Assistant Com· 
missioner, eve·ry fortnight, a list of the cases in which the 

. proviso had. been apptled, giving· ,.brief reasons against each · 
case . for such· application. The Inspecting Assistant Com
missioner should -inspect a certain percentage of such cases 
within a month or two and issue appropriate instructions in 
the matter tor the guidance of the assessing olticer. 

tt) 1~ their ord!!rs on appeal· against the invoking of the proviso .. 
. and the application of gross profit rates, the appellate au
thorities shoutd property·· and· futly reason out·. the .relief 
which they give, so that the. orders do not show arbitrariness · 
in reducing .the rates despite the fact_ that the invoking of 
the proviso has been upheld. 

, 

~.42. In order to enable assessing officers to make proper and speedy 
· . assessments of middle. and large income group 

Wealth statements assessees, one of the suggestions considered by us 
· w~s ·to require them . to file, periodically, ,statements 

·Of. total wealth. · Assessees liable to Wealth-tax are already required. 
under the Wealth-tax Act, to furnish statement· of net wealth every 
year. We have, earlier, suggested that assessees in small' income group 
··should file statements of· total wealth 'once in four years. If remaining
-categories of assessee~ are also required to file statements once 1n four . 
years, they will merely be falling in line with the others. These state
ments would help considerably in reducing the number of estimated 
assessments. As we ha~e pointed out iri the Chapter on. '(Evasion and 
Avoidance)', wealth statements are one of the most effective methods of 
.checking tax evasion. Some opposition to thi,s proposal was voiced on . 
the ground that- there was already a provision in the statute which au- -
thorlsed. the assessing officer to obtain, after getting the prior permis-· · 

. sion of the Commissioner, such a statement from any assessee for any 
year and this new .provision would cause an ·unnecessary ·additional ob
ligation on the assessee. We do not agree with this view.. We feel that 
honest , assessees would neither have any difficulty nor any serious ob
jection to the -furnishing of this statement. ln .fact, it would help them 
considerably to. reconcile their own financial affairs. · We· recommend, 
therefore, that a provision should be made in the statute requiring .an 
assessees (other than wealth-tax assessees) · ·to furnish statements. af 

.total wealth every fourth year along with their-returns of income. Since, 
even at present, the dep~rtmental iru;tructions require that· total wealth 
;statements· should be called for once in three years from all persons with 
incomes exceeding Rs. ·36,000, our suggestion 'would only be an extension 
-ol tl1e pre~Jent practice. . . . 
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' _2.43. It was represented to us that one of the reasons leading to bacl 
assessments was that views of the assessees expressed! in the course of tlie 
proceedings_ were not fully· considered by the assessing officers while:. 
completing the assessments and, iD. particular, they were not given a full 
opportunity to rebut the -adverse presumptions that the officer might have
made. It was stated that such assessments led to multiplicity of appeals, 
difficulties in collection of taxes levied and inconvenience to assessees. 
We find that these complaints are not without justification. We, therefore, 
suggest that· before finalising th'e assessment, the assessing officer should 
.make a tentative computation of the total income, wealth, etc., as the case· 
may be. Where the additions or ·disallowances proposed to_ be made by· 

)tim are nominal or of small amounts only, he may discuss the issue with 
the asse-ssee or his' representative orally and record the same in the Order 
Sheet. But .whenever substantial additions are proposed, he must allow
an opportunity, in writing; to the _aSsessee to give his point of view. In 

·such cases, a fortnight's time after the· fina.,l hearing should be allowed to
the assessee for sending a. reply and this time should not be extended. 
If· the assessee or his 'repr~sentative waives' the right to ·an· opportunitY· 
in writing this .fact and his oral replies should be recorded in the Order 
Sheet. After considering the submissions. of the assessee, the officer should' 
make a proper and judicious assessment. In recommenddng this procedure,. 
we are not suggesting. that the- right of the assessi:p.g officer to vary the
amount of additions or make fresh additions in the light of further· 

· evidence should in any way be affected. However, if after getting the· 
assessee's reply, the officer proposes to make a material addition to the
computation as compared to what he intimated to the assessee. he should 
give a further opportunity to the assesi;l.ee. He should, of >eourse, be free 
to advance fresh arguments in support of his c_onclusions in the assess-
ment order .without having to intimate them in advance to the assessee. 

2.44. We examined the question whether, in order to help the ready 
c 1 d' f acceptance of returns in the higher income groups, 
~~~~?"'u •t 

0 there should not be a compulsory audit of accounts-
- in cases of incomes or assets above a certain limit, 

. and whether the auditors in such ca·ses should_not be required to give ';.t 
certificate .in 9 prescribed form. The direct taxes Acts, at present, do not 
require any class of assessees to get their accounts audited. For limited 
companies, however, audit of accounts_is c.ompulsory under the Companies 
Act of 1956 and the auditors are required to give a fairly comprehensive
report, as indicatedi in Section 22-7 of that Act. The Income-tax return 
forni for the companies also requires that a: copy of the audit report and' 
certificate should be furnished with the return. If the audit certificate is
quali.fj.ed in .~my way, the assessing officer invariably 'looks into the points· 
in .detail. The witnesses . who gave evidence on this question . expresseCI' 
widely different views and even among'the Chartered Accountants tb,ere · 

. was an eJ:rtr~me divergence of opinion .. In its original. T':Pl:Y\ to our Ques-
ti9nnaire, the Institute of Chartered Accountants of India had welcomed 
the proposal. In the supplementary reply sent by it later. the Institute 
stated . that there was a difference of opinion among the Chartered: 
Accountants on this question. Whereas a majority amongst them was in 
favour of the proposal of compulsory. audit, a section of opinion in the 
profession felt that the suggestion was not practicable. 

~- 45. The mairi advantage of compulsory audit is that it woilld act as 
a· deterrent to evasion. · Apart from the possibility of the auditor. himself 
being able to detect' the concealment, if any, there would always be, in 
the minds of the assessees, the fear of such detection; the importance of 
which should not be under-estimated. There is also no doubt, that .the 



24 

audit of business accounts greatly facilitates the assessing officer's work, 
as he will not have to check in detail the arithmetical calculations, post
ings, adjustments, etc., iii. th<;>se ·cases. This is quite an importap.t factor, 
because arithmetical manipulations in the accounts may pass undetected. 
where there are a large number of books of acoounts to be checked by the 
assessing officer who has necessarily to limit his scrutiny to a test-check 
of a few items. -Another advantage of compulsory audit is that the audi
tor would himself check whether the various items of receipts and ex
penditure are duly and. properly vouched. In the case of audited accounts, 
therefore, the assessing officer need concentrate his attention only on 
the more important- points which have a bearing on the determination of 
income-tax or wealth-tax liability of the assessees. This would facilitate 
expeditious· disposal of cases and would 'also improve the quality of as
ses~ents. Further, in the•majority of the cases, the very fact that the 
accounts !:ave been audited would enable the accounts to be accepted, 
thus minimising the taslt of the Department as WJ:!ll as of the ass~ssees. 
This will ·also make for better relati-ons between the Department and 
the assessees. In short, the introduction of the scheme of ·compulsory 
audit would achieve the two main objectives of our terms of reference. 
'l{iz., the checking of evasion and r.emoval of inconvenience to· assessees .. 

·,_ 
'· . ' 

2.46. The proposal for compulsory audit has l;>een opposed 'by some 
witnesses mainly on the ground that the auditor has his limitations and 
has to confine his checking to what is in the books and to whatever 
evidence is produced before him by the clients. · This, it is said, is sup
ported by the fact that large concealmen~ had been detected! by the 
Income-tax Investigation Commission even in cases where the audited 
accounts were supported by clear and unqualified certificates. Another 
argument urged against compulsory audit 15 tb,at all businessmen c'annct 
afford the cost of audit. It is also said that as the number of chartered 
accountants in practice, ·is only 3200 and as they are not evenly spread 
out throughout the country, there would not be enough chartered accoun" 
tants to undertake the job of audit of non-company business accounts 
also. 

' 
2.47. With regard to the difficulties pointed out in the. preceding 

paragraph there seems to be a. difference of opinion even among the 
chartered· accountants. One group of chartered accountants thinks that. 
far from there ·being a shortage of _chartered accountants to undertake 
this work, many of the younger members of the profession are not fully 
employed at present, and that they would actually welcome more work 
resulting from compulsory audit. Besides, if the compulsory audit is 
limited to cases of .incomes above Rs. 50,000, there would be only about 
14,000 such cases· where accounts will have to be audited annually. The 
argument that compulsory audit will involve heavy cost to the assessees, 
is also not very sound. -The cost of audit is fully allowed in the compu
tation of total income .and, therefore, Government indirectly meets more 
than 50 per , cent of this cost by way of exemption of this amount from 
tax. As regards the contention that ·audit by a chartered accountant, in 
the very natlire of things, will be a limited one, as he cannot go behind 
the transactions, it has been pointed out that so ·long as this limitati,on 
is fully kept in view by all concerned, viz., the assessing officer, the as
sessee and the auditor,. no difficulties are likely to occur. Even such a 
limited audit.will be of advantage and the assessing officer will himself 
take care of what is not in the ·accounts and what lies b~hind the transac
tions. 
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2.48. We may mention that 'this question was considered both by th 
Income-tax Investigation Commission and the Taxation · Enquiry Com 
mission in the case of super-tp.x · assessees deriving income from variou 
sources including business. As a result .of the recommendations of th 
former, a clause f0r compuls9ry audit was included· in· the Income-ta: 
(Amendment) Bill,_ 1951, which, however, lapsed because of the dissolu 
tion of the Parliament. The Taxation Enquiry Commission was, how 
ever, against the proposal and it was of the view that a better utilisatioJ 
of the services of auditors would be had by making them legally res 
ponsible for furnishing full and correct information in reply to question 
raised by the assessing officers. after scrutiny of the ret'grns and auqi 
statements and, 'if necessary, after the general examination of th 
accounts. 

2.49. The Central Board of Revenue, in consultation with the Insti 
tute of Chartered Accountants of India and the Ministry of .Law, prescrib 
ed an audit certificate in the following form for non-company case 
which, if ·furnished along with the return of income, wo11ld .enable th 
assessing officers to accept the accounts readily. 

"We have audited the foregoing balarice sheet as at-----:and th 
Profit and Loss Accounts for the year ended on that date of:----
with the books and vouchers, as maintained by the· said-----:an• 
'!"eport that: 

• (i) ·we have obtained all informati'ori and explanations as require<i 

(ii) the said Profit & Loss Account and Balance Sheet are draWl 
up in accordance with the said books; and 

(iii) in our opinion, the Ba.lance Sheet contains a correct summa~ 
disclosing the general nature of property and assets an• 
capital and liabilities and the basis of valuation of fixe 
assets and stocks and .it exhibits a true and correct view c 

- the state of affairs, according to the best information an 
explanation given to us and as shown by the books of th 
said ............ ... 

Date ............. . Signature ........... . 

Place ...........•...... Chartered Accountant (s 

Assessing officers were asked by the Central Board of Revenue t 
encourage audit of accounts by accepting them if certificates of thi 
nature ,were produced. We were told that the response to this propos< 
of voluntary audit of accounts in the manner acceptable to the Depar1 
nient had been rather poor. In a recent sample sui:vey conducted b: 
the Central Board of Revenue, it was observed that only in one per cen 
of non-company cases represented by chartered· accountants, audit certi 
ficates in the prescribed f-orm were furnished. Obviously, the idea o 
voluntary audit of accounts has not gained popcl.arity. 

2.50. We have given the propqsal of company audit of accounts ou 
careful consideration. The advantages of compulsory audit far outweigl 
its disadvantages and limitations. We recommend that in the·interest 
of e:rpeditious and proper assessments of the assessees in higher incom 
group, audit of accounts in all ,cases of business, profession and vocatio~ 
where total assessed income in any of the last ~hree years exceed 
Rs. 50,000, sho.uld be made compulsory by law. Audit sh011;ld aJso b· 
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compulsory in those cases of business, profession and vocation where the 
returned income for the fi_rst time exceeds Rs. 50,000. We have advisedly 
put the limit for compulsory audiLbeyonds incomes exceeding Rs. 50;000. 
The All-India Income-tax Revenue Statistics for 1957-58 show that during 
that year, the number of completed assessments excluding those· of com
panies and salaried employ~es in different income ranges, was as under:-· 

Income Range. 

Above Rs. 25,000' 

" Rs. 40,000 

" 
Rs. so,ooo 

" Rs. 75,000 
_, Rs. 1,00,000 

• 0 

-
• 0 

No of 
assessments. 

!-" 38,064 
22,087 

. 13,832 

6,715 
3,705 

Thus the number of 'cases in which audit will. have to be compulsoril.Y 
carried otit would be about 14,000 .. · This task would not be beyond the 
capacity of the existing number of practising: chartered accountants. We 
also recommend that the income limit qf Rs. 50,000 should be .revised by . 
Governme_nt as and when sufficient experience of this procedure has been 
gained and more- and m6.re chartered accountants become available. As 
regards the certificate to be given by the chartered accountants in these 
cases of compulsory audit, we suggest that it should be in ·the form 
prescribed by the Central Board of Revenue to which· we have made a 

. reference in the preceding paragraph. 
0

, After some experience, ~he certi
ficate coUld be m.odi:fied, if necessary, by the Central Board. of Revenue 
in .consultation with the Institute of Chartered Accountants of India. 

' 

. 2.51. While on the subject of audit of accotints, we might refer to the 
· suggestion that the Government 

0 

should have the 
Govern.ment's right to right in certain cases to appoint chartered accoun-

appomt chartered tants to audit the· accounts of the assessees. We ao 
accountants for fur- . . . . . 
ther •~dit. 0 ° not co:rLStder such a promswn necessary, parttcularly 

, in view of our recommendation· for compulsory audit 
· ~n all business cases with income above Rs. 50,000. 

IMPROVEMENTS JN, METHODS OF WORK 

2.52: We now proceed ~o consider various problems relating to the 
methods and procedures of work, and to suggest certain modifications ir. 
them with a view to expediting the process of assessment and mitigating 
inconveniences to assessees. 

2.53 .. The practice at present f61lowed reg>arding the issue of notices 
for hearing andi production of account books in .con

Notices ?f hearing • nection with the assessment proceedings, sometime:;, 
causes avoidable inconvenience to assessees. It appears that the notice~
under SectDns 22 ( 4) anq 23 (2) of the Income-tax Act are i~sued simul

:taneously, aE a I_Ilatter of routine, in all case~ where ·a return of income 
has. been filed. The former. notice may not be neces)iary in some case:, 
particularly the simpler ones. We, therefore, suggest that in cases where 

' • • I 
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the assessments could be completed in. one hearing and production pf 
books of accou.nts ts necessary, tt wou.ld be proper to issue the two notices 
.simultaneou.sly. For this purpose a combined form of notice shou.ld be 
issued. In cases where the -assessing of}icer does not require the produc
tion· of specific books, assessments should be -disposed of by a notice 
under Section 23 (2) only. In cases where a return is not ' submitted,. 
resort may ·have to be made to Section 22(4) to enable the assessing 
officer t1o hav.e the account boolar produced before him. . ·. 

2.54. ~t was pointed out to us. that there were, .at times, delays in 
. . assessments because the assessing officer had himself 

Help to officers in en· to do the entire work relating to assessments, includ
mination of accounts mg the spade work connected with examination of 

· _ accounts and investigation flowing therefrom. ·Till 
1945 or so, the assessing officers were given help, for this purpose, by a 
special class of. officials known as Examiners of Accounts. At Bombay 
and Calcutta, separate Examiners' B:ranches under the charge of a Chiet 
Examiner were functioning. Under this system assessing officers used 
to refer cases for examination. of account books to the Chief Examina
who would entrust the work to any of the Examiners, and after checking 
the examination note submitted by ·the Examiner, · the Chief Examiner 
wouJd send It to the assessing officer. The cadre of Examiner of Accoun~ 
was abolished because it was found that the assessing ·officers ·were. 
generally not exercising any further· check. Though even now assessing 
officers sometimes utilise the services of Inspectors attached to them for 
examination of accounts in small cases and on specific issues, th,e help 
they get in the matter is, on· the whole, inadequate. . 

. 2.55. 'J,'he m~ defect of the system was that not only did it lead to 
duplication of work and consequent inconvenience to assessees but also 
that the mafority' of the assessing officers lost all initiative and framed 
assessments on the basis of Examiner's report. Under the statute, the 
responsibility for framing assessments lies solely on assessing officers 
who must themselves examine the books of accounts. Therefore, it would 
not be desirable to revive the insl!itution of Examiner of Accou.nts in the 
form ·i.n which it existed till 1945 .. But some help to the assessing officer 
in the matter of routine examination of accounts or detailed examination on 
specific issues .indicated by him would, in our opinion, go a long way in 
expediting· disposals \and releasing his energies for utilisation in more 
important work involved in the assessment of' cases. Accordingly, we 
·recommend that the 'assessing of}icer should be 'permitted to take assist
ance of' the InspectO-r attciched to him. In order to provide expert assist
ance to the assessing officers in examining accounts in specially com- · 
plicated cases, we further recommend that at important centres of variou.s 
Commissioners' charges ·there should be a set of experienced Exa;miners' 
preferably chartered accou.ntlants. 

· 2.56. Some witnesses represented to us. that assessing officers, at times, 
scrntinised meticulously the exoenses claimed and tried to disallow them · 
on technical considerations. While the law on the subject does not. 
require any modification, we recommend th.at suitable administrative 
instructions should be issued 'to the effect that in bonafide cases,· 
expenses · should · be allowed after scrutiny on broad lines with• 
ou.t going into meticulou.s details and that interest, rebates and other trade 
discounts should be allowed in the years in which such adjustments are 
recorded in the books. Whenever there are reasons-to doubt the bona 
fides of such items, the assessing officers" should make full enquiries. ' - ' . ' . 
410 C.B.R. 
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·2.57. we understand _that, at times, assessment orders are not passed' 
· · by some officers for a considerable period following 

Assess~ent orders the final hearing and, in a few instances, the officer 
llas to. give a fresh hearing for reviving his appraisal of facts and argu
lllents. It was also brought to ou:r: notice that in some cases, the assess
lllent orders did not accompany the notices of demand arid till he applied 
1or and got the copy of assessment order, the assessee WQS in the dark 
;~s regards the basis of computation 'of total income made by the asses- · 
sing officer.- In our opinion these ·tendencies should be strongly dis
couraged. We recommend that, by executive aCtion, it should be ensured 
that assessment order is passed by the assessing officer as early as possi
ble after the final hearing but in no case later than thirty days. With 
Tegard to the second complaint, we recommend tliat there 'should be a 
statutory provision in all the direct taxes Acts requiring the assessing 
officer to sen.d a' certified copy of the assessment order along with the 
notice of demand. It has been urged that this recommendation would 
throw extra work_ on the Department as assessment orders would have 
to be issued in all cases including small salary cases where assessments 
are completed under Section 23 (1) Of the Income-tax Act on the basis 
ef returned figures. We do not tliink the extra work involved will be 
appreciable and it could be minimised by using, in such cases; printed 
or cyclostyled standardiseg assessment order forms. · 

2.58. The time taken in. the calculation of the amount_ of taxes also 
Difficult'es of tax impedes the ·quick disposal of assessments. 

calculations Numerous rebates in the cases ·of companies, gross-
ing up of dividends, different tax rates and 

surcharges for different years and different ·categories of assessees are 
some of the factors whicli make the calculations of taxes complicated 

. and cumbersome. ·We feel that the rationalisation of company taxation, 
and particUlarly of taxation of dividends brought about by the Finance 
Act of 1959, will considerably help ·in making the calculations of taxes' 
easier. The other difficulties, nevertheless, persist and we make the 
following recommendations with a view t() simplifying the calculations:-

(a) Variations in the rates of tax are necessitated by Govern
ment's general fiscal policy. Till 1922, the. rates of income- . 
tax were embodied in a schedUle to the Income-tax Act it
self. Since then they are being annually .fixed by the -
Finance Acts. .The change was presumably meant to secure 
elasticity in the fiscal system. But recent t;,;ends m-·the field 
of direct taxation. appear to favour a switch over to the 
old system of prescribing the basic rates of tax in the nile
vant statutes· themselves. Thus, all the direct taxes Acts 
legislated during the last few years. viz., Estate ·Duty, 
Wealth-mx, Expenditure-tax and Gift Tax Acts have Sche
dUles fixing the rates of the respective tax. Even for income
_tax the basic rates' in recent years have tended to remain 
more or less constant. We feel that from the point of view 
of administrative _convenience and facility of calculation of 
tax, it is preferable 'to incorporate the basic rates of income
tax in the Act itself. Any variations in these 'basic .. rates 

·necessitated by the exigencies of the situation should be 
~~ made by an amendment to this Act, and not through the 

annual Finance Acts. -
(b) Such part of the additional budgetary requirements as has to 

be met from the income-tax revenues could be'met by varia
tions in the Tates of W.rcharges through the annual Finance 
Acts. · 



(c) Without affectinfl any of t"f!.e reliefs at present admissible, such 
· of the surcharges on income-tax as go to the· divisible pool may 

be merged with the 'basic income-tax rates themselves. 

(d) 

(e) 

. . 
We feel that in the case of company 'taxation, ·instead of pres

cribing the rate of supertax at 50 per cent and providing for _ 
several rebates from that for the various types of companies, 
the effective rate of super-tax for each of these types should 
be specified .in the Act itself, after taking into consideration 
the present rebates admissible. The principle has been 
accepted in the Finance Act, 1959 in fixing the rates of ad
vance tax for companies for the year 1959-60. · 

Calculations of tax in the case of partners of a' registered firm 
having -total income exceeding Rs. 40,000 and, . therefore, 
subject to tax directly, are so very involved and complicated. 
at present that even experienced officials· of the Department 
find them difficult. We recommend that a suitable formula 
may be evolved which would simplify calculations in this 
matter without affecting the incidence or quantum of taxa
tion. 

(f) We fU1·ther recommend that ready reckoners for calculations 
of . taxes . should be made available to the departme7Vtal 
.officials immediately after the passing of Finance Bill. 

' 
(g) We would also recommend that alCtax offices· should be equip-· 

ped with one or more calculating machines and members of 
the staff should also be trained in the use of these machines. 

2.59. While we would like the calculations of tax to be as easy and 
· devoid of complications as possible, we would equally stress the import

ance of ensuring their utmost -accuracy. Wrong calculations not only 
cause loss of revenue but may also result in over-~harging of tax from 
the assessees. It is. impe.rative that the chances for either are reduced to 
the minimum. For the past few years, the Central Board of Revenue has 
been taking certain administrative steps in this. direction. Since 1954, 
roving intenral Audit Parties have been· functioning in the various Com
missioners' Charges. An Internal Audit Party is generally headed by a· 
Supervisor and consists of some clerks. Its function is to car:r;y out the 
post-audit of completed assessments in various assessment circles of that 
Commissioner's charge. The audit is restricted to assessments in which 
the assessed income exceeds Rs. 10,000 or the refund involved is over 

· Rs. 1,000 and consists of checking arithmetical accuracy of computations 
· of income, calculations of depreciation and other· allowances, calculations 
_of tax, adjustments of the taxes paid in advance or deducted at source,. 
etc .. We are told that these parties have been doing good work. Beside 
detecting arithmetical mistakes, they have also brought·to light important 
mistakes of principles, such as ·the wrong or excessive allowance of 
earned income relief, depreciation allowances, double income-tax relief, 
excess dividend tax etc,, errors in the set-off of losses, failure to levy 
interest or substitute correct share income of a partner under Section 
35 of· the Income-tax Act. The figures. furnished by· the Central Board 
of Revenue on the working of these parties show that they 'have detected 
mistakes involving considerable revenue which would have been irre
trievably lost, but· for their timely audit. They have also detected a 
number of mistakes both arithmetical and those involving questions of 
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principle, because of which eJCeess tax had been collected from the· asses
sees -in the past. As a result of the audit parties' bringing them to the 
light, the assessments have been rectified and the excess taxes refunded 
to the assessees concerned. 

2.60. We understand.that, owip.g to inadequate staffing of these· parties, 
the audit work, apart from -being of a very limited ,character, has. been 
lagging behind the . completion of assessments by two or three years. 
We are ·of the view that these paTties should be adequaJtely staffed and 

· established cni a permanent footing in all Commissioners' Charges. Each 
audit party should consist of a Supervisor and fom:: to five Upper Division . 
Clerks, and there should be as many audit parties as justified by the 
quantum of _ audi~ work involved in each Charge. A regular planned 
programme for audit· in various Circles· should be chalked out in the 
beginning of the year, the aim .being to l:lring the audit up-to-date. The· 
'Inspecting Assistant Commissioners should see that the a~dit programmes . 
are strictly adhered to. These parties should ·-be as zealous in pointing 
out mistakes_whic4 have resulted in excess recoveries of tax from asses
SeE'S as they are in detecting cases of under-payment. 

- -
- 2.61. It was pointed out to us that in addition to the checking done1 by 

the audit parties, instructions were issued in 1955 for pre-audit of tax . 
·calculations. According to these instructions, calculations made by a 
clerk· are checked· by another clerk or supervisor and counter-checked by 
the assessing officer himself, depending upon the quantum of income or 

. refund involved. We suggest that there should be more comprehensive 
and syste!ltatic check of rtax calculation than is being done at present. 

. . . . 
2.62. Our attention -was invited to the fact that the ·record of -proceed-

Record of · ings of cases was not_ properly or adequately kept and 
Proceedings that the progress of work was sometimes retarded 

thereby. An order sheet is, at present, prescribed to be maintained and 
entries of the sequence of events have, .-from time to time, to_ be . made 
therein py the staff and the officers, as the case may be. - If this order 
sheet is not properly kept and .some of the receipts, requisitions and hear
ings are not entered, it is very likely that the same information may be 
called_ for twice or some of the important notices and documents may 
get lost without any check thereon. It has also been observed that some 
assessing officers keep in the same order s!leet a record of the correspond
ence amongst the Departmental officers in regard to that case or any 
reference thereto which has to, be held 9ack from inspection by assessees. 
We,.accorQ.ingly, recom111;end that the assessing officers should be required 
to maintain two separate ·order sheets. In bne, they should make proper 
entries with reg(!rd to the issue of all the - statutory notices including 
notice under Sect~n 37 of the Income-tax Act, compliances thereof by 
the assessees or others, brief records of hearings given, receipt of various 

· papers and documents etc. This order sheet should be · available for 
inspection by the assessee. Copies of relevant entries in this order sheet 
should be made av(!ilable to the assessee ·on application and on payment 
of copying fees by him. In the other order sheet, records should be kept 
of· confidential information received by the officer, inter-departmental 
correspondence, etc. This latter order sheet would not be op•m to 

· inspection by the assessees. · 1 • 

2.63. Some chambers of commerce rewesented· to us t!lat the system 
·of advance payments ,of tax and proVIsional assessments· delayed the 
making of final assessments. From a study of the figures of/pending 
assessments and their spread-over, we feel that. there is no justificatiot?-
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for this. view. All•the same, we would recommend that ~he assessing 
officers should see that assessment proceedings are not delayed in. any · 
case merely· because there would be no further recovery of tax or the 
completion. of assessment would result in a refund. Our recommenda
tions in the Chapter on 'Refunds' for grant of provisional· . refund and . 

· interest in ce1-tain circumstances in the hitter type of cases would go a 
long way in checking this tendency. 

. . 
2.64. We also recommend that irt should be administratively prescribed 

that assessing officers report to their higher authorities, ,cases where 
assessments have· not been completed within twelve months from the date 

. of the filing •of rthe returns, giving the reasons therefor. These reports, 
apart from having salutary effect, would be an automatic check· on 1;he 
pendency and the reasons for that. ,. 

2.65. It was brought to-our notice that the Department, being uncertain 
Preca-utionary a"'essments of the .. ownership of any income or asset anqlor of 

the period to which it related for the. purpose of 
taxation, resorted frequently to making a~sessments in respect of the 
same item in the hands of two or more persons, either for the same assess
ment year or for more than one assessment years. We app.reciate that, 
in some cases, it may be absolutely necessary, in the interests of revenue, 
to. make precautionary assessments because the assessee is non-coopera
tive and unless such a precautionary assessment is made, there would 
be irretrievable loss to, the revenue. We are, however of the view that 
·exceprt for such exceptional cases,, precautionary assessment should not 
be resorted to by the Department. · 

· 2.66. Many witnesses . represented to us that the presen..t forms of 
Return forms · income-tax returns were too complicated to be easily 

. understood by a large majority of the tax-payers and 
that they required to be materially simplified. It was also mentioned 
that quite a few columns in these forms _were ·inapplicable .to most 
assessees. We l:J.ave examined the matter at some length. We understand 
that during recent years, the Central Board of Revenue has been taking 
certain steps for diversification of the return forms, as a result of which. 
the three f(!rms, at present in use, have been evolved, viz., for companies 
for non-company assessees deriving income mainly from business, pro
fession or vocation and for other assessees. Simplification of return forms 
is, no doubt, desirable but it cannot and should. not be done at the expense 
of any vital information required under the statute for computation of· 
the tax liability of an assessee.· The use of technical terms occuring in 
the statute is also unavoidable in a return form. Notwithstanding rthat, 

· the language of the existing forms can, in certain respects, be simplified 
and made less ambiguous. We are· of the. view that these forms should 
be so· revised, and rationalised rthat columns which are mostly superfluous 
are deleted, that each assessee is required to give details only in respect 
of those matters ·which are relevant· to his assessment and· that such 
enquiries of a general nature which are almost invariably made. at pre
senrt, in the course of assessment proceedings, are incorporated in the 
forms. With these objects in view, we have the following suggestions to 
offer for ·modification of the return:- ' 

(a) The return form should have, in its first part, summary of the 
income under the various heads and also such other informa
tion which is applicable to all assessees and which is required 
for cross references etc., like-the information under Section 
38 of the Income-tax Act. Details of information regarding 
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(c) 
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income under each head should be called for in the form of 
annexures and each assessee should have to fill in and attach 
such annexures to first part of the return as are applicable to 
him. 

Columns in the return form for getting detailed information 
regarding remittances and income outside the taxable tern· 
tory which are inapplicable to most of the assessees should 
be deleted and. a note may"be appended asking the assessees 
to give information on these matters, wherever applicable. 

Provision sh~uld be made in the return form itself for the 
assessee to specify the books of accounts, if any, maintained 
by him. We have also suggested in the Chapter on 'Evasion 
and Avoidance' that the Tax Adviser or Representative of 
the assessee who prepares or helps in the preparation of the 
return, should be required to give a certificate which should . 
be made a part of the return. 

(d) Details regarding property income at present required to be 

(e) 

given in the return form may be simplified. · 

The declaratioh verifying the correctnes·s of particulars given 
in the return form .and the proposed annexures should be 
at-- the end of the first part and there should be 
a foot-note to the effect that false. or incorrect declaration 
would attract the application. of the various relevant clauses 
in the taxing statute as well as under the penal code. . 

Some witnesses also stated that the return forms tinder· the Wealth-tax 
and Expenditure-tax. Acts needed simplification. These Acts have 'been 
recently introduced and therefore, the working of these return forms 
shotild be watched for some time, so that necessary modifications are made 
therein in the light of the experience-gained. 

2.67. We haw taken note of the. recent steps taken by the Central 
Board of Revenue for improving the mod(;S ;~nd me

Registen and Records thods of work in the Income-tax Offices, with a view 
to increasing efficiency and output and also for intro

duction of the proper control measures at various stages of assessment 
proceedings. The methods of work in the tax offices were studied in 
detail by a Member of the Central Board of Revenue in 1955-56 ar-ct t~e 
recommendations made by him were considered by the Board in ccnsul
t.ation with the Commissioners. The changes made thereafter indude 
the introduction ·of the following:-

(a) vario1:1s contr?l r:gi~ters like, the. 1eoriented General Ind<-x 
RegiSter which IS mtended .to be a· permanent record of all 
revenue yielding cases, the Register of Investigation ar.d thtt 
Register of Closed Cases; . · 

(b) the General Index Card (for assessees with income o.bove 
Rs. 15,000) which shows at a glance the various proceedings 
in a case at a particular point of time during a period of-five 
years; 

~ ' 
·(c) the Register of pending action which enables the. assessing 

officer to have at one place the entire work-load in the files 
:in his charie arranged in an order of priority; 
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(d) the Daily Fixation Register 'vhich records the assessing officer's 
plan of work chalked out in advance; · 

(e) Ledger Card for assessees with income above Rs. 2.0;000 whiclt 
will show at a glance the demand raised and collections made 
and enab).e the officer to watch the progress .of recoveries; 

I , 

_(f) Enquiry Register to control the Inspector's work; 

(g) 'Calendar of daily duties and Register of Review for controlling 
tlj.e work· of staff; and 

· (h) Job des-cription cards for the _ various tasks in Income-tax 
Offices . 

. We feel that these steps are appropriate and in the right directiOR 
and the Central Board of Revenue should keep a periodic watch over 

. their effectiveness. In making changes in .forms and registers, important 
consideration_s which should weigh with the administrative authorities 
are:. · 

' . (i) that the information is not unnecessarily duplicated; 

(ii) that the unnecessary information ,is not tabulated and recorded; 
and , . . 

(iii) that vital information is kept in such a collated manner that 
it can be located at once. . 

2.68. Sub-section (2) of Section 60 of the Income-tax Act provides . 
for tax relief by the Central Government in cases where a lumpsum pay
ment, like gratuity or arrears of pay of earlier years, is received in· a 
subsequent year and is charged to .tax at_ a higher rate then would be_ 
applicable, if the payment was either related back to the respective years 
of its accrual or spread-over. According to the present procedure, asses
sing officers send reports on assessees' requests for such reliefs to the 
Central Government through their respective Commissioners, intimating 
the relief due on the basis of rules prescribed. The reliefs are formally 
sanctioned by the Government. We find that the vesting of their autho
rity in Central Government makes for .unnecessary correspondence and 
delays in the sanction- of the reliefs. The rules are quite clear and their 
administration is well understood. We, therefore, suggest that the power 

· to grant relief under Section 60 (2) of the Inc_ome-tax Acrt -in accordance 
' with the rules already laid· down should statutorily vest in the Commw-
~oners qf Income-tax and not the Central Government. · 



INTRODUCTORY 

CHAPTER 3 

ASSESSMENTS-II 

SPECIAL PROBLEMS 

3.1. In this Chapter, we will deal with various_ facets of the taxing 
process in relation to assessments and the difflculties that are experienc
ed at different stages thereof.· ,Although our terms of reference restrict 
us to. considering only the administrative and~ procedural aspects of the 
direct taxation laws, we have,. at times, gone into the rationale of certain 
provisions, which cannot altogether be divorced from their administra
tion. This is inevitable in certain cases. We have, howev~r, endeavoured 
to ronfine ourselves to the administrativ,e and procedural · aspects of 
these laws; as fur as possible. . 

FOREIGN BRANCHES 

3.2. It was brought to' our notice that, in certain cases difticulties were 
· . experienced on account of the insistence .of assessing 

Blocked credits and officers on payment of the taxes in respect of foreign 
exchange restrict•ons income or assets even though there was embargo on 

their repatriation and there were specific provisions 
ii\ the Income-tax , ·and Wealth-tax Acts for holding these demands in 
·ab~yance. We understand that the Central Board of Revenue has already 
issued necessary instructions in the matter, enjoining upon the assessing 
officer to follow the statutory- provisions. We, however, suggest that the 
DElpartment should take special steps to ensure that the provisions of the 
statute and the instructions issued by the Boa,rd are followed Sltrictly by 
all assessing officers and no harassment is caused to the assessees. 

3.3. Some witnesses pointed -out that special hardship was 'i:aused; 
specially in wealth-tax assessments, to assessees who :were holding shares 
of Indian companies which had assets in foreign countries, particularly 
in Pakistan and Portuguese East Africa, but which could not bring their 

·profits or capital to India. In such cases, we recommend, that, though ~he 
income or the assets may be. included for assessment purposes, the amount· 
of ta:c to be recovered from the assessee should be limited to the amount 
of rta:c that would have been payaole, had the income or assets in these 
countries not been included in the assessee's total world income or wealth, 
as ~he ca8e may be. The balance of the demand should be kept in abey
ance till such time as the prohibition or. restrictions regarding the repat
riation of profit$ or capital are removed. 

. 3.4. Our attention was invited to the fact that some assessing officers 
Production of Account insisted on the production· of account books of .foreign 

Books · . transactions in, cases of assessees having business in 
. foreign countries. It was stated that there were 

practical' difficulties in producing these books. The Central Board of 
Revenue, we understand, has already directed the officers thnt production·, 
of such books should not be insisted upon as a rule; and normally the 
statements of account _of foreign transactions should be accepted. We are 
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further. told that assessments in this country 'are, even now, generally 
based on assessment orders of the taxing authorities of the other coun
tries: We feel that unless there are reasons to suspect the bona fides of 

·the certificates issued by the foreign authorities, such certificates should' 
be invariably accepted. In such cases, there should be no need for insist-
ing on. the production of account books or even audited balance sheets or 
statements .of account: · 

DEJ;'RECIATION ALLOWANCES 
3.5~ Depreciation allowanc.es are intended to charge off each year. 
Pres~t provisions from :the capital cost of assets, a suitable amoilnt 

representing the usage, wear and tear or obsolescence· 
of assets used in the production of income. In the Income-tax Act, pro-
visions -have been made for the deduction ·of depreciation allowances, in 
the computation of total income, in the form of clauses (vi), (vi-a) and· 
(vii) of sub-section (2) of Section 10 of the Act. Under these .provisions,· 
depreciation is allowable in respect of any building, plant and machi
nery and fuiniture owned by an assessee and used in the business, pro
fession or vocation carried on by him.. The annual rates of depreciation 
for various types -of assets are prescribed in Rule 8 of the Income-tax 
Rules. - These rates are applied to the written-down value of the assets 
as at the beginning of the year, but the total depreciation admissible 
(including 4lltial depreciation on new assets which was admissible 
during the period first April, 1945 to 31st March, 1956) is restricted to. 
the ·cost of an asset. The Rule also lays down that .depreciation is to be
allowed proportionately, according to the completed months of user of 
·arr asset in a year.· In the case of ocean-going ships, however, 'straight
nne' method is employed for the calculation of . depreciation allowance. 
In the latter method, the annual provision-is given .by the original c~st 
of an asset divided by the }lUmber of years of its estimated or assumed 
life. Prior to 1939 the 'straight-line' metholi.was followed for crucillating 

-depreciation in respect of all types of assets. The 'written down value' 
method was introduced by the Income-tax (AmendmE!nt) Act, 1939, as a 
result. of. the recommendation of Income-tax Enquiry .Committee, 1936, 
which felt that this method was not only more logical but also simpler 
to operate than the 'straight-line' method ~hich required the keeping of 
elaborate records to secure that the aggregate depreciation allowance 
did not exceed the cost of_ the .asset. ' 

3.6. Clause (vii) of sub-section (2) of Section 10 of the Income-tax Act 
provides that if a building, machinery or plant which_is being used for 
the purpose ot business, profession or vocation, is sold,· discarded, demo
lished or destroyed, a balancing· allowance -equal to the difference bet
ween the written down value and sale or scrap price, as. the case may 
be, is to be allowed for the year of sale, discard etc. If the sale- value or 
the scrap value exceeds the written down value, the difference is taken 
as the .income of the year but only upto the limit of total depreciation 
allowed. A claim for balancing allowance can be made subject to the· 
condition that it js actually written off by the assessee in his books- of 
account. Under the existing law, this allowance is available only for 
buildings and plant and,machinery but not for furniture. . . · 

. 
1
3.7. we" 'now proceed to di~cuss the_ various problems and difficl;llties. 

relating to depreciation allowances, that were brought to our notice. 
3.8. Various alternative methods of ca.l!!ulating depreciation came:: in 

· . · for discussion during the course of our enquiry. 
Methods of calculation Some witnesses were of the view that, of all the 
1 · · methods, the 'straight-line' ,method was the s~mplest 
and that it should be revived. A suggestion was made for adoptmg the· 

. . . . . 
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•declining balance' method which. was l;>eing followed in the United 
States. We had also before us the radical suggestion of Prof: N. Kaldor 
that instead of the present depreciation allowance, capital allowance at 
:the rate of 2/3rd or 3/4th of the· capital cost might be allowed in the 
very first year of .the acquisition Qf the asset. We have carefully consi
de•·ed the relative merits and demrits of the various methods. We are 
in favour of continuing the existing method of allowing depreciation on 
the written down· value, for assets other · than ocean-going ships. 
This method conforms closest to the accepted principles of ·accountancy 
.and is followed in many countrtes. Since the larger part of the cost .is 
written off in the initial years, the risk to the business or industry is 
also considerably reduced. This method secures, automatically, that de-·· 
preciation in excess of the cost of the asset is not allowed. Ocean-going 
.ships, however, fall in .a special category and as such ships are com- . 
;paratively ·few, maintenanc~ of detailed records for each ship would not 
:present any difficulty. · 

3.9. It was reptesented to us that the computation of depreciation 
;allowance on 'months of user' basis led to avoidable waste of time and 
energy of the assessees and the Department, without any commensurate 
revenue gain, even in stray cases. It involved keeping of minute de
tails about the use of the asset. We feel that this is true to some extent. 

· However, unless there is some check on actual user of an asset, depre
.ciation allowance is liable to be abused. We, therefore, suggest that 
depreciation at full rate,s should be allowed in respect of an asset which 
has been used for the business for six months !ir more during the 'pre
vious year'. For an asset which has been used for more than a month 
but less than six months, depreciati9n ·should be allowed at 'half .of the 
prescribed rates. No depreciation should be admissible as regards an 
asset which has not been used for a total period of. more than a month 
.during the 'previous year'. · 

. 3.10. It was suggested in. some of the representations that the 
present rate schedule and the categorisation of assets given in Rule 8 
of the Income-tax Rules needed to be suitably· modified so as to bring 
!hem in tune with the latest developments in industry and technology. 
We understand that according to the existing practice followed for 
effecting any variations in the rates, the Central Board of Revenue, on 
receipt of any representation in this regard, makes due investigation and 
elicits the views of .the concerned industrial interests, chambers· of com
merce, etc. After examination of 'these views, if the Board · is satisfied 
about the necessity of any change or amendment, it_ makes that accord
ingly. This procedure· is quite satisfactory and may be continued. How
-ever, in future, before making any changes or amendments in this 
regard, the views of the Direct Taxes · Central Advisory Committee 
which we are proposing in the Chapter on 'Public Relations' should be 
.()btained and duly considered by the Board. 

3.11. Some difficulty is, at present, experienced by assessees in. getting 
relief under Section 10 (2) (vii) of the Income-tax 

·Act when the assets had· been purchased in ·one lot 
Balancing depreciation and subsequently one of them only is sold. In such 
or profit under Sect on cases, it becomes difficult for the assessees to ascer- · 
xc(z)(viil of ·Income" tain the separate cost of that asset and also its 

tax Act. written down value at the time of . sale, for the Pl.!r- · 
pose of write off in the books of account. If the 

' ' assessee fails to write off the amount, he is not en-· 
·-titled to the benefit of balanci~g depreciation allowance. In order ta 
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-remove this difficulty in such cases; the ass~ssee- should intimate the re
levant particulars to the assessing officer concerned and ascertain from 
him the correct amount that should be written off. Suitable instructions -
may be issued in this rega!d. 

3.12. As already stated, balancing allowance in terms of Section 
10 (2) (vii) of the Income-tax Act is not available in respect of furniturt>. 
We do not understand why furniture alone has been excluded from the 
purview of this sub-section. We feel that there is no plausible reason or 
justification for .. this distinction and recommend that tliis clause should 
be applicable to furniture also. We note that recommendation to this 
effect was also made both by the Income-tax Investigation Commission 

. and the Taxation Enquiry Commission. · 

. 3.13. We were given to understand- that the application of Section 
10 (2) (vii) of the Income-tax Act had led to practical difficulties in 
respect of allowing depreciation or charging profit in the case of an asset 
which had been purchased and sold in· the same year. We suggest that 
in such cases, no depreciation should be allowable and the difference 
between the purchase and the sale price of the asset should be treated 
as capital gain or loss, as the case may be .. 

. . 
3.14. It was suggested to us that the existing provision, under Section · 

· 10 (2) (vii) of the Income-tax Act, for the inclusion- of the profit on the 
sale of an asset in the total income of the year of sale, increased the rate 
of tax considerably, and .that it would b.e equitable to spread such profits 
over a number of years. Another suggestion made in this regard was 
that the balancing depreCiation o'r profits should be treated as capital loss 
or· gain respectively. We are of the view that the present law in the 
matter is quite equitable and no change therein is required. We feel 
that' such a claim cannot be justified when the ba~is for allowing depre
ciation is 'written down value', which involves charging of larger amounts 
of depreciation in the earlier years, thereby reducing considerably the 
rates at .which the assessee has· to pay taxes in those years . 

• 
3.15. Some witnesses represented that 'in the case of premises taken 

on lease for business purposes, depreciation should Leasehold premises. . be allowed in respect of material alterations or addi-
tions made by the assessee to the assets. It was stated that, at times, 

~ owing to certain legal or other difficulties, the. premises required for a 
business could not be•purchased by an assessee who had perforce to take 

• them on lease and before starting the business, which sometimes includ
ed manufacturing operations also, he had to make material alterations 
and .additions to those premises. In such cases, denial of· depreciation 
allowance, it was urged, was unjust and inequitable, particularly when 
the lessor also did not get- the benefit. We are impressed by this con
tentfon and suggest that, by executive instructions, repair expenses and 
normal' depreciation allowances on alterations or additions made by the 
lessee ·to the leased premises which are used for the purposes of business, 
profession or vocation, should be allowed in his assessment to the extent 

. to which he would have been entitled under the Income-tax Act, had he 
been the owner of the premises. This concession should be available 
only for t7ie period of the lease. Any residual depreciation which cannot 
be given or remains unabsorbed, owing to the termination of the lease, 
should not be allowed or carried 'forward either in the hands of the 
lessee or the lessor . . .. 
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3.16. · Certain difficulties arising out· of the conflict of metliod of cal-· 
• culating depreciation laid down in the Electricity 

ElectricityUnder- '(Supply) Act, 1948 and that followed under the 
takings Income-tax Act were. brought to our notice by the 

Federation of Electricity Undertakings of India. With the withdrawal 
of initial and extra depreciation allowances in the Income-tax Act, the 
difference is now narrowed down to two points. First, the basis pres
cribed for charging depreciation under the Electricity (Supply)· Act, 
1~48, · is either the 'straightcline' or the 'compound interest' method 
whereas imder the Income~ tax· Act, 1written down value method' is fol
lowed. Secondly, extra depreciation which is allowable under the 
Income-tax Act in· respect of llecond shift working is not taken into 
consideration in the calculation of depreciation under the Electricity 
(Supply)· Act, 1948. These differences assunl.e importance because the 
charges for electricity 'supplied to consumers have· to . be adjusted 
periodically with reference to the b.ook profits which are arrived at after 
allowing the depreciation calculated on the basis laid _ doi.vn in the 
Electricity (Supply) Act. It was pointed out,·. that the difference be
tween the two methods affected the electricity undertakings-adversely in 
subsequent years when the assets became old, and the. depreciation 
allowable under the Income-tax law was lower than that calculated· on 
.the basis laid down in the Electricity (Supply) Act, and they had to pay 
higher taxes without being entitled to increase the charges for electricity 
supplied to consumers. We are of the view that the best. solution for 
this difficulty ·lies in suitable amendment of the Electricity (Supply) Act 
so as to provide for appropriate reserves of depreciation in earLier years. 
We find that the Taxation Enquiry Commission had also made similar 
recommendations . 

. . . 
DEVELOPMENT REBATE 

3.17. Development rebate was recommended by the Taxation Enquiry 
L . 1 . · Commission to be granted to selected industries with 

egis ~t!On. a view to stimulate the expansion and development 
of production enterprise. It suggested that 25 per cent of the cost of 
all new assets in the selected industries-should be charged·to revenue in 
lieu of the initial depreciation allOW1!11ce, and this ·allowance. should not 
count in determining the total depreciation allowable. The Commission 
expressed· the view that this rebate should be available for all purchases 

. of fixed assets, whether intended for replacement or extension and to 
new as well as existing -concerns in the : industries selected. Two 
criteria were suggest~d by the Commission for selection of industries 
foi'grant of development rebate, viz.,. (a) the importance of the industry 

· concerned from the point of view of national development,. and (b) 
the extent to which the industry was unlikely to be developed, if left to 
the voluntary efforts of private enterprise and without any special 
stimulus by way of tax relief. The Commission was, broadly, in favour 
of confining the concession to the producers' goods and capital goods in-
dustries. · · · 

. 3.18. This. recommendation· was accepted by the ·Governmim.t in a 
modified _form, and a new clause viz., (vi-b) was inserted in Section 
10 (2) of the Income-t1)x Act, by the Finance Act, 1955. This clause 
provided for a developmeQ.t rebate at the rate of 25 per cent of the 
original cost of machinery or plant for the year of installation, provided 
the machinery or plant· was new and had been installed after 31st 
March, 1954, and· was used wholly for the purpose of assessee's business 
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and the particulars prescribed for preferring claim io~ depreciation' 
allowance had been furnished. Development rebate was to be granted 
over -and above the full recoupment of the total cost by way of depre
dation allowances. The rebate was not restricted to any particular in
dustries, but was available for all new plant and machinery installed. 

3.19. It was observed within a short time of the working of this pro
vision that the concession was being almsed and the savings -in ·tax on 
~ccount of this rebate were being fritterj!d. away by expenditure or dis
tributiOn in the form of higher dividends etc, As this was net in con
sonance with the .object underlying the grant of the rebate1 the allowan
ce of the reb.ate was made subject to fulfilment of certain conditions 
which were prescribed ·by the Finance Act, 1958. The re?trictions laid. 
doWn were as follows:- , 

· {a) An amount 'equal to 75 per cent of the development rebate 
admissible should be debited to the Profit and Loss Accou.'lt 
of the relevant 'previous year' and· credited .to a reserve 

(b) 

(c) 

account ; · 

During a . period of ten years next f~ll~wing, this reserve 
should be utilised only for the purposes of the assessee·s 
business. The .reserve could not be utilised for distribution 
by way of dividends or. profits or remittances outside, India 
::;_[rofits or for the acquisition -of assets outside 'the country; 

The asset on which this rebate was allowed should not' be sold 
or otherwise transferred by the assessee (except to· Govern

.. ment) before the expiry of ten years from the end of the year 
in which the· asset was installed. · 

If,any of these conditions ar-e not fulfilled, either the development rebate 
is not allowed to the assessee, or, if initially allowed, the rebate could be' 
withdrawn by rectificatiop.of the .assessment under Section 35 of the"In-
come-tax .(l.c_t_ · .' \ · . , 

3.20. Lest these restrictions should be construed rather harshly by some 
of the assessing officers, the Central Board of Revenue 

Adminis~ative issued elaborate instructions regarding their import 
difliculttes. and extent. However, quite a few practical difficul-

ties connected with the grant of development.rebate in the face of these 
Tecent· restrictions were brought to our notice. We discuss them in the · 
succeeding paragraphs. · 

• 3.21. It -was represented to us by some chambers of commerce that 
75 per cent of the development rebate, which was required, at present, to 
be funded in the year in which it was claimed, should be allowed to be 
spread· o'{er ·a period of eight years or so, particularly in respect of' new 
companies. We do not see any justification for making any such change, 
because it goes against the basic principle of the restrictions. 

. 3.22. We were told that considerable hardship would be experienced on 
account of the condition that, for the allowance of development rebate, 
the asset should not be sold or otherwise transferred to any person other• 
than the Goverrii:nent for a period of ten years. This period, it was stated, 
was too long in respect of certain categories of machinery and plant which 
became obsolete quickly owing to swift technological developments. It 
was also pointed out that there might. be circumstances like amalgamation 
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of companies, WhiCh necessitate sale or transfer of assets, on which deve
lopment rebate had been allowed within a period shorter than ten years. 
It was, therefore, suggested that in such cases, the period of ten y~ars 
should be relaxable. There is some force in this suggestion and we 
accordingly recommend that the period of ten. years may be reduced to 
eight years. We also feel that the concession of non-withdrawal of the 
rebate if the asset is sold to Government, should be extended to cases of 
sales to Government Companies,.statutory corporations and public ut!lity 
companies acquired by local authorities or State Governments. Similarly, 
sales or transfers resulting from the ab·sorption of one company, by amal
gamation or otherwise, by another company should not lead to disentitle-

-mentor forfeiture, of the whole or 'any part of the development rebate. 

3.23. Under the present law, if a firm, which has been allowed develop
ment rebate in respect of plant and machinery newly installed· by it, con
verts itself into a limited company, the rebate will be forfeited, even 
though the assets and liabilities may be passed OJ)., in totd, by the firm to 
the limited company. We feel that it would be inequitable and would 
defeat the very purpose of this rebate, if it is withdrawn in the case of a 
firm which converts itself into a private limited·· company, the share capi
tal of the erstwhile partners remaining the same or more. In order to 
prevent abuse it should be insisted that in such cases the amount kept as 
a reserve by the firm should be transferred en bloc to the private limited 
company and the latter should also keep \t, as such, under the same con
ditions as would have been applicable to the firm, had it continued. If 
these conditions are fulfilled, we recommend 'that the rebate should not be . 
forfeited in such cases. 

3.24. We also suggest that there should be a general provision in the 
statute conferring on the Central Board of Revenue, residuary powers of 
relaxation of the various conditions for entitlement to development rebate 
in exceptional cases. Such residuary powers will enable the Central 
Board of Revenue to relax the condition regarding the prohibition on sale 
or transfer of the asset within ten years in the case of machin-ery and 
equipment which tend to become obsolete very soon, e.g., air-crafts, elec
tronic equipment etc. It will be difficult to provid,e such cases in ·the 
statute itself and the best course would be to leave it to the Central Board 
ef Revenue to regulate this, by rule or otherwise. 

- 3.25. In cases of. companies which acquire new machinery entitled · to· 
development rebate but -which incur overall losses within the· statutory 
period of ten years during which the various conditions in regard to the 
rebate operate, the rebate should not be withdrawn, if such a withdrawal,. 
results in the ,levy of tax. . . 

3.2?. Seve~al chamber;; of co~merce represented to us that the wording 
used m Section 10 (2) (VI-b)', vtz., 'new machinery and plant installed' 
being differently interpreted by the assessees and the Department }{ad 
g_iven rise to considerable litigation. · The Department's view of illstalla
tiOn of an asset appears to be that it should be fixed to the earth. Accord
ingly, it was not allowing any development rebate'for motor vehicles 
tractors, etc. We find that_~ some r~cent judgments*, the Bombay High 
Court has expressed the opmwn that 'ms~alled' does not necessarily mean 

•C. I.~. (O:ntral) Bombay Vs. Saraspur Mills Ltd. [(1959) 36 I.T.R. sBo] C.I.T. V~. Leven-
Bros. (lnd1a) Ltd [(1959) 37 I.T.R. 140. . 



41' 

'fixed in position'. According to them, if an asset is 'inducted' or 'intro
. duced' and used for business purposes, it is entitled to development rebat.e. 
We suggest that the intention of the legislature with regard to the word. 
'installed' ·Should be clarified beyond all doubt by suitable amendment of 
the Income-tax Act. While we feel that development rebate should not 
be adinissible for such conveyances like cars, etc., in respect of which the· 
personal use is often indistinguishable from their business use, we .are of 
the view that the rebate should not be restricted only to plant and 
machinery which is fixed to the earth. Development rebate should also 
be allowable in the case of mobile plant ,and machinery such as earth re
movers, cranes, bulldozers, aero-engines, coal mining machinery etc. We 
also recommend that trucks and tractors and other machinery which are 
nsed exclusively in connection with mining operations should be entitled . 

·to development rebate. No such rebate should, however, be' allowed on 
trucks and tractors used in bqsilll:!sses other than mining. 

3.27. A few doubts regarding certain implications of the restrictions 
on the grant of development .rebate. were raised by· certain witnesses. 
Some of these doubts were more imaginary than real. ·Still we will 
briefly refer to them here, as they have come from quarters which matt~r 
in the field of taxation. It was feared that on a strict interpretation 'of 
this clause, development rebate might not be allowed in case :machinery or 
plant was installed in one year and it started operating in the subsequent 
year. It was also stated that if the provisions in this clause relating to 
the carry-forward of· development rebate were strictly construed in the 
light of the observations of the Supreme Court,*. any developmenl. 
rebate remaining unabsorbed in a year of loss or no incorrie, would not he
allowed to be carried forward to the following year. Still another fear 
expressed was that if 75 pO!r cent. of the development rebate, which ·wa~ 
to be set apart as reserve to be utilised in assessee's business, was not 

· required for the .needs of that business and was instead kept in Govern
ment securities or in a fixed deposit in a Scheduled Bank, the develop-·. 
ment rebate allowed ·would be forfeited. It was further stated that in a 
case where the total income, according to the calculations of an assessee
entitled to development rebate, was less than 75 per cent. of the rebate,. 
and he could not, for obvious reasons, set apart the requisite reserves, he 
would not get the benefit of allowance for the default of not having pro
vided tlie requisite reserve, if the, total ·income .as computed in the
assess:ment was equal to or higher than 75 per cent. ?f the rebate. 

3.28. We find that the, elaborate instructions issued by the Central 
Board o~ Revenue on this subject, to which we have made a reference· 
earlier,· allay .all the fears expressed: ·in the preceding paragraph. Thus, 
it, has been specifically provided in these instructions that where the 
machinery or plant is installed in one year but is brought into use in a 

.·subsequent year, the development rebate should be allowed in the year
in which the asset is brought into use. It has also been emphasised that 
where there are variations between the total income as computed by the 

. assessee and as determined by 'the assessing officer, such variations should· 
·be ignored, unless- additions made by the assessing ·officers· exceed the 
· returned profits by ten per cent. or Rs. 25,000. Where the additions ex
ceed this limit, the assessing officer should ask. the assessee, in writing, . 
. to make, within a month. adequate additional reserves in the cul'rent 
year's accounts. Only if the assessee fails to make such a provision
within this period, would, the development rebate be disallowed. We-

•Anglo French Textile Ltd. Vs. C.I.T. (23 I.T.R. 83). 
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'l.lllderstand that these i~tructions were .made available to public and 
were issued to chambers of commerce and other associations. We aie, 
therefore, surprised that such doubts should have· been expressed by 
·some responsible organisations. · 

.BAD DEBTS AND IRRECOVERABLE LOANS 

3.29. Section 10(2) (xi) of the Income-tax .Act provides that in ihe 
computation of total income, allowance would be 

Claim of allowance made for bad debts ·and irrecoverable loans arising m 
the course of a business, .profession or vocatioa 

-carried on by the assessee. This clause casts a duty on the Incomt>-ta'lt 
Officer to exercise his· judgment for determining the fact and extent of 
irrecoveramnty of a debt or loan. It was represented before us by •. 
large number of witnesses that this· authority was o~ten used. by the 
assessing officer to the disadvantage of the assess.ee, and the claims for 
bad debts were negatived as being premature or belated, for one reason 
.or !UlOther. This puts the assessee in a very difficult position and many 
a time he is denied the benefit of this clause irrevocably. The Bombay 
High Court has referred to some of. these difficulties in certain rec,ent 
judl!Illents and the following extracts from them are of interest. 

(a)* " ............ An -honest businessman tak.es the view that a 
particular debt becomes irrecoverable in a particu!ar year and 
on· that basis he claims deduction. It takes a long time 
before the ultimate decision is given by the Tribunal. ._ .. 
. . . .. Now, what is the businessman , to do. He cannot 
claim this. in the next year because the assessment of that 
year has long ago been cdmpleted. 1'herefore, the business
man finds himself in this extraordinary predicament that 
although, there is a. genuine debt, although- that debt some 
time or other has -become irrecoverable and he has never 
received it, yet by· a stqnge process he can never claim that 
bad debt as a deduction . 

. . . We strongly wish to urge upon the Govern,ment and the 
Taxing authority the necessity of some provision in the law 
whereby it would be open to the Income-tax Officers, if 
the debt -is held to be irrecoverable in a particular year, to 
permit .a deduction in some later year in which the Income~ 
tax Officer finds that the debt in fact became irrecoverable. 
As the position stands now, the Taxing Department is in this . 
extremely happy position. All that they hold is that a 
debt becomes irrecoverable iri a particular year, that is a 
finding of fact,. that finding cannot be successfully assailed, 
and having co:r;ne to that conclusion they can comfortably 
sit back in their chair and refuse to give' any relief to the 
assessee because they know that 'the assessee cannot claim 
it in any subsequent year as the assessment for these assess
ment years has already been concluded: If the. Taxing De
partment should be strict and severe with -business people 
who seek to evade payment of tax, they should be equally 
considerate to those business people who honestly claim de
ductions to which they are entitled in law. This particular 
case is an illustration of how procedure and questions of 
limitation can defeat the. just claim of an assessee ·because 

. r 

· "'M/s Jekisondas Tribhri•;andas, Bombay Vs.C.I.T., Bombay City. (I957) 3I I.T.R. 383. 
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he has to proceed in the manner laid down· in the· Act and 
the Act does not give him the necessary relief ·in the parti-

. cular situation in which he finds himself ........ ~· 

(b) *" ......... · ... As we. had occasion to point out before, the 
· present Income-tax law with regard to bad debts makes the 
· position of the assessee extremely difficult. He may write 

off a debt in a particUlar year and may. claim it and the 
claim may be disallowed. In the next year he cannot make 
that claim because it would be urged against him that he did 
not write off the debt in that year. Therefore, the assessee 
always finds himself on the horns of a dilemma and it is; 

· the duty of the Department to take a sympathetic view· 
of the matter if · in fact the debt was never recovered.. 
Therefore, if the debt was not allowed to the assessee in the· 

. year of account, there· is no reason why the Department 
should not consider allowing him this debt in the next 
year when admittedly the debt became ·irrecoverable, al
though the assessee may not have written it off in that year."· 

' . 

3.30. We have discussed this issue with the taxing authorities also 
and the above impressions are corroborated by them. We feel that when 
the fact of a debt having .become bad is admitted by the Department;, 
it is not proper for the assessing officer to disallow it · on 
purf!ly technical grounds. We note that the Law Commission. also exa
mined the provisions relating. to the allowance of bad debts, in the 
light of 'these practical difficulties and· have made certain recommenda
tions. We agree generally · with these recommendations and · 
consider that they . should be . accepted. In our view, if the 
assessing officer is satisfied about the genuiness of a bad debt, he mu.st 
allow it either for the 'previous year' in respect of whic;h it is claimed 
or jor· any' of the earlier 'previous year' in which, according to· .the 
o{fif:er, -the debt had actually become bad, provided that such· earlier 
'previous year' is not more than four years anterior to the 'previou.s year' 
in . which the debt is claimed to have become bad and actually· written 
off. It follows that the assessing officer shpuld give, in the assessment 
order for the year in which a bad debt is 'claimed by 'the assessee, a · 
specific finding as to when the debt became bad and the assessee should 
have the right to prefer an appeal agq.inst this' decision. In other words, 
the. assessee,. in his appeal against the assessment, would be entitled to 
contend that a debt should have been allowed not in the year in which 
the assessing officer had held it to be allowable but in, any of the other 
assessment years falling within the four years' period aforementioned,· 
irrespective of the year in which the amount had actually been written · 
off. The appellate authorities should give .a definite finding as to the 
year, within the four years' period, to which the ·bad debt relates. The 
effect of the appellate order should be given by the assessing officer by 
rectification of the relevant assessment order under Section 35 of ~he 
Income-tax Act. The above considerations should equally apply to clatms 
of irrecoverable loans: 

1 
· 

3.31.. We aLso recommend that in cases where the assessing officer, 
finds that the write off of the debt is premature, he must make a specific 
note· in· the assessment ·.records and allow the bad debt in the relevant 
year irrespective of the fac;t that the debt had actually been written. off 
in the earlier year; 
~------·-·---------~--------· 

*M/s Karamsey Govindji, Bombay V~. C.I.T., Bombay City. (I957) 3_1 I.T.R. 958. · 

410 C.B.R. 
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3.32. While on this .subject we may refer to the representation of the 
Public Banking Indian Banks Association, · Bombay, which stated 
Companies - that considerable infrU:ctuous . work . and inconven-

- · ience- were- accruil:l.g from the assessing officers' 
lllSistence on examining the bad debts or .irrecoverable loans written off 
by the public banking companies in the same way .as they did in the 
case of ordinary assessees.. The Association explained that the public 

·banking companies stood on a different footing as compared. to an ordi
nary money-lender. A banking company had to be most careful ·in 
writing off a loan as irre<;overable and did so only when all avenues 
-of recovery had been exhausted. The Association, therefore, suggested 
--that all writes off of bad debts arid irrecoverable loans of a public bank-
ing· company should normally be ·accepted:· by the Income-tax Depart
ment, if a certificate was produced from: the Board of Directors of that 
company to the effect that the Board had· scrutinised the writes off and 
was satisfied .about the_ complet~ irrecoverability of the loans thus 
written off. 'l'he j\ssociation also urged that since the Reserve Bank of 
India ·exercised sufficient control on. the public banking · companies 
which had to send to the former a number of appendices to their balance 
sheets, giving elaborate details ·as regards loans, advances,· etc., the In
come-tax Department should not ask them for all the minute details 
.about these debts. .· , · 

3.33. We consider that there is a, good deal of force in the contention· 
that, for the purposes of bad deot claims, public banking _companies 
should not be treated at par with an ordinary money-lender .. . we are 
of the view that while these companies should continue to furnish lists, 
giving particu~ars of all writes off with the names arid addresses of the 
defaulting debtors, amounts advanced, amounts recovered, amounts 
written off, steps taken to recover, reasons for write-off etc.,_ the asses
sing officer should not exercise any meticulous check over them, nor call 
for additional information: except in cases w~ere he has reasons to d~ubt 
the genuineness or the correctness of the wnte off, , 

. . ' 
,.MUTUAL ASSOCIATIONS . 

3.34.W e will now consider the administrative difficulties experienc
-ed by mutual .associations -in their assess~ents. A mutual assttciation is 
usually o:rganised or conducted for the benefit of its members, its· pur~ 
poses being reciprocal aid and assistance amongst associates and further
ance of a common cause. A mutual association should, . by its very· 
:t;tature, be exempt from income-tax on the well-recognised principle that 
no one can make a profit out of oneself. However; for earning this 
exemption the association must fulfil the very essence of mutuality 'viz., 
the indistinguishability of the contributq_rs of the common fund and the 
participators in the surplus .. If the participators are even partly different 
from the contributors, tP,ere is. no mutuality left and the income of the · 
association becomes chargeable to tax. The Income-tax law has, how
ever, made certain inroads in this concept. of non>taxability pf .mutual 
transactions. Section 10 (6) of ·the Income-tax Act provides for. taxing 
the remuneration received by a J:ll.Utual association from its members, 
which is relatable to some specific services performed by it from them. 

3.35. In· the ·case of ·mutual · associations 'carrying , on .'both mutual 
AlloC.tion of and ·non-mutual activities. income from these acti-
expendimre. vities has to be. computed separately, .as only the' 

· income from non-mutual activities is taxable. It 
was represented that there were many practical difficulties in this segre

. ;gation,. as the expenses were mixed up . and it was sometimes well-nigh 
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impos~ible to allocate them specifically to mutual and non~mutual acti
vities. The Department usually follows the practice of allocating' the 
l;lon-specific items of expenditure which cannot defui.itely be related to 
arty of the two activities in the proportion of receipts froin them. So 
long as .the mutual activities yield a surplus, a mutual ·asso~iation does 
.not .feel the burden or-tax on the. income of no:q-mutual activ.ities com
puted ·on thi$ basis. However, in other years when there is deficit in 
mutual activities but surplus in non-mutual ones, and in the net result, 
there is an overall deficit, the mutual association certainly feels ·the 
pinch of tax on non-mutual •activities. . ' . . , 

' ' 

3.36 .. we find .that both the Income-tax Enquiry Committee, 1936 and 
the Taxation Enquiry Commiss1on had examined this issue. The former 
recommended that .}ong-term administrative arrangements may be 
-entered into_ by the Department with such associations whereunder· the 
associations would be taxed on .the entire surplus. of receipts over out
goings without allocation .. Annual subscriptions paid by the_ members 
should, under this arrangement, be allowable deductions in· their hands 
and the surplus distribl!ted by the association should be allowed as a de
duction from its· income but should be taxed· in the hands of. the reci
pients~. We agree with this. suggestio·t ·and recommend tliat Govern
ment should take appropriate steps for entering into suitable long-term 
(ldministrative arrangements with the chambers of commerce, trade and· 
prp'fessional associations along these\ lines. 

. . 
. 3.37. We may mention here that we duly considereii the suggestions 
. Chambers of . made for altogether exempting ·Chambers ot com-
Commerce. merce from ta~ by a specific· provision in the Act, 

. . . as is· obtaining in the United . States. of America 
We do not agree with the suggestion, since we are of the' view that the 
prese1ft law. which generally restricts the taxation ,to non-mut).tal activi
ties is g,uite fair and equitable and that the long-term administrative . 
.arrange111ents would remove most of ·the. difficulti~s- now experienced. 

'SECT~ ON 23A COMPANIES . 

3.38. The. law relating to ·taxability of what have generally come to 
be referred to as "Section 23A" Companies, has. seen many changes and 
vicissitudes ·during the recent past. The· object of Section 23A of the 
Income-tax Act is. to secure that there is nQ avoidance of super-tax by 
:shareholders through the retention of earnings in closely-held com
·panies which, being .separate entities for_ tax purposes, ·are subject nor-. 
mally to lower rates of super-tax than those applicable to. shareholders 
:in the upper· brackets pf income. This problem which i's faced in almost· 
·an the deriocratic countries of the world, has, broadly· speaking, been 
-tackled in different tax systems in two· ways, viz., . 

(i) where undjstribu,ted profits accumulate unreasonably (the test 
being different in each country), the profits are deemed. to 
have ·been distributed to the shareholders. The tax lia
bility in such an event is .on the shareholders unless they 
are unable to meet' it; or 

(ii) an additional . tax is levied on unreasonably accumulated 
pr9fits, this tax being paid by the companies. 
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The ;former: position obtained. in India till 1955 when, on the recom
. mendat10ns of Taxation Enquiry Commission*, the system was switched 
over to the latter method. · · 

3.39. For the purpose . of considering the administrative and procedu
ral difficulties encountered in the operation of this 

Brief hist~rical review Section, we will pick up the thread of its historical 
development from the point the Taxation Enquiry 

. Conimission left it. That Commission considered the 
provisions of the then existing section in all its details and implications 
and made recomme1;1dations of a far-reaching character. These recom
mendations were accepted almost in· toto and incorporated in a newly
cast Section 23A which was inserted in replacement. of the then existing 
Section 23A of the Income-tax Act. The new Section also maae certain 
other provisions which had not been suggested by the Commission. 
Thes~ latter provisions related to certain relaxations in the matter of dis
tribution of profits and were along the lines of the· provisions in the 
U.K. Income-t:pi: .Act. Sub-section. (3) of the newly inserted section 
provided that if, on an application by a Section 23A Company, the Com
misSioner of Income~tax was satisfied that, having regard to the current 
requirements of the company's business or its further development, the 
payment of If larger dividend would be unreasonable, he might reduce 
the amount of the minimum distribution laid down in the Section as he 
thought fit and also determine the period within which the distribution 
should be made. Sub-section (4) of the Section Jaid down that if a 
company, engaged in the manufacture or processing of goods or in the 
generation or distribution of electricity or any form of power was dis
satisfied about the decision of the Commissioner of Income-tax, i~ could 
have the matter referred for arbitration to a Board of Referees consisting 
of two· officers of the Central Government not below the- rank of Joint 
Secretary, appointed in this behalf by the Central Government. The 
decision 'of the Commissioner or the Board of Referees as the case inay 
be, -was. to be final_ as regards the matters concluded by it and no appear 
lay to the Appellate Assistant Commissioner or the Tribunal and no re
ference could be .made to the· High Court against the ·decision of Com
missioner or the Board of Referees. 

3.40. These provisions dealing with the powers of the Commissioner 
and Board. of Referees were repealed in 1957 by the Finance (No. 2) 
Act of that year and simultaneously, a distinction was introduced bet
ween industrial and non-indust:.;:ial companies in the matter of percentage 
of profits which had to be distributed if the levy of the penal supertax 
was to be avoided. Broadly speaking, the percentage fixed was 45 in the 
case of ·an industrial company and 60 in others. In the case of invest
ment companies, the percentage continued to be 100. This Finance Act 
also deleted the provision relating to the _carry forward of the undis
tributed profits of any year .in excess of 60. per cent of the distributable 
profits of that year, to the succeeding three years for set,off against the· 
deficiency of distributed profits. In 1958, a minor · amendment was 
made to .this Section which laid down that the Income-tax Officer shou~d 
not invoke its provisions, if he was satisfied that the payment of a 
dividend or a larger•dividend than that declared would _not have resulted: 
in a benefit to the r!!venue: In the Finance Act, 1959, m conseq'!ence of 
the rationalisation and reduction of rates for company taxation, the 
statutory percentages for distribution purposes have been increas~d to 50' 
and 65 respectively, for ind~strial ·and z:ton-industrial compames. · 

•T.E.C. Report VoL II, Chapter II; Pages x8o-I85. ·. 
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3.41. Thl! statistical information regarding 'Section 23A' Companies 
given in Table 1 below makes an interesting re~d~ 
ing:-· 

Statistical dat1 

. Table-I.-Assessments of 'Section 23A' Companies 

Finane: at year. I955-s!i I958o59 · 

~ No. of assessments of companies comp-
leted. I7,103 I9,853 19,110 . 19,741 

2 No. of Secti~n 23A Companies includ~d in 6,479 7,o66 6 468 6,028 
(r) As %age of (I) . · (37·8) . (35·6) (33·6> (30"5) 

3 No.out of (2) where SectiOII 23A applied. 86 II4 . I78 I88 
[As a %age of (2)] . . .· • ., (I•3) (I·.6) - (2·7) (3• I) 

4· Amount of. addit'c:mal •ax demanded. (in 
rupees) 17,58,767 43,S3,I28 30,27,798 59,59,761 

Presuming that action to levy additional super tax was taken in all the 
cases where it was warranted, these figures indicate that most of the 
~23A Companies' conformed to the statutory percentages laid down for 
distribution of profits and that it was only in a small number of cases 
that the .Penal provisions of Section 23A(1) had to be invoked. 

3A2. We now <;onsider the various difficulties ventilated before• us by 
several importan~ witnesses. ·It was represented that thl! Section in its 
present form, requiring rigid enforcement of the statutory . percentages 
laid down for distribution of profits caused considerable hardship and 
had even impeded business and -industrial d,evelopment in certain cases. 
It was urged that some flexibility should be provided in the statute in· 
this regard, because a number of circumstances and situations could 
make it really difficult. for. some companies to coilform to the statutory . 
percentages for. distribution. For example, funds may be required for 
. urgent replartishments, , modernisation programme, rapid expansion , to 
meet the sudden .. requir.ements of goods manufactured by a company etc. 
Again, there may be speculation losses or capital losses during the 
'previous year'. owing to a natural calamity, and so forth. · In such cases, 
distribution may have to be made out of capital which is prohibit.ed by 
the Companies Act, 1956. It was, ther:ef~re, suggested to us that if the 
old provisions namely, sub-sections . (3) to (5) of Section 23A, which 
were deleted by the Finance . (No. 2) Act of 1957, .were restored and 

. the statutory percentages for distribution were scaled down to 45 and 

. 60 for industrial and non-industrial companiell respectively, the difficul
·ties would, to a considerable extent, be mitigated . 

. 3:43. We have, considered this question carefully. The above sugges
tion appears to be untenable since ft amounts to having the be~t of both 
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the provisions. Either the J>re-1957 position ·should be restored iir toto;. 
or, if the assessees are keen oil having the lower- percentage of distribu
tion for industrial companies, they' should be prepared to forego tha rights 
available under the repealed sub-sections, (3) and (4) of Section 23A of 
the Income-tax Act. The statutory percentages fixed in 1957, as modi
fied in 1959 consequent on the ·rationalisation of the company taxation, · 
take intq account the ge'neral requirements of 'Section -23A' Companies 
_in the ·_corporate sector and are based on the long experience of the 
~orking of_ this _Section. _These percentages are, in our 'opinion, rea
~sonable and adequate and leave enough balance with the companies for 
m!!!eting their. capital requirements for modernisation -of plant and 
machinery, development, etc .. This _is obvious from the figures given 'in 
Table-I (paragra,ph 3.41) which show that during 1'95-q-59, only in 

-about· three percent of the assessments of 'Sect.ion 23A' Companies, did 
need _a rise: for levipg additional super-tax under _Section 23A of the 

. Income-tax Act. We also find ~hat the present provisions of this-Section 
make adeq~ate sa..~guards in cases presenting special difficulties, e.g., 
if a company has. suffered losses in .the . past or its commercial or bopk 
profits are small, the penal provisions of this Section may not at all be 
applied. Besides, the ,.pre-1957 procedure 'involves considerable delays. 
We find that some references made to the Board of Referees under the 
old sub"section (4) of_ Section 23A are still· pending before thein. I~ 
view of all these. considerations,.- we do not suggest any .changes in the 
existing provisi~ ·relating to s~atutory percentages or the non-availabi
lity pf administ?;ative- discretion for relaxing these percentages. ·. 

. ' . 

. 3.44. In the- case of investment companies falling within the scope: of 
Section 23A, of the Income-tax Act, 'the statute lays down that 10() 
percent of distributable profits should be distributed, failing which the 
penal provisions of this Section would be attracted. It was urged that 
this requirement worked rather harshly . and, there~ore, the 'statutory 
percentage for such companies should be lowered. We do not feel that 
there is any force in this contention. In our ·opinion, non-distribution of 
any portion of distributable ·profits in the case ·of .investment companies· 
would amount to aefeating the very objective .of Section 23A. _ 

3.45. ·Certain hardships in the operation of this Section resulting from 
the differences· in the computations ef income made by the assessees 

·and the assessing officers were also brought to our notice; In case the 
difference between ·the amount ·which should have been distributed 
according to ·tli.e assessing officer and the actual distribution made by 
the company falls· short of the statutory percentage 'by more than five 
per cent of the total income in the case of a '23A Company', (if it is an 
investment company, it is ten percent'- instead. of five per cent),· 
the penal provisions of .this Section become straightaway applicabl.e; and 
the assessee does not' get any opportunity of making· up the difference by _ 
further distribution. The differences between· the two · computations 
may .. be on account' 'of a bona fide misunderstanding, ·or difference of 
opinbn on the part o{ the company. It may also ha_:ppim that the asses
sing officer arrives at a higher figure of total income owing to a numbe!," 
of additions made by him. It was represented· that the margins of error 
of five per cent and ten per. cent laid down for giving·a chance to the 

. Company for further distribution were ·rather low and . should be in.-
creascd.. · 

3.46. These representations are not without force. ' We, , thercyore, 
su·ggest that the provisions of Section 23A (2) should be so amended as: 
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to provide· that the company wop.l_d get· aw opportunity to mak'e a further 
distrib.ution· of its profits a:nd gains to .make up . the ·statutory percentage. 
if-:-_ . • . . 

(a)' the distribution .made by_ the company falls shor~ of. the statu
tory percentage by not ·mo1·e than fifteen per cent of its t~:~tal . 
mcome, as reduced by the amounts. referred to in clauses (a) • 

. (b) and (c) .of Section 23A(l).; or · · · · · . . . 

(b) the. company had distributed not 'less than the statutory p'er
centage of the· total; incom·e· as reduced by the amounts,. 
according to the return made by it under Section 22 (2), bit.t 

. in the assessment· made by the assessing officer, a higher 
total income is arrived· at and' this. difference ·is due to any 
reason other than deliberate· concealment. · · 

.. 3 47. We were given . to understand th~t ~stances were not lacking · 
of companies which· made .distribution of profits in excess of the sta-
tuto:ry percentage in one year, but·.similat:. .distribution~ made by them 
in subsflquent years were below the statutory percentages, owing to some 
practical difficulties. Sub-section (6) of Section Z3A of the Income-tax 
Act inserted in 1955, which was abrogated in 1957,-had provided for the 

· carry forward of the excess distribution of a year for being set off 
against the/<ieficit in the amolUlt, of statutory distribution in the three 
subsequent years. ,It· was ·represented to us- that, instead of making the 
law so .stringent, Government_should have _providedi that, if a. company 
was charged to penal supertax in, one or tw:o years for short distribut~on 

, and- in .a .subseq1,1ent ·Year the distribution was in excess . of statu~ry 
percentage, the excess could be CaNied back arid the proportionate penal 
supertax already levied and collected b~ refunded to-. the company. In 
·~his connction; it was suggested that a time period- of eight years should 
be· fiJJ:ed within which internal adju'stment . of profits distributed, could · 
be· made, ·so that the average distributions conformed to the prescribed . 
statutory percentage. We do not agree with this ·suggestions, ~s' it i's 
bound to create further complications 'and adinjnistrative 'difficulties . 
. we, however, feel that the provisions of the old sub-section (6) of 
Section 23A of the Income-tax Act were eqil.itcible and easily a.d7!11i'n.i.-
sterable, and. that they should, .. therefore., be restored. . · 

. . -
. 3.48: •Another- difficulty 'pointed· otit to us relate.s· to companies having 
investemnts in foreign co).:ntries, ir.J.. wliose cases the foreign profits 
cannot be repatriated to this country on account of restrictiop.s imposed 
by these cquntries, . There is no provisi<m in the Section as it. stands at 
present, that suC'h profits should be . kept · out :of consideration while•. 
applying the statutory percentages.' .Sucli companies are; obviolis'y, not. 
in. a position . to comply with the requirements of the Section> arid· are;. 
thereby,·. subjected. to considerable hardship. We, recommend· that iw. 
cases of this type, such of the foreign profits which· couJ.d. riot be remitted! 
and also the taxes thereon should both be excluded in the calculation of 
the distributable income.. Simultaneously, it should be made clear in. the 
statute that if- and when such profits are repatriated, they -would be in-
cl.uded in the distributable income. · · 

' • • . ' I 

.. 3. 49. It was represented that" a~sence· of any t~e-linlft for passing _an· 
order under this SPctii:m gave r1se to uncertamty . and· the comparues 
concerned had the·. Damocles' sword always hanging over· their heads. 
It is true that the assessing officer has, at times; to wait for full twelve. 
-months, after the close of the c_ompa~y·~. accounting period: before he 
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can know whether the distrib\ltio~ is short of the statutory percentage. 
This is the time-limit fixed by the Companies Act for holding the annual 
general meeting of the shareholders of the company for presentation_ 
of account3 and distribution of dividends. But this should not be a 
handle for keeping the action under Section 23A of the Income-tax Act 
pending e~dless~Y·. We understand that _becaus~ of the lack of any 
statutory· tune-lim1t, some cases under th1s Secbon have been pending 
for over a decade. This state of affairs obviously ·calls for an effective 
remedy. Accordingly, we recommend that the time-limit for passing an 
. order under Section 23A of th~Income-tax Act in cases of normal asses:;
ment should be limited to four years if!, the same way as for making 
.assessments. Since the Acf prescribes that no order under this Section 
.can ·be passed by an assessing officer without the prior approval of the 
lnspecting Assistant Commissioner CO{lcerned, and the latter. must give 
.an opportunity to the company of bein'g heard before he gives his ap
:proval, it would- have to be- administratively ensured that assessment 
.-orders in cases <if 'Section 23A' companies are passed within a period of 
··three or 1;hree and a half years at the most, so that a :Qeriod of six months 
-to one year is available for passing an ·order urider Section 23A. We 
would like to make it very_ clear that the.· time-limit, for orders under 
;this Section, wh~ch we have proposed, should not apply to cases of com
·panies. whose assessments ~re reQpened or made under Section 34 of 
;the Income-tax Act. 

... .3.50. It came to our notice that, as a result of a decision given by a 
Bench of the Income-tax Appellate Tribunal, the mere fact that the 
articles .of association -of a company gave general discretion to the direc
tors to allow or disallow tran,sfer of its shares, was ·being interpreted to 
mean that the shares of the company were. not freely transferable and, 
therefore, the provisions of Section 23A were attracted. We are of the 
view -that this is not a correct interpretation and, at any rate, it is 
farthest from the intentions oll this legislation. What the · assessing 
officer should really examine. is. whether, in fact, the shares of such 
companies were freely 'transferable'. during the 'previous year'. He 
should not be merely guided by the discretionary powers given to the 
directors m the articles of association. ·The Centrnl Board of ~venue, 
we understand, is alSo of the same view and has since issued instructions* 
-to this effect. In order to put the matter beyond all argument, we sug
gest that the Act! itself may be suitably modified to b~ing out this 
meaning. · 

· 3.51. Many. witnesses pointed out that the penal provisions of Section 
23A together with excess dividend tax provisions worked as. a double
edged sword. They suggested that either the one or the other of the 
two provisions should be abolished. There is some· force in such a con
·tention but with the passing of Finance Act, 1959, this difficulty is ·auto-
matically resolved for the future. · , I · 

3.52. A use~ul suggestion made in. the course of evidence before us 
was that companies should be permitted to refer to the Department, ~n 
advance, the question inhether on the facts stated by them, the p.rovisions 
of Section 23A (1) of the Income-tax Act would be attracted and obtain 
'a clearance so that the11· m.'l?J . not be in suspen.~e about the applicability 
of the Section. The views expressed by the Department would be ap-

. plicabl~ to the case on the basis. of the facts stated, but if, in the course 

•Central Board of Revenue Circular No. 12-D of 1959, dated 1-7-1959. 
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' of assessment proceedings, the facts were found to be different, the 
Department woul~ not be bound by ~he views already expressed by it. 
We commend thts proposal to th~ Department for appropriate action 
through issue of -executive instructJi_ons. · ' · · 

SPECULATION LOSSES. 

3.53. We next turn to the treatment of speculative profits and losses 
. . under ·the Income-tax Act. Distinction between 

:Present Provisions· losses from speculative transactions· and other busi-
. . nesses for_. the purpose of set off and carry-forward 
was, for the first time, made in the Income-tax Act in 1953. A new pro
viso added to Section 24 of that Act laid down that losses from specula- · 
tive transactiqns could not be set off against profits from any other source 
but only against profits from speculative transactions and, if such losses 
in a· particular yeal' exceeded the speculative profits, the excess, would 
be carried forward to the succeeding years for being set off against 
speculative profits' only. ··The necessity to enact a distinction between 
speculative losses and other 'losses arose, because quite a few instances 
had come to notice in which bogus speculative losses had been 'bought' 
by' businessmen, with a view to reducing their real taxable income. This 
practice of buying· and selling of speculative losses was being so cleverly 
managed by manipulations in the accounts of the assessees concerned 
that they became indistinguishable from genuine tra~sactions. However, 
lest this sweeping change in law should disentitle the set-off and oorry 
forward· of losses in genuine cases e.g., hedging which had to be entered 
into by the very nature of trade, manufacture, etc., suitable safeguards . 

. were provided in· the· Act by means of the proviso to· Explanation 2 of 
·Section 24(1) of the Income-tax Act. In this connection, it may be 
mentioned that Shri C. D. Deshmukh, the then Finance Minister, while 
piloting this new proviso· through Parliament, gave an assurance that 
the new provision was not intended to hampez:, unnecessarily; certain 

, lledge contracts entered into in the normal course of business. He said: 

"The object of this other amendment is to exclude from the cate
gory of spe~ulative transactions hedging contracts entered 
into by dealers and investors of stocks and shares and by 
members of the· forward . markets and stock exchanges to 
guard against loss which may arise in the ordinary course 
of their business. Now, it is necessary to exclude. these 
transactions from the category of speculative transactions 
so as not· to hamper unnecessarily certain hedge .contracts 
entered ;into in the normal cou17se of business. 

J think I should- take this opportunity of generally making clear· 
what the scope of this particular provision i~. It is not in- · 
tended to hit speculative transactions as such.. Here we· do 
not J;ake a view as to whether they are good or bad, although 
it is quite certain .that certain spec;~lative tr~sactiorts are 
necessary for the purpose of stability of pnces and other 

·objectives which are recognis~ b:y eco_nomists. What "':~ 
did want to avoid was the buymg or selling of losses, that IS 
w say fictitious. transactions. But even after consultation 
with the representative~? of stock. exchang\)s we cam~ t? the 
conclusion that there was no drrect way of definmg, for 
legal purposes these particular transactions. !I'herefore, we 
have proceeded by the method of excluding what we do not 
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want to. hit ... In. the Bill, as it -is· drafted, we have excluded. 
hedging transactions,. the. common hedging_ transactions, that

. is a mill buys cotton and sells· cloth. ·There are various other 
· varieties of . hedging transactions and after discussions. with 

the representatives of trade and ·bl.lSiness I have come to the 
conclusion that they are also legitimate. One categqry of 
transactions is the one I referred to j1,1st now: a man wants: 
to protect himself against any lqss in certain scripts he holds, 
·but. he sells some other scripts which he-expects will have· a 
reverse movement. The. object is to save that kind of tran
saction. The other is where there a~ -jobbers and brokers. 
and others.--it is their regular business and their ordinary 
transactions are not transactions such as, we want to avoid. 
namely, _selling. and buying -of losses."* 

3.54 Some. witnesses repr~~ented befote tis that the distinction bet• 
ween speculation losses and other losses should be abolished now, because
rigorous control on stock and commodity exchanges. was being exercis
ed by the . Forward Markets Commission· and the practice of buying . 

-losses had almost disappeared. . We are unable to ·agree with this view 
because the circumstances which led to the· enactment of this provision 
still·exiSt, To the extent this provision has checked and is still working 
as a preventive to such bogus transactions, its existence on the statute· 
book is more than justified. We do· not, therefore, consider that .any 

·'change· is necessary· in the fundamentals of the provision. · 
. . I . 

·3.55. An mi.portant criticism made by a 'large number of witneSses 
Defini . . f ,8 who appeared before us; had been that the assurance
ulativet10-¥~nsacdo";; ·given by Shri C. D. Deshmukh, with regard to the 

. treatment of . bona fide : hedging . transactions . as 
ordinary business; was not being duly .implemented. It was stated that 
the spirit of the amendment ha.d been lost sight of by die Department in: 
the course of administration of ·the proviso and that sometimes even 
genuine hedging losses- were being treated as speculative losses.. In thjs. 
connection the distinction in the phraseology of clauses (a) and (b) of 
Explanation 2 to Section 24(l) of the Income-tax Act was brought to 
our notice. It was p'ointed: out that while one clause made a reference 
to ·stocks. held, the other did not and that some officers were tall,dng a 
restrictive. view and disallowing 'the.deduction of hedging losses iti com
modities other .than stocks and shares,, if they were not against stocks 
held 'but against purchases. ' 

. . .. 
3.56. We have examined the is~ue at some length. We Jind that even 

the Central Boarq of Revenue had put too rigid and restrictive an inter
pretation on this .provision, which is not in accord with· the spirit of-the 
assurance given by the· Finanee· Minister .. It does not, theref9re, sur
prise us that the assessing officers have also taken an unduly narrow 
view in the matter· arid the genuine businessmen have been put to con
siderable hardship. · We certainly appreciate, as we have done earlier, 
the pi'inciple underlying 'the proviso, but we equally disapprove of its . 
wrong application for denying ·genuine hedgim(losses.· We feel that the 
solution tQ' the variOus problems· which have been brought to our notice 

'in relation to this subiect can be fonnd-bu eXPanding Explanation 2 to 
Section 24 (1)' so as ·.to classify and . exclude ·such transactions which · 
should not come under the mischief of this Section. The assessing officer 

· •Parliam-entary Debates (Lok Sabha-Official Report) page 4544-5, d>t<d TRt~-Ap~lf,-~95~ 
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~h?uld first. examine w11:e0-er a .hedging transaction is genui~e oi: not: If 
1t 1s a genume one, and 1t 1s by way of future sale of a commodity against 

. stock of the same commodity, the loss arising out of this. transaCtion 
should be excluded from the purview of speculation. We also r.ecommend 
that hedging trans~ctiol}-S in _connecte'd commodities, for instance · )One 

type of . cotton agamst another type of cotton, one variety of. :oilseed 
aga~nst another, gold against silver and vice versa,_ one type of grain 
agamst another_ should be !reated, fo: ~he purp·oses of. pioviso to SecJ;ion 
24 (1), as hedgtng transacttons, provtded- that the 'total of such hedgi'lt!fr 
sales does not exceed the actual stock and purchase. transactions. . · 

. 3.57. In. the light of the assurance given by the Finance. Minister and 
the subsequent instructions issued by the Central Board 'of Revenue, it 
is now. well-settled that speculative transactions in different commodities 
and in different markets aDa to be treated as one business. Following · 
the same· principle, we recommend thq,_t losses in bona fide '. hedging · 
transactions, entered into by a dealer or investpr in shares against the 
holding of his stocks and shares, should be allowed, provided that the 
hedging transactions are upto the amount of his holdings, even <though 
these transactions may ·extend to other types of shares not held by him. 
In fact, the hedging in such cas~s has ·necessarily to be in shares other 
than those held by him. · ' 

3.58. ·The hardship caused by a too literal interp~etation of Explana
tion 2 to Section 24(1) of the .Income-tax Act was illustrated to by. a 
case where a dealer having ready cloth business ent,ered into a contract 

'for the purchase of 1000 bales of cloth from a mill on a forward delivecy 
basis. Ultimately it was found that the mill could supply only 980 bales, . 
the remaining twenty bales being rejected pn account of some defect 
and the settlement was made between ·the dealer and the mill regarding 
these twenty bales by payment of difference: in price. It was stated that 

· even such .a transactio~ was taken by the assessing officers to fall within 
.the 'mischief. of the Explanation 2 to Section 24(1)' of the Income-tax 
Act· on the ground• that there was no actual- delivery of-the .twenty bales .. 
We are certain that this extreme view could never' have been th'e inten
tion- of the legislature, while inserting the Eicplanation. Since ·inst:mces 
·of this type have been' brought to our notice, we recommend that the in
tentions of the Government in the matter should be clarified, by suitable 
·administrative ·instructions. · 

3.59: More than one witnesses represented to us that, for the purposes 
· · · · ''of the proviso· to Section 24 (1), hedging transactions 

;;!~~~ns · ·entered; into with parties·· outside .the country were 
. ·not being accepted by the assessing officers at 'Par with 
similar transactions within the country. We. fail to see, mu<;h less to 
. appreCiate, arty' logic· iri this' suBtle distinction! ~a de by· the J?epartrrient. 
·We therefore· rl!commend that· these transactwns should~ tf the'!/ are 
ge;,;ti.ine. be adcorded· the sam~ treatment as i:s give!'-. to hf!dpi'ng transac-
tion.~ within the country; sub3ect to the same condttt6ns and safeguards. 

. . . . 

3.60. Yet anothe~ .rn:equitious application of the p~oviso to S~tion 
. : .. 24 (1) relating. to speculative losses was brou""t to 

Ca7c~ffrward and . our .noti~e~ _It was. stated that }fan· ass;ssee· earned 
. et . 'speculation nrofits m the .'preVIO';lsyear and Sl.\ff~r:-

ed losses in other businesses ib. that year and he bad mcurred speculation 
losses in the e"rlier years which had beeri carried f?rwa:d and· ":'ere 
due to be set off against the spe~ulation profits of the previOus year , the 
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assessing officers sought to. first set off the 'previous year's' losses from 
the other business against the speculation profits, before setting of!; the 
carried forward speculation losses against the latter. We do not consider 
that such a procedure -is either reasonable or equitable. We recommend 
that administrative. instructions should be iss:ued on this .point and if an 
assessee had earned speculation profits-in a year, speculation loss, if any 
of that year should first· be adjusted against these speculation profit; 
before allowing any other loss to be adjusted against these profits. 

REGISTJU.TION OF FIRMS 

3.61. A firm registered tinder Section 26A of the Income-tax Act gets 
. certain special concessions, both with regard to the 

. Present P-rovisions amount of tax payable and the manner of its re
J - 'covery. However, for getting such a registration, 
the firm h•.1s to satisfy· certaip. conditions laid down in the Income-tax 
Act and the rules framed the;reunder. Thus, the_ firm must be genuine 
and constituted under an instrUiilent of partnership which should specifY 
individual shares oj the partners. It should apply to the assessing officer 
for regisj;ration within six months of its cortstitution or before the end 
'Of its accounting year, whichever is earlier. It should certify in the 
application that the profit or losses of the accounting period had been or 
would be di"llided ·or credited .to the various partners.· The application . 
.should be' personally signed by all the partners (except minors) and 
.should be accompanied by original partnership deed or a certified_ copy 
:thereof. The tax benefit flowing from registration can be immense. An 
l,Ull"egistered firm has to pay tax, like an individual, on its total income 

· :at the rate applicable to that income. In the case of. a registered firm, 
. no tax is levied on the firm. as such, unless its. total income exceeds 
Rs. 40,000, but the total ·income is apportioned among its partners, a~d 
:the tax liability is . placed on th,em at the rates applicable to their indivi
dual total incomes, including their respective shares fr<;>m the firm's 
income. A firm once registered under Section. 26A of the Income-tax 
Act has to apply annually for renewal of registration. The application 
-ior such renewal, duly signed by all. the partners individually, has to 
be filed with the concerned assessing officer, by 30th June of the assess-
·ment year. · ' 

3.62. It was represented t'o us that this annuai l:i.tuai of makllig an 
· · application for renewal of. registration was an avoid
. Renewal of Registrat.on able formality which only caused unnecessary haras-
1 Slnent and hardship. The tax authorities were, how-

. ever, of _the. view tha~ since registration ·and its ·renewal constituted a 
concession . and a privilege granted by the · statute, firms which were 
desirous of getting these benefits must fulfil all the legal and procedural 

·requirements laid: down for this purpose.· They were apprehensive that, 
in the absence of an application for renewal, the assessing officer might 
not be in a position to know whether, the _firm had undergone a change 
in its constitution or a partner had left and so forth. We agree with the 

·_Department that the various conditions prescribed for first registration 
-·must be fulfilled by a firm, since the assessing officer has also to deter
mine then, whether the firm is genuine or not. . But once all enquiries. 
relating to its genuineness have been made and by virtue of its having 
fulfilled all formalities laid down under the statute, the. firm has been 

· granted registration; we see no reason why it should have to apply for. 
. ' . - . .. ' 
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renewal of registration, year after year,despite the fact that its consti
tution remains· unchanged. From the statistics furnished to us by the 
Central Board of Revenue, _we find! that 45,216 and 54,634 firms applied: 
for renewal of registration during 1954-55 and 1955-56 respectively. Of 
these, as m~ny as 44,752 and 54,208 were granted renewal of registration 
in the two years respectively. Thus, renewal was refused in less than 

._one per cent of .the cases. These figures support the-view that applying-
for renewal of" registration is a mere formality which can be dispensed· 
with without any loss to revenue. We feel that such a step will consider
ably remove the inconvenience at present experienced by assessees and, 
save the time of the Department as weU. We, therefore, recommend: 
that once a firm is. registered,. there ·should be· no obligation on it to appllf 
for renewal of registration every_ year, provided that the· fitm files a de
claration along with the return of income to the effect that th!!re .hail 
been no change in its constitution: As a safegurad to the revenue, we alsO' 
recommend, that unless a partner who. has left a firm intimates the fact 
of his having done so to the assessing . offic_et, he will continue to remain 
liable for the tax on· his share of. the profits. 

3.63. We were given to understand that tlie Department· construed: 
Other aspects !the provisions of law relating to registration of. firms 

. . :too literally and registration was, at times, refused: 
. on account of minot technical defects in the documents and applications

presented for registration, or in the procedure followed!. . We feel that 
while the Department should be fully .entitled to enquire whether a firm 
is genuine or not, the benefit of registration should not be denied to the 
firm on technical grounds. Without in any way intending to fetter the 
authority :of the assessing officers for going into the genuineness of a firm 
v.t any time, we suggest that the Department should point 10ut itechT!IicaJ; 
errors, if there are any, in the document or the application for registra
tion and offer the· partners of the firm an opportunity to rectify •sudli: · 
technical defects within a month. -This may be done administratively, 
and not by a specific provision in the law as recommended by the Law 
Commission. 

3.64. We may refer here to another aspect of the question of registra
tion of firms, to which our attention was specifically drawn by a large 
number of witnesses. ·For quite some time, .considerable litigation ha,sl' 
been going on, in the various High Courts, as regards the legal ])OSition 
for registration of a partnership· which originated from a verbal agTee
ment but where the instrument -of partnership was executed later. 
There was a sharp difference of opinion among the High Courts regard
ing the· import of the term "constituted under an instrument of part
nership" used in Section 26A of the. Income-tax Act. An inter
pretation put by some High Courts on· this phrase was that the 
partnership must. be created and formed under a formal deed and that 

·- deed should be a recital gf the formation of the partnership ·and not 
merely a declaratory memorandum of a pre-existling partnership. A 
contrary view was taken by some dther High Courts. The expression 
'under', according to tliis latter view, was not synonymous with the ex-. 
pri!ssion ~by' and, therefore, a firm which had come into !!Xistence as a 
result of an oral agreement was entitled -to registration with effect from 
the date on which it came into existence. provided an instrument of· 
partnership was executed subsequentlv. The Tax Authority considered 
that registration should be granted for <the full -year if the firm was 
genuine and was in. existence at the commencement of the 'previous year', 



even though based on an oral agreement, in 'case the instrument of part
nership was drawn up during that year.· The issue 'was very much. alive 
when we- received representations and recorded oral evidence. The 
question has, ·however, now been settled finally by the Supreme Court* 
which has held, ·"that the words 'constituted .under an instr1,1ment qf part
nership.' include, not only firms which have beeri created by an instru
ment of partnership, but also those which may have been created by 
word of mouth but have been subsequently -clothed in legal form, by . 
reducing the terms· and conditions of the partnership in writing ...... ".· 

' In effect, the Supreme Court laid down that if a partnership was formed 
undeJ; an oral a~reement before or at the beginning of the . 'previous 
year', but had· been clothed in a legal form in an instrument of partner
ship during the course of that year, the firm would; be entitled to regis
tration for "the assessment year relevant to that year, provided· the firlll 
was genuine. From the decision read with· the rules . _regulating the 
procedure for !egistration of firms, it follows that,.in order to be entitled 
to the benefit of registration, a firm constituted under an oral· agreement 
must execute a regular partnership deed, in· writing, within six moJlths 
of the date of oral agreement or before the close of its accounting, year, 
whichever is earlier. We consider that this is a satis~actory ,solutwn of 
the difficulty~: · '· · 

3.65. According to ·the present legal requirements, if one firm ·enters 
into a partnership with another firm to form a larger partnership, all 
thE! partners of the two smaller firms have individually .to si~ the part
nership deed anc\ the application for registration relating to the larger' 
firm. It was urged that this formality, which caused some· practical 
difficulties, should be dispensed with and it should be enough, for· 'the 
purposes of registration under Section 26A of ·the Income-tax Act, if the 
respective representative partners from the two firms signed' the deed 
and the application. We do not consider that this is legally tenaole. 
What actually happens in such a case is that the partners qf the two 
firms become partners of the larger firm, according to their individual 
shares. For the registration of the larger partnership, therefore, it is 
necessary that every partner should sign the partnership deed as· well as 
the apP.lication for registration. This view also finds support in a recent 
decision** of the Supreme Court. - · ' 

3.6~. Our attention was al~o invited to the- difficulty experienced in 
·the matter of registration under Section 26A of the Income-tax· Act 
~hen, <?Wing to changes in the constitution of a firm, either during th~ 
~ccountmg );'ear <?r ther:eaft~r, the firm as constituted at the time of apply
mg, for, reglStr!ltron W'!S c¥fferent from. the one .or ones .during that 
-accountmg y"!ar. We understand .that, m such a case there was .un·cer-

. iainty as to whether the partnership deed governing ,the firm as constitut
·ed ~t the time app!ying .for registration or the o_ne _ (or ones) operative 
·durmg th~ J!CCountl!lg year .would .form the basis for the registration 
oQrder. This un~ertamty caused great harship at times, because there was 
.always a fear, m such cases, qf registration being. refused .on the ground 
th,at t~e correct deed·h~d not been produced in time for registration.· We 
:f~el t~at the ·most equttable solution for this di:fji.culty would be to pro
"l.nde, ~n the. Act or, the Rules,. that rthe firm or fii,ms as constituted during 
th~ accou~tmg, year should . be r~gistered and that the ·demand should be 

. Tatsed agamst the parfners constttuting the .firm _or jirms during thaJt year. 

•MJS'R.C. Mitter& Sons .. Vs. C.I.T. [(l959).36 I.T.R. I94] , 
.. Tcxrik S lpply Co., As1am Vs. C.I.T. Assa,;,: [(1959).36 I.T,R. :t42] 
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[n order to safeguard the interests of revenue, there should also be . a 
specific provision to the . eff~ct that, notwithstanding the provisions of 
the Partnership Act, the successor firm or its partners would l;le liable 
for the tax liability of the succeeded firm, or of its partners. This right 
should be· without prejudice to the legal rights of the Department to 
recover the . tax. from the -partne_rs of the succeede<j. firm. 

REOPENING OF ASSESSMENTS 

3.67. The provisions relating to· reopening of assessments under the 
Income-tax Act have been substantiaHy amended during recent years. 
At the time the ·Taxation Enquiry Com~ission examined the provisions 
of Section 34 of .the .1\.ct, there· was a time-limit of eight years for reopen
ing of cases, where thcome had escaped assessment or had been under
assessed or excess relief had been allowed due to failure on the part of 
the assessee to disclose all.material facts. In cases where escapement 
or under-assessment was ;not due to any fault· of · the assessee, the 
time-limit for . r-eopening . of assessment ·was four years only.· 
In any ·case, the prior ·approval of ·the Commissioner for reopen
ing the, assessment proceedings by the assessing offic~r was neces
sary. The Taxation Enquiry. Commission examined :the working of the 
Sef:tion ,in the "'ider context ·of the problem of evasion and avoidance of 
ta;x:, and in the light of similar provisions in other countries of the world .. 
It suggested that, in cases of tax fraud, the time-limit for taking action 
under this Section should altogetj:J.er be ·removed. As regards the other 
cases, the Comm~ssion was of tl).e view that the time-limit of four years 
should stay .. It also recommended the deletion of the·provisions relating 
to the prior permission· of the Commissioner for initiating . proceedings 
under this Section. · . · · · . 

. I . • 

3.68. During '1954 and 1~5£, Section 34 o~ the Income-tax Act was 
substantially recast to· meet the difficult situation 

Recent Amendments arising out of certain pronouncements of the Supreme 
· Court which struck down the material provisions of 

the Taxation· on Income (Investigat!cm. Commission) Act, 1947. While 
doing so, the recommendations of the-Taxation Enquiry Commission were 
also taken into consideration. ';['he· amE;!ndments . made to the Section 
provided that there would be no· time-limit for reopening of assessments 
in cases where the deliberate concealment etc., of income for one or more 
years was. one lakh of rupees or more and, that. such assessments wou!d 
be reopened only with the prior approval of the Central Board of 
Revenue. However, no. action· could be taken for an assessment year 
prior to the year 1940-41. · For .other cases of deleberate concealment, etc:, 
status quo was maintained as regards the. time-limit for: initiating action. 
The time-limit for completing the proceedings, thus initiated, in either 
category of cases was removed. As regards -the remaining cases where 
the' .under-assessment, etc., was not due to ·assessee's failure or fault, 
the condition of prior-approval of the Commissioner to initiate_ the pro
-ceedings was removed. A newly-inserted sub-section viz., sub-section 
(1-B) · of Section ·34 provided for settlements by asses5ees with the 
Central Board of Revenue in regard to their tax liability in fraud cases. 
relating to the period 1941-48. ' · 

.· :3.69. It ~as strongly repr~sented ~efore us that there should be a.· 
'T' L' . finality to assessment proceedings at some •stage 

une •rn•t because the absence of ~ny time-limit for opening 
Qr reopening the past assessments caused interminiable h.arassment and 
kept assessees _constantly under the Damocl "s' swor.d for an indefinite 
length of time. It was impossible 'f<ir them to retain books of account 
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and mass of vouchers for ~ . endless period. The fear of reopening of 
the case at any time, it was pointed out,- went on dogging them in their 
life tim~ and; their successors. thereafter. 

3.70. Another aspect of .the administration .of this Section brought to· 
our notice was that the assessing officers, ·many a time, reopened cases. 
on uncertain· grounds and on the_ basis of insufficient information and 
that after initiating such proce~ngs they carried out fishing enquiries. 
for getting at some material for making a re-assessment. It was stated 
that some of these proceedings had, subsequently, to be dropped because 
of the lack of any material. In this process, considerable avoidable in
convenience was caused to the assessees concemecl It was pointed out 
that this position had come to pass owing to the refusal of the Depart
ment, in consequence of a judgement of the Madras High Court,* to give 
to the assessees a copy .of the reasons on the basis of which. approval 
of the Commissioner for initiating action under Section 34 of the Income
tax Act had been obtained. It was also mentioned to us· that even the 
CommissionerS', at times, approved of such proposals without examining 
whether the grounds on which action was proposed to be initiated, were 
adequate. · ; · .. 

3.71. We made· a .careful study of these problems. We strongly .feel 
that no quarter should be shown to those indulging iii fraudulent prac
tices in tax matters and the tax dodger should always be under fear of 
and subject to being tracked' and properly . booked. We find that in 
U.K.**, U.S.A.**, Canada'~'* and many .other countries"* there is no time
limit for reopening assessments in cases of tax frauds. Again, we do not 
find any special merit or virtue in reducing the time-lim;ts for initiating. 
action in other cases. We are, tlierefore, of the view that the present 
provisions of Section 3~ of the Income-tax Act, in so far as they relate·to 
the time-limits. for initiating action, should continue. For mitigating 
other hardships that were brought to our notice·, we suggest that, before 
reopening an· assessment, the assessing officer should· intii:n;ate to. the 
assessee the grounds on which action is proposed to be taken a'(l.d the 
assessee_ should be given ten days' time to send hj.s reply. It is after the 
consideration of the reply of the assessee that .the decision to reopen the 
case under Section 34 should be taken or the Commissioner or the Central 
Board of Revenue should give' sanction for action. This procedure would 
eliminate the possibility of roving enquiries on vague grounds and the 
Commissioner or ·t'he Central Board of Revenue would also be having a 

·complete picture of the case before he or it passes orders on the assessing. 
officer's proposal. .Such a procedure is already being followed in respect 
of proposals which are to be 'approved by the Board, though a reservation 
has been· made there, that in cases where the Commissioner considers. 
tbat the intimation of these reasons would be risky to revenue, no sucq 
prior intimation may be given by the assessing officer .. We ·do not think 
there would be many cases involving such a risk and, i1;1 any event, the · 
assessee would know immediately on receipt of a ·notice under .Section· 

•The Presidency Talkies Ltd. Vs. The Add!. I.T.O., CitY Circle II, Madras [(1954) 25 
l.T.R. 447] . 

••Section 47(1) of the U.K. Inoome Tax Act. · 
Section 6sor of Internal Revenue Code of U.S.A. 
Section 46(4). of ·Canadian I.T. Aa:, 
Section 172 of Australian Income-tax Act. 



59 

34(1) (a) what the Department is after. Therefore, in our opinion, there 
is no need for inakihg any reservation of, this type in the proposed' pro
cedure. 'Our recommenc;hition also Implies that the assessing officer 

. should .confine the re-assessment proceedings only to the points intimated 
to the assessee. ' 

3.72. The Bombay High Court held in the case of S. C. Prasher Vs. 
Vasantsen Dwarkadas* that that part.: of the second proviso to Section 
34(3) which provided for initiating_action. against.any person Other than 
the assessee in pursuance of any findings or direction contained in . an 
order _under Sections 31, 33, 33A, 33B or 66A of the Income-tax Act was 
void as offending Article 14 of .the Constitution, since such action could 
b~ initiated without giving that outsider. any opportunity of presenting 
his version of the matter. It was stated- that this interpretation caused 
administrative difficulty. in the initiation of, proceedip.gs against such' 
persons. We are of the .view that our proposal for intimating to a person 
the grounds on which his case fs to be reopened, before actually doing 
so, would resolve this difficulty. In this. connection, we have also noted 
the recommendations of the Law Commission _which, in effect, suggest a 
procedure similar to what we have proposed.·-

3.73. We als'o agree with the Law Commission's recommendation that 
iii the case of an assessee who files a return or revised return under 
Section 22(3) of the Incom.e-ta.X Act, the Departl!lent should statutorily 
have, at leil~>t, one year's time, from the. date o~ filing of such a return, for 
completing that assessment It can happen that an assessee files a return 
on the last date of the limitation period of ·four years- prescribed under 
Section 34 (3) for completion -of assessments. In such an event, the 

·Department shall have to complete· the . assessment on that very day, 
failing which any f1,1rther action in that case would be barred by limitat
ion. This difficulty has beert duly· appreciated by the Supr_eme· Court 
in a recent judgment.t Accordingly we suggest that Section 34 (3) of the 
Income-tax Act may be suitably amended along the lines indicated by the 
La'!V Commission. . · 

3.74. 'It was represented to us that the provisions' of_ the Income-ta~ 
.:lver-assessments _.Act with regard to the r~openjng of assessments'were 

. . · to· the advantage of revenue only. The assessee 
could not _claim reopening of' an assessment for the same length of time, 
even though there had been over-assessment in his case by reason of some 
error or mistake in the return or statement made by him for the purposes 
of assessment. It was urged that provisions similar to Section 66 of ihe 
U.K. Income Tax act, 1952 should be incorporated in the Indian Income
tax Act and the otli:er direct taxes A-cts, so as to put an end to thl! present 
anomalous and inequitous positlon. Section 66 of the U.K. Income Tax . 
Act, 1952, inter alia, pr:ovides for an application, for appropriate relief, 
by an assesse_e within six years of the end of the assessment_ year in cases 
where .th,~ assessment made is considered to be Elxcessfve by reason of 
some · error or . mistake or statement made by him for the purpose of 
that assessment. The decisi()n of the taxing authorities on such appli- . 

•(1956) 29 I.T.R. 857. ' 
tC. IT. Vs .. Ranchordas Karson~as [(1959) 36 I.T.R. 569] •. 

410 C.B.R. 
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cations is appealable to Special Commissioners· and a reference lies, to· 
the ;High Court on points of law invol:red in the matter . 

. 3.75. We have examined this matter in the light of the existing pro
visions of the various direct taxes Acts relevant to this issue, and we 
find that there are adequate safeguards already provided in these Acts 
for relief in cases of .over-assessments. We are discussing these provis
ions in the next Chapter on "Appeals and Revisions".·· In view of this, we 
do not consider that there is any need for incorporating, in these Acts, 
provisions similar to Section 66 of the U.K. Income Tax Act. . 

3.76. It was suggested to us that. the assessee should have a right to 
get his case reopened in respect of a legal issue aecided against him by 
the assessing officer, if the< High Court or the Supreme Court gave, sub
sequently, a ruling on the same issue favourable to the assessees. This 
proposal, it· was suggested, was being made in view of the fact that the 
Department ·reopened cases on issues ;yhich were decided by the High 
Courts or the Supreme Court in its favour. We do riot approve of this 
practice since it is a negation of equity and fair play. Likewise, we do 
not accept the suggestion that the assessees should have a similar tight. 
We are, of the definite view that neither the assessees. nor the Department 
should 'be entitled to reopen assessments already concluded. merel.y because 
the High Courts or the Supreme Court has, subsequently qiven ICI decision 
which was contrary to the view previously taken by the Department. 

TAXATION OF NON-RESIDENTS 

3.77. The determ1nation of tax liability of a noncresident in respect of 
i11come arising or deemed to arise through. or from 'business connection' 
is a difficult problem,: both legally and administratively. . While taxing 
such a person, not only h11ve the interests of, revenue to be safeguarded 
but care has also to be taken to see that it does not hamper the foreign 
trade. From an ·administrative point of view, it is difficult to serve pro
cesses and sanctions on the non-resident, and it, therefore, becoJiles neces
sary to hold a resident person, having 'business connection' with the non
l'esident as agent of the latter and make him responsible for 'the tax 
liability of the non-resident principal. · The various provisions of the 
Income,.tax ·Act dealing with the tax. liability of the non-residents and 
their agents in India ·have been enacted, keeping these aspects of the 
problem in view. · 

3.78. Section 4 of the Income-tax Act, inter alia, lays down the basis 
Liability .. · . 'of the tax liability of the non-residents. It seeks to 

. · )nclude in the tax-~et all incomes accruing, arising 
or rece1ved or deemed to accrue, or ar1se or deemed to be received by 
the non-resident in India during the 'previous year'. Section 42 of that 
A~t ~mplifies :l:l}d elaborates· the income 'deemed to accrue .or arise' 
w1thm the taxable territories, by listing five categories of such income, 
These are incomes which accrue or arise, whether directly or indirectly', 
through or from any (a) business .connection, (b) property, (c) asset or 
source of income, (d) money lent at interest and brought into the taxable 
territorie.s either in cash or in kind,- and (e) the sale, transfer or exchange 
of a cap1tal iasset in India. A non-resident is liable to tax in his own 
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name or in the name of his agent. The agent in such cases is an assessee 
for all purposes of the Income-tax Act. · 

3.79. Out of the above five categories of incomes, the one which is of 
. the greatest importance is tliat which ·relates to 

'Business Connection' income accruing or arising from any 'business con-
. nection' in the taxable territories. Read with Sec-

tion-42(3) of the lncome-tax Act, ·it would be seen that only such pro
fits and gains as are 'reasonably attributable to that part of the operations· 
which is carried out in the taxable territories are 'deemed' to accrue or 
arise in India. The term 'business connection' has, however, not been 
defined in the Act. The absence of such a definition has caused consider
a,ble ·uncertainty as to 'Its precise meaning and application. There have, 
consequently, been several .complaints of harassment as well as a good 
deal of litigation on this issue. ·· · 

-. 
3.80. It was represented to us that the term 'business connection~ 

should be statutorily· defined so that the liability of the non-residents and 
their agents might be clearly and precisely ascertainable. It was stated 
that the uncertainty inherent in, the existing position acted as a damper 
on India's foreign trade. It was also suggested that this term should 
embrace- only. 'trading in India' and not 'trading with India'. Various 
chambers of commerce and trade associations also stressed that the pro
visions of Sections 42 and' 43 of the Indian IBcome-tax Act should be 
brought statutorily· at par with the corresponding provisions of the U.K. 
Income Tax Act.* · · I 

3.81. The Taxation Enquiry Commission, which considered this ques
tion, was of the view that it was impracticable to define this term so· !lil 
to cover all possible transactions wiwn a few well-defined groups. The 
.difficulty at precisely defining this teem has also been referred to in a 
recent judgment of the Bombay Higil. Court.** 

3.82. 'Business connection' is different from 'business' as defined . in the 
Jncome-tax Act. Various. judicial decisions have la,id . down certain 

broad principles for interpretting the · term 'business connection'.. It 
is now ·well-settled that . three . conditions must · be fulfilled to estab~ 
!ish a 'business connection, viz., (i) · there should be a business in 
India; (ii) there ·should be- a connection . between the 'non-resident 
assessee and that business, and (iii) that the non-resident must have, 
directly or indirectly, earned income by virtue of· or through such 
connection: Thus, an isolated business transaction between a non
resident and a resident in India, · without any regular course of deal
ings does not amount to a 'business connection' and it does not attract 
the application of Section 42 of the Act. 'Business connection' can be 
said ·to exist only if there is some neirus or continuity of relation
ship between the non-resident and the resident so that an income accrues 
or arises to the non-resident from such connection. In cases where there 
is. an element of. agency between the non-resident and the resident, a 
'business connection' undoubtedly exists. In the absence of such an 
agency, where- the non-resident sells goods to or purchases goods from 
isolated merchants in India, no 'business connection' as such is establish
ed. But the case_s falling in between· these two extremes give rise to 

•Sections 363 to 373 of the U.K. Inco!lle Tax Act, 195Z. 
••C.IT. Vs. )lvans Medical Supplies .Ltd., [(1959) 36 I.T.R. 418]. . . 



difficulties, for a 'business connection' can subsist even without .a regular 
ag~ncy or branch established in the taxable territories. 

3.83. Though the Taxation Enquiry Commission had concluded that it 
-was impracticable to define the term 'business connection', it recom- ' 
mended that the Cen,tral- Board of Revem1e should' issue comprehensive 
instructions. on the subject. We understand that the Board has already· 
issued detailed instructions iri which it has l:leen made clear that there 
would be no tax·liability on the non-resident exporter, if the sales are at 
an arm's length' as principal to principal, and the no.n-resiclent exercises 
no. control over the· principal in India. As tegards the liability of a non-· 
resident under Section 4 (1) (a) of the Income-tax Act, the assessing 
officers have been directed that no attempt should be made to assess him 
on receipt basis in cases where the shipping documents are discounted by ' 
a bank in his own country and are handed over for collection to a banker 
in. India who present the sight or usance draft to the resident importer. 
Even if the documents are not 'so discounted. by the foreign exporter in 
his own country hut are handed over in India on payment, no attempt 
is to be made to bring the operation within the scope of Section 4(1) (a). 
Further, in view of the changed conditions of export. trade in India, 
instructions. have also been issued. by the Central Board of Revenue to 
the effect that where it is clear that the resident person acts in the usual , 
course of his business in making purchases for the non-resident, no. 
attempt should be made to treat' the resident commission agent as an 
agent of the non-resident party under·Section 42 of ,the Income-tax Act, 
merely on the ground that the net profit sho]Vll by the resident party is 
very small. · · . · , · 

3.84. We have' carefully considered the various s~ggestions for re~trict- · 
ing the scope of the. term · 'bo.siness • connection' either by, definition, 
specific statutory exclusionf! or by executive instructions. We have also 
examin.ed the provisions of the U.K. Income Tax Act, according to which 
non-residents are assessable when there is any factorship, agency;
receivership, branch or management in the United )(ingdom and profits 
or gains arise, directly or indirectly, through or from such definite con
nections .. We are of the view that in the present co.ntext of economic 
conditions obtaining in this country there can be. no question of adopting 
provisions, simil.ar -to' these in the U.K. Incom~ Tax Act .for· ,taxing 'n.on
Tesidents. We appreciate the fact that th'e ppsition stands clarified con
siderably .as a result of the circulars· issued by the Centr'al·Board of 
Revenue and the objections raised by the assessees have been largely 
met by them. But it has been urged that the foreign trader is not. aware 
.of these execrutive· instructions and that, in any case, he would like to be 
asSUJ"ed of his liability under the Jaw. We recommend that these ex.ecu-

. tive instructions should be widely· publicised both within and outside 
the country. In the foreign countries these instructions could be given 
publicity through Indian Embassies and Trade Commissioners so that . 
the foreign traders and investors may become fully aware ~f the '!'e
stricted scope of the term 'business connection' as ·mentioned m Sechon 
.42 of the Income-tax Act. We also suggest that the Government may 
·consider the feasibility of adding an explanation to Section ~2(1) of. the 
Act to incorporate the spirit of the various circulars and . mstruc~10ns 
issued' by the Centra~ Board of Reveriu'e)n regard to the term 'busmes5. 
connection'. 
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3.85. Another practical difficulty brougl).t to. our notice was that the 
assessing qfficers were reluctant to issue certificates 

~tatutory Agents 'of tax liability asked for under the second proviso to 
'Section 42(1) of the Income-tax Act. Under' this pro~ 

viso, an agent of a non-resident person or. any person who apprehends 
that he may be assessed as su~h an ag;ent, may require the asses~ing officer 
to issue a certificate stating amount of his -estimated liability, so that 
he may, on the authority of this certificate, ·retain with himself the 
stated amount out of. the funds belonging to the non-resident. We are 
of the view th~t aU such requests should be attended to promptly, and, 
in any, case, should be disposed of within .one 7f!-6nth of their receipt, We 
need hardly emphasise how small delays in these matters can. adversly 

·affect the country's foreign trade. · . . ' 

3.86. It. was also pointed out to us that, at times, assessment proceed-. 
iilgs were started simultaneously, both against the non-resident ·as well · 
as his 'agent', in r~spect of the tax liability of the non-resident. This 
causes considerable hardship. In our opinion, such simultaneous pro
ceedings should be avoided and- the Department should make up its mind · 
whether to proce~d agai:nst the non-resident directly or through his agent. 

PLACE OF. ASSESSMENT 

3.87. 'I'he place of assessment under the Income-tax Act is regulated 
by the prqvisions of Section 64. This . Section lays 

Present provisions down inter· alia, that ·where an assessee carries on 
_ business, profession or vocation at any place,· he 

woulci be asse~<:·•d by the assessing officer of the area in which that place 
is situate. If there are more than one such places, the assessment would 

. be made by the assessing officer in.whose jurisdiction the principal place 

. of business, l>rofession or vocation lies. ·In other cases, where a person . 
does not carry on any business,- profession or .vocation, he is assessable 
by the assessing officer in whose .jurisdiction he. l"esides. ·The place of 
assessment f'or nurposes of wealth-tax, expenditure-tax and · gift-tax 
assessments is the same as for income-tax. 

I 
. . ' ' 

3.88. However, exigencies of administration and the need for, proper 
investigation may require, at times, a departure from these normal rules.· 
Accordingly,· sub-section (5) of Section 64 of the Income-tax Act pro
vides that the normal provisions regulating the place of assessment shall 
not be applicable in those cases where the jurisdiction is specifically 
trl).nsferred· to a particular assessing officer under Section 5(7A) 'of the 
Income-tax Act or where. it _is fixed under Sections 5 (2), or 5 (6) of the · 
Act . 

. 3.89. Some witnesses represented that the present provisions regulating 
the ·place of assessment gave immense power to the administration and 
that they denied the assessees the fundamental right of . appeal against 
the administrative determination of the principal place of business. We 
feel that the existing provisions lay, down sufficiently elaborate and 
equitable procedure for the determination of the place of assessment and 
provide adequate· administrative safei!Uards . to the assessees against 
wrong determination of jurisdiction. We are also of the view that · the 

. jurisdiction in revenue matters should be considered on a different foot
il).g from that in civil-and criminal proceedirigs and so long as an assessee 
is duly liable to tax, he should not be allowed to defeat the interests of 
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revenue on frivolous objections regarding jurisdiction: Accordingly, we 
are of the view that it is not necessary to make. a statutory provision for 
an appeal by the assessee against the determination of the place of asses-
sment. · 

3.90. The term 'principal place of business' ·is not defined in the Act. 
·However, judicial pronouncements have placed its meaning beyond any 
doubt. Thus 'principal' place of business' is the place from where the 
business is controlled and· managed, wherefrom superintendence and 
direction ensue. This place- may not be the one where the goods are Sold 
or orders are conversed, nor where the business has extensive 'operations 
in commercial sense. 

· 3.91. We understand that, in view of the above interpretation, some. 
persons are being assessed not at the placle of their main operations, l)ut 
at a place where they open small offices only for the purposes of super

. intendence and direction of the operations. · This, in ow; opinion, is not 
in the best interests of revenue, because it is difficult tq have a correct 
idea. of the extent and details of the business activities ci£ tne persons 
concerned, at a place different from that where the business is mainly 
done. We, theTefore, suggest Jthat where an assessee has -more tl!,an -one 
place of business, profession or vocation, the assessments shOUld be done 
at the place which is the most important from the point of view of his 
business operations. ·For this purpose, the case may be transferred, if 
necessary, to the assessing ojficeT of such a place under Section 5 (7A) pf 
the Income-tax 4ct. · - -- - · ·, 

3.92. A doubt was expressed by some witnesses as to whether the place 
of business referred to in Section 64 of the Income-tax Act meant the 
place where the assessee carried on the business during· the ·accounting 
period or the place where he-carried it on during tlie. assessment. year. 
We recommend rthat it should be made clear that such place should .be 
taken in relation to the ·assessment year and not the 'p~ev.ious year'. 

3.93. Representations were also made to the effect that the assesseeS' 
should be entitled to raise objections against the determination of · the 
'principal place of business' at any time.· It was also pointed out by 
some witnesses that even when an objection was properly raised, the 
assessing officers did. not submit the matte:t· for the orders of the Com
missioner, which they should do according to the provisions of law, but 
instead they went ahead with· the assessment proceedings. While we 
feel that the present provisions entitling the asse$sees to raise objections 
against the jurisdiction before ~he filing of the returns are. adequate and 
no further right.need be given in this regard, we. recommend that suitable 
administrative srteps should be taken· to put a stop to the illegal and 
incorrect practice of some. of the officers to proceed with the assessments 
without referring the assessees' objections about jurisdiction to the Com
missioneT, although the objections had been raised by Jthe .assessees in. 
time. · 

3.94. Some witnesses brought to our notice that there were frequent 
changes in jurisdiction and, at times, assessees were bewildered as to 
who was their correct assessing officer. We appreciate that administra
tive needs,- sometimes warrant such~·changes but we would suggest. that 

. by proper planning and forethought, frequent· . changes of jurisdiction 
should be avoided. · · · · 

. ' 
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_3.95. We consider that, in one respect, there is need for a clarification 
of the provisions of Section 64 of the Income-tax Act. In a case which is 
transferred from one assessing officer to another and where p:r;oceedings 
under Section 34 of the Income-tax Act relating to the assessment year (s) 
during which the case was under the jurisdiction of the former officer, 
have. to be initiated, there exists, at present, an uncertainty as to which · 
of the two officers is legally competent to start such proceedings. This 

· uncertainty has been set at rest in respect of the cases- transferred from 
one officer to another under Section 5(7A) of the Income-tax Act, as 
according to the Explanation added in 1956 to this Section, the officer to 
whom a case is transferred is competent to finalise "all proceedings· under 
this Act in respect of any year which may. be pending on the date of 
transfer. 'and. also' aU proceedings und,er this Act which may be com
menced after the date·of the.transfer in respect of any year". We recom
mend that the provisions of this E:tplanati.on should be made applicable 
to all cases where jurisdiction is transferred jroftt one. officer to another. 

3.96. It appeats that in spite of the detailed procedures prescribed by 
the Department .for ascertaining whether the profits 

Branch Bus·nesses of the branch of a business, profession or vocation 
are being assessed in the hands of the head office by 

the assessing officer having jurisdiction over the latter, due .check in the 
matter is not being ~xercised by the assessing officers. Again, the asses
sing officer seldom makes enquiries from the officer in whose jurisdictional 
area the branch is situate about the extent of the branch business and its 
probable profits. We are of the View that this lack of cross-checking 
makes the assessment of profits relating to branch businesses somewhat 
unreal. We recommend that there should be proper record of •all the 
branches in an }ncome-tcix Circle and regular verifications should be made 
as to whether their profits are being shown and assessed in the assess
ments of the respective. head offices. Similarly references should be made, 
as frequently as ·necessary, by the assessing officers, assessing businesses 
having various branches to the assessing officers in whose jurisdiction 
the ·branches are situate for ascertainment of the correct profits of the 

· latter. Officers assessing companies at their registered offices which are 
located far away from their factories should ascertain· from the officers 
in whose jurisdiction the factories lie, the nature and extent of local 
purchases, the details of labour employed and such other particulars as 
would be useful in checking the accounts of those companies and arriv
ing at their correct total income. For this ·addition;ll work, the latter 

· category of officers should get suitable credit in their quota of disposals 
and the Inspecting Officers should exercise a regular control and periodic 
check o£ this work. .We recommend that. the. Central Board of Revenue 
should take suitable steps for this purpose. 

' . ' 

DEFINITION OF INCOME 

3.97. It was stated by some witnesses. that the absence of any precise 
definition of the term 'income' in the Income-tax Act led to many difficul
ties in assessments and resulted in a good deal of litigation. It was 
suggested that a definition .should be attempted on the basis of the .t~ng 
line of judicial pronouncements on the· subject so that . some precision 
could be attached to its connotation. We find that this question was also 
examined by the Taxation Enquiry Commission* in India and by the 

. . 

*T.E.C. Report, Vot II, Chapter III, Pages 40-41. 
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U.K. Royal Com~ission* of 1951. ·Both of them came to tlie conclusion 
that no real advantage could ~result fJ;"om the introduction of a general 
definition that had to cover so multifarious a subject as 'incqme' for the 
purposes · of taxation: In. fact, the Taxation Enquiry Commission were 
pf the opinion,· "that perhaps more harm than good may result, from 
including in the Taxation Act a rigid definition of 'income'". We are 
in complete agreement with these views and feel that apaTit .from the 
difficulties involved in attempting an exhaustive definition of 'income' 
such a definition would be subject to frequent legislative changes, conse
quent on the emergence of new $ituwtions not· envisaged in that definition, 

. DEFINITION OF EXPENSES 

.3.98. Some witnesses urged that in the light of the various judgments 
which had settled the question of allowability or otherwise of the variqus 
categories of 'expenses in the context of the phrase 'wholly and exclusive-
ly' laid out for the purposes of business, profession or ·vocation ........ · 
occurring in Section l 0 (2) (xv) of the Income-tax Act, such types · of 
expenses as had been held to be-permissible deductions in computing the 
tot~l income should be enumerated in the Act itself. We are of the view 

. that this will not serve any useful·purpose. Wherever the· allowability. is 
settled finally, the tax-payers are already well aware of that. We would, 
however, like. to mention a few. categories of expenditure which, in our 
view, should be allowed, since their disallowance or uncertainty about 
their allowability causes great hardship. We .enumerate and briefly -dis-
cuss these items below: . _ 

(a) It is a moot point, at present, whether interest paid or payable 
on monies borrowed by a· partner for investing in· the firm 
as his share of capital is an allowable deduction against his 
share of .profits from the firm. We are of the view that such 
an interest shoul<$ be allowable in the same way as it is 
_allowed under Section 10 (2) (iii), to an assessee carrying on 
business, profession or vocation, . in respect of the capital 
borrowed for that business etc. We see no reason for making · 
a ~istinction between these two types of cases. Of course, 
sUitable safeguards should be provided against abuse of this 
all~wance by assessees who, having sufficient capital of 
therr own, resort to use it as a measure for avoidance of 
tax. · 

(b) The expenditure incurred in connection with a newly started. 
business for the period during ·whicl;l the business .activities 

, have. not commenced is not allowed, at times,· on the ground 
that 1t has not been incurred in connection with the business 
or in the course of carryfng· on the business: There are some\ 
conflicting judicial views** expressed on. the admissibility of 
such expenditure. We recommend that the position should' 
be 9larijied and that all those expenses which would have 
been allowed, if the business was being carried on, should 

. also be allowed when incurred in rthe course of activities 
leading to commencement. of business · 

* U.K. Roya!_9o'mmission Report, 'Page 7, para 27." 
•• C. Parekh & Co. (l'ldia) Ltd. Vs. C;I.T. (I953) 24 I.T.R. Page 24, Western India Vege

table Products Ltd. Vs. CIT Bombay City (1954) z6 ITR rsr. 1\.ssociated MiniiJg Industries 
Ltd. Vs. C.I.T~(I955) 27 I.T.R. 429~ -



(c). 

(d) 

67 

Under· administrative instructions, ·the cost incurred by ajl 
'assessee in connection with,the settlement of his income-tax 
'liability before the assessing officer is, at present, being 
allowed in the computation. of his assessable income from 
business, profession or vocation. It was represented to us 
t~a~ ~~e expenses. incurred. in appeals . as well for settling 
liabilities before the assessmg officer m respect of income 
from sources ·other than business, profession or V!Jcation and 
under the other direct taxes Acts should also be aUowed as 
deduction in .the lncome-t'!-x. assessment. As regards the 

· costs at the various appellate stages, we are discussing the
question in. the Chapter on Appeals & Revisions. But so far 
as. the question of costs relating to settlemep.t of liabilities 
before the assessing officer under the direct taxes· Acts other 
than .the Estate Duty Act is concerned, we feel that the 
demand 'is justified .. Accordingly, we recommend that the· 
e:r;pe!'-ses inci.trred by an ·assessee during rthe a$sessment pro
ceedmgs for settlement of his liabilities under all the direct 
taxes Acts, other than Estate Duty Act, should be allowed in 
computing_ his total incontil· · · · 

It was brought to our notice· that some hardship was. caused 
to the assessees. engaged in minning industry on account of 
the disallow·ance, for income-tax purpose, of the. amount of. 
royalty which has initially. or periodically to be .paid in con
nection with the leases for extractii'\g minerals or the right. 
to work mines. ' Initially, a capital payment may have to be 
made 'either in· lieu of or iii. addition to royalty, in the form 
of a premium on Iease. J'eriodically, royalty may be pay
able on the basis of production ·or profits or on the basis of 
a combination of both. But out of all these payments, only 
the royalty payable on the basis of output is dearly admis
sible under the Inc.omectax Act. When it is payable on any 
other basis, its admissibility is determiiied by properly con
structing an agreement which ·regUlates such royalty. There 
,is a lbng line of judicial dicta laying down broad principles 
for determining this question. But it was pointed· out that 
these payments· of royalty, whatever their mode of calcula- . 
tion and howsoever they may be judici~y interpreted, have 
to be made for the purposes of · workiiig the mines .and 
extracting rriiiierals. There is great force iii these arguments 
and· we feel that disallowance of royalties iii the as~essment 
cases of miiiiiig industry would obvious~y hamper its deve
lopment and ability to compete in the world markets. Since 
the Mineral Concession Order, 1949 prohibits the. payment 
of any capital sum as premia or salami and also requires that 
the royalty payable should be related to output, these diffi
culties are not likely to arise in future. We alsc;> understand 
that most of the old deeds which pr.ovided for royalties based 
on criteria other than output have been replaced by new 
deeds drawn up iii accordance with the Miiieral Concession 

·Order, 1949 .. However, ·in the few cases where the lease 
deeds contiiiue on old basis, royalty may not be taxed to the 
extent ·of the amouilt which wo~ld have been admissible if 
it were calculated as prescribed iii Mineral Concession Order, · . . 

·1940. 



68· 

lUGHT SHARES 

3.99. According to the present practice of taxation, the entire .sale .pro
ceeds of the bonus or right shares are' treated as income chargeable t() 
tax without taking into account the reduced value of original holdings. 
It' was represented to us that this was unfair. We find that, in actual 
practice, there is always some reduction in · the value of the· original 
shares when bonus shares are declared. We, therefore, suggest that it 
would be equitable if in compwting the profits made in the sale of right 

. or bonus shares a reduction. is 'allowed for the fall in the value of the 
original shares. ' The procedure that may be adopted in this connection 
could be illustrated by the following example:-

An assessee had originally purchased .100.shares-at the rate of Rs.l50' 
per share. The market value of these shares just before the issue of· 
bonus shares was Rs. 165 per share. The company issued 50 bonu,s shares 
against these 100 shares. In the wake of this issue, the market value of 
the ·shares of this company fell to Rs. 110 per share, at which price the 
assessee sold the 50 bonus shares. The profit on the sale of these shares 
would be worked out as under:-

·Market Value oft so shares@ Rs. no/- per ~hare • 

Less Cost of too original shares @ Rs. t,sof-per share • 

PROBLEMS RELATING TO OTHER DIRECT TAXES ACTS 

Rs. 

~6,590 . 

IS,OOO 

I,SOO 

3.100. We· now pr-oceed to discuss certain aspects of );he recently intro
. . duced direct taxes. One of the most difficult problems 

Valuation of Assets in the administration of these taxes is the valuation 
of various types 'of assets. This problem is of a 

recurring type in wealth-tax cases, and also assumes a fairly great 
importance in estate duty and gift tax matters. The frequency of the
problem in the income-tax cases is also not insignificant particularly with 
the fast I:ate. at which buildings and other construction activities are
progressing. · Before considering the various difficulties involved in 
valuation, it would be helpful to recall the salient features of the proce
dures under the new direct taxes Acts in which the question of valuation 
crops up. 

. . ' 
3.101. Under the Wealth Tax Act, the net taxable wealth,. broadly 

speaking, includes the market value of- the various types of assets owned 
by· a person less his liabilities. The market value is to be taken as on the 
last day of 'the 'previous year' followed by -that person, and in case he · 
follows more than one 'pJ;"evious years' for his different activities, the last 
day of ,the latest 'previous year'. Urider the Gift-tax Act, the value of 
the asset gifted is taken to be its market value on the date of the gift .. 
For estate duty purposes, valuation of the estate of the dec.eased is to be 
made as on the date of his death. Thus, all these Acts have a common 
·~oncept for v~luation of ~ssets liable. to the respective tax or duty, viz., 
market value on. a part1cular date. This problem of 'market value• 
therefore, recurs with unending . frequency 'in connection with one or 
the other Act. · · 



69 

3.102. According to the. existing provisions of these Acts, the assessee 
shows in the statements accompanying his return of wealth, gifts or 
estl!te duty, what according to hi.m is the 'market value' of his assE'ts on 
the particular date specified by the respective statutes. This value may 
be accepted by thz 'l!ssessing officer. But if he does not accept it for suffi
cient reasons, he has to make his .own determination. Th.e matter ends. 
if the valuation arrived at by the assessing officer is: accepted by the
assessee. Otherwise the latter goes in appeal to the Appellate Assistant 
Commissioner (except in estate duty cases where the first appeal lies to· 
the Central Board of Revenue)* who may confirm the valuation or modify 
it. · If the decision at that stage is not acceptable to either party, an 
appeal can be preferred to the Appellate Tribunal by the aggrieved party. 
At this stage, the Tribunal may, suo moto, or at the instance of the asses
see, refer the matter of valuation to. the arbitration of two valuers, one 
each to be appointed by the two parties to the appeal. The two· valuers 
may give a unanimous report about valuation which, under the statute, 
is final and binding on all concerned. In case they disagree, the matter is: 
referred to a third valuer who is either an agreed one by the two parties: 
or appointed by the Tribunal, in the event of disagreement between the 

. parties about a cpmmon name. The decision of the third valuer is final 
and no further appeal on the point of valuation lies to the High Court. 
Valuers are appointed from among the persons who are approved as: 
'Valuers' by the Central Board of Revenue. There are different catego
ries of valuers for valuation of various types of assets. · The Central Board 
of Revenue has laid down, for each category, certain qualifications which 
must be fulfilled by a person before he applies for being approved as a 
valuer. .Tlie Board also maintains a penal of such valuers, which is pub
lished in the official gazette at periodical intervals. · · 

3.103. The Centra;t Board of Revenue, we ·understand, has issued. gene-· 
ral instructions laying down broad principles which should be. followed 
by the assessing officers in the valuation of various types of assets. In 
addition to these instructions, the assessing officers also make use of the: 
information gathered by them from internal and external sources. 

3.104. · Some witnesses- were of the view that valuation of assets was· 
a specialised field which required expert knowledge. As the' assessing 
officers could not be expected to possess that knowledge, the· valuation 
made by them -was likely to give rise: "to multiplicity of appeals. It was 
also suggested that the assessing officers had to face an uphill task in the 
matter of valuation since the assessees usually produced valuation ·certifi
cates from experts. The valuations made by the assessing officers against 
those of the exp)'!rts were sometimes upset in appear· on the ground that 
the . officers were not experts. We .received numerous . suggestions for 
resolving these difficulties. Two important proposals related to the crea
tion of a Central Valuation Department under the Central Board of· 
Revenue and of making the machinery of .atbitration by the two valuers 
available at the assessment stage itself instead of at the appellate stage 
before the Tribunal or the Board,. as obtaining at present. 

•Whe~ the Estate Du~y (Amendment) Act comes into force.the fi_rst appeal_in ~n estate· 
duty case will be heard by the Appellate Controller and appeal agatnst hts order Wtll he to the· 
Tribunal. · 
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3.105. It was claimed in favour of a Central Valuation Department that 
since it would consists of ·specialists. the valuation 

Central Valuadon made by them WO)lld carry weight- both with the 
_ Department · assessees and the appellate authorities. · Consequently 
there would be improvement in the quality of assessments and a reduc
tion in appeal work .. The proposed department would also ensure unifor
mity in the valuation of some type of assets as aga,inst the incongwous 
position obtaining at -present, when different ,assessing officers placed . 
different valuation in ·different cases on the shares of the same company 
'Or managing agency or life interests ·etc. It was stated that in the United 
Kingdom, a Central Valuation Department was working satisfactorily for 
estate duty valuation .matters and was also undertaking valua,tion of 
assets entrusted to it by. other government departments. _ · 

3.106. The ·idea of a Central Valuation Department was _opposed by 
quite of few witnesses on the ground that it would be an uneconomical 
proposition and its achievements- would not · be commensurate with its 
cost: To mak€ it really ·effective, it' would be necessary to have a full
fledged department with offices all over the country and with specialists 
in all fields, but the work-load is so small compar.atiVely that·those .. spe
cialists would be idle and wasting their energies most of the time. It was 
also pointed out that the large variety of local conditions in the various 
parts of this vast country would not let the pFoposed department- improve 
upon the present ·procedures for valuation of immoveable- assets, unless 
the department spread out to tehsil or talukua level so as to be conver
sant with the ·local conditions. This would make. the Department ·un-
wieldy and' a white elephant. · 

I -

3.107. After consideration of the various pros and cons .ot the proposal,
we are inclined in favour of a Central Valu11tion Department in th[s 
country, since we jeer that it would be advantageous to bot/l. the Tax 
Authority and rthe 'assessee. However, in the context of the present needs 
in the matter of valuation which are not so pressirig yet, we suggest that 
a modest beginning may be made by creating a valuation cell in the Cen~ 
tral Board of Revenue.. This cell may start with valuing shares. of limited · 
com-panies so that there is proper _coordination and uniformity in the 
valuation of shares of different companies and of shares of the same com
pany by different officers: With gain in experience, the cell may extend 
its valuation activities to other .categories of assets in due course and 

.ultimately mature into a full-fledged valuation department. · 
' ' . ' 

. 3.101!. We are not'in favour of the second suggestion, viz.., that the· 
arbitration by valuers should be brought down to the- assessment . stage.· 
We are satisfied that the present procedure provides sufficient safeguards 
to the assessees and the bringing down of ·arbitration machinery to the 
level of assessment stage would cause inordinate delays in the completion 
of assessments. We understand that when the matter of valuation is· 
referred to the arbitration of valuers, there is no knowing· as to the time 
:which they would take in giving their report. Instances were brought to, 
our notice in which the valuers had alreadl taken two years and still 

'the reports were awaited. In the light of this experience, we feel that it 
would be inadvisable to experiment with the arbitration at the assess
ment lever. However, in the interest of expeditious disposal of appeals 
involving the valuation of assets which have to be referred to arbitration 
by valuers, we suggest that in cases· where rthe valuation of more than 
'One' type of categOTy of assets -is in dispute, it should be permissible for 
the assessee as also the Department to name a valuer for all t11pes of 
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assets instead of naming sepamte valuers for each of the type or category 
of as$etsi . 

3.i09. While on the subject of- deiays in the submission.-o{ reports by
the valuers appointed as aribtrators il1 the course of appeals before the 
Tribunal or the Central Board of Revenue, we recommend that, as. under 
the Arbitration Act, if a valuer does not give his verdict or award within. 
six months, he may apply to the Tribunal or the Board, as the case may 
be, fo'r ext.ension. of the. time upto a maximum of rthree months for sub• 
missi.on of the award. If even thereafter fhe award js not made, the 
right to claim arbit1=ation should be forfeited unless the TribunaljBoa1·d. 
decides t!iat a further extension should be given. 

3.110 .. .W e also recommend that with a view to securing better adm~nis
tration, less appeals and stability in the· matter· of valuation under 'the 
Wealth Tax Act, the value of an immovable property adopted for, one
assessment and accepted by the assessee should. not normally be disturbed 
fo~ a period 'of five years. · ' ' 

3.111. The prese~t procedure of approving valuers for appoiiltment for 
the purposes of valuation under the Estate Duty, Wealth Tax and Gift 
Tax Acts came in for considerable criticism. It was suggested that the 

. procedur·e of naming· the approved valuers in a list and the EUblication 
of this list amounted to making invidious distinction amongst the profes
sionally qu11lified persons. It ·was also represented that there existed an 
uncalled for distinction as between the different categories of valuers for 
being approved !or this list. In the case of architects, surveyors and 
.engineers the. qualification required for being approved as a valuer is 

• only a practical' experience in the line for a specified period viz., ten 
years. But ·for Chartered Accountants. and valuers of jewellery, not only
te~J, years' experience is required but it is also necessary that they should 
have handled· a specified quantum of. professional work. It was stated 
that this distinction was not logical and was quite arbitrary and should, 

. therefore, be abolished. . · · 

3.112. So far as Chartered Accountants are concerned, we feeJ that 
smce ·they are duly qualified professional people and there. is a central· 
body, viz., .the Institute of .Chartered Accountants of India to- regulate 
their conduct, the qualification of ten yedrs' practice in the pr.ofession. 
should be enough to entitle them for being approved as valuers; and there 
should not be. any further condition with regard to the. number of con
cerns audited or their working capital etc. This position, however, does 
not obtain in the case of persons seeking to be. approved as. valuers fo'r 
valuing jewellery. In their case, their standing as well as ·actual experi- 1 

ence in the field of valuing jewellery are equally important.· In this view 
of the matter, we feel that the conditio7!s prescribed by the ·central Board 
of Revenue for appointment of valuers in je1J?ellery do not warrant · any 
·change. ' · 

3.113. It was represented to us. that tne present practice of valuing 
shares of companies, which were not quoted in the market, on the basis of 
'break-up'. value was causing considerable hardship. Such mode of valua
tion placed the shareholders of these companies at a distinct disadvantage 
vis-a-vis the shareholders of publil! companies; for it was . fairly well
recognised that the break-up value of the shares of a well-known public · 
company was invariably more than their market value. We -appreciate 
these difficulties and sugges~ that the procedure for the valuation of shares 

, may be modified. Where quotati~n's are available in the stock, exchange, 
tne latest quotation. anterior to the valuation date should be adopted. ' :C, 



()ther cases of public limited companies, where shares are not quoted . in 
the stock exchanges, the value of their shares may be taken at the pnce 
~t which transfers of a bo~afida character. have ?e~n made bef?Te the 
valuation date. In the case of shares of pnvate ltmtted compames, the · 
break-up value should not be the only criterion for determining the value· 
<Jf the shares, but all other relevant' conditions and factors should also be 
takeri into consideration, The Valuation Cell that we have proposed 
·should, when 'constituted, give these points due consideration. 

3.114. Many witnesses were of the view that the Department's practice 
of rigidly following the formula of taking the -market value of the build
ings as twenty times the annual municipal rental value less permissible 
expenses led, in quite 'a few cases, to over-valuation_ in wealth-tax assess
ments. , Some of the buildings may be quite old and even dilapidated and 
yet may have considerable rental value. It was stated that municipal 
valuations had, of late, been steadily and sometimes steeply increased and 
to connect them with the market value of the_ properties in all cases. would 
not be correct. ·We are of the view that in the absence of any readily 
available data about the market value of a property, some alternatiye· cri
terion has to be resorted to for arriving at its market value, and the muni
cipal valuation is atleast a sound basis in principle. But we consider that 
the fornp.tla of taking the valuation as twenty times the municipal rental 
value, less permissible expenses, should not be so sacrosanct ~as to be in
violable. We suggest that this formula should not be applied too. rigidly 
and due regard should be had for other relevant factors including the age 
and condition of the building. • ' . 

3:115. An anomolous position obtainir!g, at present, in the matter of, 
valuation of life interest in a trust property, which was brought to our 
notice was that the life interest had, in some cases, been computed at a 
figure which exceeded .the total value of the t~ust property in which the 
life interest rested. This is a most illogical result and we accordingly 
recommend that in no case should' be a life interest be ·valued at a figure 
exceeding the value of the trust property. Nor should there be double 
assessment of the same assets in the hands of the trust and the person who 
is entitled to a life interest in that trust. •The value of life interest which 
is assessed in the hands of the beneficiary should be deducted in the 
assessment of the trust and the principles laid down in Sections 41 and 
9 (3) of the Income~tax Act should be followed in this connection. 

3.116. We also recommend that the Central Board of Revenue should 
formulate rules for the valuation• of annuities. and make them available to 
all chambers of commerce· and other bodies. 

3.11?. Some witnesses meilti~med that some difficulty was b~ing experi
enC'ed m the matter of valuatiOn of the compensation claims in Despect 
of the assets left in Pakistan at the time of partition.· It appears that the 
Depart!Uent take~ the face value 9f .these claims, that is to say, the value · 
for which the claims have been admitted by the Rehabilitation authorities 
o~ the Government of India. On the other hand, the tax-payers·are of the 
Yiew that the value of these claims should be that which can be realisEid 
m t~e market. We .feel that the correct and 11quitable basis would be the 
reahsable value bastS and not the face value one. . · 

3.118. The administration of Wealth-Tax -Act is only two years old 'and· 
Wealth-tax · except for .the problem of val)lation 'to which we 

·. . . . referred in the foregoing paragraphs, no other serious 
-difficulties were pomted out to us. We, however, note ,that · by a recent 



amendment* a new sub-clause (iii) has been added to clause '(m) of Sec
tion 2 of the Wealth Tax Act, 1957, whereby any· tax, penalty or interest 
payable under the Income-tax Act, Wealth Tax Act, Gift Tax Act, Expen
diture Tax Act or Estate Duty Act which is outstanding on the valuation 
date, either because it is contested in appeal by the assessee or because it 
has not been paid for more thah twelve months, .is not to be allowed as a 
deduction'in the computation of the net taxable wealth. We are of the 
view that this provision, in its present form, is likely to cause hardship, 
particularly in cases where the.amount is contested in appeal. We agree 
that this provision is necessary where the assessee deliberately defaults in 
payment and, to that extent, it should stay. But for cases where the tax 
is disputed and, therefore, not paid, a provision shoulji be made in the 
statute that, for Wealth-tax purposes, the disputed liability would be 
adjusted by rectification as and when the appeal, is decided. · 

3.119. Some difficulties re2arding the allocation of liabilities in relation 
to assets chargeable to Wealth Tax al).d those which are exempted from· 
this tax were brought to. our notice. It was stated that some assessing 
officers were making the allocations on arbitrary basis.- We suggest that 
executive instructions, prescribing broad. bases for a rational allocation of 
.such liabilities, should be ~ssued by the Central Board of Revenue.· 

3.120. It was represented by some chambers of commerce that once an 

Exp 
d' . assessee admitted a certain amount of expenditure in 

• en tture-tax his return, the Department should not go into its de-
tails, since it was purely his personal affair. .It appears that some assess
ing officers have been asking for such details. This should not have hap
pened, because we note that this point has already been made abundantly 
dear by the. Central Board of' Revenue in its instructions in the matter of 
administration of Expenditure Tax Ac!. It was stated in these instruc-· 
tions that there should be no occasion to go into the details of expenditure, 
if no exemptions or deductions were claimed in respect thereof. We, 
however, recommend that this ,point should be further emphasised and 
-effective steps should be taken to ensure that Expenditure Ta.:t Officers do 
'nOt make any roving enquiries, once the expenditu1·e is admitted. . 

. ' 
3.121. Estate Duty Act has .been on the statute book now for about six 

/
. E t t D ty years and its administrative machinery is fairly well-

s a • u . established. Recently, many of its difficulties were · 
resolved by a fairly comprehensive amendment of the various provisions 
through the Estate Duty (Amendment) Act, 1958. In the course of our 
-enquiry, we. found that there was hardly any. complaint about' the admi
nistration of this enactment. In the following paragraphs we are refer
iring to certain aspects of estate duty assessments which came to our 
notice as not having been covered by the Amendment Act. · 

3.122. We unde~st~d that there being no statutory time-limit for com
pletion of estate duty assessments, some of the cases dra:g on indefinitely. 
for one reason or another. The Dep~rtment being in no hurry, at, times, 
takes a liberal view of the non-cooperative and dilatory attitude of some . 
accountable persons. We recommend that there should be a ·statutory 
time-limit of four years, from the date of filing of the return, for the com
pletion of' an estate duty assessment, In those cases where ex-parte 
assessments have to be made, the time-limit should be four years from the 
date the return was due. 

•Section 20 of the Finance Act, 1959. 
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. 3:123. Some ·witnesses pointed out that because the Assistant' Controlier 
t)f Estate :Duty was usually·a different person from the Income-tax Officer 

·who had lfssessed the deceased to Income-tax during the latter's life-time, 
certain· differences of opinion could and· did arise on certain issues com
mon to both income-tax and . estate duty assessments even· though those 
points had been settled in income-tax assessments. For resolving this diffi~ 
culty we suggest that in the mofussil circles, the same officer who assesses 
,the assessees for the other direct taxes should .also· deal with the estate 
duty cases, as far as possible.. So far as the City Circles dealing with 
estate duty assessments are concerned, there is a definite advantage in 
continuing them, as they are. · · . · · 

3.124: Certain difficulties ari.;ing out of the disallowances of bona fide 
liabilities and debts discharged after the death of the deceased, who had 
life interest in the impunged P:t:Operty were brought to our notice. We 
consider that where an accountable· person discharges the debts or other 
liabilities of the deceased and the Department is ·satisfied that such dis
charge is bona fide such debts should·. be. allowed tg be deducted from the 
value of ·the life interest fn the trust or other proper~y. . 

3.125. It was represeilted fo us that the present prqvision requiring the 
verification in the Estate Duty Return to be made before a Magistrate was 
unneozssary and cajlsed avoidable inconvenience. We agree .with this 
view.. We do not see how a. verification before the Magistrate makes it 

.more worthy of credence or open to severer acti_on than otherwise. We, 
· therefore, suggest that this requirement may be removed and that the 
accouf!,table person should be required to make verification in the estate 
duty return in the same manner as ttn assessee does in the income-tax 
return. 

• \ :' I 

3.126. we were told that revenue authorities of the vai-ious states took 
considerable amount of time· in intimating the value of-agricultural pro
perty to the Estate Duty Authorities and sometimes foJ;" plots of the-same 
kimj. and in the same area, they intill_lated widely different figures .. These 
factors delay the assessments and also ~ause embarassment to the.Depart
ment. ' We suggest that such delays and discrepancies should, -whenever 
they come to notice, be brought to the notice of the State Government 
concerned who should take prompt and appropriate action· on such com-
plaints. . ' , · ' · 

3.127. Gift-tax'. Act came into ope_ratjon with effect from first April, 
Gift-tax · · 1958. The expenence of the administration of this 

. measure is, therefore, very limited so far. No di.fficul-· 
ties of ·any consequence were pointed out to .us in the course of oral evi
dence or in· the representations sent to us. A mention was however 
made to us ·Fegarding some interesting results of the system ol rebate o~ 
v~luntary advance payments of gift-tax, prescribed in Section 18 of the 
<?1ft-tax Act. We .are discussing this matter in the Chapter on "Collec-
tion and Recovery". · 



INTRODUCTORY . 

CHAPTER 4 

APPEALS. AND REVISIONS 

The statutory powers enjoyed by the authorities administering the 
direct taxes Acts appear to be large but, in effect, they- are not altogether 
ll!llimited. An important restraining ilifluence is the review and re
determination of executive decisions ·by the appellate and revisionary 

· authorities. While the right to . go in appeal or revision is a powerful 
factor in preventing the growth of an arbitrary and discriminatory 
administration, its effectiveness depends U:pon the circumstam:es govern-

. ing the exercise of that right and the, efficiency with which the authori
ties 'discharge their duties.. We co:rjsider in the following paragraphs 
the various modifications which, in our opinion, are necessary for improv
ing the efficiency of the existing· system as well as imparting into it a 
still greater degree of sense of justice. 

APPELLATE ASSISTANT COMMISSIONERS 

-4.2. At present, an appeal before the Appellate Assistant Commis
sioner represents the first stage of appeal under the direct taxe~ Acts 

- . 'other than the Estate Duty A,ct where the first appeal 
Administrative Control lies. to the .Central Board of Revenue. . When the 

. Estate Duty (Amendment) Act comes into force the 
first appeal would lie. to the Appellate Controller of Estate Duty. The 
Appellate Assistant Commissioners function under the direct control of . 
the Central Board of Revenue which exercises local administrative· 
control through the Commissioners. At the same time, it is provided 
in the statute itself that no orders or instructionS should be given by the 
Central Board of Revenue so as to interfere with the discretion of the 
Appellate Assistant Commissioi)er as an appellate authority. Even so, 
it .was represented to us that as long as their advance in service depended 
'upon the good opinion of the Commissioners and the Central Board of 
Revenue they woUld not be able' to bring to bear Qn the appeals heard 
by them an independent judgment and that their decisions :would tend 
'to be influenced by a predeliction iii favour of revenue. It was, there
fore, urged that the Appellate Assistant· Commissioners should be remov-

. ed from the control of the Central Board of Revenue and placed under 
the. Ministry of Law. There was almost a near unanimity of· opinion 
amongst the_ taxpaying public in this regard. We fihd that this demand 
had been made previously also before both the Income-tax Investigation 
Commission and the Taxation Enguiry Commission.· 

' \ .. 
. 4.3. The Appellate Assistant Commissioners as;a distinctive institution 
game into being only in 1939. Prior to that, 1;he Assistant Commissioners 
were looking after appeals in addition to their supervisory and adminis
tra.tive duties. The change was effected on the recommendations of the 
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Income-tax Enquiry· Committee, 1936 which. had felt that the right of 
·an assessee to go in appeal before · an· Assistant Commissio~er was 
illusory as 'the very order appealed against might .have been framed 
under the Assistant Commissioner's directions. . It had a:lso pointed out 
.that the -Income-tax Officers were ·not likely to approach an Assistant 
Commissioner freely for advice on points of difficulty wh~ the Assistant. 
Commissioner combined in himself both appellate and executive func
tions. 'It had, therefore; sugge;;ted that there should be a dear division 
of these two functions and that each ):>ranch ·of work should be handled . 

·by a separate. <agency., Consequently, changes were. effected and. 
-appellate work' came to be attended to exclusively by Appellate 
Assistant Commissioners while the 'administrative work came ta ·' be 
'icioked after by Inspecting Assistant Commissioners. The point stress
ed before· us was that the purpose with which the institution of Appellate 
Assistant Commissioners was brou~ht into . being had ~ot been :(ulfilled 
and was not likely to be :fulfi1led as long· as they continued to be under 
the control of,the Central Board of Revenue. 

:- ' 
4.4. The Income~tax Iiivestrgatioil .Commission ·(1948) had recom

·mended that "the experiment .begun iil 1939 should ·be carried forward 
and App!!llate Assistant Commissionel's should be rei:noved from t~e 
control of the ·Commissioners and the Central Board of. · Revenue and 
placed under the Appellate Tribu_nal".* Howev_er, in 1952, the Income
tax Investigation Commission (with- different personnel), on a. recon
sideration of the matter, expressed itself in favour of the continuance of 
the· Appellate Assistant Commissioners under the control of the Central 

'Board of Revenue as, in its op\nion, ·no change . was called_ for either on 
principle or by the- result of past experience. The Taxation _Enquiry 
Commission P.S also the Law Gommission went into this question in 
detail and CClncluded that there was no reason· for eff~cting any change 
in the· prese>lt set up. · . ' · · · 

4.5. The arguments a<lvancea.rn tavour Qf the. contihuance of the 
tJresent systein ·may be summarised as follows: · 

(1) The Appellate Assistant Commissioners are ·and were always 
meant to serve as nothing more .than senior officers of the 
Department fpr reviewing orders passed · by the junior 
assessing offieers. · ' · 

(2) Statistics prove that in the vast majority of cases decided by the. 
Appellate Assistant· Commissioners either. the decisions have 
been accepted by the asse5sees or have been confirmed in 
subsequent appeals, thereb:y pro~g that they have . been 
acting independently and judiciously. · ' 

(3) Their removal from the control of the Central Board of 
Re":enue will create serious adniinistrative problems, the 
most importan~ of which will be the loss of benefits now 
arisjng from interchange ... of administrative and appellate 
functions. which give Inspecting and Appellate_ As!iistailt 
Commissroners practical experience of both administrative 
and appellate work as well as the need for ·providing an 
avenue of pl;'omotion to the Appellate Assistant Commis-

. sioners. · - ' 

· ~Report br the Income-tax. In~estigation Commission, para 319, p;ge. I43· 



77 

. • 4.6. In' our oprmon, the above arguments are not unassailable. At · 
present, a.:case goes J>efore an _Appellate Assistant Commissioner only 
when an assessee prefers an appeal to him. The Department cannot go 
in appeal. before the Appellate Assistant Commissioner on an order pass-· 
ed, by an ·assessing officer. Under such circ.umstances; it cannot be sug
gested that the Appellate Assistant Commissioners were meant to ac~ or 
have been actinl(as mere reviewing officers. Moreover, in view of oilr 
recommendations that in all important cases ,assessments should here
after be ~ompleted under the guidance and im,mediate supervision of the 
grqup Assist.ant Commissioners> there does not seem to f!rise a need for 
another set of officers of equal status for acting as reviewing offic;ers. 
The assessees have always looked upon .the Appellate Assistant Comrilis
sioners as appellate officers and this in itself is of great significance.. In· 

'fact, we found that. ow:- suggestion for doilig away altogether with this 
. stage· of appeal was not acceptab~e to most of the assessees. They argued 
that on account of. the comparatively lower amount of costs involved, 
the appeal before the Appellate Assista11,.t Commissioners represented 
the only stage at present where every assessee could afford to · go in. 
appeal and seek redress. · · · 

4.7. In support of the impartiality and judicious spirit shown by the 
Appellate Assistant Commissio]J.ers, statistics were qu,oted to show that 
more than 90 per 'cent of' their decisio~s were either accepted by the 

. assessees or confirmed in further appeal. This aspect. of the problem was· 
stressed by the Income-tax Investigation Commission .(1952), the Taxa" 
tiori Enquiry Commission and the 'Law ·Commissio:t;1.- .. The statisUcs 
furnished to us also' do not disClose any different picture. However, 
many witnesses pointed out that the acceptanc!e of the decisions ·qf the 
Appellate Assistant C9mmiSsioners should,· not be taken as an admissjon 
by the asse~sees of the correctness ':of the decisions. According tq them, 
a large n11mber of ·appellants have· acquiesced in the· . decisions of the · 
Appellate Assistant C.om:inissioners· only because they did not. consiaer it . 
worthwhile to agitate. the iss~es further. 

'4.8. As regards th~ administrative dffficulties envisaged, we do not 
consider them insurmountable. They can be got over by placing· the 
servi~es of. these officers on deputation for a per.iod of three to. five :years 
,under the Ministry of. Law. Under such a scheme, the benefits. arising 
from th~ inter-change of administrative ·and judicial functions would . 
still be available and the future prospects of the officers would not alsq 
~e impaired. . · · ' · · · -. 

4.9-Removal of , the Appellate Assistant Commissioners from the ad~· 
ministrative control of the Central Board of Revenue -would also help 
in completing the process of separating. the judiciary from the executive . 

. In matters like this, due consideration has to· be given to the feelings of 
assessees and justice should not only be done but it .should 'also appear 
to be done. Therefore,· without casting a:ny reflection on the working 
of· the Appellate Assistant Commissioners and acknowledging the ·fact 
that ·their. independence and judicious outlook have not been interfered 
with in ·any· manner by: the Central Board of Revenue ·or the Commis~ · 
sioners of Income-11ix, we* recommend that the Appellate Assistant Com- · 
missioners should be transferred from the control of the Central Board of 
Re-Venue to that of the Ministry of. Law. 

• Shri K.S. Snndara Raian dis•enting. 
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. · 4.10. Another suggestion we have to make is with :regard to the dis
tribution of work amongst the Appellate Assistant Commissioners. At 
i . ' . !present, their jurisdiction is generally defined in reo-
Special appellate r . lation to Income-tax Circles in contiguous wards or: 

'districts. Th~ result is that an. Appellate Assistant.: 
Commissioner l:las necessarily to deal with ·appeals of varying degrees. 
of importance. In such a system, appeals involving complicated ques
tions' of fact and law do not always receive the attention they deserve~ 

· We feel that these appeals could· be. tackled better if they were all 
· concentrated in ten or twelve. ranges under experienced appellate officers. 

Such a measure would also be welcomed by_ assessees as it. would tend 
to avoid delay in the disposal of complicated cases. It would , also 
secure that the knowledge and experience of senior Assistant Commis

·&ioners are utilised in the disposal of more ~mportant appeals. Both the 
appellants and the Department .would have the satisfaction that ~he cases 
had been gone into. thoroughly and that the decisions were arrived at 
after .looking into all the aspects of a· case. Such a system exim. al-

' ready ;in places like Bombay and Calcutta where appeals from Central 
Charges and Company Circles have · been grouped together in a few 

· ielected ranges. We. consider that this practice should be . extended to 
· other charges as well so that, by and large, the · ·appeals from Ce-ntral 

Cir<;le_,, Special Circles and Company Circles as w.ell as in other cases 
involving large sums in dispute are distributed in about ten or twelve such 
Appellate· ranges all over India. Since the. responsibilities of· the 
Appellate Assistant Commissioners· hearing· these appeals would be 

· greater and more onerous thah those of .other Appellate. ASsistai:tt_Com
. missioners, we are recommending in the Chapter on Administration that 
they should . be given . a special pay of Rs. 150 as is now admissible to 
Assistant Commissioners holding posts. of .Deputy .Directors of Inspec-
1i.on· or the Inspecting Assistant. Commissioners in the Central Charges. 

4.11. In our opinion, there is scope for improvement in the method 
Of working of. the Appellate Assistant Commissioners which would make 
' lfor q)licker disposal of work and also redress the 

lmpJO'Vedmethods grievances of appellants, Though there are already 
ofwork administrative instructions in this regard, still we con

sider that the following _points deserve special men~: 

(1) The offices of the . Appellate Assistant Commissioners should, 
as far as possible, be located near the Income-tax offices. 
This would add to the convenience of the appellants as well 

. as their representatives. · 

(2) The relevant .aSsessment records should invariably be obt~;~in~
ed sufficiently in advance of the date of hearing and the 
Appellate 

1 
Assistant Commissioners should study them 

beforehand so that the appellants do not have to wait un
necessarily nor adjournments . granted -merely because tile· 
case papers had remained · to be persued. 

(3) Notices of hearing should be served at least 15 days prior to
the. date of hearing. 

(4) The Appellate ASsistant. Cmnmissioners as well as the appel
lants should adhere to the appoi:fltments given, as. far as 
possible. _ If, for unavoidable reasons, the hearing of an
appeal has to be adjourned. the appellant as well as his: 
representative sho1.1ld be informed sufficiently in . advance .. 
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Appellants also should apply for adjournments well in time 
and not wait for_ it till the last moment. 

(6) Wherl!ver possible, the assessing officers should perg(:mally 
· attend . the appeal• hearings. 

~6) Holding discussions with Income-tax Officers in the absence of. . 
. the appellants should be avoided . 

.(7) Appellate Assistant Commissioners should exercise their dis- ·· 
cretion for condoning delays in the filing of appeals in a 
sympathetic ma~er ... · - ' 

(6) The 'Appellate Assis~t Comin~sioners should, as far M 
possible; dispose of .cases according to the dates _on which 
the appeals have been instituted but where the amount of 

· tax in dispute is' substantial· and the tax has been held in 
abeyance till the disposal of the appeal, such cases may be 
given prio~ty. · · 

.{9) ·if a suJlstail.tial point comes ·up in an appeal before and Appel
late· Assistant Commissioner for different years, he :;;hould 
decide the case for th(l) earliest year and it may be taken up 
by the assessee or the Department to the Appellate Tribunal 
and from it to the High Court as a -test case for · further. 
decision. ' · 

.(10) If, in a case before an Appelfate Assistant Cominissioner, a point 
which is pending decision by the higher appellate authorities 
arises, the_ appeal should be kept pending by him. ' 

,(11) 

(12) 

(l!) 

(15) 

The Appellate ASsistant Commissioners should not set aside 
assessment orders except in cases where the circumstances 
leave them no choice in the matter. It should_ particularly 
be ensured that setting as~de of assessments is not sought by 
the Department or the Appellants for merely gaining further 
time or to gain a chance to put in. additional evidence. 

The orders should be passed as early as possible after 
the · last ·hearing, and in any case not later than 
15 days from that date. 

The appellate -orders should be ·communicated to the .appel
lants and the Department-within a week of the date of the 
order. 

Instead of sending merely true copies, as they do, at present,. 
the Appellate Assistant Commissioners should . invariably 
send, in the very first instance itself, certified copies of their 
orders to the appellants and the Department. This will 

. obviate the need for making a" special request for· a certified 
copy for filing an appeal .before the Appellate Trfuunal. 
It would also help in resolvi,ng the type of difficulties which 
arose in the case of Malayalam Plantations Limited. • 

' ' . 

In cases of transfer of Appellate Assistant· Commissioners, 
they should decide all the appeals heard by them before 
handfug over charge. In respect of part-heard appeals also, 
if the proceedings have been continued for a considerable 

• 36 I.T.R. (i959) page 205. 
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period of . time, an ende:i!vour . should ·be made to complete 
them and pass final orders before handing· over charge. In 
regard. to. cases which are necessarily to be left .part-heard, 
Appellate Assistant Commissioner~ should leave complete 
and detailed notes on the files regarding the hearings already 
given._· ... 

.&.PPELLATE COMMISSIONERS 

4.12. With the transfer of the Appellate Assistant Co!D!Ilissioners to
the Ministry of Law; a new agency will be required for exercising day 
to day .administrative control over their work. For this purpose we re
commend that two Appellate"Commissioners should be appointed for the 
whole of India. · These C<>mmissioners will also carry out annual admi
nistrative inspections of the Appellate Assistant. Commissioners with a 
view to ensuring quicker disposal of _work and the maintenanc¢ of uni
form standards. in their approach to problems. In addition to the admi
nistrative· duties, they . would hear appeals under the· direct_ taxes Acts 
on assessment orders passed by the Insp~cting Assistant Commissioners. 
After the Estate Dutu (Amendment) Act comes into fo,·ce, ;they woulrl. 
also. function as Appellate Controll~rs of Estate Duty for hearing appeals. 
The Appellate Commissioners would ·be officers of the same rank' and 
status as Commissioners but function, under the administrative control 
of the Ministry of Law. · 

fFJ?ELLATE TRmUNAL 
4.13. The Appellate Tribunal came in for- some criticism at the. hand's 

of both the tax-paying public as well as the Department. It was sugges
ted to us that modifications were necessary with regard to its. compo~>i
tion, flinctions, powers as well <IS the method or-work to make it a more 
effective· and efficient organisation. ReViewing the manner in.· which 
the Appellate Tribunal had been · conducting itself, the Law Commis
sion has commented. as under : . . . 

"The Tribunal is constituted the . final fact-finding authority for 
four taxes,-income-tax, wealth~tax, expenditure-tax · and 
gift-tax, and it is alsu proposed to make it the final fact
finding authority under the Estate Duty Act. We are cons
trained to observe that 'men ·of the, requisite ·calibre and in- • 
dependence are not being recruited for discharging so heavy 
a responsibility as that. of the final· fact-finding authority 

-under the new pattern of. taxation. There are many com
plaints that the . disposal' of appeals by the Appellate 

· Tribunal is very unsatisfactory ~or · a variety of . 
reasons. Often, the judicial and _ independent appro:i!ch· 
which is necessary in the final fact-finding, authority, is n~ . 
displayed. by the Tribunat In several cases the determina-. . 
tion of complicated questions of fact and law is :done in a 
ver-y perfunctory manner. Very often, the Tribunal does· 
not. clearly record its findings. of fact or ·its reasons .for 
arriving at its findings. In a number of caseS', factual · or 
legal ·contentions raised by .the -parties are. not . dealt with . 
at all, . resulting in. applic!J.tions. for rectification being made 
subsequently to the Tribunal for considering . the points 
omitted to be dealt with in the original order of the Tribu
nal. While dealing with the references under ~ction 66 (1) 
and Section· 66 (2) . High Courts had occasion to comment 
upon the unsatisfactory nature of the orders passed by the 
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Appellate TribUnal and also on the unsatisfactory statements. 
of case drawn up by them -in the references under Section 
66, The High Courts had to remit' the cases to the· Appellate 
Tribunal for a further and ·better . statement of the. case · 
with fuller particulars. :To give satisfaction to the large 
number of assessees, a decision of an independent ·and good 
appellate authority is an undoubted neces~ity, if justice is to 
be done . to them. There is cop.siderable· delay in disposing 
of the appeals and very often it is said that they, the Tri
bu~als,· spare very little time for the appellate work with 
which alone they. are concerned. Very . often the Members 
of the Tribunals attend the sittings at any time they choose, 
thereby not conforming to regular office hours, for the dis
posal of the work. A Bench of two members of the Tribunal 
hears. the appeals, bu.t in. practice the contribution tQ the de
cision of the case by one ·of the members is often not appre~ 
ciable " * ' · - . • . I . . 

The Law· Commission has recommended that, in view of the defect~ 
pointed out by it, the Appellate Tribunal should be abolished ·and that a 
direct .appeal should be provided on questions of fact as. well as of law 
to the High 'Court, from the decisions of the Appellate.Assistant Com
missioners where the amount in dispute was .Rs. 7,500 and above, and in 
other instances, appea~ should lie to the. Hig)l Court on questions of law 
alone. ' . · 
. 4.14.While we agree that there is definite scope for i~provement in 
the. methods and procedures of work of -the Appellate Tribunal as well 
as iii. its composition, we do not favour its total abolition. The need for 
such. an organisation is 'Clear to us .. The Appellate Tribunal was.brought · 
into .existence tofulftl the wide-spread demand of assessees for appealing 

. to an independent body on important questlons of' fact. ·Nothing has 
been suggested· to us to. show that the desire has in any way subsided. 
It is interesting to note that in countries like U.K. and U.S.A. where tax 
systems have been in vo~e ;for a. long time, such an independent ·appel
late agency exists.· The Special Commissioners in U.K. and the Tax 
Courts in U.S.A. serve the same ·purpose which is expected df the Appel
late Tribunal iii. India. The reasons for this are· not far to seek. The 
taxing statutes ar.:; c;omplicated and· technical and they require a :qigh 
degree of specialised knowledge of both accountancy and law, which can 
be gaineq. only _by a .continual and .exclusive concern with them. The 
judiciary of the land cannot be expected to go intp the minute technical 
and aC"counting aspects invohned in tax appeals.· The Appellate Tr'ibv.nal, 
consisting of . equal number of judicial members and accountant mem""' 
bers, i.o;, to our mind, best suited to deal.with the problems arising from 
the administration· of the taxing statutes. · Apart from this, the .main justi
fication for the continuance of the Appellate Tribunal is that the High 
Courts, as at present constituted, will not be able to devote sufficient 
time to dispose o: ·the large .number .of cases, which are now being dealt 
with by the Appellate· Tribunal and which will have to go up to them 
under thE Law · Commossion's proposaL The High Courts ar~ already 
over-burdened- 'and according to the Law Commission itself, the ~otal 
number of cases pending before' all -the High Courts as on 1st January, 
1957 was 1 32 476 of which 31,402 were pending before the High Court of 
Allahabad ~l~ne. The pendency as on 30th June 1959 was ascertained 
to be 1;85,607, the High Court .of Allahabad still leading with 46305. Even 

' ' ' 

*Law Commission of India--Twelfth Report, para 93, page 48. 
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the references made to them under the taxing statutes have been out
stand~g for quite-a long period. On an average 400 .to 500 .reference 
applications are being filed every-year but out of this the High 
~ourts are able to dispose of only some 200 to 309 cases and the remain
mg add up to the arrears. The total number of such reference applica
tions pending in all High Courts as on 1st April, 1959 was 1,889, and at 
th.e present rate of disposals it may. take well over six years for the 
~gh Courts to ·clear . the pendency. As against this, the ·number . of 
appeals filed during an year before the Appellate Tribunal comes to more 
than 13,000, the pendency on 1st April, 1959, before the various'Benches 
of the Tribunal being as high as 17,118. Even assuming that only 50 
per cent of the appeals would be taken to tht: High Courts under the 
procedure suggested by the Law Commission, the resultant increase in 
the yolume of .work· will still be so large that not one but several 
Benches for dealing with appeals under the direct taxes Acts will have 

. to function in each of . the High Courts. As we are emphasising later 
in this Chapter; it-must not be forgotten in' this connection that both in. 
the interests of revenue as. ·well as assessees it is imperative that tax 
appeals and reference applications- are dealt with expeditiously and not 
allowed to drag ·on for an unduly long time. In view of all these 
factors, ,we do not think it is either practicable or advisable to make the 
High Courts the forum for discussion of facts also. We are, therefore:., 

. convinced that the Appellate Tribunal ~annot be dispensed with and 
~thpuld continue. ' 

4.15. While recommending the continuance of the Appellate Tribunal, 
we feel that every effort should be made to enhance· its -prestige in the 

eyes of the public as well as the judiciary. We consi-
. Composir on. der that this could be achieved best by- the 

_ . _ appointment of a High Court Judge' as. 
the . President of the Appellate Tribunal. By this, not only 
would the status of the Tribunal be enhanced but also criticism of the . 
type made by the Law Commission would be obviated. We Tecommend, 
therefore; that a serving High Court Judge. should be deputed to act as 

·President of the Appellate Tribunal by the President of India for a fixed 
tenure. The emoluments and other conditions attached to the post 
should be suitably- enhanced and a convention should be established for 
considering the President of the· Appellate Tribunal for higher offices. 
It is only because of this recommendat_ion that a High Court .. Judge 
should be appointed as President that we are suggesting later .in· this 
Report, the grant of various additional powers to the Ptesident of the 
Appellate Tribunal. .In para ·t~5 of this Chapter, we are suggesting 
that he should be empowered to ref!!r cases directly to· the Supreme 
Court. in suitable cases. We are also recommending in the Chapter on 
Administration that he should have the power to pass orders · on the 
findings given by the Disciplinary Committees of the Institute of Char
tered Accountants arid the _Bar Councils on complaints against members 
of the accountancy and legal professions practising before tax aathori-
ties. · 

The Appellate Tribunal consists of judicial and accountant members 
appointed by the Central Government. Judicial members are selected 
out of persons. who have for a period of 10 years held .a civil judicial 
post or been in practice as an advocate of a High Court. The account
ant membel's are appointed from amongst the Chartered Accoun~ants 
and Registered Accountants who have at least·lO years of experience as 
well as out of persons who have qualifications and adequate experience 
considered suitable by the Central Government for appointment to the 
Tribunal. Opinion- was divided about the 11Sefulness of appointing offi-
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ocials of the Department as accountant members of the. Appellate Tribu
Jnal. . While many felt that such a procedure had obvious advantages in
:asmuch as, with their previous knowledge and experience of tax matters, 
:they woUld be able t0 dispose of appeals more expeditiously and pass 
:realistic orders, there were others who considered that such members 
·woUld be undUly biased in favour cOf revenue. . 
'. 4.16. The Income-tax Investigation Commission had stated that it 

·woUld be advisable to recruit members from the judicial and Income-tax 
:Departments, if men with requisite qualifications and experience from 
.legal and accountancy professions were not forthcoming in sufficient . 
. numbers. It,- however, felt doubtfUl whether -successfUl members of 
-these professions woUld come forward to· accept' the posts of members of· 
the' Appellate Tribunal at the exiSting level of emoluments _and other· 

•-conditions of service. The."President of the Appellate Tribunal, who 
appeared before us, as also .others expressed the same doubts in the 

rmatter. ·. · · 
4.17 .. We agree that successfUl members of these two professions would 

not generally be willing to appear before_ the Union Public Service 
·Commission for being selected for the posts .and . serve as members at 
:the existing scale of pay and other conditions of service. However, ·in 
the face of the trend of opinion which does not favour any· general in

-crease in the emoluments of public servants, we are hesitant to propose 
any enhancement _in the present scales of ·pay except for the President 

-of the Tribunal. · We have,. throughout the .Repm:t, generally refrained 
from. giving any opinion on the scale of emoluments of-officials beclJ.USe the ' 
:matter has been dealt with oruy recently .by the Central Pay Commission. 
We understand that previously there was a convention by which one

-:third- of the .posts of accountant members in the Appellate. Tribunal used 
·to be filled up by senior officers of t;he DeJ>artment. As, however, during 
the last two or three years suitable· candidates were not forthcoming 
from the accountancy profession,· the vacancies have been filled up by 
:recruiting larger numbers from the Department. Thus, in recent year:s 
the trend has been to confine the 'recruitment of accountant mem
bers· largely to the members · of the Income-tax Department. Similar 
considerations a1so hold good with regard to the recruitment of judicial 
.members from· the legal professions. In view of these factors, the best 
-course woUld appear to be to appoint, as members of the Appellate Tri~ 
bunal, competent members . of judicial and revenue services who have 

$till' to serve for a period of 10 to 15 years. We, therefore, recommend 
that., as far as possible, officers .of tae Department of the .status .of Com--

. missioners of Income-tax or Assistant Commissioner~ senior enough 
to be appointed as Commissioners should. be selected for appointment · 
as accountant· members. Once an office:r: _ of the Department has been 

:selected as a member of the Tribunal, he shoUld not be allowed to revert · 
. to the Department. We also recommend that, as far as possible, ·serving 
District and Sessions Judges should be selected for the posts of judicial 
members; It should·not be necessary for these officers to apply formally 
for appointment as members of Tribunal and the Central. Government 
should, on their own, make the selection; We are of the view that the 
-practice of appointing members on a contract basis should be discontinued' 

. and that all appointments should be on a permanent basis with adequate 
rpension benefits. With a person of'tll.e eminence of a High Court Judge 
as _its P11esident and persons of the experience and qualifications we have 
suggested as its members, we belie-ve that the requisite degree .of know
'ledge of law and accountancy based on practical experience woUld be 
-provided and the Tribunal would be able to command the respect of 'the 
:taxpaying public. · · 
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' ' · 4.18. With regard to tile distribution of appellate work among the 
different benches of . the Tribunal, we have no doubt, that the 'President 

· would . considel\ the feasibility ·of ·hearing the most 
• Improved methods important appeals by benches constit:uted of senior 

· ofwork . _ members· and himself. As far as possible, the 
Tribunal should give reasoned and 'detailed orders giving full facts and 
findings so that a clear picture of. the issues ·involved, the arguments 
advanced. and the conclusions arrived at would emerge. The difficulties 
experienced by the Department and the· assessees would be reduced if 
greater attention· is paid by· the Tribunal to this aspect of the pt"oblerr_ 
This 'wot4d also meet to a ·great extent t4e criticism levelled by the 
Law Comm_ission. Once the Tribunal succeeds in 'inspiring confidence 
in the minds of th~ taxpaying public about its competence and irripartia~ 
lity ·by the manner .in which it conducts itself, the taxpayers will have 
much- less occasion !:or seeking further judicial review o£ its orders. 

~.19. Under the Wealth-tax, Expenditure-tax, Gift-tax and Estate 
Duty (Amendrrient) Acts; the Appellate· Tribunal 
has powers to enhanc:e an assessment or penalty. No 

,-such powers exist.,under the Income-tax Act. · A suggestion was made 
to us that JtOWers of enhancement should be granted under th_e Income~ 
tax Act also. As the Appellate Tribunal is the final fact-finding au
thority and no remedy is provided .to .the assessees for going in appeal on 
questions of fact arising out of its decisions, we. do not favour the grant! 
'of such a general power.· For the same reason, we recommend that the 
powers of enhancement under the other direc;t taxes Acts should be with-
drawn. ' · ' · 

Powers 

.... 
4.20. The. Income-tax Investigation Commission was a,lso against the 

grant of a genera'! power of 'enhancement. to the Appellate Tribunal. It 
also did not -consider it necessar-y to vest the' Appellate Tribunal with 

.power to vary, in favour of the Department', the order under appeal in 
. respe·ct of any item disallowed by the Appellate Assistant Commissioner 
even if the .Department had not chosen· to file an appeal against that 
order. However, it felt that instances might arise where the Department. 
might not have chosen to appeal against some portion· of the . Appellate 
Assistant Commissioner's order so long ·;~s the assessee was prepared· to 
acquisce in the order as a whole. It ·suggested that in .such cases, if 
ultilnately the assessee did go in appeal, the Department should be per-

, mitted to. file a memorandum of. objections against so much of the order 
of the Appellate Assistant Commissioner as was again~ revenue, provid
ed it was filed within 30 days of the service U[lon them of the notice, 
referred to in Rule 20 of the Appellate Tribunal. Rules, of the appeal . 
having been filed by the' pssessee. We endorse the views of the Income
tax Investigation Commission but we feel that a simi,lar concession should 
be extended to 'the assesees as well: We, therefore, recommend that 
both the _Department and the assessee should ha'V12 the. right of filing a 
memorandum of cross obj~ctions before the Appellate ,Triby:nal .under , 
the conditions mentio?J-ed above. · 

P.(\NEL OF :ADVISERS 

·4.21. As an improvem~riron .the existing system, it was suggested to 
us that panels_ of non-official advisers should be constituted to help the 
appellate authorities in the discharge ·of theii duties. - · 
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4.22. The association of non-officials' with . the · t~x 'department in 
disposing of appeals! was co~sidered in .Japan by the Shoup· Mission: 1 • 
came to the conclusron that rt was not. a workable proposition. We fee. 
'!hat the observations--made by it would ·apply. with eaual emphasis tu 
conditions in India. It had stated. as follows : · . • 

. ' ' 
"Dissatisfaction with the preserit · system has given ·rise to a 
· number of proposals for citizens' Committees to settle dis-

. put~s between the taxpayer and the. official who made the 
reassessment. · If.· there could be :rio expectation of improve-· 
ment within the tax, office, such committees would be useful. 
The problem is, however,. that once such committees ·are· set 
up, there is no longer much pressure for improvement of 
the protest mechanism within the tax offices.. The committees 
would. tend t~ perpetuate 'the ·very difficulties that brought 
them mto eJ(rstence. And no matter. how car.eftilly they 
were chosen, they could never do as go~d a job in this highly 

. technical field of income taxation as could a: well developed 
system of Conference Groups·. Moreover, there is always 
the danger that the committees .might get into the' hands of 
persons who would try to use them for their own ends. We, 
therefore, -recommend that citizens' committees be. not in
.trpduced into the system of income .tax administration." "' 

· 4.23 .. The Taxation Enquiry commission had felt that participation of 
non-officials at the appellate stage had little chance·of success in the cir
cumstances prevailing in this country. The difficulty of getting suffi
crent number of persons adequately ·equipped for this purpose, especial- . 
ly in · mofussil places and, the fact that such persons ·would not be 
possessed of the expert knowledge necessary for· dealing with tax assess
ments which are often of a complicated nature involving difficult points 
of law as well as. of accountancy were mentioned by it as the reasons. 
for, coming to t)lis conclusion. . : · · 

. 4.24: 'The suggestion to associate non-officials at one stage or other fu. 
the process ot administering a_tax statute has always been· attrac.tive as a· 
theoretical proposition. 'But there are many practical difficulties in work
ing it out as the circumstances under which it could be put into effect are
necessarily limited. We doubt whether a tax-payer would be willing, to. 
get his business affairs examined by persons who may be his ·competitors;. 
either actu~ or potential. Moreover, even at present, the opinion of an 
expert in any field could be obtained by the appellate authorities by' th~ 
issue of summons under Section 37 (1) of the Income-tax Act and the cori
respoJ;J.ding sections of the other direct taxes Ac~s. The assessee arid the~ 
Department could adduce such expert evidence as they desire and the
evidence produced could be considered on merit by the appellate authori
ties. We are also doubtful whether participation by non-officials woilld 
aid iil speedy disposal of appeals. It would be ·difficult for an outsider .to· 
grasp the intricacies of stich a technical subject as a taxing. statute· and 
arrive speedily at a: judgment superior in' any respect to those given at 
present by officials who possess the advantage of a vrorking knowledge of' 
tlie statutes .. In the appeals·under the. taxing statutes, normally, there· 
are mixed questions of facts and law and it is, therefore, unlikely· .that 
association of non-officials would help to accelerate disposal of appeals in 
general. In our opinion, no case exi!lts for the association of non-officials-
with the appel~ate auth,orities. · 

*Report en Japanese TaxarlPn by the Shoup Mission (t949l, Volumo II. 'peg; 2io. . ' 
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ftiGHTS OF APPEAL , 

J15. we· now proceed to consider the modificatio):ls necessary in the 
~- · existing rights-of appeal under the different . direct 

Additi9pal r:ghts tf).xes ·Acts. The orders fixing liability on assessees 
or ;U'fect"ing their rights under the ·direct taxes Acts 

.are, generally, all appealable. Instances where no specific appeals have 
:been provided for are covered by the revisionary powers of Commission
. ers. Representations were made to us that on certain orders under th,e 
·direct taxes Acts which affect the substantial rights of assessees no rights 
'of· appeal exist at present .. Order under Section 35 of_ the Income-tax Act 
'}Vas mentioned as an example; -· T4e Income Tax lnvestigation Commis
§ion and the _Taxation Enquiry Commission had recommended that an 
appeal should be provided against such an o:~:der. The iatter recommended 
grant of appeal rights on certain other orders also, · 

4.26. In our opinion, there seems to be no reason ·why, for the purpose 
!>f. seeking relief, the right of appeal should not exist as an alternate course 
·]n addition to the right to go in .revision before the Commissioners in res
-pect of all orders affecting tlie substantial right~ of the assessees: · There• 
fore, we recommend -that rights of appeal should be provided against 

:the orders passed under the following Sections of the Income-tax Act 
~tnd the correS1!onding sections of the other direct taxes Acts wherever 

· 11ppUcable: . . 
(1) Section 18 (7) under which· the person responsible for deducting· 

tax at source and paying it to the credit of the Ce11tral Gov
ernment could be treated as an assessee in default, 

(2) Sections 18A (6), 18A (7) and 18A (8) authorising levy of interest 
- · ' and Sections.18A(9) and 18A(10) authorising levy of penalty 

in instances of late payment or non-payment of the correct 
amount _of a<Ixance tax, · . 

_(3) Section 23 (6) governing the determination of the income of a
firm, and its diviSion amongst the partners, 

(4) Section 23A(l) authorising inclusion 'Of deemed dividends in 
· the total income of a shareholder, \ . 

(5) Section 25 (3) and 25 ( 4) goveining grant of exemption from tax 
1 in cases of succession and discontinuance cf· business, 

· (6) Rule 6B under which reiu;ti-atiort, gr~ted to a fir~ under Sec-
' · tion 26A, could be cancelled, ' · 

(7) Section 3.5 authorising rectification of mi.stakes in· the orders 
passed; · ·· 

(8) Section 43 under which a person' can be treated as agent o(a· 
non-resident, and. · · _ 

\ ' 
(9) Section 44 'under which liability could be fixed on partners of 

firms and members of associations in instances of dissolution 
or discontinuance of business. 

In addition, appeal should also be statutorily provided -against orders .of an 
Appellate Assistant ~ommissioner under the different direct taxes Acts 
. where he r~fuses t.o extend time for filing an appeal or dismisses an appeal 
, ~s- not filed in _time. · . . 
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4.27. In order to 'obviate multiplicity of appeal proceedings, it was sug-
. · gested that the first appeal in respect of matters such. 

·Stageoofappeal as registration of a firm, partition of a Hindu undivi-
ded family, discontinuance of a business and questiollS' 

regarding status and residence should lie directly to the Appellate- Tribu-
nal. We are sceptical about the usefulness of the suggestion. It would 
only result in an 'increase in the number of appeals before the Appellate 
Tribunal inasmuch as it rules out instances where dec;isions of Appellate 
Assistant Commissioners on such points·niight have been accepted as final 

. bf', the appellants. It also amounts to denying opportunities to the asses-
sees who do not h11ve the means to agitate such points before the Appel--

-late Tribunal. · It appears to us that it would be difficult to work out the· 
proposal in practice when in a case points in addition to those mentioned 
in it a:re involved and the assessees go in appeal on all of th,em. In such 
circumstances,_the same case might have to be dealt with by the Tribunal 
_twice over: viz., once for dealing with the pomts brought before it directly 
IUld again for considering the other issues on which decision had been· 
given by an Appellate Assistant Commissioner. Moreover, when the, 
appeals are pending before the Tribunal on particular pcints it is doubi-
:fl,Il whether an Appellate Assistant CommissiOner wouid be willing to dis-
pose.of appeals before him on the other points. Again; it is likely » 
create confusion wheri two. appellate authorities gave decisions on the
same order but on different points and on different dates. 

4.28. The Income-tax Investig~tion: Commission had considered . the 
question whether, compared to the appeals before Civil Courts, the pre
sent system of appeals under the Income-tax Act before two appellate· 
authorities on questions of fact was not something of an unnecessary 
luxury. It came to t)le conclusion that Income-tax proceedings were· 
somewhat different from the proceedings before the Civil Courts. It 

·stated that fu the Civil Courts the Judge was a person who was independ
ent of the parties, whereas in the income-tax matters the assessing officer· 
was a party and an investigator as well as a judge all rolled into one. It 
also felt that if in· certain classes of cases, ap_peals are ·restricted to the· 
Appellate Tribunal alone, it might result in an enormous increase in the 
volume of work of the Appellate Tribunal. Hence, .it came to the conclu-
Sion that no modification in the appeal-procedure was called for.· We find 
ourselves in agreement with' the conclusions .of the Income-tax Investiga-
tion Commission that no modification in the appellate procedure is called' 
for. ' · · , 

·, . 
4.29. In order to reduce the work-load on appellate authorities a sug--

gestion was made to us that the rights of appeal may 
Restriction on rights be restricted on the basis of income' or tax involved. 
· Thus, it was suggested that in cases where disputed 
inqome was less than Rs. 5,000 ·or the assessed income was below Rs. 15,000• 
no ·appeal should lie to the Appellate Tribunal against the orders of 
Appellate Assistant Commissioners. 1 

' 4.30. In our opinion, it would be unfair to deny the· rights of appeal on 
. the basis of any such monetary limits. Sometimes, appeals are preferted 
'to test the propriety of the provisions of the taxing statutes .. and may have· 
nothing to do ,with the quantum of income; expenditure, wealth, etc. in-. 
volved in the assessment. Questions involving substantial points can 
arise in cases which may be on either side of the monetary limit fixed. 
Again, the proposal will adversely affect the rights of assessees · in the 
small income group and we consider it }Ulfair to deny· them the rights 
which they ~njoy now. What might appear as insignificant 'to an assessee· 
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in th~ Iarg~ incom~ group might w~ll b~ a matter of vital importan<;e ·to 
an assessee in the small income group. Moreover, the latter category of 
assessees ·does not, m any -case, figure to a large extent, at. the second 
stage gf appeaL Therefore, it is only fair not to d~ny them~e. ~hance 
for preferring an appeal before the Appellate Assistant Cqiilllllss!Oners. 
There is also the possibility of a _grievan\!e being made out that if a· res
triction of the type suggested is brought into existence, the assessing offi
cers might fix up assessment in lower income groups just· below the mone
tary limit fixed merely with a view to depriving the assessees of their 
rights even in genuine cases. In view of these considerations, we are ~f 
the opinion that no restrictions should be placed on the existing rights OJ 
appeal under the Income-tax Act on the basis of the m.onet<Lry limit of the 
income or tax involved. We do not .favour such a restrriction being ·intro
duced under the other direct taxes Acts eithilr= 

& . 

4.31. As a means of encouraging an early and prompt filing of ~eturns, 
a larger degree of compliance with the terms o~ notices issued and for re
ducing the number· of appeals, a suggestion was made to us that the right 
of appeal might be statutorily restricted in ins11J.nces where a person failed 
to file hiS return or comply with the statutory notices issued to him. We 
doubt whether the present situati'on calls' for such a drastic change. The 

· possibilities of assessments being completed e:xf parte and penalties being 
levied in addition when returns are not filed or when the notices are not 
complied with, appear. to act as sufficient deterrents. As there are inst
. ances where assessees ·are successfuHn their appeals· against such ex parte 
orders and penalty orders, it seems to us that it would be unfair . .to shut 
out opportunities for appeal altogethe:r. . The non-compliance with the 
notices may be due to rl!asonable causes. · The notices .issued might. haye 

· been invalid. There might have been no. valid service of the notice. ·To 
deny a forum for decision in appeal in such cases seems· to us unjust. 
Moreover, the suggestion assumes. that eyery assessee is likely to go in 
appeaL Every assessee can certainly not be .taken as an appellant-not 
even as a potential appellant. Hence this proposa,l may not encourage 
the filing of returns and compliance ·with notices to any greater extent 
than at present. 

· · · 4.32. Prior to 1939; there was no appeal provided against an order p~ss
ed under Section 23 ( 4) of the In~ome-tax Act and the only remedy against 
an ex, parte assessment was whaf'?'as provided by Sel!tion 27 under which 
the assessing officer could cancel such an ;lssessment if sufficient cause for 
non-compliap.ce was shoWR by an assessee. ·It was felt that for j1,15tic~ to 
be secured against such orders, they should be agitated in .appeal before . 

. an officer -other than the assessing officers and hence on 'the basis of a re
commendation of the Income-tax Enquiry Committee, 1936, the Income-

. tax Act was amended allowing an appeal in· such cases. In: our view no 
change in the circumstances of a type demanding a going back to the pre~ 
1939 position has occ1i.rred and hence we do not recommend any change in 
the present position in this regard. . : . . 

4.33. It was represented to us that the Dep;;lrtment was faced with 
·writ pe titions • _gr~v:e_ d~culties ·as a conse~ue~ce of the granting of 

. JUrisdiction under the Constitution · over . revenue 
matters to the !Iigh Courts and the Supreme ·court. Prior to the Constitu
tion, the Government of India Act, 1935 held the field and under it revenue 

. matters were specifically excluded, from the jurisdiction of the High 
Courts. We find that such a restriction on the judiciary had been . in 
existence since the days of the Regulating Act, 1773. What started. as o11 
historical accident out of a dispute between Wfrren Hastings,· ·the first. . . -
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. Governor-General ~f Fort William and Sil: Elijah Impey, the first Chief 
.Justice of the Supreme Court of Judicature was maintained as·a· cardinal 
principle in all acts of constitutional refor1lls ending with the' Government 
of India Act; 1935. However, the entire position .was changed by the 
Constitution of the Indian Republic. Article 225 of the Constitution con-

. tinued to the existing High ·qourts the same jUrisdiction and. powers as 
they possessed immediately prior to the commencement of the Constitu
tion and, in addition, granted original jurisdiction in revenue matters. 

4.34. It was pointed out .that. the assessees were challenging the valid- . 
ity of as.sessments as well as .recovery proceedings through writ petitions. 
Generally, th~se petitions are· not disposed of promptly imd interim in
junctions are . granted staying the proceedings before the assessing and 
appellate authorities. When stay orders are issued by the High Courts 

. and the Supreme Court in a particular· case, these affect not only the im
pugned assessmen~s and recovery proceedings .but have wider repercus- · 
sions inasmuch as similar proceedings in subsequent years in. the same 
case as well as proceedings in other cases of like nature are. also held up. 
. . \ . . . 

4.35. The real. d!fficulty faced by the Department is the delay which 
generally occurs in the disposal of the petition~ which_may give opport!l
nities to the assessees for alienating their assets or destroying evidence 
rendering the efforts of the· Department nugatory. The. problem was 
considered in all its aspects by the Law Commission-which did not. favour, 
the abandoning of the present position and thought that the remedy lay 
in expediting writ petitions governing revenue matters by giving them 
precedence' in the list of Article 226 cases posted for h~aring. It ,suggest
ed. that a general :rule· should be made by the High ~ourts for giving 
such precedel).ce. \ · · , · 
. 4.36. The difficulty experienced by the Department is but one facet of a 

many faced and more fundamental problem which is inherent in any· sys
tem of government. based on parliamentary. democracy-the problE)m of 
checks and balances between the three governmental functions-viz., 

. legislative, executive and tlie judicial. .If the revenue department is to be 
helped out of its present difficulties by amending the Constitution, it will 

' be difficult to resist request from the other departments. While it carinot 
be·denied ·that revenue is put to considerable inconvenience and loss by 
frequent resort to Articles 136 and 226 of the Constitutio~ by assessees,.the 
fact that there. ate also instances where the judiciary gave decisions in 

· favour of assessees have their own significance. Instances are not lacking · 
even now, where the High Courts have been disposing of petitions with 
observations which are bound tq nurture the growth of sound constitu
tional principles. The courts have also, on several occasions, insisted on 
the petitioners furnisping sufficient security while granting interim in
'j1.inctions. The rights conferred .by Articles 136 and 226 are also available 
for the executive. While we appreciate the difficulty of the Department . 
. in this matter we feel that what is required is not a whittling down of the 
rights ·under· the Constitution but means to ensure a proper use of such . 
rights. Speedy· disposal of the petitions and insistence by Courts on the 
petitioners furnishing securities for the tax or giving undertakings which 
would protect the interest .of revenue as a condition for a:dmitting the peti
tions would go {llo~g way in this matter. We, therefore, recommend that 
lt should be ensured through appropriate Rules of the High Courts that 
the Courts give precedence in the matter of hearing of all applications con
cerning assessment and collection of the direct taxes, issue notices of hear" 
tng to the Department at the stage of' admission of writ petitions, a1Jd in
SiSt, in_ suitable cases, on the petitioners 'furnishing adequate securities to 
cover taxes in dispute before gramting stay orders. · 
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DISPOSAL OF APPEALS 

4.37. A criticism Levelled against the·manner in which the appellate
authorities have been functioning was the delay in disposal of appeals. 
The importance of speedy dispensation of justice cannot be over emphasis-' 

· ed and for justice to be really effective it i~ essential that it should be ren- -
dered in good time. Therefore, proper measures are necessary to ensure 
expeditious disposal of appeals. One of the suggestions made for expedi
ting appellate decisions was that a time limit should be fixed statutorily 
far the. hearing and disposal of appeals. We do not consider this a feasible· 
proposition. _ _NQ such, time limit exists with regard to other pieces of 
legislation and it is difficult to differentiate appeals under the taxing 

. statutes from those under the other laws. Moreover, looking to the volume 
of work on hand and especially the number of appeals which are being 
carried forward as arrears year after year, we are doubtful whether it 
would be possible to secure their disposal witbin any reasonable time limit 
that may be J:j.xed. Again if the time limit is to be fixed statutorily, the 
quality of the orders passed would be affected adversely, as the aim would·. 

. be. to see that no appeals remain undisposed of at the end of a ~tatuory 
period. There will also arise the practical difficulty as to what should' 
happen to appeals which do not get disposed of by the time limit fixed. We· 
round that the assessees were not willing to accept the pro:r>osal that in 
instances where appeals could not be disposed of within the ttine fixed 
statutorily such appeals should go automatically to the next stage in 
appeal. In our opinion, it should lie possible to secure speedy disposal of 
appeals through administrative measures. In view of these considerations,. 
we do ,not favour the fixation of any statutory time limit in this regard. 

. I 
4.38. It was represented to us that delays occurred at every stage of 

appeal. We take up now for. consideration the trends regarding disposal 
of appeals at the different appellate stages and suggest measures for im
proving the present position with regard to each of them .. 

' 
The following table shows the progress_of disposal of appeals -by the 

Appellate Assistant Commissioners during the period 1954-55 to 1958-59:. · 

Table 1: fl Progress of disposal of appeals by Appellate Assistant 
Commissioners. 

Years 1954-55 1955-56 1956-57 1957-5Jl 1958-59 

I. No,· of appeals 
instirutcd .. . 9I,458 . 93,326 99,820 1,04,069 I,I9,t9fr 

2. No. of cases . for disC 
posal . • ' 1,70.752 1,93.096 2,14,735 2,13,706 2,02428: 

3· No, of cases disposed 
of . 70,982 78,181 1,os,o98 . 1,30,476. 1,19,514= 

4· Balance • . 99.770 I,J.C.,9I5 1,09,637 83,230 82,9f 4 
s. No. of A. A. Cs at 

''Jerk 65 65 90 - 90 83 

6. A vera~te dispo.al 1,092 
/ 

1,203 1,167, 1,M9 1,440 

. The table shows that though the number of appeals instituted during the 
period·w~ continuously on the increase, the. number of cases for disposal 
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during each of the years registered a decline during 1957-58 and 1958-59. 
The total number of cases disposed of also showoed an improvement 

· throughout the period except during 1958-59. -The. arrears, however, con
tinued to be substantial and for certain years, they were more than the 
humber of cases institute_d. The break up of arrears on 31st March 1959 

· showed that nearly 80 per cent of the•tQtal were covered by appeals 'pend
ing for less than-one year. Though cases pending for more than one year 
formed only 20 per cent of the total appeals pending as on that date, they 
amounted to 17,274 which is an unduly large number. Every effort should 
be made to dispose of these cases early and reduce the pendency . of old 
arrears. 

· 4.39: W~ -have·;·eviewed,the measures adopted by the Central Board of 
Revenue for reducing the pendency of appeals before the ·Appellate-Assist
ant Commissioners and ·we find that they have prOVfld fruitful. Since· 
April 1956, the Central Board of Revenue had been insisting that the 

. Appellate Assistant Comm'issioners should dispose of appeals according to 
a planned programme: These programmes are scrutinised by the Central 
Board. of Revenue which suggests such modifications as it considers neces
sary. -Through a system of review of the disposal every month it ensures 
that t:P.e programme is by and large adhered to. The planned programme 
·and .the monthly reviews have helped considerably in increasing the pace 
.of disposal. Still, we find that the p,endency at the -end of 1958-59 repre• 
sents eight months' workload. We feel.· that the matter should continue 
to be kept· under constant review .. and the pendency should_. be brought 

. down to some four. months' workload. While every effort should be made 
to increase the rate of disposals, the improvement in output should' not be 

, secured at the cost of quality of work. If the present strength of the Ap
. pella.te- Assistant Commissioners is' considered inadequate for these pur

poses, there. should be no hesitation in increasing it. It may be re-em
phasised in this context that the really effective remedy in reducing ap
peals is thepassing of realistic assessment orders. We-feel that the 're
commendations we have made with regard. to assessment of the tax-payers 
in the small income group, the extension: of "group.charges" as well as the 
other improvements we have suggested 'in the Chapter ·on Assessments 

. .would m_ake' for a decline in the number of· appeals instituted. 

; 4.40.' Details re.garding disp<;>sal. of ~ppeals ·by .the Appellate Tribunal 
Will be·_clear from the. following table: . . . . · , · . 

Table· 2: Progress of disposal of appeals by the Appellate Tribunal . 
. · ~ . . . . ._ 

Years I954-55 I955·56 I956·57 I957•58 .. I958-59 

·r. No. of appeals ' 
. 8,777 iilstituted · 7,858 9,62I I3,I40 I3,327, 

2. Nc.- of cases for -
disposal I4,486 I6,054 I7,224 . 22,629 26,85I 

3· No. of cases disposed . -
of . I . 7,209 8,15I , 7.7'35, ' 9,!05 9.733 

4- No. of .cases pending · r7,277 ' "i,603 9,489 I~J.5-24 I7,II8 

The above statistics ~how that . the ~umber of cases for disposal· registerect 
. - a continuous increase throughout the periodl of five years ,undE!r considera

tion. The number of cases disposed of during the years _fluctuated _either 
way during period gut in 1957-58 and 1958-59 there · was s_ubstantial 
410 C.B.R. 
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improvement. The number of cases in arrears also registered a con
tinuous increase. In faot, the number of appeals pending in 1958-59 was 

. much more than two times the number for the year 1953-54 when it stooa 
at 6628. As. in the case of appeals before the Appellate Assistqnt Com
missioners,- for certain years, the arrears were larger than the number 
of appeals ·instituted. · We are convinced that witl:i its present strength, 
the App~llate Tribunal will not be able to cope up with the work on 
hand. We recommend that the number of benches of the Appellate 
Tribunal· should be increased immediately. Steps should be taken to see 
that cases do not remain pending merely because of vacancies or absence 
of m~bers. 'The President df the Tribunal should exercise administra
tive control for ensuring that all the benches dispose -of a sufficiently 
large number of appeals. 
- - . 

4. 41. The details regarding the rate of disposal of appeals before the 
High Courts·;wowd be _clear from the following table: 

Table 3. Progress of disposal of references by High Courts. 

' Years 1954-55 - 1955-56 1956-57 I9S7-S8 1958"59 

I. No. of references 
instituted 369 368 434 ' '436 52 I 

2. No. of cases for 
disposal. 1,553 1,649 I,7St I,923 2,I74 

3· No. of cases qisposed 
of ._.: • • 272 332 264 270 285 

4- No. of cases pending 
disposal • f 1,281 I,3I7 14,1i7 i,6s3 I,88~ 

·_It could be seen from the above that the total number of cases for dis
posal registered a continuous increase throughout the period. While the 
number of cases disposed of fluctuated either way, arrears have been 
continuously on the increase. In -ea.ch of these years, the number of 
cases pending at the end of the year was much more than the number. 
of references instituted. Out of the total number of cases pending on 
31st March 1959, more than 50 per cent consisted of cases pending for 
more than two years. The present position needs to be improved. We 
sugges~-that the Chief .Justices of the various High Courts' should be 
requested to examine the position and take suitable measures such as the 
'constituting of Special Benches fot dealing with reference applications 
under direct taxes and gi'l?ing priority to them .so that the disposal of such 
cases is expedited. 1 _ 

' 4.42. The following table shows the position regarding appeals before 
the Supreme Court: -

Table 4: Progress of disposal ~f appeals by Supreme Court. 

Years . 1954-55 I955-S6 I956-S7 1957-ss 1958-59 

I. No. of appeals Instituted • 34 ss 89 46 3 o 
. 2: No. of cases for disposal . 83 123 202 'zi6 234 
.3· No. of cases disposed of • IS IO .li 32 12 so 
4· No. of ca;es pending disposa) . . 65 II3 I70 204 t84 

The above figures show that there has been a steady increase in the num
ber of appeals for disposal. The disposal during 1958-59 wa,s the highest 
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during the period under consideration. Here also, the pendency was 
more than the number of appeals instituted during an year. For expedit
ing disposa~ of apl?eals pending before the . Supreme Court, we' suggest 
that the Chtef Justtce may be approached'wtth a request for consVitv,ting 
a special direct ,taxes bench to deal with these appeals. · 

UNifORMITY IN INTERPRETATIONS· 

. 4. 43. It was represented to us that apart from delays in disposal a 
great deal of hardship was, caused to the taxpayers on account of the 
lack. of uniformity ill- the ·interpretations put on the various proVisions 
of the taxing statutes by the. assessing, and appellate authorities. It was 
pointed out that where a particular provision was capable of more than 
one interpretation or where dli.ffer:ent appellate authorities had pronounc
ed different judgments, Reve:p.ue invariably chose to adopt the inter
pretation most favourable to it ana this gave rise to furtiher litigation 
and · d_elays. .. · 

4; 44. While we appreciate the d~~ulties resulting from the different 
interpretations of the provisi.ons of a statute by different authorities, we 
feel that these cannot be completely avoided. Varying interpretations 
is not a feature peculiar to. taxing statutes alone, but common to almost 
all the statutes. If, to obtairi a great,er degree of uniformity ·in inter
pretation, the taxing statutes are to be expressed in such terms as not 
to leave any doubt as to the correct interpretation and, for this pUI'pose, 
a more detailed elaboration of the provisions is to be attempted, the 
statutes would become ·cumbersome. Further, · in the absence of an 
interpretation which is leg11lly b_ind:ing on all, the freedom of the appel
late authorities to interpret the provisions according to, their best under
standing cannot be curtailed in any ·manner. ·In order to secure unifor:
mity in the interpretation at the assessment stage· to as large an extent 
as possible, .the Central Board.of Revenue issues suitable instructions to 
the assessing officers, whenever. it observes that· a provision is capable 
of varying interpretations, and. whenever a new law is· enacted or some 
amendments made to the existing provisions of the law. Such instruc
tions, in our opinion, considerably mitigate the. difficulties of the assessees, 
and the Central Board of Revenue should continue to issue such ·instruc

. tions, wherever necessary. We suggest that these instructions should be 
published and made freely available· to the members of the public. 
Guidance by senior officers at the pre"assessment stage, extension of the 

• 'Group Assistant Corrui:rlssioners' £harges . arulJ •the various ot~er sug~es
. tions made in the Report will also, we beheve,. go a long way m securmg 
greater uniformity at· the assessment stage. • 

. 
4· 45. As regards uniformity of interpretation -at the stagee of appeal 

before the Appellate Assistant Commissioners. the present procedure _of 
issuing copies of .the instructions of the . Central · ~oa":d of Revenue to 
them should c6ntmue. These, however, wtll not be bmdmg on them. As. 
Tegards the_:Appellate Tribunal w~ sugge~ t~at where on a questi~ of 
law involv·ed in an appeal before tt varytng JUdgments have been gwen 
lly different High Courtls, the President of the Tribunal may, on a request 
made_ to · him; refer the question directly to the Supreme . Court for a. 
decision. · · 



94 

ADDUCING OF EVIDENCE 

. · 4· 46. The difficulties experienced both by the Department ·and the 
taxpayers regarding. the adducing of. evidlence before _the appellate au tho-· 
rities were brought to o~ notice. At present; evidence which was not 
produ~ed b~fore tP.e as.sessing officer~ coilld be a~tted in the appeal at 
the dJscretwn of the Appellate AssiStant Comrmssioner. In an appeal 
before· the Appellate Tribunal, the assessee has no right to produce addi- · 

'tiona! evidence, either oral or documentary. It was pointed out that there 
. were many instances where .assessees failed to produce all the evidence 

relied upon by them-in support of their contentions and: coUl'ted assess
ments on an estimate basis hoping that the liability· arising frorp. such 

' estimates would fall below their. true liability. If they. failed in their . 
attempt, they preferred to adduce eviden.ce withheld by them at the as- · 
sessment stage before the appellate authorities and seek relief. In order· tO> 
check such .attempts at escapement of true .liability and also for "!:>ring
ing ~bout a redu~tion in the number .of appeals, it was ·suggested to us 

· that, statutorily, it should be provided that no opportunity should .be 
given to assessees to adduce evidence at the appellate stage if they hadl 

·failed to produce it without sufficient cause. at the assessment st,age. 

4·47. This question had ·been considered by the Income-tax Investiga
tion Commissiop.. It was of. the. opinion tl;lat in appeals before the. Ap
pellate Assistant Commissioners if the assessees had been given opportu
nity and were in :a position to produce relevant evidence but had wilfully 
withheld it from the Income-tax Officers such assessees should not be 
allowed to lead any evidence for the first time before the appellate 
authority. It filsO pointed out that to enable the appellate authorities 
to decide whether evidence was wilfully withheld or not, the assessing 
officers should take care to ensure that the ~order sheets showed clearly· 
the number. of opportunities given to assessees to aqduce evidence and 
also the points on which evidence had been required. It suggested that. 
such a'result might be:obtained by means of a statutory·r.ule. 

4:48. While we have no sympathy. with the assessee~ who keep back 
evidence relevant. for proper ·assesSJIIlent in the hope that the estimates 
made -on them might" fall below their true· liability, we feel that there 
could be instances where the assessees were· prevented by sufficient cause· 
from addlucing the evidence before· the· assessment authorities. It was 
pointed out to tis that many a time the assessing officers failed to make · 
their mind. clear and ·mention their requireme.nts. to the assessees and 
that, often, orders . were passed which took" the latter by surprise. 
On a careful consideration of" the matter, we recommend continuarr;ce ot 
the. pre?ent system where the adducing of addiVional evidence is left to 
th,e discretion of the Appellate Assistrmt Commissioner. The Appellate 
Assistant Commissioners should, however, entertain new· evidence only 
where the assessees hadl no oJ:lportunities for producing it before the 
assessing authoriti_es. They should not allow the assessees to adduce. 
·any evidence which they had deliberately withheld at the assessment 
stage. As regards the adducing of evidence before the Appellate Tribu-:
nal, we do not think any modifications are necessary and .the .position. 
sho'!Lld continue to be governed by Rule 29 of the . Appellate· ·Tribunal 
Rules as at present. 



"95 

,COLLECTION OF TAXES IN. DI~PUTE 

. - 4. 49: It 'Was rep~es~nted to us that. h~dship was caused to aSllessees 
when the Department insisted. 0:14 the paymenf of tax even though they 
might have ·preferred: appeals against th~ assessments. It was suggested 
that statutorily, collection of·tax shouJ,d be stayed in all.instances where 
assessments were disputed. in appeal, revision or review. The- problem 
assumes importance because of the grievance made out that there were 
many instances,where unreasonable demands were made and that in such 
cases· if collections were insisted upon .before the decision of the' appel
late authorities, tp.e assessees .were likely to be ruin~ 

4. 50. At present,· the direct taxes Aots do ngt- contain- any provision 
for an automatiq stay of collection when ·asse~sees go in appeal. The 
provisions of. Section, 4S of th.e Income-tax Act, however, mention that 
where an assessee .has presented an appeal before the Appellate Assistant 
Commissioner, the I:ncome-tax Officer may, in. his discretion, treat the 

. assessee as not.-being in default as long as such an appeal is not disposed 
of. Similar provision exists in the other Acts also. The discretionary 
power is thus available only to the assessing o~cer and! the ~nly instance. 
'where he can allow time for payment of tax IS where the assessee has 
gone in appeal before the Appellate Assistant C_ommissioner .. If the ·mat
ter is .before the Tribunal or even before the High Court or 1s before the 
Co~issioner of Income-tax," the assessing officer has no authority to 
use his discretion. The refusal by an assessing' officer to use ;his dis
cretionary power· in favour of the assessee .cannot be appeale~ against. 

~ . . -

4.51: The Income-tax In~estigation Commission had recorrimend~d that· 
a specific provision should be made in the Income-tax A~t en~bling the 
appellate authority to order stay of recovery of rex pendmg disposal of 

·appeals. It had suggested that in. suitable cases the appellate authorities 
might call upon the assessees to furnish securities for the amount covered 
by the stay order, and that the assess~e should p.ay interest at three I>er 
cent, if the amount stayed was ·subsequently ordered to be recovered 
pursuant to the decision in ·appeaL 

. 4.52. We agree that .considerable hardship would result if· assessments 
are maae without any reasonable .baasis. and the Department insist.ed on 

· collecting the duties withqut waiting for decisions in appeal. There could 
also arise henest differences of opinion be~ween the.Department and 'the 
assessees. with regard to .the ~applicability of particular provisions of the 
tllxing statute. ·rn such circumstances, we. feel that the assessees should 
be provided with some convenience in the !hatter of payment of the tax 
and collection of-disputed amount should be held over till the dec_ision in 
appeal How~ver;we do not fav:our any statutory provisions being made
for the stay of collections as obtaining in U.K.. and U.S.A. In our opinion; 
t~e cil;-cumstances 'prevailing in this country are different and the introduc
!Ion .o~ such e system would only result in putting a premium on defaults 
m_payment of taxes. We _are not· in favour of the suggestion made in 
this regard by the Income-tax Investigation Commission, either. We.feel 
that it would lead to .the filirig of frivolous appeals merely with a view. to 
obtaining tilne for payment 'of tax. . Moreover, it would also result in a 
duplication of the work of appellate authorities inasmuch as a case will 

hav:e.to be heard by the appellate authority twice,-once for taking a 
dec~s~n on .the request made for stay of collection and a second time for 
deCicl_mg the _ appeal on merfts of the questions raised. Statistics show 
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~that considerable amounts ere being held in abeyance. even now J:>y 
Income-tax Officers in cases where the assessees have gone m appe!ll. Such 
amounts increased frotn 16:61 crores of rupees in 1953-54 to 30:27 crores.in 
1958-59. Judged by the figures, it would appear that the discretionary 
power is already bein_!?; u:;ed judiciously: ~ile the assessees inay be 
given due accommodatiOn Jn the matter, we desrre that the powers regard
ing it should be exercisl)d by the administrative authorities and with 
sufficient safeguards to protect the interests of revenu_e. We, therefore, 
·recommend that the present provision for the stay ?f du;puted demands. at 
the discretion of the assessing officer should cont~nue; but th_e !assesS'ees 
should be provided with a right to approach the Inspect~ng Ass1;5t~nt Com
missioner the Commissioner and the Central Board of Revenue m tnstances . 
where h~ request is not acceded to. These authorities shoul<l; normall;v 
grant time in deserving cases where an assessee agrees to furrush secun
ties. In addition, interest at six per cent. should be charged on the 
amount of taxes stayed but ultimately held payable on decisions in' appool. 
The.Commissioner should, however, have the discretion to waive security 
in suitable cases. We also recommend that the present practice of 
accommodating assessees in the matter of payment of mxe_s even in 
instances where no appeals have been preferred should continue subject 
to the conditions already mentioned by us. 

4.53. Anothe~ phase of the same problem· was raised before us by the 
W'thh !din· r fund Department and. it was suggested .that, .smtutorily, it 

1 0 
g e 8 should be. empowered to withhold refunds resulting 

from· decisionS of Appellate Assistant Commissioners and the Appellate 
Tribunal. Under Section 66 (7) of the Income-tax A,ct and the corres~ 
pending Sections of the other direct taxes Acts, High Court is granted 
power to authorise the Commissioners to postpone payment of the refund 
which became -due as a result_ of its decision until the disposal of the 
appeal by the Department to the Supreme Court. Except 'for these, there 
is no provision to safeguard the interests of revenue when as a result of 
· an . order of an appellate authority a refund of' tax has been made. If, 
subsequently·· the Department succeeded in appeal, it might experience 
difficulties in getting back the amounts as by that time-the assessee might 
have alienated his assets or failed in his qusiness or even ceased to exist. 

· 4.54. The Income-tax Investigation Commission had favoured the 
placing of a restriction under the Income-tax Act on issue of refunds 
resu!ting from orders in addition to what alroody obtained under 
SectiOn 66 (7) of the Act. It suggested that wh:en an appeal was filed or· 
reference was made, the Department should file an app).ication to the 
Appellate Tribunal or the High Court, as· the case may be, smting the 
reasons why in its opinion it would be inexpedient in the interests of 
reyenue to allow refund being made under the order complained of: It 
s~g~ested that on the analogy of Order 41 of Rules 5 and 6 of the Code of 
9vil Procedu~e, the Appellate Tribunal or the High Court should order 
~Ither sta;v of Issue. of refunds or peJ;IDit its issue on the assessee's farnish
mg sufficient secunty. It also suggested that if the whole or the pert of 
the refund thus wit~eld was ultimately held payable to the assessee on 
final appeal, the assessee should be granted the refund along with interest 
at three per cent. . , · . _ , . 

4.55. The pro~sions of Secllqn 66 (7) were introduced .as a result of 
the ~eco!llille~dation made by the Ilicome-tax Enquiry Committee, 1936. 
!he JUst!flcation for such a procedure was that there was enormous delay 
m the disposal. of appeals to the Privy- Council on orders from the High 
Courts. · In VIew of our reco~endations with regard to the mode of . 
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working of the various .appellate authorities, ~e a~e corifi.dent tha~ there 
would not be any undue delays. In our vtew, It. would be unJust to 
withhold· amounts due to an assessee m~rely because the Department had 
gone or desired to go in further appeals. The various measures suggested 
by us should, cumulatively, prove helpful in protecting ~he inter~ts. of 
revenue and we do not think that there is any case for placmg a restnctwn 
on issue of refund arising fr6m decisions of appellate authorities. We, 
therefore, do not favour the introduction of provisions analogous to w~atJ 
is contained in Sectiqn 66 (7) of the Income-tax Act and the correspondmg 
Sections of the other direct taxes Acts to cover instances of appeals before 
the other authoritie.s. On the other hand, we are. sufficiently impressed 

. with the grievances brought out by the assessees that there is an enormous 
· d~lay in the issue of refunds resulting from appellate orders. As a means 
of remedying the situation, we·are recommending later, .in the Chapter on 
Refunds, that in respect of all refunds arising out of appellate orders, 
inierest at six per cent. should be paid if delay¢ beyond one month from 
the date on which th~ appell~te order reached the assessing .officer .. 

COSTS IN TAX APPEALS 
. 4.56. It was represented to us that the direct taxes Acts should be 

amended to provide for the awarding of costs to successful parties in appeal 
proc,eedings before. the Appellate Assistant Commissioners and the 
Appellate. Tribunal. Excepting Section 66 (6) of the Income-tax Act and 
the corresponding Sections of the other direct taxes Acts which provide 

,that where a reference is ·made to the High Court, costs shall be awarded 
at its discretion, no statutory provision exists for the awardin~ of costs in 
/tax appeals. The· rati<male behind the scheme of awarding costs is- that 
the party who has been put to expenses unnecessarily in the course of · 
determination of correct tax liability gets his costs reimbursed to the 
extent held admissible. While the suggestion has obvious merits,, we 
doubt whether it can be introduced at the stage of appeal before tlie 
Appellate Assistant Commissioners or the Appellate TP,bunal because such 
a procedure would give rise to a number of problems. The decisions by 
these authorities may be reversed partly or fully in a subsequent appeal. 
The problem would arise y.rhether the costs awarded should be taken back 
and if so, to what extent. There would also arise the need for a certify
ing authority, as obviously whatever the assessee might have chosen to 
spend could not be awarded as costs. ' Quite often, a number of points 
are taken up when a case goes in appeal and only some ·of them get allowed 
in appeal without the tax or penalty being remitted in full. In such 
circumstances the question would ·arise whether the appeal which was 
partly decide~ in ~avour of the appeUant was to be judged, as sufficiently 
successful to qualify for costs. We fuid that the Royal Commission on 
the Taxation of Profits and Income had, ·for simila:r reasons, not favoured 
the award of costs before the General or Special Commissioners. · ·For 
these reasons; we are of the view that the practice of awarding cost& 
prevalent i~ Civil Courts cannot be easily adopted for appeal proceedings 
under the d~rect taxes·Acts ii.s far as appeals before· the Appellate Assistant 
Comm!-ssioners and Appellate Tribunal are concerned. The system of 
awarding costs to successful parties is already in existence so far as 
references to High Courts and appeals to Supreme Court are concerned 
and, therefore, no change is required. · ' 

. . . 
4.5?. Closely allied to this problem is the question of allowance of the 

· costs mcurred in appeal as a deduction from the taxable. income of an 
assess€7. We have already commented on the suggestion with regard to 
deduction of expenses at the assessment stage for the determination of 
tax 11ab!1ftY under the Income-tax Act. The present· procedure of allowing 



~xpenses incurred in the settling of the income-tax liability of the asses:;;ee
before the assessing authorities itself constitutes ~ extra. statutoiJ:' con~ 
cession. We·he.ve earlier· recommended an extension of this concesswn to 
cover costs incurred in the setUement of liabilities at the assessment stage 
under the .Income-tax Act under .all the heads of income as well as for· 
determining lidbility under the other 'direct taxes Acts. In our vi~w, 
there is no justifieation for a further extension of the coneession to cover 
costs incurred in appeoJ and we do not, therefore, recommend any change 
in that direction; 

REPRESENTATION OF THE DEPARTMENT BEFORE APPELLATE 
AUTHORITIES . 

. 4.58_. A problem to whic~ 0ilr attention_wai_sp_ecifically diawn was the·. 
inadequacy in the present system ·of representmg the Department b~fore 
the Tribunal, the High· Courts and the Supreme Court. It was pomted · 
out' that many a time the Depart;ment lost its case merely on account of the 
ineffective defence put up. · We are conpinced that there. is a need for 
improving the present state of affairs. In the Chapter on Administmtion,• 
we are recomm~nding the _appointment of a senior member of the legal 
profession adequately experienced in tax matters as a legal adviser of the 
Central Board of Revenue. It should: be his responsibility to see that the· 
representation of the Department before the Tribunal, the High Courts 
.and the Supreme Court is adequate. . In our opinion, .the Centra,! Board 
of R~venue should decide the matter of engaging counsels on its own and 
should engage leading counsels to represent it in important cases before 
the_ Appellate Tribunal and other ·courts· of appeal. By such a procedure, 
it will be able to se.feg)lard the revenues involved not only in those cases 
but also in other similar cases. · We suggest that special wings consisting . 
of legal and acc'ountancy advisers should be constituted at selected centres 

.like Bombay, Calcutta, Madras etc. , !!'heir services may be utilised for a 
proper defence of the coases of the Department, We·recommend that the 
senior Departmental Representative before the Appellate Tribunal should 
invariably be an officer of the status of an Assistant Commissioner. He 
should be helped in ·his Work by competent junior representatives. Selec
tion for these posts s4o:uld be made solely on the basis of merit and only 
officers with' aptitude for advocacy should be selected for the purpose. 
They should be selected at e. very early stage of their official career and 
given special training in this line of work. They should also be granted 
special pay and specialisation in this field of work should be encouraged. 
The ·Income-tax Officers should,· as far· as possible, be present .with records 
at the time of the hearing of appeals before the Appellate Tribunal, High 
Courts and the Supreme Court. • This would. serve as an aid to the 
departmental representatives and the counsels' while conducting the cases 
e.nd also help in developing a judicial approach amongst the officers. 

1 . I . 

RF;V:ISIONARY POWERS OF .COMMISSIONERS 

_ 4.59. Representations were made to us that the p~esent provisions relat
ing t? the revi~ionary powers of Commissioners need to be modified in 
cert~m. resp!!ct~. It was suggested that for securing uniformity in the 
proy:SloD;s of direct taxes Acts as-regards the time limit under-which 
reVIsiOn m favour of assessee as well as revision in favour of revenue can 
be effected, the time limit under Section 33A of the Income-tax Act and ' 
tht! correspOnding sections in the other· direct m-xes Acts should-be increas
e~ frol!l <;me year-to two ;rears. Even now, though,under Section 33A, the 
_tim~ limit of one year IS fixed, the Commissioners are granted the dis
cretionary power to condone delays in deserving ca.ses and, therefore, in 
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effect, the period of t~e might be even more than the two years prescrib
ed' under Section 33B. Hence we do not think that any change is called 
for ·in this respect.· We desilre to mention in thiS context that the Co'TI}· 
missj,_oners should condone delays freely, especially . in cases of over_, 
assessments, and the assessees should' not be denied benefit merely 0711 

. account of the revision peti1;ions having been filed 'beyond the period 'Pf 
limitation. · We would also. like to see uniformity in the various direct 

_ taxes Acts as regards the other conditions govei:nfug the revision p,owers 
both in favour of the assessees as. well as Revenue. 

· 4.60. With regard to Section 33A(2} of the Income-tax Act and the· 
corresponding S_ections in the other Acts, enotb_er suggestion made to us 
was that the Commissioners: should invariably grant a· hearing, to the 
petitioners before disposing of the petitions. In our view, a distinction 
has· to. be made iri this matter between simple cases 'where. the points 

· involved would be suffi~iently clear fl'om the evidence on-record and the 
more complicated cases where granting .of personal hearing would.be of 
e.dvantage. - We recommend that while in instances where the assessee( 
does not require a hearing the .revision fee may continue to be Rs. 25/
as at present,. in instances where the assessee d.,esires a h~aring by the 

. Commissioner, he should pay a fee of Rs. 75/-. The Commissioner should 
not, however, be precluded from granting a hearing to the assessee in cases 
of the former category if, for any reason, he considers it necessary. 

~ ' . . . 

4.61, The delay in disposal. of petitions filed- before the Commissioners 
under. Sect~on 33A(2) of· the Income-tax Act-was also brought to ·our 
notice. The following table shows the disposal of these .petitions during 
the years 195~55 to 1958-59:- · 

Table 5. Progress of disposal -of revision petitions under Section 33A of 
the I ncome-ltax Act. · · · 

1954-55 1955-56 .1956~57 19S7-58 1958·59 

r. Nc. ~stitutea. . 5,283. 5,017 . 4,907 6,284 4,927 

2, . No. for disposal 9,819 . 9,643 9.~7 xo,6n 9,791. 

3- No. disposed of ' 5,193 5,303 4,920 5.747 3.493 

4- Balance. •. 4,626 4,340 -'4,327 4,864 · 6,z98 
s. No. of Commissioners 17 17 17 I8 18 

.. 6. Average disposal 0 305 312 289 319 194 

- - . 

" 

It would be observed that the number of petitions disposed of during any 
. year has been more or less equal to the number filed during the year till 
·1956-57 and that thereafter disposal has been much less than the fresh 
iristitutions. The result has been that the number of petitions remaining 
undisposed of year after year has increased and at the end of 1958-59 · it 
was mo~e than the fresh institution. In our view it is necessary noi only 
to ensure that the ·pending petitions are disposed of immediately but also. 
thaJt, the .tendency towards- an increase in their number is arrested. Special 
efforts are therefore, necessary to see that these petitions are disposed , 
of more expeditiously. · . . 



INTRODUCTORY 

CHAPTER. 5 

COLLECTION AND RECOVERY 

· · The success of any tax admiilistration is to be judged not merely by 
the methods it adopts for fair and judicious determination of tax liability 
but also by the manner in which the State secures to its tills sums deter
mined as its dues. The interests of both the State .and citizens are served 
best when taxes are collected promptly and without causing undue hard
ship to assessees. · In this Chapter we shall examine the existing system 
of collection and recovery of tax and consider what modifications are 
necessary ·for achieving the above objectives. · 

PROBLEM OF ARREARS. 
5.2. -A continuous increase in the amount of revenue remaining in 

arrears has been a disquieting feature of Income-tax administration· in 
India for a large· number of years. Apart from the adverse effect it has 
on the morale of both the Administration and the taxpayers; the continued 
existence of large sums of taxes· in arrears has serious unhappy economic 
·significance. Heavy arrears i.iJ.te:J;fere with the distribution of the tax· 
burden between the various taxpayers intended by the legislature and 
the honest taxpayers are made to shoulder a· heavier burden. Once they 

· are allowed to come into being, arrears have a tendency to beeome chronic. 
The high degree of concern and promptitude with which generally, the 
businessmen. tend to meet their commercial obligations on account of 
their desire to build up and maintain reputation, goodwill and ·credit in the 
market, seem to be lacking, unfortunately, when it comes to meeting 
their financial obligations to the State .. In Ol;U" view, the business ethics 
should not remain co~fu:!ed to their commercial dealings alone but should 
extend to th,e field of civic .existence as· well. Every citizen must be 
prompt and punctual with regard to meetin~ ·an his obligations to the 
State, ap.<!- the Administration should take effective and timely measures 
to collect its legitimate revenues.- -

5.3. The following table gives the position of arrears· of income-tax 
during the period 1954"55 to 1958-59: 

. TABLE 1 Analysis of total arrears according to. 'age' of rthe demand 

Year' 

1954-55 

1955-56 

1956-57 

1957-58' 

19S.8·59 _ • . 

I 

.• 

Demand 
raised 

during 
the yeat 

2 

x6o·86 

'177"94 

205·67 

203•84-. 

231'25 

Arrears 
out of 

demands 
, raised 
dux;Jng the 
- year 

3 

. 57"93 
(28•22) 

74·6o· 
(32'49) 
• 85·17 
(32:50)· 

93"98 
(33•41) 
· 8r·OI 
(29'83) 

Arrears Arrears 
out of out of Total 

demands deiiilll'ds arrears 
raised . raised 

dUring the d!lring 
preceding earlier 
year years 

4 .5 6 

36'74 no•63 205'30 
(17•90) (53·88) 

31·85 123•13 229•58 
(13. 88) (53"63) 

40•75 136•12 262•04 
(IS· 55) (51"95) 

44"79 I42•5I 28x·28 , 
(15"92) (5o•67) • 

Z7I•6o 35•65 :154"94 
(13• 13) (57"04) 

. (Amounts are in crores of rupees. 
percentage formed of total arrears)_ 

Figures in brackets represent 

11)0 
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The above figures' show that there has been a steady fucrease in the total 
amount of arrears throughout the first four years of the period under 
study. However, it is encouraging to note that during 1958-59 the .position 
has improved and the Department has been .able to stem the· tendency 
for arrears to increase and even reduce the· outstandings.. The figures 

. also disclose that in each of the five years, more than 50 per cent of the_ 
arrears were outstanding for two years and over. Such arrears appear
ing in column No .. 5 have exhibited a continuous increase throughout the 
period though, expressed as a percentage of total arrears, .they registered 
a decline. since 1955-56. except for 1958-5!:) when they increased both in 
amount and . in terms of percentage. The table also· shoy.rs that in each 
of these years the arrears out of the. demands ra:ised during the . year 
itself are considerable. The figures in column 3 show that arrears ,out of 
current demand represented, on an average, nearly 31 per cent of· the 

· total. On further analysis, we have a.scertained that the sums inClude· 
amounts which had not become due for collection by 31st March, in each 
of ~hese years but even when allowance .is made for such amounts, arrears 
relating to current demands are quite considerable. While the difficul
ties .in effecting collections out of 'Old arrears is understandable, the appear
ance of large1 sums' out of current demands themselves as arrears is quite 

· disturbing. · 

5.4. The total amount of arrears as disclosed by the statement discus
sed in the preceding paragraphs appears· to· be sub-

Arialysis.ofarrears stantial. However, when· we take into account the 
'amounts which ·are likely to be cancelled and those 

which may prove to be irrecoverable, the amount of collectible arrears 
are very much .less. · 

The following table gives a break-up of the total arrears during·the 
period 1~54-55 to 1958-59: .· · · 

TABU z-Analysis of arr_ears 11nder certain broad he:Jd; 

1954-55 1955-56 1956-57 1957-58 1958-59 

I, Amount pending settlement of 
do~ble incometaX and otJler relief 

16•88 clauns. • • • · • · • 19'37 19'07 13'94 Il'09 

Amount due from persons who 
(9'43) (8·30) (6•44) (4'96) (4•08) 

2. 
have left India and have no assets 

'zo·96 in India . IO·I8 7'26 . 7'76 8•07 
(4•96) (4'77) (2·77) (2•76) (2"97) 

3· Amount probably irrecoverable 7'50 5"27 6·95 II·3'3 8·3 

Amount due from companies in 
(3·65) (2"30) (2·65) (4"03) (3•07) 

4· 
liquidation • • • • • 4•69 4•98 5'91 6·63 7•18 

which have not fallen 
(2•29) . (2· 17) (2•25). (2·36) (2•64) 

5- Amounts .. , 
due oefore 31st March 32"92 46•72 !i2'37 52·66 4I·So 

(16·04) (20·36) (20·oo) (18•72) (15·28) 
6. Amounts covered by certificates 

issuedu/s46(2). So· 59 84•21 104-40 Il4•0I I20•0I 

Amounts kept pending disposal of 
<39'25) (36·68) (39'84) (40"53) ' (44•19) 

7· 
appeals . • . . . 20'04 21'90 25'25 27'49 30"27 

(9•76) (9'54) (9'63) (9'77) (II·I5) 
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1954-55 , 1955-56 

.s~ Amount in respect of which penal-
1, ~der Section 46(1) has been 

eVIed. . 3'36 3'91 .. (1•64) (1•70) 
-!). Amount fallen due before 31st 

March for which no action for re- ' a; very was taken 26·6s 32"55 
(12•98) (14•18) 

to. T~tal <~rrears. 205·31 229•58 

1956-57 

3'36 
(1·28) 

' ' 

39·67 
· (IS· 14) 

. 262:04 

1957-58 

3·66 
(I' 30) 

43'81-
(15'57) 

281·28· . 

' .. 

1958-59 
• 

., 

1•81 
(o·67) 

43'33· 
(IS· 95) 

271•60 

[The-runourtts are in crores of rupees. The figures 'in brackets represent · 
:p"ei:centages .,formed of total arrears] 

' 5.5. In the above :;tatement, arrears under item 1 representing amounts 
pending settlement • of .double iricome-tax and other _relief claims· appear 
to be substantial. -During these five years, as a result of the efforts of the~ 
Department such· arrears have exhibited a steady downward trend 
'bot,h as regards their quantum and the percentage they formed of .total 
arrears .. Though the amounts do not constitute any locking up of the. 
'Governmental funds as such, their presence aids only to give a misl~ading' 
picture of the .true position and hence it is but proper that this category 

· o0f arrears gets liquidated soon by disposing of· the pending ·claims 
expeditic;msly. Our views on this problem are contained in the ChaJ?ter on 
Refunds. - · 

· 5.6. As regards arrears under item 2, representing amounts ,due froni 
persons who have left India leaving no assets behind,. the chanCes. of 
recovery are remote and the smns do not represent any collectible demand. 
We were given to understand that a major portion of these amounts is 
represented by sums due from persons who have left for 'Pakistan. We 

1 are .of the '!ipinion that the problem needs to be dealt• with at the political 
level at ;p1 early date and these SUIIlS could perhaps be included as part · 
of the claim which India should prefer against Pakistan. As reg~rds the 
rest, they sho~ld be written off expeditiously .. · 

5. 7. Arrears under item 3 represent demands made on , assessees who 
admittedly earned substantial amounts of income but by the time assess
ments were framed, they had neither any income nor assets left with them 

·from which the taxes levied .could be recovered. The chances of their 
recovery now are ascertained to be very' meagre. Writing off . the nan" 
collectible ·portion and resort to a system of scaling down of demands 
according to the paying capacity of the · assessees are called for .with 

. respect to these arrears. We h:we given our suggestions in .this regard 
in paJ;._as 5.16 to 5.21 of this 'Chapter. · . . -· .' . 

5.8. The amoimts ,due from companies in liquidation appearing under 
item 4 also constitute a sum which does not, in the main, represent any 
-collectible demand. . It was brought .to our notice that ln many instances 

· companies were taken into liquidation with the set purpose of thwarting. 
attempts at collection of tax by the Department. We. consider-the problem 
to· be a serious one. Our suggestions to' resolve •the difficulties of the 

· Department are contained ·in paras 5.57 to 5.70 of this Chapter. 
I • ' ,.. I 
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5.9. The amounts under item 5 represent sums which. h~d not falle!h 
due before the .31st March· of the corresponding year, and cannot be taken. 
as real arrears and most of them would have been collected during·the 
subsequent years. However, the appearancP. of these sums at such high 
figures ic; clearly indicative of delay in the completion of assessments. 
No doubt, they also include demands in case~ completed during the earlier· 
part of the year but in respect of which instalments had been gr:anted for 
payment of tax. AU the same, the 15ulk of the ·demand included in them. 
must have resulted from as-sessments completed nearabout the end of the 
year. This brings out in bold relief. the defect existing at present in the 
planning of assessment. work. It proves· the truth in the grievance made· 
out before us that in large_revehue yielding cases involving contentious 
points ·assessments are kept .back and completed" only at the fag end .of the·. 
year. This is highly objectionable and I).eeds to be remedied by -a proper 
plam1ing. of assessment work.. We have .analysed and stated our views 
on this· aspect of the problem in the Chapter on Assessment but. we• are 
repeating it here only to stress the point that delayed assessments have 
a direct bearing on the problem of arrears obtaining in this country. . . . 

"5.10. Thus; out of the total amounts of the arrears appear in- Table 2, 
· . · . the amounts repr_esented: by items 1 to 5 cannot really· 

Effective arrears · · be conside,ed a~ 'effective · arreaTS· These· include · 
. demanas which are either. clearly irrecoverable and 

should have been written off long ago, as also sums which had not fp.llen 
due fo1' collection during the respective years. Therefore, :in our viewr. 
the . amount 9f Rs. -271· 60 crores shown as arrears of Income-tax for the 
y~ar ending .31~t Marek 1959 is an unrealistic .figure. 

5.11." The effective arrears are locked Up in the remaining four ca~e-· 
gcries shown in Table 2. The total of these stood at Rs. 130·64, Rs. 142·57. 
Rs. 172·68, Rs. 188·97 and Rs. 195·.42 crores during 1954-55, 1955-56, 1956-57,. 
1957-58 and· 1958-59 respectively and included the accumulations of 
arrears of many years. . . . . 

. . I . 
. 5.12. Out of this amount, ·deni.a,nds covered by certificates issued under· 

Section 46(2) of the Income-tax Act appearing as item 6 represent. the· 
real crux of the problem of q.rrear~. ~here has· been a continuous increase· 
in -thjs <;ategory of arrears throughout the years under consideration. 
After a detailed study, we have come to the conclusion that tl;le system. 
,o.f effecting collection· of central taxes through the agency of State officials." 
by issue of· certificates under Section 46 (2) ha~ not. proved very eff!!ctive . 

. In view of the country~s development 'plans it is of utmost importance 
that collection of tax is made expeditiously. and recovery provisions-. 
strictly enforced and for this purpose we have, later in tliis . Chapter, · 
examined the feasibility of effecting.recoyeries through a Ce,ntral Gov~rn-
ment agency. · . . · 

I • 

5.13. Arrears under .item 1 represent demands kept pending collection 
on account of appeals. These amounts also ·appear to oe considerable. 
We have already analysed the various aspects of this problem and,stated 
our views in the Chapter on Appeals and RevisionR. 

5.14. Arrears under item 8. represent sums· with regard to which penalty 
URder Section 46(1) of the Income-tax Act was levied. In our opinion, 
the·provisions of Section 46(1) are not being put to sufficient use. This 
conclusion gains further strength when the arrears appearing under item 
9 are also taken into. consideration.. They show that even thc;mgh ta:x;. had 
l:ecome due, no action for recovery had been taken by the Department 
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for effecting collections and the assessees appear t6 have been granted a 
· fr~e respite in the matter. · Any inaction in this _'respect on the part of 
the Department will result in the State being put to loss at least-for the 
amount of interest for the period of default apart from the ever present 
danger that collection may become difficult or even altogether impossible 
on account of delay. We have, therefore, considered it necessary to 

. provide against such losses to the State and. recommended in para 5.52 
of this Chapter for. an automatic accrual of interest when taxes remain 
unpaid with or without the knowledge or· consent of the Department. -

CAUSES OF ARREARS 

· 5.15 .. We now turn our attention to the causes which' have led to the 
present state of affairs. The arre;U-s which constitute mainly a legacy of 
the Second World War period are the cumulative result of a-large number 
of causes of which the· following are the most important: 

(1) 

(2) 

During the War years, the Department was chronically under
staffed and upto the end of the War, its strength remained 
almost static while the amount of taxes demanded and. 
collected increased over ten-fold. _ 

Though the Department was gaining momentuln. in the field of' 
recruitment and training of . officers -since -about 1940, a 
sufficiently large number of fully trained officers were avail
able for assessment purposes only after a time. This resulted 
in assessments being framed without a proper appreciation 
of the full facts of the cases. 

{3) .When enormous · incomes were being earned a mere skiming 
' of the surface of a few important cases equid result in sub
stantial revenues and hence difficult and complicated <'ases 
requiring detailed. investigations remained neglected. 

. r - • - • 

(4) In· the post war years, the assessments relating to the war. time 
period were getting time-barred 'and they were completffi 
almost in_ a hurry and some of them resulted in over assess-

·(5) 

(6) 

(7) 

(8) 

. ments. · 

Many persons who made bountiful profits during war years had 
engaged themselves in speculation and lost their monie!'. 
Many had arranged their affairs in such a way: that by the 
time their assessments were completed, their incomes "nd 
assets ·were kept out. of ·reach of the Department. 

Even. after the War, there were many instances of assessments 
completed bn substantial facts regarding the income of tbe 
assessee, in which the Department foul)d it difficult to locate 
the assets from which taxes could be recovered 

The. partition of the country also ·~ade~ to. the gr~vity of tbi, 
situation when many assessees left India leaving behind no 
assets or income from w~ch the taxes -could be realised. 

Lack of uniformity in' the powers arid procedure governing 
collection of ar.rears of tax under Section 46 (2) of the Income
tax A-ct due to the variations in the laws of tbe different States 
and also the differential effort put, in by the State officials 
who !~ked upo~ this. branch of their ·work as of only 
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secondary importance constituted an import;mt cause for the 
accumulation of arrears. 

The sparse use to which- the powers of write_off were being put 
to is yet another reason for the continued existence of huge 
sums as arrears. · 

Broadly, it can be stated tha.~ both belated assessments as wen as over 
assessments are responsible for a major portion of the existing arrears. 

WRITING OFF AND SCALING DOWN OF TAX DEMANDS 

5.16. We have already stated that a vety large portion of the sums 
shown as arrears is c~early irrecoverable and should be written· off 
immediately. A: write off of the taxes in arrears constitutes merely a 
cancellation of the sums from the departmental books and does not- amoub.t 
to a permanent waiver by the Government of its claims. Action is 
possible within a period of sixty years from the date of the claim if, 
subsequently, it appears to the Government that the defaulter is possessed 
o.f any assets or other means. · 

5.17. Under the Delegation of .Financial Power Ru1es, Commissioners 
of Income-tax, as Heads of Departments, have always had _full powers 

' to write off irrecoverable .balances of income-tax demanas, subjec~ to a 
report to the next higher authority. Yet, we found that the powers were 
being seldom put to use: We were informed that there was a natural 
r.eluctance on their part to write off dues of the Government on a mere 
individual responsibility. To avoid the carrying forward of irrecoverable 
demands for indefinite periods .. merely on account 9f such a reluctance, 

· arrangements.already exist Ul).der which, for wr.iting off amounts exceeding 
rupees one lakh in an individual case, a Committee . consisting of two 
Directors of Inspection arid the local Commissioner examines the financial 
position of the assessee and makes suitable recommendations to Govern
meJ:}t. We desire that t~e position should be regularised under the Delega
tion of the Financial Power Ru1es and, for this purpose, we recommend 
that, by a suitable modifica.tion of the Rules, the powers of write off of the 
Commissioners should be limited to irrecoverable demands not exceeding 
two lakhs oj-rupees in an individual case and write off of amounts exceed

, ing two lakhs in a case should be effected by a Committee consisting of 
the Chairman and two me~bers of the Central Board of Revenue. The. 
Commissioners may delegate powers of'write off to Assistant Commis
sioners and Income-tax Offioers up to Rs, 5,000 and Rs. 250 respectively 
in each case. The present ·procedure of reporting to .. the Central Board 
of Revenue details of the amounts and the circumstances under which 
the sums were. written off by the . Commissioners and their subordiD.ate 
officers should COI).tinue. . . . ' · . 

5:18, A suggestion made to us in this context was that, in deserving 
cases, the Department should have the power to scale 

Spaling down demands ·down demands ;l.Ccording to the paying capacity of the 
defaulters if the circumstances would ~ustify such a 

procedure. It was pointed out to us that there was a large number of 
· cases where the assets of defaulters were found to be heavily encumbered 

with prior mortgage or where there were disputes regarding ownership 
and other legal difficulties in enforcing recoveries. Instances were also 

. said to exist; where forced sales of assets .of defaulters at. auction did not 
fetch purchasers at rea,sonable price~. In stich circumstance~, it was 
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suggested that it would be advantageous and even pru'dent for the Depart
ment to negotiate with the defaulters and settle' the liabilit_ies at as high 
a figure as was possible and. write off the balance. · . . . 

5.19. We find that a similar situation existed in U.K.; prior to l949, 
with reg<)rd to arrears of tax•e,s .. The considerable increase in arrears since 
1939 was adver.sely commented upon by .the Public Accounts Committee: 
and a departmental committ(:le was· appointed _to examine the arrears, 
analyse the causes which lead to their growth and suggest steps for reduc- . 
ing arrears in the future: As a result of its recommendations, a system 
of discharging amounts judged to be clearly irrecoverable was int'roduced 
in 1949 and has been in existence since then. The remissions are effected 
mamly on. gr.ounds of poverty and equity,,and also· cover instanoas where· . 
the· amounts recoverable are seen to be insuffiCient .to justif:ll' cost of . 
proceedings, The . amounts written off as irrecoverable ~over instances 
of insolvency, composition settlement and •where .the taxpayers are· 
untraceable. ,. · · 

5.20. The prinl!iple of settling liabilities through neg,atiations is not 
alien to the Indian Incomectax Act. Under Section 53 df the Act, the 
Assistant Commissioners have always enjoyed the· discretionary power 
to compound cases: In a majority' of the cases decided by the Income
tax Investigation Commission, it· had adopted. the:- method . .of . settling 
liabilities taking into consideration the paying capacity of the taxpayer~ .. 

· Moreover, when the operative clauses· of the. Taxation on Income (lnves- . 
~gation CommisSion) · Act, 1947 was . declared ultra: ·vires, Section· 34 'of 
tll.e Inaome-tax Act was amended to provide; specifically, 'for a scheme of 
settlement of cases. In our view,' there. is nothing wrong in ·principle 
in scaling down demands and the writing off of liability in deserving 
cases and we recommend its adoption .. However, great care should be 
taken to secure that this system. did not give .rise to the feeling amongst 
taxpayers that a premium was being set on 4efaults in payment .of taxes 
and that those who did not· pay taxes could get off lightly with it. 
Resort to such a proce.dure should be .had. only after all the legal means 
available for effecting collections · had been exhausted and the Depart
ment was satisfied that not only was there no .method of recovery open -
but also that, if any were applied,. there were no chances of effecting 
recovery. We .recommend t_hat the powers of sca~ing down should be 
subject to· the .same mon.etary limits. and should ,be administered by· the 
same authorities as we hci.ve !!Uggested in pa.ra 5.17 above with regard 
to write off of irr'ecoverable demands. We alsq' recommend that the 
detail of both write off and scaling down of demands. above a certain 
limit with all the attendant circumstances should be presented to the 
Parliament throug~ the annual· administrative reports of the Depar,tinent. 

· 5.21. It was suggested to us that a separate agency headed. by a· High 
·Court Judge should be constituted .for the purpose of sanctioning scaling 
down and writing off of tax liabilities; We do not t:onsider· that any 
additional. benefits .could accrue· by forming a separate agency of the .. , 
type suggested. The points needing decision in such matters. will ·be 
?f facts and not of law and for getting a speedy decision we feel that it 
1s better that the matter should be handled by departmental officials who 
will lJe conversant with the .J'acts and in possession of all the detailS' 
T(:lgarding the financial position of the assessees. 
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PROCEDURAL ~EASURES FOR IMPROVING COLLECTIONS 

5.22, In our view, there is much that can be achieved W·ithin the pre
sent ·set up and· legal structure itself to improve the collectibility ratio 
in the future· and we mention below the most important amongst them: 

(1) 

(2) 

Statistics showed that assessments completed in cases with 
income above Rs. 50,000 numbered only 21,124 forming 3·1 
per cent of the total number of assessments completed during 
1957-58 and accounted for Rs. 167· 28 crores forming 75· 69 
per cent of the total demand raised during the year. These 
figures are indicative of the position generally that the bulk 
of demand is concentrated in a small number of cases. If 
assessments were planned in such a way that cases involving 
substantial amounts of revenu•e were given precedence, the 
chances of collections would improve. We have already 
stressed the importance of it in the Chapter on Assessment. 

Much progress in collection work could result if the question 
of payment of taxes was discussed in cases involving sub
stantial demands with the assessees at the time of framing 
the-assessment. Such a procedure would help in the saving 
of time now spent on deciding requests for payment of taxes 
in instalments and so on. These are matters which can be 
agreed upon between the assessing officers and the assessees 
-~t the time of finalisation of the assessments itself. 

· (3} Timely issue and service of the noMces of demand could. 
improve matters considerably. Taxes become payable after 
assessments, only after the time allowed .for payment in the 
notices of demand has expired. Hence, to expedite collec
tions it is important that the notices of demand are served 
without any delay. 

(4) In instances of appeals where large amounts are locked up, the 
assessing officers should bring to the notice of the appellate 
authorities that fact and request for a priority .being given 
to such cases. In the Chapter on Appeals and Revisions, we 
have suggested that the Appellate Assistant Commissioners 
might give precedence to the disposal of such appeals. Their 
early disposal would generally be welcome to the assessees. 

(5) The delays in the passing of orders under Sections 27 and 35 
of the Income-tax Act as well as orders giving effe.ct • tci 
appellate decisions should be avoided. · 

(6} An improvement in the manner in which· recovery certificates 
are issued can bring about better results. Many a time, 
these are issued in a routine manner, merely to keep demands 
alive and the Collectors are not furnished with complete 
details regarding the assets of the defaulter. Much time is 
wasted in correspondence between the assessing authorities 
and the Collectors. We feel that if sufficient care is taken 
to see that the certificates are issu~d with details, ·complete 
in every respect, much can be gained in the matter of 
recoveries. 

(7) Assistance to the assessing officers in their collection work 
could bring good results. They should be relieved of the 

410 C.B.R. 
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(9) 
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routine administrative duties. Iri addition, while final deci
; sions in the matter should be the responsibility of the assess
ing officers, we feel that if matters relating to recovery in 
cases were studied properly and put up to them by Inspec
tors, it would make for an improvement. 

A more extensive use of distress warrants is yet another way 
in which improvement could be effected. At present, neither 
the Inspectors nor the assessing officers are fully conversant 
with the procedure in this regard. We suggest that the 
Irispectors and assessing officers should be given practical 
training in this aspect of the work. Arrangements for con
veying the goods distrained and for storing them should also 
be provided. I 

Cordial relationship must be established between the State 
officials and the officials of the Income-tax Department at the 
district level. It would prove useful in securing better 
co-operation from the State officials in .recovering the dues 
of the Department. · 

DEDUCTION OF TAX AT SOURCE 

' 5.23. In the course of our enquiries, we found that the concensus of 
opinion generally was that the present system of collection and recovery 
was basically sound, although the system was capable of improvement in 
certain directions, to facilitate more efficient collections. Extension of the 
field of application of the principle of deduction of tax at source was one 
of the means suggested in this context. <;ollection of tax at source has 
been characteristic feature of the Indian Income-tax system almost 
throughout the long years of its history. Decluction of tax at source has 
certain obvious merits. Besides facilitating ·collection, it helps to auto
matically bring into the tax net income from investments which might 
otherwise escape altogether the notice of the revenue authorities. It is 
also convenient to a majority of tax-payers that the burden of tax is taken 
off before income reaches their l:ands. Apart from safeguarding the 
revenue, such a system also helps in reducing the costs of administration. 
It is a mere administratiV>e device. and is not intended to -determine or 
111odify in any w_ay the burden of tax on assessees, 

5.24. Both the· Income-tax Investigation Commission and the Taxation 
Enquiry Commission had considered whether the field of applicability of 
the principle of .deduc'tion of tax at source could be extended to include 
items not covered under Section 18 of the Income-tax Act. The former 
was of the opinion that in spite of the obvious merit of the scheme that 
it redu~ed opportunities for evasion, there were limitations in its appli-

. cation in the ci):cumstarices prevailing in this country. It stated that 
'.except where the person making the deductions could be safely relied . 
upon to ·pay over the amounf to the Government or where such person 
could be singled out if there was default, the provision would be of little· 
value. It also pointed out. that deduction of tax at source on a large scale 
would greatly add to the number of !'<!fund claims and that the reputation 
of the Dep~rtment in that field of work was already not very high. Hence, 
it was hesitant to recommend an extension of the principle of deduction 
of tax at source. For the same reasons, the Taxation Enqui~y Commis
sion. also felt that it would not be advantageous to extend its applica• 
bility. • I . I 
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5.25. We agree that though the principle of deduction. of tax at source 
.has obvious merits in view of the security it provides to Revenue, there 

Contractors 
are clear limitations to its use. But we consider that 
it could be gainfully extended to one specific instance 

for the purposes of the Income-tax Act viz., to cover payments made to 
..contractors, a category of assessees who had not attained the same degree 
of importance as they have now assumed in the context of the develop
·ment plans of the country, when the Income-tax Investigation Commis

. .sion and the Taxation Enquiry Commission were considering the question. 

. 5.26. We were impressed with the difficulties brough~ to our notice 
by the Department in the matter of assessment and collection of tax from 
the contractors. It was pointed out that the present system of requiring 
-contractors to produce tax verification certificates before the granting of 
contracts had not proved sufficiently effective because firstly, the Central 
and State Government agencies had not invariably been insisting on 
submission of such certificates and secondly, they were not helpful to 
the DepartmECnt in assessing and realising tax from new assessees. Under 
the present system, income-tax verification certificates are issued in 
regard to the past liabilities and cannot cover liabilities which might arise 
.as a result of the execution of. the contracts for obtaining which these . 
-certificates were to be submitted. The real difficulty had been with 
regard to tracing out large number of recipients of substantial sums 
because the paying agencies seldom maintain<!d complete details regard
ing the contractors. Particular reference was made in this context to the 
difficulties experienced in tracing out the whereabouts of contractors 
who had received large sums in connection with the work under the , 
Bhilai Steel Project. It was pointed out to us that in the absence of any 
statutory authority, the paying agencies could not have insisted on the 
col:\tractors furnishing details useful to the taxing authorities. In addi
tion, it was suggested that any such insistence might have interfered with 
the pace of execution of the particular ·project. · 

5.27. We feel that at the existing tempo of governmental expenditure 
under the development plans, care has to be taken to syphon back to 
the State taxes which are legitimately due to it. Hence, we recommend 
that in instances . whe1·e contracts are granted by the Central or State 
Governments, local authorit!ies or statutory Corporations, the paying 
authorities should insist on tax clearance certificates for granting the 
contracts and should, in addition, retain 2! .per cent of the total value 
of the contract from the final or earlier instalments of payment, till the 
assessee produced a tax clearance certificate. ·We suggest that the law 
should be amended for giving effect to these- recommendations as a .statu
tory provision would help in strengt;hening the h¥ids of the disbursing 
authorities for insisting upon the deductions. We also recommend that 
for this purpose the term "contract", .should be "51.\,itably_ defined. in the 
Income-tax Act, bearing in mind the possibi~ities cif'the provisions of law: 
being circumvented through a splitting up of contracts into a large num
ber of sub-contracts. In our view, there is· no scope for extending the 
principle of deduction of tax at source either to cover further items under 
the Income-tax Act or to cover items under the other direct taxes Acts •. 

5.28. A further change we suggest is with regard to the requirement 
1ln the employers to file every month statements in . the prescribed form 
of the deduction of tax from salaries paid to their employees. Under the 
Rule llA of the Income-tax Rules, the Commissioner of Income-tax has 
the discretion to permit an employer to pay such tax in a lump-sum every 
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month based on an average amount of tax deductible and furnish a state
ment giving the prescribed particulars at the end of the year. It was 
pointed out to us that there were instances where the Commissioners of 
Income-tax may not be prepared to allow submission of statements. 
annually though they considered that the statements could be required 
to be filed quarterly or half yearly instead of every month. To cover 
such cases, we recommend that Rule UA should be modified in such « 
way that in deserving cases, while the payment of tax deducted should 
be made every month, the employers may be allowed to submit even 
quarterly or half yearly statements. 1 

ADVANCE PAYMENT OF TAX 

5.29. We now take up for consideration the various modifications sug
gested with regard to the system of advance payment of taxes. The 
scheme of payment of tax in advance was introduced by Section 18A of 
the Income-tax Act in 1944, as a temporary and anti-inflationary measure . 

. However, it has grown into the tax system so well and become part of 
it, that its temporary character has paled into insignificance. 

5.30. The following table shows the demand and collection of advance 
tax during the years 1954-55 to 1958-59:-

TABLE 3-Progress of demand and collection under Section 18A of 
· Income-tax Act. 

• 1954·55 i955-56 1956·57 1957·58 1958·59 

No. of cases 1,26,130 1,29,972 1,50,520 1,70,030 1,85,432: 
~ 

Demand raised 92•08 98•75 rr6· 53 126·oo 131'75 
(32'4) (32' 2) (32' 9) (33. 5) (32' 8) 

Collections • 80•93 89•90 106·43 rrs· 54 120'78 
(50'7) (53'3) (53'9) (53 '4) (54'7) 

[Figures of demand and collections are in crores of rupees. Figures 
in brackets represent percentage formed of total demands and collec-
tions.] I 1 

The importance of advance collection of tax would be clear from the 
above. The table shows that there was · a continuous increase in the 
amount of tax collected in advance and it formed more than 54 per cent 
of the total collections during 1958-59. The number of cases liable for 
action ~lso improved from 1,26,130 in 1954-55 to 1,85,432 in 1958-59. 

5.31. Several witnesses suggested that the system of colLection of 
advance tax under the Income-tax Act should be abandoned. It WaB 

Temporary nature of 
the measure. 

suggested that the scheme of advance tax was intro
duced as a temporary measure during. the war time 
and hence it should now be removed from the statute 

book. The desirability of continuing the system of advance payment of 
taxes has to be judged on its merits without being prejudiced by ~he 
hrstorical basis of its origin. Under the Income-tax Act, tax is levred 
on the income of the previous year. Thus,. there is a time lag between 
the accrual· of income and the determination of the tax liability on such 
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income. In view of . the accumulated arrear assessments, this time iag, 
more than anything else, has been responsible for the difficulties in collec
. tion of taxes. Under such circumstances, insistence on payment of tax 
as and when the income accrues and subject to adjustment at the time 
of final assessments is undoubtedly advantageous. It is helpful to tne 
assessees · as well in that it facilitates payment of tax in suitable instal
ments spread over a year instead of their having to pay the amounts in 
a lump-sum. The fact that since 1949, advance P.aym~nt ?f ta~ is taken 
directly to general revenues has also to be borne m mmd m this context. 
The abolition of the system of collection of tax in advance cannot be 
effected without upsetting the financial equilibrium of the budget for 
the year in which such a change is suggested. The system of collection 
of taxes in advance is only an extension of the same principle as govern
ing collection of tax throug~ deductions _at sou~ce .. As lo?g as the_ sys~em 
~f deduction at source contmues, there IS nothmg mconsistent or illogical 
in collecting taxes in advance on items of income on which taxes are not 
deducted at source. Therefore, in our opin'ion, coLlection of tax in advance 
under the Income-tax Act should continue. 

5.32. Another line of criticism levelled was with regard to the diffi
<!ulties faced by assessees in estimating their income with any high degree 

. . . of accuracy as it was being earned and before the 
D•_ffic~lcy m esttmat• closing of the final accounts. It was suggested. that 

mg mcome the margin of error now allowed at 20 per cent may 
be enlarged. The present provisions, no doubt, do take into account the 
different circumstances and provide reasonable protection to the interests 
of an honest taxpayer. Every assessee gets a minimum period of six 
months from the beginning of his account year before he is required to 
pay his first instalment of tax. He can also submit revised estimates as 
the year progresses and pay taxes on the basis of such revised estimates. 
However, we feel that to alleviate the grievances on this score the range 
of error now fixed at 20 per cent should be increased to 25 per cent. We, 
therefore, recommend that an assessee should be liable for interest and 
penalty only if his estimate turns out to be less than 75 per cent of the 
tax eventuaLly assessed, after making adjustments for items of income 
on which tax is deductible at source and also for the variations in the 
;rates of tax made by the subsequent Finance Act. 

5.33. Under the Income-tax Act advance tax is to be paid on the basiS 
of the total income of the latest previous year in respect of which a 

person had been · assessed. It also empowers an 
Revision of demands · Income-tax Officer to revise the demand under Section 

18A if an assessment for a subsequent year is com
pleted. It was stated that this discretionary power was invariably being 
utilised now only in instances where such a revision in demand was 
beneficial to the Revenue and that where a subsequent assessment was 
<!ompleted on an income lower than the figure at which demand under 
Section 18A had been raised, the officers failed to revise the demand. We 
do appreciate that a good deal of convenience can accrue to assessees if 
their funds which are unnecessarily locked up in government account are 
re'eased for their use. We find that the Taxation Enquiry Commission 
had suggested that the revision of an original demand under Section 
18A of the Income-tax Act should be made an obligatory one. We were 
informed that executive instructions had been issued that the revision 
should be effected irrespective of whether it was beneficial to Revenue 
or not. However, we feel that the position should be made clear in the 
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statute itself and, therefore, we recommend that the term appearing a~ 
•may' in the third proviso to Section 18A (1) of the Income-tax Act shoulcl. 
be changed to 'shall'. ' ' · · · 

· 5.34. It was suggested that as good deal of difficulty was being experi-
enced in the matter, income deemed to accrue or arise to non-residents· 
' under Section 42 of the Income-tax Act and assessed 
Exempting Incoll?-e tax- on a person deemed to be an agent under Section 43 
able Under Secoon 42 of the Act should be excluded from the purview of 

" Section 18A. The argument advanced in this respect· 
was that very often a person having dealings with 

a non-resident was not aware that he was likely to be deemed as an 
agent under Section 43 and assessed for the income deemed to accrue or 
arise to .the non-resident. The determination 'Of the liabilities under 
Sections 42 and 43 generally take much time and as the law required the
question of agency to be determined for each year it -was pointed out that 
the difficulty was always present. However, we do not think that a change 
along the lines suggested is called for. The liability arising under Section 
42 of the Income-tax Act is on the non-resident; Merely for the fact that 
resort to a pro,ceduraZ section ~ike 43 of the Act is made for effecting
assessments and recovery of tax, it cannot be argued that the liability 
otherwise arising to a non-resident should be reduced. As -regards the
charging of interest and levy of penalty for non-payment of correct 
amount of tax on due dates, discretion is already vested in the autho
rities. Hence no modification in the present position is suggested. 

, 5.35. The distinction made between new and old assessees and requir
ing the former to submit estimates and pay tax on their own responsi-. 

bility was stated to be bad in principle. Where a 
·mstinction'bcitween new assessee fails to file his estimate of advance tax. 
oldassessees and new but makes voluntary return of income for a number of . 

. assessees . years and the Department fails to finalise assessmP.nts-
. for any of these years, the assessee is treated to be in. 

default and charged interest and subjected to penalty for each of these. 
years;· 

5.36. We feel that the present distinction is unavoidable because in 
the care of a person who has not been assessed before, the Department · 
will not be having any basis for ascertaining the amount of advance tax . 
payable by him. It has, therefore, to be necessarily left to .the person' 
concerned to make his own estimate of the tax and pay it accordingly. 
We agree that a prompt completion of the assessment in such cases could. 
reduce the period of default under Section 18A(8) of the Income-tax Act. 
It is not fair, in our opinion, to treat an assessee to be in default for the 
period of time between the submission of his return and the passing of 
the assessment order because of the inactivity on the part of the Depart
~ent and then penalise him for the default. The hardship pointed . out 
1s not the result of any inherent defect in· the provision of the Act and 
can be remedied quite independently . of Section 18A being essentially 
an administrative problem.· We find that discretionary powers have 
already been gr\lnted to the Income-tax Officers to reduce or even waive 
int~rest payab'e under Section 18A in certain circumstances. No modifi
catwn seem~ to be necessary, therefore, in the taw. 
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• 5.37. Under the present provisions of Section 18A, the amount of 
advance· tax c;Iemanded in the case of persons already assessed is calcu

lated on the basis of the assessment completed for the 
~ B~s of calcularion of latest year and at the rates of the current financial 

tax year. It was said that this procedure was unneces-
sary in that it necessitated fresh calculations of tax 

for payment of advance tax at the current rates. A suggestion made to 
us was that this requirement to calculate ·tax at the current rates should 
be given up and the notice issued under this Section .should be a mere 
repetition of the notice of demand resulting from the latest completed 
assessment. It was pointed out that such a procedure would make avail..c 
able quite an amount of time to the Department which could be utilised 
for better purposes. We agree that a modification along the lines sug
gested would constitute a definite improvement on the present procedure. 
It would not in any way affect the liability of assessees, because the right 
of assessees to submit estimates on their own would continue unaffected. 
Except where a 'current··rate' was likely to be lower, the assessees stood 
to lose nothing under the revised system. If suitable amendments were 
made to enable assessees to estimate their income and calculate the tax 
payable on such income at the current rate, this difficulty would resolve 
itself. We, therefore, recommend that the present provisions should be 
modified and for the purposes of Section 18A, the Income-tax Officer 
should merely repeat the demand relating to the assessed income of the 
latest year. The assessee's right to make his own estimate and pay tax 
on that basis should continue. While the notices in respect of existing 
assessees should refer to the total income and tax payable as at present, 
iz?"respect of new assessees who make payments lor the. first time, it 
should be necessary to enumerate the sources of income also. 

J 

5.38. Another suggestion made to us was that as the system of pay
ment of tax in advance had been in existence for a sufficiently long time, 

the assessees could be expected to be aware of their 
Voluntary Payment of obligations and hence it might now be made the res~ 

advance tax ponsibility of all a~sessees, both old and new, to sub~ 
, mit estimates of their income and pay tax on the due 
dates on their own initiative and without any need for issue of notices· 
by the Department. We are unable to agree with this suggestion. We 
are of opinion that the initiative for action under Section 18A with regard 
to persons already assessed should continue to be with the Department 
as otherwise it will be a very difficult problem, administratively, to secure 
compliance. Hence, the present provisions need no change in this respect. 

. 5.39. Another suggestion we have to make is With regard to the dates 
on which advance tax is to be paid. At present, the last instalment for 
I . the payment of the advance tax under Section 18A 

Dates of payment of the Income-tax Act falls on 15th March of the 
financial year. It was brought to our notice that, on 

account. of the delay which generally occurs, in receiving intimation from 
the Treasuries regarding payments by the assessees, the Department got 
little time to see that the entire amount of advance tax payable by an 
assessee during a financial year was duly paid within the year itself. 
Difficulties were also said to have been experienced by the Department 
in accounting for the receipts of the advance tax before the close of the 
financial year, and in the timely preparation of statistical statements. 
In order to get over these difficulties, we recommend that the date for 
the payment of the last instalment of advance tax should be advanceci 
by 15 days. Correspondingly, the dates for the payment of the other 
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instalments should also be similarly advanced. Thus, the instalments 
should be due on the 1st of June, 1st of September, 1st of December and 
1st of March every year instead of the 15th of each of these months. 
However, to obviate difficulty to assessees whose accounting years corres
pond to the financial year or the 'Baisakhi' year, they may be allowed 
to submit estimates by 31st March of the financial year and pay the last 
instalment of advance tax by that date. 

5.40. We have considered the usefulness of extending the system of 
payment of tax in advance to the Wealth-tax and Expenditure-tax Acts. 
In view of the fact that later on we are suggesting introduction of provi
sional as well as self-assessments under these two Acts, we feel that it is 
not necessary for the present to introduce a system of payment of taxes 
in advance. · 

PROVISIONAL AND SELF ASSESSMENTS 

5.41. The present system of provisional assessment under Section 23B 
of the Income-tax Act is complementary to that of advance payment of 
taxes. It is advantageous in that it brings into the exchequer money far 
in advance of the dates on which it would otherwise have come on the 
basis of regular assessments which generally take some time to get com
pleted. Statistics furnished to us showed that· substantial amounts were 
being collected under this system. The collection improved from Rs. 17·30 
crores in 1953-54 to Rs. 25·.22 crores in 1958-59. The number of assess
ments also registered an increase from 7,877 in 1953-54 to 11,040 in 1958.ji9. 

5.42. As an improvement on the present system it was suggested that 
a system of self-assessment under which assessees are required to pay 
advance tax on their own alpng with their returns might be introduced 
in the statute. It was also suggested that till such time as was necessary 
for the new system to be accepted and understood as a regular feature 
of the tax system, provisional assessment might also be continued along 
with the system of self-assessment. i 

5.43. We do not favour the introduction of a system of self-assessment 
either as an addition or as an alternative to the existing procedure of 
provisional assessments under the Income-tax Act because we are scep
tical about the advantages that can accrue to the Administration under 
it. Moreover, the experience of countries lik.e U.S.A. with this system 
has not been a happy one as could be seen from the observation of a 
leading authority on the system Qf taxation obtaining in that country 
who said, "In a self-assessed tax, the major administrative problem is to 
secure accurate reporting by the taxpayers. No subsequent audit or 
enforcement means can take the place of a tax paying public filing correct 
returns. The present system with regard to the Federal Income-tax can
not be considered satisfactory; a sample study of the 1948 returns indi
cated that on an average one-fourth of the returns were incorrect".* We 
do not think that it would be .prudent to leave the entire initiative in this 
matter to the assessees. Such a gesture might well add to the existing 
·difficulties of the Department. It would also be difficult for assessees to 
effect exact computations of the taxes. With regard to Section 23B of the 
Income-tax Act itself, we feel that it might not be worthwhile to efie~t 
provisional assessment in every case. Hence we recommend that prom
sional assessments need be made, generally, only in cases whne the 
------------------·---------------------·-----

*TI:e Federal Taxing Process by Roy Blough. 
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income returned is above Rs .. 20,000. We also recommend that such of 
the income as is shown in Section D of Part I of the Income-tax Return 
and claimed to be not taxable should not be included in the provisional 
assessments. The assessing officer should also hold over the tax with 
regard to the foreign income shown by the assessee in the Return to the 
extent to which the double income-tax relief is claimed so that the collec
tion is determined after deducting such amounts to be held in abeyance. 

5.44. While we do not favour introduction of a system of self-assess
ment under the Income-tax Act, we are of opinion that it should be 
introduced under the Wealth-tax and Expenditure-tax Acts. The num
ber of assessees liable under these Acts are comparatively smaller and 
they being assessees in the higher income groups, could be expected to 
be conversant with the requirements of the law and able to discharge 
their obligations to the State, voluntarily. We recommend that the 
Wealth-tax and Expenditure-tax Acts should be amended to provide both 
for a system of provisional assessment on the lines of Section 23B of the 
Income-tax Act, and a system of self-assessment under which assessees 
wuuld pay tax .along with the returns as per their wealth or expenditure 
declared in them. 

FACILITIES FOR PAYMENT OF TAXES 

5.45. A grievance brought to our notice by many witnesses was that 
the assessing officers did not grant sufficient time for payme:c.t of taxes 
end often notices of demand mentioned only very short periods of time. 
In our view, this should be avoided. We, therefore, recommend that in all 
cases a month's time from the date of the service of the notice should be 
given for payment of taxes. But in a case where the assessing officer· 
is satisfied that during the period the assessee is likely to alienate his 
assets with a view to defrauding the Government, he may, with the 
previous approval of the Commissioner of Income-tax, reduce such period 
to what he considers to be proper. 

5.46. There appea~·~ t9 e.xist· genuine difficulties experienced by 
assessees in effecting payments of taxes due to lack of facilittes for their 
collection at the Income-tax offices. We recommend that arrangements 
should be made in the tax offices for making payments and cash-counters 
should be opened in all the important places for this purpose. We also 
auggest- that the possibility of opening Government accounts or accounts 
of the Reserve Bank with the Scheduled Banks into which the tax could 
be paid should be explored. In our opinion, cheques drawn on all Sche
duled Banks should be accepted towards payment of taxes. We also sug
gest that the Reserve Bank or State Bank may be approached to open 
branch offices in the premises of Income-tax offices. In our view, the 
assessees in the small income group should be given the additional facility 
of remitting the due amount of tax by money orders and for this a special 
type of money order form as now exists in certain States for .payments 
of land revenue should be introduced. · 

REBATES AND DISCOUNTS 
5.47. Introduction of a system of rebates and discounts was suggested 

- to us as a means for encouraging prompt payment of tax and thus check
ing the growth of arrears of tax. It was argued that under such a system, 
as the amount of tax payable by the assessees will be reduced, it would 
provide an inducement to them to pay taxes promptly. At present, a 
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system of rebates exists under the Gift-tax Act. Under Section 18 of the 
Act, a rebate is granted in respect of advance payment of tax if the tax-: 
able gift amounted to not less than Rs. 10,000 and the payment of tax 
is made within I5 days of making of the gift. The assessee is credited 
in final assessment with an amount equal to the amount of tax paid by 
him plus 10 per cent thereon. We, however, feel that the extension of 
this principle to the other direct taxes Acts, especially the Income-tax Act 
where a major portion of the total collections is being effected now through 
Sections 18, 18A and 23B, will result in a substantial loss to the State. 
We consider that it is the duty of every citizen to pay the taxes due to 
the State by the due dates and it is not necessary to provide any incentiv-e 
in this regard. We feel that a system of rebate might amount to discri-: 
mination amongst the various assessees; for example, such a provision 
under the Income-tax Act would mean a discrimination in favour of 
assessees having income on which taxes are not deducted at source com
pared to those who deriv-e income from salaries or securities or dividends.· 
There will also be the complications regarding the calculation of the 
rebate. In any case, unless the rate of rebate itself is substantial it is 
not likely to prove attractive to assessees to effect prompt payment. · In 
our view, the same objective is achieved by the non-charging of interest. 
in the cases of those who effect payments in time and charging interest 
from those who delay pa'yments. Apart from these considerations, we 
are convinced that the problem of arrears essentially is constituted by 
non-payment of tax by assessees who are habitual defaulters and who 
cannot be influenced by any such inducement. We, therefore, do not 
favour the introduction of a system of rebates and discounts under the. 
other'direct taxes Acts. ' I 

5.48. With regard to the system of rebates obtaining under the Gift~· 
tax Act itself, it was represented to us that certain difficulties were being 
experienced in the actual working of the system of rebates. It was stated 
that as the provision stands at present, the amount of advance Gift-tax: 
required to be paid by an assessee would, in some cases, be more than the 
amount of Gift-tax that would become payable ultL'llately on final assess
ment. In our opinion, this situation shquld qe remedied. we suggest 
that Section 18 (3) of the Gift-tax Act should ibe S0-7p.odified as to provide 
that the amount of tax to be paid under sub-section (1) of Section 18 
of the Gift-tax Act should be the tax that would have been payable under 
tht> Schedule had all gifts made during the previous year, including the 
gifts under consideration, been assessed to gift-tax at the rates given in 
the Schedule. I - I 

INTEREST AND PENALTY IN CASES OF DEFAULT 

5.49. In case of default in the payment of tax, Section 46 (1) . of the 
Income-tax Act, which has been in terms incorporated in the other direct 
taxes Acts, permits the levy of penalties not exceeding the amount of 
rlefault. We are surprised to note that although arrears of taxes have 
been mounting, the powers under these sections have not been used in 
vast majority of cases. Statistics furnished to us showed that out of the 
total arrears during an year, the amount in respect of which penalty 
had been levied was negligiblf;l. Thus, while total arrears during 
1958-59 stood at Rs. 271·60 crores, the amount in respect of which 
penalty had been levied was only Rs. 1· 81 crores. It was also noticed 
that no action at all had been taken in respect of Rs. 43·33 crores of taxes 
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which had become due for collection by the 31st March 1959. While we. 
can understand the disinclination on the part of the Department to levy 
penalty in cases of chronic default as such a procedure would only help 
in swelling further the amounts in arrears, we are ·unable to appreciate 
large sums of taxes due to the Government being left unattended to. 
We have, in the earlier paragraphs of this Chapter, already commented 
that by such inaction on the part of the Department, the chances of 
recovery recede and that in any case Government is being put to the 
loss of at least the amount of interest on the sums for the period for 
which the delay in payment occurs. The same result obtains in instances 
where the Department allows the assessees to pay the taxes in instal
ments. While we agree that requests for instalments should be sympa
thetically considered, we fuel that proper arrangement should be made 
to make good the loss to the Government on this account. With a view 
to discouraging the assessees from making requests for instalments and 
also providing against• the loss of interest which the Government would 
be put to by granting instalments or through any inaction on the par• 
of the Department, we feel that the taxing statutes should be amended 
to provide for an automatic accrual of interest for the period of default. 

5.50. We find that both in U.K. and in U.S.A., there are statutory 
provisions for an automatic accrual of interest to cover defaults in tax 
payments. In U.S.A., interest at six per cent accrues automatically from 
the due dates to the dates of actual · payment. The addition of such 
interest is mandatory. In U.K., the provisions apply only where the 
default is in respect of taxes payable on Schedule D assessments relating 
to income from a trade, profes.~ion or vocation and .also in respect of 
surtaxes. In India, except under sub-sections (6), (7) and (8) of Section 
18A of the Income-tax Act, 1922, the .direct taxes Acts do not contain 
any provision for the charging of interest on the amount of tax due when 
the payment is delayed; We were informed that since 1952, under execu
tive instructions, Income-tax Officers had been required to secure agree
ment from assessees to pay interest at three per cent on amounts allowed 
to be paid after the due dates as a condition for the granting of instal
ments and that ordinarily such interest was calculated for the period 
from the ~ue dates to the dates of actual payments. 

5.51. We are of the opinion that the present systemof a mere insist
ence on assessees agreeing to pay a penalty in the form ·of interest as a 
prior condition for grant of instalments or postponement of recovery is 
not satisfactory. Moreover, in the -absence of a statutory provision 
governing the levy of interest, if an assessee, who initially agreed to pay 
interest and was granted instalments, defaulted subsequently, the Income
tax Officers have no powers to proceed against them for the recovery of 
interest agreed upon. : i 

-
5.52. The Law Commission has recommended an amendment to Section 

46 (1) of the Income-tax Act to allow for an automatic accrual of interest 
at ten per cent on defaults beyond a period of three-months from the due 
date. It has, however, suggested it as an alternative to the levying of 
penalty. We do not agree with this view. We are of the opinion that 
provisions should exist sanctioning the charging of interest as well as
the levying of penalty .. Each fs meant to serve a different purpose. We 
regard the charging of interest as a preventive measure inasmuch as it 
would discourage taxpayers from delaying payment of taxes on due dates, 
while penalty constitutes a punitive measure. There is nothing illogical 
or contradictory in having both the provisions side by side. At present, 
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~ectio~ !SA of the Inco~e-tax Act contains provisions for both the charg
mg of mterest and levymg of penalty. As we do not favour the provision 
of an automatic accrual of interest as an alternative to penalty, we feel 
that the rate of interest should be only six per cent. which is also the 
figure mentioned under Section 18A of the Income-tax Act. We, there· 
fore, recommend that without prejudice to the provisions of Section 46 (1) 
of the Income-tax Act and the corresponding sections of the other direct 
taxes Acts, the Acts should be amended to allow for automatic accrual 
of interest at six per cent when taxes are not paid on the due dates. The 
statutes should be so amended to make clear that the interest would 
accrue without their being any requirement for issue of an order by the 
assessing officers. We would, however, add that normally in a case where 
time is granted to an assessee for paying the taxes in instalments, such 
interest would accrue but where the assessee fails to pay the instalments 
()n due dates or otherwise defaults, penalty under Section 46(1) of the 
Income-tax Act and the corresponding sections of the other direct taxes 
Acts may also be levied in appropriate cases at the discretion of the 
assessing' authorities. 1 

LIEN IN FAVOUR OF REVENUE 

5.53. As a means of safeguarding the interests of revenue against 
losses resulting from alienation of income and assets before assessments 
are made or taxes collected, a suggestion was made that we might consider 
whether, statutorily, a provision sl:ould be made to grant Revenue· an 
overriding claim on the income and assets of an assessee over all the 
unsecured creditors and that such priority should accure from the first 
day of the assessment year or from the last day of the relevant previous 
year, before assessments are framed and notices of demand served on the 
assessees. 

5.54. Our attention was drawn to Section 30 of the Gift-tax Act and 
Section 74 of the Estate Duty Act, which grant priority to Revenue for 
recovery of gift-tax and estate duty eve~ over secured creditors by 
making the taxes a first cl:arge on any rmmovable property g:fted or 
passed on death. Bonafi~e transfers of properties for valuable considera
tions are made an exception under both the Acts. We are of the opinion 
that these provisions are not capable of a general extension .to apPly to 
Income-tax as· well. The circumstances governing levy of income-tax 
differ widely from those governing levy of gift-tax or estate duty. The 
inconvenience to th~ large ~uml;ler. of assessees which is likely to be 
(!aused by an extension of this prmc1ple to the Income-tax Act is far too 
great and this deters us from recommending an extension of the principle 
to it. 

5.55. Under .the present law, the State enjoys a priority over an 
assessee's unsecured creditors for realisation of its dues from out of the 
property of the assessee. Even though the period for which such rights 
accrue to the State differs according to the circumstances, the right 
itself becomes effective only after the amounts are determined to be due 
from assessees. We do not think that the Government•sl:ould be granted 
an unrestricted lien over the assets bf assessees. Such a procedure will 
amount' to interference with the normal working of the Commercial 
activity. We do not think that such a drastic measure which will interfere 
with the normal conduct of commercial transactions should be brought 
into existence merely for facilitating collection of taxes. Tl:ere is no 
reason why the rights of unsecured creditors should be jeopardised and 
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!~lade subject to claims arising from assessments which may be com
pleted at any time. A lien can be justified only with regard to a known 
and determined liability. We do not, therefore, favour the granting oj 
an unrestricted lien without any time limit in favour of Revenue over 
the assets of an assessee. 

5.56. While we do not favour any modification of the present system 
of assessment with reference to the income, wealth, gift etc. of a previous 
year, we do feel that a case exists for providing the Department with 

. sufficient powers to deal with situations where it comes to know that 
assets or income are being alienated ·by an assessee thereby jeopardising 
col~ection of taxes unless timely action is taken. The principle of making 
an assessment on the income of the assessment year itself is already 
available under Section 24A of the Income-tax Act. With a view to safe
guarding the interest of the State, we recommend that when the Comis
sioner of Income-tax is satisfied at any time that an assessee is trying to 
alienate his assets to defraud the State of its revenue, he may direct the 
Income-tax Officer to immediately assess the total income of the assessee 
from the expiry of the last previous year to any such date as well as for 
the years not assessed, on the lines of Section 24A(l) of the Income-tax 
Act. The procedure of assessment and the period of notice will be tl:e 
same as given under Section 24A(2) of the Act. If the Commissioner has · 
reason to believe that the assessee would, during the period of notice, 
transfer his assets, he should inform the · registration authorities and 
take such legal steps as may be necessary to prevent the transfer. 

RECOVERY FROM COMPANIES AND SHAREHOLDERS 

5.57. Next, we turn our attention to the problems involved in effect
ing recoveries from companies in liquidation. . The general powers of 

Compan:es in 
liquidation 

recovery under the Income-tax Act are limited to a 
great extent where the recoveries relate to amounts 
due from a company in liquidation. This situation 

arises as a result of two factors viz., (i) the distinct status of a legal person 
enjoyed by a company on its registration under the Indian Companies 
Act and its existence in law as an entity separate from the shareholders 
constituting it, and (ii) the provisions in the Companies Act which govern 
the distribution of the assets of a company on liquidation, 

5.58. Under Section 530(1) (a) of the Indian Companies Act only 
revenue, taxes, ces-ses and rates due from the company to the Central or a 
State Government or to a local authority at the relevant date defined in 
clause (c) of sub-Section (8)*, and having become due and payable within 
the twelve months next before that date, have priority over all other debts 
in the case of winding up of a company. This provision along with the 
decision given by the Federal Court in the case of Shiromani Sugar Mills 
Ltd.**, where it was held that if the demand for a period of twelve months 
preceding the date of liquidation was made subsequent to such date, the 

• "(c) the expression c in the relevant date, means- _ 
(!) in the case of a company ordered to be wound up compulsorily, the date of the appoint

ment (or first appointment) of a provisional liquidator, or if no such appointment was 
made, the date of the winding up order, unless in either case the company had com
menced to be wound up voluntarily before that date ; and 

(ii) in any case where sub-clause (i) does not apply, the date of the passing C!f there
solution for the voluntary winding up of the company." 

** 14 I.T.R. (1946) page 248 
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· State cannot have any preferential claim over the assets of the company 
· as on the date of the winding up no taxes had become due to the State, 
·restrict unduly the rights of Revenue to collect taxes due from companie~: 
in liquidation. 

5.59. The Income-tax Investigation Commission had suggested the 
Indian Companies Act should be amended to allow preferential payment 

of taxes relating to one year's assessment if assessed 
Priority of claims · for a period prior to the winding up, notwithstanding 

that the assessment was not made until after the 
· winding up.· This had· been endorsed by the Taxation Enquiry Commis• 

1!ion. 

5.60. A certain amount of delay is inherent in the nature of Income-tax 
proceedings. It is not possible to anticipate a company going into liquida
tion and complete assessments expeditiously in the case and raise the 
demand before the date of winding up or liquidation of the company. In 
ariy case, even with the utmost expedition, the assessment on the profits 

· made during the period immediately before the winding up cannot possibly 
be made until the succeeding financial year. In such circumstances, we 
consider that the suggestion made by the Income-tax Investigation Com
mission appears- to be the minimum necessary to meet. the requirements 

· of the case and, therefore; we recommend that Section 530 of the Com
·panies Act should be modified to the extent of allowing preferential pay
ment of one year's assessment if assessed for a period prior to the wind
ing up notwithstanding that the assessment was made subsequent to the 
-winding up. i I 

· A practical difficulty in giving effect to a provision granting priority 
.of claim without any time limit was pointed out to be that it would 
jeopardise the interests of a large number of creditors. It was stated that 
the creditors would have lent monies according to the circumstances 
prevailing at the time the loans were advanced and if unforeseen demands 
from the Department were to come subsequently without any time-limit 
.and rank as preferential cl~ms, they stood to lose heavily. It was stressed 

. that such a procedure would make it extremely difficult for companies 
to raise sufficient finance. · 

5.61. We agree that a provision granting preferential claims to the tax 
demands without time limit might deter the inflow of working capital 
:from unsecured creditors and is, therefore, an impedi.ril.ent to the growth 
of corporate enterprise. However, the fact that the absence of such a 
priority in favour of Revenue is being taken advanta~e of by some com
panies to avoid payment of tax cannot be denied. Statistics show that 
taxes due from companies in liquidation has continuously been on the 
increase. While they stood at Rs. 2·64 crores in 1953-54, by 1958-59, they 
had increased toRs. 7·18 crores-an increase of nearly 300 per cent.within 
a period of six years .. A major portion of these arrears are known io be 
taxes due from private limited companies. It was brought to our notice 
that there had been instances where private limited companies, which had 
made good profits were voluntarily woun'd up before the Income-tax 
authorities were in a position to make assessments. Therefore, we feel 
that a method which would protect the interest of revenue and at the 
same .tim~, ·not act as an obstacle to the growth of genuine c~rporate 
crgamsatmns has to be evolved. Taking these circumstan~es into consi
deration, we feel that a different treatment for companies in which the 
public are not substantially interested would be justified. We, therefore, 
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Tecommend that· the statute should be amended to secure that the priority 
for the recovery of tax in the case of companies in which the public are 
not substantially interested within the meaning of Section 23A of the 
Income-tax Act obtains without any time-limit. 

5.62. The need for timely intimation regarding the commencement and 
-completion of ·liquidation proceedings in the case of a company is great. 

. Generally, the Income-tax authorities are hardly 
Intimation regarding aware of the winding up proceedings and by the time 

liquidation they gain the information and complete the assess-
ment, the assets of the company might have been distributed with the 
remlt that taxes become irrecoverable. It was pointed out that in certain 
instances the assets of a company have b.een hastily distributed and the 
!~arne of the company got struck off frop1 the register by the Registrar of 
Companies. To get such a company restored to the register requires 
costly and prolonged litigation. Under such circumstances, placing 
~:pecific obligations on the liquidator to intimate the fact of his appoint
mt.nt and also insist on his securing a tax clearance certificate before the 
~~~·•ets of a company are distributed or compel him to set apart assets of 
tbe value equal to the tax that may be due or may become due, as may 
be intimated by the Income-tax Officer, appear to be necessary. The 

·Income-tax Investigation Commission had recommended that a· legal 
obligation should be plaozd on the liquidator to give notice to the Income
tax authorities within a specified period after his appointment and, on 
hearing from the Income-tax authorities to set aside sufficient assets 
!owards the tax due. Provisions along these lines were attempted to be 
mtroduced by Clause 25B of the Income-tax (Amendment) Bill, 1951. 

5.63. We find that in U.S.A., information of a contemplated dissolution 
or liquidation is to be intimated to the Commissioner. Every Corporation 
is required to render within 30 days after it adopts a resolution or a plan 
for its dissolution or for the liquidation of the whole or any part of its 
capital stock, to the Commissioner a correct return, verified under oath 
setting forth the terms of the resolution or plan and other information 
which may be required by the Commiss!Qner under prescribed regula
tions*. 

5.64. We recommend that similar p1·ovisions should be introduced in 
the Indian Companies Act. If necessary, the taxing statutes should also 
be suitably amended. We would also point out that once such intimation 
is· received prompt completion of assessments is very important. The 
beneficial effects of the suggested changes will be vitiated and would 

·result in unnecessarily prolonging liquidation proceedings if there is any 
delay in the cgmpletion of assessments and presentation of cla1ms by the 
Income-tax authorities after they receive intimation of liquidation 
proceedings. 

5.65. The Taxation Enquiry Commission had recommended that statu
torily it should be provided that the Registrar of Companies should not 

* Section 148 of the Internal Revenue Code, 1952. 
"(d) CONTEMPLATED DISSOLUTION OR LIQUIDATION.-Every corpo

ration shall, within thirty days after the adoption by the corporation of a resolution 
or plan for the dissolution of the corporation or for the liquidation of the whole or any 
part of its capital stock, renCer a correct return to the Commissioner, verified under · 
oath, setting forth tho terms of such resolution or plan and such othet information 
as the Commi .. ioner shall, with the approval of the Secretary , by regulations 
prescribe.» 
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strike off a company from the register of companies without a tax clear
ance certificate from the Income-tax Officer. We endorse this recom
mendation. It should be ensured that the IncomE!!-tax Officers grant the 
<:ertificateG after completing all pending assessment proceedings in taking 
necessary recovery action within a period of six months of the receipt of 
a notice from the Registrar. 

5.66. Whether Revenue should have a right ·to recover taxes from 
sharenolders of a private limited company by holding them liabJe, jointly 

and severally, for the taxes due from the company 
Liability of share- was another question considered by us. An attempt 

ho.ders had been made in 1949 to amend Section 44 of the 
Income-tax Act by the Income-tax (Amendment) Bill, 1949 to fix personal 
liabilily on the shareholders. 

5.67. The Taxation Enquiry Commi5sion had felt that, subject to ade
quate safeguards it would be proper to accord a different treafment to 
private limited companies in this regard. It suggested that the tax due 
from a company, in which the public were not substantially interested 
within the meaning of Section 23A of the Income-tax Act, should be 
recovered from its shareholders but only in instances where the company 
had gone into liquidation. Even in such circumstances, it suggested thai 
recovery should be effected from the shareholders only if the Commis
sioner of Income-tax was personally satisfied that the liquidation had been · 
1mdertaken with a view to avoiding payment of tax. 

5.68. The procedure of fixing liability on shareholders was opposed on 
the following grounds: · · 

(i) it militates against the principle of limited liability; 

(ii) 

(iii) 

it is difficult to justify a procedure of collection for private limit
ed companies distinct from that for public limited companies; 

and 

such powers may be made use of by the Department f0r effect
ing recoveries even in cases where due to no fault of the 
company or its management the company's resources prove 
to be insufficient to meet its liabilities. 

5.69. While .we do not deny the force of these arguments, we are satis
fied that the sanctity of limited liability is being increasingly made use 
of for the purpose of avoiding payment of the legitimate dues to the State 
by private limited companies. Hence, there,does appear to be a case for 
metting out a different treatment to them after providing sufficient safe
guards against the indiscriminate and injudicious application of the provi
sion. We therefore, recommend that in the case of companies in which 
the public are not substantially interested within the meaning of Sec
tion 23A of the Income-tax, the liability for the direct taxes should first 
fall on the assets of company, then on the directors of the company and 
lastly on the shareholders in proportion to their holdings. In cases where 
the registered owners of the shares are different from the beneficial 
owners, the proportion of the liability to tax should be determined in 
accordance with the number of shares held by a person beneficially with
out confining it to shares actually registered in his name. 
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5.70. It was brought to our notice that considerable difficulty was being 
experi11nced Jn selling-shares of private limited companies while effecting 
, . . recoveries from defaulting .directors or shareholders. 

Sale of shares It was stated that though such shares were intrinsical-
, attached ly valuable, none came forward to purchase. them 

, as the intending purchasers were not sure that they 
would be registered as shareholders. In order to obviate this difficulty, 
we recommend that it should ·be statutorily provided that if the existing 
shareholders or directors do not come forward to purchase these shares 
on the basis of the fa.ir value determined according to the provisiO'Il.S of 
the Wealth-tax •Act, t/te Department shall have the right to sell the shares 
by auction and the.purchasers shall be registered as shareholders of the 
company, notwithstanding any provision to the contrary contained in the 
Memorandum and Articles of Association of the company. 

RECOVERY FRqM FIRMS _AND PARTNERS 

5. 71. Recovery· of tax from the partners of firms registered under the 
Income-tax Act seems to constitute certain difficulties.- At present, a firm 
registered. under Section 26A of the Income-tax· Act or deemed to be 
registered ·under the provisions of Section 23(5) (b) of • the Act is not 
liable to· pay any tax. However, if the income of such a firm exceeds 
Rs. 40,000, it is subjected to a' special levy of Income-tax in addition to 
the tax payable by the partners of the firm in whose hands income falling 
to their share are taxed ·along with their other items of income, if any. 

:For the amount of speCial t-ax paid by the firm, ;the partners are granted 
abatement in their assessments, at their personal rates of taxation, on that 
part of the tax falling to them according to the profit sharing proportion. 
In the case of an unregistered firm, the firm itself is treated as a taxable 
·entity and .taxed on its total income. In effect, this means that the part
ners of an unregistered firm are jointly and severally liable for the tax 
levied on its total income. As against this, such a liability on a registered 
firm exists only with regard to the special tax levied on it when its income 
.l!xceeds Rs. 40,000. In addition to this, there are certain specific· instances 
enumerated under the Income-tax Act where the registered firm is held 
responsible for the taxes due from partners. Thus, the firm is responsible 
for the tax· due from partners who are non-residents or residents in Pakis
tan. Even in such instances, the liability on the firm is restricted to the 
taxes due on the profits falling to the shares of the partners and the firm 

'iS not responsible for tax ,in respect of other items of income of the part-
ners. · i · 

5.72. In our view, the difficulty arises from the distinction which exists 
between unregistered and registered firms in the matter of recovery in 
that while all the properties of the unregistered firm could be proceeded 
against .and the partners are jointly and severally liable for the tax levied 
on the profits of the firm, in the case of a regi~tered firm, for the tax levied 
o~ the profits of the firm assessed in the hands of .partners, liability on the 
properties of the firm is limited to the extent of the interests of a default
ing partner in the property of the firm. In ·our opinion, this difference 
is clearly unwarranted and suitable modification in the statute should, 

· therefore,-be made to make the position clear that in the matter of recovery 
of taxes due on the profits from the registered firm, the position should 
not be different from what obtains in the case of unregistered firms. Such 
a change in the provisions would. entail no. additional hardship at all as 
regards the burden of ta;x:, because the provision relating to the assess
ment of profi~s .in the hands of. individual partners would remain un
affected by _it .. It must be remembered in this context that the concept o~ 
410 C.B.R. 
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. a 'tegistered firm' is .'a creation of the Income-tax Act and. that r!!gistra
. tion under the Act. is a concession granted inasmuch as the· total income. 

instead of being considered as that. of a sing~e unit gets taxed in the hands 
of :the different partners at their ·personal rates of taxation. . We·. t/!,er.e
fore, recommend that suitable amendments in the Income-tax Act should. 
be' made to secure that all the.assets of the firm·are liable to be proceeded 
'against for realising tax due from the defaulting partner of a registered 

. firm in so far as the demand relates to his share of income from the firm. 
The other partners. who meet such liability on behalf of the defaulting· 
partner should .have a right of reimbursement from him for payments 
made on his behalf froni the assets of the fum belonging to them. How
ever, full efforts should first be made to recover the dues from the default

'ing partner himself and only after· such effort's have proved fruitless 
should resort to re~:overy from the assets of the fum, be made. As for the · 
tax due on the other items of the defaulting partner, only his interest in 
the property of the firm should be liable for attachmEtiJ.t. If th,:!reare 
arrears due from both the registered firm as well as a partner and the 
assets of t'he firm are attached, the amount realised should be utilised first 
for meeting the tax due from the firm. This would be iri accordance with 
the. provisions· of Section ~9' o;f the Partnership Act: 

' 
RECOVERY FROM TRANSFERRED ASSETS 

· 5.73. Our attention 'was drawn to the difficulties in respect of recovery 
in instances where the income arising to a person from an asset transfer-· 
red was included in the total income of .the transferor for assessment pur
poses. Such a situation could arise from two distinct sets of circumstan
ces, viz., as a result of the deeming provisions of the Income-tax Act· like 
Sections 16(1) (c) .. and 16(3), and also as the result of a finding by the 
assessing authorities that the person Vl[ho is shewn as the legal owner is 
only a benamidar and that the real owner is some other person. When 
assessments are completed under SU:$!h circumstances, the question arises 
whether the taxes· due as a result- of assessments could be recovered by 
proceedings against the particular asset standing in the name of the trans
feree. Hence the question a,rises whether.. any specific provision sho~ld 
be introduced in the Act to cover such cases. . - . - . 

. 5-74. The adoption of such a procedure was opposed· qn many grotinds.' 
FirEtly, it was felt that-there was no logic for treating the income of one 
as the income of another and where the transfer was not real or was only 
a camouflage, the law granted sufficient powers to the ·authorities to plrr
sue the transferee as a benamidar of the real owner. Secondly, it was 
pointed out that income-tax was a personal liability and was not a liability 
on the property . assessed and hence the demand should be enforced 
against ·the person assessed. Thirdly, there was a view that it would 
create complications of a legal nature with regard to the· determination 
of the real ownership of the properties. Fourthly, it was suggested that 

. it would entail hardship in . a case where the Department might ha,ve 
wrongly treated the property of one person as belonging to another. . 

. \ . . 

5.75. The Income-tax Investigation Commission had pointed out that 
if the transfer was to be ignored for the assessment of the income,. it 
would Qe logical to alSo. do so for .the purpose of the recovery of taxes so . 
assessed. Ho'!l'ev~r,, it stated that such a procedure might indirectly 
affect the title or interest of the transferee and may, in·the event of ·sub
sequent ·disputes betwe.en the transferor and the transfe,ree, placa in· the 
bands of the former the power to put the latter to harm or · trouble; 
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Heiace, it wa~ not prepared to recommend that when the income from 
tr,ansferred property' was. assessed as the income of the transferor the 
tax thus assessed should be recoverable from the property so transferred. 
"To obviate any such difficulty in the. matter of collections resulting from 
the application of sub-sections (1) (c) and '(3) of Section 16 of the Incom~ 
tax Act, it .thought that it might be legitimate to provide _that if the· tal!: 

-in respect of the· income of wife or minor child could not be recovered; 
the income might be independently taxed as that of the transferees and 
that the tax· so fixed might be recovered from their property including 
the transferred property . . . . . . . -

5-76. As regards the demand arising from assessments made accord~ng 
to the deeming provisions of the Income-tax Act, the. Taxation Enquiry 
Commission recommended that law should be suitably' 'amended to pro

. vide for the assessments made on the person concerned being split up in 
proportion to the income personally belonging to him and that attribu~ 
table to the assets held by the wife and the children and a demand should 
be -raised separately on each one of them. However, where the income 
from property held by a ·benamidar is included in the assesement of the 
real owner, ·it felt that it would be justifiable to proceed· against such 

· property for recovery of taxes. due from the real owner, 
, . ' . . 

5.77. We have ~xamip.ed the question carefully and also considered the 
specific powers sought to be given to the taxing authorities in this regai:d 
under Clause 45A of the Income-tax (Amendment) Bill, 1951 as also the 
provisions of Section 33 of the Wealth-tax Act which cover the conting
-ency of default by the person in whose hands wealth is deemed to be 
taxable by providing recovery of the. portion of tax attributable to the 
transferred assets from the transferee. We feel that there is a .need for 
a specific provision enabling the Income-tax authorities to proceed with 
recovery of taxes arising from assessments on the income arising from 
assets either under the deeming provisions of the Act or as a result. of a 
finding by them that the legal owner of the asset is only a benamidar of 
.:another person. The pu~;pose of the assessment is completely vitiated if 
the t'ax due as a result .of such assessment cannot be recovered and we 
·feel that the transferred asset should not gain any immunity from the 
rec<iverv proceedings under the Income-tax Act. We, therefore, recom
mend that where it was not possibJe to recover taxes from the' assessee 
in respect. of the .incomes !lggregated· und.er Sec~ions 16(1)( c) and 16(3) of 
the Income-tax .Act, the Department shoulci. have the tight ·to proceed 
against. the. legal owner of. the .ass~ts. ~n respect. of the share of tax pay-

. able on ·account' of the inclusion of the proportionate income "from such . 
assets: However, in a case where the assessment has resulted jrom 4 
finding ·Of fact that the transfer was q. mere benami transaction effected 
with an .intent to evade tax,' no such restrictio~s are necessary. In such 
cases, after the iJ.SSes.sment has become final i.e. after the ownership of 
the property has. been finally decided in the assesement proceedings, the 
assessing. officers should Proceed against the property held ben ami for 
realising taxes due from the real owner. The ril:(ht of the aggrieved party. 
to proceed in a.'Civil Court by :filing Ia suit under the Code of Civil Pro
c~dure sl).all not,. in any .way, be adversely affected by this procedure, 
<l}.lfi-~b,e -,fi.ll;dil:\!(s o.f, the Court, shal). -b~ ,bin..dip~ J>n, the -Depar:tment as well-

. . / ... , .. . . -. 
SECTION 46(5A) OF THE INCOME TAX ACT 

. ··5.~8. It ~as.brought to our notice that Section 46(5A) of the Income-:· 
tax Act, as it was worded, failed in certain. respects to achieve the objeot 
for which it, '":as h~troduced and should, therefore, be suit~bly modified. 
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a 'tegistered firm' is .a creation of the Income-tax Act an·d. that r~gistra-
. tion under the Act- is a concession granted inasmuch as the· total income. 

instead of being considered as that. of a single unit gets taxed in the hands 
of _.the different partners at their ·personal 'rates of taxation. . We·. t/'!,er:e~ 
fore, recommend that suitable amendments in the Income-tax Act should 
be· made to secure that all the llssets of the firm ·q.re liable to be proceeded· 
'against for realising tax due from the defaulting partner of a registered 
firm in so far as the demand relates to his share of income from the firm. 
The other partners who meet such liability on behalf of the defaulting· 
partner should .have a right of reimbursement from him for payments 
made on his behalf froni the assets of the firm belonging to them. How-. 
ever, full efforts should first be made to recover the dues from the default

'ing partner himself and only after· such effort's have proved fruitless 
should resort to re9overy from the assets of the firm, be made. As for the· 
tax due on the other items of the defaulting partner, only his interest in 
the property of the firm should be liable for attachrnEfit. If thj'!re are 
arrears due from both the registered firm as well as a partner and the 
assets of the firm are attached, the amount realised should be utilised first 
fo.r meeting the tax due from the firm. This would be iri accordance with 
the_ provisions· of Section ~9 ·of the Partnership Act: 

' . 

RECOVERY FROM ~RANSFERRED ASSETS 

· 5.73. Our attention 'was drawn to the difficulties in respect of recovery 
in instances where the income arising to a person from an asset transfer
red was included in the total income of _the transferor for assessment pur
poses. Such a situation could arise from two distinct sets of circumstan
ces, viz., as a result of the deeming provisions of the Income-tax Act' like 
Sections 16(1) (c) .and 16(3), and also as the result of a finding by the 
assessing authorities that the person VllhO is shown as the legal owner is 
only a benamidar and that the real owner is some other person. When 
assessments are completed under su:Ch circumstances, the question arises 
whether the taxes· due as a result- of assessments could be recovered by 
proceedings against the particular asset standing in the name of the trans
feree. Hence the question a,rises whether.. any specific provision should 
"!;le introduced in the Act to cover such cases. . · 

. 5.74. The adoption of such a procedure was opposed· qn many grotinds.' 
Fir~tly, it was felt that·there was no logic for treating the income of one 
as the income of another and where the transfer was not real or was only 
a camouflage, the law granted sufficient powers 'to the ·authorities to pur
sue the transferee as a benamidar of the real owner. Secondly, it was 
pointed out that income-tax was a personal liability and was not a liability 
ori the property assessed and hence the demand should be enforced 
against ·the person assessed. Thirdly, there was a view that it would 
create complications of a legal nature with regard to the-determination 
of the real ownership of the properties. Fourthly, it was suggested that 

. it would entail hardship in :a case where the Department might ha,ve 
wrongly treated the property of one person as belonging to another. . 

. \ . 

.. 5.75. The Income-tax Investigation Commission had pointed out that 
if the transfer was to be ignored for the assessment of the income, it 
would be logical to also. do so for .the purpose of the recovery of taxes so. 
assessed. Ho~ev~r, it stated that such a procedure might indirectly 
affect the title or interest of the transferee and may, in·the event of ·sub
se,q'uent ·disputes betwee;n the transferor and the transfe;ree, plaoa in· the 
hands of the former the powE!r to ·put the latter to harm or · trouble. 
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Hence, it was not prepared to recommend that when the income from 
tr;msfened property· was. assessed as the income of the transferor the 
tax thus assessed should be recoverable from the property so transferred. 
'To obviate any such difficulty in the matter of collections resulting from 
the application of sub-sections (1) (c) and '(3) of Section 16 of the Income,' 
tax Act, it .thought that it might be legitimate to provide .that if the tax 

-in respect of the income of wife or minor child could not be recovered, 
the income might be independently taxed as that of the transferees and 
that the tax so fixed might be recovered from their property iJ1cluding 
the _tran_sferred property. 

' 5.76. As regards the dema~d arising from assessments ma~e accord~ng 
to the deeming provisions of the Income-tax Act, the. Taxabon Enqu1ry 
Commission recommended that law should be suitably' 'amended to pro

. vide for the assessments made on the person concerned being split up in 
proportion to the income personally belonging to him and that attribu~ 
table to the assets held by the wife and the children and a demand should 
be raised separately on each one of them. However, where the income 
from property held by a ·benamidar is included in the assesement of ·the 
real owner, ·it felt that it would be justifiable to proceed against such 
property f_or recovery of taxe~. due from the reai owner . 

. 
5.77. We have ~xami;ned the question carefully and also considered the 

specific powers sought to be given to the taxing authorities in this regard 
und~r Clause 45A of the Incomectax (Amendment) Bill, 1951 as also the 
provisions of Section 33 of the Wealth-tax Act which cover the conting
ency of default by the person in whose hands wealth is deemed to be 
taxable by providing recovery of the. portion of tax attributable to the 
transferred assets from the transferee. We feel that there is a .need for 
a specific provision enabling the Income-tax authorities to proceed with 
recovery of taxes arising from assessments on the income arising from 
assets either under the deeming provisions of the Act or as a result. of a 
finding by them that the legal owner of the asset is only a benamidar of 
'~mot~er person. The pUJ;pose of the assessment is completely vitiated if 
the tax due as a result .of such assessment cannot be recovered and we 

··feel that the transferred asset should not gain any immunity from the 
recoverv proceedings under the Income-tax Act. We, therefore, recom
mend that where it· was not possible to recover taxes from the' assessee 
in respect. of the .incomes aggregated' under Sec.tions 16(1)(c) and 16(3) of 
the Income-tax .Act, the Department should. have the right to proceed 
against. the. legal owner .of the .assets. ~n respect of the share of tax pay-

. able on ·account' of the inclusion of the proportionate income ·from such . 
. assets: However, in a case where the assessment has resulted from s 
finding .of fact that the transfer was a mere benami transaction effected 
-with an .intent to evade tax; no such 'restrictio~s are necessary. In such 
cases, after the 11sses::;ment has become final i.e. after the ownership of 
the property has been finally decided in the assesement proceedings, the 
assessing officers should Proceed against the property held benamf for 
realising taxes due from the real owner. The i-ight of the aggrieved party. 
to proceed in a.'Civil Court by filing /a suit under the Code of Civil Pro
c~dure .s}).all not,. in any ,way, be adversely affected by this procedure, 
at?-.• P. -~b,e·,~n,di~s pf, the Coup;, sl;l.a1l-b!1 ,bi-n.,qi!l~ .Pn, the -Pepar:tment as well-

. I • • " ' ' -' 
SECTION: 46(5A) OF THE INCOIVIE TAX ACT 

•. 

. ··5.~8. It w~s brought to our notice that Section 46(5A) of the Income-:· 
tax Act. as it was worded, failed in certain. respects to achieve the objeot 
for which it. w;as in,troduced and should, therefore, be suit~bly modified. 



126 

. 'l'he Section was introduced iii '1948, as a result ~f the recommendations. 
of the Income-tax Investigation Commission. It authorises an Income
~x Officer to- issue notice to a person who owes any sums of money or
is likely to owe any· money to an assessee requiring that person to make· 
over the amounts toward!; the tax. due from the assessee. -If the garnishee
ignores the notice .and discharges any liability to the assessee he is. held 
personally responsible to the extent of the. liability discharged or the
amount of tax due, whichever is less. . ' . . . 

5.79: Under the present provisions, it is not possible to issue a gar". 
nishee order in respect of, amounts of the assessee held in a joint account.. 
We agree that it should ·be possible to attach the share of an assessee i11 
such accounts also. We, therefore, recommend that ·a provision should 
be made for enabling the Department to attach such joint .accounts. How
ever, it should be ensured that cases where joint. accounts are held by 
persons in a fiduciary capacity, for instance, as tl"ustees. or where the ac
count is really that of the other joint holder (or holders), such accounts 
are not attached. Provision should be made for enabling the Income-tax 
Officers to freeze· such. join.t accounts. on· issuing a ·modified form o~ the
present garnishee order. Simultaneously, notices should ·be given to the
assessee as well as to the other joint holder (or holders) to show cause 
within two weeks as to why the joint accounts should not be attached 
;;md .after hearing the parties, the Income-tax Officer should deterlnine· 
whether the wh!)le of the account or part of it belongs to the defaulting 
assessee and if he decides .that it does, he must pass an oq;ier determin
ing the share of the assessee in the account and also· issue a garnishee· 
order in suitable terms to the party in whose books the account stands 
and a copy 'of the order should be· sent to the parties concerned. An 

· appeal should be ·provided agajnst such an order .. It should also be en
!;Ured administratively that the Appellate Assistant Commissioner hears 
such orders within a month '!f their institution. 

· 5.80. Another difficulty was that. if the garnishee was to deny his liabi
lity to pay any sums to an assessee, the Income-tax Officer had no power
under the Act to go irito the question and decide whether the statement 
of the third party was true or not. The method of recovecy under this. 
section thus became effective only with the willing co-operation· of a 
garnishee. .-It was suggested to us that the Income-tax Officers should 
be cloathed with powers to enquire into and decide questions of title or 
of the truth or otherwise of the objectiqns raised. We do not -think that 
t~is is necessary~ It is· not as if the Department has no right for ·investi
gating the truth of the statement made by a garnishee under the present: 

·provisions. . The only difficulty is that it has to apply to the Court for 
an adjudication on the liability of the garnishee: However, we feel that 
~he present law should be modifi.e4 to provide that even where a garni· 
shee, on whom the notice is served, disputes or denies the liability th~ 
account in question is frozen. In su.ch circumstances, the Income-tax 
Officer· should make i"!-quiries and ascertain whether there is a 'l)Timet·· 
1acie case for proceed,inq. against the garnishee .a.nd in case he is satisfi.ei 
-Qn that point, he should. be empowered to file q su.it; i~ the Civil Court t4l 
~ablish Vte liability of the garnjshee. · · ·· " · ··· ' !. ···· . · · ·· 

. 5.81. Another difficulty point~d ouf was that in a case of default ·br 
a garnishee, the section sanctions. r.ecovery only through issue of a certi
ficate ·to a collector:· . We are suggesting. later, in this Chapter, changeS 
with rel!'ard t(l collection of taxes through issue of recovery certificates< 
apd we feel tha.t no mo~ificatii;m is necessary in thjs regard. 
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PuBLICISING NAMES OF DEFAULTERS 

5-82. It ~as suggested that. it would .. ~ conducive to expeditious . col
lections of tax if Government :were to gi,ve periodicaJly wide· publicity 
io the names of defaulting taxpayers. We have considered this aspect 

· -of the matter in detail and are of oPinion that such a procedure is not 
-desirable under the existing circumstances and might not help in · achiev
jng the objective. -Apart from .the fact that such publicity can be given 
:only- after a finality regarding the demands raised had been reached, i.e. 
-only afte:t: .the appeals, revisions and other proceedings are completed, it 
might also jeopardise. chances of collection · altogether by affecting ad'
versely' the credit and prestige of the assessee.· We, therefore, do not 
javour the .suggestion to publicise names of.,tax defaulters. 

:FUNCTIONAL DIVISION BETWEEN ASSESSMENT AND COLLEC-
TION [ , . 

5.83- We now take ·Up for consideration the usefulness of effecting a 
bifurcation of the 'functions of assessment and collection performed at 
'present compositorily by Income-tax Officers, as a means for securing more 
-expeditious collection of taxes and avoidance of accumulation· of arrears 
1n the future. There are two ways in which such a division may be·. 
'brought about viz. by providing that. the assessment and collection phases 
of work are handled by different agencies altogether or by a reorganisa
tion of the office through .a mere fup.ctional redistribution of work 
.amongst the existing personnel. 

5.84. The outstanding example of the former type of division of work 
is seen in the United _Kingdom where· different ·agencies are employed 
in the process of obtaining· from assessees the amount of tax due. .The 
.assessing section merely engages itself in computing the liability of the 
:various taxpayers. After the liability is detei'n;lined, information is pass
~d on by it. to the collectors.· The collectors who have no voice in the 
-determination of the tax liability are solely responsible for collecting the 
amounts and accounting for .them to the Accountant General. · The as
sessing and collecting agencies are even geographically separate from 
each other and the personnel is not interchangeable. 

5.85. It was pointed out to us that tl:e merits of ·a .funct~onal division 
of work into assessment and· collection are many. It was suggested that 
such a division of work would enable greater concentration of effort on 
the two different -brandies of work and thus make for an improvement 
to efficiency in each field.· . Assessment, it was pointed out was a specia-

. lised job and called for unintertupted attention and concentration of 
-efforts and it was best that the assessing officers were left to devote their 
whole time and attention to the duty of determining the tax liability un
hampered by other duties. It was also mentioned that a separate-collec
tion division would also be·in a better position to investigate and unearth 
the income· and assets of ·defaulting taxpayers and effect realisation of 
the taxes. • 

5.86. We are, however, of opinion that it i_s better to continue with 
the present system and not diyest the assessing officers of their responsi
bility for collec.tion. The assessing officers are in a better position to 
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effect the collection because they, are conversant with a11 the facts .of the· 
care and possessed of a detailed knowl~dge about the fi;nan~ial ~airs of 
the assessee .. A' different. set·.of officers would .be lacking m th1s back
-ground knowledge. Moreov~r, .ii th~ .respons~bility of collection is taken 
away from the assessirijf (iffi<!'e't'S't:herE! "is' :every. 0ance of over-ll;ssessments. 
being made. It is interesting to note that even m U.K. when 1t'comes to 
·surtax both the levy and collection of it are attended to by the same 
·_agency: viz., the Special Commissioners_, Again, such a division would con
stitute problems when it ·comes to decisions on request for instalments or 
for stay of collection, modific_at~ons resulting .'~rom appellate, review or 
'revision orders and so on. It will also necess1tate a .great deal of move
ment of records and cross references and this-·is 'not likely to add ·to the-

. co]:lvenience of the Department or the assessees. . Unless complete co~ 
ordination can be ensured, such a division of work would lead to ~ great 
deal of mconv'ei:lience to the assessees. We fihd that even in U.K. where 
the system has been in vogue for such a long time, difficulties were being 
experienced due to lack of co-ordination · between the work· of the tax 
office and the Collection Division. The Royal Commission' in its Report 
stated, ~'More than one witness alleged that. cases_ had occurred where 
applications for ·payment contfuues to be made although the taxpayer .had 
the right to' suppose that collections would be h,eld over pending enquiry 
by the tax~office into some objections to the amount of assessment which: 
·he had notified to that office".* In view of all these considerations, our con,
'elusion is that no functional division resultJing · in the assessing officers 
being divested entirely of the responsibi~ity for collection, is called for • . 
Our recommenaation in this regard is that th~ assessing officers should be 
relieved of the unnecessary routine work -so as to enable them to devote 
more time to recovery work. · · 

CENTRAL REVENUE RECOVERY CODE 

5.87. We now proceed 'to consider the modifications·we feel are ne~s'-
sary with regard to the existing procedure· of effecting -recoveries through 
the agency of the State officials. At present, one of the methods provided 
in t?e direct taxes Acts .for recovering _arre~rs is the issue .of recovery 
certificates to the Collectors, who are-offic1als of State Governments:. 
On receipt of a certificate specifying the arrears of direct taxes the Col
lector is required to recover the su~s as· if they were arrea;s of land 
revenue. · · · · · 

· . 5.88. This link with t~e ~provincial· set up has' a historical background_ 
PriOr to 1922, the Provmc1al Governments were in charge ·of both the 
levy and covection of central taxes. The Income-tax Act 1922 brought 
ab~ut the d1sen~agement of the Provincial Governments 'from adminis
termg taxes ~ev1ed by the Central Governmeht but such disengagement 
was and contmue~ to be confined to the assessment stage alone. Probab~ 
ly, lack of suffic1ent number~ of trained personnel working under the· 
Central_G~vernment at that time as also the ready availability of officers 
o~ ~~ovmc1al Governments already equipped in this regard niade for the· 
div'!sion of work .only to this limited extent. -' · , · 

.. " Report of the Royal Commission on the Taxation of Profits and. Income--Para_ 984~ 
page 294. · • · ' 



· 5.89. The- present procedure of invoking· the. provisions of the land 
revenue recovery codes of the various States which· are intended essen
tially for the recovery of revenue from· agriculturists, is not, in our 
opinion, well-suited· for the. recovery of direct taxes levied by the Cen

. tral Government, the _bulk· of which is from non-agricultural souroes. 
Apart· from this, the· 'present ' system necessarily involves collection· 
according. to the provisions of the various land revenue recovery ·codes 
which ·differ from each other in 'different·States as regards both powers 
and procedures. Most of the codes provide for arrest and imprisonment 
while some do not. Again, some codes provide for appeals while no rights 
of appeal ~xist in oth'erS'. They also differ from each other with regard to 
the assets which could. be attached· as well as the procedure of attach
ment. Some of these diffe:renoes were commented ~pon by the Supreme 
Court in the following terms: - . · 

· "Section 46 (2) of the. Indi~n Income-tax Act requires the Collector, 
on receipt of the requisite certificate from the Incorn,e-tax 
Officer, to ·proceed to ·recover from the assessee the amount 
specifie<;l in the certificate. as if it were an arrear of land 
revenue. This means that the Collecter must take such pro
ceedings as he would have done if he were engaged in re
covering land· :i:'evenue. Th!ls a Collector in the city of Bom
bay. i;n recovering the certified amount of income-tax must 
proceed tinder section 13 of the Bombay City Land Revenue 
Act, 1876 (Bombay Act II of 1876) and arrest and detaip him 
for the period therein mentioned ·which, .prior to the 8th 
October, 1954, might have worked out to a period much 
longer than six months. On the other hand, the defaulting 
assessee in all other parts of the State of Bombay has to be 
proceeded ·against under section' 157 of the. Bombay Land 
Revenue Code, 1879 (Bombay Act V of 1879), under wliich 
he coru:Iot be de~airied for more than the period limited by 
the Code of Civil Procedure for the detention -of a judgment 
debtor in execution of a decree for, an equal amount of money. 
So, even in one State there were two. procedures to which 
d.efaulting assessees could be subjected according as they 
were in or o~tside the city of Bombay. A ·Collector in the 
State of Madras in recovering the certified amount 'of incotne
tax has to proceed under section 48 of the Madras Revenue . 
~ecovery Act, 1864 (Madras Act II of 1864). When the Col
lector finds that the certified amount cannot be liquidated by 
the sale of the Jlroperty of the defaulting assessee and the 
Collector has reason to believe that the defaulter ·is wilfully 
withholding p1yment or has been guilty of fraudulent con~ 
duct in order to evade payment, the ·Collector may, under 
section 48 of that Act, cause the arrest and imprisonment of 
the defaulter, not being a female. But that section goes on 
·to say that.no person shall be imprisoned for a longer period 
than two years or for a longer period than six mont~s, if the 
arrear does not -eJ>ceed Rs. 50p or for a longer period than 
three months if the arrear does not exceed Rs. 50. A Collec
tor in West B.engal proceeding to recover the certified 
amount under the Bengal Public Demands Recovery Act, 
1913 (Bengal Act III of 1913), cannot, under section 31 of that· 
Act, direct the detention of' the defaulting assessee in prison 
for more than six months if the amount is more than Rs. 50 
'or in other cas~s for more than six weeks. The defaulter in 
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the Punjab cannot under section· 69 :of the Punjab Land 
Revenue Act, 1887 (Punjab Act XXVII of 1887), be kept;in 
civil jail for more than one month. Section 148 of the u;. P. 
Land Revenue Act, ~901 (U. P. Act III of 1901), limits .the 
J?eri.od of detention to 15 days and also exeml?ts ~any per-

. sons, e.g., Talukdars and women from any 1mpnsonment. 
The Assam 4and and Revenue Regulation, 1886 (Reg. I of 
1886), does not insist on imprisonment at all. A cursory 
perJ.isal of the provisions of the different Acts referred to 
above will at once show that in the matter of recovery of 
arrears of land revenue the different States_have prescribed 
different machinery, some obviously harsher than others."* 

. 5.90. The result of such differences in the land revenue· recovery codes 
of ·the different States is that the uniformity attained at the assessment 
stage in the administration ·of the direct taxes Acts of the Central- Govern
ment gets _lost the moment a certificate is,.issued under Section 46 (2) for 
the recovery of tax. This situation has got to be remedied.· To get over 
these difficulties and. to bring about uniformity of procedure and treat
ment, it has been suggested that a Central Revenue Recovery Code may 
be enacted. ! 

5.91. We discussed this aspect of the problem with the State Revenue 
Ministers and their officers when we met them during our visits to the 
different States, While some of them fe~t that uniformity could be, 
achieved by the Central Government convening a conference of the Reve
nue Ministers and indicating the lines along ·which the respective land 
revenue recovery code needed to be amended so that in the matter of re
covery of direct taxes levied by the Central Government there could be 
uniformity both as regards powers and procedures, there were other who 
felt that it might amount to having two different codes-one for. the re
covery of central taxes and another for the recovery of the State.revenues 
and that it might lead to complications in actual working. There w•ere 
still others whq felt that they were not experiencing any difficulty 'in the 
matter of recoveries of central revenu.es under the existing provisions, 
and therefore, did not find any reason for making any chang•es. In such 
circumstances, it will be difficult for all the State Governments to agree 
to amend their laws and thus effect uniformity in the modes and proce
dures of recovery. Their dis-inclination is understandabLe to a large 
extent, because each State Act has been evolved to suit the peculiar 
conditions prevailing in the State. Moreover, the land revenue recovery 
code of a State is meant also for the recovery of other levies in the State, 
which by their very nature will not be uniform as between the different 
States. ·In view of these circumstances; the only possible means of 
attaining uniformity appears to lie in the enactment of a Central Revenue 
Recovery Code. · · · 

' I 

5.92. The Law Commission has also commented on the variance in the 
procedure as Well as powers in effecting recoveries under the revenue re
covery codes in the various States and stated that whatever be the posi
tion in regard to recovery of tax levied by the States, there should be a 
unifom procedure in regard to recovery of Central taxes. With a view 
to achieving uniformity in the matter, it ·drew out, after a study of the 
]Jrovisions of the various States relating to recov:ery as also of the Code 

~i'iltushottam Govindii Halai vs. Additional Collector of Bombav and others~S I.T.R. 
!95S) p•ge 89.!i. 
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_ .Qf Civil Procedure 1908, a list of the powers now available imder them 
.and also prescribed the procedure to be followed by. the Collectors while
·engaged iii the task of recovering income-tax and suggested them as a 
.separate schedule to the Income-tax Act. . . ' · 

5-.93, We feel, however, that the recommendations of the Law Com
:mission in this regard are not sufficient to remove all the points of differ
-ence which now exist amongst the land revenue recovery codes. For 
-example, in Schedule II under Part. VI of the Income-tax Act as codified 
by the Law Commission it has provided_ for an app_eal against the orders 
-of a Collector "to the revenue authority to which appeals ordinarily lie 
.against the orders of the Collector under the Law relating to land revenue 
{)f the State concerned".*, As the revenue recovery codes differ from. 
each other as regards the rights of appeal it does not seem to constitute 
.an improvement in the present position. What we visualise and rpcom
mend is a Central Revenue Recovery Code self-contained and complete in 
.o.ll respects. · ... 

.5.94. Apart from the difficulties caused by the lack of miiformity obtain-
Central Collec~ing ing between the provisions . of the different State 

Agency laws. the manner in which the State officials have 
been conducting themselves and effecting the recoveries also came in for 
.a good deal of criticism. There seems to exist .a feeling that the pre~ent 
:system is defective in its working. The dissatisfaction in this respect has 
:reached such a stage that mol.'le than one wi.tnesses suggested to us in all 
seriousness that we should recommend that a proportion of the arrears in 
-each State covered by recovery certificates may be considered as contribu
tion by the Centre to those States out of it.s divis~ble pool. 

5.95. It was' represented to us by the Department that· the Collecto~s 
-did -not put in their best efforts in the work of realisation of Central taxes. 
Innumerable instances were said to have occurred where the State offi
-cials failed to take into account the full facts of the case and without even 
-consulting or informing the Income-tax Officers granted 
liberal instalments jeopardising the interest . of Central 
Revenues. It was pointed . out that there . had also been 
instances where the amounts paid by the' defaulters were adjusted 
by the Collector towards the dues for particular years without any refer
-ence to assessing authorities, causing a great deal of accounting difficulties 
to the -latter. It was represented that with the issue of a certificate under 
Section 46 (2) of the Income-tax Act all that happened at present was 
that the initiative passed on to a group of officials over whom the Depart
ment had absolutely: no control. Whenever, after .the issue of a certifi- . 
cate, the Department agreed to requests for the grant of instalments or, 
stay of recovery proceedings, the Collectors resented the action and con
sidered it as interference with their work and they often played the role 
of a judge between the Department and the assessees. It was also point
ed out to us that even after the issue of a Certificate under Section 46 (2), 
th~ Collectors depended upon the assessing officers to furnish them with . 
full details of the income and assets of the defaulters · which could be 
attached by them and tender explanatioh on innumerable points. The 
arrangement made by the Central Bo.ard of Re~enue with the State qov
ernments for the appointment of special revenue officers to deal exclusive
ly with income-tax. collection work was also said to have proved inade
quate. Hence, the Department f~lt that it was better that it effected the 

*Law l!:ommission of India, Twelfth Report , page 295. 
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collectio~· Of taxes on its own and for this. purpose, it might be provided 
with ne<;essary powers an~ other faciliti~s .. 

. . 

5.96. The State 'officials were equally critical· of the present sysfem. 
They pointed out that· c_ertificates under Sec~ion 46 (2) were being issued 
as a· matter of course in a routine manner and. · with a view merely to 
keep demands alive. As these were often·· ,found .to be 'incomplete in 
material particulars they were. perforce required to refer back to asses
sing authorities for further details with consequenWil delay in disposal 

· of cases. • ' · . " . · · · 
' -

5.97. The Taxation Enquiry Commission had considered the question 
· of effecting collections by a separate revenue department under the Cen

tral Board of Revenue and independent of the State Governments and 
did not favour such a change because l:t felt that the State Governments 
have a vital interest in the collection as they had a share in the collections 
of the income-tax by the Centre and that they could be expected to do 
their best. It also· suggested an extension of the systein of appointing 
special reyenue officers under the Central Board of Revenue.. BUt it- is 
our feeling, after an assessment of the evidence adduced ·on this point, 
that the system of collection through Sta~e authorities has not proved suffi
ciently effective and needs to be modified. 

. . 
5.98. A~ pointed out at the beginning of this Chapter, the crux of the 

. problem of arrears is the demand covered by certificates issued to the 
collectors .. Out of- Rs. 271.60 crores of arrears during 1958-59, Rs. 12Q.01 
crores· were represented by amounts covered by certificates forming -44.19 
per cent of the total. Such .arrears had increased. by nearly 100 per cent · 
since 1953-54 when they stood at Rs. 64.00 crores. · The figures in. Table 2 
appearing at pages 101-102 show that since '195'4-55, such arrears . have 
formed, on an average, nem:ly 41 per cent -of the total arrears. A solution 
to the problem is, therefore, of utmost importance. · 1 

· · 5.99. We do ·not propose ·to app~rtion the blame for the present state 
of affairs. Perhaps, the defects are inherent in the very nature of the 
system now in/existence. We feel that the time has arrived when we 

· shoulc!. think in terms of the Central Government dealing with the entire 
job of collection and havi~ Central legislation to deal with the recovery 
of Central taxes as also a Central governmental machinery to administer it. 

· We, therefore, recommend that the recovery of .the direct taxes of ihe Cen
tral Government under the Central Revenue Recovery Code suggested by . 
us should be administered by the Department of the Central Government 
itself. ~ · 

. 5.100. There· are. bound to be difficulties in the initial stages. But ·thes~ 
are not insurmountable. The major difficulty will be with.regard to the 
lack of sufficient nuinber of trained personnel. This can be met by the 
Central Revenue Recovery Code being got administered, in the initial 
stages by selected State officials who· already possess· the knowledge to 
deal with the problem. · When, in course of time, the Central Government 
acquires sufficient trained staff, it can then take over the, work of recovery 
completely. For building up such. a cadre of trained staff, selected G!eri
tral Government officials should be seconded to the various States. . 

5._1~1. ~e system suggested by us is likely to increase the cost of 
arummstrabon. But we feel that the results which would follow from 
a full implementation of it would- justify. such increase. in expenditure. · 
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The beneficial results can ~ccrue only after a few year~ and it woul!f 
not be prudent to expect quick results. Even at presEmt, -the Government 
have been meeting the expenses on the Special Officers of the State Gov
ernments attending exclusively· to -the, _collection of income-tax levied 
by the Central Government. Such expenses amounted to Rs .. 3 · 72 lacs 
during 1956-57 ·and the budget estimate for 1959-60 appears at Rs. 5· 57 
lacs. The a~ditional expenses are not likely to be much more than this .. 

' .. 5.102. It was represented to' us that even under the 'new' set up the. 
Central agency was not likely to be as vast as the existing ones under 
;the States and that the Central-Government will. still have to depend 
upon the States for · effecting collections. Such a view· arises from 
a misunderstand_ing · of the · intention behind the . change ·that .is 
being suggested. The new system is not suggested fo:r providing help to· 
the Central Government at ;the cost of the State Governments. The· 
interests of . the Centre ·and . the States cannot , be considered to be at. 
v.ariance with each other and co-operation between the Centre and the· 
.~tates should be available in this as in ail other phases of .administration:. 

: 5.103 .. To s~ up, we visualise the time when the Ce~tral liirect taxes; 
aqnunistration would take qver ultimately the entire work of collection.
under its own Central Revenue Recovery Code. For the present, the 
existing system of having separate. certific~"e-- ers of the States to 
deal exclusively with collection of. Central Govern ent dues might be 
continued and even extended to cover· area! o~ cov · red at present. This 
interim period, which should be as short ii;...po,-;; le. should be utilised. 
for getting a·sufficient number of Central Government officers trained· in• 
the art ·and procedure· of effecting collections by getting selected officers 
)leconded tq the States to work with them on deputation, as Collectors. In 
.the meanti~e the Central Govern~ent should get ·its Revenue Recovery 
Code finalised. The talents .and experience built up by the Central 
Government officers on deputation wjth the. State Governments should 
t~en be utilised to the0 maximum advantage in the administration of the. 
Central Revenue Recovery Code. . . 

. . ' 
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CHAPI'ER 6 

REFUNDS 

6.1. We have discussed in the preceding · Chapter the powers and 
procedures relating to collection of taxes. . The amount of tax collected 
initially' from an assessee may. sometimes, l-e in excess oil his correct 
tax liability. and this would necessitate refundmg the excess to him. 

,Tl:us, refunds may arise on account of excess deduction or taxation at 
source, or excess advance payments: They also arise on account of thP 
reductions given in appeal, revision or rectification. The reliefs pro
vided under the statute in respect of doubly taxed incomes, , wealth etc., 
i.e. taxed in India as well as abroad, may also result in ·refunds. It is 
but fair and just that those refunds are given to the taxpayer promptly. 
Though this aspect has been repeatedly emphasised in the departmental 
instructions and some improvement had been brought about, there is 
&till a wide-spread fee~ing ~mongst the assessees that the Department is 
not as prompt in re~ the over-payments as it is in collecting the 
taxes. Thi> importafl:,';;~-bf emoving such a -feeling cannot be over-. 
-emphasised, because %.t_; il ohly by concientiously finding and refunding 
over payments that the TI'ep11rtment can help to instil confidence in its 
sense of fairplay amongst the tax-payers. Delay or indifference in giying 
refunds not only have an adverse· effect on ·the Department's relations· 
with the public but they also ·make the assessees reluctant to pay their 
taxes in time. · 

DIRECT REFU;ND CLAIMS. 

6.2. The following statement gives the figures of disposal of refund 
-claims made under Section 48(1) of the Income-tax Act during the period 

Extent of delay 1954-55 to 1958·59:- . . . . 
Table shor.<,ing progress of disposal of refund claims 

Particulars 1954-55 1955-56 1956-57 .1957·58 1958-59 

'No. of claims for disposal- current plus 
. brought forward . . . • 73.627 69,988 74,223 73.334 84,478 

~o. ·or claims disposed of . ! 64,984 6o,822 .65,079 63,4II · 74,782 
(88) (87) (88) (87) -(89) 

·No. of claims pen<'ing 8,643 9,r66 9.144 9,923 9,696 . 
(12) (13) . (12) (I3) (II)' 

[ Figures in brackets represent percentages of total claims for disposal] 

It is seen that, on an· average, 88 per cent: of the claims are settled within 
·the very year of their filing. FUrther, an analysis. of· the claims pending 
on 31st March 1959 shows that out of ·the total of 9696 such claims 

·ti829 claims i.e. 70 per c;ent. were less than three months old. and only 
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292_ claims i.e. three per cent, !:ad l:;>eeri pending for more than a year. 
Th1s would show "that though there is considerable room for improv~
ment; the positio~ is not as bad as pointed out by some wi.tnesses. 

· · 6.3. A substantial number of the refund claims resulting from flXCess 
deduction or taxation at source, such as in respect of dividends and 

Special refund interest on 'securities', can be conveniently segre-
circles gated from the other normal assessment work, and 

dealt with under a special procedure at- a· central place. Special refund. 
circles are already functioning at some ·places, and we understand frOJn 
the. Central Board of Revenue that instructions have been issued for 
the centralisation of refund claims and for the constitution of refund 
circles in all Commissioners' charges where· the number of such claims. 
exceeds ·3 500 in a year. However, proper organisation and adequate 
staffing of the refund circles and a z:a~Iimali~ation of their method~ of 
working are :necessary for the expeditious disposal . of refund claims .. 
A system has been 'introduced, for the last few years, in. some refund 
circles, e.g., at Ahmedabad and Calcutta,' for disposing of the· refund 
applications, as far a·s possible, on the very day of their .receipt. WI": 
were informed that under this system, J110re than 90 per cent. of the
refund applications were being disposed of on· the very day of their 
receipt, and that the remaining cases were such where either the appli
cant had not produced the necessary data or prolonged investigation and 
detailed scrutiny was found necessary m order to establish the ad
missibility of the claim. Bulk of the refund claims are such as are 
made year after year by the same persons and which would have already 
'been enquired into iQ the past. They do not , require a meticulous 
scrutiny every year, and can, therefore, be disposed of ·immediately on 
receipt. Only cases where the claims are preferred for the first time, or 
the claimants are suspected to be benamidars of other persons, or where 
the 'income' is likely to fall within the purview of Section 16(3)' ofl the 
Income-tax Act, or where· investments show marked fluctuations, take 
time· for investigation, and cannot,, therefore, be· /Settled immediately.' 
But such cases form comparativ'ely a very small proportion of the total 
refund claims. We are,· therefore. of .opinion. that the special procedure
for the disposal of the refund app!icaticnis on the ve•y dau of their 
receipt should be extended to alL the refund circles. 

· 6.4. We, bowever, wish to make it clear that, in tl;l.e W()rking of the
above system, we. do not envisage any undue relaxation in the standards 
of scrutiny of the refund claims at the cost of . revenue. The Govern
ment must not be put to any substantial 'loss of revenue by erroneou!l 
issue of refunds or acceptance of fraudulent claims. ' We feel that if 
properly trained personnel are posted to the refund circles in sufficient. 
numbers, it will not only achieve expedition in the pisposal- of refun!i 
claims but also ensure adequate scrutiny. Further, proper and intelli
gent use of the 'Refund Cards' which have recently been introduced .by 
the Department and which give, at a glance, a clear picture. of · the
.refundee's previous claims, investments etc., will be· very effective in 
detecting at~empts at defrauding the· revenue through bogus anil 
erroneous claims. 

6.5. It was felt by some witnesses that the system, il). order to be
-successful, required a large establishment and might, at times, entail 
waste of manpower because of an uneven flow of refund applications 
during the y~ar. We do not share this apprehension. There is 
usually .a heavy rush of re-fund applications in the earlier months: 
of · the year, and, accordinglY.• a larger staff would be neces
sary only du=!ng this . period. The staff in the refund circles can. 



i36 

'be str~ngthened during ~his peiod 'i?Y transferring some st~ fro~ th~ 
. 'Other offices where there IS comparatively less work. 'Thus, with ~Uitable 
:adjustments in· staffing; there should not be any waste of manpo\Ver. · ·' 

6.6. Under the existing provisions o~ law, . tax in respect of certain 
Exemp~ion- incomes has to· be deducted at source. Such deduc~ 

certificates tion is made ·at the maximum prescribed rate which 
may, in. some cases, be higher than the rate applicable to the. person~l 
income of an assessee. Such 'an assessee can obtain an exemption certi
ficate from the Income-tax Officer authorising 'deduction of tax _at a. 
lower rate, as mentioned in tl:e certificate, which is generally the rate 
applicable to the personal income of the assessee. Deduction_ of tax at 
-source at such lower rate avoids excess deduction, arid, thereby, obvi~fes 
the need subsequently claiming ahy refund .. This facility of exemption 
certificates, does not, however, appear to have been widely· used by the 

-assessees, as otherwise there would not have arisen such a large number 
-of refund claims .. Perhaps the· reason for this is· that most of the asses-. 
sees are not ·aware of this system. We, therefore, suggest that the 
Department should give sufficiently wide publicity to this system and 
-that the refund circles, in particular, should advise the- refundees taL 
{)btain exemption certificates, in. fit cases. The exemption certificates 
_should be issued freely, and they should be valid for_ a period of at. least 
-three years. · _ . · _ .. . 

6.7. Several witnesses urged before us that a statutory proviSIOn 
-should be made in the tax laws for the payment of reasonable interest 

· Interest on to the assessees in cases of delayed refunds. Such 
•delayed _ ' a provision is intended to serve a- two-fold purpose,· 
refunds----- firstlv to bring pressure on the Department for ex-

-pediting issue of refunds to the assessees, and s~condly, in- cases where 
the Department fails to do so, to compensate the assessees for the loss 

_·Of the use. of the funds legitimate~b~longing to them. ' 

6.8. Similar su~gestions had been made on 'earlier occasions· also. 
:-The Income-tax Investigation Commission had recommended that the 

' Government should pay interest at two per cent. on all direct refunds· 
-delayed- beyond six months- from the receipt of. the refund application 
unless .. the aPplicant was himself mainlv responsible ·for the. delay, and . 
·on other refimds resulting fro,ni· appellate and revisionary orders, -if 

. these were delayed beyond three months :from the date of the order 
-which necessitated the reflind. The Taxation Enquiry Commission how
ever, d,id not express any positive opinion on th'is suggestion pres~ably_. 
because it fe~t that tJ:e various admini;;trative measures suggested by it 
·would exped1te the d1sposal of refund claims and 'thereby eliminate the 
necessity for the grant of any i?terest - · 

. 6.9. We d_o not dispute the' view that the problem of delayed refunds 
-can best be solved through ·adequate administrative measures bnt un
fortunately the problem continues to exist in spite of such ~easures. 
The officers . ar~ at present _required to- dispose of direct ·refund claims 
generally WltJ:m three months of the receipt.of. the claim, and to give 

. ~efunds resultmg from a:l?pellate or revisionary orders etc. normally with
In .one month of the r~ce1pt of the order. Certain statements and returns 
~ave also been prescribed for submission to the higher authorities show
mg ca~e~ of refund~ delayed beyond the normal periods -and the higher 
authorities are requ1red to e~q~Jire _into the reasons for the .delay and 
take neces.sary steps. for. ?bvmtmg It. •However, as has been pointed out 
hy as earlier, there IS qUit; a ·large number of refund 'claims whicl:_I are· 
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not settle!! within the period considered reasonable by. ~he Department 
itself. . ~everal suggestions of administrative nature made . by us in the 
.Other paras, of . this Chapter will· no ·doubt considerably help to. remedy 

·this situation, but we do feel that 'some special measures to make the. De' 
partment dispose of refund cases· quickly and to act as a wholesome check 
·on 'any apathy-in this matter is called for. We, therefore, suggest that· 
:the Department should pay to -the assessees interest at si.r per cent per 
annum on the .amount of refunds due in respect of direct. refund claims 
paym~nt of which is delayed beyond si.r months from. the date of the 
·refund appLication, unless the applicant is himself mainly responsible for 
the delay. Interest. at a similar rate should. be payable in cases wher~ 
i;he payment of the refund resulting from appellate or .revisionary orders 
·etc. is delayed beyond one month from the date of the· receipt· of the order 
·concerned by the. direct taxes officer.. Such interest should be payable ~or 
the period· for which the payment of the refund due has been delayed 
·beyond the aforesaid· timeclimits. In cases of dispute between the direct 
t~es officer and the assessees · .ab9ut the payment of such interest, the 
·decision of the Commissioner should be final. We . also suggest that the 
interest paid by the Department to the assessees · should be booked, in 

. the financial accounts, under .a separate head and checked periodically 
·by the Inspecting Assistant Commissioners and' the Commissioners.. ,. 

' 6.10. We may' point out here that .the suggestion for paym·ent of in
terest to the assessees is not something novel. Proviso to Section 66(7) 
'Of the Income-tax Act and corresponding provisions of tl:e other Acts 
·already provide for the payment of interest to the assessees on the amount 
·of refunds becoming due as a result of the decisions of tpe High. Co~s 
'On references. Further under Section 18A(5) of the Income-tax Act, m-· 
terest at the p.rescribed 'rate is payable to the assessees on the amount of 
:excess advance payments made under the provisions of Section 18A of 
the Act, and refundable to them .. ·Interest on refunds is also paid ia 
'several other countries, e~g. U.S.A., Canada, Japan, etc. 

6.11. Much of the indifference on the p~rt of the. Income-tax officers 
·toward· quick disposal of refund .. applications was said to ·be due to the 
· Credit for . . fact that comparatively little credit was given to them 

refund work for disposal of refund claims. For purposes of mea· 
· · · . suring the work-load as also the output, a case of re-

i'und is at present placed in ·the lowest category and the Income-tax ·Offi
cers have a .natural inclination tow:ards· ignoring refund· work and con
.Centrating on work of higher category value. As quick. disposal of refund 
•claims ·is .an important means for establishing good relations with t11.e 

· taxpayers, _gr11ater importance than at present should, in our view, be 
~gtven for disposal of refund applfcations. 

6.12. We Were also told that the.disposal of refund claims was, at times, 
· .Coope~ationof delayed.for want of co-operation from the assessees who 
:· assessees . . · . did not furnish· complete information and data required 
· . . by the Department for establishing their claims. In order 
to epsure that the S.tate Exchequer does not suffer a loss through erro
neous issue of refunds,. the Department has· necessarily . to scrutinise the 

·claims and be satisfied that the clmmants are entitled to the refund. The 
Department cannot obviously be .blamed if the delay in settlfng the · 
tlaim arise~ for want of cooperation from' the claimant in the scrutiny of 
·~is .claim.· We ·suggest that, in ·such: cases, a w.ritten. intimation should be 
~ent to t1£e claimant warning' him· thaf the· settlement :of ·his claim fo'r 



7'efund is .being held up. on ac~ount of his n~mcomplia~e with the Depa:t
ment's requirements ·(whic~ may be spectfied therem) a~d that_ no ~n
terest will be payable to htm for the consequent delay m the ~sue or 
7'efund. 

REFUNDS AND DIVIDEND TAXATION 

6.13. The system of dividend taxation under the Indian Income-tax Act. 
according to which income-tax in respect of· dividends received by the
shareholders of a company was deemed to have been paid by the com
pany itself on behalf of its shareholders was found to be very complicated 

1and largely responsible for the difficulties and delays in the settlement. · 
of claims for refunds arising out of the excess taxation of dividends at 
source. -We had, therefore, invited,. through our Questionnaire, sugges
tions for simplifying tl:e present methods and procedure of taxing
dividends. In the meanwhile, Government themselves have introduced 
certain fundamental changes in the scheme of taxation of companies and: 
their shareholders through t?e provisions of the Finance Act, 1959. 

6.14. Under the new scheme the. legal fiction of deeming the income-: 
tax paid by the company as having ·been 'paid by it on behalf of the· 
shareholders and the complicated process o~ grossing up the dividends. 
tor determining the amount of such income-tax in the assessments of the
shareholders have been abolished. Tax liability of the shareholders will 
not now be related to the tax borne by the companies and the dividend 
incomes received by them will be directly taxed in t.J:eir hands. The
companies are, however, required to' deduct tax at prescribed flat rates. . 
from the dividends distributed and pay it to the Government. This· tax 
will be re-imbursed to the shareholders at the time of their assessments. 
m the same way as is done in. the. case of tax deducted from interest on 
Securities. In order to avoid inconvenience to small shareholders . who· 
are either not liable to pay any tax or the amount of tax payable by whom. 
is less than that deducted by the companies at the prescribed rate, a pro-

. vision h~s also been made for issuing exemption certificates to them. 

6.15. By and large, the new sch~me has been welcomed as a p.ositive
step towards the simplification of the system of taxation of companies- . 
and their:shareholders. The Federation of Indian Chambers of Commerce 
and .Industry has. in its Memorandum entitled "Finance Act 1959-The 
New Scheme of taxation of 'companies and treatment of dividend income
-Rationalisation of taxation structu,re and administration", welaomed 
the new scheme as a ''move towards simplification and rationalisation of 
company taxation" and according to it the new scheme "will avoid the· 
-cqmplications involved in assessments, remove, to a large extent. the-
-difficulties of both assessees and the Department and also save them 
much time and trouble". The new scheme has come in for some criticism 
also. It was_poirited out that it would involve an increase in the incidence 
of taxation on the companies and their shareholders. The question ·of". 
incidence of taxation is obviously outside our terms of reference. It 
has also been represented that, under the new scheme the dividen~ 
paid out of the accumulations of tl:e past profits. the di~idends paid t& 
preference shareholders and .those paid in respect of inter-corporate -
holdings would be very adversely affected. But these are a11 matters · 
connected with the incidence of taxation, and as such they do not fall 
within our terms of reference. We, however, 'find that' an assurance has 
been given by the Finance Minister while replying to the debate on the
Finance Bill in the Lok Sabha on 12th. March, 1959 to the effect that 
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-possible inconvenience, difficulties and imbalance that might arise in .the 
operation of the new scheme will be set right if the circumstances warrent 
it. We feel that this assurance should go a long way in allaying .the fears 
expressed. . · · . 

· 6.16. Some witnesses expressed a feeling that the new scheme consti- · 
tuted little improvement over the old one because shareholders would 
sti:l have to file applications for refunds in cases where the tax deducted 
from dividends was found to be ,higher than what was due from them 
according to the rates applicable to their personal incomes. It was also 
pointed out that a good many of the shareholders in the small income 
group might not, through ignorance, claim refund of the. excess deduc
tions of tax and. would, therefore, under the new scheme, bear add\ tiona! 
burden of taxation. We appreciate the difficult!es pointed out but we feel 
tl:at these can be easily resolved through administrative measures .. If 
the companies, while distributing dividends, advise the shareholders of 
their right to claim refunds in respect of the excess deductions at sourc~ 
and if the Department as well as the companies give sufficiently wide · 
publicity to the procedure of obtaining exemption certificates and claim
ing refunds of excess deductions, we believe that the shareholders woul(f 
not be put to any inconvenience. Jt was also' represented that shareholders 
whp might··own shares in a number of-companies would be required to 
obtain a large number of exemption certificates for depositing them witla 
the various·companies and that this would considerably inconvenience 
them. The number of SJlch sl:areholders would not be vary large, ill 
our opinion, because shareholders who will be· entitled to refunds and 
would require exemption certificates would be only .such as whose incomes 
are small or who are exempt ·from payment of tax. Such shareholders 
would nqt generally own shares in a large number of companies. How· 
'!'ver, in order to avoid any difficulty to the shareholders, we suggest thl!t 
the Department should issue the exemption ·certificates freely and shoulil 
give as many attested copies of the certificates .as required by them. :ft 
was also contended before us that the new scheJOe will throw additional 
work on the companies for deduction of tax and its •payment to the 
Government. We, however, feel that the additional work involved wi:U. · 
not be very appreciable. 

6.17. As stated earlier, the new scheme- has certain definite advantages 
as well. The grossing up of qividends will ·cease to be the complicatefi 
and .cumbersome process it was under the old scheme .. It will now be • 
very simple matter inasmuch as all that would be required to be done 
will be to add the amount of tax deducted from dividends to the net 
amount of dividends received by the shareholders. Under the old scheme 
it was necessary to keep the refund claims of shareholders pending til 
the assessment of the company was completed. This will not be neceSilary 
under the new scheme. On careful consideration, theTefore, we believe 
that the new· scheme is sufficiently simple and easily workable. With 
the suggestions made by us in the preceding para, we ha'l.le no doubt 
that the scheme will succeed in its obj~ctive of simplifying the procedure 
of dividend taxation. We would also like to emphasise that it shoulfi 
be ensured trat fraudulent claims for refund based on forged certificate• 
regarding deduction of tax at source under the new scheme are not 
admitted. We would, therefore, like ~o suggest the following few 
meaEUres : -· · 

' 
· Ci) The certificate of deduction of tax £rom dividends should bear 

the pt:inted signatures of the principal officer of the compa~ 
paying the dividends. 

410 C.IS..R. 
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(ll} The Department should collect information regarding the com
'panies declaring dividends in each • year and, from ·the re
ti,U"IlS /to be submitted by· the assessi.ilg officers, ~ee that all 
such companies are assess~d to tax. 

(iii) Officers assessing the comp~ies should check, at the . time of 
· · assessment, tl:at the taxes deducted by ·the companies from 

dividendS have been duly paid to the Government. . · 
. -

ti.18. The new scheme will, however, be operative only for the· divi
dends declared by companies in respect of any previous year relevant to 
the assessment year 1960-61 and later assessment years, and the old. scheme 
will continue to be applicable in respect of the other dividends. ·We 
understand that in order to· avoid delays in the disposal of refund 
claims .involving dividend income, instructio:ms !:ad been issued to the 
officers to gross up the dividends provisionally on. the basis of either the 
company's certificate or the _previous 'grossing factor' subject to 'revision· 
later when the correct percentages of taxed fwids out of which dividends 
have been paid become known. Such provisional grossing up, in our 
opinion, considerably mitigates the hardship caused, .particul~ly to the 
small.refundees, by the delayed issue of refunds. We, therefore, suggest 
that so long as grossing up is necessary, settlement of the refund claims 
involving dividend income should not be kept pending for want of the 
relevant correct 'grossing factor' and that the cltiims should be- disposed 
ot provisionally on the basis of either the latest 'grossing factor pre
viously adopted for the company concerned, or the 'grossing factor: that 
may be ascertained from the company's certificate, whichever is· more . 
appropriate in t~e circumstances of ·each case. A record -of the claims 
where dividendS have been so provisionally grossed up should be mctin
tained and if on receipt Of the particulars regarding the relevant. 'gros- · 
11ing factor' . it is found that excess or short refund has been given, ~he 
refund order may be rectified under Section 35 of the Income-tax Act . ' . 

' OTHER REFUNDS 
/ 

' . 
6.19. There were also frequent complaints of delay ih giving refunds 

resulting from reduction in ,the amount of taxes qn appeal, reference~ 
• Refunds due to rectification or revision. The officers were said . to be 

ap~ellate generally indifferent in giving immediate effect to the 
• deciSions etc .. · appellate orders_ etc. and issuing the refunds due to tte 
ilssessees. ' This tendency was :reported to be more pronounced in the 
latter part of the financial year when the payment-of refunds was .said 

. to be generally withheld in order to achieve, or even exceed, the 'collec
tion targets'. -In the absence of relevant statistics, we are unable ·to 
assess the extent ·or justification of these complaints. We, however, · un
derstand that the Central Board of Revenue has already ta)!:en admini
strative measures to correct such tendencies, if any, and to ensure that 
such refunds ·are normally issued within a month of ·the receipt of the 
orders 'concerned. We feel that such measures coupled with our re
·commendation that interest at six per cent ·should be paid in cases of 
delays beyond one month Will solve this problem. . ' 

6.20. Complaints' were also made to us that in cases where the taxes 
paid by the. assessees in advance under Section 18A of tl:e Income-tax 
· Refund of excess Act were in excess of the amount · of taxes due on 
. advance p_ayments the returns of income filed by them, their assess-
ments were not finaliJ;ed quickly and the l'efund of excess. payments to · 
~em was usually very much delayed. An intclHgent U:Se by the assessees 
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<>f the provisions of Section 18A(2) .of the Income-tax Act will, ·no dou~t,
considerably minimise cases of such excess payments, but the best remeay 
is expeditious finalisation of assessments in such' cases as has also been, 
emphasised by us in ·tl:e Chapter on Assessments-Procedures. H~wever, 
if the assessment is not finalised within three months of the filmg of 
return of income, provisional refund of the 'excess paym~~t should be 

. given_ to the assessee concerned m .the same way as provtstonal.assess• 
mentis made under Section 23B of the Income-tax_Act for- collectmg the 
tax payable- or, alternatively, the Department should pay · interest at = per c·ent on the arnount refundable from the date of ~he filing of the 
return to the date of the issue of the refund order. ?ectwns 18A(5) and 
23B of the.Income-tax Act .should be !!-mended accordmgly. · . 

6.21. It was also pointed out to u~ that great inconvenience· was caused 
to the assE)Ssees not only by the delay in refunding excess advance pay
ments but also by the. insistence on payment of other tax demands with
out taking into account the excess advance payments refundable. It was, 
therefore, suggested to us that the assessees should have the option to 
adjust such excess advance payment against other tax demands. We 
believe that the suggestiens made by us in the preceding para will con
siderably mitigate the ·grievances of the assessees. However, we see no 

· objection in allowing, the assessees to seek adjustment of the refunds due 
· to them on account of exces$. advance payments against other 
tax demands in cases where the Income-tax Officers have failed either 
to finalise the assessments wtthin three months or give provisional' re· 
funds. Wherever the assessees desire such adjustments, the Income-tax . 
officers. should not enforce collection of the other tax demands, equal to 
the amount of the excess advance payment refundable to( the assessees, 
until regular assessments are made when the. amount of the . excess 
advartce payment refundable to the assessees will . be determined and 
final 'l'egular adjustment made in the accounts. In cases where the asses• 
sees have availed themselves of this facility, they will have no claim for 
payment of interest from the date the desired adjustment is made. 

DOUBLE .TAXATION RELIEF 

6.22. Our attention was also invited to the difficulties experienced by · 
the assessees in obtaining refunds resulting from double· taxation reliefs. 
The difficulties are mainly in •respect of the time limit for filing claims 
and· the time taken in their settlemen~. 

6.23. Under Section 50 of the Income-tax Act and· also in terms of the 
double taxation relief. agreements with other countries, claims for relief 

Time 1: ave to be filed within a period of four. years from the end of 
limit the financial year commencing next after the expiry of• the.' re

levant 'previous year'. This period coincides with the general time-limit 
of four years prescribed for the finaliJ>ation of assessments and is even 
short of. the time available for completion of certain assessment's pro
ceedings which are initiated under Section 34 of the Act. In cases where 
assessments are finalised almost at the close of the limitation period 
the assessees are left with little time for filing claims for double taJ~:ation -
.relief within the prescribed time. Further, even if the assessment is 
made in India before the expiry of the four years' time-limtt for filing· 
the claim, assessment in the other country may not be so completed. Thus 
an assessee may not be able to determine the quantum of his income, 
which has been taxed in India as well as in tl:E: foreign country and the 
extent of the relie~ adll)issible to him in respect of such income, before 
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the time-limit for filing the -claim expires. The Department has sought 
to solve these difficulties by allowing the assessees to file · provisional 
claims within the prescribed time-limit to be supplemented later after 
the assessments are finalised. In consideration of tl:e practical difficulties 
commonly experienced by the assessees in filing the claims within the 
time-limit as at present prescribed, we agree with the Income-tax Investi
gation Commission that "it is desirable to amend the law itself rather 
than to supply palliatives ·by means of· Departmental circulars, which; in 
some measures, leave discretion to the Departmental officers even in 
cases .of recognised hardship".*· We, therefore, suggest· that in cases 
where the claim for dou_ble taxation relief cannot be filed within four-. 
years from the expiry of the. relevant ~sessm_ent y~ar on acco:tnt of 11011-
completion of the assessment whether m Indta or m the f~re~gn country 
within such time the claim may be allowed to be made wtthm one year
from the date ol assessment either in India or in · the forei!Jn country, 
whichever is later. We also feel that in cases where the clatms are filecl 
beyond the permissible time-limits and ar_e thus te_chnically time-barred, 
the Commissioners of Income-tax should; m deservmg cases. condone the 
delay or extend the time for filing the claims where circumstances war-. 
·rant such condonation or extension. 

6.24: It was brougl:t to our notice that several difficulties. were being · 
experienced by assessees in obtaining certificates of assessments . from 
the taxation authorities in certain· foreign countries, notably Pakistan 
and Portuguese East Africa, with the result that the assessees were not 
able to file their claims for double taxation relief within the prescribed 
time and establish their admissibility. We feel that the suggestion made 
by us in the. preceding paragraph to ;;tuthorise tl:e Commissioners to 
extend the time for tl:e filing of the claims in deserving cases,· would 
mitigate these hardships as well. 

6.25. We now consider the grievance made out with regard to delays 
in the disposal of these claims. Tl:ere were 1275 claims for double income-
Delays in settle- tax relief pending for disposal on 31st March, 1959, of 
· ment of claims whicl: 21 · 5 per· cent. were less than one year old, another 

21· 5 per cent more tlian one ·year but less than two years old and the 
remaining 57 per cent had been pending for more than two years. The 
amount of refund involved in these claims was _rupees 889 lakhs, and . 
the claims pending for more · than one year accounted for rupees ·733 . 
lakhs, i.e. more than 82 per cent of the total. This is a very unsatisfac
tory position and special efforts are necessary' to see that the pending 
. claims are disposed of expeditiously. · · 

6.26. With a view to avoiding hardship to the assessees iri first paying 
the taxes fully and then claiming refunds for double -taxation reliet 
collection of the· tax equal to the amount of estimated double income-tax 
relief is now, as a general rule, kept in abeyance until the claim is finally 
settled. Such taxes amounted to rupees. 11 crores at. the ·end of 1958-59. 
It is, however, relieving to. note that the amount of such taxes has beeJt 
steadily falling since 1953-54 wl:en these had amounted to rupees 21 
crores. as a result of the various administrative measures taken by the 
Department to settle these claims. We desire that more intensive efl'o!W 
should be made by the Department in ~his direction. 

*Report of the Income-tax Investigation Commission, Para 882, Page 129. 
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6.27. l'he main reasons for the delay in the settlement of these claims 
are non-completion of the relevant assessments in ·the foreign country 
.concerned and non-availability of the certificates of foreign assessments 
with the result that the amount of relief due to tl:e assessees cannot be. 
determined. 'These factors hamper, to a larger extent, the efforts of 
the Department to settle the claims quickly. The assessees should, the-re
fore, themselves malce efforts to get their foreign assessments completed 
quickly, cind the mere fact that the _collection of the taxes equal to the 
probable amount of the relief is kept in abeyance should not lull them 
to complacency. Attempts should also be made to resolve these diffi
culties. in consultation with the foreign governments, wherever possible. 

6.28. In Ofder to avoid the necessity for claiming refunds · of double 
taxation relief and the hardships attendant thereto, more and more 

Avoidance of . countries , .are concluding . bilateral agreements for 
double taxation avo' dance of double taxation. The Government of 

India have also entered into such agreements for avoiding double income
tax with a number of countries such as Pakistan, Ceylon, Sweden, U.S.A., 
.Japan, and for the purposes of avoiding double Estate Duty taxation, 
with U.K. Negotiations for concluding similar agreements .with several 
.other countries like, United Kingdom, West Germany, are in an advanc
ed stage. It has been urged befor!! us .that the Government should con
clude such agreements with as many countries as possible .. We fully 
endorse this desire. 

'· 

6.29. Certain difficulties ·have, . however, been pointed out to us in 
respect of tl:e implementation of these agreements. It was brought to 
our notice that the "two-man" Committee constituted to arbitrate in cases 
of disagreement between India and Pakistan regarding the allocation of 
the income chargeable to tax ih either country had not been functi9ning 
·satisfactorily· with the result that many cases, were pending for decision. 
The Government should, in our view, take special steps to ensure that 
the" "two-man" committee meets regularly an.d decides cases of disagree-
ment.· · 

6.30. Another. difficulty brougl:t to our notiee was in respect of the 
time for which the collection of tax demand equal to the estimated 
amount of abatement available under the provisions of the agreements 
was kept in abeyance pending the production of the certificate of asses
sment ·from the foreign country. Where the total income- assessed and 
the rate of tax; levied in the foreign country are not known so as to enable 
the determination of the amount of abatement admissible in the Indian 
assessment, tl:e collection of- the tax equal to the estimated abatement 
is kept in abeyance for a period of one year within which the assessee 
should produce the certificate of assessment in the foreiWl country. This 
period can be extended by the Inc;ome_--tax .officer at his discretion in the 
drcumstances of each case. The right to abatement is extinguished, if 
the certificate of assessment is not, produced within tl:e time allowed. 
It has been: represented that the period of one· year is too-short and a 
mere discretion to the Income-tax Officers to extend the time does not 
afford ·a·sufficient safeguard for the. assessees whose assessments are 
·USUally. delayed in the foreign COUntries or ·who, for no fault of theirs, are 
unable to secure the certificates of assessments from the foreign countries. 
We have already referred in 'para 6.24 to the difficulties caused to tl:e 
assessees on account of the non.cooperation of the authorities in ·certain 
foreign countries. -Collection of rupees 54 lakhs of income-tax; which 
represents the estimatrfl abatement a1lmissible to tke assessees, had beeR 
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kept in abeyance at the end of ~958-5~ in 153 cases for more than tw() 
years for want of production. of c¢rtificates of assessm~~t frof;ll the . 
foreign countries, chiefly Pakistan and Portugese E.<~st Afnca. Figures 
showing the number of assessees. and the . ~mount of abatement .los~ to 
them because of non-production of the certificates ~ assessment m_ trme 
are not ·available to us. 111: order ·to meet the le17tttmate dtfjiculttes of 
the assessees, .we suggest that either a provision shou_ld be made to ~tatu
torily extend the. time-limit of one· year for productton of the certtfica~e 
of foreign assessment or the Government· sho?fld make -some other sutt
able provisions to safeguard the interest ctnd nghts of the assessees. 

· PAYMENT OF REFUNDS 

6.Si. Taxes refundable to tl:e assessees are ·generally paid back to 
them through Refund Order which can be encashed either at a Treasury 
or a branch of .the Reserve/State Bank of ;£ndia, as may be specified in 
it .. Complaints were made to us about delays· in the issue of Refund . 
Orders even after the assessees' claims to refund had been settled and 
orders determining the amount of refuil.d had been passed. We do not 
see any _reason why the Refund. Order should no.t be issued immediately 
after a claim to refund l:as been settled. · It was also brought to our 
notice that in a number. of cases difficulty had been experienced in .the 
encashi.ilg of , Refund Orders' on account of various defects . in their 
writing, such as: 

(i) over-writings and correctio11s were llot.attested , with full 
signatures of the Income-tax Officer; . 

(if) the amount of refund as given in letters did not agree with that 
. given in figures; · 

(iii) the branch of the Reserve/State Bank of India or' the Tr.easury 
·. was not correctly indi_cated; . ' 

(iv) the name of the payee was not correctly given, ;md so on. 
. I ' . 

Tl:e Bank or the -Treasury refuses to make payment on such defective 
Refund Orders. Besides,. the advice notes which contain an intimation 
about the issue of Refund Orders, are understood to have not always 
reached the Bank or the Treasury befor~ the. Refund Order& ,are. pre
sented for encashment, altpough the Income-tax Officers are required to. 
send, the advice · notes simultaneously with the issue of the . Refund 
Orders .. Tl:e result is that the assessees have to wait for encashment 
un~il the .advice notes r~ach the Bank or the Treasury. . · 

6:?2. _The Vqrious lapses referred .to above 'only indicate carelessness· 
and mdlfference·on the. part of the officers .. Though these appear to be 
ordinary and trifling mistakes, these have a very adverse effect on public 
relations. We, therefore, desire that strict instructions should be issuea.· 
to all officers to avoid such lapses. · _ . 

· 6.33. One suggestion made to us was .that tl:e refunds should be issued 
in the fo~ of. treasury cheques and thus do away with the issue of advice' 
note~. Advi~e. notes are a very effectj.ve check against att~mpts at fraudu
lently obtammg payments for Refund Orders from the· Bank or the 
Trea·sury. . For reasons of security. of government funds we are not in
clined to accept this suggestion. However, in order to aboid hardship to 
the assessees, we suggest that the currency of the Refund Orders shoula 

·be the same as foT treasu'l'y ·cheques, i.e. three months instead of one 
month, which obtainll at present. · · · 
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6.34. It was also' brought to our notice that several assessees, .parti
cUlarly those who had small income or who· did not have any bank ac
count, found if difficult to encash tpe Refund Orders from the Treasury 
or the Bank. It wa:;, therefore, suggested to us that the refunds should 
be paid 1o such persons in c;~sh or by postal· money order. We under
stand that :r:efunds can··evennow be sent. by money order at government 
expense, if the refundee finds it convenient. This facility, however, 
does not appear to be widely known to. the public. We hav.e suggested 
in the· Chapter on Collection and Recovery the. opening of cash counters 
in the tax offices to facilitate the payment of tax dues by small income ' 
assessees. These cash counters can also be utilised for giving re:(,unds 

-of small amount in cash. We, therefore, suggest. that when. a refundee 
makes a request for the payment of the refund to him in cash, it should 

. be paid to· him either in cash· at the cash counter or remitted to him by 
~ostal money order, provided that the amount of refund does not exceed~ 

s. 250/-. . . . . 
6.35. Ref~ds due to.the est.ate of a deceased·person present a special 

difficulty in that 'their payment is withheld until certificate of succession 
or lette?:s of administration etc. is produced by the legal heirs. It usually 
takes a considerable time 'and.also involves quite a bit of expense for 
obtaining the succession certificate or ·letters of administration.· More
over, in some cases immediate payment of the refunds to the legal heirs 
may be of considerable 1inancial help. We are therefore, of opinion that . 
when there is no dispute amongst the legal heirs, the. refund due to the. 
estate of a deceased should be paid to his son/widow or other legal heirs 
on their furnishing an indemnity bond and without requiring ~he 
production of succession certificates or letters of administration .etc. ' . . . 



CHAPTER7 

EVASION AND AVOIDANCE 

INTRODUCTORY 

Under our terms of reference, one of the main objectives requireci 
to be kept in view is the elimination of tax evasion. Alt~ough. our ~e~m-. 
mendations in the other Chapters have been made keepmg this obJective 
in view we shall, in this Chapter; disc1.1ss the problem of tax evasion and 
avoidan'ce in all its aspects and suggest- specific measures for checking 
them. · 

7.2. Tax evasion ·and ta:x avoidance are neither new nor pecuLiAr to 
Universality of the !ndia.• They constitu~e a problem which is prevalew.t 
problem m almost all countnes. As early as 1920, the Royal 

. Commission on the Income Tax in the United 
Kingdom drew attention to the existence of tl).x evasion in that country 
l).nd expressed its views on it as under: · · 

''That evasion of income-tax exists at tlie present time is beyond 
question. The citizen who· is deficient in public spirit has 
always aimed at paying less than his fair skare of the nation's 
expenses, and it is safe to assume that he will always continue 
to do so. This may be said' of every tax, but it is especially . 
true of the income-tax ...... "* 

. . ., ' 
The position in the United States of America also appears to be the same. 
In 1936, it was found that efforts at avoidance and evasion were wide

/spread and amazing, both in their boldness and in their ingenuity. A 
Joint Committee on Tax Evasion and Avoidance was, therefore, appointed 
to investigate the methods of evasion and avoidance of income, estate 
and gift taxes, arid recommend remedies for the evils. In this connection, 
the following extract from a litter publication ·dealing With this problem 
will be of interest: - · ' 

"the list of those successfully prosecuted represents a wide ~ariecy 
of economic pursuits. Perusal by the author of the cases con· 
sidered for prosecution during one monthly period indicated 
t~at the taxpayer:; had been engageq in such diverse occupa
tion~ as yarn dyemg and bleac~ing, architecture, optics, steel 
castm~, hardware, cotton plantmg, retail coal, retail clothing, 

. manuracture of dog food, highway construction and tatooing. 
Although this list did not contain any professional men, 
nevertheless they are well represented in the roaster of tax 
evaders. This _is particularly true · of doctors; there have
also been cases involving dentists,. accountants and some 
lawyers. Many . defendants have been individuals oof out
s!a~ding reputation i~ their respective fields; some have been 
CIVIC . figures. Tragically enough, for the overwhelming 

~--

•Rep'!rt oft he U. K. Royal Commission o!l Ineome-tax (1920) Para 6z;, page 135. 

HG 
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majority, the tax violation has been the first ,blemish on oth~r-
WISe unstained careers."* · 

The situation in France is .not different. In fact there is a widespread. 
imp:ression that tax evasion is higher in France than in most others. lD. 
the year 1951, tax evasion in France was reported to be near about 600 
billion franc5: "'* Similar conditions ~xist in other countries also. 

7.3. A distinction is generally made between "avoidance" and "evasio~" 

Distinction! between 
"avoidance" and 
c'evasion" 

of tax. The ·term tax avoidance , is taken to refer to 
arrangements by which a person, acting within the 
letter of the law, , reduces his true tax liability, 
infringing, in the process, both the spirit and the intent 

()f the law. Courts of law have upl:eld the right of a taxpayer to secure 
reduction in his liability by_ making use of the loopholes in the law and 
tax avoidance, therefore, has acquired legal sanction and is not regarded 
as disrespectable. Evasion, on · tl:e other hand, denotes· downright 

, defrauding of .revenue through illegal acts and deliberate suppression or 
falsification of the facts relating to one's true tax liability. Whatever be 
t:he method an assessee adopts--whether it be avoidance or evasicm--the 
.consequence of his action is the same, viz.,- loss of revenue to the State 
and an increase protanto in the burden of tax on the other tax payers 
who do not resort to such practices. lD. this- context, we· cannot do 
better than quote .the following observations made by President 

· Roosevelt in his message to the U.S. Congress in 1937: · 

"Methods of escape or intended escape from tax liability are many. 
· Some are instances of avofdance which appear to have the 

color· of lega:lity'; o_thers are on the border line of legality; 
others are plainly contrary even to the letter of law. All 
are. alike in that they are· definitely contrary .. to the spirit of 
the law. All are alike iii that·they represent a determined 
effort on the part of those who use them to dodge the payment 
·of taxes which Congress based on ability to pay. All are 
alike in that failure to pay_ results in shifting the tax load to 
the shoulders of others less able to pay, and in mulcting &e 
Treasury of tl:e Government's just due. "t · 

7.4. The methods that could be adopted for combating avoidance are 
-different from those required for elimmating evasion. Avoidance could 
'be checked only by plugging the loopholes m· the law and by a careful 
<!rafting of all new legislation. · Evasion, on the other hand, has to be 
fought by making the enforcement machinery stronger and stricter fu 
its administration and by the levy of deterrent punishment whenever a 
tax-evader is caught. It is quite likely that, in the process .or tracking 
down cases of evasion, some inconvenience is caused to the assessees but it 
is inevitable. under the circumstances. -While the dishonest should not be 
allowed to escape, the Department ·should, at the same time, so conduct 
itself as not to create an impression in the minds of honest assessees that 
their words are not believed and that'they are subjected to needless 
barassinent. 

*Current Issues in'·Federal Taxation-The American l.Jniversity Tax Institute Lectu,res 
•(1948), Vol. I, Page 2~9· 

** The French Economy and the Siate (1958) by Warren c: Baum, Page 1-43. 

t Hearin~:s before the Joint Committee on Tax Evasion and Avoidance (1937)-page 2. . . 
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7.5. By the very nature of things, it is .difficult to ascertain acc~ately 
the extent of tax evasron. In no country has It been 

Exient of evasion · possible to do so and th!'l difficulties inyoived in . the-
process have been acknowledged by. tJ;le varrous 

enquiry bOdies, both in India and abroad. The Royal Comm~ssr~n of 1920· 
in the United Kingdom· ?S w.ell as the -Income-tax Investr~atwn Com
mission '(1947) and the Taxati?n ~nquiry ~ommission (1953-~4) in In~ia 
have pointed out the difficulties .m makmg a correct estrmate of rts. 
magnitude. In 1956, Prof. Kaldor attempted to make an estirn:ate of the 
extent of evasion in this country on the basis of certain tentabve figures 
relating to national u;come sl!pplheid to him by. the Central Statistical 
Organisation. ·Accordmg to him, the· amount of mcome-tax lost through 
evasion amounted to between Rs,. 200 crores and Rs. 300 crores for the· 
assessment year 1953-54. As against this, the Central Board of Revenue
was of the opinion that the tax evaded ~n that year would not have· 
exceeded RS. 20 cror!eS' to ,Rs. 30 crores. We may at the outset mention 
that, while tendering· oral evidence before :us, Prof. Kaldor stated that 
the· estimate .made by him represented the loss of tax not only through 
evasion but also -through avoidance. TJ:¥s makes a good deal of difference-

. as according to Prof. Kaldor, ma~y of the expenses which are now allowed 
under the statute in the assessment of business income should not be 
allowed and he considers them all as coming under avoidance. It is als() 
to be noted that the' concept of "income" in the national income statistics. 
is much wider than that under the Incom~tax Act. Besides, Prof. Kaldor, 
himself had made itclear in his report that his figures were merely tenta-· 
tive and should be interpreted with great caution. On an analysis of 
the final figures of national income·and the ce;nsus of Indian manufactures, 
which are since available, we find that both the quantum of income esti- . · 
mated and the rates of tax adopted by ·him were very much on the high 
side. We are, therefore, of the• opinion that the quantum of tax 
evasion, though undoubtedly high, is not of the magnitude ·indicated 
by Prof. Kaldor in his report. , . 

7 .6. While tl: e difficUlties . inherent in any attempt at estimating the
extent of evasion should be obvious from the above, it cannot be denied 
that evasion has been in existence in this country for a long time and is · 
prevalent at all levels of income. The Income-tax Investigation Com
mission had, in the 1,058 cases investigated by it, detected concealed in
come of the order·.of Rs. 48 crores. The tax and penalty levied in.respect 
of this evaded income amotinted to Rs. ·29: 42 crores. Concealed income 

. amounting to Rs. 70 crores was disclosed by the assessees themselves under 
the Voluntary Disclosure Scheme of 1951 in 20,912 cases, and additional· 
tax and penalty amounting to nearly rupees 11 crores was demanded on 
this score ... Besides; considerable amoup.t of escaped ·income is brought 
to tax, every yeai", by the efforts of the Department under the provisions 
of Section 34 of the Income-tax Act. During 1958-59, ,concealed income
amounting to Rs. 31·10 crores. was assessed in 27,343 cases resultin~ ;. 
additional tax and penalty of Rs. 15 ·64 crores under Sections 34(1) (a} 
and (b) of the Act.· These figures clearly indicate. the magnitude ot me 
problem of _tax evasion. 

7.7. Though evasion of tax is commori to all ·classes of citizens 
~rrespective of. the income group to which they belong, opportunities for 
!t vary accordmg to the nature of income earned .by them. For instance. 
m the case of salaries and interest ·on Securities, evasion is most unlikely 
because the tax gets deducted at the very source, before the income reaches 
the taxpayer's pockets. On the other hand, opportunities for evasion are
. largest when the income ~ derived from buiiness, profession .or vocation. 
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CAU$ES OF EVASION 

. 7.8. It was stated by many witnesses that the prevailing high rates of 
· taxation were one of the main causes for tax evasion. 

, High rates of rax The high rates of tax in the top income brackets are 
said to be tolerated only· because of the considerable 

evasion that takes place. While we cannot deny. ~hat the higher the rate 
of tax, the greater will be the temptation for evasion and avoidance, we 
feel that the tax rates by themselves are not to blame for the large 
extent of evasion in the country. Even if the rates qf tax are reduced, 
evasion will still continue, because it exists at all levels of income. The 
evidence before u~ shdws tl:iat tax evasion has. never been the prerogative
of the higher income groups but, as the stakes involved are larger in their 
cases, the tendency to avoid or evade tax is also greater. · . 

7.9. The complicated provi§ions of the direct taxes :'Acts, not all of 
· which are easily intelligible, were (Zlso stated. to .be 

Cornple«ity in rax laws responsible,, to some extent, for tax avoidance and 
. . · evasion. The average taxpayer has inevitably to seek 

the assistance of tax experts· and their advice is not always disinterested. 
In fact it has been represented th_at some tax representatives aid ahd 
abet tax evasion. The measures t<l be taken 1o comba1 this problem are 
discussed later in this Chapter. The role of tax representatives and the. 
ethics to be adopted by them' are being . discussed. in 'the Chapter on 
Administration. · 

7.10 .. The inadequacy of the powers vested 'in the personnel of the De· 
· · . partment ·was another reason pointed out as . a cause 
Inadequacy of powers for tax evasion. The facts relating to income, wealth.-

. · expenditure, etc., are known only to the taxpayer andr 
· if l:e does not disClose all of them to the assessing officer

1 
the task of the 

latter in determining the correct tax liability becomes very difficult.. In 
cases where ~he taxpayer himself does not bring to light all the material 
facts, .the assessing offic~rs have to depend upon the powers given to them· 
unde·c the law for securing the information which they consider relevant. · 
In this, the assessing officer .is· often fighting an unequal battle and some-

. strengthening .of his hands is necessary ensur:iilg 11t the same "time, that 
the powers vested in him are not exercised capriciously and that no harass-
.ment is ca~sed to the honest taxpayer, · 

7.11. Another reason for evasion pointed out to us was the · dea_rth of 
. expenenced personnel in the Department. In 'Our 
Shortage of experien- . opinion, the present , strength of fully trained and 

· ced personnel . . experienced officers in the Department is not adequate 
even for dealing with the current cases. Many of the 

exPerienced assessing officers have lieen promoted as Assistant Com
mi~sioners and this has depleted the stre~g_th of office.rs with the requisite 
experience for assessment work. In addition, there IS a large baclqog of 
arrears, which, because of the considerable time-lag, present even more 
difficulties than current cases. This time-lag is ·often uttlised by 
unscrupulous tax~payers to manipulate their accounts, to destroy existing 
eviden•!e or to fabricate new evidence-in short, to distort the true position 
regarding their tax liability. In quite a few cases, the assets are alienated 
or frittered away during the interval between the earning of the income 
and its assessment, and even if ultimately a demand is raised, its collection 
is rendered very difficult. From this, it seems to us that it will not be 
an exaggeration to say that the time-la~t in comnletin~ the assessments is 
itself one of the causes for evasion. , It is, therefore, necessary to have in 
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the Department su:tJicient numbers of trained and experienced pe;sonru:l 
to cope with the current as well as arrea': 1~ of assessment and mvesti
gation work. Simultaneously, the orgamsattO?J-. a~d procedu!es · of _the 
Department should be so improved as to bnng tt. to the htghest p1tch 
of efficiency, 

7.12. One important reason for the prevalence of evasion is. state'd to. be , 
that in actual practice no deterrent purusl:)ment like 

b f d 
imprisonment is being meted out to tax evaders when 

A senceo eterrent. h h d' t t At 'd punishment they are caught. Thoug . t e rrec. axes c s proVl e 
, . for prosecuti9n and rmpnsonment m cases of conce_al

ment and false statements in declarations, the Department has not, durmg· 
the last 10 years, got even a single person. convicted for evasion .. It ~ seen 
that prior to 1939, prosecutions were bemg ,freely resorted to m swtable 
cases. We feel that unless it is brought home td the potential tax .evader 
that attempts at conceaLment will not only not pay but also actually· land 
him in jail, there could be no effective check against evasion. At present, · 

. a tax evader even 'if caught, has only to pay the tax sought to be evaded 
and a percentage thereof a& penalty. Though the maxim~ penalty 
leviable is 1p0 percent of the tax sought to be _evaded! such a high pena.lty 
is rarely levied. · Even the moderate penalties leVIed by the assessmg 
officers are reduced to nominal sums by appellate authorities. Both these 
factors, the non-resort to . prosecution and the non-levy of deterrent 
penalties have, no doubt, encouraged the growth of evasion. . 

7.13. A11other reason fur widespread evasion is said to .be the secrecy 
. provisions . of the direct taxes Acts. At present, the 

Lack of publicity Department is statutorily prohibited from disclosing 
any information relating to a person's return or assess

-ment, excepting to specified authorities like Central and State Govern
:ment authorities, Courts of Law arid Reserve Bank for the limited 
·:purposes mentioned in ti:e Acts themselves. Thus, even if a tax evader 
:is caught and pena]ised for concealment, he. can keep it as a secret from 
every one and thereby escape the odium. The, pressure of public opinion 
ts a major · deterrent against any offence and, in our opinion, if the 
secrecy· provisions are relaxed even to a limi.ted. extent, they will go a 
.long· way towards chec~ing tax evaS\on. 

·7.14. Yet another reason · which we consider' 'is of considerable 
importance in the case of retail trade is that. in· an 

·Evasion of Sales Tax attempt to evade sales tax, the total sale figures are 
. often . considerably understated. GeBerally speaking, 

·the mcome-tax payable m such cases is much less than the sales tax 
·payable and their attempts are intended primarily to evade sales tax bv 
not recording the eorrect sales and avoiding issue of cash memos. Th"e 
purchasers also do not iroist on the issue of cash. memos, as they do not 
have to pay the sales tax and hence get the goods at a lower price. By 
suppresstng sales, a ~rader not only defrauds the State Government of 

. tl.te sales tax due to· tt but also the Central and the State Governments 
.of thei': sh~re of income-tax. Another result of this practice is tl:at it 
makes It difficult for the honest trader to continue in business. 

7.15. Certain moral and psychological· factors· have also been •Pointed 
out as responsible f?r. tax evasion in the countrv. U:p.fortunately, all 

Citizens do not realise their duties to the State anrl 
Moral and psychologi- the necessity of p~vin~t the correct amount of tax&> 
cal factors and pay!ng them in time. Only a reformed moral 
. . outlook and the development ·of better civic con~ 

SClence can 1mprove maUI!·rs in this respect. 
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7.16. We also fee_! that the Department is no less responsibl,e for the 
present state of affarrs. It has been said, and not unjustifiably, that even 
~hen the assessees ret~rn correct income, wealth, etc. and produce evidence 
m_ supp_ort, the assessmg officers do not always accept them. Because of 
this att1t~d~ of the Department, it is said tha_t assesses, sometimes, under
state their mcome, wealth, etc. in returns. This mutual distrust creates
a vicious circle· which h~ got to be, broken, and it should be broken by
th~_? _D~artment. For thJ.S purpose, the Administration has to take the· . 
. ~nttt_atwe and prust the assessees and conduct itself with a high sense of 
JUSttce and fatrplay. If it does ·so, we believe the present hostility of 
the tax p~ying public will largely disappear. ai:Jd thaf'it will gj.ve place 
to a growmg sense of mutual trust and co-operation between the Depart-
ment and· the assessees. · · 

7.17. Lastly, it has been stated that lack of requisite integrity in some· 
ef the officers of the Department is partly responsible for tax evasion .. 
We cannot over-emphasise the necessity for the officials of the Pepart
ment maintaining the highest standards of honesty and rectitude. In the 
Chapter on Administration we have commented on this matter in some 
detail. Here we would only stress that not only should the departmentat 
officials be honest but they must also be above suspicion and that they 
should so conduct themselves in their private as well as official life that 
no wrong motives could. be attributed to any of their actions. 

· METHODS OF ENQUIRY AND INVESTIGATION 

7.18. In th~ preceding p'ar~graphs, we have considered the extent of 
evasioa and avoidance and tl}e various ·factors responsible for them. We 
shall now proceed to examine the adequacy of the present methods of 

· investigation and· the agencies of the Department employed in checking 
evasion as well as the changes required to be made. 

7.19. ·In addition to the information received from assesees and others 
in accordance with the statutory provisions of the 

External Survey direct taxes Acts, a variety of information is collected 
by the Department through "external survey' ·as well 

a<; 'internal survey'. The former consists of door to door survey of cities 
and towns and even large villages by the Inspectors of the Department 
at' periodical intervals, usually once in three years. Information is also 
gathered by· t.he Department from the records of the municipalities and 
corporations regarding the const_ruction of new, properties, from th!!! 
registration offices in respect of. transfers of properties and from other 
Government offices such. as sales tax, customs,' excise, railways etc. 
,regarding the commercial transactions of various kinds. From the 
statistics supplied to us, we find that, as a result of ·external survey in 

· the last two years, about 50,000 to 60,000 new assessees have been brought 
orl the income-tax registers each year but they are most.iy in the small 
income group and the total annual demand raised in those cases is only 
ef the order of Rs. 50 lakhs. However, considering the receqt lowering 
of the minimu!ri taxable limit to Rs. 3,000 and the large scale development 
of the country's economy, we feel that ~he number of new assessees 
brought in as well as the additional revenue raised is far from adequate. 
Many witnesses, official as well as non-official, have also expressed the 
view that large number of persons who have got assessable incomes have 
still not'been brought on the income-tax registers. We are of the opinio~t 
that more importance should be given to this work by reorganising the
Survey Circles and augmenting the staff in .them. With a view to secur-
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ing that surveys are conducted on a regular and Systematic. basis, we. 
~ecommend that Special Survey Circles should be constituted in ali 
important cities. Each of these units should ,be headed by a Survey 
Officer (Income-tax Officer) and manned by an adequate number of 
·Inspectors and the necessary clerical staff. In larger cities. like Bombay, 
CaLcutta, Madras and Delhi, an Inspecting Assistant· Commissioner 
should be placed exclusively in charge pf survey work. In other areas 
the territorial assessing officers should be made_ responsibl~ for tl:e 
survey work. . 

· 7.20. Steps sho~ld be simultaneously taken for improving the quality 
.o:fwork done by the Inspectors employed on survey work The estimates 
·-of income made by them are often stated to be exaggerated and unreal. 
We also understand that the Income-tax Officers are not exercising a 
proper _check an.d contr!Jl over the s~rvey done.· It should be the duty: 
of the officers. in charge of survey units to test-check the survey reports 
.submitted by the Inspectors and for this purpose they shoqld themselves 
·visit the ·business localities surveyed. The Aooistant Co=issioners in 
.charge of survey should also conduct a similar test-check on the, work of 
the Inspectors and the officers and see tl:iat not only do persons with 
.assessable incomes not escape but also that no exaggerated estimates are 
made by the Inspectors and no inconvenience is caused to the . public 
in the course of survey. The results of survey should be reviewed by the 
-Commissioners-every' month and also by the Central Board of Revenue. 

7.21. Apart from the bringing in of new assessees, external suntey also 
,gives information regarding the exist~g assessees. It should be the 
responsibility of the Inspecting Assistant Commissioners of the variom 
~anges to see, during the course of inspection, that the · information 
-collected during ·survey is properly utilised .by the assessing officers. In 
this connection, we would draw attention to the large .scale construction 
.of house properties and ·buildings that is taking place in alniost all the 
urban areas. It shoulq be seen that the infor~ation now being collected 
by the Department is passed on in time to the concerned assessing offi
-cers who must make· full enquiries regarding the. source of money:s 
.3pent in the construction of these properties as well as the rental income:s 
realised from them. It is well known that because of the acute housing 
$hortage in most cities, ·rentals much higher than the standard or con
trolled rents are being realised. . Enquiri~ on this point should also· be 
made by the Inspectors in tl:e course .of external survey. We also sug
gest that Survey Inspectors should ·make full use of the information 
.contail).ed in .the electoral rolls.' 

7.22. The internal s?I"'ey refers to _the system of cross-verification by 
. which the assessmg officers · ve:;ify transactions 

Internal Survey recorded in an assessee's books with reference to those' 
. . . reco!ded in the books of 'another party or With the 
information available With the Department. While e'Xamining the returns 
:and accounts of any of the taxpayers, the assessing officer abstracts parti
culars of the more import~t transactions of the assessee, such as, pur

-e!: ases an~ sales over certam. a!llounps, payments to the contractors, pay- : 
ments o~ mterest and commiSsiOn, loans etc. These particulars are then 
co~rnurucated to th!'! officer assessing the person with whom these trans-

. actions ~re entered mto in order to ~ee if they have been· duly accounted 
ior. ThiS enables the Department to detect persons who are not assessed 
-or those_ who . keep trat;Sactions outside their account books or make 
:rroneous et;~tries re~arding them. Due to the large volume of the work 
;nvolved, thi_s work Is stated to be generally ·in arrears and not given the 
nnportance It deserves: As shortage of staff is stated to be the main 
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caus-a for the neglect'of this vlork, w'e are, in the Chaptel' on Administra
~ion, suggesting_ the strengthening of staff, wherever necessary. Inspect
my Officers-as well as the Commissioners should see by periodical test• 
checks, that this work is_ not negl~cted and does not fall in arrears. · 

' . 

7.23. Tlui regional agency for collection, collation and distribution of 
- ·_ information is the . Special Inves~igation Branches 

Special Investigation functioning at the . Commissioner's . Headquarters. 
Branches · These Branches collect information from a variety. of 

sources, official as well as non-official, such as parti
culars . of import and export licences, customs · clearances, foreign · 
remittances, seizures of smuggled goods, supply orders placed by Govern
meRt and quasi-Government departments, ·bulk consignments of goods 
from _railway _stations, excise licenses, new firms registered, new com
panies floated etc. While we are satisfied that these Branches are doing 
useful work, we feel that they ~hould be strengthened further. They 
should qe re-organised and placed under the_ charge of Assistant Com
missioners in Bombay and Calcutta and under senior Income-tax Officers 
in other charges. The work of these Branches in the various Com
missioners' charges will .be co-ordinated by the Directorate of Investiga
tion and Intelligence; the setting up of which we are. suggesting in the 
chapter on Administration. These Branches will distribute to the various 
assessing Officers information collected by_ the Directorate with regard to 
market intelligence, price fluctuations etc. The officers incharge of these 
Branches should also serve as a liaison-officer between the Income-tax 
Department and other concerned Departments or Organisations such as 
Sales tax, Customs, Excise, Reserve Bank. It will be one of their duties 
to see that the officers receiving i.Iiformation from these Branches make· 
the verifications in 'time before the assessments are completed._ 

7.24. Th~Collation Branch was established in 1944 for the purpose of 
· collecting information from -the varieus departments 

Collation Branch of the Central and State Governments about payments· 
made to contractors, etc. and intimating details of the 

iiame to the assessing officers. · It also collects informa.tion about dividends 
above specified limits paid by various companies and passes it on to the 
concerned officers assessing the shareholders. Under departmental 
instructions, the assessing officers are required to send back to the Branch 
the tear-off acknowledgment portion of the Intimation Slips mentionmg 
therein the _General index Register number and the Ward, District or 
Circle where the payees are assessed and also certifying that the Intima
tion Slips have been placed on the records of the assessees concerned. As 
an administrative check of this arrangement, five per cent -of the Intima· 
tion Slips are selected ·and sent to the Inspecting Assistant Commissioners 
for test-check at the time of inspection of the Income-tax Offices and they 
are required to verify that proper use had been made of the Intimation 
Slips received. · 

_ 7.25. Though the work being done by this Branch is useful, consider
able improvements in its working are necessary. In particular, -it should 
be seen that the information collated "is cgmmunicated to the a-ssessing 
<Officers before they finalise the assessments. The prim.ary reason for the 
-delay is that in the absence of any legal sanction, the Branch cannot, as 
a matter of right, call for the information from the various Government 
departments arid organisations but has primarily to depen'd on their gooc,i
will. The Collation Branch is ·helpless if, fot any reason, a Govemmen~ 
department or organisation fails to furnish the information. We, there· 
fore, suggest that rules may ,be framed castin~ .an_ obligation O?l the 
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Government departments and quasi Government bodies to communicate 
-information to the Coll~tion Branch of the Department. !n view of the 
reorganisation· of the Dtrectorates whtch we are suggesting, we recom
mend that this Branch .should be placed under the control of the Direc
tor of Investigation and Irttelligence. For ensuring bette~ supervision and 
control, it should be placed directly under a Deputy Dttector of Inspec
tion instead of an Assistant Director as at present. We also tinderstand 
that the system of communicating information and varification is not 
functioning very satisfactorily, because in many cases the tear off 
acknowledgement portion of the Intimatic_>n Slips have. ~ot been return
ed by the assessing officers to the Collation Branch owmg to pressure of 
othe.r work. The situation has to be remedied. Jt should be the respon
sibility of the Inspecting Assistant Commissioners to see that the in
formation received from the Collation Branch ~ 11tilised properly by the 
nssessing officers. ' 

7.26. In the Chapter on Assessm~nts-Procedures, we have emphasised 
· the desirability of concentrating cases requiring · 

Special circles detailed investigation in Special Circles under the 
charge of experienced and competent officert>. There 

are at present 28 Special Circles in the various Commissioners' charges and 
these should continue. Further Special Circles may also be created, as 
11nd when TJ.ecessary. We, l:owever, wish to suggest certain improvements 
with regard to their functioning and control. These Special Circles are at 
present under the direct control of the Director of Inspecfion (Investiga
tion) so far as the technical work of making investigations and assessmentl'
is concerned but for all other matters including recovery of tax, filing oi 

, appeals and references, they are under the contrql of the territorial Com
missioners of ,Income-tax. It was pointed out that this duality of control 
over these Circles militated against their efficient function~ng. Consider
able dissatisfactio~ was expressed before us, both by the assessees and by 
the Departmental Officers, even in. regard to the technical control at 
present exercised by the Directorate over these Circles, as such control 
was rather remote and mainly through correspondence. We .suggest that 
m .order to make for better guidance on the spot, greater utilisation of · 
local knowledge and more expeditious disposal of work, the territorial 
Commissioners of Income-tax should be made responsible also for the 
control of the technical work including investigation and assessment. · 
done in these Circles. T)le assistance of the Officers of the Directorate 
should still be available, if investigations are required in cases of con
cerns having branches or connections all over the country or in those 
which present peculiar difficulties. _ 

7.:27. The two Central Commissioners' charges at Bombay and Cal~utta 
' we_re created in 1939 and 1941 ·respectively with the 
The Central Commis- obJe~t of undertaking detailed investigations in cases 
!loners of Income-Tax of big assessees having large business activities 

all over the country since the ordinary territorial 
olficers could neither have the time nor .tht> specialised traininr,: 
•ecessary for the intensive investigation required in such complicated 
~as~s. . ~he assessin~ _o~c~rs in these charges have no territorial 
JUriSdiction but have JUri_sdicbon over the cases specially assigned to them 
l!y t,he_ Board under Se~tiOn.5(7A) of the Income-tax Act. The assessment 
worK m these _charges_ Is done under the close and continuous supervision 
ef the. Inspectmg Assist.ant Commissioner and the Commissioner. These 
charges have proved qutte efff!Ctive in handling cases of tax evasion an4 
we feel that they should conttnue. The arrear cases in these 'charges q,re 
however very larg~ and as large amounts of revenue are involved greater 
emphasis should be laid on bringing the assessments uptodate: If · 
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·necessary, add~tional officers should be posted for this purpose. We also· 
suggest that as soon as the investigations for the relevant period are 
compl.eted and the assessment!.s brought uptodate, such cases should b'e 
re-transferred from the "Central" to the territorial charges and fresh 
cases .requiring investigation taken over by the "Central". 

7.28. Following the recommendations of ·the Income-tax Investigation 
· Commission, the Directorate of Inspection (lnvestiga

Directorate of (fnvesti- tion) was· created in 1952 for undertaking and co
gation) and lntelligence.ordinating investigations in difficult and complicated 

cases of tax evasion. As also mentioned earlier, the 
main part of the Directorate's work at present consists in the technical 
supervision and control of the 28 Special Circles spread all· over the 
country. The Directorate also gives technical advice and guidance 
regarding the methods of examination of accounts, in special types of 
cases and co-ordinates the investigation work in the various Commissioners' 
charges. In addition, it . functions as the Vigilance Wing of the Central 
Board of Revenue for checking corruption and other mal-practices among 
the departmental persmmel. 

7.29. We have already suggested in para 7.26 that the territorial 
Commissioners should themselves be responsible for the technit:;al work 
of making investigations and assessments in the Special Circles. Further, 
in view of the importance of vigilance work in the Department, we 
are recommending, ·in the Chapter on Administration, the constitution 
of a separate Directorate of Vigilance to be exclusively in charge of 
this work. These changes will, no doubt, considerably reduce the 
present work of the Directorate, but we do not envisage its abolition. 
In our. opinion, not only there is a continued n~:ed for such an :organisa

. tion to effectively co-ordinate the activities of the Department in check
~ng ilax evasion but that it should also function in a more positive way 
by itself gathering all usual information and directing the investiga,.. 
tlional activities of the Department. We are, therefore, suggesting, in 
the Chapter on Administratlion, that the existing Directorate should lbe 
reorganised into a Directorate of Investigation and Intelligence. 

7.30. One of the most important measures for checking evasion is to 
provide the assessing officers wilth useful 'intelligence' about the 
assessees. No doubt, some arrangements already exist for gathering 
such intelligence, . but, we feel, that these are not quite adequate. 
In our 1Jiew, the Directoratie should organise, and be responsible for, 'the 
collection, collation and dissemination of all such information IWhich: 
will be useful in determining the correct tax liability of the assessees. 
For this purpose, it should keep in close touch with the various 
Ministries and Departments which have commercial dealings with the 
public, particularly ·the Ministries of Commerce and Industry, Steel, 
Mines and Fuel, Works, Housing and Supply and Foodi & Agriculture. 
It should also maintain contacts with the Directorate of Revenue Intelli
gence, the Enforcement Branch of the Economic Affairs Department, 
the Reserve Bank, the Company Law Administration, the Special Police 
Establishment etc. In addition, it should regularly gather market and ~ 
economic intelligence, and information regarding fluctuations in the 
prices of commodities and shares, large deals of a monopolistic nature 
and blackmarketing, cornering of shares and commodities etc. For this 
purpose, the Directorate may have its officers at various important 
commercial centres. This Directorate should co-ordinate the working 
of the Special Investigation Branches in the various Commissioners' 
charges and also supervise and control the working of the Collation 
Branch. 
410 C.B.R. 
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7.31. As for the investigational work, the Directorate should. not only 
coordinate . the invest'igations carried on in the different Commissioners• 
charges, but it · sho~ld . also . render e:x:per~ technical assistance 
in the investigations·. of spectaUy compltcated_ · cases~ It Should 
constantly· · keep · under review the techniques of examining 
accounts and discovering 1::onceahnents and should explain to the 
asses.?ing·.officers, from time to time, the ·various ways adopted by 
asses~>e~ .. j'6x; manipulating accounts and evading taxes and the methods 
to. be. employed for detecting rthem. We -also recommend: that this 
Directprate .as well as the Commissioners' offices at Bombay, Calcutta, 

- !'4a~lis,' DJ!;llii::;md Ahmedabad s~ould be eguipped with _mode-:n mechani
cal. afds •Jike-'th..e photostat machme for taking photostatic copies of docu-

• me~tsi-:Ui"~'rinfta-red photographic equipm~nt and the ultra-violet equip
ment· for detection of obliterations, erasures etc. in documents. This 
Directorate should also arrange to get the technical advice of the 
Examiner of Questioned Documents, whenever required. 

7.32. One. of the proposals suggested for our ~;:onsid:eration was the 
·constitution of a Board of Specialists consisting of. 

Specialists inon-officials to assist the Departinent in checking 
tax evasion. We found that opinion amongf!!; the 

witnesses was divided as regards the feasibility and the usefulness of 
such an organisation~._ In our opinion, the establishment of a Board ·of 
tlie type proposed would not be of much help in checking tax ,evamoni 
For one thing, a sufficiently large number of non-officials qualified for 
this purpose is not likely to be available all over ~he country. For 
another, the taxpayers in general are not likely to welcome a probe 
into their affairs by non-officials,_ some of .whom might be even their 

. .bushiess rivals. ·In our view,. the 'pJ?oblem could be tackled best by 
Departmental · officials experienced in the investigation work. Hence, 
we suggest that officer with proved efficiency and experience in 
assessment!s of particular trades and industry should be appointed .as 
specialists in the Directorate of Investigation & Intelligence. T!lese 
officers will make a specialised study of the different problems relating 
to the making of assessments in particular industries, trades etc., 
assigned to them so that they can give technical guidance to the assess
ing officers in the field. They will help in resolving the difficulties 
brought to their notice by the assessing/officers in respect of assessments 
in such trades and industries and, in important cases, where a Commis
sioner considers it necessary, even supervise the making of such assess
ments. They will also issue circulars regarding margin of . _profits, 
price trends, other developments and conditions in the industries and 
trades etc. having a bearing on _assessments, and prepare monographs 
on assessment problems and procedures relating to the industries and 
trades allotted to them. They should periodically visit the concerned 
factories as well 'as .commercial centres and get first hand information 
regardmg mani.Ifacturing processes, purchases and sales practices and 

. such other matters as may be of' use in the assessment of these trades 
' and industries. For the present, we suggest that six. Specialists . .tmay 
be appointed, one each for the following. industries and connected trades: 

(i) Cotton textiles. 
(ii) Other textiles includmg ·rayon, and paper. 
(iii) .Sugar and connected industries. · 
(iv) Iron & . Steel and Engineering Industries. 
(v) Cement mani.Ifacture and building contractors. 

(vi) Minmg and Quarryiiig, Petroleum and allied products. 
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7.33. When, in 1954, the Supreme Court's judgments declared the 
. 'operative provisions of the Taxation on Inconie 

Directorate of Inspection 1 (Investigation Commission) Act, 1947 to . be ultra 
(Special InvestigatiOn) . vires of ·the Constitution, and . thereby prevented 

' · · the Incometax Investigation Commission from 
proceeding with the investigations in the vast majority of the cases 
referred to it, a ·new. Departmental organisation viz. _the Directorate of 
Inspection (Special Investigation) was set up, to deal with the cases 
affected by tHe Supreme Court's decisions. Section 34 of the Income
tax Act was ·am«:!nded in 1954 and again in 1956 to remove the time 
limit for 'the reopening of assessments where concealment . of more 
than one lakh of rupees was csuspected. The various: cases ·have been 
concentrated in .specially constituted circles, and the investigations and 
assessments in t)lose' cases are done under the immediate guidance and 
supervision -of. the Directorate of! Inspeatiori (Special-" Investigation): 
We understand that a majQrity of. these cases has been investigated 
into and assessments finalised and that this Directorate, which was set 
up as a temporary measure, is likely to be wound up shortly upon the 
finalisation. of the remaining cases. We agree. that, once the Income
tax· Investigation Commission cases are. disposed of, there is no need 
for a special body like this Directorate. . 

7.34. AD.othe~ suggestion e~amined by us . wa.; with· .. .regard to the ·. 
setting up of a permanent organisation, similar to the 

A special Co'!'mission Income-tax Investigation. Commission~ to deal with 
for Invesugation cases where substantial evasion · .. was . suspected. 

As mentioned in the precedling para the Income-tax Investigation Com
mission was rendered ineffective when, in 1954, the Supreme Court, in 
a series of judgments, held the main operative provisions of the Act 
-constituting the Commission to be ultra vires ·of the Constitution. One 
pf the main reasons for the success of the Investigation Commission in 
detecting and establishing substantial concealments was t):le wide. powers 
granted to it for making enquiries and gathering information. We find 
that . several of those powers, ·viz. powers for . search and seizure, for 
impounding books and documents, for obtaining information from' banks 
etc. have been conferred upon the Income-tax authorities by the 
Finance Act, 1956. We note that the Taxation Enquiry Commission 
had expressed itself in favour of the setting up of such a· body: The 
Departmental authorities were riot at that time vested with the adili-. 
tional powers enjoyed by the Investigation Commission, but the position . 
has now materially changed ... In view of this, we do not see much 
-advantage in constituting a separate investigating body. Further, if 
-any such body with wider powers is ·again set up, its. functioning· may 
:still be open to the same constitutional objection, and it will indeed be 
·difficult to overcome this objection. Administratively also, the creation 
of such a body outside the Department is likely to cause difficulties and 
lack of coordination. Hence we are of the opinion that the constitutiion 
of a sepnrate body like the Income-tax Investigation Commission for 
dealing with cases .of large scale evasion is neither feasible nor necessary 
in t'b.e present . circumstances . . - ' . '-

, '7.35. With a view to improving the. quality of assessment work and 
· 'Group Assistant providing more pre-assessment control, Group 

·:.'Commissioners' Assistant Commissioner's charges b ave been consti-
' .. charges tuted, since 1956, atl some important places. The 
jassessing 'Officers in these charges work under th,e !>el;'SOP.~ WlltlaiWe 
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and superviSIOn of the Group Assistant Commission~rs, who have c~m
current responsibility for conducting investigations and m~mg 
assessments in the cases assigned to these charges. The Group Assistant 
Commissioners themselves chalk out the line of investigations in impor
tant cases and gtiide the assessing officers at every stage. Apart from 
other advantages, this system helps in checking evasion. In the Chapter . 
on Administration, we 'ire discussing the ·system in detail and recom
mending its extension. 

7.36. In the Chapter on Assessments-Procedure; we :have recom~ 

Total wealth 
mended that all assessees excluding those who are 
liable to wealth-'tax andi who, therefore, file their 

net wealth statements every year, should be 
statutorily required to furnish statements of total wealth once in four 
years. This measure would help the assessing officer to find out the 
growth in wealth during two fixed points of time and check it with the 
assessed incomes after allowing for the assessee's personal expenditure 

' and other outgoings during the interval. Since ev!lded income is 
seldom kept hiddel;l for too long, .it does come out in the form of some 
asset or other and hence this method is most effective. It was widely 
adiopted by. the Income-tax Investigation Commission, and under the 
Voluntary Disclosure Scheme also a wealth statement was invariably 
insisted upon for the settlement of a case. We. may mention here that 
similar method is followed in the United J$:ingdom where it is known 
as "Means Test" and also in the United States of America where it is 
called as "Net Wealth basis". It is interesting to note that even in these 
countries this method is, of late, being resorted to increasingly for 
unearthing cases of evasion. We consider that it would be one of 'the 
most effective methods of checking ta~ evasion. 

statements 

7.37. Another suggestion made by us, in the Chapter on Assessments-
Compulsory Procedure, is that auditing of accounts in all cases 
Auctit of of business, profession and vocation, with total 

. accounts incomes exceeding certain limits should be made 
compulsory by law. This measure also will facilitate detection of con
cealments and manipulation of accounts. 

POWERS 
7.38. We now discuss the powers of the assessing officers. At present, 

they can call upon assessees who have made returns of income, wealth 
etc. to produce in person, or through duly authorised representatives, 
the evidence on which they rely in support of their returns. Once a 
notice calling for the return is issued, they can call for the production 
of any document and books of account relating to the year of account 
or the three earlier years. They also possess the powers of Civil 
Courts in regard to compelling production of documents, enforcing the 
attendance of witnesses. and" examining them on oath, and issuing 
commissions for . examining witnesses. Further, Income-tax Officers 
·can, on the authorisation of the Commissioner, enter and search any 
building or place, seize books of accounts and make inventories, etc. 
In the following paragraphs, we ·examine if these powers require
strengthening in any respect. 

7.39. The Income-tax Act does not prescribe any particular method 

Books of 
account 

in which accounts of a business should be main
'tained by the taxpayers. The assessees enjoy · full 
!liberty in this regard. All that is requ).red is that 

the accounts should be so maintained as to reflect the true· position of 
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the profits, failing which the assessing authorities are given the power, 
under the proviso to Section 13 of the Income-tax Act, to reject them 
and to determine the income on such basis as they may consider fit. 

7.40. A suggestion made to us was that all traders should be statu
torily required to keep closed and adjusted accounts on mercantile 
basis. We consider thCLt such a provision is not capable of implemen• 
tation. at this stage. In the Chapter on Assessment-Procedure, we 
have already recommended that the Department should examine the 
feasibility of prescribing certain minimum accounts and the type of 
accounts. to be maintained in respect of each trade, business or vocation 
in the various parts of the country. We believe that this suggestion 
will mitigate the difficulties of both the assessees as well as the 
assessing officers in this regard. 

7.41. Our attention was also drawn to the fact that the Department 
found, in quite a few cases, that the account books produced were not 
genuine ones but duplicated books specially prepared with a view to 
understating the income. ·n was, therefore, suggested that some sort 
<>f compulsion should be brought tq bear on the assessees in the matter 
of production of genuine and correct accounts, such as forcing them to 
use only books previously signed end stamped by the officials of the 
Department. We do not consider that such a scheme will work satis
factorily because putting identification marks alone cannot guarantee 
the truth of the entries in the books and also that all the business 
transactions would be recorded in them. Moreover, there is the 
danger that the identification marks might enable assessees to get false 
books passad off as genuine. In our view, this suggestion is likely to 
do more harm than good and hence we do not recommend it. 

7.42. It was represented to us that the present powers of the Depart
lment for calling for and checking current books of 

Checking of current accounts were inadequate. Under section 22 ( 4) of 
. accountbooks the Income-tax Act, assessing officers have powers to 

call for the production of account books relating to" the previous year 
relevant to the particular assessment year and those relating to three 
preceding years. It is desirable that, in special cases where manipula
tion of accounts is suspected, assessing officers should have the powers 
to examine the current books of. accounts also. Accounts for the 
current financial year could be summoned under section 37 (1) of the 
Income-tax Act, but a doubt has been expressed as to whether that 
power could be exercised when there are no proceedings pending under 
the Act. We suggest that the position should be examined further and 
the statutory provision suitably amended, if necessary, to permit the 
assessing officers to examine current accounts books also in eases of 
suspected evasion. To avoid any inconvenience to the assessees, we 
would also suggest that, after obtaining 1lhe permission of the Commis
sioner, the checking of the current accounts should be done in 'the 
business premises of the assessees. 

7.43. We also examined whether there was any need for modifying 
1 !the present powers of the Income-tax Officers in 
Search and Seizure regard to the entering and searching of any build-
! ing or place and the seizing of books of accounts or 
other documents relevant for assessment purposes. 'rhese powers were 
bestowed on the Income-tax Officers in 1956 in pursuance of the recom
mendations of the Taxation Enquiry Commission. It was urged by 
some witnesses that,. as these powers had been exercised only :in a 
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small number of cases, there was no need for them and that they should 
be withdrawn. We do not agree with this view. The mere fact that 
these powers have not been resorted to in a large number of cases does 
not, in our opinion, minimise their need or justification. We find that 
other revenue authorities like the officers of the Sales Tax, Customs 
and Central ·Excise Departments are vested with similar, and even 
wider, powers. Such powers are essential for catching the tax evader 
and establishing beyond doubt the . fact of concealment. As a matter 
of fact, we feel that the Income-tax authorities are not making full use 
of these powers. This is perhaps due to the fact that the Department 
is not able, at present, to obtain adequate intelligence · about -the 
activities of tax evaders. We hope that the measures which we have 

. suggested in the earlier paragraphs for improving the methods for 
obtaining such i~telligence would rectify this defect; and would hel!) 
the Department to' make fuller use of these ~wers. We are satisfied 
that ~he statutory provisions are, on the whole, adequate and no major 
change is called for. We would only like to emphasise that lin matters 
zike this, timely action is of utmost importance and hence, it .should .be 
seen that the interval between the receipt of the information by the 
Department and the authorisation and execution of search is reducer!. 
to minimum. This factor is particularly important in the case of officers 
who are serving at out-stations. ' 

7.44. We understand that substantial amounts of concealed· income 
1 and wealth are kept in· deposits with· the banks and 
Information from banks shroffs. Though the assessing_ officers . have · . the 

. power, under Section 38 (5) of the .Income-tax Act, 
to obtain information about such deposits, this power is -available only 
in respect of such information as would be useful for or relevant to any 
proceeding under the Act. . It was said that the power could, therefore, 
be exercised to obtain information only in respect of a particular person, 
and not for obtaining information about the assessee~ in. general. ·'It 
was, therefore, suggested to us that as a measure of checking evasion, 
banks and shroffs should be statutorily required to furnish •information 
regarding the persons making deposits above a specified amotint:·The 
Chambers of Commerce, in general, and the Indian Banks AssoCiation~ 
in particular, were against this proposal. It was felt that such a pro•· 
vision would retard the development of banking in the country and th!lt 
it would throw an unduly large burden on the banks. Apart from tha:t, 
it was said that it was doubtful if such a provision would be as effective 
now as it was when the Income-tax Investigation Commission had 
obtained such information from the banks. ·The provision at that time 
proved effective, largely because the tax evaders were taken unawares 
owing w its newness and did not have an opportunity for re-arranging 
their affairs. _Moreover, the implications of the provision· would be well 
known to the assessees and, therefore, it will not be difficult for any
one to get round it by either splitting up transactions or by resorting 
to other means. 

7 .45. We appreciate the ditficulties pointed out, but_ we feel.thdt a 
change could be made in one direction, viz. that bankS and other c-redit 
institUtions should be required to give the names and addresses 'of ttheii' 
constituents, tihe sum total of whose deposits or withdrawals exceed 
Rs. one lakh a year.- We are, however, not in a position to assess the 
volume of work that would b11 invol.ved in the furnishing of such infor
mation and we, therefore, leave it to the Government to: arrive at a final 
decision; after consulting _the Reserve Bank of India. 
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; 7:46. Another suggestion considered by us was as to whether 'the:re 

Summoning Information from 
Life Insurance Corporation 
and general insurance com
panies 

should be a statutory obligation requiring · the 
Life Insurance Corporation and other general in~ 
surance companies to furnish to the Department 
the names and addresses of all persons taking 
life or general insurance policies for sums 

above a specified limit. Most of the witnesses agreed that such infor
mation would be usefUl in checking evasion but stated that the limits 
should be fixed at a fairly high level, having regard to the volume of 
work and the burden it will throw on insurance offices as well as the 
Department. We consider that limits of Rs. 50,000 for life policies and 
Rs. 5 lakhs for general insurance policies would be reasonable in this 
regard. We, accordingly, recommend that Life Insurance Corpo
ration should be statutorily required t6 furnish the name and address of 
every person taking life· insurance policies for sums .jlggregating to 
Rs. 50,000 or more, whether ·(n his own name or jointly with another. The 
general insurance companies should also be statutorily required to fur:
nish brief particulars of general insurance policies of the value of Rs. 5 
lakhs and above, whether taken under one cover or more than one cover 
by the same person. · 

7.47. We also examined the suggestion that it should be statutorily 
· provided that payments of money above a spe-

Payments by crossed cheques cified limit should invariably be made by cros-
sed cheques. Though the proposal is attractive 

at first sight, it presents many practical difficulties. -The majority· <'lf 
witnesses were against the introduction of such a· provision. A serious 
objection to the scheme was that it wdhld not"be fool-proof _as the require
ment could be easily circumvented by the splitting up of the amourit to 
be paid. It was also pointed out that, in the smaller towns and villages, 
banking facilities were not generally available and that the introduction 
of the scheme was likely'to cause a good deal of mconvenience. W~. are 
SUjfficiently impressed with the objectiOT.s raised and, therefore, 1ve. ~(f 
not favour the introduceion of the suggested provision. · · 

' ; 

7.48. We have already emphasised the need for gathering of useful 
information about assessees for checking tax evasion. One particular 

way of collecting such information i~('a· systema
Exchange of information be- . tic exchange of the infol"II\atio!1 available.. with 
tWeen Government Departments the various Government Departments, and par-. 

' ticularly sister revenll€ departme.~~·· We have, 
in an earlier paragraph,. pointed out how attempts at evadj.ng sales tax 
also result in the evasion of income:tax. Similar -~ the-'PO,Ilitten:;:w:.ijh 

. regard to other tax-es and duties like customs and excise· etc. ·Detection 
of evasion of one kind of tax can considerably help in checking evasion 
of the other taxes as well. It is, therefore, necessary that the activities of 
the various departments in checking evasion of taxes should be properly 

· co-ordinated and that, for this purpose, there should be a ·regular and 
· systematic exchange of the useful information available with the various 
departments. The direct taxes Acts as well as the Sales Tax Acts ·of the 
various States permit such exchange of information between the revenue 
authorities. Some administrative . arrangements already _exist for an ad 
hoc exchange of such- information and these have yielded some good 

_ rest4ts but_ we feel that conc_erted action -on a more -systematic fO"Oti-IIg 
is necessary. The representatives of the State Gqvernments with.whom 

·this problem was discussed by us were also of the same opinion and they 
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have assured their full support to any such measure. With a view to 
ensuring doser liaison between the various Government Departments 
and placing it on a more systematic basis, we make the following sugges
tions:-

(i) Information regarding new assessees discovered, assessments 
where additions about a certain figure have been effected 
and brief particulars of cases where special investigations are 
being made, should be exchanged between the SaLas Tax 
Department and the Income-tax Department at a conference 
held between the representatives of the two Departments 
once in three months. 

(ii) The lists of assessees should be exchanged between the Income
taJ Department and the Sales Tax Department once a year, 
preferably in the beginning of the financial year. 

(iii) RepDesentatives of the Income-tax, Customs and Central 
Excise Departments should meet once a month and exchange 
information gathered during the period useful for their De
partments. The registers maintained by the Central Excise 
authorities posted in various factories should be scrutinised 
by the assessing officers in suitable cases before they finalise 

~ the assessments. 

7.49. As mentioned in an- earlier paragraph, the Officers in charge 
of the Special Investigation Branoehes should function as 'liaison officers 
for the above purposes. It should also be secured that the confidential 
information thus gathered by the Department does not leak out. In th1s 
connection, we may mention that in order to check evasion of sales tax 
as well as income-tax, it would be better if sales tax on the various excis
able commodities is converted into an additional central excise duty as 
has already been done in the case of cloth, sugar and tobacco. We under
stand that the Government of India are already examining this question 
in consultation with the State Governments. 

7.50. For ensuring a continuous flow of information about large capi
tal transactions as well as preventing transfers of property made with a 

view to avoiding the payment of taxes, we exa-
Transfer of properties mined whether any restrictions should be imposed 

in the matter of registration of transfer of pro
perties. It was suggested that, for this. purpose, production of a tax 
clearance certificate from the assessing officer should be insisted upon by 
the registration authorities b~for:e 7egistering the transfer of a property 
whose value exceeds a certam hrmt. The proposal, however, did not 
meet with favour with many witnesses who felt that it would create un
due difficulties and cause inconvenience to the public and, besides, re
sult in delaying the registration of transfers. Unless the limit is fixed· at 
a suffic!iently high figure, the number of property transactions and tax 
clearance certificates would be so large as would throw a considerable 
burden both on the registration offices as well as the asessing officers. We 

. find that a provisi:on similar to the onn proposed is already in existence 
· in the Wealth-tax Act, under which immovable properties, ather than 

agricultural land, of more than rupees one lakh in value, could not be 
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transferred without a clearance certificate from the Wealth-tax Officer. 
'This provision should, at least in the bigger cases, be sufficient to ensure 
that properties are not transferred with a view to avoiding tax. So far 
as the collection of information about such transactions is concerned we 
have already pointed out that information about all transfers of .inuhov
able property is even now being obtained in the course of external sur
vey from the registration offices. The various administrative . improve
ments we have suggested would ensure the timely collection and utilisa
tion of that information. Hence, there does not appear to be any neces-
sity for the proposed pro,vision. . 

7.51. In this connection, we also examined whether the automatic re
porting system recommended by Prof. Kaldor could be worked satisfac-

. torily under the conditions obtaining in India. 
Automatic reporting system Prof. Kaldor's object in suggesting the scheme 

was to enable the taxing authorities to get in
formation automatically about capital transactions as also those relating 
to revenue without having to call for the same. He pointed out that the 
scheme )Vas being worked in Sweden successfully, and he recommended 
its adoption in India. We have had discussions on this subject with 
various persons-officials and non-officials. Notwithstanding what Prof. 
Kaldor has stated, we consider that such a system would throw. an undue 
volume of work and is unworkable under the conditions existing in India 
today. Almost the same object is achieved at present by the collection 
of information from the registration offices and other sources every year 
and we feel that no further action is -ealled for in this connection. There 
should, however, be suitable safeguards to ensure that the information 
thus collected is properly utilised. Suitable security measures should be 
taken to see that the information thus collected is kept confidential and 
that the records are not tampered with. In order to minimise the incon
venience to the assessees, where there is no reason to suspect evasion, 
full details of the items to be verified should be communicated by the 
assessing officers to the. assessees and, as far as possible,. the verification 
should be done at the time the accounts of the assessees come next 
before them .for examination. We have also to point out that the pre
sent integrated scheme of taxation is itself self-checking in character and 
should, in the long run, provide sufficient information to the taxing autho
rities to put to test the returns and statements of the assessees regard
ing their income, wealth etc. 

7.52. It was represented that the practice of benami transactions was 
frequently resorted to for evading taxes. In a benami transaction, the pro-

. . perty is acquired or held in t~e name of a person 
Benam• transacttons _other than the real owner Without any intention 

to give such a person the benefit of the real 
ownership of the property. Such a person is . commonly known as 
benamidar or ostensible owner. This practice is common throughout 
the country and has received recognition from courts of law as well. In 
the eyes of law, the benamidar is the legal owner of the property stand
ing in his name. Unless the assessing officers can prove that the person 
in whose name the property stands in the documents is not its real or 
beneficial owner, but only a benamidar for another person, it is not pos
sible to consider the property, for purposes of taxation, as belonging to 
1:he latter person viz. the real or beneficial owner. It is very difficult for 
the assessing officers to expose the benami character of a transaction and 
to establish it beyond any doubt. All the apparent evidence of the legal 
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document is in favour ·of the assessee and the assessing officers' have
mostly to depend on circumstantial evidence for _dis~roving the. assessee's. 
contention and for establishing that the transaction 1s a benamt one. To
obtain such evidence as would satisfy all the legal requirements is, in 
most cases, exceedingly difficult. We may po~t out here that benami 
transactions not only help to conceal the true mcome, wealth etc. of a 
person and, thereby, to reduce his true tax liability, but they also make
it diffi~ult for the Department to collect the taxes determined to be 
payable by the real owner. 

7·53 We are aware that benami "transactions are frequently resorted. 
to for evading taxes, but it is not possible on that account to put an end 
to this practice either by law or otherwise. 

Under the present circumstances, the utmost that, could be done is to
discourage the benami transactions, as much as possible, in · order to
minimise the chances of tax evasion resulting from them. Accordingly, 
in all cases of benami transactions the assessing officer should, as at 
present, investigate into the real nature of the transaction and determine, 
for the purpose of taxation, who the beneficial owner of the property is. 
The decisions of the civil courts, if any, on this point will, no doubt, be 
taken .into account by the assessing officer. The statements made by any 
party before the direct taxes authorities with regard to the ownership of 
any asset should be made available to the other party concerned in the
case, if _he applies fo-r a copy of it. Necessary amendments should be
made in the statutes to secure this result and, in particular, the provi
sions of Section 54 of the Income-tax Act lznd the corresponding provi
sions of the other direct taxes Acts should be so modified as to provide. 
that evidence in respect of wealth or income return;ed by either pa1·t'll' 
could be obtained by the other, and could be produced befo-re the appro
priate . court whenever a dispute about the ownership of the property 

. arises_ This will act as a deterrent to tax evaders from entering linto· 
benami transactions fo-r the purpose of achieving their object. 

7.54. We now come to the practice of 'blank transfers' of shares which, 
. though it has its uses, is also subject to considerable abuses and in -fact, 

, has been one of the main methods of tax eva-
Blank Transfers of Shares sion . "In the blank transfer deed the seller only 

· fills in his name and signature. Neither the 
buyer's name and signature nor the date af sale are filled i!\ the trans
fer form. The advantage in giving such a blank deed is that the buyer 
will be at liberty either to sell it again without filling his name and sig
nature to· a subsequent buyer. In the latter case he can avoid the pay
ment for the transfer· stamp and new deed to the buyer. The process
of purchase and sale can be repeated any number of times with the blank 
deed and ultimately when it reaches the hands of one who wants to 
retain the shares, he can fill in his name and date and get it registered 
in the ·company's books. For this ultimate transfer and registration, the 
first seller will be treated as the transferor, even if it happens years after 
his death. On such registration, the last buyer will be recognised as a 
shareholder ·by the company and. the other intervening parties being not 
such shareholders but only having had an equitable right in themselves 
if they pad so desired to be registered as shareholders of the company"*. . . ·: . . 

*The Thomas_ Report on Regulation of Stock Exchange, para 46. 
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It is the common method adopted for share transfers' in speculative deal~ 
ings in this country, and all the Stock Exchanges in the country recog
nise blank transfer as a valid delivery. . It is a fact, however, that by. 
means of these 'blank transfers' dishonest assessees are able to conceat 
their i11Come frorm. the Department and even if the concealments are 
detected and assessed, they can avoid the payment of the taxes as the 
shares are not registered in their names, and they cannot, therefore, be 
attached and sold. We have considered this question carefully and find. 
.that the only effective remedy against blank transfers is the maintenance 
of adequate records by a stock Exchange in respect of blank transfers 
which pass through it. All transfer deeds executed by the transferor 
should be registered by the Stock Exchange and simultaneously datet 
stamped. It should be statutorily provided that the transfer deeds wilt 
have a currency of only six months from the date of stamping and that 
multiple transfers will be permitted only within that period · of six 
months. In order to see that this procedure is invariably followed, the 
records of Stock Exchanges as well as the brokers should be periodically 
inspected by the concerned assessing officers. 

7.55 .. The restrictions relating' to the period of currency of blank trans
fers as indicated above might cause inconvenience in cases where the 
shares are held in a fiduciary capacity or as security. It has also been 
pointed out that blank transfers in such cases are not intended to evade 
tax. We are, therefore, of the opinion that the restrictions relating to the. 
period of c.urrency on blank transfers should not be applied in cases-

(a) where the shares are handed over to a banking company either 
!ZS a security or for safe custody, or ._ 

(b} where the shares are held on blank transfers by the directors. 
of a company or partners of a registered firm .or trustees in. 
a fiduciary capacity. 

The banks, however, should be required to communicate to the tax autho
rities, through an annual statement, brief particulars of the shares held, 
by them under blank transfers. 

7.56. Qf the many sources from which information relating to the. 
activities of taxpayers is received, informers are one. They are. being 

1
-• given monetary rewards, in suitable cases. The 
.,.ormers. · dit' · th t f d · con Ions governmg e gran o rewar s to 

·such informers are· laid down through executive instructions and not 
under any statute. Rewards are generally paid only · after. the taxes. 
resulting from the assessments based on the information given ·by the 
informers have been coll~cted. The amount of reward varies according 
to .the circumstances of each case and the payment is entirely at tl).e dis.
cretipn of the Government but it cannot exceed 2! percent of the actual 
gafu! t.o revenue as a result of the information given. The merits of the 
present system have been questioned before us by many and it was repre
sented that no inducement should be given by the Department to infor
mers as it would encourage unscrupulous persons to blackmail .a$sessees 
and extract money :firom them as a quid: pro quo for refraining· .from fur-
nishing information to the Department.· · ·.,: 
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7.57. The Income-tax Investigation Commission (1947) examined this 
question and came to the conclusion that-

"the system is likely to be abused and that a general invitation to 
informers with the inducement of a reward may actually re
sult in more hp.rm than good".* 

The Taxation Enquiry Commission (1953-54) , in this connection, re
.marked as under:-

"Would-be informers are likely to be unscrupulous persons, and 
the possibility of their resorting to blackmail cannot be· over-
looked ............ the Income-tax Department should exer-
cise the utmost caution in its dealings with the informers. 
Moreover, the reward that Government can give is not likely 
to be large and it is possible for the informer, where the 
evasion involved is considerable, to extract a much higher 
amount from the assessee as the price of his silence."** 

We appreciate the views expressed and agree that monetary rewards can 
tend to encourage blackmailers but, as quite a few cases of evasion have 
been discovered as a result of the information furnished by the informers, 
we are reluctant to suggest a discontinuance of the present practice in 
this respect .. While we <\re o.f the opinion that the present practice should 
~ontinue, we recommend. that a statutory provision should be made for 
the punishment of informers who give wrong information. The Depart
ment should also be provided with t:he power to grant immunity from; 
penal proceedings or prosecutions to those who, having abetted an offence 
in this respect, come forward to give evidence against an assessee. We 
also suggest that no action should be taken on anonymous pr psoudony
mous petitions unless they contain some specific information. 

7.58. Since 1948, Government have been insisting on contractors, 
applicants for import and export licences, etc. submitting a tax clearance 
certificate from the assessing officers. This practice is based on the prin

ciple that no Government patronage should be 
Tax clearance certificates gi v•en either to those who evade taxes or to · 

those who have defaulted in the payment of the 
same. Several arguments have been ad

vanced before us against continuance of this practice. It was 
represented to us that this system had been working· harshly, because 
default in payment of taxes, sometimes occurred on quite justifiable 
grounds as, for example, circumstances beyond the control of a person 
and genuine financial difficulties. In such cases, it was argued, the denial 
of an opportunity to the person concerned for improving himself and 
.earning an income would only render him unable to meet his obligations . 
.Another argument advanced in this connection was that the question 
whether a person was a tax evader or not was not capable of a prompt 
and final decision because of pending appeals and reference applications 
and, therefore, it would be inequitous to refuse a tax clearance certifi
.cate in the interim period. We are of the view that a restriction of the 
:nature now in existence is an effective one in checking tax evasion and 

*Report of the Tncome-tax Investigation Commission, Para 306, page 137. 

**Report of the Taxation Enquiry Commission, Vol. II para 17, page 194, 
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defaults in payment of taxes. We have, in the Chapter on Appeals and . 
Revisions, already expressed our views on the problem of staying collec
tion of taxes in dispute. Our recommendations in that regard should be 
sufficient to cover genuine cases of difficulties. In order, however to 
provide an opportunity to those who have reformed, we suggest that tax 
clearance certificates should not be refused to those who have evaded or 
defaulter! once but have thereafter kept a clean record with the tax autho
rities friT atleast three years continuously. 

PENALTIES AND PROSECUTIONS 

7.59. Having discussed the measures for detecting tax frauds, we now 
proceed to examine the question of punishments for such frauds and 
various other defaults in complying with the provisions of the tax laws. 
The various direct taxes Acts already provide that in cases of conceal
ment of income, wealth,. expenditure, gifts etc. or deliberate furnishing 
of inaccurate particulars in regard to them, penalties upto a maximum of 
H times the amount of tax sought to be evaded could be levied. Penal
ties upto H times the amount of tax payable could also be levied if a per
son failed to furnish the . prescribed return within the time allowed. 
Similar penalties are also prescribed for failure to comply with other 
statutory notices. Besides monetary penalties, the various direct taxes 
Acts also provide for prosecution for various acts of commission and 
omission as enumerated in Sections 51 and 52 of the Income-tax Act and 
the corresponding sections of the other direct taxes Acts. The statutes, 
however, prohibit institution of prosecutions on the same facts on which 
a penalty has been imposed. 

7.60. We have, in an earlier paragraph, J!ointed o].lt that though the 
maximum penalty leviable is 150 per. cent of the tax sought to be evad
ed, such a high penalty is rarely levied, and even the moderate penalties 
imposed by the assessing officers are reduced by the appellate authori
ties to nominal amounts. Non-levy of deterrent penalties has been an 
important factor encouraging evasion. It appears to us that the present 
statutory provisions dealing with the levy of penalty are defective in that 
they do not distinguish a minor lapse from a major offence and the same 
maximum penalty has been provided for all kinds of defaults. We 
understand that, with a view to remedying these defects and also to secur
ing uniformity in the application of the penalty provisions as to the 
quantum of penalty levied by the different officers of the Department in · 
cases of different types and degree of offences, the Central Board of 
Revenue has issued administrative instructions requiring the assessing 
officers to levy penalties at standards much lower than the maximum, 
viz. 15, 20 qr 50 per cent of the tax sought to be evaded, depending on 
the different circumstances of the case as mentioned in the instructions. 
Thus, for offences under section 28(1) (a) and (b) of the In
come-tax Act, separate standard penalty of 50 per cent of the tax 
payable or the. tax. that would have been avoided, subject to a minimum 
of Rs. 25 has been prescribed under those instructions, though the maxi
mum pe~alty leviable under the law in each case is 150 per cent of the 
tax. Surprisingly, however, we came to know that even in those cases 
where the reduced penalties of 50 per cent ha~e been levied, the appel
late authorities, in very large number of cases, have further reduced 
the penalty to nominal sums.. Thus, while on the one hand, we have on 
the statute a very stiff ma~imum penalty ~f H times the tax payable or 
the tax sought to be evaded, in actual practice; even a 10 per cent penalty 
is not ultimately levied in many cases. This is demoralising as it takes 
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to furnish such certificates, returns or statements, or to allow inspections 
as required under the Acts. He is punishable, on conviction before a 
magistrate, with fine which may ~xtend to Rs. ~0/- for every day of de
fault. Under Section 52 of the Income-tax Act, if a per.son makes a false· 
statement in the verification contained in the return of mcome, the return 
of dividends application for registration, appeals etc., he is punis~able, on 
conviction before a magistrate, with simple impriso_!?.ment which may. 
extend to six montl:s or with fine which may extend to Rs. 1,000, or both. 
The period of imprisonment prescribed in the other direct taxes Acts for 
such offences, is, however, one year. 

7.65. We have, in an earlier paragraph, referred to the fact that, dur
ing the last 10 years, the Department had not been able to get even a 
single person convicted in a court of law for an offence against the In
come-tax Act. Though preliminary proceedings had been initiated in a 
small number of cases, tl:ey were dropped ultimately, either because the 
case had been compounded or the evidence was not found strong enough 
to secure conviction. Perhaps, the Department prefers penalty proceed
ings to prosecution because the latter involves considerable time an~ 
expense and success also is problematical, whereas penalty proceedings, 
particularly in cases of settlements, are certain and revenue yielding. 
Another reason probably is that, as pointed out in para 7.59, Section 28(4) 
of the Income-tax Act and the corresponding provisions of the other direct 
taxes Acts bar prosecution!! in respect of the same facts on which a pen
alty has been imposed under that Section. This has somewhat an in
hibiting effect on the Department launching prosecution, since if the 
prosecution proceedings fail, the tax evader would es<;ape penalty as well. 
Whatever might have been the reason, failure to institute prosecutions 
even in clear cases of tu evasion cannot, in our opinion, be justified. 
Criminal prosecution is one of the most effective deterrents against tax 
evasion and we observe that, in. other countries, prosecutions are being 
freely resorted to. In the United Kingdom, during 1957-58 alone, the 
Inland Revenue Department prosecuted as many as 85 persons of whom 

.}}1 were ~onvicted. Prosecutions for offences against tax lay.rs are quite 
common m U.S.A. also, as would be seen from the statement reproduced 
m para 7.2. We feel that in all cases of deliberate concealment, where 
there is sufficient evidence, the Department should, as a rule resort te> 
criminal prosecution. 

7.66. We find that though the United Kingdom !ncome Tax Act 1952 
r.ontains provisions more or less similar to Section 52 of the Indi~ In
come-tax Act, criminal proceedings in that country are generally launch
ed not under the Income-tax Act but under Sections 1 or 5 of the Perjury 
Act. There are similar provisions in the Indian Penal Code and we con
sider that; in_ suitable cases, _it should be possible to proceed under the 
re~evant sections of th~ Indian Penal Code in respect of giving· false 
eVIdence, false declaration or false statement. Of the various sections of 
the Indian Penal Code that are applicable, Sections 193 and 196 are speci
~cally re~~rred to in Section ~7 of the Income-tax Act and the correspond
Ing provisions of the other direct taxes Acts. We suggest that Govern.: 
ment should C?nsider whether Sections 177, 191, 192, 199 and, perhaps, 
1~1 of the Indtan Penal Code should also be specifically referred to in the 
dtrect taxes Acts; As the punishments provided in the Indian Penal Code 
are more stringent, we are of the opinion that resort should be had more 
frequently to the provisions of the Indian Penal Code than to those of 
taxing sta~utes. A technical objection may, however, be raised by some 
that t~e direct taxes ~cts are self-contained enactments providing for 
penalties and prosecution and tl:at no prosecution for tax offences can. 
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therefore, be resorted to under the Indian Penal Cqde . . With a view tc. 
n?-eeJ;~g S?ch- an -~bjecw;;~.· w'e recom~~:t"fia,t''iMr(s'IJ-Ruld. bi a sp~fiC 
p.rov~s~on t11. the- dtrect ta:;tes A,c_t$ p~~~ng tlfk Department to·take actw"
a;~so v:r:aer t~ 1nd¥tn. P¢·nai co~~ .. •· W:~'.notp~iift~e tra::·s~ffl,fta;. pravf: 
~on v;z.· Sectum· 503 m thif Umted, Kmgdom Income-ta:d Act..; 1952. • · We 
also recommend that. deliQerate' 'c<nlcealmimt of i?icomel i'Dealth etc;' should 
oe· inade. ·a speCific off.ettl!e ·~jt~~4.biif v:rii1er Seciib!!''5:::.i:it ·t'b,_e'I#/)'ome•t#' 
Act and, t¥ corr~spon,~~ni!. provf:SW~ of' th~. o_t1ter · di":,e.pt ttpze,l!. ~ct~~' It 
wculdc·be ·m the mterests of tl:.e taxpaye~ as well· as rev~ue: if,c whihr 
sign~n~ the. decl?ratio;I it\ th~ V'i!~o.l;ls·'ta'x're~uip.s; ihW' a_tf~*!a~ is: dfa~ 
specifiCally t<l the pena.lheS provided under these Acts as well·as in the 
Indian' ·P.enal''C6de. We; thei'efbr!1; recommend"thaf in thd·etunis form 
itself"thf!Te· s~oU.ld_ be ~· foo~-n_ote~ t?. -,the' E:,tLedt thitt fizlse': or 'i#or~ect 
declaratwn wou.Zil atttact· the penalties provided under Secttons 28 ana 52 
ot; t!JJ1 Ij'\~!1,1lf.e;Uzrr, 4Rt. ~ t~ <;w:r~n4~Jt9, wov~()ns ()f. f/1.~ otl;l__er dir~ct 
t~.e,-1. A,c~s; ~ tl):e. ca,~~. 'T!Wf' be, ~~~-$e,!;tW~ 17,1, ~n(l9,9 o{ th.e. 1~!:!!121\ 
~~~t·C· oq(!~ T~fi ~~~11,11; s~fti~, ~~~ s/J:i>¥14: b}~. r~~RcJ.'I.IS.~~- in, tQ!9. in. 
~r: '::-·~111: J\'1~- . . -

7.6,7. A. spgges~~OI\ w.as made to us that Section 52. of. the Income-tax 
A.c.f; · aRd. c_oir!lspon.djng_ pr_pvjsiqns ·of, the other dire~t:· taxes: Acts should 
~. a.ro~nded, ~th ·a view tp_ making· the returri: of· income itself an· eVid~ 
eJ~ce,. It bas. b.e .. en ¥gued that,_ even as it is; ·a re~rn · received by- an 
~~e$ing qfilc.er is. e;vidence, though it.is I!Ot specific.ally staie<i to be· so in" 
the dir~ct.·~es.A.cts, because it.' is on. the basis of~ the return itself ani!.' 
after taking it. int.o consideration that the offic~ passes· an -asse'5sment 
or_der under Section 23: of the Inco~e-tax Act. imd-corre~oiiding·sections 
o.fJ the otJtet. d.ir.e.c.t taxes .acts. Besides, a. tax authority is a public servant 
~d heA~e 'the pr_o.vi_sions o:t: Sectio.n: 199. of the Indian Penal-code woUld; 
~l:io b.e ~pplicahle in our opinion, 'Apait. :f,rom this, SeCtion· 37 (4): of. the 
It~com.~tu Act. and the .. cop•esponding SectjoiiS of: other' direct taxes Acts 
already. provjde that, aily. prpceedings,before III!Y. authority-' referred to- iii 
tliat: Section should, b..e deemed: to be a· judicfal·proceeding· within the 
meaning ot Se.ctions 'rrl3 · and:228, arla for the"ptlrposenif:-SectiOJr 196 tJf: 
the Inqiarf Pe.rial; Code. - W.e' have also noteci- the r- observations-- ·of '·the 
Supreme CouP; in the <;ase of Suraj'mal Mohta!* .. to the effect that "Under 
tlie ·provisions of Section 37 of the lz!,dian ·Income-tax Act; tQ.e prqceed~ 
ings ·before an Income-tax Officer care judicial, ·proceedings ·anq: illlc ·the 
iu-ciaen~ of such judicial" proceedings have· to ·be-obser'ired: before the 
result' is ·amved at". In the ciri:umstances, · ·no· · amendme.nt · in this 
T.egard.. appears· to: be n_ecessary. .. · -- - ' • · • · · · · - ' · 

· 7,~8, V{e als~ e~~~~~d:·~het~e-~ ~~Y.: IJ1o<iif!c!ltioi1 v.:as. ~eses~ry. in 
t;E;_ga,r? t?., th~ 'in~x~m,n peno_g_ ~f ~kn~ntllent:'presp;;be~ 1J?. the di~~ 
tax~s. ~~~ for fa1~~ ~tat~~e~.ts. m' de~Iflr:a~u~n. ' ~ ~as bt:en a~a~y po~t;
ea' out ·m:' ah ell.rher para!tt:ap1i., the max! 'mum per!Oc;l oft fmpnsonment 
Wirler"Seetjiin'52 of'tlie T.lcoriie-tilx A~t'is1 six months wijile 'under ''tl:e 
~oxlfes b.ndi 'fi' provisions 1<if'tli€btli'er'dire'cf' taies~'Acts,'it'~i!l 'on~ year.· 
lf'p'~ofe·'\ltiblis 'lu'e'l!iunched ifudef the'liidiim' 'Penal' Code; the. maximilin 
perjod Q1 il::Ji' \''isonmenf'wouL:fvefi.-ffom'. si:X 1fuont~' 0 fo' 'seV!lil.''yea~ 
d' · ,ei}dmg 1/·n 'thii -e:Ctio,n"(lilder .J.rhich.ll<;tion i:ft~en. ··eur·-attentidn: 
in!]pthiS' conn~tioh;'~iHfr dr' . . I 'to t1iif 'p:r;ovisi6ns' of"Secti()il' 5(2) I of the 
Prev. e'iltiori:''of C8rtunti'or(Ab'?r19'47 ."" of 19'4'1). and it w~s·· suggested that' 
a m~xi'mum ''sente.iict' cot seven "eru·f a.i:i. roVideinn•'tliaf Section· \iho'uld; 

.o t ':'/'\ f"!'•.r'.-, :-rr'"\ .• .. ·r· .... ; h--:: ~.~r-, .. -,. ·,r~·:;;-'l •. r~: r: -,;; . .,_ .~ ·.·.~·:- ·,_.-; •-:• 
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to furnish such certificates, returns or sta~ements, or to a~o'Y inspections 
as required under the Acts. He is pumshable, on conviction before a 
magistrate, with fine which may ~xtend to Rs. ~0/- for every day of de
fault. Under Section 52 of the Inc;ome-~ax Act, if a per_son makes a false· 
statement in the verification contamed m the return of m~ome, _the return 
of dividends, application for registr~tion,. appeal~ etc:, he IS pums~able, on 
conviction before a magistrate, With Simple rmpnsopment which may 
extend to six montl:s or with fine which may extend to Rs. 1,000, or both. 
The period of imprisonment prescribed in the other direct taxes Acts for 
such offences, is, however, on~: year. 

·7.65. We have, in an earlier paragraph, referred to the fact that, dur
mg the last 10 years, the Department had not been able to get even a 
single person convicted in a court of law for an offence against the In
come-tax Act. Though preliminary proceedings had been initiated in a 
small number of cases, tl:ey were dropped ultimately, either because the 
case had been compounded or the evidence was not found strong enough 
to secure conviction. Perhaps, the Department prefers penalty proceed
ings to prosecution because the latter involves considerable time and 
expense and success also is problematical, whereas penalty proceedings, 
particularly in cases of settlements, are certain and revenue yielding. 
Another reason probably is that, as pointed out in para 7.59, Section 28(4) 
of the Income-tax Act and the corresponding provisions of the other direct 
taxes Acts bar prosecution~ in respect of the same facts on which a pen
alty has been imposed under that Section. This has somewhat an in
hibiting effect on the Department launching prosecution, since if the 
prosecution proceedings fail, the tax evader would est;ape penalty as well. 
Whatever might have been the reason, failure to institute prosecutions 
even in clear cases of tf!X evasion cannot, in our opinion, be justified. 
Criminal prosecution is one of the most effective deterrents against tax 
evasion and we observe that, in. other countries, prosecutions are being 
freely resorted to. In the United Kingdom, during 1957-58 alone, the 
Inland Revenue Department prosecuted as many as 85 persons of whom 
jll were convicted. Prosecutions for offences against tax laws are quite 
common in U.S.A. also, as would be seen from the statement reproduced 
m para 7.2. We feel that in all cases of deliberate concealment, where 
there is sufficient evidence, the Department should, as a rule resort to 
criminal prosecution. 

7.66. We find that though the United Kingdom Income Tax Act 1952 
r.ontains provisions more or less similar to Section 52 of the Indi~ In
come-tax Act, criminal proceedings in that country are generally launch
ed not under the Income-tax Act but under Sections 1 or 5 of the Perjury 
~ct. Ther~ are .similar prov~sions in the Indian Penal Code and we con
sider that, m. suitable cases, _It should be possible to proceed under the 
re~evant sections of th~ Indian Penal Code in respect of giving false 
eVJdenc~, false declaratwn or false statement. Of the various sections of 
the Ind1an Penal Code that are applicable, Sections 193 and 196 are speci
~cally re!~rred to in Section 37 of the Income-tax Act and the correspond
mg proviSions of the other direct taxes Acts. We suggest that Govern.: 
ment should c!'nsider whether Sections 177, 191, 192, 199 and, perhaps, 
1~1 of the Indlan Penal Code should also be specifically referred to in the 
dlrect taxes ~cts. As the punishments provided in the Indian Penal Code 
are more stringent, we are of the opinion that resort should be had more 
frequently to the provisi~ns of t_he !ndian Penal Code than to those of 
taxmg sta~utes. A techmcal obJection may, however, be raised by some 
that t~e direct taxes ~cts are self-contained enactments providing for 
penalties and prosecution and tl:at no prosecution for tax offences can. 
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therefore, be resorted to under the In!iian Penal Code. . With a view ~ 
meej;ing Suclfan·objectii:in,· tiJ'e Tecomrnend:·thaf'iherlt'shoufd be a specific' 
provisi_on i~ 'th!! dj-T_e~ tcz:t.it~ Ac;t$ P.~it£1ng t~ L?~'P.artfi~r:tti~J-'1:~~!! actio~ 
o;~so u~er the indl:CLn. P_ena't Co~e_. W:~_.not~.tlta.~ t~e ~ a; s~m,~lat provt 
ston v.tz: Section 503 nt tM' Umted Ktng~om Income-~ .A;ct;~ 1952_.• · We 
a,lsd, rec~mend. that deliq~rat~'ccnlcealme11:~ of i~¢o~_ei 'IJ?e/llth, et¢..· shoo.l<f, 
oe· made. a sp-eCifiC -c>tf.eti~e tn!?tw~a.bllf un~er Sectl(J~ ~z. df t'b.,.e ·IT!_i:OT(.te·~ 
Act and. the' corres-pandmg 'provwwns of' the other'dtrect taxes A.cts~· I~ 
wculd:·be 'in the fu'ter~stsc'of tl:e taxpayers 'as' well- as'revElliue' u; while: 
sign~n~_the, decl?rati6;1 iti,thE: V'~ot,IS·'ta~' re~uip.s; ih~!f~tf~*!()4 is #ayro.: 
specifiCally td the penaltieS provided Under these Acts as well-as m the· 
Indian' ·P.enal''Code. ·w'e;-· therefor~; 'recommend~·that in the 'fetur+is ford!: 
itself'there' shoUld be a fool-note. to '~the' ej[edt thht false': or 'incori-ecf 
declaratian wbulil'attrabt the penalties pr6vided unaer Sections 28'\l.m! 5!' 
ot;fftJ1lffi!<J,n;t.e,tq,, 4F.t. ~ the~qm~nd,~Jl9. wovi:siqW of. t~t1~ otR__er. d.ir~ct 
t~,\!,~ 4c~s' ~- tll-'e. c~¢, mat' ~~~ CI:1'!-~'~eJ1tw~ 17,7, a.n~,l~~ 0 . th& 1~£1!1171, 
f~~tCo~~ -T~~ ~\!~~a,r; Stlfti~. CI:~C?. s!tPJLlg, bJ~ .. r~~M·U£1Jsl.. il! tQ!9. in 
~r: . ::..?.~1'11: 19rm, · . · _ 

'Z,6;7. A spgges1li9~ was IPade to us that Section 52 of the Income-tax 
A.c.t ~d. c_o.rresponding__ pr_ovjsio.ns ·of; the other dire!!t .. taxe!f Acts should 
~,a.ro!lnded. ~th ·<!> V'.iew tf). making'the returri: of incoi±u!'itselt an eV:id~· 
ence.,. lt has. b_e_e_n a,rgued that,_ evJ!Il as it is;· a return· received by an 
a~e.s,s~ng. qfflc~;r is e.Vidence, though it. is ~ot specifi~ally staied: to be· so m: 
th!! dirn.ct.·~es Acts·, because it.' is on, the basis of~ the return itself ana 
aft!!r taking. it int.o consideration that. the officer. passes· an asse'5sment 
or_der un!ier Section 23 of the Inco111e-tax Act and-corre;;p'o~ding·section8 
qfJ the. otqer. d.ir.ec.t ti\X!!S :Acts. Besides,· a. tax authority is a -public servant· 
;mg h~~e •t):le_ pr_o.vistons .of Sectio_n: 199. of the Indian Penal ~de would; 
al$:9 he. aru>l!cable in our opil1ion, 'Apait. f_rom this, SeCtion· 37 (4):· of. the 
lllCo.r:we:-tu Act and the .. c~rtesponding Sectj.ons of:othehlirect taxes Acts· 
already. provjde that, any proceedings.•before a!'!Y authority-' referred to- iti. 
tliat· Section sho.uld. b._e de~ed: to be ·a·. ·judicial--proceeding· Within the. 
meaning ot Se.ctiqns I93'and:228, arla for the''p\lrposes-tit-Section-11l6 m-, 
the Inqian· Penal; Code. -We' have also noted:- ther observations---of: '·the. 
Supreme' Co~ in the .case of. Surajinal Mohta!*·to the effect that "Under· 
tlie provisions of; Section 37 of the II!..dian ·Income-tax Act; the prqceed• 
ings ·b!!foi::e an Income-tax Officer-·are judicial. ·proceedings -and,: iill: ·the 
~cident;; of such'~lidicial: proceedings have' to 'be-observed: before· the
result' is ·amved at". 111. the cirCumstances,· ·no· · cimendme_nt in this 
T.egard. appears to: be n_ecessary. -- · ---- ' --- .. ·. ·- ' · 

. 7,fi8, V{e als? ~~~~l!~d: -~llet~e-~ ~~;Y.: ~odif!c!ltion w:a!!• ~~s-~ry. in 
x:~ga,r~ t~ tp~ tnl\Xlffi,upl peno.c!. o,'f ~pn~nlll~nt''P:res~nb!!<i m the di~~ 
tax~s, A.~t!! fpr fal~~ s_~at~m~ts. tli decljl~a~I~n. ~ J:i~ b':en aJ.x:!a~;y: po~~
eC! ''out !Il' a!J. earlier, I)~ra~l.IP.ll• t]}e 'rnax)'qiu,r!l P.~;:1~c;i of: f~:p~!SOn~ent 
under ·Se~tj'on 52 or the ~come-tax Act 'is' s1x months wij1le ·under' U:e· 
c;o:i~e~.p!'!ldi_ifg· ~ro~lsio!fs of 't~f-<itper,c;Ii~Eic;f taxes~'A.cts, 'iCi~ 'on~.Year:· 
I~·~rods~<;.fll~Io~~-.a~E!.l~Jl~c~e~!l'f~e~ thfi~. fl).~I~ 1f~a}t~~~oet; ~h~ m~ym~, 
per)O Q u:npr1sonmen. 'wo vecy, · rom. S1X mon ll:" · o sev.~n ea.~ 
dr · ei}ding u . ·n 'thEi -e:-ction···(ID.der .Jvhich- ac;f~on is' tak;en. -'Oui' attention,' 
m.~thiS' ·ccrnJrctioh:·~as''dr~~· ·~o' tbif 'pJ:ovisions' of~'Sectiqi:t'' 5(2) 'of the 
Ftev_eiltio_ti:''o_f C8rtunti6!:{Act '1947_ '(2' of 1947) and it w!j~ suggested that· 
a 'i-n' ximuin''senteiic~ 'of seve'n 'ears aii 'roVideifin· that Section· 'shoul~ o-t~.--. ~ .... rt.-. :"t""r"') ·····r· •""~;- h--·~ o;~r·, .. -,. ...... ~~.:;~' ,-.~: r: ·r::,_ .t •.· .. ·:·· ,_;; '·' 

• Section 503 of the U.K. Income Tax Act, 195:neads aa under : · 
"The ~roVlsioniofthi9 ~\: shiifi not sa:ve- so far lis~ IS'otlierlme provided, affect any cri· 

' inli'latjirOceeAings for any•·fetooy ormisdemeanour'!; ,r ••• ~- --' ,, ., -. ~' . 

.. Sura) mar M~hta' Brrdo·. Vif K. V. VISw&natha: Sistrl & another (r954) 26 I. T. R. 13 
.,.1 ' • • r ' ·~ · 410 C.B.R:,.. ......... -r.-~ "'""' .... - ·---•..,.,;;. ' ,......_. __ ................ 'r r •· • ~. j•;· 
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IUbO be adopted for offences against the ?ITect t~es Acts. It wa_s urged 
that evasion of taxes was no less a serious crune than corruption and 
that in some cases the evasion of tax itself led to corruption. While we · 
see the force· of this argument, we do not consider that enhancing the 
maximum period of sentence wm itself serve any. u.seful purpose at the 
present moment when, practically, no prose~utions have be~n la"!-nched· 
fdr the past several years. _ Another suggestion ~d~ to us ~ this c~>n
text was to provide, in the statute itself, for a mmunum pe;nod of Im
prisonment. We do not consider that it is necessary at thtS stage t~ 
introduce su.ch a provision but, if in actual practice hereafter the Depart
ment finds that the Courts are averse to awarding im~onment ~h_e 
question of amending the -existing provisions so as_ to provtde for a "!!.tnt-
71•1Lm period- of imprisonment in cases of convictwn may be exammed. 

7.69. One reason for the failure to launch prosecution proceedings in 
tit cases appears to be that there is no special agency .in the Depar~ment 
entrusted with the specific responsibility for examining cases suitable 
for prosecution, and for initiating and pursui?g. prosecution proceedin_gs. 
The Income-tax Officers and Assistant Cmrumss10ners are so preoccupied 
with their day to day work that this job, which requires a detailed in-

- vestigation of facts as well as an objective appraisal of the evidence on: 
record, receives low priority. Besides, piosecution proceedings require 
a specialised knowledge and experience of criminal law and procedure. 
We, therefore, suggest that there should be ·an Enforcement Branch in 
each Commissioner's Charge manned· by specially trained Income,tax 
Officers or legal practitioners with experience of criminal law and pro
cedure. Income-tax Officers selected for this Branch should, prior too 
their posting, receive intensive practical training in criminal law and 
procedure. It will be the responsibility of these officers to be on the_ 
look-out for suitable cases of prosecution and pursue them to a finality. 
Tl:ere 'should be an arrangement by which assessing officers as well as 
Assistant Commissioners forward, every month, fiaru.;ant cases of conceal
ment to the Enforcement· :J?ranch. ·The Officer-in-c'barge of the Bran<!h 
should ex_amine them and pick out such of the 'cases as, in his opinion, 

·. have a reasonable chance of success in criminal proceedings. He must 
then put up such cases for tl:e approval of the Commissioner .. In this 
connectiDn, ~e wo~ld sug{lest · that prosecutions in cases of offences 
referred to tn Sectwn 51 of the Income-tax Act and the corresponding 
provisions of the other direct taxes Acts should ·be launched with the 
prior approval of the Commissioner. Prosecutions for offences mentioned 
in Section 52 of the Income-tax Act and corresponding provisions of the 
ether direct taxes Acts or any of the provisions of the Indian Penal Code 
:thould be launched with the prior approval of the Central Board of 
Revenue in ~~der t~at t~ere may be an uniform policy in this matter~ 
Such a proviSion will also enable the Board to ensure that prosecutions 
are launched only where there is a sufficient evidence on record. We also 
understand_ t~at in U;K. prosecutions are initiated only in the name of 
the CommiSSIOners of Inland Revenue who constitute the Board of 
Inland Revenue. Once it is decided by the competent authority that 
prosecution proceedings should be launched, it should be the responsibility 
of the officer in charge of the ·Enforcement Branch to prepare the case 
properly, brief the counsel and,_ ~ sl:ort, to take all such steps as may 
be necessary ~o pursue the case vigorously and secure conviction of the 
offender. Whtle we do not recpmmend the _withdrawal of the existing 
:powers to compound offences for which prosecutions are launched, we do 
feel that such powers should be. exercised ·only in exceptional cases and 
-not as a. ~atter ·of- course;' In particular, there should be no attempt at 
compoundmg an offence merely becau.se the cpmposition fee o:IJ,ered is 
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substantial. CompOu.nding in any case should be done only with the 
-apPTovaZ of. the authority sanctioning the prosecution. 

7.70 We have pointed out in para 7.65 how the present provisions of 
the direct taxes Acts prohibiting prosecutions in respect of the same facts 
on which a penalty has been imposed, has discouraged the Department 
fmm launching prosecutions. We do not appreciate the rationale of such 
<c restriction. We find that; in the United States of America, it has been 
speCifically laid· down that prosecutions can be launched in addition to 
the levying of penalties provided by law.* In the United Kingdom also, 
though for some minor offences prosecution is alternative to depart
mental penalty, prosecutions can be initiated for all major offences even 
though penalties have also been levied by the Department on the same 
facts. We have carefully considered this matter. and see no reason why 
prosecution proceedings should be barred .in cases where penalties have 
been levied .. We, accordingly, recommend . that. provisions of Section 
28(4) of the Income-tax Act and the corresponding provisions of the 
other direct taxes Acts, should be deleted. 

7.71 Another suggestion examined by us for. eliminating tax evasion 
was to provide in the direct taxes Acts for punishment of abetment of 

Abe·men of tax tax evasion. The Income-tax Investigation 
evasion Commission had recommended to make abet-

. ment of tax e_vasion a punishable offence under Section 28 of the Income
tax Act with fine extending' to Rs. 500/-. Following this recommenda
tion, the Government had provided in the · Income-tax (Amendment)• · 
Bill, 1951 that, "if a person abets the · commission of a default or the 
doing of anything by another person whereby the other person is 
rendered liable to prosecution under Section 51 or Section 52, the person 
abetting shall, on conviction before a magistrate, be punishable with the 
punishment provided for the offence abetted". The provision, however, 
could not be put on ~he statute: book aR ~he Parliament had been dissolved 
·before the Bill could be passed. · 

7.72 We have considered the matter · carefully in the light of the 
arguments advanced for and against the proposal. There are provisions 
in the tax laws for punishing various tax offences. There is no. reason 
why there shoula not also be provisions in the tax laws themselves for 
punishing abetment of such offences. In several other countries, punish
ments for offences against . the tax laws as well as abetment of such 

•Extract from Section 145 of the Internal Revenue Code, 1952 of the United States of 
America: 
- "Section 145 :(a) :Failure to file returns, submit information or pay estimated tax or tax- · 

Any person required under this chapter to pay any estimated tax or tax, or required by Jaw or 
regulations made under authority thereof to make a return or declaration, keep any records, or 
supply any informltion for the purposes of the computation, assessment, or collection of any 
estimated tax or tax ilJtposed by this chapter, who wilfuJJy !'ails to pay such estimated tax or 
tax, make such return or Cleclaration, keep such records, or supply such information at the time 
or times required by Jaw or regulations , shall, in addition to other penalties prtnJided by law, be 
guilty of a misdemeanour and, upon convicition thereof, be fined not more than S IO,ooo, or im
priSOJ:1!'d for not more than one year, or both, togeher with the costs of prosecution. 

(b) FAILURE TO COLLECT AND PAY OVER TAX, OR ATTEMPT TO DEFEAT 
OR EVADE TAX-Any person required under this chapter to collect, account for, and pay over 
any tax imposed by this chapter, who wilfuJJy fails, to collect or truthfully account for and pay 
over sue h tax, and any person who wilfuJJy ottempts in any manner to evade or defeat any tax 
imposed by this chapter or the payment thereof, shall, in addition to other penaltus pro-oidd l:y /JJ111 
he guilty of a felony and, upon conviction thereof be lined not more than-Sxo,ooo, or imprisoned 
for not more than five yeors, or both, together with the costs of proaecution. 



offences are provided for in the tax law~ themselves, in addition _to t4«;re 
being provisions -in the general criminal' law of the lanq' for dealing w1tll 
these offences. In the United Kingdom, while conspiracy to defraud the 
Crown of lawful taxes due is an indictable common law misdemeanour 
there are several provisions in the Income Tax Act, 1952 itself for 
punishing, aiding, abetting, assisting, inducing or instig;lting a~other 
person to. commit offences against the Act. _We are- of th~ constdered. 
opinion tha-t, if etlasion of taxes has to be effectwe!,u checked,. tts abetmel\t 
should be made punisha-ble under the tax taws. We, theref01·e, recom-
mend that a provision similar to the one e011tained. in the Income-tax 
(Amendment) ~m, 1951 should be introduced in aU the dil'ect taxes. Act~> 
at the earLiest opportunity. In cases where it is proposed to proceed 
against an abettor. the prosecution proceedings agains;t him should be 
launched simultaneously with those against the assessee concerned . 

. 7. 73. It was pointed out t() us that it might be difficult to obtain 
sulfrcient evidence to ·establish the fact of abetment. With a view to 

Declaration by Tax getting aver this difficulty, we consider it 
representatives necessary to require the tax representatives to. 

give a declaration, in a prescribed form, about 
the correctness of the returns submitted by their clients. We find that, 
in the United. States of America, the person preparing a tax-payer's 
return also mtjst sign the followin€1 declar~tion:* · 

"I declare under the penalties of perjury that I prepare!! the 
return for the person(s) named herein; and that this return. 
(including any accompanying schedules and sl<ltements) is, 
to the best of my knowledge and belief, a true, correct and 
complete retl.li'n based on all the infor-mation relating to the 
matters required to be reported in this return of which I 
have any knowledg!!.'' . 

The Return p&escribed under the Australian Income-tax Act also contains 
a provision for $ declaration to be made by the tepresentative. · · 

7.74 On a careful consideration of the matter, we feel that the tax 
representatives in India · also should be required to :f.urnish such a 
declaration, so that the responsibility for the correctness of the returns 
of their clients could be fixed on them. This requirement will also help 
in the maintenance of a proner code 0f professional conduct among tax 
representatives. We, therefore, su.ggest that the Income-tax Return form 
in cases of incomes above Rs. 20,000, and the return forms prescribed 
under the other direct taxes Acts should parnide for: a declaration and 
certificate in the fCdm given on the next page, from the representative 
who prepares or assists the assessee in the preparation of the· return. 

(lfilh para 7'74) 

PARTICULARS RI!LATINO TO SOURCBS OP INFORMATION 

To be given bJ : · A. A:D.y person who ~es directly or Indirectly l Cro .. out whicheYet 
anhy fee for preparing or assisting to PrePare, does not apply 
t e retUrn. . • 

B. Every person carrying on business who does 
not ~ish with his retUrn a Representative1s J 
certificate. . . 

(I) What boob of account, if any, ate kept 
hy or on behalf of the anessee . 

• ••••••• .' •••••••• 0 •••• 0 .................. . 
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J# (2) By whom are those books of account kept? 
(State name and address). • • • ••••••••.•••••.•.•••••••••••.•.••••••• 

(9) :f.re·those·books Clf'account audite<l ·eilch 
year? If-so, by whom l' o a o o o o o I o o ~ o o • o 0 o o o o o I o • o o o o o I I I 0 0 0 I 0 I 

(4) .is the return in ·accor<lance ·with those . 
books? • • • • . • ..................................... . 

(S) If the return is not in accoradance ·with 
thOfe books, on what basis ard upon what 
information has the retUrn 'been prepared? 

. ·(6) Have you sliiisfieci yourself, and, if so, how, 
. ·that the books of.account or other sonrces of 

info~ation upon which the .return is 
base<!., are con:ect ar d disClose the whole · 
of the assessee's income, wealth, etc. ·from 

o o o o o o o o o o o o o o o t o 0 o I o o 0 0 0 .o I 0 0 • 

all sources ? . •. • ........... , ••••••.•.•• 'l .............. . 

. N.B • .No. (6) to be llllswered ·only ·by the 
person mentioned in · :A ' 11bove. · 

'CERTIFICATE ·BY 

REPRESENTATIVE 

·J, .•...••...•...•••.•...•.. , haVing Charged the ilss.S.ee ilfee 'forpreparin& or asoistin1 
'in the preparation of the return, hereby certiiv that the answers ser forth aboYo 
' in the second c61umn in this sti!teinent, opposite to the questions setforth in the lint 
column thereof, = trUe and Correct in every ~cular. 

Date: ................ . 
S ignaiUTI i{f fhHIIriSmtatiw. ; • ,' • • •• • • • • • • 

Where the representative is a partnership or a company, this certificate niuat be si&ncd in 
the l'ame of the partnership or company, as the case requires,. by ~ person who is , registered aa a 

'nominee of 'that partDctship or company,' and that--person's name. must also be appended. 

7.75 An objection has been raised by some that the.proposed,.provision 
· woUld make the task of the representatives difficult because, in many 
•.cases, ·they might not ,be ·in' a· .position· to comply :with: the '.l'e(Iuirements 
;of item. :'6 ·of the form, viz. satiSfying themselves ·about ·.the correctnesa 
'of the mcorrte, wealth etc. shown in 'the return. .This .objection, in our 
opinion, is not well-founded. ·Under the Companies -:Act, 1956, All limited 
companies are already required to have their aceotmts audited and the 
auditors have to. give a. fairly c~prehensive. report· as . indicated in 

·'section 227 of that Act.· We ·have also, in the Chapter on Assessments
'Procedures,· recommended that· in ·all :non"COmpany ,,cases with business 
incomes exceeding Rs. 50,000, the - •accounts should 'be ·compulsorily 
audited by a Chartered Accountant, who shoUld be required to give a 
certificate in the prescribed form. ·Hence so far as cases of limited 
companies or ·of ·other persons with ·business incomes ·above Rs. :50,000 are 
concerrted, there >shoUld •be ·no 'difficulty ·in 'answering· the question at 
item 6 <;>f the declaration. cAs regards the:-other.cases,df the<irepresenta
tive or the adviser has not satisfied himself about the correctness of the 
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return and the books of account or other sources from which the return 
was prepared he might quite clearly say so. In this view of the matter, 
it cannot be said that the proposed declaration would throw any addi
tional burden or work on the representative. 

·VOLUNTARY DISCLOSURES 

7.76 We examined the question whether a· scheme for accepta~ce of 
voluntary disclosures of concealed income, wealth etc. should be Incor
porated in the taxing -statutes. We find t~at such a sche~e for~s part 
of the tax codes in several other countnes. In the Umted Kmgdom, 
for example, the 'confession' method ha~ been in existence since 1~23 
and is now a recognised method of. settlmg cases of concealment (VIde 
Section 504 of the United Kingdqm Income Tax Act, 1952*). In U.S.A. 
also there is a provision for arriving at compromises regarding tax 
liabilities (Section 3'761**-Internal Revenue Code). Similar arrange
mertts exist in many of the other countries as well. The concessions 
extended to assessees in such cases consist usually in the dropping of 
criminal proceedings, reducing the quantum of penalty and the granting 

• Section 504 of the United Kingdom Income Tax Act,_ 1952 :-

(1) "Statement made or documents produced by or On behalf of a person shall not be in
admissible in any such proceedings as are mentioned in subsection (2) of this section 
by reason only that it has been drawn to his. attention that-

( a) in relation to income tax, excess profits tax and the profits tax, the Commissioners 
of Inland Revenue may accept pecuniary settlements instead of instituting pro
ceedings ; and 

(b) though no undertaking can be given as to whether or not those Commissioners will 
accept such a settlement in the case of any particular person, it is the practice of 
the Commissioners to be influenced by the fact that a person has made a full 
confession of any fraud or default to which he has been a party and has d..ea 
full facilities for investigation, and that he was or may have been induced t6erc
by to make the statements or produce the documents. 

(2) The proceedings mentioned in subsection (I) of this section are-

(a) any criminal proceedings against the person in question for any form of fraud or 
wilful default in connection with or in relation to income tax, excess profits tax 
or the profits tax: and 

(b) any proceedings against"bim for the recovery· of any sum due from him, whether 
. by way of tax or penalty, in connection with or in relation to incometax, excess 

profits tsx or the profits tax . 

.. Section 3761 of the Iniernal Revenue Code, 195z 'or the' ucited States of America:-

"(o) AUTHORIZATION-The Commissioner, with the approval of the Secretary or· 
the Under Se~etary ~f.the T~sury, or of. an Assistant Secretary of the Treasury, 
m~y c;omprom1se any avil or cnnunal case ansing under the internal revenue laws 
pnor to reference to the Department of Justice for prosecution or defence and the 
A tom~ General.ma:,: compromise any, such case after referenece to the Department 
of Jusuce for prose<'lltion of defence. 

(b) RECORD-Whenever~ compromise is made-by the Commissioner in any case t~ 
shall be placed on file m the office of the Commissioner the opinion'of the General 
Counsel <>f the ~artment of the Treasury, or or the officer acting as such with his 
reasons therefor, wtth a statement of-

( I) The amount of tax assessed. 

(2) Theamounto~additionaltaxorpenaltyimposed by law in consequence of tlo.e 
neglect or de!iquency of the person against whom the tax is assessed, and 

(3) Tlte amount actually paid in aceord~ with the terms of the compromise. 
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'Of easy. and convenient instalments for paying. the taxes .. As discu~ed · 
'by us, m. the Chapter on Collection and Recovery, determination of tax 
liabilities on the basis of settlement is not alien to the Indian tax system 
.either. · The Taxation of Income (Investigation Commission) Act, 1947 
-.authorised settlement of cases under investigation and many of the cases 
were completed on the basis of settlement by the Commission. Section 
.34(1B) of the Income-tax Act, which was introduced in 19'54 also 
-provides for settlement of tax liability in certain types of Cast!S. ' 

7.77 An event of considerable importance in the history of income 
taxation in India was the launching of the Voluntary Disclosure Scheme 
by the Government of India in May 1951. As a result of this bold venture, 
.a large amount of money concealed from the Department was brought 
-out into the open ·adding, in the process, to the coffers of the State its 
legitimate share of the tax eva!ied. Apart from the benefits which 
accrued to the Indian· economy in the form of additional investments 
:and to the eJ!:chequer in the form of additional taxes, the scheme contri
buted, to some extent, to the improvement of :fu~; relations between the 
Department and the public. The feeling ·of mutual distrust gave way 
-to a sense o£- better understanding and appreciation of the problems of 
.each .other. · 

7.78 -Though the scheme as such· was to be in operation till 22nd 
.October 1951 only, the' principle of. the scheme has been continued even 

· there~;~fter. The statistics · furnished . to us by the Central Board of 
Revenue show that disclosures ·have been made in 20991 cases, out of 
which 20912 cases have been settled by the end of 1958-59. The income 
-assessed in these cases before disclosure had amounted to only Rs. 11·53 
crores, while the total . income determined liable to tax after disclosure 
in these cases was Rs. 81 · 73 crores. Thus, an additional income . of 
Rs 7.0· 20 crores has ,been brought to tax under _the scheme. The addi
:tional revenue resulting frorr.. the disclosures amounted to·Rs. 10·98 crores .. 

. 7.79 There was a widespread demand from the Chambers of Commerce 
and trade associations that a scheme similar to the one launched in 1951 
:Should be introduced. T.he very fact that the demand was made by so 
many chambers would seem to show that there are large sums of evaded . 
. money kept underground. It has been represented that these monies 
are having many undesirable effects on the economy of the country 
leading, among other things, to inflation, payments of on-money, pre
·valence of cash transactions, cornering of goods and shares, hoarding 
uf gold, which in tUrn pushes up the prices of gold to unhealthy levels 
and thereby gives a stimulus to the smug_gling of gold etc. It was argued 
:that if only this money could be brought1o the open and made available 
for tl\e development of the economy, not only would these undesirable 
:tendencies be checked, but also the economy of the country would benefit 
considerably. On the other hand, many witnesses, including several 
men in public life and a few ch_ambers, have pointed out that such a 
3cheme should not be introduced, as it would almost amount to giving 
.a premium on tax evasion. We. have carefully considered t.he proposal 
'in all its aspects ·and, notwithstanding the considerable advantages that 
Mould accrue to the econ011711J1 if this concealed money is brought into the 
f1Piffl we are of the opinion that. under the circumstances prevailing a1t 
pres~nt a sche7114! of this nature is not justifiable. 'IIhere were special 
circum;tances in 1951 which justified the introduction of the scheme 
then and the grant of special concessio~s. Th~ conditions that ~btained 
<luring the period of the War and the 1mmed1ate post-War penod were 
:abnormal and there were special factors which led to not only the 
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'eitriiordi4ifry:~a\'Jth -~f fii~m!!~ '~ut·~ '.oPJ?ortliiiiti~s 'f.or. con:~eali~~ 
=them. 'tt Sh6tild)ii)t a1~ .~Uo~go.tten that JP.U!ili of tht; ~onceal~d mco~e 
1teratetl'to the precllidepenaence ~l\· ThE!! s11me. c_op.d1tions do_ not !!x1st 
now Any ·amount which 'is fo.oug'lit to D!i! djsclgs~. nOW would Elther 
'ltil'ate to the 1richrtie · coliceat~a):n, tli_ . _~e. P,gst~ !~51 -period or _if con~ealE!~ 
:prior ~o 1951, '~Ust. 'be_ ,6ne .V(lilc_JlJ~e a~s_e_ssee d1d .n,ot care to d1sclo~e 
'-under -the. ~9ih ~oliint,a17, :q~~~l~su;-~ J?.~!l.m..e: .. ~ el_ther_ case tliere -~s 
no justification for showing spec1al cons1derat10n to such persons. This 
,is not to S1fY \ha~ .a ~rscm ..y4o)li!S,~:r;te!i" llnd 'Who Wilnt~.-to make amends 
for i.t 'sh~\¥~. ~;e disc~ll,l;'flg¢ f:r;!!~.d9mg so .. :Even at ·preseht ~der the 
pire~~ ta:c~s;~<;~.)t 15, ~ly;ay~-o~~ t8.-a t11xpayer to, C?me forWard and 
disc.lose lils. conc;el!-f.!!d, ~.fOil).e, ,V{e'!l!~ .etc .. ~at~ally 1t .1s for the Depart
ment to satisfy it5elf '\y1iether tlie ih_sglo_sw;e .lS. full and .complete, whether 
furth,'er · inv~stigat!~i?- ~ho_til4 , j;ie: m!l<fll .. ;md. if _the _ d~s~Iosure· ~s to be 
accepted,. Y,.l).'f.t. :r.enalJy_ ~9uiq. l:>e l~y1ec:i., In; O\ll" opmwn, while the 
Departme~t ;~lili)fld."J;w-Ye -coip.plek d1sc:r;et~on. 1n the matter and should 
·~ot gi~~ ~ ~ncretta~g tq anf -~~ch tax~ayE!r that. they_ woul_d accep~ a 
.pectihi.acy sett1eiTient,an4 ~qt .!nst1tute. cr1m1ll.al. proceedings, m practice 
the., pepa~tment ~o~d. '!le ip.fl?en9e.d QY. the .. ~a.c~ that t~e · ta~pa~er had 
·made a fuU confesswfi and had giVen full fac1hbes for mvestigabon. It 
should also be made clear that any statement made or any ducume.nt 
:prg~uc~d .. by,Jh~,_taxp'ayer .in any, d!Sclosure would be ~aken :is ~ st.a~~ 
.me!lt m11de Qr document produced, 1n .the .normal co~r.se of proc_eed1ngs 
~l.!nd.er tne: Act and .such evidence shoilld hot. :be ib:admissilile in respect. 
-ot any criminal ·:Proceedings that may 'be institutM. 

. .-~i.ao. 'As stated 'earlier, ihe principle'b£ ~ett!e~nt lliis lieen' iiicorpoiafed 
in the I:ti:coniEi-;tax Act only lli -a ~ted fofn),;for a 'speeilied ·tyPe of c·ases, 
'We consider th:at th~e f16Wers should 'bl('eniqrged 'aM tTie·Ceniicil Board 
of Revenue -autnorisl!d to \lmve at ·sett'tements ''Wfth tfi.e liSsesse'es ·at lin'Y 
!tage of the pr'oceeditrgs ttffil~r tJie'"ditect 'ia:xes 'Ads, 'including tne stcige-

·~f.~ppe!la~.w __ ocee~~Tl-98, ~f!fqre tfi!\,~PVel~t~~4~~stant,.c;om~~p~n~ or
:App~llate /frt't>'t\nal, or, ~f>er ~i'te. app~l1{!t'e aut'fiortttes nave passed fina't 

''or4ets., •. Ad'?n-i.Ti~trP,#v~~::.~r ~~!!. oe,Jl~~ It '~iscz?,~~Te ,C,as~s are i~~ed: 
qy t7le f;,om~ts~lchler ofJ!I.co,m;e-~q.ar 1phere th~. ~~ JJ'It/3>\ved ~R~r.2 iak~ 

.pr, ~~~s, ~nd w'her,~ t~e iC!fC. ~s o:ve-r,J!s1 ~ •• liifclj.s, tli;~ «;~!3 s1i()uld lie settl~d by 
I' ,Cf>1"t17!-tttee c.q~ttng_ Pt t'ftf! cr!iJitT""Brt a'lifl, !~9 .M:e1lt'b,E!T~ .of the (:entrat 

. Bqard; ,ot~Jr..~1(enu.~. ~ LlJ11~!eQ. pp-w,~rv:,ou1!f ~iSo)je .i!el,egated Jo. As*ta~t 

._[;o-nrrn':-1st9.1)-ers .6~t ~-~ s~14 b~ eTMUr~!f.,!h<it_.,~xcppt.,~~ tJ.r:~ cases set~le_d 
o'!J. the :f!,oarcl,_,~rtef partu:u'tars ofthe cases settled are sent to the next; 
htgher authortty. 

·suacr:Esrto:Ns 'To'~ m tA.w 
o ~7:ai,. ~ar~¥ in, t¥~,-cll;ai:>ger,,'w11;r,e~4!,T~d .. }o,, tne_. ~Mk~ge J)£ revenue-. 
_t)lr9,ug~. avo~dance, .~d, 'Po~te,sJ. O)l~ th!\} av,o1d~nce Jgf ~~x ~o11J.c!- be check· 
ecj._ by. plu~gmg,the loopholes ~· thelaw.. in. .. ~P.e. cqurse of. our enquiry. 
numerous, .Jll!ltll!lces ,of,,:qow a'{p1d;mc~ wa.s b~ing, s.~.ccessfully_re~orted .to 
._'Q~ f.e!=<;rq~se, tq the .Y.<lrl~!fs )o9,p!).o~E!s ,~. t:P,e, l.aw, C:'\I?t1 , ~.0 , q~ _ !1-.9ti.ce. . V{e
.~ts,cuss 'Qe'tow,,t'he more ~mportant ones and make our. recommendations m 
respect of them. 

~. ~(~) At .present, -~ttances of past foreign :pi:bfits are not taxa~le WideJ.. 
Se<(twn .4_(1) (b). (m) of the.Inco~e-tax .Act~ tl).ey ~e_brought or rece1v
_ed m India by,some agen~ ():r;,no=E!e or any.other,person on behalf of the 
assessee and ~t by the assessee himself. This positiOn is uit.scitisfactorY, 



'dB it lea~ 'to_!iVoidajlce, of '!aic and _should 'be remedied by amending tll.e· 
law, makmg even 'Such remtttances ta:cab!e. -

c- '(2)_.The eXi.stiD.g provisions relating to exemption of the income ·or 
charitable trusts under _Section 4(3) (i) of .the lncome•tax Act contain 
·certain loopholes which help the formation of ·pseudo charitable trusts. 

~- :ttn.<i.er Jne fa:W as ~t is 'at presel).t, t4e il)come of a trust will be exempt 
.¥-om tax so long as the ultimate objects of the trust are of a religious or 
,charita,ble_ :~haracter ·and sq long !lS the income is applied or acciunulated 
-!C?r.being qltimately applied to~such religious or charitable purposes. Thus, 
J~ven though for long·periods of time, the_ trust funds :may be invested and 
-Y~ilise~ _!or. fur_theripg th,e donor's busip.ess interests, the income of the 
trust fund would, nonetheless, continue to enjoy exemption from tax. In 
a reported case*, where an industrialist created a trust for charitable pur
. poses but ~tipulated that ~or 'a periotl of 18 years the trust furids aria the 
income therefrom was to be invested in the· shares of !l company through 
which the donor ·controlled other companies in which he was interested, 
'it was belli by tne COUrt ti:iat the iriconie of the tr.ust still 'enjoyed the 

~rf~~~~~~e~;\;:xu~;;ifel~1l\6~I>~W~ ;~~Fft~bie t~ti4~~~~e I~ t~~ 
·way the 'obJects of '* trust as alSo the ol:lJect bf grantmg exeinpbon under 
'SectiOn '4 (3) (i) of tll.i! llicome:.ta:x Act, -are being defe~Wed. 

~ 

. Another wide loophd1e tests in_ the interpretation of -the weird "pro
'Perty~~. whereunder a tru~t could carry .on business ·which had nothing tG. 
~do with .th_e primary object:of the trtist itself and still •get ·exemption in 
xespect of. the inc()tne fronr this busihess.. Courts•• ·ha'vle held that busi
ness can also be 'pt6perty'.held.under·trust. Certaih amendments in Sec-

,.ti<?n 4 <~> .. m o.f ~he .~npome-tax Act wer~. m~d~ throug~ the India~ ~ncome-
. 'a~.-(AFi~naryt_~m) )'\c~. 195~ 't? try to; ·~~~dre that ~co}ne ,Of a 'charitable'_ 
:oli.~m-~~s. 'kor. ex.~zn~l~o~bn;t~ ~ ~~~ ll~sm~5s ·was_,~arned· oh on behalf of 
·~ _religt~ils r~d, c!l;_a~t,a1i1e ~~-t~tut10~ ,and :~v~~s. ~ar~ukl :on. i;n the course of 
~P.l~~enj;Ufg_, :~ :;t>t'iinary J?)!u;p?se, _of, t~~, ~~t~tu.tioh .~r .. t~E; work <_>f the 
·,oiism~ss :was *~J;v, d§'ne '9Y U1~ 'f?_ep.~~<;Iaries of tile ~stitutlon. Th1s was. 
·done by 'a:ddiitg proviso (6) ·to 'Section :4 (3) (i). of'tlle Indian Income-tax. 
Act. That proviso says that the income 'dei:iVed ftol'n properly held under
Jr:uf!l __ fc;>~; _religious. qr ;c:h~itable 'PUrposes shall not be exempt and shall 
consequently be· included in the total income: . 

'., (1)) ',In;'t~e- ~.aiie_ ~£, 1il~o:rlle __ a~riv_ed _)ro~ J;iu~iriess ~carried on _on 
. be'riai1 of a religious or cll,E~ritable insti t,u tion, unless the m-

'cff.in~. is'appliEid vinollyo for llie pij.r{ioses of the 1nstitution and. 
-either: _ · __ 

(i) the business is carried on in the course of the actual carry-
ing out of a primary purpose of the institution; or 

· (ii) "~lie ~wo~k _ip, ~c~!IDec\ion ~~ 'tp~ ~usiiiess is m~inl.y' carried 
. . on by oeneliclaries of the mstltubon." 

' ; 'C'olirls' h~ve bo'Wev~r -t1.ken the . View. th~t' tb.e 'above \wo conditions 
),6{g/;ti'I\g'ex~rifpt~q!I, ~ppir ;only }'i'her~. ou,~iri~ss ~i~ ~~rried.·~~ on b~half <?f 
a religious or charitable tnsttfu.twn ·!1-nd_ not_ wh~re _the 'busmess Itself _1s 
lleld upon ll:il'st,and-tnat_as sucn :tne mcome o:Isuch a business would still. 
·~ ' -' . . ~ '" ·-· . . ~ . . 

• CIT "'· Walchand Diamond Jubilee .Trust, (1958) 34 ITR, 228. 
·~ J.K. Trust~ Bo.;.bay ... cl:T., (i9S7) 321TR, 535· 
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be entitled ·to exemption under the substantive part of ~ection 4 (3) (i), 
despite non-fulfilment of the conditions set out in the proVIso.* 

Some recent judicial decisions** have also held that if the primary 
object of a trust was of a· charitable nature, the fact that there was a pro
vision in the trust deed that in carrying out the tru~t the ~e~ds of the 
relations and family members of the donor woul? be given priO_rity, wo~d 
not result in the trust being denied the exemption under Section 4 (3) (I) 
of the Income-tax Act. Thus, a trust created by a person ~or the purpose 
of giving education, medical ai? and mon~tary help for ':'arrous ot~er pur
poses to the poor, may still enJOY exemption under Section 4(3) (I) of the 
Inco~e-tax Act even if, by virtue of a clause in the trust deed, the trus
tees are asked to give preference to the poor relations of the donor and 
even if in so doing the entire income of the trust is spent only on the re-
lations of the donor. · 

Thes~ loopholes require to be adequately plugged by proper amend
ments in the Acts on the following lines:-

(a) The accounts of ail charitable institutions, with the exception 
of tho~ audited under the requirement of any other law or 
regulation, having an income of Rs. 5,000 or over, must .be 
compulsorily audited and a certificate from the auditor in a 
form to be prescribed should be furnished to the· assessing 
officer in suppo.qt of its claim for exemption from tax. 

{b) A charitable trust carrying on a business which is not in the 
course of carrying out the primary object of the trust itself 
should not be entitled to the exemption under Section 4 (3) 
(i) of the Income-tax Act and this should be made clear in 
the substantive part of the Section itself. 

(c) Where a trust deed contains a clause that the funds of the 
trust should also be utilised for the relations and family 
members of the donors or that in carrying out the charitable 
objects of the trust priority should be given to such relations 
or members, exemption should not be available under Sec
tion 4 (3) (i) of the Income-tax Act, or under Section 5 (1) (i) 
of the Wealth-tax Act. · · . 

(d) If anY: charitabl~ trust had invested, at any time during the 
previous year, · m the shares or capital of an industrial or 
commercial undertaking, in which the donor was himself 
substanti~lly inter~sted, an amount more than five per cent. 
of the pai?-up capital of that undertaking, then the dividends 
or share mcom~ from such investments should not be eligi~ · 
ble for exemption and should be taxed in the hands of the · 
trustees. · , 

(e) A~ regards th~ _other incomes of ·the trust, they will be exempt 
If the conditions under Section 4(3) (i) of the Income-tax 
Act are fu~lled, but if more than 25 per cent. of such income 
of a trust IS set apart for being spent subsequently for chari
table purposes, t~e amount set apart in excess of 25 per cent. 
should be taxed m the year in which it is so set apart. The 

• Dharam8 vijya Agencies Bombay Vs. C.I.T. Bombay I, Income-tax Reference No. 69 of 
195 • . · 

•• T~tees or the Charity Fund Vs. C.I.T. Bombay, (I9S9). 36 ITR, !I• 
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Central Board of Revenue should, however, be empowered 
to increase .this percentage in fit cases. 

' 
(f) If on enquiries into the use to which the properties belonging 

to a charitable trust were being put to, the assessing officer 
found that they were being utilised (i) by the donor or his 
nominees or any of his family members or, (ii) by a trustee 
or his nominee or his family, the. properties should not be 
allowed the exemption'-admissible under Section 5 (1) (i) of 
the Wealth-.tax Act, unless in the case of (ii) above, the 
occupation of the property by the trustee was necessary for 
carrying out the objects of the trust. The ·assessing officer 
should also ensure that gift-tax is recovered in respect of the 
properties enjoyed by such persons. 

The amendments suggested above, are designed to ensure that while 
genuine public trusts of a charitable or ·religious character would conti
nue to enjoy exemption. as at present, trusts which· are ostensibly for· a 
charitable purpose but intended. really to benefit, directly or indirectly, 
the donor's relations or business interests would cease to get the benefits • 
of exemption envisaged in the direct taxes Acts. 

- (3) ·Undoer Section 10(2) -(vii) of the Income-tax Act, if an assessee 
has sold his machinery or other assets and if the sale proceeds are more 
than the written down value of the asset, the excess upto the amount of 
the depreciation actually allowed is treated as profit-of the year and sub
jected to tax. Some High Courts have held-that such profits can be taxed 
only if the assessee was carrying on -the busfness in the relevant previous 
year. Section 10 (1) of the Income-tax· Act should be amended so as to 
be consistent with the second proviso to sub-section (vii) of that Section, 
providing that oeven where the assessee has discontinued his business, pro
fession or vocation, such profit would be treatoed as income and subjected 
to tax. The business expenses incurred after the closing of the business 
should also be allowed. 

( 4) Soeveral witnesses pointed out to .us that the existing provisions of 
Section 14(3) of the Income-tax Act, under which the profits of coopera
tive societies were exempt from- tax, provided a wide loophole for avoi
dance of tax. Cooperative societies are now running transport services, 
controlling large industrial and commercial undertakings such as textiles, 
mgar etc., and their dealings are mostly with non-members. It was urged 
that exemption of such societies from paymoent of taxes was. inequitable 
also;--Jrr that they were comparatively better placed in the matter of 
financial strength and competitive power than other concerns having the 
i<Ulle kind of business activity but ·which did not enjoy any exemption 
from taxation. · Our attention was drawn, in this connection, to the obser- _ 
vation of the Punjab High Court in the case of a cooperative society that 
came up before it in reference, to the effect that it could not have been · 
the intention "to placoe the cooperative society on a higher footing than 
an ordinary merchant or shopkeeper who would have to pay income-tax 
on profits gained from sale of sugar etc."* 

Cooperative societies have been given exemption from tax in recogni
tion of the fact that they are intended "to encourage thrift, self-help and. 

• Hosbiarpur Central Cooperative Bank Lt4., Vs. CIT· Simla. 
(T0<2' ?A lTR. 2A6. 21\2. 



i!ooperation among agriculturists,- artisans, -·and ;persons· ·Of··~,all me~". 
They are essentially for men of small m~~s to _enable_ them. to, c~m~me 

·their res<itirces-'i!Jid 'efforts ·in th·e promotion 'Of 'the•:ptOdttcbon, -distnbu
. tion or eci:ilsariiption of t'he gdods or -services 'in which they have ~ c?mmon 
intet-est."* Mutuality of intereSt is thUs the f~~ament~l pnncwle of 
cooperation. This · principle is, however.. cot~sptcuously absent m the 
tyPeS of ~6cieties referred to in the precedmg paragtaph. 

While recommending enlargement of fue tax c:oncessions 'available to 
the cooperative societies, the Taxation _Enquiry C?.mrili.ssion recogni~ed 
"the need for ensuring that these concessiOns are avrulable only to genume 
cooperative societies."** It pointed out ·certain basic .-principles of co
cooperation to be fulfilled by a genuine cooperative society. It recom
mended that a society whose total income exceeded Rs. 20,000 should; 

-furnish a certificate froin the State Goveritinent _ to lhe effect 'that its. 
·constitution and workirig ·coi!fotmed to the · tests suggested by it. It 
further suggeSted 'a- procedure 'for wfthholdin~ 'the tax concession from. 
a soCiety whiCh was found to have had an undUly large -proportion of the· 
dealing~ with non-members, ~ven if such a _ soCiety · had obtained 'the
aforesaid certifieate from the ·state ·ao·vernmeil.t. 

We have~.given careful thought to this 'question. /The conoession cwas: 
necessary -in the ear!rer stages •of economic development; but ·we· think ·a. 
stage has -now 'been reached 'When ·the 'effect ·of lthe ·continuance ·of such 

·-a concession to -industrial snd transport cooperatives on the-tax· revenues. 
_of· -the country could not be ignored. We •are, therefore,- Qf the ··opihlon 
that -the -provisions of Section 14(3) -of -the-Income-tax Act··need to be 
-suitably modified -so as to -secure ·that -the tax concessions are -made availa
ble only to really.-genuine cooperative -soCieties the ·dealings of which are 

· predominantly confined to ·its members,.•and -which_ fulfil 'the· basic princi-
• -pies of CO!Jperation mentioned by the Taxation -Enquiry Commission in 
paragraph 68 of Chapter VITI of Volum.e II of its (Report. · Tak1.ng· all the 
aspects of the matter into consideration, we recommend that it should be 

• specifically· provided jor tin' 'the Section itself that the.,e:temption 'Would 
not_ be -available•!fo those cooperatlive·-societies whose- ·tatal· income·e:tceeds 

-'Rs. 20,000 • .We IJruiy·mention·•here that· the limit ·of ·Rs. 20,000 ·obtain!! 
-even ·at present, under clause- (iv) of Section ·14 (3) 'in respect ·of the 
·exemption ·of income from 1nterest •Oil' securities Qr !from property. 

We -ma;y: ·also "point -out that ·the .suggestion ·made by us would .not in 
any ·way discourage the grewth of~genuine .eooperative· institutions.- We 
fully •reco~e that. the cooperative form •of ·orgahlsation ·has an ·impor
tant_ place ·m the SOc!~ and 'econotnic life ·of the country; ·and that'its -pro
·mobon ·should .be -assisted 'and encouraged by all reasonable means. -The 
'Ji_tnit •of ~· 20;000 -proposed ·by ·us for the ,grant .of the ·exemption is suffi
CJetl~ly high to• co~r almost all genuine cooperative ·societies. Even if 
th~ mcome exceeds this .figure,-a cooperative industrial undertaking -would 
still be exempt from tax, ·like any other . -industrial undertaking, -on its 
profits upto SIX percent of the capital employed for -the first five years ·in 
_a~cordance with_ Section 15C of the Income-tax Act. Under the pr~vi
swns of subsection (4) of that ·section the 'shareholders will·al"so be 
·exempt from the payment ·of any ta'lc ·or{ the •dividends ·distributed ·as. an 

• Report of Taxation Enquiry. Coil!mJssion, 'Vol; H;-Pata· 64; ~ :12;4. 

• • Report ott be Tsxation Enquiry Commission; VoL II, par~ 68, p1ige 127. 
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attributable to the profits of the undertaking e;x:empted from tax. As in 
most of the State. laws· relating to cooperative Societies, there are statu
tory provisions restricting· the distribution of· the profits of cooperative 
societies to &.25 per- cent, tha sb,~eholders will n,ot also be, in any way, 
adversely affected. We fed therefore that t~ suggestion made by us, 
while. he~pfu~ in. chec~ing the- abuse of the. tax concessions intended for· 
.genuine- cooperative societies, wou~!l 1\0t interfi!Te in any way with~ the 
.growth of such· institutiqns. o · 

(5) At pFesent, under section 1~ (3) of the II:lcome-tax Act, only 
income from· assets· transferred by husband to wife is includible in the 
husband's inc~m!!; but- there- is no coiJ:esponding provision in respect of 
the- inclusion of· income from assets transferreci by wife to the husband. 
We consider that a simi~ar provision covering cases of assets transferred 
by wife to the husband shou~ a~o be made. It should, however, be 
made clea.J:.· that the personal income of the husband or wife should not 
b.a includ!!d. A: further. am!?ndment may a~o be. made to this Section so. 
as. to. cover. t-ransfers of assets to minor. children. by the mother. . . . 

(6). Al ~resep.t, in. a, ca,se wh~re a, fa,ther crea,~es a, tr~t for the bene
·fit of his mino~; daughter with a, stipulat~on that the ipcoroe ot the trust 
:shpuld, be. accumJ.!.].a_ted, lllld add,ed to, the corpu!! and that the daughter 
·should Ile entitled, to. receive, the income on,ly after atUiining majority, 
·it has. b.e~- h_elq. by the Co~ tha,t the P.royisjons. of Sectipn 16 (3) (b) 
of- the, I.ncome.-tax Act d,o. not a,pply: as t4e inc;ome ill npt receivable by. 
the trust~ on. ~h~f of the xnill.P.r. qut is. m~ely added to the corpus. 
We recommend that the ww shou~d be modified so as to tax such income 

•Of the minors. ·There may, however, be cases in which the sharea of the. 
beneficiaries are not definite and tax as appijcable to an alll!O!!iation. of 
-persons is charg~: Such cases should; be excluded: · · · · _ · · 

' . 
. (7.) It has come to our notice that in certain instances, after transfer

mg. the ownerehip of a residential property to his wif~ or minor. child, 
without adequate consideration, the transferor continues to reside in it 
ruong with the transferee. & under section 9 (2) of the Income-tax Act 
the assessable. income of a owner-occupied residential property is limit
ed to 1G per. cent of·.the total income of the owner viz. the wife or the 
:minor child- who usually has much l~s income, there is e~capem.ent of 
-proper tax liability. -'Fb.is situation shou~ · be remedied· by suitable 
-limendment to Section 9 (2) of. the Income-tax Act. · · 

(8) Under the present law, assessees have to obtain a tax clearance 
certificate before they leave India. This certificate is with regard to tqe 
as~ssee's liability to Income-tax, Excess Profits Tax and Business_...Pt~ 
:fits Tax but there is no mention of the other direct taxes whic!f,~~ 
l:>een introduced ·recently. Section 46A of the Income~tax Act $hCY(V<N _e 
amended so -as to inc t-ude liabilities under the Wealth-tax A_c ctt,, jYP endl-
tur.e-tax Act and Gift-tax Act also. /. 

( Th · . . .fie . f . . th ~d childxen's 9). · .. ere 'IS no JUSt! ahon or gtvtn!1 e marna are separat z 
.alWwance both to the husband and the w~fe tQhere · · . e Y 
taxable. The law should be amended suitably. 
· · · · ·es, Local author't' 

(10) At present only State Government Any industria~ or pubi'7' 
or corporations are assessable to incom f the State Governme~ 
utility undertaking. -run as a depart purpose, provision should b 
.:r/IQUld a~o be subjected to tax an ·· (2) of the Constitution . e 
made in law as envil<aged in / · · 
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- (11) There is no provision in the ~aw at pr~sent to assess the income_. 
received after the cessation of pract~ce or ~e~rrement or death of the 
assessees carrying on a profession, like Solicitors, Advocates, Doctor_s. 
Consulting Surveyors, Engineers, etc. The· _law sho_uld be. amended. tn 
such a way that even on the assessee's cessatwn. of h'IS vocatton or ret~re
ment from the profession or death income recetved after. such cessatwn, 
retirement or death WO'Uld be taxed. However, in cases where the con
tractual obligations of partnerships. provide for the pay~ent of commut
ed amounts to the heirs of the deceased partner, and if the taxes are 
payable by the surviving partners, there should be ,no tax on the co_m
muted payments received by the deceased partners. estate or . he1rs. 
Commuted ,payments will not be allowed as a deduction from the mcome 
of the firm or surviving partners. 

(12) There have been many in~tances. where person_s acquired com
panies which had sustained losses m earlier years, earned on profitable 
business through them and were able to reduce their tax liabilities by 
setting off the earlier losses of the co~pani~s. when the. sharM were held 
by diff~rent persons. T~ get ove! thts po~tt'?"l, we e~dors~ the recom
mendattons of the Taxatwn Enqutry Comm'ISston con tamed ·m para· 73 of_ 
Chapter N of Volume II of its Report to the effect that in the case of 
eompanies in which the public are not substantially interested, such set 
off of losses against subsequent p'l'ofits shO'Uld be allowed only if the 
shareholders in the year in which the income is earned are substantially 
the same as those in the years in whic:h the losses w~e incurred. 

PUBLICITY 
-

7.82. While examining the causes for tax evasion, we referred to the 
·secrecy 'provisions of the direct taxes Acts, and pointed out that, in as 
much as the pressure of public opinion was a major deterrent against any 
offence, the secrecy provisions could be somewhat relaxed. In this con-
nection, we considered whether information regarding the declared or-

assessed incomes, Wealth, etc. of all taxpayers' 
Publication of declared should be made available to the public after the· 
income, wealth, et,, assessments have been completed. Weighty 

reasons, both for and against the proposal, have· 
been advanced. It has been urged by many important witnesses that 
publication of information· about declared and assessed incomes would. 
be the most effective method of creating public opinion against evasion 
and avoidance of tax. The taxpayer's relations, friends, neighbours as 
well as his business rivals and employees are likely to be in- -the know 

· oi the approximate amount of his income, wealth etc. and normally a 
pe:rso~ would hesitate .to understate them for tax purposes; if he knew 
that_~would be published and be seen by these people. In this con
nectw it was pointed -out that the publication of weekly lists of import. 
and· exp licences by Government has had a very healthy effect. Not 
only v.:a~ 1 n effective answer to the complaints previously made about 
f~v?Ur1tlsm a . corruption but also, if any person had got a licence by· 
g_tvmg wrong 1 ;r:mation, he was immediately; exposed. The authori
ties· _themselves maxnot be in the know of all "the facts relating to a 
particular person bu"his business rivals are and that is an effective-
check. "'-- '· -

7.83_. TJ;te mai~ ar~e~t\-.lled against the p-roposal is that it ~ill be 
an UOJUS~1~able mtrus10n mto. i>l>e~s privacy and· that it may encourage 
blac~-~1ling and even slandex:n!fot honest citizens. We do not see how
publicatiOn of the figures relating to \~e)ncome, wealth etc. of a person 

:' 
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shown by him in his return would lead to an intrusion into his private 
affairs. Payment of the taxes due to the State is not the concern of the 
:illldividual taxpayer alone; it concerns the Nation as a whole. Moreover, 
if an assessee has declared hill income or assets correctly, there is no 
reason at all why he should be afraid of any attempt at blackmailing 
him. It was also said· by some witnesses that as the 'income' or 'wealth'· 
for assessment purposes was not the same as it was understood in com
mercial parlance, the publication of the figures of the former might lead 
to much uninformed criticism .. Here, too, we feel that the apprehension 
somewhat unjustified,. because persons who would normally be interest
ed in the published figures, could be expected to be aware of this dis
tinction and not draw unwarranted inferences. Still another. argument 
advanced is that the income or wealth assessed may be modified in 
appeal and it will not, therefore, be correct to publish the figures until 
the assessments have become final, and that by this time the very value . 
of the publication of the figures would be lost. However, as the proposal 
relates to the publication of only declared income, wealth etc,, this argu
ment does not hold good. Another incidental advantage in the publica
tion of declared incomes could be that the. publication of the figures will 
Dot have to wait for the assessment proceedings to be finalised. 

7.84. This question was also considered by the Taxation Enquiry Com
mission. It pointed out that the principle underlying the Section was 
that an assessee should "come forward 'With a full and true disclosure 
of all the relevant facts ·within his knowledge with the assurance that. 
any statement made by him would not be subsequently used against 
him".* It. also pointed out that an Income-tax assessment necessarily 
involved the detailed scrutiny of an assessee's transactions and that it 
was necessary to preserve the confidential nature of these transactions. 
While we agree that it is necessary to preserve the confidential nature 
of the details of an assessee's transactions, we are of·the opinion that the 
principle should not apply with the same force to the income, wealth 
etc. declared by the assessee himself in the return. 

7.85. It is interesting to note. that a practice of publishing names 
of taxpayers with assessed incomes is already being followed in several 
countries. In Sweden, though the income-tax law itself does .not permit 
the publication, every citizen is required to declare his income when he 
gets himself registered under the National Registration Law which is 
necessary for social security purposes. This register is kept open for 
free inspection by the members of the public during specified hours 
and even private publishers are extracting this .information from the 
Registers and publishing lists of persons with incomes for the purposes 
of trade-directory, advertisement, etc. In Norway, the figures of capital 
and income of the taxpayers are made available for public inspection for 
a period of four weeks .. In Italy, the published material includes the dec
lared income as well as the official estimates so that the public -could 
know the wide gap between the two figures. It is stated that this method 
of publicity had already resulted in a considerable increase in the dec
lared incomes. The latest country· to follow this procedure is France, 
which has recently decided, as an anti-evasion measure, to publish a list 
of taxpayers and the amounts of tax they pay. This list is made avail
able for inspection in every French Town Hall for anyone who Vl1shes to 
consult it. 

• Report of Taxation Enquiry Commission, Vol .. II, para 40, page 203. 
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1.86. After a careful examina~~ of the tJ!O~ a~ cons of t~e, propQ-< 
sal, urged. inside aiulr Ou.tside the commi~ee, !De are of- the Q1lpnon t¥~ 
.evasion could be effectively checked by_ mak,t~!!_ t{l.e mformat)on af!qtl-: 
able to the public. Two p_osgible meth~ fo~; ~YJllA\ ~ct t? thfu. dec1s_1~ 
were considered by us mz.- · 

. . ' ' ' ' . 
(~). co~unication to any member of the public, on the paymen~ 

of a:. specified fee, the amount o~ in~ollie, w,ealth ~tc. de«la_r~ 
b~ a ~rso~ in his return; · 

lli) publicati9tl 8JmuilllY in a. print~ b0okl~t for)ll !be names, 
addresses 1111d declar.ed· income, wealth, ~Pei!-di~J.ll'.e etc. of 
~ithet all ass~~li or, th~ ab9ve ~ certain !Un!t. . 

We ·leave it to the. Government to adqpt ~~r. of tlw tw.o m,eJIJ.f>d~. &y.g-c 
gested ~bop(?.: T~~ ~!?C~S~nJ pr<!C~q~r~~ t~?' b.~. fp{l~jvi~q. ~1( (\~.0 b~' pr~'" 
-c'ribed. · . ',,,. 

7.87. Another· sugge&tion examined by us was whether the names of 
those: pj!nalised fo.r. concealment: o£ income, wealth, expenditure and gift 

· ta:li:e& should be published. · A' majority of the 
Publication of penalties ~tnesses, including certain chambers ·of. com-

imposed merce, had expressed themselves in favour of 
this pJ;oposa!, There, is a defipite adVOJ1t1;1ge, in 

publishing such names, as the'lo~· diuseq tO tpe narii,e ~d. rei!utatiqn of 
a delinquent aSS!!SSee. is. likel;y to' serve as a triore .·aet~rreht puniS1inieri,t 
than the penalty itself, There is D.o ·reasozi why' pe~ns· 'o/ho ~av~ 'de.: 
frauded tl;ie State. of large sluru; of revenue shop.Id be, placed on. a better 

• fo?ting th;m I>ersons w~o have d~fr~ud~. priva~ I!arti~s: 'f?: ·~· ~e!ls.e;·~ 
crrme agamst the State IS even more senous and there IS no JUStjficqtion 
for showin~ und~e consi~er~tion f~or, t.h~' f~Iir~ . of s~~h 'i?~l'S?~:' ' . " ". 

7.88. It may be mentioned that this point was considerl!!l by_ thfl Indian 
Taxation Enquiry Committee (~odh~tet: Committee)· 6£'1924-25. ·:Ev.en 
though it emphasised the importance~ of the mafuteiiance · bf· :se~r~y in 
income-tax proceedings, .it recommended that- · · .1. • ' • · · .. · 

"the aqoption of the practice of publishing in the ann)lal r_epgrts 
a list of persollli pe_nalised for fu¢ome-taX qffeiice8 ·would 
possibly operate. as a Cieten:erit to the ~omniissjiih' of' shcli 
offenc~s an~m\IY be frie~":" · ' ' '"' " · ~ ' ' 

While the Income-tax Investigation Commission came to the conclusion 
that ~here was ~13ch to b~ said 41. fE!vour o~ this pr9posal, tlie ·T~atio~ 
l!nqwry Commission thought that, becallse of the: long time lag; v~i:y 
~ttle usenp. purpose _would_ be served by such publicatiop.: We may men~ 
t10n that m Australia, a list of the persons · penaliSed: · for income-tax 
{)ffences is published annually and, in the· United States of.'Anii!ri2a a.IsO· 
full publicity is given to the discovery of tax ·frauds ·and. the pllnishnient 
meted ~ut to the e~l!ders. 'We hltve considered the-matter catefulliJ.'and 
-come to ~he conclu~on that, in view of the deterrent effect ~t ·would 'hav~ 
on attempts at evaston, the names of all persons in whose cases penalties 
haue bee. l.evi~d for Rs. 5,000 or more for- the Conceql7nent· of'i~~e, 
we.alth, E!XJ?endttu.re et;. sh~ld be P.Ubhshed by the Commissioneis,"'in 
the gazette as well as tn the press, gtving detaili of their names &ddres" 
3e& af!d amo_unts of 1J~a~ti~s .. If th~ dfisess~~ ·concerned·~ a co~pajiy i)T 

- . ~ - --· ., ... -· - . - :· _.· , . 

•Report of Indian Taxarian EnquUy Commirree (1924-25) rara 250, page 213· ' ' 



187 

firm, the names of an the di1·ectors of the company or partners of the 
firm, as the case may be, should be published unless it has been establish
ed that only a particular • director or partner was responsible for the 
evasion. The publication should be made only after the penalty hasl 
become final in appeal and reference. We recommend, however, that the 
Central Board of Revenue should have discretion to withhold the pub
lication of names in suitable cases, but the number of cases in which 
such information was withheld, and the reasons therefor, should be given 
in the annual administration report but without mentioning the names 
of such persons. This provision is necessary as. in· its absence, no asses
see is likely to agree to pay a penalty of Rs. 5,000 or more and, in order 
to avoid publication of the levy of penalty, would contest the levy tooth 
and nail up to the Supreme Court. We are further of the view that 
cases in which prosecutions for tax fraud were successful should also 
be given similar publicity. 

AROUSING PUBLIC CONSCIENCE 

7.89. The question of arousing public conscience against tax evasion 
has, of late, gained much importance. The general feeling appears to be 
that, so long as wealthy individuals. who are known to be tax evaders 
·continue to occupy an important position in socioaty, business and public 
life, there is no possibility of arousing public conscience against tax eva
sion. The attitude of the public is generally one of resentment, but 
largely ineffective at present, against the large scale evasion. We consi
der that, in the ultimate analysis, tax evasion could be eliminated only 
by arousing public conscience against tax evasion and tax evaders. Some 
of the suggestions which wtp have made earlier, such as, stiffer penalties 
and prosecutions in suitable cases, publication of the declared incomes 
and assets, publication of names of tax offenders, would themselves 
create the necessary climate for the arousing of public conscience. ln 
addition, the following measures may also be useful:-

(i) People should be educated with regard to the real object of 
the collection of direct taxes, through press, radio and films. 

(ii) Steps should be taken to convince the taxpayers that the 
money collected through taxes is not spent wastefully but 
put to proper use. 

(iii) 

(iv) 

410 C.B.R. 

No official patronage or recognition or awards should be given 
to persons who have been penalised for concealment or in 
whose case prosecution proceedings have been taken. Such 
a person should not be allowed to become a member of any 
Committee or Commission appointed by Government. We 
were impressed, in this connection by the evidence given by 
a retired Commissioner of Income-tax that, even uhder th~ 
British regime, Commissioners of Income-tax used to be con- · 
suited before awarding titles etc. and that in one case the 
conferment of knighthood on a person was withheld because, 
at the last minute, it was found that the person concerned 
was a tax evader. · 

Tax evaders should be strictly dealt with and brought to book 
by the Department in future so that the widely-held feeling 
in the minds of the public that evasion pays and that evaders 
are treated lightly is ·removed. Prosecution proceedings 
should be launched wherever necessary. 



(v) 

(vi) 

188 

The co-operation of the chambers of c~m~erce and. other p~o
fessional bodies such as bar assoc1atwns, . mediCal associa
tions etc. should be enlisted in the matter of wiping out eva
sion. 

A special drive should be ~dertaken to ro?se public .conscience 
by enlisting the co-operation of leaders m the varwus walks 
of life. 

CONCLUSION 

7.90. From the discussion in the preceding paragraphs of this Chapter, 
it should have become abundantly clear that the problem of avoidance 
and evasion constitutes a challenge to, and becomes the responsibility of, 
not the Administration alone but all the three branches of Government, 
viz., the legislature, the executive and the judiciary. It would be appro
priate to close this discuss~on with a quotation from President Roosevelt's 
message to the 75th Congress. Pointing out that, when . the legitimate 
revenues of the State are attack;ed, it constitutes an attack on the whole 
structure of government, he added-

"The three great branches of the Government have a joint concern 
in this situation. First, it is the duty of the Congress to re
move new loopholes devised by attorneys for clients willing 
to take an unethical advantage of society and their own 
Government. Second, it is the duty of the executive branch 
of the Government to·· collect taxes, to investigate full all 
questionable cases, to prosecute where wrong has been done, 
and to make recommendations for closing loopholes. Third, 
it is the duty of -the courts to give fu1! consideration to all 
the evidence which points to an objective of evasion on the 
part of the taxpayer".* 

• Heatings before the Joint Committee on Tax Evasion and Avoidance 11937), p. 6. 



CHAPTER R 

ADMINISTRATION 

INTRODUCTORY 

8.1 We now proceed to discuss the organisation necessary for securing 
a proper and efficient administration of the direct taxes laws. The views 
-expressed both by official and non-official witnesses on the administrative 
machinery give sufficient indication that the Income-tax Department 
needs to be strengthened and revitalised for improving its efficiency. In 
order to be really effective, the administrative machinery requires not 
<mly to be properly organis=d but must also be adequately equipped 
with the necessary personnel and material. Our suggestions contained 
in: this Chapter have been made with this end in view. 

CENTRAL BOARD OF REVENUE 

8.2 The present organisational set up of the Department is given in 
Appendices VII to IX. At its apex is the Central Board o:fi Revenue which 
is responsible for administration of the various direct and indirect 
central revenue laws in the country. The Board exercises overall super
vision and control over the several administrative and subordinate 
authorities functioning under the various statutes. Though the Board 
v£ Inland Revenue, which preceded the Central Board of Revenue estab
lished under a Central Statute in 1924, was concerned only with the 
administration of the Income-tax Act, the Board as at present constituted 
administers as many as fourteen Acts relating to both direct and indirect 
t .. xes. Of the§.e, income-tax, customs and central excise provide the 
bulk of the revenues and are the main tax laws administered under the 
aegis of the Board. The administration of indirect taxes was combined 
with that of direct tax•=s, in the hands of one common Board, vn the 
,·ecommendations of the Indian Retrenchment Committee, 1922-23. The 
recent introduction of the various new direct taxes viz., estate duty, 
wealth-tax, expenditure-tax and gift-taox, under the integrated tax struc
ture' and the expansion of the field of central excise levies have consider
ably added to the volume of work which the Board has to handle as the 
apex of the revenue collecting machinery. Apart from the fact that admi
nistration of tax enactme.nts prerents technical and complicated problems 
of facts and law, the vast organisation of the various departments under 
the Board can. be gauged from the fact that the total number of 
sanctioned staff in respect to them is 56,704 at present. The total tax 
revenues of the Government under both direct and indirect taxes 
increased from Rs. 71 crores in 1923-24 to Rs. 82 crores in 1938-39 to 
Rs. 385 crores in 1948·49 and to Rs. 640 crores in 1958-59. The budget 
estimates for the current year, 1955-60, amount to Rs. 701 crores 

8.3. Besides exercising general administrative and executive control 
under the various central revenue laws, the Central Board of Revenue 

Functions also functions as the Department of Revenue 
of the Government of India. In the latter 

capacity, it advises the Government on fiscal matters and also exercises 
' 
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such powers and performs such functions as are enjoined on the Central 
Government by the various tax laws. . In order to enable the Board t~ 
function in this dual capacity, the Chairman, Members and Offic~rs or 
the Board have been given ex-officio status in the Central Secretanat set 
up. As such, they hold the posts of Additional, Joint, Deput;v and Un~r 
Secretaries to the Government of India, according to the1r. respecbve 
grade of offices in che Board. Thus the adminictrative functions of the 
Central Board of Revenue and the Secretariat duties of the Department 
of Revenue have been combined in the same persons. 

8.4. There has been criticism of this functioning of the Central Board 
of Revenue in dual capacity. Although the Board was created with the 
object of relieving the Secrefariat of the Government of India of its 
detailed administrative functions in regard to the collection of revenue, 
it was pointed out that it had been functioning more or less as a Govern
ment Secretariat and hence the very purpose of establishing it · as a 
purely administrative body responsible for the implementation of the 
tax laws of. the Government had been largely defeated. The Act consti
tuting the Board contemplated that it should work subject to the control 
of the Central Government. The various revenue laws administered by 
the Board also clearly specify certain powers to be exercised only by 
the Central Government. However, in practice, the Board itself acts on 
behalf of the Central Government also, thus combining in itself both the 
functions of policy making and its implementation. It was urged in this 
connection that it was not correct in principle for an administrative body 
to· deal with policy matters. 

*8.5. We have carefully considered this question and we do not feel 
that the criticism made is well-founded or justified. From the very 
beginning, the Central Board of Revenue has been functioning in dual 
capacity, though the Secretariat functions were rather limited in the 
i~itial stage~ .. In ~ur opi'!-ion. it is neitl_M~r pracpicable nor ~esirable ta 
diVorce admtmstrattOn enttrely from poltcy makmg. There 1s no deny
ing the fact that policy making divorced of administrative responsibility 
would tend to become theoretical and unrealistic. It is but proper, there
fore, that the Government should be assisted by experienced senior 
administrators in the various branches of tax laws so that the ~roblems 
and difficulties of implementation are given due weight in the formula
tion of policy. Moreover, separation of the Secretariat functions will 
only result in establishing another parallel organisation with almost 
similar functions and cause delays, lack of co-ordination and an increase 
in. the cost of administration. Experience regarding certain other Minis
tries has shown that such secretariat organisations inevitably tend tet 
grow and ultimately lead to the creation of parallel posts in the Secre
tariat at all levels. Even if a separation of functions is effected, the 
Board will have to continue advising the Government on Fiscal policy 
e.xa~ining fre_sh. proposals o:fi taxation and suggesting necessary modifica: 
tlon m the ex1stmg Statutes. The Board of Inland Revenue of the United 
Kingdom, ori the lines of which the Central Board of Revenue was consti
tuted, though primarily concerned with the general care and management 
of the Inland revenues. also deals with JJolicy matters as evidenced from 
the following observations: • 

"The most concise definition would be-advise the Ministers on 
questions of taxation policy, conducting necessary Finance 

•s~ri K.S. ~~ndara Rajan, being a Member of the Central Board of Revenue, abstains from 
cxpressmg an opuuon on the subjects discussed in oaral!1"3obs 8 · < to R • .,_ 
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Bill business, deciding questions -of principle raised by the 
public and co-ordination of the various branches."* 

In India too, the Railway Board has, right from its inception in 1905, been 
functioning as the Central Government in the Ministry of Railways 
(formerly Department of Railways). The recent decision of the Gov
-ernment to constitute a Post & Telegraph Board on the same lines clearly 
shows the advantages obtaining in such statutory Boards functioning 
also as Departments of the Central Government. For all these reasons 
we hold that the Central Board of Revenue should continue to function 
as the Department of Revenue. 

8.6. A suggestion was made to us that the administration of direct 
taxes should be separated from that of indirect taxes as is obtaining in 

U.K. and U.S.A. It. was pointed out that the 
Sep~rate Boa,rds_ for quantum of work which was comparatively less 

duect and mduect . - . 
taxes m the begmnmg and could be managed by a 

small. Board consisting of two Members, had 
increased trem~ndously since then, necessitating increase in the number 
of Members and that these facts amply justified the formation of a 
separate direct taxes Board. Statistics show that the number of assessees 
on the registers of the Income-tax Department increased from 2,86,438 in 
1923-24 to 5,21,845 in 1948-49 and rose further to 9,82,277 as on 1st April 
1959. The collection of direct taxes which stood at about Rs. 20 crores 
jn 1923-24 as well as in 1938-39 increased to Rs. 203 crores in 1948-49 and 
further to Rs. 236 crores in the financial year 1958-59. The budget 
-estimates for the current year 1959-60 amount to Rs. 243 crores. The 
staff sanctioned for the administration of direct taxes totals to 20,246 
as on 1st April 1959 as compared with about 4,500 in 1947 and, of course, 
very much less in P.arlier yeru::s. The -adoption of an . integrated tax 
structure by the introduction of the various new dwect taxes laws which 
have also to be administered by the Income-tax Department has consider
ably added to the volume of work. There has also been a considerable 
increase in the field of indirect taxation, the revenues collected as well 
as the personnel employed in the Customs and Central Excise Depart
ments. 

8.7. Beside tb_e Chairman, the Central Board of Revenue, as at present 
constituted, has two Members in charge of direct taxes and three to ad
minister the indirect taxes. Each Member is in charge of a particular 
wing or wings of direct or indirect taxes and discharges on his individual 
responsibility, specific functions entrusted to him. The laws relating to 
direct and indirect taxes are quite different in nature and each category 
bas its own technicalities and complications. 

8.8. In its 49th Report dated 28th March 1959, the Estimates Committee 
(1958-59) of the Parliament has stated that "The functions of the Centra1 
Board of Revenue are largely discharged by individual Members of the 
Board to whom specific functions are entrusted ............... The Members 
meet together as a Board only for administrative matters for deciding 
points of common interest, such as, recruitment, promotion, etc." The 
Estimates Committee, while discussing this aspect. of the matter, has also 
observed that "In any case they fail to appreciate the necessity of form
ing a Board unless Members of the Board function jointly in certain res· 
pects". We are in full agreement with- the abot'e observation. While 
under clearly defined rules, it should be possible for the Members to act 

· •Report o! the Committee appointed to review the Organisation and Administrative M<thoda 
.of the Inlalld Re.,.nue Department of U.K., 1950, page 25, para 9!. 
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on behalf of the Board, individually, in resp~ct of d~y-to-day matte~s 
specifically allotted to them, they should act jom~ly _on 1mportaft te~hm
cal and administrative problems. The direct and 1?d1rect taxes ars ave 
ve few common points and in view of the varymg pr~b~ems o ~ c~m
pl~ted nature arising under the different en~ctments, JO~t functUJO~m~ 
of the Board may not prove very useful. It 1s see~?- that m. th~ mte 
Kingdom the Department of Customs has from the very be~ng b~en 
administered by a separate Board, whilst that of Cen~ral Ex~1se, wh1ch 
was initially working separately and was later on combme~ With Income
tax under the Board of Inland Revenue, was transferred m 1909 to the 
Board for Customs. Thus, the Board of Inla?~ Rev~nue has, for the _Past 
50 years, been mainly in charge of the admm1strat10n of on~y the direct 
taxes laws. This clearly indicates the ad':antage of havmg separate 
Boards for direct and indirect taxes. I~ Ind1a, the Customs aJ?-d Central 
Excise Departments have been merged 11~to one Department w1th a com
mon service cadre and personnel. Thus m effect, there are two separate 
and distinct Wings of administration of "direct and indirect taxes. We 
feel that it will facilitate the joint functioning of the .Board, to .a ~rge 
extent if the administration of the direct taxes and that of mdtrect 
taxes ~re entrusted to two separate Boards. This will result in a more 
efficient administration of the different tax laws. However, as the new 
direct taxes have been introduced recently and the bifurcation of the 
pre~nt combined Board might involve additional expenditure, we do 
not recommend the immediate formation of two separate Boards for 
direct and indirect taxes. We suggest that for the present there should 
be two distinct Wings of direct and indirect taxes in the Central Board 
of Revenue with a common Cliairman. The Chairman should co-ordinate 
the functions of the various Membws, preside over the meetings of each 
of the Wings as well as over their joint meetings and be responsible for 
the efficient working of the Board as a whole. In the absence of the Chair
man, the senior most Member of each of the Wings should preside and 
conduct the deliberations at their separate meetin~s. We believe that 
this administrative bifurcation will result in better diScharge of the joint 
responsibility of the Board and improved Co-ordination of work as between 
the Members. After examining the working of the two separate wings 
as ·suggested by us, Government may consider the feasibility of consti
tuting seperate Boards for direct and indirect taxes. . .. 

8.9. We consider that the Members of the Board should function joint
ly while taking important decisions such as those involving interprej;a-· 
tion of fiscal statutes, decisions on appeals, write off of arrears and settle
ment of cases above a certain limit, and on matters of administrative policy. 
We suggest that a list of functions of the Central Board of Revenue where· 
the Me~bers should function jointly and individually may be drawn up 
and stnctly a._dhered to. We ag~ree with the recommendations of the Esti
mates Commtttee that there should not be frequent changes in the status 
of the post of the Chairman or in the composition of the Board. 

8.10. At present there is only one Secretary common to both the De
partment of Economic Affairs and the Department of Revenue. In the 
present context of planning and vast economic development in India the 
Secretary ?f the . Economic Affai~s .J?~partment has already _his h~nds 
too full With dubes and responsibilities of a very · onerous nature. 

· Chairman When one is so preoccupied with the problems relat~ 
. . ing to the ~conomic Affairs Department, it is difficult 

for h1m to pay adequate attention to the complicated affairs and problems 
o_f the Depar_tment ?f Revem.;e: The importance of revenue in the present 
t1mes necessitates, m our opm10n, a whole-time Secretary for the Depart
ment of Revenue. We, therefore, suggest that there should be a separate-
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Secretary for the Department of Revenue and this post anci that of the 
Chairman of the Central Board of Revenue should be combined. There 
~;hould be, however, periodical joint meetings between the two Secretaries 
of the Departments of Economic Affairs and Revenue with a view to co

. ordinating the policies and related problems of their respective Depart-
ments. 

1!.11. As stated earlier the administration of the direct taxes is at pre
sent looked after by two Members of the Central 

Members for direct Board of Revenue. Upto 1953 there was only one 
taxes. Member in charge of income-tax and the two allied 

I taxes viz., Excess Profits Tax and Business Profits 
Tax. With the introduction of estate duty in 1953, another Member was 
then added to deal with estate duty matters as well as to share a portion 
of the increased work relating to income-tax. Even though with the in
troduction of the integrated tax structure three new direct taxes viz., 
wealth-tax, expenditure-tax and gift-tax have been added, there has been 
no further addition to the number of Members in the Board dealing with 
direct taxes. There is a general feeling that the two Members are very 
much over-worked with the result that they are not able to devote full 
attention to all matters coming up -before them. The increase in the 
volume of work and its complexity. leave very little time to the Members 
to keep in constant and personal touch with administrative and executive 
units in the field or with representatives of commercial bodies and the 
iax-paying public. As already stated, the direct taxes administration 
employs at present over 20,000 persons spread throughout the country. 
The success of administration, particularly in the field of revenue, 
depends on proper organisation and control, the maintenance of the highest 
standards of integrity in the service and the establishment of good public 
relations. All these require the full time attention of a senior officer and 
we, therefore, suggest that there should be one more Member in the Board 
to look after the general administrative and organisational matters of the 
direct taxes. There should not, however, be any addition to the Board's 
secretariat staff consequent on the appointment of this Member. 

8.12. There will thus be three Members in charge .of the administra
tjon of direct taxes. As regards the "distribution of work amongst them, 
we suggest that one of them may be in charge of the technical and policy 
matters relating to income-tax, the other may look after such matters 
relating to the other 'direct taxes and the third· may see to the general 
administrative and organisational matters including vigilance, public re
lations, training, statistics, research and publications. It should' be laid 
down that each Member can function independently on behalf of the 
Board in respect of the specific work allotted to him and that all orders 
passed by, him should be treated as o:ders of the Board. In respect of 
appeals, however, it should be provided that at least two Members of the 
Board should hear them jointly. As we have recommended in the Chapter 
on Collection and Recovery applications for settlement, write off, etc. 
should be dealt with by the Chairman and two Members acting jointly. 
On matters of administrative policy as well as those relating to promo
tions and postings of officers, all the three Members along with the Chair-
man should take a joint decision. · 

8.13. It was represented to us that the rightful aspirations of the per
sonnel ·of the Department in rising to the highest rung of the ladder in 
the administrative set up could not be realised as the Members of the 
Central Board of Revenue were generally appointed from amongst the 
l.C.S. or Pool Officers. It was pointed out that this was not the position 
in other Services like Railways, Posts & Telegraphs, etc. and ther~ the 
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senior departmental persons were appointed· as members of their res
pective Boards. We find that as ~n ~1st Octobe~ 1959, two. of the three 
Members, who were in charge of md1rect taxes m the Central B~ard of 
Revenue were senior officers of the Department of Central Exc1se and 
Customs. It is seen that except in one or two cases and that too for 
shqrt periods, no senior officer belonging to the In:come-tax Department 
has been appointed to the Board to hold charge of d1rect taxes. We agr~e 
that the legitimate aspirations of the departmental personnel and the1r 
due rights should be safeguar9ed. At pre~~nt ?ffice~ of_ the Department 
are recruited from the combmed compebtlve exammatlon held by the 
Union Public Service Commission, and we are confident that senior offi
cers who have to their credit long and meritorious service would be well
fitted to man the posts of Members of the Board. We, therefore, suggest 
that at least half the Members of the Board dealing with direct taxes 
should be selected from amongst ·the officers of the Department. This 
will not. of course, preclude the Government from appointing selected 
Pool Officers w'ho · will bring a fresh outlook and varied administrative 
Pxperience to the Board .. We agree with the recommendations of the 
Estimates Committee that an opportunity should be provided for intro
ducing new blood and fresh outlook in the Board from time to time and 
hence no person should generally stay as a Member for more than five 
years. This restriction need not be observed rigidly in all cases and suit
able adjuEtments may be made as required for administrative conveni
ence. 

!l.14. In this connection, we welcome the policy of the Government 
in constituting a Central Administrative Cadre of Pool of Officers from 
different services. In the past, however, the number of officers selected 
from Income-tax Department for the Pool was negligibly small compared 
with the total number of candidates available. The Class I cadre of the 
Income-tax Department is larger than that of any other Central Class I 
service but their share of the Pool posts is one of the lowest. We there
fore, wish to emphasise that the recruitment of the officers of the Income
tax Department. ~~ the Central. Pool should be incre~sed considerably 
and greater factl!ties made avatlabte to them to acqutre experience of 
other work. 

8.15. The Secretariat of the Central Board of Revenue consists of ad
ministrative and technical wings. In view of the complicated nature of 
problems in both the wings it is but proper that officers and other staff · 
of the Department who have field experience should, as far as possible, 
man these posts. Posts of Ass1stants in the technical section should also 
b~ fille~ by selected Class III presonnel of the Department. In dealing 
w1th ,~h:s aspect of the problem, the Estimate? Commi_ttee too has opined· 
that Smce the Central Board of Revenue 1s the co-ordinating agency 
fo_r all the revenue departments, it wo1:1ld be desirable to have persons 
w1th first-hand knowledge of the workmg of the different deoartments 
under. th~ Central Board of Revenue at all levels. There shouid also be
a pertodtcal exchange of officers and staff between the Board and the 
field offices". · 

8.16. The Central Board of Revenue has constantly to deal with ques
Legal Adv:ser tions of law arising out of the administration and in-

terpretation of the provisions of the different tax 
st~t'!tes. For this purpose it often seeks expert legal advice from the 
Mmtstry of Law. The various tax matters before the Supreme Court 
ore at present handled by the Central Law Agency of that Ministry. It 
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was suggested by some witnesses that instead of this arrangement it would 
be more advantageous to have a self-contained legal ·branch under the 
Board itself as was obtained in U.K. and U.S.A. In our opinion, a com
plete switch over is not necessary at present and will lead to consider-

, able additional expenditure. We, however, feel that in order to provide 
the Board with expe,-t legal advice in day-to-day work, a senior solicitor 
or advocate with adequate experience in direct taxes matters should be 
appointed as Legal Advisor in the office of the Board and given appro
priate status and pay. This will not, however, preclude the Board from 
consulting the Ministry of Law and obtaining its, authoritative opinion 
whenever so deemed necessary. The appointment of this officer will 
eliminate delays in disposal, help in improving representation of the De
partment's view point in appellate and reference matters before the 
Tribunal, High Courts and the Supreme Court and avoid too many 
references to the Ministry of Law. 

8.17. While on this question we wish to refer to the representation 
made . by some departmental witnesses that besides there being delay in 
the sanctioning of Standing and Special Counsel for the Department for 
representation on tax matters, the Government were reluctant to pay 
the high fees ·Usually charged by experienced and leading members of the 
Bar. As a result of this the department's case on legal issues was not 
always as effectively presented as it should before the various Courts of 
Law. As the decisions on revenue matters affect not only the particulaT 
case but also have a bearing on a numbeT of similar cases involving the 
same points, we desire to emphasise that there should be no false economy 
in this matter and that. the best available legal representation should be 
_secured for the Department. The extra expenditure involved will be 
met more than several times by the resultant gain to revenue. 

DIRECTORATES 

8.18. At present the following three Directorates are attacl:ed to the 
Central Board of Revenue:-

(i) Directorate of Inspection (Income-tax). 
(ii) Directorate of Inspection (Investigation,. 

(iii) Directorate of Inspection (Special Investigation). . ' 

These Directorates assist the Board in the supervision, control and co
ordination of the administration of income-tax and other direct taxes. 
The Directorate of Inspection (Income-tax) which was set up in 1940 
.covers a wide and varied field of activities. It examines the inspection 
reports of the Inspecting Assistant Commissioners and the Commis
sioners of Income-tax on the work of the Income-tax Officers in 
their respective cl:arges with a view to judging the quality of the assess
ment work and effecting improvements wherever necessary. It also 
conducts departmental examinations for the various categories of staff, 
deals with technical problems, organisation and methods of work and 
other establishment matters including preparation of certain statistics. 
The magnitude of the task allotted to this Directorate is such that it is 
not possible, in our view, for one Director to discharge all the duties 
efficiently. In our opinion, one of tl:e important duties of the Directorate 
should be to carry out inspection of offices of the Commissioners as well 
as A~sistant Commissioners. It should also test-check the inspection 
work done by Inspecting Assistant Commissioners. If inspection is to 
be done on the lines suggested by us, a Directorate, exclusively for ins
pection, would be fully justified. 
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8.19. We find that the present arrangements for collection and com
pilation of statistics suffer from several deficiencies and require improve
ments. This work, which is at present spread over and lacks co-ordination, 
requires full time attention. under one unit .. The resear~h aspect of s~ch 
an important department hke that of tl:e direct taxes IS also not bemg 
properly looked into at present .. we,. therefore, suggest. that _the other 
items of work done by the present Directorate of InspectiOn, vtz.. collec
tion and compilation of statistics, conducting of departmental examina
tions, training, research in the field of direct taxes as well as publication 
of manuals, etc., should be transferred to a new Directorate. 

8.20. The vigilance work of the Department, which is now in the 
charge of Directorate of Inspection (Investigation), has !lot received tl:e
attention it .deserves because of the work of investigation entrusted to 
this Directorate. From the statistics furnished by the Board given in 
paragraph 8.23 below, we find that a considerable number of departmental 
proceedings against the gazetted and non-gazetted officers is pending 
disposal and a good portion of it for more than a year. We have al~o
commented in the Chapter on Evasion and Avoidance that no intelligence 
work on its own, has been done by tl:e Directorate of Inspection (Investi
gation) and that it normally waits for. information to come to it rather 
than itself take the initiative in getting the information. On careful. 
examination, we feel that this Directorate should also be split up into 
two, namely, a Directorate of Vigilance and a Directorate of Investigation 
and Intelligence. We understand that the Directorate of Inspection. 
(Special Investigation) will shortly cease to fUnction after it has com
pleted the task allotted to it. Thus, as a result of the rationalization of 
the functions and re-organization of the Directorates, there will be the• 
following four Directorates to work under the supervision and conlrot. 
ot the Central Board of Revenue:- . 

(i) Directorate of Inspection; 
(ii) Directorate of Investigation and Intelligence; 
(iii) Directorate of Vigilance; and 
(iv) Directorate of Training, Statistics, Research and Publications. 

8.21. The functions of the Directorate of Inspection should be to carry· 
out administrative inspections of the offices of the 

Directorate of Commissioners and Inspecting Assistant Commis--
Inspection. sioners of Income-tax including the 'group c/:larges'. 

' . It should lay down the general policy for inspection 
of tile work of assessing officers by the Inspecting Assistant Commis
sioners, examine and review their inspection reports and also testcheck 
them from time to time through personal inspections. It should invite· 
the attention of the field officers to the defects .observed in the inspections 
c~rried out and suggest remedial measures to overcome · them. The 
D1rectorate should also have a 'special cell' to review continuously the· 
organisation and methods of working of the Department and suggest 
necessary measures for improving them. 

8.22. In the Chapter on Evasion and Avoidance we have discussed the· 
functions and duties o~ th~ Directorate of Investigation and Intelligence. 

Directorate of In
vestigation and 
Intelligence. 

ThtS Dtrectorate will have attached to it six ex
p_erienced Ass~tant Commissioners working as Specia~ 
~tSts to dea.l wtth .tax problems in respect of specified: 
tmportant tndustT!es and trades like textiles iron arut 

steel, sugar, cement, mining, etc. ' 
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8.23. It is of the utmost importance that the 1·evenue administration. 

Directorate 
Vigilance. 

of 
should maintain the highest standards of morality 
and integrity. Besides keeping a constant vigil over 
the large number of pe1·sonnel at different levels, the 

Directorate of Vigilance should see that cases of complaints and discipli
naTy proceedings are expeditiously dealt with and ensure that dishonest 
officials are properly brought to' book. As observed earlier, the vigilance 
work has not- been. handled by the Department as expeditiously as it 
should have been. The following figures furnished to us by the Central 
Board of Revenue show the volume of vigilance work which is bound to
increase as a result of a stricter watch and enquiry by the Directorate on 
its own, in addition to acting on complaints received from outside: 

TABLE I-DISPOSAL OF COMPLAINTS AND DEPARTMENTAL 
-PROCEEDINGS DURING THE LAST THREE YEARS 

A. Comp/iants. 

(i) No. of complaints for disposal
(a) brought forward 
(b) current 

(il) No. disposed of by-

TOTAL 

( a) filing as baseless without enquiry 
(b) filing as baseless after enquiry. 
(c) initiating departmental proceedings 
(d) taking other action 

TOTAL. 

(iii) Balaoce ; (•) minus (il) pending for
(a) less than one year 
(b) one year and more . \ 

TOTAL. 

B. Departmental proceedings 

(i) No, of departmental proceedings for disposal
( a) brought forward 

' (b) current 

TOTAL. 

(ii) No. finalised resultiog io-
(a) dismissal or removal from service • 
(b) reduction . . . . • -
(c) withholding of iocrement or promotion 
(d) other action 

TOTAL 

(iii) Balance (i) minus (ii) pending for-
(a) less than one year , • 
(b) one year and more 

TOTAL 

I956-57 I957-58 I9S8-59 

• I 2 3 

IOO 96 128' 
I 58 26I 238 

258 357 366-

55 63 89 
8·J 86 I22 
25 78 3I 

2 2 

I62 229 242 

55 65 98 
4I 63 26 

96 128 I24 

I4 32 .78 
25 78 .:;3I 

39 IIO I09 

3 8 9-
2 3 s 

-I IO 12 
I II 29 

7 32 55 

25 4I 30 
7 37 24 

32 78 54 
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lt is very essential that the complain~s remain~g to ~e inquir~d into 
and cases in which disciplinary proceedmgs ~re still pendmg are d1spose_d 
of quickly. Besides lo9king into the complamts rec_e1ved .f~o~ t~e p~b~IC 
it is equa!ly important that the Department should Itself 1mtiate mqmnes 
and otherwise keep a constant vigil over the personnel of the Depart
ment. We have, therefore, suggested the fotn)B.tio:il of a _separate Direc
torate of Vigilance. This Directorate sl:ould also examme and record 
the wealth statements of the gazetted officers of the Department. It 
should keep a proper. watch over ~he standar?s of living of the offi~ials 
at all levels with a view to detectmg corruption and other malpractices. 
We are dealing in later paragraphs the extent and causes of malpractices 
;and the steps required to be taken for preventing them. 

- 8.24. We are discussing later on in this ·chapter the question of pro
per training which is required to be imparted to the Departmental 
Directorate of Training • · personnel. . ~esides looking after the work 
Statistics Research and, of the Tra~mng College for the gazetted 

Publications. officers, tliis Directorate will also co-ordinate 
the training programmes of the non-gazetted staff. It will be responsible 
.for recruitment of personnel at all levels and for conducting the depart
mental examinations in respect of both the gazetted and_ , non-gazetted 
staff. Tl: e Taxation Enquiry Commission had pointed out several defi
<:>iencies in the statistical material collected by the Departmental and had 
suggested an overhauling of the statistical organisation. We find that 
.certain changes in the methods of compilation and presentation of the 
:statistics have since been made by the Central Board of Revenue. How
ever, as stated by us earlier; the entire system of collecting and com
piling of necessary statistics is required to be rationalised and entrust
-ed to one single organisation. - We ourselves experienced considerable 
-difficulty in obtaining the relevant statistics required for the purpose of 
-our enquiry. Statistics are an important means of administrative control 
.and policy making and it is essential that they should be accurate, com
plete, properly compiled and correctly interpreted .. We understand that 
though in the past the statistics compiled by the Department were being 
published and made availab!e to tl:e public, this is not being done at 
present. This state of affairs is unsatisfactory and has been adversely 
commented upon by various organisations. The statistical data should 
be made available freely and promptly to the public so that it may not 
lose its importance and significance .. The new Directorate which we have 
suggested should prescribe the form for reporting statistical information 
by the subordinate offices and test-check the accuracy and completeness 
of tl:e data furnished. It should compile all the statistical information 
relating to the administration of direct taxes and interpret it for the 
purff#>ses of budgetory policy and administrative control. The present 
cf]ice of the Statistician (Income-tax) should be merged with the propos
ed Directorate. This Directorate should also assess the workload of the 
De_partment from time to time and determine the requirements of the 
officers and staff for the entire administration. 

8.25. The Central Board of Revenue has tl:e responsibility for advising 
!he Government on various matters of tax policy. In order to do so, it 
1s neces~ai:'Y fo~ it to study and analys-e the various problems arising in 
!he admm1strat:_on of the direct taxes, the effect of the important changes 
m the law, the Impact of direct taxes on the economic life of the country 
and v~rious other aspects of the tax structure as a whole. At present 
tl:ere IS a small _'R;esearch Wing' in the Directorate of Inspection (Income
tax). In our opmwn, proper and extensive research study in tax matters 
should be·underta7cen by the DwtctOTctt proposed by 1U to be in charge 
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of training, statistics, rese~rch and publications. A 'Tax Research Wing" 
has recently been set up m the Department of Economic Affairs for un
dertaking studies of the tax policies of the Gpvernment as a whole. We 
suggest that there should be proper co-ordination and liaison between the 
studies undertaken by this Unit and tl:e research organisation of this 
Directorate; This Directorate should also be in charge of the publication 
of tax Literature, books and manuals, bulletins and journals, etc. which 
we have dealt with at length in the Chapter on Public Relations. ' 

!!.26. Another important point to which we have to draw particular 
. . : . attention. i~ the absence of an annual report of 

Annual Admlillstrauon the adnumstration of the direct taxes. We· 
Report. understand that an annual report us2d to be· 

published by the Department several years ago but has since been dis
continued, presumably as a measure of economy. The Department, at 
present, prepares only certain revenue statistics compiled by the Statisti
.-ian (Income-tax) and cyclostyled copies of these are sent to the Chambers 
of Commerce and other organisations but they are not made freely 
available to the public. In our opinion, it is very important that tl:e· 
pubEc should be provided with precise and comprehensive information 
relating to the administration of the direct ta.xes from year to year. 
This will enable the interested members of the public to appreciate the
achievements and difficulties of the Department and thus help in mini
mising uniformed criticism. It will give an idea of the problems wl:ich · 
the Department has had to face and the steps taken to tackle them. It 
will also provide useful information for analysin~ and interpreting the· 
trends in national economy, the impact of various taxes on the different 
sectors and other relevant. data. The Inland ·Revenue Department of the· 
United Kingdom has been publishing an annual report of its administra
tion for more than a century and. these reports are formally presented 
to tl:e Parliament as well. We do not see why a siinilar practice be not 
tollowed by the tax administration in India. We therefore, recommend 
that an .Annual Administration Report should be p!Lblished by the· 
Vepartment and laid on the table of the Parliament. This report should 
include information on the salient features of' the Administration during 
the year, important changes effected in the direct taxes laws, rules and 
regulations, steps taken for checking tax evasion and tl: e results achieved. 
It should also give statistical information about the number of taxpayers _ 
in the different income groups and according to various sources of income, 
the number of assessments completed and pending, and the taxes levied, 
!:ollected and outstanding. It should contain statistical information with 
regard to the number of new assessees brought on the list, disposal of 
appeals and references and tax relief given, writes off effected, voluntary 
disclosures settled, penalties imposed and publicised, prosecutions launch
ed and all other relevant and impprtant information relating to the 
administration of the direct taxes during the year. 

8.27. The four Directorates suggested by us should be attached offices 
of the Central Board of Revenue and function under its general control 
;,s is the position in respect o~ the pres~n~ Directorat~s. Each o_f the four 
Directors who will be a semor CommiSSIOner, drawmg a special pay of 
Rs. 250/- per month should have und~r h~ Dep}ltY Directors 9:n~ Assis
tant Directors, drawing as at present spe_cml pay , and the reqms1te staff. 
While performing tl:eir functions. the D1re.ct~rs should see that th:ey do
not undermine the authority of the Commissioners of Income-tax m the 
different units. They should ordinarily obtain the concurrence of the 
Central Board of Revenue while issuing instructions of a general nature-
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·to the field officers. Having regard to the workload of each Director~te. 
we s~ggest that the strength of the gazetted officers should be as under. 

Name of the Directorate Deputy Directors 

:I. Directorate of Inspection . s 
2. Directorate of Investigation & Intelligence 3 plus 

6 Specialists 

3· Directorate of Vigilance 3-

4· Directorate of Training; Statistics, Research & 
publications 2 

---------------------

-COMMISSIONER OF INCOME-TAX 

Assistant Directors 

2 

4 

I 

2 Asst: Directors 
I Statistician 
2 Assistant Statisti

cians. 

8.28. The field administration of the Department is divided into 
eighteen distinct units-each in charge of a Commissioner. Sixteen of 
such units are formed on territorial basis and the remaining two, called 
Central charges, have been constituted without reference to any particular 
area for dealing with investigation cases specifically assigned to them by 
the Central Board of· Revenue. Tl:e territorial Commissioner's charges 
-have been formed keeping in_ view various factors such as State boundaries, 
number of assessments and. assessing officers, revenue potential, etc. Our 
attention was drawn to the wide differences in the span of the various 
units as at present constituted. It was urged before us that to enable 
the Commissioners to exercise effective control and supervision over 
the administration, the number of assessing officers should not exceed 
50 to 60 in a charge. In view of the fact that for administrative conven
ience the different Commissioners' charges should, as far as possible, be 
cu-extensive with the State boundaries, and as the various parts of the 
country are not economically and industrially developed to the same 
~xtent, it is not practicable to reorganise the various units strictly on the 
hasis of the number of officers working under each Commissioner and the 
revenue collected in each charge. We understand that the Commissioners' 
d:arges have been re-arranged by the Central Board of Revenue only 
recently and any large scale reorganisation at present will not only dis
locate the administrative machinery but also increase the cost of colle<"-
tion. · 

1!.29. On a careful examination of the personnel and other aspects of 
each C0mmissioner's charge, we find that in West Bengal, Bombay City and 
Bombay Noth, the number of subordinate officers is too large and the 
amount of work too heavy to be efficiently managed by the present 
number of Commissioners posted in tl:ese charges. In the two Commi
s~ioners' charges of West Bengal and Calcutta, which have a common 
cadre 11nd establis~ent, the sanctioned strength of officers ,is 280 and 
the annual collections of revenue come to Rs. 65 crores (other direct 
taxes being included). It is difficult for the two Commissioners to look 
.a~ter such ~ ~arge ~umber of officers. Similarly, in the two Bombay 
C1ty CommiSSIOners charges. the number of officers sanctioned is 239 
lind the annu~ !evenue is ofthe order of Rs. 57 crores. In tl:e charge 
-of the Commissioner of Income-tax, Bombay North, with headquarters 
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at Ahmedabad, we find that there are 131 officers with a yearly revenue 
-collection of Rs. 13 crores. Having regard to the number of officers 
allotted to these charges and the revenue importance, we recommend the 
creation of three additional posts of Commissioners, one for West Bengal 
& Calcutta, another for Bombay City and the third for Bombay North, 
the headquarters of the latter being preferably at Baroda. We also 
suggested that with a view to reducing the work of the Commissioner of 
Jncome-tax, Madras, who has a larger number of officers under him as 
-compared to the adjoining charge of Kerala, two more Districts of Madras, 
adjacent to Coimbatore, should be transferred to the latter charge. The 
B:>ard may consider tl:e creation of more Commissioners in future with 
.a view to having better manageable charges as and when found necessary. 

11.30. We have suggested in the Chapter on Appeals and Revisions the 
creation of two posts of Appellate Commis-

Appellate Commissioners sioners for the purpose of having administrative 
<'ontr:>l over the Appellate Assistant Commis

sioners. These Appellate Commissioners will be in the same grade as 
other Commissioners, but they will be deputed to the Ministry of Law 
for a certain tenure. They will also !:ear appeals in estate duty matters 
and in cases in which orders have been passed by the Inspecting Assistant 
Commissioners as assessing officers. 

11.31. There are at present two grades of Commissioners viz. Grade 1 
with a pay scale of Rs. 1800-100-2000/- and Grade II with a pay scale 

G da. of Rs. 1600-100-1800. It has been repr.esented 
ra uon. hefore us that this classification into two grades 

ts neither rational nor desirable. Commissi:>ners of both the grades are 
administrative heads of their respective cl: arges and perform similar 
duties and functions. It is also seen that though the different Commis
sioner's charges ha~e been classified as Grade I or Grade II, for adminis
trat~ve convenience, there have been several instances of upgrading 
or d:>wngrading some of the charges depending on the persons posted to 
them. We have carefully examined this question and we do not see 
any justification for. tl:e existing classification of the Commissioners into 
two grades. We feel that heads of the Department performing similar 
functions and duties should be in. a common unified grade as is the 
position obtaining in most of the other Government departments. We, 
therefore, recommend that the existing Grade II should be abolished 
and all the Commissioners should be in one common grade and get the 
same scale of pay as given to othe1· heads of departments like the 
Accountants General, Post-Masters General, Divisional Commissioners, 
etc.,as well as to the members of the Income-tax Appellate Tribunal. 
The tw:> posts of Commissioners at Bombay City and West Bengal shou~d, 
however, continue to be given the 'special pay' of Rs. 250/- per month 
as is also the case with senior Commissioners appointed as Directors in 
the different Directorates referred to earlier. 

8.32. It was pointed out to us that though powers have been delegated 
·Powers. to the Commissioners for making appointments of 

certain categories of staff, determining their disposition and deployment 
and for incurring expenditure out of the funds placed at their disposal, 
certain undue restrictions have been placed on their exercise. ·We are 
of the opinion that such restrictions should be removed in respect of the 
heads of departments to whom powers are delegated and this will do 
away with the increase in number of references and delays in carrying 
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out the day-to-day administration. There should also· be a further[ 
decentralisation and delegation of enlarged . powers to_ the heads o 
departments in respect of incurring of expendtture. on prm,tmg and ~ur
chase of stationery, legal charges. etc. as well as ynth regard, to appomt-
ments, promotions and transfers. · 

8.33. It was brought to our notice that there was a growing tendency 
amongst some of the taxpayers to directl:r: approach the Central _Board. 
of Revenue over the heads of the Comrn!SS!One:s for the redressmg_ of 
their grievances. It was stated that such a practice t~nded to under:nme 
the authority of the Commissioners and also demoralised the subordinate 
officers. We have been assured that instructions by the Board are res
tricted only to cases where they are cons!dered _necessary for eliminat
ing hardship of assessees and for ensurmg uniform sta?dards. of ad
ministration. We are of the opinion that normally nothmg should be 
done to fetter the discretion and authority vested in the subordinate 
officers. The higher authorities should entertain representations only 
when the lower authority has failed to do proper justice to the persons 
concerned. While issuing instructions· on such representations, views of 
the subordinate officers concerned should invariably be obtained and 
duly considered. We wish to emphasise that the Commissioners should 
continue to be fully responsible for the day-to-day administrative matters 
in their respective charges. Greater reliance :·hould be placed on the 
officers on the spot and there should be as little interference with their 
work and authority as possible. · 

DEPUTY COMMISSIONERS. 

8.34. We have examined the question whether there should be an 
intermediate grade of Deputy Commissioner between the posts of Com
missioner and Assistant Commissioner. Recently thirteen posts of 
Deputy Commissioners have been sanctioned in the scale of Rs. 1,300-
60-1,600. In actual practiCe,· however, none ·of these posts has been 
filled for certain administrative reasons. These posts of Deputy Com
missioners are intended to replace the posts of Deputy Directors .in 
the various Directorates who at present receive a Special Pay of Rs. 150 
per month in addition to their salary as Assistant Commissioners. As 
the posts of Deputy Commissioners or Deputy Directors would generally 
go to the senior Assistant Commissioners. it is felt that a special pay 
of Rs. 150 per month in addition to the regular salary in the scale of 
Assistant Commissio1_1ers as obtaining now is better in many respects 
tl)an th~ scale prescr;tbed for the posts of Deputy Commissioners. Apart 
fn;>~ th1~ cons_Jderati?n, we think that it is not advisable from the ad
mmlst:at_Ive VIew pomt to bring in another intermediary between the 
Commi~Sl?~ers and the assessing officers. This may lead to diffusion of 
responsJbiht~ and la~k of co-ordination. We consider that a Commissioner 
should be d1rectl_y m charge_ of overall supervision and control of all 
th_e _officers woz:kmg under h1m. If a charge is too large to be ad
mn;us~ered efficiently by one Commissioner, the remedy would lie in 
sphttmg such a charge rather than putting in anOther officer who would 
more or less 'be a headquarters Assistant Commissioner. in this view 
of bhe m~tt_er, we have made suggestions for creating three more posts 
off 0ommJssCwners: _We do not, therefore, favour the creatiou of the posts 
(') eputy omm-r.sswners. 
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ASSISTANT COMMISSIONERS 

' 8.35. Persons in the cadre of Assistant Commissioners occupy either 
the posts of Appellate· Assistant Commissioners or Inspecting Assistant 
Commissioners, the working strength as on 1st April, 1959, of these being 
eighty-three and sixty-seven respectively. These posts aie interchange
able and carry the same scale of pay viz., Rs. 1.000---50---1,400. In .order 
that these senior officers, who in their turn wou~d become heads of de
partment as Commissioners of Income-tax, should have experience of 
both app2llate and administrative work, they are posted in turn to each 
of these wings. Our views and suggestions with regard to Appellate 
A8sistant Commissioners have been given in the Chapter on Appeals and 
Revisions. We shall, therefore, confine our comments here to the Inspect-
ing Assistant commissioners. -

8.36. The Inspecting Assistant Commissioner is the administrative link 
Duties between the Commissioner and the assessing officer. 

His administrative duties include ,control over the 
tax offices, guidance to the assessing officers and mspection of their work 
and performance of statutory functions enjoined on him under the varioull 
direct taxes Acts. He is directly responsible to the CommissiDner for the 
efficient working of the Circles under his control. · · 

8.37. Inspecting Assistant Commissioners have been strongly criticised 
in respect of their functions and mode of work a,nd several suggestions 
have been made from different quarters in this regard. The major com-· 
plaint is that the Inspecting Assistant Commissioner instructs the assess
ing officer at the back of the assessee and directs him to make assess
ments in .a manner which often materially prejudices the assessee's case. 
Such a practice, not only cripples the · initiative and judgment of the 
assessing officer, but also goes against the principle of natural justice 
since the assessee has no opportunity to put forth his view point in the 
matter of inter-departmental proceedings. We note that this practice 
also came in for adverse comments at the hands of the Income-tax In
vestigation Commission which remarked that inasmuch as the draft 
assessment orders in some important cases had to be previo.usly approv
ed by the Inspecting Assistant Commissioner and the instructions isstR.od 
by him in all cases had to be necessarily carried out by the assessing offi
cers, it was idle to pretend that the assessing officer in such casas was 
the Income-tax Officer and not the Inspecting Assistant Commissioner. 

· 8.38. We do not think that this strong criticism of the working of the 
institution of Inspecting Assistant Commissioner is justified. From the 
statistical data furnished to us by the Central Board of Revenue, we find 
that hardly 0.4 per cent. of the total assessments have been so finalised 
by the assessing officers after obtaining instructions from the Inspecting 
Assistant Commissioners. This figure, of course, does not include the 
assessments made in the Special and Central Circles and the Group 
charges which function under the close guidance and sup2rvision of the 
Group Assistant Commissioners. In our view, the need for and impor
tance of guidance by senior officers who have wider experienoe and matu-

, rer judgment than most of the assessing officers cannot be over-emphasis
, ed. In fact, Section 5 (7B) of the Income-tax Act which provides for the 
-issue of necessary instructions by the higher authorities to the Income
tax Officers, gives statutory recognition to the need for such a guidance. 
The Taxation Enquiry Commission had supported the institution of-

, Inspecting Assistant Commissioner and remarked that they saw nothing 
410 C.B.R. 



inherently wrong in the instructions being gi~en by higher a~th~rities to
the assessing officers in important an~ complica~ed cases which mvolwd 
:investigation and determination of vanous q~estions of fa~ts and law. It 
:further observed that interference by superwr officers rmght not always 
be to the disadvantage of the assessees. 

8.39. We are of the opinion tha_t ~e-as~esSment guidanc_e and ~ontrol 
by the Inspecting Assistant CommtSswner 1s n_ecessary for t"!l-~rovt~g the 
quality of assessments and checloing tax e_vaston. The ad~tntStra~ton of 
direct taxes laws involves various comphcated and techmcal ~mts of 
facts and law and the assessing officers, '!l'ho are n_ot all well t:amed and 
experienced, need the gu~da_nce and a~tnce of semor officer~ llke the In
Bpectmg Assistant CommtSswner. It IS seen that the quahty of assess
ment work in the Central and Special Circles . and the Group charges, 
where the Inspecting Assistant Commissioner e:~rercise more personal con
trol is comparatively better and in some cases unnecessary appeals are. 
avoided and better collections made as a result of this pre-assessment 
guidance. As we are mentioning later on in this Chapter the scheme of 
·Group Assistant Commissioners' has been generally welcomed both by 
the Department and the tax paying public. This clearly shows the value 
and importance of pre-assessment control and guidance by the Insp..acting 
Assistant Commissioners. I i 

8.40. At the same time, it is essential, iii. our view, that the assessees 
should not feel that their cases are materially prejudiced by the instruc
tions given by the Inspecting Assistant Commissioners at their back, with
out considering their view of the matter. We, therefore, stLggest that the 
Inspecting Assistant Commissioners should give to the assesses, wheneveT 
asked for, an opportunity of being heard before issuing instructions to 
the assessing officers. It is also desirable that the instructions issued by 
. the Inspecting Assistant Commissioners do not result in demoralising the 
assessing officers and crippling their initiative and sense of responsibility. 
The instructions should be given in an objective manner and after full 
discussion and proper appreciation of the facts involved. We a'so sug
gest that on important questions, instructions to the assessing officers in 
th!! J?On-gro~p · ch~~ges should be issued by the Inspecting Assistant Com-
IDlSSloners m wntmg. · i 

8.41. We had posed th~ 9uestion whether the Inspecting AssiStant 
~omm•ssi_oners should be made the assessing officers 

Asses~ent wo~k by m. more J?IPOrtant cases. This sugg<!stion was made 
In•P•C!Jn!f AsSistant With a VIew to considering whether the knowleclge 
ComDl18SIOners. and · f th · ffi . experience o e semor o cers who have been 

: . . promoted as Assistant Commissioners should not be 
utilised by the Department in making assessments in difficult cases. It 
was urged before us that due to the rapid expansion of the Department in 
:rec~nt years some of the assessing officers lacked experience and maturity 
of JUdgment and the quality of assessment work could be improved by 
th~ step prop~sed. Though there would be some advantages in ado tin 
th.zs proposal m a few s~l~cted cases, we are not inclined to accept ~t ~ 
gen.eral ffirole. In our 0p1mon, the best way of utilising the experience of 
se~uor o cers of the rank of. Assistant Commissioners is to entrust them 
With the task of P_J:OJ?E!rly ~!ding, advising and instructing the assessing 
.officers wherever 1t IS considered necessary We however d 

:th
that atfew

1 
of the Assistant. Commissioners should' also be e;_t;::,~~;;zn:;~h 

e ac ua assessment work in importa t · l · 
-where detailed investig tion . n cases mvo vmg large revenues 

a tS necessary and complicated questions of 
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jttct ttnd 'law are required to be decided. · The number of such assessing 
Assistant Commissioners should be kept to the minimum and only ten 
such posts be created for the present in important charges like Bombay, 
Calcutta and other centres for handling big cases involving detailed in
vestigation. These posts should carry a special pay of Rs. 150 per month 
43 also those of Appel'late Assistant Commissioners in Special Ranges 

- which we have referred to in the Chapter on Appeals and Revisions. The 
appeals against the assessments made by the assessing Assistant Com
missioners should lie directly to the Appellate Commissioners, the crea
tion of whose posts has been suggested earlier in this Chapter. 

8.42. With a view to improving the quality of assessment work and 
keeping better control over collection of taxes, the 

Group Charges Department has of late constituted group Assistant 
Commissioners' charges in some important centres. 

The group Assistant Commissioner acts as a Leader and has concurrent 
responsibility for the completion of the investigations and for securing 
fair assessments and prompt collection of taxes in respect of all cases in 
ms charge. He has to see that the cases in his group charge are properly 
distributed, the assessment work is well-planned and investigations cor
rectly carried out. Besides taking steps for speedy disposal of cases 
and clearance of arrears, he has to watch that taxes are collected pro
mptly without, at the same time, causing undue harassment to the asses
·sees. Though he is not expected to go through all the assessment orders, 
it is his responsibility to chalk out the lines of investigation in important 
and comp!icated cases and guide the assessing offioers in their work. He 
has no separate office of his own but a combined office with the assessing 
officers in the group so as to develop a sense of group working and joint 
responsibility. Difficulties are solved by personal discussions and cor
respondence is reduced to the minimum. In view of the mode and extent 
of hls work, he is given a smaller number of assessing officers, about ten 
or so. ! · I 

8.43. We found that 'the reaction of both the official and non-official 
witnesses to this system of group charges was on the whole quite favour
able. It- was stated that besides improving the quality and quantum of 
assessment work by greater pre-assessment guidanoe and control, this_ 
system reduced the number of appeals and arrears and collection. We, 
therefore, suggest that this system should be extended and group charges 
should be created in all the important cities. Small income group cases 
for which we have suggested a different treatment should be eliminated 
from these group charges. We understand that at present there are 
about fifteen such group charges. Having regard to the number of cases 
in the large income group and examination of the work-load involved, 
·we recommend th&t twenty-five more group charges should be created in 
the units of the various Commissioners. Though the expansion of this 
system will mean an increase in the number of Assistant Commissioners, 
we at'e sure that the extra expenditure involved will be more than com
:pensated by the results secured. 

8.44. One of the important functions of the Inspecting Assistant Com-
Inspections missioner in the non-group charges is to inspect the 

work of assessing officers under him; This mainly 
eonsists of post-assessment inspections of some of the cases completed by 
the assessing officer concerned. From the statistics supplied to us by the 
Central Board of Revenue, we find that the number of inspections carried 
out by the Inspecting Assistant Commissioners has considerably fallen in 
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the last two or three years as compared with the number of su~h inspections 
done earlier. This decline is stated to be due to two factors vtz., ~he rec~nt 
creation of group Assistant Commissioners' ch~ges w_here no. mspection 
.was enjoined to be done and to the Departments placmg more ?D-port~nce 
at present on pre-assessment control than on post-assessment mspections. 
Through inspection the senior officer ~s able. t~ kno~ as to. how the assess
ing officers under him carry out therr adn;rimstr~tive duties as ~ell . as 
gauge the quality of their assessment and collectwn work. We VIew Wl~h 
concern the neglect of this important work in the Department. The mam 
reason for the neglect of inspecti~n work is said to be. the v_ery large 
number of assessing officers working under an Inspectmg Assistant Com
missioner. ·In our opinion, the number of assessing officers vnder an Ins
pecting Assi~tant Commissioner in a non-group charge should be reduced 
to about twenty so as to ensure t.hat both administrative. and regul~r ins
pection of assessment and collectwn work of each assessmg officer ts car
Tied out every year. 

8.45. The group Assistant Commissioner is at present not required to 
do any post-assessment inspection of the· work done by the assessing offi
cers under him. It is, however, obvious that the pre-assessment control 
exercised by him cannot cover the entire field of work in the various In
come-tax Circles in his charge. We, therefore, consider that the group 
Assistant Commissioner should also inspect the work of the assessing offi
cers under. him particularly in respect of assessments which have been 
finalised without his direct guidance. Besides, administrative inspection 
of these offices is also required to be done. We suggest that the Inspect
ing Assistant Commissioners, including those in group charges, should 
chalk out planned programmes of inspections which should be got approv
ed by the respective Commissioners and a copy sent jo the Director of 
Inspection. 

. 8.46. Our attention was drawn to the complaint that inspections by the 
Inspecting Assistant Commissioners were not always objective and were 
more in the nature of fault-finding and destructive criticism. We are in• 
formed that the Central Board of Revenue has, from time to time, been 
issuing necessary instructions to impress upon the Inspecting Assistant 
Commissioners, the need for carrying out inspecpons in a helpful and 
constructive manner. Destructive criticism unnerves the officer and im
pa!rs his. ini~iative ~d ind~pendent judgment. It is essential that besides 
bemg obJective, the mspechon reports should also clearly bring out the 
g?od work done by the assessing officers so that due encouragement :Iii 
giVen and self-confidence imbibed in them in the discharge of their duties. 
The need for a correct, impartial and objective appraisal of the work of 
the assessing officers cannot be over-emphasised as the inspection reports
are taken.into consideration, and righUy so for determining the merit and 
efficiency of these officers. ' 

' 
ASSESSING OFFICERS 

~.47: The manner in which the assessing officers should· carry out their 
duties m regard to assessment, collection and other matters has been dis
cussed in detail in the preceding chapters. In order to have a more efficl
e_nt working of ~he Department and improved public relations, it is essen
~Ial t~at the v~rwus do.s an~ dont's suggested by us ill the respective places 
m this re~rt should be strictly followed by the assessing officers. We have 
adv_ocated m the Ch~pt~r on Evasion and Avoidance that Special Circles 
V:hich are n?w !unct~onmg l;IDder the guidance of the Director of Inspec
tiOn (Investigation) m relation to assessment work should be transferred 
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to the control of the territorial Commissioners also for .this purpose. How
ever, it is imperative that the important and difficult cases, and those in
volving tax evasion, should be dealt with by experienced and competent 
assessing officers. Hence we s-u.ggest that the special pay of Rs. 75/- attach
ed at present to the Special Circles should continue and be given to the 
assessing officers who man these Circles in the territorial charges . 

• 
8.48. Prior to 1944 there was only one grade of Income-tax Officers. 

Gradation Consequent on the formation of the Central Class I 
·and Class II Services, the assessing officers were classi

fied under three cadres viz., Class I Grade I, Class I Grade II and Class II. 
It has been represented to us that the statutory functions and duties of 
the various grades of assessing officers under the different direct taxes 
Acts are similar. There is no specific classification or demarcation of the 
work to be performed by ·the different .grades of officers. In some cases, 
a Class II Officer is made to man a post as important as the one in which 
a Class I Grade Officer should normally be posted. It has, therefore, been 
urged that this division into two classes is inequitable and unjustified 
and should be done away with. •· ' 

8.49. We find that though generally speaking the duties and functions 
of the assessing officers are more or less the same, having regard to the 
different types o~ charges in the respective territorial units, there is cer
tainly a difference in the nature of work and the responsibility to be 
shouldered by various officers. The assessment work in important cities 
Is more onerous and difficult as compared to that in the mofussil offices. 
The categorisation of the cases in different standard units for the purpose 
of evaluation of work clearly shows that a classification of the nature of 
assessment work is possible. Even at present Class II assessing officers 
are generally entrusted with cases of comparatively low revenue potential 
and are posted to easier charges Uke Salary, Refund and Mofussil Circles. 
Cases in Special, Central and Company Circles as well as those of import
ant businesses in big cities and assessments involving multiple tax liabil
ity would normally have to be dealt with by senior officers with sufficient 
experience and merit. The scheme for dealing With small income group 
cases discussed by us in the Chapter on Assessments also envisages a clear 
classification of work involving ·comparanvely less labour and responstbi-
lity. . . 

8.50. An important consideration in favour of the retention of Class II 
cadre is that it provides an avenue for promotion of the non-gazetted staff 
to the higher executive cadres. The previous Committees and Commis
sions, which considered this question, expressed themselves in favour of 
the retention of the Class II service. The quality and efficiency associat
ed with the Class I service which is largely manned by persons who have 
qualified in competitive examinations of the Union Public Service Com
mission have to be maintained at the highest degree and this cannot be 
done_if Class II cadre is merged with it. Considering the pros and com 
of the question we recommend that the Class II cadre should continue. 
There is, however, no justification in maintaining the two grades in Class 
r service. In our view, the broad categorisation of posts into two classes 
viz., Class I and Class II, having regard to the nature of work, is sufficient 
and there is no justification for further bifurcation of Class I into two 
grades. We would, therefore, recommend the abolition of the present 
two grades and introduction of an integrated .pay scale for the entire 
Class I service combining Grade I scale as well as that of Grade n. 
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8 51 It has been pointed out to us that the prospects of promotion af 
ofiic~rs. in Class II to Class I are very meagre with the result that these. 
officers suffer from a sense of frustration. This Pf?blem ha!l also assumed. 
particular importance In view of the fact that whilst a maJority ~f direct· 
recruits· have been taken In Class I Grade II, there were ad hoc drrect re
cruiments to Class II service In 1947 and in 1954. There are at present 
over 800 Class II assessing officers and nearly 50 per cent of them have put 
in the minimum service of five years which qualifies them for promotion . 
to Class L This figure includes over 200 direct recruits to Class II referr
ed to above. The number of vacancies available In Class I to be filled up 
every year by promotion is very small. In this context we have examin
ed the nature of work and the responsibilities to be. s~ouldered _by ~e 
assessing officers In the different charges. In our opuuon, cases mvolvmg 
multiple tax liability, estate duty cases and category I cases, which are 
mainly concentrated in Central and Special Circles and Group Charge& 
should be dealt with by Class I officers. Officers doing special work in 
Headquarters Charges of Commissioners, Public Relations Offi
ces, Foreign Sections and Special Investigation Branches should also be 
from the Class I cadre. Officers who are deputed to act as Departmental 
Representatives before the Income-tax Appellate Tribunal are doing im
portant and responsible work and these posts should also be in Class I 
cadre.- We have suggested in the Chapter on Collection and RecoveQ" 
that officers of the Department should be entrusted with recovery work 
instead of depending on the State officers. This work is also important 
and should be entrusted to Class I Officers. Some of the new direct re
cruits in Class I should in the beginning of their service be posted to 
Circles dealing with small income group cases as a part of their training. 
Charges like Salary Circles, Refund Sections, Special Survey Offices · as 
well as those having small income group cases and assessments other than 
category I could be dealt with by officers in Class II cadre. Leave reserve~> 
to the extent of ten per cent of the total strength of officers should all be 
in Class II cadre. On a detailed analysis we find that there should be. 
about 727 charges which should be dealt with by Class I officers as against 
the present sanctioned strength in this cadre of 623 officers. Hence, we 
suggest that the number of Class 1 posts should be increased by about 100. 
These increased posts along with about half of the existing vacancies 
should all be filled up by promotion of the ~est efficient and deserving 
Class II Officers by selection on the basis of merit. 

8.52. At present when a Class II officer is promoted to. Class I he gets 
a weightage of three years in seniority as compared to a direct recruit to 
Class I. Fears were expressed before us that this weightage to promo
tees over the dir~ recruits adversely affects the interests of the latter. 
The import of this system appears to be to give some priority to promotees 
in view of their past service in the Department. We understand that the 
o~ration of this rule has been rescinded by the Central Boord of Revenue 
Wlth effect from 1957. In our view, promotion to Class I is in itself a 
sufficient benefit given to Class II officers. We therefore do not favour 
granting of any further advantage in the natur~ of weightage. 

8.53. There were 1353 .assessing officers on 1st April 1959 as against the 
Strength sanctioned strength of 1459. The concensus of opinion 

. gathered by us was that this number was inadequate 
to c~pe up With the ~olume of work entrusted to them. With the lntro
~uc~IOn o~ the new direct taxes and the lowering of the minimum taxable 

d
lrmitb

1
for mwc·otmh e-thtax~ the ~ork of the Department has in~reased consi

era y. I e mcreasmg economic development of the country 



through the five year plans, it is estimated that the total number of in
-come-tax assessees would increase from 9 lakhs and odd to about 12 lakhs 
in the course of another five years. We have suggested in the Chapter on 
Assessments a scheme for quicker disposal of cases in small income group. 
'The introduction of this scheme would, we expect, release about 100 
assessing officers to attend to the other more important work in the mid
dle and higher income group cases. However, having regard to the in
·-creased volume of assessment and other work and keeping in view our 
proposals "for more public relations and special survey officers as well as 
for entrusting the recovery work to the officers of the Depal't!nent, a 
small increase in officers would still be necessary. On an analysis of the 
workload and the categorisation of different charges discussed earlier, we 
-fmd- that as against the present sanctioned strength of 1459 a little over 
1500 officers would be necessary to carry out efficiently the assessment and 
.other work of the direct taxes Department. We, therefore, recommend 
that the present strength of assessing officers 11hould be augmented by 
.about 50. 

8.54. '!:he first attempt for prescribing standards for measuring work

Standa<ds of measure
ment of work and 
<>ucput. 

load of the assessing officers was made under the Re
organisation Scheme of 1946, under which the follow
ing types of categories .of cases with respective stand
ard units were evolved: 

-·-------------------------
Description 

(i) Cases with business income over Rs. 25,000 
(ii) Cases with business incomes between Rs. 1o,ooo and 25,000 
(ii1) Cases with business incomes between Rs. s,ooo and 10,000 . 
(iu) Cases other than those in (1) to (iii) above and (v) below 
(<>) All salary,'rcfund and no assessment cases . 

Category 

I 
II 
III 
IV 
v 

Standard 
Unit of 
each case 

1 
1l5th 
1/10th 
1/15th 
1/2oth, 

Similar categorisation has been made for assessments under the other 
direct taxes Acts. The above standards have been utilised for fixing the 
workload which the officers in the two Classes are expected to do. Whilst 
an officer in Class I Grade I and Grade II is expected to complete in a 
year 250 and 150 standard units respectively, the quota fixed for assessing 
officers in Class II is only 70 such units for a year. These standards, of 
course, vary in the different Commissioner's charges having regard to the 
local conditions and other factors. 

8.55. It has been urged that categorisation of cases and fixation of 
1Standards for the output of the different grades of assessing officers are 
somewhat defective and unrealistic and that they tend to lay undue em- · 
phasis on quantitative performance to the neglect of qualitative aspect of 
the assessment work. The Income-tax Investigation Commission had 
observed in this regard that rigidity of such standards was not likely to 
do justice to the assessing officers who had to handle different types of 
cases. We kave examined this question and we feel that for purposes of 
evaluation of work and control of output some categorisatlion of cases and 
fixation of aisposal in standard units are necessary. Though it is impossi
ble to fix infallible standards of work and category of cases in terms of 
the man hour content involved in differEnt assessments which have varied 
• 



210 

problems and ramifications, we are of the view that if t~ere is to be pro
per planning and administrative control over the assessmg officers, a 
system of planned targets cannot be avoided. It should, howevex;, be seen 
that a rigid compliance of the planned programmes does not cause ~
necessary hardship either to the assessing. officers o~ to the assesse.es .. With 
this end in view, we suggest that Inspectmg Assistant C~mm1Ss10ne~s 
should analyse the volume and type of work with each assessmg officer m 
their charge at the commencement of the financial year and fix up a 
planned programme for the whole year having regard to the nature of 
work and the type of cases. Wherever required, a redistributi?n of W<;'rk 
amongst the assessing officers should be done .an~ the Inspecting Assis!
ant Commissioners should see that the work distributed amongst them lS 
fair and reasonable. 

8.56. Our attention was invited to a complaint frequently made by the 
. . . . assessing officers that they were not able to devote 

Rounnc admlDlstranvc adequate time and attention to their· assessment and 
work collection work in view of the various administrative 

matters which they had to attend to. For the efficient functioning of his 
office, the assessing officer has necessarily to look after its administrative 
affairs in addition to discharging his statutory duties. It is, how~ver • 
desirable to relieve him of the routine administrative work which. can be 
assigned to a subordinate non-gazetted officer. In our opinion, the res
ponsibility for the preparation and submission of the various routine sta
tistical returns and reports to the higher authorities should rest on the 
office supervisor who may send them under his own signature. The 
supervisor should also be entrusted with various routine administrative 
matters like issue of return forms under Section 22 of the Income-tax Act 
and corresponding Sections of the other Acts as well as watching the fil
ing of returns and collection of taxes. The assessing officer should, how
ever, remain personally responsible for the submission of import1!Ilt re-· 
turns, revenue and expenditure budgets monthly progress reports, etc. 

INSPECTORS 

8.57. Inspectors who belong to the non-gazetted staff form the lowest 
rung in the ladder of the executive authori,ties in the Department. There 
ar~ at present two grades of lnsi;>ectors viz., Selection and Ordinary, there 
bemg 116 and 930 persons working on 1-4-1959 in these two grades res
pectively. The main duties of the Inspectors are to conduct external sur
veys for bringing new assessees t? book and making outdoor enquiries on 
pon;ts referred to them by assessmg officers. They assist in the service of 

, notices wherever necessary and in executing distress warrants and in 
o.ther recovery work. They also assist the assessing officers in the scru
tmy of books of accounts, whenever required to do so. 

8.58. We have discussed in the Chapter on Evasion and Avoidance the 
. ' n~cessitY: of having proper surveys made periodically 

Dut1cs & powers With a VIew to bringing new assessees on the Depart-
1 . ment's register. Besides the fact that survey work is 
COJ:?Siderably. n_eglected and not done as extensively as it should be, no 
stnct ~upervlSion or control is being exercised over this part of the Ins
pectoh s work. It ha~ been represented to us that not only many assess
ehs w ? have tax~ble mcomes escape from the net of the Department but 
t e ~s~Imates of mcome made by the Inspectors during survey and' spot 
ehqu!ries are often ~reasonable and unreal. We, therefore, wish to em-
~h~~kt e;~~!s asst~~ng officersl and Inspecting Assistant Commissioners 

e s TtC er contra and supervision over the work of the Ins· pectors, so that these defects are remedied. 



211 

· 8.59. Though the Income-tax Act [Vide Section 5(1)] specially refers. 
to an Inspector as an executive authority the other direct taxes Acts do 
not give him such an authority. It was brought to our notice that Ins
pectors were greatly handicapped in survey and enquiry work by the· 
lack of adequate statutory powers and also facilities of conveyance, etc. 
ln our view, it is necessary that Inspectors should be given statutory 
status under the other direct taxes Acts also as is the position obtaining· 
in the Income-tax Ac.t. However, with a view to preventing any abuse of 
these powers, an Inspector should carry a written authority under the sig
nature and seal of the assessing officer specifying the poi;nts on which he 
has to make survey and other enquiries. As for conveyance facilities, we
feel thart a suitable allowance should be giv-en to all the Inspectors em
ployed on survey and other outdoor work. The conveyance allowance 
need not be uniform for all places and may be fixed having due regard to
the amount of travelling that is required to be done and the mode of con
veyance used. 

8.60. As discussed in the Chapter on Assessments, the responsibility 
for the examination of accounts necessary for purposes of assessments 
should primarily rest, as at present, with the assessing officer himself_' 
However, with a view to relieving him of the burden of doing routine 

. check of accounts, it is necessary that the services of Inspectors .are utilised 
for this purpose. The Inspectors' cadre is a feeder to the gazetted posts 
of assessing officers. It is, therefore, desirable that the promotees should 
have good previous· experience in tlie examination of accounts. In a 
taxing department like that of Income-tax, proper examination of 
accounts is necessary for checking tax evasion and framing correct assess
ments. We feel that Inspectors in general and those in Selection Grade 
in particular should, in addition to their main duties of survey and 
enquiries, be utilised for routine examination of accounts or detailed 
scrutiny on specified points as indicated by the assessing officers. While 
evaluating the work of the Inspectors, the quality of survey work done. 
the manner in which the outdoor enquiries are made and the examina
tion of accounts carried out should each be separately and specifically 
commented upon. These factors should also be looked into when 
Inspectors are considered for promotion. 

8.61. It was represented to us that no distinction had been made bet
ween the duties and functions of the two grades of Inspectors and, there
fore, the classification into two grades was unjustified. We, -however, find: 
tha:t almost all those who advocated the merger of the two grades have 
also suggested the revival of a separate cadre of Examiners of Accounts. 
We understand that though the duties of the two grades of Inspectors are 
not clearly distinguished, a distinction is certainly observed in practice. 
The personnel in the Selection Grade is posted to important Circles and: 
mainly utilised in the work of examination of accounts in complicated 
cases. Considering all the aspects of the question, we are no~ inclined to
faVO!!-T the merger of the two grades of Inspectors. 

8.62. It was urged before us that the present number of Inspectors was. 
8 th inadequate with the result that external survey 

treng and outdoor enquiries were not being adequately 
attended to. In the earlier paragraphs we have adversely com
mented on the lack of extensive survey- and the improper 
way in which enqumes are made at present. The manifold 
duties which an Inspector has to do are important inasmuch as· 
they cover the considerable amount of spade work which is required to be 
done in many cases before assessments are finalised and recovery of taxes 
effected. On careful consideration we are of the opinion that every 
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assessing officer should be provided with .at least o~e Ins_Pector. H?wever, 
having regard to the nature of work in cu:cles dealing Wlth sm~ J?Come, 
salary and refund case~, it would _be sufficient if <?ne Inspector .Is gtven to 
two assessing officers m these Crrcles. In Special Survey Crrcles and 
Special Investigation Branches, there should be a team of not less than 
three Inspectors under each Officer and the Estate Duty Officer should 
continue to have two Inspectors as at present. Taking all the reguire
ments into consideration, we are convinced that some enlargement m the 
cadre of Inspectors is very necessary and we .suggest that the present 
sanctioned strength of 1114 be increased by 250 posts of Inspectors_. 

MINISTERIAL AND OTHER STAFF 
8.63. The Supervisor and the Head Clerks are the principal ministerial 

heads of the various offices in the Income-tax I;>epart-
Supervisory Staff ment. They are responsible for the supervision of 

the work of other ministerial staff and have to see 
that records and registers are properly kept, taxes and refunds are 
correctly computed and regularity in the disposal of work is maintained. 
There are at present three classes of supervisory officers, viz. Supervisor 
(Grade I), Supervisor (Grade II) and Head Clerk whose working 
.stre~gth was 73, 172 and 397 respectively as on 1st ApriL 1959. 

8.64. It was represented to us that the supervisory posts were insuffi
. cient in number and that the span of work and the 

Strength extent of control which these ministerial heads 
had to exercise were too wide to pro

vide an effective check and supervision. It was stressed from many 
quarters that one of the main causes for .delay of work at all levels and 
the defects in the maintenance of records and registers was ths .lack of 
proper supervision and control over the ministerial staff. In the offices 
of the Appellate Assistant Commissioners and single Income-tax Officer's 
·Circles no whole-time supervisory officer is at present appointed as there 
are only a small number of clerks working there. In such offices an 
Upper Division Clerk is required to perform in addition to his own the 
supervisor duties for which he is paid a special pay of Rs. 20 per month. 
On a careful examination of the workload and the necessity for having 
proper supervisiOn tmd control over the ministerial staff, we feel that each 
tax office, however, small, should have a whole-time Head Clerk. How
ever, having regard to the nature of the work, the offices of the Appellate 
A~s!~ant Commissioners may continue to be supervissd by an Uppe1· 
EhV1s1on Clerk. The offices of the Inspecting Assistant Commissioners 
which ~equire handlin~ '!f special type of work should be manned by 
SuperVIsors. In our op~mon, there should be on an average, one supervi
sory officer for every ten clerks and out of the total supervisory posts, at 
least one-third should be in the cadre of Supervisors. The exact numbm· 
of the supe~sory posts required may be woiked out by the Department 
on this bas1S. 

8.65. It has been represented that the duties and functions of the 
Gradation Supervisors and Head Clerks are practically the 

same and, therefore, there should be on!!! 
common cadre for such ministerial heads. We, howeve1:, 
find that there is difference in the nature of work and res
ponsibility which Supervisors and Head Clerks are called upon to 
shoulder. H~ad Cle~ks perform supervisory duties only in Circles which 
are not consi~ered Important enough to have a Supervisor. In offices 
"!here. SuperVl~ors are posted, Head Clerks. are only subordinate func
tionanes. Havmg regard to thP nature of -work and other factors, 1118 
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.are of the opinion that the two cadres of supervisory officers should etm
tinue. However, we do not see any justification for the present classifi
<:ation of the Supervisors into two grades. The duties performed by the. 
]>ersonnel in the two grades are nearly the same and the starting pay and 
the increments are identical, the only difference being in the maximum 
of the pay scale for the Grade I Supervisors. In our opinion, Grade II 
should be abolished and there should be only one grade of Supervisor~ 
-and the present pay scales should be integrated for this purpose. Senior 
supervisory posrts in higher administrative offices like those of the Com
-missioners and Directorcvtes should be manned by officers of a status higher 
-than tnat of the usual Supervisors. We understand that the offices of 
the Directorates are, at present under the charge of Superintendent~; 
whose scale of pay is Rs. 400-500. In our opinion the offices of the Com
·missioners should also be placed in charge of officers drawing similar pay 
and having the higher status. We further suggest that these higher 
supervisory officers in the offices of the Commissioners and Directon. 
should be of gazetted rank and may be designated as Administrative 
Dfficers. Such officers should be appointed by promotion from amongst 
the supervisors on the basis of selection by merit alone. 

8.66. It was stressed both by official and non-official witnesses that the 
existing strength of the ministerial staff in the 

Otber Ministerial staff. Department was inadequate and required to be 
strengthened. There were 4221 Upper Division 

Clerks, 2842 Lower Division Clerks, 189 Stenographers and 1382 Steno
typists working as on 1st April, 1959 in the various offices spread over 
the different units. It was pointed out that not only had the volume of 
work to be attended to by the ministerial staff been steadily increasing 
but it had also become more complicated and difficult. The increase in 
the number of assessees and the introduction of new measures of taxation 
had considerably added to the workload which the ministerial staff were 
required to do. The frequent changes in the tax laws both of substantive 
and procedural character had made the calculations of tax and other 
work in general more difficult. 

8.67. It is essential for the efficient disposal of work that the Depart
ment is adequately staffed. We understand that several measures have 
been taken by the Central Board of Revenue with a view to having a 
better and more effective utilisation of the existing staff. Earli'er in thil; 
Report we have advocated several measures for checking tax evasion, 
improving assessment and collection procedures and securing better 
public relations. We have also stressed that the assessing officers require 
to be freed from routine work so that they can concentrate on the more 
important work of assessment and collection. We are aware that 
Government is viewing with concern the expansion of the non-gB2'1!!tted 
staff ih the Secretariat and other offices and taking necessary steps to 
economise in this regard. Though there should be no wasteful 
employment of personnel and the maximum possible economy should be 
.effected in expendit1,re, we are convinced that the direat taxes offices 
.should be equipped with adequate staff as otherwise the collections of 
revenue would suffer. We leave it to the Government to sanction, after 
due examination, such additional staff as may be necessary from time to 
time for the efficient functioning of the Department. . 

I 
8.68. We have suggested in the Chapter on Assessments that the notice 

under Section 22 (2) of the Income-tax Act should 
Non-ministerial Staff. generally go through post. This will considerably 

reduce the strength of Notice Servers, who numbered 
1098 as on ~st April, 1959 as well as eliminate delays and difficulties in the 
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service of notices. It was pointed out to us. that thol:lgh ~he ~ o?ce 
Servers had been classified as Class .rrr O~crals, Duftrres wr~h similar 
pay scale were put in Class IV. Thti poS?.tton should be rev~ewed and. 
the anomaly removed. · 

8.69. Complaints were made to us by the Class ry staff that th~y were 
at times asked to attend to the private and domestic work of therr supe
riors. This is presumably due to the fact that appointmen~s in this· cadre 
are made having regard to the dignity of the offi~ers and wrth~ut properly 
taking into consideration. the quantum of officral work. Thrs state of 
affairs is objectionable. We understand that the Central Board of Revenue 
has already issued strict instructions prohibi~ing the em~loyment of these 
persons for non-official purposes. We desrre that strrct observance of 
these instructions is enforced. VIe also suggest that the nature. of_. the-. 
duties to be performed by the Class IV staff should be dearly la~d down. 
30 that no doubt is left wilth regard to their work and responsibility. . 

8.70. There were 4198 Class IV employees as on 1st April, 1959 in the 
different direct taxes offices. This number includes peons, sweepers, 
watchmen and persons engaged in other unskilled work. In our opinion,. 
this strength, which has a ratio of one Class IV servant to a little over, 
three of the staff in the other cadres, is too large and not commensurate · 
with the work which these pers.ons are required to do. In this connection, 
it is pertinent to point out that in the United Kingdom and several other 
countries, the number of posts corresponding to Class IV staff is extremely 
small. We feel that the present system of determining the strength of 
Class IV posts on the basis of the number of assessing and other gazetted 
officers and Inspectors should be done away with. The number of persons 
in this cadre should be fixed in relation to the actual quantum of official 
work requir,ed to be done by them. We -suggest that the number of Class 
IV posts shO'Uld be reduced to the absolute minimum and tn.ecessary 
economy effected. 

RECRUITMENT, TRAINING AND PROMOTION 

8.71. Appointments to the various posts in the Department are made 
Rccruionent either by direct recruitment or by promotion or by 

both. Some witnesses represented before us that the 
system of having fixed percentages for direct recrilitment and promotion 
~o a cad~e was inequitable and irrational because it may, sometime, result 
m recrurtment or promotion of persons with comparatively poor calibre 
at the cost of those with better qualifications and merit. In our view 
~oth direct TeCTUitment and promotion to a cadre in specific proportion 
tS, however; necessary t~ secure a correct and balanced blending of fresh 
ta~ent and mature expenence. At the same time, in observing the rat;os 
lard down, due :regard should be given for promoting only well ·qualified 
and really deserving persons. The quota of posts fixed for promotees 
should, t~erefore, be filled up only if there is a sufficient number of fit 
and qua~rfied persons to man them. We wish to emphasise th.at merit. 
and efjictency shoul~ be the sole criteria for filling of selection posts in 
any cadre and qualtty should not be sacrificed merely for r.eaching the 
quotas fixed. . · · 

. 8.72: Sever~ suggest!ons were ~ade t.o us for effecting certain changes 
m the proportron of drrect recruitment and promotion in the various 
.cadres obtaining in the Department. It was even urged from some 
quarters that there should be no direct recruitment at all and all the posts 
shou~d be filled by promotion from the lower ranks. It was stated that 
qualified and deserving persons in the lower ranks were not able to get ·. 
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{)pportunity for quick promotion to higher grades on account of paucity 
<>f vacancies and the restricted quota of posts allotted for this purpose. 
It was added that this resulted in a sense of frustration and adversely 
affected the efficiency of the service. Whilst the prospect of persons 
recruited initially. in the lower ranks to advance in service career is 
required to be safeguarded and .adequate incentives provided to them, 
it is very essential that fresh and young blood is taken from time to 
time in the relevant- cadres and persons with better qualifications are 
recruited directly. We wish to emphasise that a person recruited at 
any level should not consider it a matter of right that he should 
necessarily be promoted to ·a higher grade. However, if he proves his 
merit and passes the prescribed examinations, he should be eligible for 
promotion. We understand that the Department has already increased 
:as a temporary measure, the quota of promotions to the cadres of 
Upper Division Clerks and Inspectors from Lower Division Clerks and 
Upper . Division Clerks respectively to 50 pex cent. It has also altoge
ther stopped direct recruitment to the grade of Class II Income-tax 
Officers. We have already emphasised the necessity of having direct 
recruitment at the different levels. The stoppage of direct recruitment 
to the grade of Class II Income-tax Officers makes it more imperative that 
there should be a fair proportion of highly qualified persons to be 
recruited directly in the post of Inspectors, who, in their turn, would be 
promoted as assessing officers. In the Government Secretariat also there 
is direct recruitment in the grade of Assistants which are comparable 
posts carrying similar scales of pay. We agree that the normal quota 
for promotion in the cadres of Inspectors and Upper Division CleTks 
should remain at 50 per cent as obtaining at present and no ;direct 
Tecruitment need be made to rthe posts of Class II Income-tax· ,Officers. 
No change in the mode of filling of posts in other cadres is necessaT1/ at 
present. 

8.73. Another suggestion made to us was that a certain percentage of 
vacancies. in the direct recruitment quota should be reserved for persons 
:already employed in the Department in the lower ranks and special 
examination be held for them on the lines of the limited competition as 
"Obtaining in the British Civil Service. We, however, understand that 
Departmental people are at present freely allowed to compete along with 
the other candidates for. appointment in the direct quota provided 
they satisfy the prescribed conditions regarding educational qualifications 
and period of service in the lower ranks and are also given the benefit 
·of relaxation in age limit for this purpose. Hence no further concession 
appears to be necessary in this regard. 

8.74. Direct recruitment to the cadre of Income-tax Office:cs, ClaSil 
1 Grade II is made on the basis of a combined competitive examination 
held by the Union Public Service Commission for recruitment to the 
various All-India and Central Class I Services. The consensus of 
opinion amongst the witnesses who appeared before us was that no 
-change was necessary in the present system and we agree with this view; 
The Income-tax Department has to administer some of the most 
intricate and complex laws and must. therefore, necessarily possess 
the highest talent available. We suggest that while making allotment 
to the various Class I Services a due p'roportion of the higher ranking 
-candidates should be posted to the direct taxes Department. 

8.75. Recruitment to the non-gazetted ranks of Inspectors and Upper 
and LowEll' Division Clerks is made departmentally in the different 
Commissioners'· charges. However, since 1958, Inspectors are being . 
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recruited on the basis of an open competiti~ examinati?n with a view 
to having a wider field and uniform standard m the select10n of personnel 
in this cadre. The members of the ministerial staff .cont~ue to be, 
recruited by selection after a preliminary test and mtel"VleW fro~ 
amongst the persons sponsored by the Employment Exchanges m. 
different centres. In order to equip the Depart~t with .t~e best 
available talent, the ministerial staff ~1f:ould als~, ~n our op~mon, ~e 
recruited on the basis of open compet~tw~ exammatwns conducted m.. 
the different territorial units of Com"!"isS10ners. We understan~ that 
several other departments like the Audit & Acco.unts, Defenc~, Railway~,. 
Posts & Telegraphs, etc, are not obliged to restnct the selection of theu
.staff to the limited field of the J!lersons sponsored by the Employment 
Exchanges. We see no reason why the Income-tax Depar:tment ~hould. 
not have the same freedom of choice. We suggest that unth a v~ew to· 
eliminating any bias in recruitment of candidates and removing any 
chances of nepotism and favouritism a committee of at least three persons
&hould be in charge of final selection. We do not propose to suggest 
any major changes in the educational qua).ifications. p~escribed for· 
rec;ruitment in these cadres. We, however, consider that tt w~ll add to ~he 
depa.rtmental etficiency if prefer.ence is given to persons .possess~nif 
oommercial and accountancy qualifications. 

8. 76. Comprehensive train,ing programmes covering all grades of the" 
. . staff are undoubtedly necessary for an efficient tax 

Tr•=& administration. The concensus of opinion amongst our 
witnesses was that the training facilities provided by the Department 
were inadequate and required considerable improvement. The training: 
given by the Department to the Income-tax Officers at Nagpur was exa
mined by us at first-hand on a visit tq the Training College. We also visit 
ed the Administrative Staff College at Hyderabad. For a comparative 
:rtudy, some of us examined the training· arrangements provided for the 
Indian Administrative Service and in respect of the Audit and Accounts. 
Service by personally visiting the respective training centres. These: 
studies and also the examination of the training arrangements obtaining: 
.in other countries, notably the United Kingdom and the United States of 
America, have convinced us that adequate attention has not bzen paid to. 
lhi.s important aspect in the tax administration in India. 

8.77. The Training College at Nagpur is for training directly recruited' 
Income-tax Officers in the cadre of Class I Grade II. This institution is run 
under the control and guidance of the Commissioner of Income-tax. 
Madi_J.ya Pradesh, ~a.gpur & Bhand[t:"a, who is, for this purpose, designated 
-as Drrector of Trammg. .He is assisted by an Assistant Commissioner 
and ~ Income-tax Officer who work full time as well as by a number of 
part-time lecturers for teaching special subjects like Book-Keeping, Gene
~al Law, Indian Economics, regional languages etc. The courses for train
mg. follow, broadly, the syllabus prescribed for the departmental exami
nation of the Income-tax Officers. 

8.78_. ~e present practice of entrusting the work of Principal to a local 
Co~ss10ner ~~ an add~tional duty, does not fully serve the purpose as he 
is not m a posi?on to give full attention to the training programmes and 
day-to-day stud1~s ?f th~ trainees. In our opinion, it is necessary to have
lib w/J~ebtime1 Pn=pal m complete charge of the Training College. He 
s o e. se ected pre~ez:ably from amongst the senior and well-experi
~toor.slstant Commission~ .and should be given a special pay of 

per month. The Pri=pa;l &hould be Msisted bu 4 complement of 
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;tun-time instructors in. the variotl.9 subjects. We are told that Nagpur 
was selected as the training centre because of administrative Teasons and 
in the expectation that sufficient accommodation would be available t() 
house the C()llege and the Probationers. On a personal visit to the Train
ing College, we however, found that the accommodation and other facili
ties for teaching, housing etc. were inadequate. The College has, neces
arily, t() be residential in character for imparting day-to-day training and 
pr()viding opportunities for the growth of fl?~d service traditions thr?ugh 
corporate living. We suggest that the Tratmng College should be shtfted~ 
as early as possible, from Nagpu.r and located at some other place like 
Hyderabad, Bangalore or Poona, if adequate accommodation can be ar
ranged at any of these places. The Training College, besides providing 
adequate housing and teaching accommodation, should be equipped with 
good library and gymnasium. Proper facilities for indoor and outdoor 
games and other recreations should also be made available. 

8.79. The courses for training need not necessarily follow the syllabus. 
of the departmental examinations. According to a scheme recently intro- . 
duced by the Government, the Probationers have initially to undergo a 
four months' foundational training course along with the personnel select
ed for various other Services. This is a step in the right direction as. 
initial grounding in public administration is essential for new recruits. 
This course will also develop a broader outlook and cultivate espirit de 
corps amongst officers allotted to the different Services. We find that practi
eal tra~g that is being imparted at the Nagpur College in the various. 
aspects of the work in the Department, particularly in regard to scrutiny 
of accounts, is not adequate. In order to be efficient assessing officers, they 
shoulq be given a sound training not only theoretical, but aloo of an ex
tensive practieal nature. We suggest that after completing the four 
months' foundational training course the Probationers should be given. 
3pecialised training for a period of 16 months at the Departmental Train
ing College. In the course of this period, practieal training should be ade
quately combined with theoretical instructions. The direct taxes offices at 
the place where the Training College is situated should be utilised for the 
imparting of all aspects of practical training. On completion of the 16-
months' course in the College, the Probationers should be dispersed to im
portant centres like Bombay, Calcutta and Madras where they should be 
given further intensive training for a period of at least four months in the· 
practical examination of accounts under the close guidance and supervi
mon of senior officers. Even after the completion of these two years of 
training, tll.ey should first be posted to Group Charges and made to work 
under the close supervision of Group Assistant Commissioners for at least 
one year. We suggest that some credit for the practical experience gain
ed should be specifically given to them in the departmental examination. 
This can be done by setting apart a certain number of marks in the Lan
guage Test. 

8.80. We consider it very importantthat training should not be confin
ed to equipping the Probationers with technical knowledge only. Due 
emphasis should also be laid on the building up of peroonality of the 
young recruit and moulding him into a public servant, in the true sense of 
the term. The training programme should also provide adequate instruc
tions in the technique of maintaining good public relations. This is very 
·essential in a revenue department where, in the very nature of things the 
officers have to perform unpleasant duties. The institutional training 
.'!hould endeavour to develop qualities of leadership and initiative and in
culcate a s9n8e of self-confidence and discipline. Instructions in techniques 
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And problem of public admiJJ.istration should a_lso be incZ:u~ed in the train-, 
ing course. During the period of their stay m the Tr~g C~llege, the 
Probationers should be taken on study tours to the . vano_us rmportant 
-commercial and industrial centres in the country for a first-hand und_er
standing of the problems, which they would have to h~dle.as assessmg 
-officers. 

8.81. We were told that the asse&sing. office!S promot~ _from the lower 
Tanks in the Department were not provided With any trammg w~atsoever. 
In our opinion, it is equally necessary that s~ch officers a_re given .a~~
.quate training and equipped to shoulder the higher executive res:pensibih
ties. We, therefore, suggest that persons selected for · pro?Ttotwn '!-8 
.assessing officers should undergo a short course for at least = months tn 
the Training College. 

8.82. It. was pointed out to us that t~ere were at present no a:rr~gements · 
for providing refresher courses. Havmg regard to the changes m laws 
and rules and the modes and methods of work, it is very necessary for the 
-officers to constantly refresh their knowledge and develop better skill. We 
mLggest that the Training College should arrange a regular refresher course 
-of four months' duration for senior assessing officers with 5 to 8 years ser
vice. The refresher course should cover such subjects as advanced 
methods of detecting concealments, latest amendments to and enactment 
-of taxation laws, examination of company and other difficult accounts, 
-office management, group leadership, l!taff welfare and public relations 
-etc. This course should be run on the syndicate system of group discus-
-sions and seminars which is the special feature of advanced courses. We 
are also of the opinion that it will be of considerable benefit if a good num
"ber of selected Assistant Commissioners are sent periodically to the Admi
nistrative Staff College at Hyderabad for an all-round advanced course in 
-various aspects of administration and management. This should be done 
at the rate of one or two officers for every term of the four months' 
eourse. 

8.83. As re_gards the Inspectors and ministerial staff, we understand 
that certain arrangements have recently been made for imparting train
ing to them on systematic lines in each Commissioner's charge. We· feel 
that this training should also be organised on a more permanent and 
-sys~ematic basis. We suggest that for the training of Inspectors, four 
regtonal centres should be formed each under the charge of senior 
Income-tax Officer. Both theoretical and practical training should be 
~parte? to e3;ch batch f~r a duration of six ~onths. The training should 
·arm at Impartmg a workmg knowledge of direct taxes laws, accountancy 
and office procedure. They should be taught the correct methods of 
-conducting ~urveys, making inquiries and pursuing investigations. Ade-
-quate attention should be paid to the technique of examination of accounts 
-o~ cases in small_ and middle income groups. Attention should also be 
given to ~evelop~g a sense of d~ty and patriotism and of maintaining 
good pubhc relations. These regional centres should provide training 
both to the dir~ctly recruited Inspectors as well as to those promoted 
from the subordmate ranks. Far the latter, the training may be restricted 
1o three months. -

8.8~. For the'trai71;in!l of the ministerial staff, arrangements should be 
made m each Commtsswner's charge, preferably at rtheir respective head• 
quarter~. A selec~e~ senior Supervisor should be placed in charge of 
-condu_ctmg the trammg classes and the training programmes may cover 
a penod of three months. Detailed training should be given in office 

\ 
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oorganisation a.nd procedures, methods of work, maintenance of records 
.and registers, preparation of statistical returns and statements, scrutiny 
of returns, tax cl!lculations, drafting etc. Greater emphasis should be 
jplaced on the practical aspect of training. A sense of discipline and 
responsibility should be instilled amongst the trainees. 

8.85. It is important that the techniques and standards of training at 
the various centres are uniform and that the instructors themselves are 
-qualified and trained for the job. For this purpose, the instructors should 
themselves be made to undergo a short course of training. The proposed 
Directorate of T.raining, Statistics, Research & Publications will be in 
()Verall charge of the training programmes of the Income-tax Depart
ment. This Directorate will prescribe the courses, organise and supervise 
the training programmes and prepare necessary training guides and 
manuals. . 

8.86. For purposes of promotion, the various posts have been classified 
Promotions into ~wo broad ~ategories, viz. selection and non-

selection. Promotion to the former category of posts 
is made on the basis of merit whereas for the latter, the criterion adopted 
lis seniority-cum-fitness. IV e have examined rthis classification and do not 
·consider any changes necess~ry except that promotion to the cadre of 
.Selection Grade Inspector should b.e made on the basis of merit and not 
.on seniority-cum-fitness as obtaining at present. While making promo
tion to th~ cadre of Class II Officers, preference should be given to Selec
•tion Grade Inspectors who have qualified in the departmental examination 
ior this purpose. We also suggest that the age limit for promotion to the 
•cad1·e of Inspectors (ordinary grade) should be raised from 42 to 45. The 
·maximum age for promotion 1to Class I cadre of assessing officers can be 
fixed at 50. No restrictions regarding age need be made for promtoion to. 
•other cadres. 

8.87. The efficiency and success of any system of promotion largely 
depend on the methods adopted· for determining the 
relative merit and fitness of the candidates. It has 

been u:rged that the annual confidential reports, which form the basis of 
;Selection for promotion, are defective and do not always give a true and 
impartial assessment of the merit of the officers concerned. It cannot be 
-denied that personal relationship between the reporting officer and the 
·subordinate members of the staff whose work is commented upon plays 
oconside:rable part in the writing of confidential reports. We, however, 
understand that .departmental instructions have been issued from time to 

• time that reporting officers should avoid subjective· considerations and 
give a true and correct appraisal of the work of the staff reported upon. 
"These. confidential reports are scrutinised by an officer next higher to the 
Teporting officer. The counter.-signing officer judges the correctness and 
<Objectivity of the report and makes his own comments thereon. Adverse 
Temarks on'such reports are com.municated to the official concerned and. 
his representation, if any, examined and necessary action taken with 
Tegard to the same. We are informed that with a view to eliminating 
any personal considerations in the selection of pers~ms for promotion, 
<Confidential reports covering a sufficiently long period and made by 
-different reporting officers are looked· into. This procedure avoids mis
.carriage of justice and eliminates personal bias, if any, involved in such 
Teports. We have examined rthe p1·escribed forms of confidential reports 
.of various categories of staff and feel that they all need to be rationalised 
'lind improved upon. The present forms do not; in our opinion, provide a• 

<Confidential Reports 

410 C.B.R.. 
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sufficiently precise and comprehensive information about the m~rit and'. 
competence of the person reported upon. T~ey also leave co~sitlerable· 
scope for variations in the standards of reportmg. The confiden~Ial report. 
form of the gazetted officers is more detailed and better ~l~ssified. We
suggest that similar amplification should be made for obtaimng the con
fidential reports of other categories of st~ff. ~ e also c_onsider it necessa!1J 
rthat the counter-signing officer should gwe h'IS own vtews about the sutt
ability of the person reported upon for promotion to the next higher 
grade. 

8.88. A necessary condition for an official to be eligible for promotion 
is that he should· have passed the departmental' 

Depa~"!'tal examination presc,ribed for the purpose. It has been 
Examm:mon accepted at all quarters that sue!: a condition .is 

essential in the pres.:nt administrative set up so that due qualification is 
acquired for efficient _discharge of duties in different gr~~e_s. ·We, how
ever wish to emphasise that whereas all reasonable facilities should be
provided to the staff in the form of training and supply of necessary 
literature, for qualifying in the departmental examination, they must not. 
be allowed to neglect their normal office duties. In no case should they 
be permitted to use the office hours for preparing themselves to pas6 the· 
examinartions. 

8.89. We are informed that if a junior person passes the prescribed• 
examination earlier than his senior colleagues he gets no priority, what
~ver, for promotion to the next higher grade. We feel that this system, 
is not desirable as it gives no incentive to the younger element to show 
its mettle. In our opinion, seniority for purposes of promotion to the· 
next higher grade should be regulated wirth 1·eference to the data or the· 
year of passing the prescribed examination. We understand that similar 
position obtains in several other services and departments like the Audit 
& Accounts Department, Defence-Accounts Department etc. Where a. 
number of persons pass tl).e examination on the same date, their seniority· 
inter se for the purposes of promotion should be the same as in the gra:de· 
in which they are presently working. However, the passing of a secondi 
higher departmental examination should not entitle a person to any addi-
tional priority than the one obtained by him by passing the first examina-· 
tion for becoming eligible to promotion to the next higher grade. 

8.90. It has been urged that the present rules which permit a persom 
to take the prescribed examination for a higher grade only if he is actually· 
working in the immediately lower grade need to be changed. There is: 
ItO doubt that this procedure proves a handicap to the young and energe-
tic members of the staff in qualifying fn the different departmental'. 
examinations at an early: date. However, the taking of a departmental'. 
examination- has to be necessarily linked with- the .prospects· and eligibi-· 
lity for promotion as otherwise a sense of frustration grows in the junior· 
officials who pass such higher examinations. We suggest that Lower· 
Divisi~n ~lerks and Steno-typists who- have passed the Ministerial Staff' 
Exammatton should be allowed to appear for the Inspectors Examination .. 
Similarly Upper -I?iv~n Clerks and Stenographers who have passed rthe· 
ln~ectors Exammatton should be per.mitted to take the Income-tax
f?U•cers' Examination. ~ period of five years should, however, be fixet! · 
m both the cases for takmg the next higher examination after the person 
concerned has passed the one lower examination. We are informed- that 
before the xestriction referred to earlier was imposed quite a few number 
ef persons in the ministerial grade had passed the Income-tax Officers' 
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Examination and there were at present 40 such persons who had not yet 
been promoted even to the grade of Inspectors. It would be, in our 

. apinion, only fair and just to promote them out of turn to th~ cadre of 
Inspectors in preference to others provided they are otherwise fit for 
promotion. 

8.91. We understand that officials ~ho have passed the departmental 
examination prescribed fo:r the grade next higher to their own but who 
are not promoted to such higher grade for want of vacancies are granted 
two advance increments. This is a healthy practice and gives proper 
fucentive .to the staff to qualify in the prescribed examinations. However 
this benefit has not been made av!ilable to certain categories of staff like 
the Steno-typists and Stenographers. In our opinion all categories of 
staff should be treated alike for this purpose. We also feel rthat in grant
ing the advance increments, there is no justificatton in limiting this bene
fit to the minimum of the payscale of the next higher grade. 

CONDITIONS OF SERVICE 

8.92. There is considerable dissatisfaction amongst the departmental 
personnel in regard to their pay and conditions of service. We feel that 
such a state of affairs adversely affects the service morale and efficiency 
and needs urgently to be remedied. We presume that the Central Pay 
Commission would have considered all the aspects of the matter and 
made suitable recommendations to the Government in this regard. We 
cl.o not, therefore, consider it proper or necessary to make specific :recom
mendations in respect of the scales of pay, etc. However, we wish to 
~xpress our views on a few points of particular importance on this subject. 

8.93. It was represented that the present structure of the various 
cadres and scales of pay at various levels were in-

Service career and equitable and unbalanced and required to be so 
scales of pay etc. improved as to offer better service conditivns to the 

personnel of the Income-tax Department. It was 
urged that the officers of the Department who were recruited through 
combined competitive examinations shouldered no less important and 
responsible duties than those of the various other services like the 
Indian Administrative Service, Indian Audit & Accounts Service, etc. 
Nevertheless, in the matter of suitable service caree:r, remuneration, pro
motions and other conditions of services, the officers of the Department 
were unfavourably placed in comparison to those of the ot;Ier services. 
Such differentiation is anomalous and adversely affects recruitment and 
service morale. It has been brought to our notice that a good number of 
assessing officers had left the Department in the last eight years as they 
lOt better service prospects in the privat<! sector. It has, therefore, been 
urged that the Pepartment should be re-organised so as to provide at least 
reasonably bright career to its officers and that the scales of pay and 
ether conditions of service-should in no way be inferior to those avail
able to officers of the other services including the Indian Administrative 
8ervice. 

8.94. There is no gainsaying the fact that the efficiency of the Depart
ment largely depends upon having a well contented and satisfied service. 
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In this connection, it is relevant to note the following observation of 
Prof. Kaldor•: 

"An efficient administration ~requires ability of the Department ta 
attract the best talent and to attract them in adequate num
bers. This in turn is very greatly a matter of the conditions 
of pay and prospects of the service." 

. 
We are convinced that the officers of the Income-tax Depa'l1tment in parti
cular require special consideration in respect of pay scales a"!d conditio.ns 
of service having regard to their nature of work and the d~{ficult dut~es 
they have to perform. }t is but fair tfl,aJt the pa_y ~tructure of all ranks, 
specially in respect of the gazetted: officers of thts tmpor~a~~ pepartment . 
should be commensurate with thetr powers and responstbtltttes.. At the 
~arne time, it is apparent that Government cannot discri!Dinate b~tweell 
the different services in the matter of pay scales. In VIew o£ this ana 
of the fact that the Central Pay Commission must hav~ specifically dealt 
with this matter, we refrain from suggesting any specific improved scales 
of pay fo< the different categories of staff in the Income-tax Department . 

• 
8.95. Another suggestion made to us in this connection was that officers 

. of the Department should be sent on deputation te 
, Deputat.on other departments and organisations in larger num-

bers than was being done at present. It was stated that the number of 
such officers sent on deputation from services like Indian Administrative 
Service, Indian Audit and Accounts Service etc. ·was considerably larger 
as compared to that of the Income-tax Department. We are convinced 
that the experience gained by the officers of the Department by deputa
tion to various other connected departments like Economic Affairs, Com
merce and Industry, Company Law Administration. Forward Market 
Commission and various industrial and commercial undertakings in the 
public sector will be of considerable benefit to the Administration. We, 
therefore, recommend that. every effort should be made to depute suffi
ciently large number of officers of the Income-tax Department to other 
depa1·tments and organisations. It should, however, be seen 1that officers 
sent on deputation come back to their parent Department after a specified 
tenu·re so that the benefit of their experience is utilised in dealing with 
tax problems and other officers sent on deputation in their place. 

8.96. There is a common complaint that quite often unduly long delays 
Confirmatio • take place in confirming temporary /officiating per-

n sonnel in the Department. We find that the number 
of temporary pe~sts in most of the cadres, particularly in the non-gazetted 
ranks, is quite large in proportion to the number of permanent posts ill 
these cadres. A large number of such temporary posts, both in gazetted 
a~d non-gazetted. cadres, has b~en in existence for a number of years. In 
v:1ew. of the contmuo~s e~pans1on of .the Department there is hardly any 
lrk~hhood of a reductiOn m the present strength except in the case of 
not1ce servers and Cla~s IV employ-ees as observed by us earlier in this 
Chapter. The delays m confirmatiOn are due to the absence of sufficient 
nun:rber of perman~nt posts an~ failure to fil! up even such posts as are 
available. There IS difficulty m payment of salaries to persons holdint 
tempora:y posts if there is delay in the issue and receipt of authorisations 
for cont1~~ance. of such posts. In our opinion, it is not in the interest of 
the Admmrstratwn to allow such a position to continue. We suggest that 

•InJ;an Tax Reform-Report of a Survey, 1956--page II4, para 205. 
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such of the temporary posts as have been in existence for more than three 
years and which are not likely to be discontinued should be made per
manent. We would also emphasise that whenever permanent vacancies 
are available, the temporary officials should be confirmed, as early as pos
sible, subject to the usual rules and regulations. 

8.97. It was brought to our notice that the departmental personnel 
Transfers were, at times, considerably inconvenienced by fre-

' quent and untimely transfers. Though the over-
riding consideration in transferring a person should be the exigencies of 
work and the interest of public service, we desire that the personal con
venience of the persons concerned should also be kept in view, as far as 
possible. In our opinion, transfers should not be very frequent, as beside 
inconveniencing the officers, they also tend to disorganise the work. In 
order to have a proper grasp of the local business conditions and tr.e 
affairs of assessees, it is necessary that assessing officers are kept iR a 
particular charge for sufficiently long time. At the same time, it is a 
healthy principle that no officer should stay in the same post for too long 
a period of time. It is also essential that officers should be provided with 
proper opportunities for gaining experience of different types of work, 
particularly in the earlier part of their career. In our view, though the 
periodical transfers of the officers are necessary, they should not be too 
frequent. We suggest that in so far as the mofussil charges are concern
ed, no officer should be allowed to stay in the same station for a period of 
more than four years at a time. Jll.s regards the bigger city circ:es and 
headquarters of Commissioners' Offices, a longer stay in the same station 
may be permitted, but an officer should not be allowed to be in charge of 
the same post for a period of more than four years. It is also desirable 
that when an officer is promoted to the next higher grade, he should be 
transferred from the station as well as from that Commissioner's charge. 
Transfers of non-gazetted staff should be fewer and they should be allow
ed to stay at a place for at least four years. 

8.98. It was suggested by some witnesses that the initial postings and 
transfers of Class I Officers should be restricted within certain linguistic 
zones. In our opinion, it is not necessary to do so as this will be against 
the spirit of the all-India character of the Service and will also create un
necessary administrative difficulties. We, however, understand that in 
the matter of postings due consideration is given, even at present, to the 
knowledge of language possessed by an officer. This factor is very im
portant, as, in the Income-tax Department, a good grasp of the language 
in which the books of accounts are written in the different places is very 
essential for doing efficient assessment work. 

8.99. Our attention was specifically drawn to the complaints made fre
quently that before relinquishing charge on transfer, officers did not gene
rally finalise the pending proceedings before them, particularly in difficult 
cases. This is not only a sad reflection on the Administration and causes 
delays in disposal of work but also considerably inconveniences tte 
assessees concerned. We, therefore, suggest that one month's notice of 
transfers should generally be given to the officers and during this pe1·iod 
they must pass final orders in all cases where hearings and investigations 
have been completed. They should also endeavour_ to complete as many 
of the partly heard matters as possible so that there is no duplication of 
work and consequent harassment to assessees. In no case should they 
take up fresh work unless the fully and partly-heard cases are disposed of. 
In order to see that this is done, we suggcti that before handing over 
charge on tran~rer, officers of all ranks should be required to send to their 
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immediate superior officers a cer~ificate to the effect that all fully_ heard 
~rases have been disposed of. A hst of the pa1·tly completed work wtth full 
details and reasons for the pendency should also be furnished by such offi
cers. This certificate should form part of the handing over note to. be 
~ven to the successor-in-office, and copy thereof should be sent to the Im
mediate superior officer. 

8.100. It has been brought to our notice that there is considerable delay 
in the payment of leave salaries to the staff. This 

Delays in salary factor itself acts as a disincentive to persons from 
and other payments. taking leave. We suggest that Government should 

. streamline the procedures with a view to eliminating 
such delays. Various staff associations have also represented that whea 
persons are transferred fro.m one charge to another, they do not receive 
their salaries for two months or so on account of the delay in the issue of 
last pay certificates, pay-slips etc. Certain senior officers have brought 
to our notice that inordinate delays have also occurred in the settlement 
of pension, gratuity and provident fund claims. There is the instance of a 
senior officer, who retired in February 1958 but could not receive his pen
sion or gratuity claims nor even l:is provident fund monies until July 
1959. Delays in payment of salaries cause considerable hardship and 
when a person goes on leave or is transferred he is put to extra expendi
ture and the non-receipt of his pay causes ~mdue hardship. We would 
strongly recommend that the Government should, in consultation with the 
Comptroller and Auditor General, devise ways for eliminating such delays. 
We understand that in spite of the special instructions on this subject en
joining upon audit officers as well as heads of departments to see that such 
claims are settled expeditiously, the matter does not seem to have im
proved. We, therefore, suggest that the whole question should be re
VIewed and special measures taken at least fo1· the early payment of provi-
ional pension, gratuity and provident fund monies. 

H.lUl. It was pointed out to us that departmental personnel experienced 
Facilities on our, considerable, difficulties in their work of survey and 
survey, etc. outdoor enquiries for want of adequate conveyance 

' . facilities. We are told that except for a very small 
number in Bombay and Calcutta, officers engaged in such work are not 
entitled to any conveyance allowance. The only other facility provided 
by the Government IS the grant of loans to certain categories of personnel 
for the purchase of a conveyance, but even such advances it is said ·are 
not .easily available for want of sufficient funds. We sugge;t that adequate 
fw1ds should be set apart for granting such loans. We do not favour the 
~uggestio~ t~at the Department sh.ould ~ave. its. own transport i.e. cars, 
Jeep, etc. m _Important places. Th1s facility IS hkely to be mis-used and 
moreover, will !lot adequately solve the p~oblem. In our opinion, all the 
staff employed tn survey _and outdoor enqutry should be given suitable con
veya~ce allowanc_e. Bes1des the Inspectors, the assessing officers posted in 
Spectal Survey f!tr_cles should also be given an adequate conveyance allow
ance. Though 1t IS not necessary to give any fixed allowance for convey
anc~ to other officers, wh~ are not generally required to perform outdoor 
duties, they sh~uld be re-Imbursed for the expenses actually incurred by 
them for sue!: purposes. 

II.JIJ2. With regard to the question of accommodation for the officers 
and staff o~ tours, it has been pointed out to us that more often, thaa 
not, th:e o~cers of the Department found it difficult to get allotment ill 
the Cucu1t and Rest Houses and Dak Bungalows which were under 
the control of the State Governments. This was particularly so as 



-officers of ~he State Governments, though in lower status, were given 
!Preference m regard to accommodation in such cases. In addition, there 
-were also, at some places, differential rates of charges for the Central 
:and State Government officials for utilising such accommodation. As 
"for instance we find that in one of the States while officers of that State 
·have not to pay for accommodation in a Rest House more than Rs. 1·50 
:nP per day, a Central Government officer is charged for the same 
.accommodation Rs. ·5· 75 nP. This is a very anomalous and unsatis
·factory position and results in Central Government Officers being out 
·of pocket when going on tour on official work. We suggest that suita
ble arrangement should be made with the State Governments so that 
-there is no discrimination against Central Government officers on tour 
in the matter of providing and charging for accommodation in Dak 
Bungalows and Rest and Circuit Houses. There is also· need for re
-viewing · the rates of charges recovered from officers and staff who, 
<during tours, use office accommodation for purposes of their stay. . · 

8.103. Difficulties are also experienced by the officers and staff of the 
Housing • Department in th~ matter of housing. In view of 

the general shortage of residential accommodation 
.at almost all the stations were the tax offices are situated; officials 
.have not only to pay very high rents but are also at times unavoidably 
·driven to undergo obligations of influential assessees in getting suita
ble accommodation. The impartiality and integrity of the officers are, 
in consequence, questioned by the misinformed public. This ··has natu
:rally a demoralising effect on the officers concerned. We understand 
-that the Department has been trying to construct residential accommo
·dation both for the gazetted and non-gazetted staff at various stations, 
but its efforts have been greatly hampered for want of adequate funds. 
'In our opinion, it is very important that the employees of tlie Revenue 
'Department are provid~d with suitable and adequate residential accom
·modation by the Government. We, therefore, suggest that su[Jicient 
junds should be allotted for the construction of residential houses for 
-the officers and staff of the Income-tax Department. Further, so long 
..as the Government is not able to construct adequate number of resi
-dential quarters, it should itself hire suitable accommodation and let it 
-()Ut to- the Deparmental personnel as is obtaining in Delhi, Bombay and 
"Calcutta where Estate Officers requisition necessary accommodation for 
the officers of the Central Government. We understand that the 
"Defence Service and Railways have made arrangements for hiring 
accommodation for their employees. In this connection, the State 

•Go1!"'Jnments may be requested to extend their fullest co-operation in 
•-the tnatter. Besides doing away with any discrimination in respect to 

housing, between the State and Central Government employees, the 
State Governments should in particular be requested to make the accom
m~dation vacated by an officer of the Department, wl:o has been trans
ferred, available to his successor in office. 

8.104. Serious difficulties are experienced by the Government ser-
. vants in the matter of education of their children 

'Education of children when they are transferred from one place to an-
. other. Overcrowding of educational institutions, 

and difference in syllabii, sessions of study and media of education are 
'Some of the factors that create considerable hardship and affect the 
-education of the children of the staff. Provision for adequate educa-
-tional facilities for all the children is admittedly the responsibility of the 
State The Government owes it all the more to its employees that the 
educ~tion of their children does not suffer for no fault of theirs. We 



226 

feel that the present . dif]iculties coul~ be consi~era~ly mitigate~. if the 
Central Government organise .schools m the varwus Important c1bes and! 
towns for the children of its employees. All such schools should have
a common medium of instruction, pre!erably the official language, and 
uniform carricula and sy llabii for the various classes so that even if an, 
officer is transferred in the middle of an academic year, his children. 
could be admitted straightaway in the school at the new station with
out suffering any break in their education. The final examination of 
·such schools should be conducted by an all-India body or th(;) Centrai 
Ministry of Education and recognised by the Central and State Gov
ernments as well as Universities as equivalent examination run by the· 
States Secondary School Boards or the Senior Cambridge Board. SO' 
long as such schools are not set up -in adequate numbers, arrangements 
should be made with the State Gover7!ments and important educationar. 
institutions for securing priority for admission of the children of a 
Government officer on transfer. 

8.105. Our attention was also drawn to the insufficiency of 
medical aid ptovided to the Government servants. 

Medical facilities The rules for availing of medical facilities are very 
cumbersome and differ from place to place. It is . 

. complained that the authorised Medical Attendants are not generally 
easily accessible. Government servants are usually obliged to first 
incur expenses from their own pockets which they may not be able tO> 
afford in the present difficult times. With regard to the contributory 
health service scheme which is in operation in Delhi, dissatisfaction has. 
been expressed on the ground that medical assistance is not available 
at all times and is no~ of sufficiently high quality. We would urge that 
.these grievances should be suitably redressed and adequate medical. 
facilities should be afforded to the staff of the Department. 

8.106. Provision of cheap holiday homes at hill stations ·and other 
health resorts will be of considerable benefit for rest 

Holiday homes and recreation of the Government servants. We un-
' derstand that several other departments like the-

Railways, Defence, Posts & Telegraphs, provide such facilities to their 
employees. Some of, the State Governments have also arranged for such: 
holiday facilities. We suggest that the Department should make arran
gements for constructing or hiring buildings at important hill stations. 
for use and holiday homes and let them out at reasonable .rents to its 
employees desiring to recoup their health from the strain of hard work 
which the Income-tax Department necessarily entails. • 

8.107. Willing co-operation and a sense of responsibility on the part of 
the employees is highly essential for successful and 

Staffrelat"ons and efficient. functioning of any organisation. Our 
Welfare activi ies. personal visits to the tax offices and the evidence 

given by the Staff Associations revealed to us that a 
1 sense of dissatisfaction existed amongst the . non
gazetted personnel of the Department. We appreciate that the members 
of the staff at all levels in the Department have to perform onerous and 
~pleasant duties. Sympathetic understanding of the personal difficul
ties of the staff and a spirit of goodwill and comradrie in the day-to-day 
work is essential for building up good staff relations. It is the primary 
duty of the superior officers to develop a spirit of fellowship and a sen~e 
of satisfaction amongst the staff working under them. We are informed 
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that the Department has been encouraging various staff welfare activi
ties and giving financial assistance for the organisation of sports and re
creational facilities. Welfare Officers have been appointed at some places. 
like Bombay, Calcutta ·and Delhi. Staff Benevolent Fund has also been. 
started. These activities are in the right direction and we desi1·e that· 
they should be further strengthened and enlarged so as to improve the· 
welfare aspect of the staff. 

8.108. The various grades and classes of the gazetted and non-gazetted' 
staff of the Department have organised themselves. 

Staff Committees into staff associations for promoting goocL 
service traditions and advancing their legitimate in

terests and aspirations. We are informed that the Central Board of" 
Revenue and the· Commissioners sympathetically look into the grievan
ces placed before them by the staff associations and take necessary steps. 
to remove them, wherever justified. A suggestion for the introduction or 
the system of Whitely Councils as obtaining in the United Kingdom was. 
mooted before us. The objects of these councils are defined in the fol
lowing terms : 

"To secure the greatest measure of co-operation between the State
in its capacity as employer, and the general body of civil 
servants in matters affecting the Civil Service, with a view 
to increased efficiency in the public service combined with 
the well-being of those employed; to provide machinery for 
dealing with grievances, and generally to bring together the 
experience and different points of view of representatives of 
the administrative, clerical and manipulative Civil Service".*" 

We understand that the Government has already set up, on similar lines. 
as Whitely Councils, Staff Committees in the different Ministries with <l! 
view to having joint consultation on various administrative matters. 
This is a step in the right direction and requires to be extended. We 
suggest the Staff Committees should also be constituted in all Commis
sioners' charges at their respective headquarters. ·These Committees. 
may be extended later on to lower formations so that joint consulta
'Mons can be had at all levels for improving staff relations. 

8.109. Complaints have been made from some quarters· with regard to. 
Discipline the lack of proper discipline and sense of responsi• 

bility amongst the staff at different levels. Though. 
we realise that this matter is not peculiar to the Income-tax Department. 
and reflects the general climate in the country, necessary steps are re
quired to be taken by the Government to counter this harmful tendency. 
A re-examination of the service conduct rules and disciplinary proce•· 
dures is necessary and we suggest that the Government take proper 
measures in this regard. It is essential that employees of the Govern
ment work with a sense of patriotism and a spirit of public service. We· 
wish to stress that cases of indiscipline and lack of a sense of respon~i~ 
bility should be promptly looked into and due steps taken to punish the· 
wrong doers wherever necessary. 

OFFICE EQUIPMENT AND ACCOMMODATION 

8.110. We received numerous complaints from official as well as norr
official witnesses about the paucity of elimentary office requirem~nts
like adequate accommodation, furniture, stationery, forms, typewnter:i' 

•H M. TrcesUTY-Staff Relations in the Civil Service, 1955 page 26 para H •. 
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:and other equipment and appliances. In order to have an efficient ·admi
.nistration and good public relations, it is essential that the staff is given 
.adequate supply of necessary equipment for carrying out their day-to
.day activities. Improved facili~ies of office accommodation and necessl!ry 
supply of equipment and appltances wtll not only better the worktng! 
.conditions of the staff but will also give convenience to the assessees and. 
.result in increased efficiency in administration. 

8.111. The greatest difficulty experienced in this regard relates to the 
supply of stationery and forms which vitally affect 

·Stationery and Fonns the day-to-day activities of the Department. The 
Income-tax Investigation Commission had also ad

-versely commented on this draw back. The figures furnished to us by 
tthe Central Board of Revenue show that the Controller of Stationery 
:supplied stores to the extent of only 36 per cent of the Department's 
!Tequirements indented during the financial year 1958-59. The percen
:tages were even lower in the earlier years being 34, 28 and 30 during 
1955-56, 1956-57 and 1957-58 respectively. The position is equally bad 
~n regard to the supply of standardised forms. Failure to supply the 
'Various forms and necessary stationery in time and to the extent requir
·ed clogs the entire administrative machinery and considerably delays 
'issue of statutory notices, finalisation of assessments and collection of 
revenue. The main reason for this highly unsatisfactory state of affairs 
appears to be that the increase demand, with the vast expansion of the 
'Government machinery and its activities, cannot be fully met by the 
·supplies currently available. This necessitates some order of priority in 
meeting the demands of the various departments. In ou1· opinion, the 
.requirements of revenue departments must be given a sufficiently high 
-prio·rity so that the collection of taxes is not held up on any account. 
'We suggest that tl).e responsibility for arranging supply of stationery and 
printing of forms, etc. for the central revenue departments should be 
-<!lntrusted to a separate section of Printing & Stationery which may, if 
necessary, function under the overall control of the Chief Controller of 
/Printing & Stationery. The departmental authorities should intimate 
their requirements at least six months in advance and if these are not 
met within this period, Commissioners should have full financial 
powers to effect purchase of stationery locally or to get the required forms 
of those items printed to the extent to which they are short supplied. 
For this purpose it should not be necessary, at that stage, for them to 
·obtain a no objection certificate from the Controller of Printing &: 
Stationery or to have the rates approved by him. It should, however, 
be administratively seen that the local purchases and printing are effect
ed at the best competitive rates. We also suggest that in order to avoid 
delays, adequate financial powers be given to the subordinate authorities 
for making such local arrangements. We do not endorse the proposal 
-put forward by some official witnesses that the Department should have 
its own printing press, as it would involve additional cost. 

8.112. We are surprised to find that the Department has taken little 
· advantage of the rapid advancement in the field of 

'Type":riters and other moder!l office equipment and appliances. Even such 
apphanccs. essential requirement as typewriters are said to· be 

not available in sufficient numbers in the tax offices. 
With t!'te increased workload, it· will not only quicken disposal but also 
result m greater accuracy and reliability if the old manual methods are 

· replaced by the modern mechanical aids, wherever found economical and 
necessary. We suggest that at least typewriters should be supplied ade
quately to all tax offices. , Various other moElern appliances like addressing 
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machines, duplicators, calculating machines, comptometers, photostatic 
'111Ulchines, etc. should be supplied to all such offices, looking to the needs 
.and exigencies of work. 

8.113. In the course of our enquiry, we visited a number of tax offices 
at different places and found that in most of them the 

.Office Accommodation accommodation was unsatisfactory. Offices were 
found to be generally overcrowded and the accom

modation provided was inadequate for both the staff and the visiting 
public. We appreciate that the efforts of the Department to provide 
reasonably decent accommodation in all tax offices either by constructmg 
'.its own buildings or by hiring them have been considerably handicapped 
by paucity of funds and the various restrictions imposed by rules 
and regulations. We lay great emphasis on the provision of proper and 
adequate office accommodation, as it will, not only lead to better condi
tions of work, but also remove inconveniences caused to the taxpayers. 
We suggest that sufficient funds should be specifically allotted for the 
construction of office buildings for the revenue Departments and the 
Tules regarding hiring of private accommodation be also suitably libera
lised. We would also like to emphasise that proper attention should be 
paid to the lay out and situation of offices and future needs of expansion, 
and in this regard, the revenue administration should ordinarily have the 
final say. It is also important that the tax offices should be adequately 
furnished with the necessary furniture. Steel almirahs with safety locks 
should be provided to each tax office, for keeping all important and con
ifidential records. 

COST OF COLLECTION 

8.114. Of late, there has been some criticism in the Parliament as 
well as the general public about the increase in the expenditure of tax 
administration without a proportionate rise in the revenues collected. 
The figures furnished by the Central Board of Revenue in regard to the 
taxes collected and the cost of administration during the last six years 
are given in the following table: 

TABLE II.-COST OF COLLECTION IN RELATION TO REVENUES 
COLLECTED 

Financial Year 

1953-54 

1954-55 

1955-56 

1956-57 

1957-58 

1958-59 

Revenues 
collected 
(in crorcs) 

Rs. 

164·38 

160•40 

170·21 

205•03 

.229• 17 

236•09 
(Provisional) 

Total cost ~f Co•t of 
collection collection as 

(in crores) percentage 
of revenue 

Rs. R~. 

3"24 T•96 

3•50 2" 19 

3•82 2•1!4 

4"25 2"08 

4•6) 2 04 

s·u 2·16 
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The amount of revenues collected as given in this table represent the 
net figures of taxes realised after excluding the refunds given from 
gross collections. Granting of refunds also . necessarily entails expen
diture and if the cost of collection is related to the total gross collections, 
we find that the relevant percentage is not only much less but there is. 
practically no increase therein since 1954-55 when it stood at 1· 8 per cent_ 

8.115. The Central Board of Revenue has explained to us the various: 
factors which have contributed to the increase in the cost of administra
tion. On examination, we feel satisfied that the increase was justifiecl. 
and necessary. In the War years and immediately thereafter the revenue 
had increased steeply on account of the War time profits and the intro
duction of Excess Profits Tax. The collection of the additional tax in 
those years did not involve much extra efforts. The growth in the 
complexity of work, the measures taken to check tax evasion and the 
increasing tempo in the disposal of assessments and appeals have con
tributed to the need for an increase in man power. The increase in cost 
is also due to the improved facilities for training and revision of pay 
scales. Lowering of the taxation limit and introduction of the integra
ted tax structure by enactment of various direct taxes laws have also a 
bearing on the increase in the cost of collection. A number of tax 
concessions have been given resulting in lower demand, but at the same 
time leading to some increase in the volume o£ work. There are also 
various other factors which have contributed to the increase in the cost 
•f collection. We may point out that from the very nature of things: 
much of the extra expenditure incurred was not expected to yield im
mediate returns and the overall picture is-required to be taken over a: 
long period of the working of the present integrated structure of taxa
tion. 

8.116. We fully agree that the cost of administration should be kept as 
low as practicable. Howev•er, a low administrative cost is not per sa 
an indication of a good tax agency. It has to be recognised that there 
is nothing like a fixed and constant ratio between the revenues collected 
and the cost incurred. As the reputed American authorities on public: 
finance have observed "What ratio-primary administration costs bear to 
tax .collections depends upon a number of factors-the tax imposed, the 
efficiency of the administration and the intensity of administra
tive effort. . . . . . . . Low tax costs resulting from administrative indiffe
rence are as much an indication of injury to the tax-paying public as. 
high costs resulting from inefficiency".* Difference in the tax structure 
and the provisions and rates of taxes, the economic and social conditions: 
obtaining in tl:e various countries and other factors make a comparison: 
of the cost of collection of revenues invidious. As remarked in a 
U.S.A. publication "Standards of integrity, competence, absolute fair
ness and performance should no where in the Govoernment service be 
higher than that in the Bureau. The attainment and maintenance of these 
standards cost money-a great deal of money. The alternative however 
a cheap tax administration costs in the long run more than ~ny natior{" 
c~ bear"@. Many witnesses opined against any misguided economy and· 
laid. stress on the ne_cessity of increased expenditure with a view to 
havmg a more effective and efficient administration. The Income-tax
Investigation Commission and Prof. Kaldor had also drawn pointed· 

• American Public Finance -6th Edition, 1954 -by Prof. Sultz and Harris-pages 230 
232. . 

~Report <;>f the Advisory ~roup on the investigation of the Bureau of Internal Revenue 
submitted to the Jomt Commitl"'e on Tntt>rnlll Revenue Taxation, 1948-page VII 
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attention to this aspect of the matter. We have earlier suggested mea
sures for a better and more effective utilisation of the resources available 
with the Department. However, some of our suggestions would involve 
extra expenditure and we consider that this is necessary for checking tax 
evasion and and improving the overaLL efficiency of the Department. We 
must emphasise that such an additional expenditure is absolutely neces
sary and will, in our opinion, pay good dividends in future. 

PREVENTION OF MALPRACTICES 

8.117. Highest standards of integrity, honesty and fairplay are essen
tial in all Government departments. The stakes involved in a revemte 
department are very high and, therefore, a very strict vigilance is called 
for. Allegations of malpractices, including corruption, are often made 
against tax administration. It is difficult to estimate, with any reason
able degree of accuracy, the extent of this malady. It has been suggested 
'lhat one way of judging the incidence o~ corruption would be to analyse 
the complaints of malpractices received by the Central Board of Revenue 
against the officials of the Department. From the table given earlier ill 
para 8.19, it is seen that during the financial year 1958-59 complaints of 
corruption and malpractices were made against 238 tax officials, botl1. 
gazetted and non-gazetted. This number works out at only 1· 3 percent 
Q{ the total · strength of the employees of the Department. Apart from 
this, a majority of the complaints was found to be unjustified and baseless. 
Out of a total of 242 complaints enquired into during 1958-59 as many 
as 211 which work out at 87 per cent were found to be untrue. There are, 
however, serious limitations to the above method of judging the magnitude 
of corruption on the basis of the number of complaints, justified or un
justified, received against the officers. In a taxing department, by the 
very nature of things, the majority of anonymous complaints are from 
dissatisfied assessees who send them with the object of harassing honest 
·officers. These figures should not, therefore, lead the Department te 
become complacent and have the feeling that there is no corruptioR 
because, as a rule, complaints against dishonest officers are rarely lodged. 
Where there is actual corruption, the assessees are generally in league 
with dishonest officers and as the former would be only exposing them
selves in such cases, they would not normally send any complaints. 
Viewed from this angle, it will be incorrect to go on the basis of the 
number of complaints received and the number in which action was 
found necessary.; 

8.118. Malpractices in a revenue department arise mainly out of the 
desire on the part of assessees to evade or reduce 

Causes and Remedies their due liability to tax. Fear of harassment at 
the hands of tax· officials and of the inconvenience 

caused sometimes by the lengthy and complicated procedures under the 
tax laws also contribute to. malpractices. It is, therefore, essential for 
the Department to see that it has a strong and effective machinery, s• 
that the chances of leakage of revenue are reduced to the minimum. At 
the same time, the procedures and the methods of work o.f the Depart
ment should be so designed as not to cause any fear of harassment or 
inconvenience to the assessees. We do feel that a growing awareness 
amongst the assessees as to their legitimate rights and obligations and 
an atmosphere of mutual confidence and cooperation between the offi
cials and the taxpayers will go a long way in checking malpractices and 
corruption. The suggestions made by us . in the different parts of the 
Report will help in achieving these objectives. 
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8.119. It is also essential for a tax administration to l?rovide adequate 
safeguards, both preventive and punitive, .to check officials from. resort
ing to malpractices. I!Jstructions are ISS';!ed from time to time by 
Government in the vanous departments With regard to. the code .of 
conduct to be observed by public servants. We .h~ve ear~Ier d.ealt with 
the duties and functions of the Directorate of V1g!lancce m this .r~gard. 
Besides the Central organisation, it would be nece~s_ary to have Vt(ltlaf!·ce
$ections in each Commissioner's charge for orgam:nng and co-ordtnatmjl' 
the vigilance work and disposing of enquiries into complaints expedt
tiously. As we have already emphas~sed that temptati?ns and scop.e 
for indulging in corrupt practices are mdeed very great m a tax admi
nistration and therefore, for maintaining the highest standards of 
morality and i~tegrity, it is necessary to keep a . constant vigilance over· 
the personnel working in the Department. I.t Is, ~o ~oubt, true ~J:at 
the question of improving the standards of mtegri~Y m any admi~Is
tration is vitally linked with the raising of moral climate of the nation 
as a whole. At the same time, it cannot be denied that it is up to the 
Government servants, who hold positions of responsibility and trust t<l' 
set up high standards of unimpeachable integrity and fairness .. It is 
well said, "It is not enough to act with integrity. Justice, it has been 
said. must not only be done, but must be seen to be done. So toor 
moral standards must not onlv be observed but must be seen to be 
observed':.* · 

8.120. The Central Civil Services (Conduct) Rules, 1955 lay down. 
certain salutary regulations in this regard which are obligatory on all 
Government servants. Under these rules prior intimation to the pres
cribed authority is required to be given by a Government servant re
garding acquisition or disposal of any immovable property. Howeverr 
if such a transaction is conducted otherwise than through a regular or· 
reputed dealer, previous sanction is necessary in the matter. In respect 
of movable property exceeding Rs. 1,000 in value, report of such tran
saction has to be made to the prescribed authority if the transaction is 
through a regular or reputed dealer or agent and if it it not, .previous 
sanction is necessary in the matter. All gazetted officers and Inspectors 
serving in the Income-tax Department have to send every year state
ments of immovable properties owned by them. Rules are also laid 
down with regard to acceptance of gifts on weddings and other functions. 
These requirements, no doubt, enable the Government to have some
supervision over the acquisition and disposal of assets by the em
ployees. We, however, wish to emphasise that these measures should 
be made more effective. We suggest that aZZ officials of the Income-tax 
Depa1·tment sho~ld be required to s~nd every fourth yea'r a .complet~ 
statement of thetr total wealth, both tmmovable and movable, tncluding 
those in the names of wife and children and other family memb~s. 
These statements should be thoroughly scrutinised by the Vigilance
~ect.ion so as. to satisfy that t~e _additions to their wealth are fully 
JUstified, havmg regard to their mcome, expenditure and other rele
vant factors. Superior officers and the Vigilance Section should keep 
~ thorough w~tch over the standard of living of the subordinate .staff 
m ord:r ~o brmg to book persons whose expenses are disproportionate· 
~o their mcomes. We also suggest that jurisdiction for assessment t<l' 
tncome-tax of the gazetted officers of the Department should be cen
tralised in a circle at headquarters. 

8.121. While discussing earlier the service conditions of the staff of 
the Department we have suggested various measures for improving 

• Report on Public Administration by A.D. Gorv:ala, 1951, page: 12. 
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their amenities and facilities. The implementation of these proposals: 
will enable the taxing officers not to be under the obligations of tax-· 
payers in the matter of securing residential accommodation, education· 
of their children, and conveyance facilities, etc. We also wish to em-· 
phasise that accepting of gifts ·on weddings and other occasions from 
othe1· than relations or close friends and the acceptance of prit,ate· 
hespitality, free entertainments and other obligations fl·om the public
should be strictly discountenanced. There are already rules and ins
tructions j!1 this regard and it should be the duty of the senior officers 
to see that they are strictly observed, and that in these matters they· 
themselves set an exal!lple to their subordinates. -

.8.122. In this connection we wish to stress the fact that it is equally
essential to maintain the high morale and to add to the sense of self
respect and dignity of the officials who are performing public duties. No• 
doubt, in a democratic set up, the administmtion is open to public scrutiny 
and criticism, but nothing is, however, more damaging to the morale or 
the honest civil servants as uninformed and unwarranted criticism of a 
sweeping nature. The growing tendency ~mong the public to send' 
anonymous and pseudonymous petitions and complaints which ere mala 
fide and made rpainly against honest officers should be discouraged and 
deprecated.. The· very fact that a report is called for from the officer· 
concerned or higher. authority, as a result of the petition or compl•.l.int, · 
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 unnoticed. In our opinion, undue importance, particularly in a taxing· 
department, should not be attached to anonymous and pseudonymous 
complaints and that nothing should be done which disturbs the morale of 
the officers in the discharge of their duties. 

8.123. It was brought to our•notice that in the· past few years some of" 
the essessing officers had been leaving the Department, after a few years. 
of service, to take up employment in private firms. This has serious' 
consequences as instances have come to notice of an assessing officer join
ing the service of one of the firms which he had been assessing. We· 
strongly disapprove of this tendency, as it might lead to abuse of his 
powers and even corruption. Even if no favour has been shown to the 
would-be employer, there is the loss to the State of the services or 

. officers who have been trni.ned at considerable expense from the public· 
exchequer. We, therefore, suggest that the Government should take a. 
-oolicy decision in the matter and take measures for preventing such 
employment. 

8.124. A suggestion has been made to us that it is necessary to have in 
llhe tax laws a specific provision on the lines of Section 13(3) of tr e· 

·United Kingdom Income-tax Act; 1952* opinion· has been V>ery sharply 

*An inspector or surveyor who-
( a) wilfully makes a false and vexatious surcharge of tax ; or 
(b) wilfully delivers, or causes to be delivered, to the General Commissioners a false and' 

vexations certificate of surcharge, Or a false and ve-..catious certificate of objection t .. 
any supplementary return in a case of surcharge ; or 

(c) knowingly or wilfully, through favour under-charges or omits to charge any persons 
or 

(d) is gotilty of any fraudulent, corrupt or illegal practices in the execution of his office, 
shall, for any such offence, incur &·penalty of one hundred pounds and on conviction. 
shall be discharged from his offi:e. 
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-divided about the desirability and nece'ssity of such a provision. Th?Se 
in favour of the proposal emphasised that such a measure would prO'(Ide 
.a healthy check against malpractices of high-handed ~~d corrupt officials. 
·On the other hand it was stressed that such a provisiOn would tend to 
-demor-alise the tax ~fficials and they would avoid taking risks and responsi
bilities under the taxing statutes. It was pointed out to us that provisions 
in this regard in the U.K. Act have been practically a dead letter. It was 
•urged that such a provision migh~ give an easy handle to. ~nscrupulo~s 
persons to harass the honest officials •and lead to demorahsmg and dis

:couraging them from firmly and fairly discharging their duties. It was 
.also stressed that the Central Civil Services (Classification, Control and 
.Appeal) Rules, 1957, the Prevention of Corruption Act, 1947 and the 
relevant provisions of the Indian Penal Code provide even stricter pen11lties 
cfor such offences and malpractices. 

8.125. We have given very careful thought to this suggestion and feel 
·that such a provision will, on the whole, have wholesome effect. Apart 
·from serving as a check on the malpractices of the dishonest, high-handed 
.and unreasonable officials, it would create a fund of confidence amongst 
·the public in the impartiality and fairness of the Administration. We, 
therefore, recommend (Shri K. S. Sundara Rajan dissenting) that 'the 
·provisions similar to Section 13 (3) as we!l as Section 7 f7) * and 50 (1)@ 
·of the U.K. Income-Tax Act, 1952, should be incorporated in the direct 
taxes statutes. But with a view to safeguarding any misuse of these pro

:visions, we suggest. that all complaints arising under these Sections should 
be first m11de to the Central Board of Revenue, who should institute 

·.necessary departmental enquiries into the allegations. If the Board is 
satisfied that there is a prima facie case for taking action against the officer 
·concerned, it should initiate proceedings under these provisions. 

REPRESENTATiON OF ASSESSEES 1;3Y TAX EXPERTS 

8.126. Tax-payers hoave often to seek JYtpert advice in complying with 
the requirements of the tax laws which are too techni

•C!asses of representatives cal and complex for laymen to understand. The tax-
. ing statutes authorise certain classes of representatives 

·to appear on behalf of assessees. Section 6t**of the Income-tax Act and 

*Sedzion 7(7): A clerk or clerk's assistant who-
(a) wilfully obstructs or delays the execution of this Act, or 
(b) negligently conducts or wilfully misconducts himself in the execution of this 
Act, shall incur a penalty of one hundred pounds, and shall be dismissed from his 
office, and be incapable of again acting as clerk or clerk's assistant. · 

@Se.:timz so( I) : Save where expressly authorised by this Act, the General Commissioners 
-~hall not alter any assessment before the time for hearing and determining appeals and then only 
m C3SC:S of asscss~en.ts appealed against, and in accordance with their determinatiori; and if the 

•clerk to the Comm1s~Jon~rs or ~ny other per~on makes, causes or allows to be made, in any asseB·s 
ment, any unauthorised alteration he shall mcur a penalty of fifty pounds. 

••Gr. App.!arance by authorised representative. 

. (I) Any assesse~, \~ho is enti.tle~ C!r required to ~ttend before the Appellate Tribunal er 

.any ~ncome~tax aut~onty m connectton w1th any proceedmg under this Act otherwise than wheR 
requ1red under scct.JOn 37 to .att~nd p~x;;on~lly f?r examinati?n on oath, or affirmation, may attend 
by a person aurhor1sed by hun m· wnung m thts behalf, bemg a relative of or a person regularly 
·eJ!iploy~d by the assessee, or a .lawyer or accountant or Income~tax practitioner and not being 
.d1squahfied by or under sub-secuon (3). ' 

(2) In this section, -

(I) a person. regul~rly employed by t)le ~ssessee shall include. any otlicer of a Scheduled 
Bank wnh whtch the assessee matntams a current acco!lnt or has other reguar dealings; 



the corresponding provisions of the other direct tax~s Acts enumerat~ the 
persons who are entitled to act as such representatives and the qualifica
tions necessary for doing so. At present, besides a relative or an employee, 
three categories of persons, viz., lawyers, Qccountants and Income-tax 
Practitioners are entitled to act as authorised representatives of the 
· assessees. 

8.127. It has been urged from some quarters that with a view to 
improving the quality of representation only lawyers 

Income-taX Practitioners and qualified accounllants shot!ld be authorised to 
represent assessees and that Income-tax Practitioners 

who have different academic qualifications and status should be debarred 
from practice. We find that in most of the other countries only lawyers 
and qualified accountants are authorised to represent assessees in tax 
matters. As an American author has observed "Tax practice in its most 
difficult. manifestations is a speciality, just as surgery is a speciality of 
medicine and the specialists should be trained in both accountancy Gild 
law".* However, we find that in our country not only is the number of 
Chartered Accountants and lawyers engaged in tax practice limited but 
also that the majority of the assessees can ill..oafford to pay the compara
tively high fees charged by them. We have given careful consideration 
to this matter and, we feel, that if the right to represent assessees is ITes
tricted only to Chartered Accountants and· lawyers, it would cau.Se undue 
hardship to the small income assessees who form the bulk of the Indian 
tax-payers. 

8.128. Though we have suggested thQt Income-tax practitioners should 
continue as a class of tax representatives, we feel, at the same time, that 
the quality of such practitioners should be improved by prescribing higher 
qualifications than those provided at present under Section 61 of the 
Incpme-tax Act. We suggest that in future the minimum academic quali
fications for an Income-tax Practitioner, should be a degree in commerce 
of any of the recognised Universities. In addition, such a person should 
be also required to pass a written examination in accountancy and tax 
laws, to be held by the Department. The Central Board of Revenue 

(Section 61 continued) 
(ii) "lawyer" means a Barrister-at-Law or Solicitor or any other persons entitled to plead 

.... in any Court of law in the ta."'<able territories; 
(iii) "accountant" means a registered accountant enrolled in the Regi&ter of Accountants 

maintained by the Central Gove·rnment under the Auditor's Certificate Rules, 1932, 
or a holder of a Restricted Certificate under the Restricted Certificate Rules, 1922-, or 
a member of an association of accountants recognised in this behalf by the Central 
Board of Revenue ; 

(iz,) "Income-tax Practitioner" ·means-

(a) any person, who, before __ the Ist day of April, 1938 in the ta.xablc territories or before 
the 1st day of April, 1949, in any of the merged territories or before the 1st day of April, 
1950, in any Part B State other than the State of Jammu and Kashmir or before the 
14th day of May, 1954, in the State ofJammu and Kashmir attended before an Income
tax Authority on behalf of any assessc~ otherwise than in the capacity. of an employee 
or relative of that assessee; . 
(b)- any person who has passed any accountancy examination recognised in this behalf 

by the Central Board of Revenue; <'r 
(<) any person who has acquired such eJucational qualifications as the Central Board 

of Revenue may prescribe for this purpose. 

(3) No person who has been dismissed from Government service after the 1St day of April 
1938, shall be qualified to represent an assessee under sub-secticn (i); and if any .... 
-----------------'------~-- ---

• Successful Tax Practice, Third Edition, 1956 by Hugh C. Bickford, pages 8-9. 
410 C.B.R. 
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should prescribe curricula of a sufficiently high standard and fix r~asonable 
fees for appearing in these examinations. We understand that m several 
countries like U.S.A., Japan etc. tax practitioners are required to pass an 
examination held by the taxing authorities before being allowed to prac
tice However the existing Income-tax Practitioners· should be allowed 
to ~ontinue as tax representatives irrespective of their qualifications .and 
should 'be exempted from taking this test. We also recomme~ thart 
Income-tax Practitioners, both existing and new, should be permttted to 
represent tax-payers in respect of all the direct taxes laws. 

8.129. With regard to Lawyers we feel that the present defini~ion of 
'lawyer' under Section 61 (2) (ii) of the Income-tax Act should contmue to 
hold good .. We suggest that accountants other than Chartered Accountants, 
who by virtue of Section 226 (2) of the Companies Act, 1956, are entitled 
to b~ appointed to act as auditors of companies registered in a particular 
State, should also be allowed to represent assessees in tax matters. 

8.130. Another q_uestion posed before us was whether persons, who have 
either retired or resigned from the Department, should 

Departmental Personnel not be debarred from representing assessees before 
the direct taxes authorities, even if they are otherwise 

qualified to do so. We feel that denial of the right to such practice will 
cause hardship to those departmental personnel who are qualified to. 
repvasent assessees and have to live on small pensions after retirement. 
Moreover, utilisation of the experience and knowledge of such persons may 
in some cases be of advantage to the Department as well as to the 
assessees. We, therefore, agree with the views of a large majority of our 
witnesses that it would be neither practicable nor desirable to completely 
prohibit such persons from tax practice. We believe that the following 
and other measures suggested by us elsewhere will be sufficient for safe
guarding against any abuse of their position by such persons. With a 
view to ensuring that Departmental personnel do not show undue favours 
to assessees on the eve of retirement or resignation or otherwise canvass 
for clientele, we consider that it would be desirable to impose reasonable 
restrictions on their right to tax practice. We suggest that no official of 
the Department should be allowed, without the previous permission of the 
Central Board of Revenue, to represent tax-payers for a period of two years 
afte:r retirement <»: ;esignation. The Board should give the !permission 
subJect to the condttion that the person concerned will not be entitled !to 
tax practice in the State or the Commissioners' charges where he had: 
ser?'ed at any ti'!'te d?Lring the three years immediately preceding ,his. 
T~ti~eme?tt or reSt!Jnation. As regards the officers having all-India juris
diction ltke the Dtrectors, permission for tax practice should be given to 

(Section 6x continued) 
lawy_er or registered ac.:ountant is found guilty of misconduct in connection with any 

mcome-tax proceedmgs by the authority empowered to take disciplinary action agai
nst. members of t.he Profession to which he belongs, or if any other person is found 
gwlty of such IIIl~nduct by the Commissioner of Income-tax, the Commissioner of 
Income-tax may direct that he shall be thenceforward disqualified to represent an 
assessee under sub-section (x): 
Provided that-

(a) no such direction shall be made in respect of anv person unless he is given a reason-
able opportunity of being heard, · 

fb) "!'Y person a~S.t whom such direction is made may, within one month of the mak
mg of the direct·on, appeal to the Central Board of Revenue to have the direction 
cancelled, and. 

(c) no such direction shall take effect until one month from the making thereof, or when 
an appeal is preferred, until the disposal of the appeal. · 
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them on the further condition that they should not represent assessees 
whose cases have been dealt with by them during the three years preceding 
their retirement or resignation. The officers, who desire to resign ·and 
engage in tax practice within a period of three years of their joining the 
Department should not b!:! subjected to any such restriction. We recom
mend that the relevant civil service regulations and/or the direct taxes 
Acts should be suitably amended to permit the imposing of such restrictions. 

8.131. We understand that in. several other countries like u.S.A., 

Registration. Australia, Japan, etc., tax experts have to be neces
sari).y registered with the authorities concerned. The 

mere fact that certain categories of tax representatives such as chartered 
accountants and lawyers are registered elsawhere for other purposes is, in 
our opinion, no justification for not requiring them to seek registration 
with the direct taxes Department. Such persons are entitled to tax prac
tice not in their own right as lawyers and chartered accountants but 
because they have been authorised to do so under specific provisions in the 
direct taxes Acts. Moreover, all lawyers and chartered accountants are 
not engaged in tax practice and in order to know which of them are 
actually doing so, it is necessary that they should be registered with the 
tax authorities. We are, therefore, of the opinion that the admission of 
the various classes of professional experts to tax practice should be regu
lated by a system of registration with the Department. In respect of 
lawyers who are entitled to practice in Courts of law and chartered 
accountants enrolled under the Chartered Accountants Act and entitled to 
practice, registration should be automatic. We suggest that registration 
should be done at the level of Commissioners and the Central Board of 
Revenue may frame suitable rules for this purpose. 

8.132. It was urged before us that with a view to securing high standards 
of integrity and honesty on the part of the tax repre

Disciplinary Jurisdiction sentatives, the Department should have a direct and 
. effective authority for truting disciplinary action in 

cases of misconduct. Section 61 (3) of the Income-tax Act ·envisages dis
ciplinary control of the Commissioners of Income-tax only in respect of 
Income-tax Practitioners. Chartered Accountants and Lawyers are not 
subjected to any direct disciplinary control of the Department. The tax
ing authorities can only bring such cases to the notice of the Institute of 
Chartered Accountants in accordance with the Chartered Accountants Act, 
1949, or of the High Court ·under the Bar Councils Act, 1926. The Income
tax Investigation Commission had also adversely commented on the 
existing procedure relating to the disciplinary action against tax represen
tatives. We find that the tax authorities in several other countries exer-, 
cise direct and strict disciplinary control over tax experts. In U.S.A., · 
Australia and some other countries, besides the registration of tax repre
sen1ntives, sufficient powers for taking disciplinary action against them in 
eases of misconduct are given to the tax authorities. 

8.133. We have no doubt that a large majority of the tax experts main
tain the highest standards of integrity and efficiency associated with their 
important profession. They form a vital link between the tax-payers and 
the Department and the manner and extent of tax collection depend consi
derably on their effective and honest representation. There have been 
complaints that there are a few tax representatives who assist or aid their 
clients in malpractice and play a role of middlemen between the tax 
evaders and unscrupulous officers. On careful examination, we are con
vinced that with a view to successfully tackling the menace of tax evasion, 
removing malpractices and corruption and having an effective and efficient 
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administration, it is necessary to vest in the direct tax authorities -s_ome 
powers of disciplinary control.over all classes ~f. tax representat~ves. 
Disciplinary jurisdiction over the Inc~e-tax Practlhoner~ should ~onttn_ue 
to remain with the Commissioners, who should use thetr authonty wtth 
greater vigilance. 

. . 
8.134. It was urged before us by some witnesses tJ;utt the disciplinat:Y 

jurisdiction over lawyers and chartered_ l!-ccountants m ~espect of thexr 
practice before the direct taxes authontles should vest m the Central 

· Board of Revenue. We see no reason why the ultimate jurisdiction of the 
High Court as provided for under Section 10 (1) of the Bar _Cou~ls Act, 
1926 and Section 21 of the Chartered Accountants Act, 1949, m thtS matter 
should. be taken away. However, in view of the fact that lawyers and 
chartered accountants are not, as a matter of right, entitled to practice 
before the direct taxes authorities, and that this privilege is given to them 
only by the specific provisions of various Acts relating to direct taxes, a 
slight departure from the general proct_dure would 'be justifi:ed in this 
matter. Besides compulsory registration referred to preVIously, we 
recommend that the procedure suggested in the succeeding paragraph 
should i:Je adopted in this regard. 

8.135. If any question of professional misconduct necessitating the 
removal from the register of a lawyer or chartered accountant erises, the 
Central Board of Revenue should first consider whether the complaint is 
such as requires disciplinary enquiry. After this preliminary examina
tion, if the case relates to a chartered accounmnt, the matter should then 
be referred' for enquiry to the Disciplinary Committee of the Council .of · 
the Institute of Chartered Accountants as provided for in the Chartered 
Accountants Act, 1949. If the alleged misconduct relates to a lawyer, the 
Department should take necessary action as provided under the Indian Bar 
Councils Act, 1926, according to which the High Court is first moved in the 
matter and if the complaint is not summarily rejected by it, enquiry .is to 
be made by the Bar Council oc a District Judge. The reportJ of t the 
enquiry in either of these cases should be submitted to the· President\ of 
the Income-tax Appellate Tribunal, who will pass orders after hearing the 
complainant, the respondent and the Council of. the Institute of Chartered 
Accountants or the Bar Council as the case may be. This procedure is 

. suggested subject to ou1· recommendation about the appointment of a High 
Court judge as the President of the Income-tax Appellate TribunaL being 
accepted. Any appeal from the decision of the President of the Income
tax Appellate Tribunal will go to the respective High Courts . 

. 8.1.36- The rul~s _of.the Charter~ Accountants Act provide for the con
stitution of a DISCiplinary Committee for the purpose bf inquiring into 
complaints of misconduct against the members enrolled as Chartered 
Accountants. We find that one of the members of the Disciplinary Com
mittee has to be from amongst persons nominated by the Central Govern
~ent to the C~~~il of the lnsti~ute o! C~artered Accountants. We are 
info~med that Initially the reel mtenbon m this regard was to include a 
nommee of the Central Board of Revenue on this Committee though a 
departure from this pract.ice has been made later on. We recommend 
that the Go_vernment n<nmnee on the Disciplinary Committee should ~e a 
representatwe of ~he Central Board of Revenue. Similarlu, whenever 
such a. c_ase .re17ard~ng ~he conduct of a lawyer before the direct taxes 
authonttes tS mqutred mto by the Bar Council, the Standing Counsel of 
the Depa~tmen:t should be co-opted as a member of that Council for this 
purpose, tf he. tS not already a member uf the Bar Council concerned. · 
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8.137. We regard it of co~iderable imjloriance that tax experts should 
. . . · themselves have e. cfean record in regard to the dis-

Dlllqualificattons charge of their own tax liabilities. Failure in this 
respect should be construed as gross professional misconduct. If a tax 
expert is finally convicted for evasion of tax as a result of prosecution under 
the provisions of the direct taxes Acts, he should be straightaway dis
qualified from tax practice f!,nd his name removed from the register. lt 
should not be necessary in such cases to follow the usual procedure for 
taking disciplinary action. . Similarly, the conviction; of a tax expert under 
tlie direct taxes Acts, on charges of abetting or aiding his clients ~ t-ax. 
evasion, should result in automatic disqualification from tax practice. We 
also feel that any tax expert, who is penalised under the direct taxes Acts 
for concealment of income, wealth, estate, gift or expenditure should b£. 
disqualified from representation after the penalty proceedings have become 
final. However, in order to guard against any miscarriage of justice, the 
usual disciplinary procedure should be followed in such cases of pena1ty 
and disqualification should not be automatic. The latter procedure should 
also be followed in cases where the criminal proceedings do not result in 
conviction. · 

8.138. Another important point for consideration is the role played by 
tax experts in the correct determination of their clients' liabilities under 
the different direct taxes Acts. We feel that any instigation or e.id given 
by tax experts to assessees in resorting to tax evasion should be considered, 
to be against the professional ethics. In this connection, it is pertinent to 
note that a study of the statement issued in August 1957 by the Council of 
the Institute of Chartered Accountants in England 'Blld Wales on the unlaw
ful acts or defaults by clients of members of the Institute shows that the 
Chartered Accountants there are obliged by their code of professional con
duct to advise their clients to make complete and correct disclosure of their 
affairs to the Inland· Revenue Department, whenever they find thet their
clients have defrauded or are attempting to defraud the Government 
Exchequer. In case their advice is not accepted by any tax-payer, they 
withdraw from representing such a person in tax matters. Furthermore, 
they let the Department know that the particular tax-payer had committed 
a fraud though they do not reveal the exact nature of the evasion done. 
In no case do they attempt to shield their. clients in roses of fraud. In the 
event of their failure to obesrve this code of conduct they are liable to be 
proceeded against on· charges of conspiracy with, or, of aiding or abetting 
the mx-payer in committing the fraud against Inland Revenue. In the 
United States of America, communication between the Accountants and 
the clients are not treated as privileged and confidential for tax purposes 
and the Accountants can be required to produce them before the Revenue 
authorities. In this regard, we desire to observe in general that we do Mt 
see why the standards about the code of conduct and responsibilities that 
apply to Chartered Accountants and Lawyers in the United Kingdom 
should not apply to Chartered Accountants and Lawyers in India. 

8.139. It is common knowledge that practice in tax matters p:cesents a 
Cost ofRepre- comparatively high remunerotive field of activity. It 
sentation has been observed that, at times, the fees charged by 
. the .tax experts in regard to assessees in the small 

income group are as much as, and some times even more than, the tax levi
able on their clients. The fees are, no doubt, in the first instance puid by 
the assessees themselves but ultimately a portion of the same is borne by 
the Revenue. The fees for representation in ·the Income-tax assessment 
proceedings are allowed by-the Department as admissible expenditure in 
computing the taxable income. We feel that with the introduction of our 
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scheme in J;egard to assessment of cases of small income group, the cost of 
representation to such assessees will .be considerably reduced. We have 
also suggested elsewhere that the Department should take steps to assist 
the small income group assessees in filling their returns and in complying 
with the requirements of the taxing statutes. As we are suggesting in the 
Chapter on Public Relations, Chambers of Commerce, Trade Associations 
and Bar Councils may take necessary measures for providing free or cheap 
advice and assistance in tax matters. We suggest that the G01Jernment, 
in consultation with the professional bodies, Chambers of Commerce; ancl 
Trade Associations, may take necessary steps in this regard. 



CHAPTER 9 

PUBLIC RELATIONS 

INTRODUCTORY 

9.1. Efficient administration of a tax is not solely a question of col
lecting the tax due; it also implies that tax should be col· 
lec:ted with ~e minimum of inconvenience to the public. Judged from 
this stand pomt, the Income-tax Department has come in for a good deal 
of criticism in recent years. Much of it may be unjustified and it is 
perhaps the result of the general hostility towaros the taxes themselves. 
But in so far as this criticism indicates the extent to which the Depart
ment's relations with the taxpayers are strained, we feel concerned. 
Immediate action appears to us to be necessary not only to arrest any 
further deterioration in the relations with the assessees but also secure 
a positive improvement in them. We have kept this objective prominently 

_before us while making our reco=endations about the changes in the 
administrative organisation and procedures. However, in .view of the 
importance of the problem we consider it necessary to examine the 'public 
relations' aspect of the tax administration in a separate chapter. 

9.2. We have already drawn attention to the generl!llack of trust and 
confidence between the taxpayers and the tax collectors. The Department 
cannot obviously function smoothly_ and efficienily in such an atmosphere. 
It is no doubt because of the absence of mutual confidence and trust 
between the assessees and the officials of the Department, as well as the 
complexity of the tax laws, that a class of professional 'middlemen' has 
grown up. There is a feeling among the members of the public as well as 
the Department that many in this class are exploiting the situation to 
their own advantage. It is in the interest of the _assessees as well as the 
Department that such an exploitation should be effectively checkmated 
by establishing better relations between the Department and the taxpayer, 
based on mutual understanding, trust and confidence. · 

FACTORS INFLUENCING PUBLIC RELATIONS 
. 9.3. The problem of 'public relations' is basically a psY.chological one. 
and it is a manifestation of the people's attitude towards taxes and of the 

manner in· which tax laws are administered. Taxes ;u-e 
Public attitude generally resented and most people react to them in a 

. towards raxes hostile manner. People are notoriously unwilling to 
part with their money and taxes are resented all the more because, in the 

· mind of the individual citizen, the amount of taxes paid is not directly 
related to the amount of governmental benefits received. Besides, taxes 
being a compulsory lEivy, leave no option to him ~ut. to pay. No one can, 
in these circumstances, be expected to be enthustasbc about a tax he has 
to pay. Taxes are, however, a necessary cost of civilised living and are 
more so in the modern welfare State. People have, therefore, to neces
sarily acquiesce, even though passively, ~ th~ payment of taxes _levied 

· by the State and cooperate, atleast grudgmgly if not cheerfully, wtth the 
tax administrators. · 

241 
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9.4. The attitude of the tax administrator towards the tax payers is 
also of great significance in securing even 'passive acquiescence and cer-

. tain grudgini cooperation' of the latter. Rigid honesty 
Tax adn;>inisuator's and strict impartiality in the administration of the tax 

behaviour laws, eagerness to collect only the tax rightly due under 
the law but no more, courtesy towards the tax payers and avoidance of 
irritation and inconvenience to the assessees in the taxing process charac
terise a desirable attitude on the part of the tax officers. Treatment of 
taxpayers with utmost politeness, reasonableness and fairness creates 
immense goodwill and makes the administration of a tax much less irk
some. It has been said rightly that the tax gatherer should approach the 
assessees as a "bee gathering honey from flowers". While the officers of 
the Department have necessarily to be firm in the discharge of their duties, 
and function withouV fear or favour, they must be sympathetic to the tax
payers, and show due consideration for their doubts and difficulties. They 
must accm;d the same treatment to the assesSees as they themselves would 
like to recieve if they were in the place of the assessees. The personnel 
of the Department must be enthused with a spirit of public service which 
should be specifically impressed upon them at the time of their entering 
the service and also in the course of their training. We have already 
emphasised in the Chapter on Administration that the training program• 
mes, particularly,- those for the officers, should include, with greater 
emphasis, instruction in the technique of dealing with the public and 
maintaining good public relations. The various outward communications 
of the Department should be couched in as polite· a language as possible, 
and, in the course of personal interviews also, the officers should be as 
courteous and helpful as circumstances permit. 

9.5. Development of a desirable attitude on the part of the tax officers 
towards assessees is, however, dependent,. to a considerable degree, upon 
their morale, prestige and self-reliance. We have elsewhere referred to 
an unfortunate tendency to run down the tax officers on .zvery pretext. 
Constant criticism and interference in their work demoralise the officers 
and make them lose their sense of proportion, self-confidence and initia
tive. A demoralised ol'licer can hardly keep good public relations nor can 
he inspire confidence. Such criticism should, therefore, be avoided, as 
far as possible. 

9.6. The general attitude of the officers of the Department should be 
. one of ·willing helpfulness towards the assessees. They 

Helpful amn•de to- should be equally zealous in protecting the tax payers 
wards taxpayers as they are in protecting the revenue. It must be the 

duty of every officer of the .Department to bring to Vhe 
assessees' notice any allowance, rebate or relief that may be legitimately 
due to them. They should also guide, advise and help the assessees, 
particularly the small ones who form the bulk of the Indian tax payers, 
in the discharge of their obligations in relation to the tax matters. 

9.7. We understand that the Central Board 'ilf Revenue has issued 
instructions, from time to time, to the above ·effect as would appear from 
the following extract from one of its circulars:~ . 

"Officers of the Department must not take advantage of ignorance 
of an assessee as to his rights. It is one of their duties to 
assist a taxpayer in every reasonable way, particularly, in 
the matter of claiming and securing the reliefs and fn this 
regard the offieers should take the initiative in guiding a 
taxpayer where proceedings or other particulars before them 
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indicate that some refund or relief is due to him. This atti
tude would, in the long . run, benefit the Department for it 
would inspire· confidence in him that he may be sure of get
ting a square deal from the Department". 

There is however, a general complaint that such instructions are not 
always followed by the officers of the Department. Instructions are of 
use only if these are observed in practice. It is absolutely necessary, 
therefore, that the Central Board of Revenue should exercise a stricter 
control over the implementation of its instructions and should devise suit
able machinery for this purpose. In the course of inspection of ·an officer's 
work, it shoul-d be specifically examined whether the officel· has failed to 
bring to the assessees' notice any rslief due to them under the Acts. The 
higher authorities should view any such omission very seriously and take 
such punitive and remedial action as may be necessary in the circumstances 
of the case. , 

9.8. We found that amongst the many factors which tended to strain 
the Department's relations with the public, the most important were 

· those which related to faulty procedures and methods 
Procedures and of work such as, too many hearings, arbitrary rejection 
methods of work of assessees' accounts, insufficient time for compliance 

with notices and other requirements, long waiting by the assessees and 
their representatives in the tax offices, delays in finalisation of assess
mertts, appeals, refund claims and other proceedings, indifference in the 
grant of relief due to the assessees, treatment of every assessee with 
suspicion, etc. The remedy obviously lies in devising such procedures 
of work as would remove the several causes of friction. Various changes 
in the procedures and methods of work. suggested by us in the earlier 
Chapters will, we believ-e, considerably help in improving the Depart
ment's relations with the assessees. The procedures of work should, how
ever, be kept under constant scrutiny so as to discover points of 'fric
tional heat'. and effect improveme~ts. 

9.9. Several witnesses pointed out to us that assessments made by 
assessing officers were, sometimes, far in excess of the correct tax liabi
lity of the assessees and that such over-assessments were, to a large 
extent, responsible for straining the Department's relations with the 
public. It was complained that over-assessments went un-noticed by 
higher authorities and that even when they were pointed out by the ap-

. pellate authorities, no action ensued. Some witnesses even felt that 
over-assessments had earned promotions for some assessing officers. We 
view these complaints with gre~t concern, particularly when they are 
being made despite the fact that it has been repeatedly emphasised at the 
highest level that the Department should not collect a pie more than 
what is -due. To remedy the situation, we feel that, apart from effecting 
improvements in the existing procedures of work, a fundamental change 
in the attitude of the assessing officer is necessary. They should be 
clearly told that in judging the wor~h of their assessment work, the 
criterion would be not the highly-pitched assessments which are ulti
mately reduced in appeals, but the making of realistic assessments which 
stand the test of appeal. We understand that there are already adminis
trative instructions to this effect, but we feel that these need to be re
emphasised in order that the senior officers should bear them .constantly 
in mind and discourage over-assessments as strongly as they vtew under
assessments. 

9.10. Some instances came to our notice in which the recovery pro
ceedings were being pursued vigorously although tax payments had been 
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made by the assessees. Similarly, in some cases information was called 
for again although it had been filed earlier. All these difficulties arise 
because of improper record-keeping and inadequate arrangements for 
getting and filing of receipts. We recommend that effective steps should 
be taken in the matter and there should be a fool-proof system ab01Lt 
getting and filing of necessary receipts for the vari01LS documents, papers, 
payments, etc. • In this connection we may also refer to another complaint 
that was made to us, namely, that confidential papers pertaining to asses
sees were being sent in open envelopes, presumably through carelessness. 
We need hardly emphasise how nesessary it is for the Department to 
ensure in the interests of good public relations and the secrecy provisions 
of the direct taxes Acts that the information relating to an assessee goes 
to him and does not, either inadvertently or through carelessness, pass 
to unauthorised persons. We recommend that general instructions re
garding care in despatch of papers should be issued and necessary checks 
should be laid down to ensure that these instructions are being followed • 

• 

9.11. It was pointed out to us that the present system of fixing quotas 
- d for disposal of assessments and for collections caused 

Assessment an h t t th b · th · · ty collection targets arassmen o e assessees, ecause, m err anxie 
to reach the targets of disposal and collection, ·the 

officers of the Department not only, at times, resorted; to arbitrary and 
unjustifiably high assessments but also failed to show adequate accom
modation to the assessees in the matter of granting adjournments and in 
payment of taxes by instalments etc. We have carefully examined the 
system and do not find anything inherent therein as should by itself lead 

. to harassment of assessees. The targets of disposal and collection are 
intended to secure a control over the assessing officer's work and are, 
thus, important instruments of administrative control. The trouble arises 
only when the targets fixed are unrealistic and entail too much work 
load! for the officers, or when they, at the cost of quality, think of contri
buting only quantity. Moreover, a rigidity about these matters is bouml 
to create undue hardship to the assessees. We feel that many officers 
and staff of the Department are, at present, over burdened with work 
which may be partly due to shortage of personnel and partly on account 
of faulty distribution of workload. An over burdened officer undoubted
ly endangers public relations and the importance of a proper and fair 
distribution of work hardily needs any emphasis. The targets for dis
posals and collections must be so fixed as do not, in any way, lead to over
assessments and harassment of the assessees, and we have suggested, in 
the Chapter on Administration a rationalisation of these targets. 

9.12. A major ·and long standing ·grievance against the Department 
Unduly long is that the assessees and their representatives· have to 

wainng wait in the tax offices for unduly long hours. Such. 
complaints continue to be made inspite of the Department's instructions 
requiring the officers to arrange their work in such a manner that the 
assessees or their representatives need not wait in the office unneces
sarily and to fix up cases for examination of accounts or for any other 
purpose leaving sufficient intervals .in between. We were informed that 
some officers were still in the habit of fixing all cases for hearing at the 
same hour of the day. As all the cases cannot obviously be taken up for 
hearing at the same time, the practice results in waste of time of the as
.lessees who have to wait for long before their cases are taken up and 
thus they are considierably inconvenienced. We desire that the C~ntral 
Board of Revenue should see that its jnstructions prohibiting the officers 
from fixing up all the ca8es at the same hour of the day, and requiring 
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1Jhem to call the assessees at suitable intervals distributed throughout thl!: 
day are scru~lously foll?wed. We also suggest that a list of the cases 
fixed for heanng at the _dtfferent hours of the day, showing the names of 
th~ assesse~s and the ttme fixed for them, should invariably be pro
mtnently dtSplayed on the· notice board outside the officer's room . 

. 9.13. One ?~ the reas<?ns necessitating long waiting is the officers' 
failure to anticipate the tlme that would be taken up in the examination 
of .a case, andl this is mainly due to the lack of a pre-study of the case. 
!ailur~ to st?-dY case papers before fixing up appointment or even before 
mterv1ew Wlth the assessee naturally delays disposal of the case and 
prevents other cases ~om being taken up at the appointed time. We 
have _already emphasiSed elsewhere. the desirability and usefulness of 
studymg the case papers _before takin~ up ap~ointments. Pre-study is, 
howev:er, a matter of hab1t and mere ISsue of mstructions to the officers 
is not likely to achieve much. The officers should be positively encourag- . 
ed and persuaded to develop this habit. The Inspecting Assistant Com
missi~ner may occasionally look into the assessing officers' cause list for 
the following day andl discuss with them the cases fixed so as to find 
out whether they have already studied the case papers and also to indi
cate to them the broad lines. on which they might proceed to deal with 
the cases. 

9.14. The officers should bear in mind that time is money to the asses
sees and that any time wasted is money lost to them. They should, 
therefore, observe the office hours punctually and should see that the 
assessees are not made to spend more than the minimum necessary time 
in tihe tax offices. The senior. officers should themselves set examples in 
this regardl to be followed by their subordinates. In particular, the Com
missioners and Assistant Commissioners should not send for the assessing 
officers when the latter are busy in hearing cases. Whenever an officer 
finds that he may not himself be able to take up a case at the appointed 
time on account of unanticipated circumstances, he · must inform the 
assessee concerned or his representative, as early as possible, on ~ele
phone or otherwise, and fix up another appointment suiting his as well 
as the assessee's convenience. The senior officers should also pay sur
prise visits to the tax offices, and see that there is no complaint about 
long waiting. A complaint was made to us by an eminent professor that 
he· had once to wait for long beyond the appointed time, and that when 
he was ultimately called in, the Income-tax officer had not even a word 
of regret to offer. A word of regret from the <?fficer b~ way of commo!l 
courtesy in such cases wouldi go a long way m soothing ·the assessee s 
feelings. 

9.15. Assessee5 visit the· tax offices not only when they are called but 
also on their own to make various enquiries and seek clarifications. It 
was complained tl-.«t they had to wait for long before they were attend
ed to. We su:;gest that the officers shoul~ _spare at leas~ ha!f an ho:ur of 
their working period to attJend to such vmtors and the perwd for mter
views should be prominently notified. Besides, all tax offices should have 
Enquiry Counters where the assessees can make various routine enquiries 
without having to _wait to see the officers. · · 

9.16. It was represented to us that considerable hardship was caused 
. to the public in obtaining the various tax clearance and 

Tax clearance and verification certificates, and that the Department also 
veri!ication · ·derived little benefit from them. It was, therefore, 
cemficstes urged that it would help in improving the Depart-
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ment's relations with the public if the · issue of ·these certificates was 
discontinued. We have already given our comments about this system 
in the Chapter on Evasion and Avoidance. In our opinion, these certi
ficates serve a very useful purpose, ·in that these are an effective check 
against •tax dodgers and tax defaulters and have enabled -the Depart
ment to collect considerable amount of revenue. These must, therefore, 
necessarily continue. 

9.17. The difficulties pointed out to-us in regard to the issue of these 
certificates are all procedural, and these can be easily remedied through 
administrative measures. It is of utmost importance that these certi
ficates are issued speedily without any undue delay. We suggest that the 
staff dealing with the issue of these certifi.ca:les should be .strengthened,\ 
and, in particular, the number of Income-tax Officers, Foreign Section, 
entrusted with the issue of the certifi.ca~es under Section 46A of the 
Income-tax Act should. be enlarged so that there is at least one such 
officer at the headquarters of each State or the Commissioner of Income
t'll.X. The Income-tax officers and their office supervisors should keep a 
close watch over the disposal of all requests for the issue of these certi
ficates. All requests not diSposed of by the end of the day should be care
fully scrutinised to see that these have been kept pending only for justi
fiable reasons. 

9.18. One of the difficulties pointed out to us was that, at present, there 
was no prescribed form in which a person of Indian domicile, or a person 
who had already been assessed to income-tax, might apply to the "ter
ritorial" Income-tax Officer (i.e., the Income-tax officer within whose 
jurisdiction he ordinarily resides or is assessed to income-tax) for obtain
ing an Authorisation in Form A. In the absence of such. a prescribed 
form, the applicants did not always know what information to give in 
the application and the Income-tax officers sometimes felt obliged to 
make enquiries on various ponits to ensure that all the requisite condi
tions had been satisfied. This resulted either in hardship to the appli
cants or delay in issuing the Authorisation. It was also stated that the 
procedure of first applying to the territorial Income-tax Officer and then 
to the lncome-t.ax Officer, Foreign Section, was cumbersome. It was 
suggested that the applicant should· be cailed upon to submit only one 
application to the territorial Income-tax officer who should himself issue 
the Tax Clearance Certificate without the applicant having to go to the 
Income-tax officer, Foreign Section. 

9.19. We have carefully considered the matter and feel that the pro
cedure' for issuing the Tax Clearance/Exemption Certificates should be 
simplified to the extent possible so as to remove any unnecessary incon
venience to the applicants and to secure a more expeditious issue of the 
certi~cat~s. W~ recommend .that a~ applicant ~hould be required to 
furniSh, tn dupltcate, an appl~eatiion m the prescnbed form to his assess
ing officer who should deliver one copy of the Authorisation to the appli
cant an~ se.nd another copy of the Authorisation along with a copy of 
the appliCation, duly endorsed, to the Income-t'll.X Officer, Foreign Section 
concerned. The applicant or his representative should then present th~ 
Authorisation to the Income-tax Officer, Foreign Section, for exchanging 
.it with the Tax Clearance/Exemption Certificate. In the case of persons 
of non-Indian domicile who have not beeri assessed by an Income-tax 
officer anywhere in India, the application shoulii be submitted directly 
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to the Income-tax officer! ·Foreign Section,_ concerned. The proposal that 
t~e Tax. Clearance. Certificate s~oul~ be ISsued by the assessing officer 
~elf lS not f~as1ble because 1t ~ill not be easy for the carriers to 
vex:ify . the genumeness of the certificates issued by hundreds of terri
tonal mcome-tax .officers all over the country. A Foreign Section In
:ome-t.ax o!ficer has been P?Sted in all the towns which are ports of call 
m India, airports and certam other large towns and we have earlier re
commended that the number of Income-tax officers, Foreign Section, 
should be suitably increased. We are satisfied that, with the changes 
suggested by us, there will be no hardship in obtaining the Tax Clearance; 
Exemption Certificates from the Income-tax officers, Foreign Section. 

9.20. It was also complained that the forms necessary for obtaining 
these certificates were not freely obtainable to the assessees. We desire 
that all the necessa1·y forms should be standardised and printed, and made 
freely available to the assessees on request. This will save the assessees 
from a lot of unnecessary trouble and inconvenience. 

!1.:!1. Provision of adequate and proper amenities in tax offices for the 
visiting assessees and their representatives is also 

Amenities in ta'< necessary for the improvement of public relations. 
o~ces Complaints were. mad.e to us that the facilities avail-

able to the public in tax offices at present were woefully inadequate. 
The maJor difficulty is in respect of accommodation in the tax offices. 
Though visitors' rooms are provided in some office buildings, these are 
not at all sufficient. It is a common sight to find the assessees either 
loitering about in the verandahs or squatting on the grounds of the tax 
offices. The position is particularly bad in the mofussil areas. One can 
easily understand how quickly the Department's relations with the asses
sees get strained under such conditions. Absence of .adequate office 
accommodation also seriously hampers the efficient functioning of any 
office. We have already emphasised, in the Chapter on Administration, 
the necessity and importance of providing adequate office accommoda
tion, including that for the visitors. 

9.22. Other complaints are in respect of lack of availability of adequate 
and proper furniture, absence of sanitary arrangements, insufficient 
arrangements for supply of drinking water and so on. These difficulties 
are particularly experienced in mofussil areas. All complaints of inconve
niences in the tax offices should be quickly and adequaJtely remedied. The 
waiting rooms should be properly furnished. Adequate and good reading 
material and tax literature should be placed in the waiting rooms so that 
the public can usefully spend their· time while sitting there. Adequate 
arrangemewts for the supply of cool drinking water to the visitors shoula. 
be made in all tax offices. Wherever canteens, whether run by depart
mental personnel on cooperative basis or by others, exist, these should be 
allowed to supply tea. coffee and other light refreshment to the assessees 
also. Wherever possible one or two public telephones should be providea 
for the convenience of lthe assessees. There should also be proper sanitary 
arrangements for the visitors, and sufficient parking space for their vehicles. 

INFORMATION AND GUIDANCE TO THE ASSESSEES 

9.23. The increasing complexities of tax laws and the importance of 
developing right outlook and attitude towards taxes necessitate educating 
the public as to their rights and liabilities in relation to the various tax: 



laws and the procedures. This need assumes greater importance in view 
of the fact that the bulk of the Indian taxpayers are not so well-to-do as 
to afford the costly advice from the tax experts. 

9.24. The Department has, of late, been endeavouring . to fulfil this 
need by means of printed tax literature such as lay-

Tax Literature man's guides to the various tax laws, other explana-
tory notes regarding procedures of assessment, claims 

for refunds, filling up of returns etc. The efforts made by the Depart
ment are, no doubt, useful and commendable, but these do not seem to 
be quite adequate. Tax Administrations in other countries are increas
ingly paying far more attention towards educating the t~x payers. '!he 
Administration in India also should devote greater attentton to orgamsed 
departmental publicity and issue more tax literature in rthe f9rm of pam
phlets booklets etc. dealing with the various branches of taxation. 
Detail~d explanatory notes about the various forms of returns should also 
be made available rto the public. The various explanatory notes, pam
phlets and booklets should be written in as simple, non-technical and 
easily intelligible language as practicable, and illustrated by practical 
examples, as far as possible. These should be prepared not only in 
English but also in Hindi and other regional languages. We also suggest 
the publication of a 'Tax Journal' by the Department. The Journal ~hould 
contain articles dealing with various problems affecting the assessees, 
important judicial decisions, notifications and circulars affecting the 
assessees' interests, changes in the Acts etc. The Journal may also con
tain with benefit a section to answer queries of the asseesses on tax 
problems. 

9.25. It is also necessary that widest possible publicity should be given 
regarding the tax literature issued by the Department and proper and 
adequate arrangements made for its distribution. We suggest that expla
natory notes and unpriced tax literature should be supplied to all the 
assessees along with the notices calling for returns, free of cost at least 
on the first occasion and thereafter on nominal charges. It may also be 
widely distributed through the chambers of commerce and other repre
sentative bodies. Issue of priced literature should be advertised in the 
newspapers and also through hand-outs or 'information notices' which 
may be sent to the chambers of conmerce and other trade associations and 
which should also be exhibited in the visitors' rooms in the tax offices. 
There should also be a sort of 'show window' in each tax office displaying 
the tax literature-priced as well as unpriced-issued by the Department, 
and each office should have adequate stock of such literature so that it 
-can be made available to the public on demand. 

9.26. We also suggest rthat the various notifications and circulars issued 
by the Central Board of Revenue having a bearing on the application of 
~he. taxation laws and affecting the assessees' interests, directly or 
tnd~rectly, should be made known to the public. This can be done 
thr~ugh 'press no~es' and 'news releases' etc. and also by endorsing the 
cop1es to the vanous chambers· of commerce and other representative 
bodies. · 

9.27. We understand from the Central Board of Revenue that a full 
length feature film on taxation is already under 
production. This is a step in the right direction. 
Motion pictures and other visual aids are amongst 
the most effective means of getting one's ideas across 

Pub1icity through 
other media 

-to the public. The radio provides facilities for spot announcem.ents on 
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important matters of general interest, tax debates and discussions and 
ior interviews of officials by commentators. These media of communica
tion with the public should, therefore, be regarded as essential in the 
programme of developing public relations. 

9.28. The publicity and educational programmes as suggested in the 
. . preceding paras are intended to help the general 

Duect gwdance to body of taxpayers in their understanding of the taxa-
assessees tion problems and procedures. However, these can-

not fully succeed in providing a ready answer to each and every preble. 
of the individual taxpayer. Direct guidance and advice by the Depart 
ment to the assessees for the solution of their individual problems is. 
therefore, an obvious necessity. Though all the officers of the Depart
ment have generally been instructed to guide and assist the assessees in 
the discharge of their tax obligations, this task has been specifically 
assigned to the public Relations Officers. We, however, f~l that little 
use is being made of these facilities at present. Morever, the assistanoe 
of the Public Relations Officers can be available to only a limited number 
of taxpayers. In plaoes where there are no Public Relations Officers, 
and particularly in the mofussil areas, taxpayers have necessarily to 
depend on the local tax officers for necessary guidance and help. Where
.as normally every official of the Department should eagerly and willingly 
advise the assessees, whenever so requested, it is necessary, in our 
opinion, that the task of guiding assessees should be specifically entrusted 
to a particular branch or person in each tax office. We therefore, suggest 
that in places other than those where Public Relations Officers function, 
Enquiry Counters which, as recommended by us in an earlier para, would 
be set up in each and every office should be responsible for assisting the 
assessees in filling up various return forms, explaining their difficulties 
and doubts, answering their various queries and guiding them in all possi-
ble waY_s. I 

9.29. In addition to the assistance rendered to the assessees by the 
. Department as. suggested in the preceding para organisation of free legal 
.aid to the small assessees, say those with incomes below Rs. 5,000 a year, 
by professional institutions like the Institute of Chartered Accountants 
and Bar Associations merits serious consideration. It should be the moral 
and social obligation of the professional experts who earn considerable 
income from tax practice, to spare some time and energy far providing 
iree legal assistance to the not so-well to do assessees. Such assistance 
will also go a long way in making the public tax conscious. 

9.30. Much can be done by the chambers of commerce and other 
representative bodies in educating their constituents about tax matters, 
and in fact, we understand, some of the important chambers already pro
vide such facilities to their members.· These facilities should be further 
enlarged. The Depa'ITtment should also seek the assistance of the cham
bers and other associations in educating the assessees and may usefully 
-establish some liaison arrangements with them for this purpose. 

9.31. Some witnesses also complained that the Department was reluct
ant to give its opinion or ruling on the various points, referred to by the 
assessees, involving application of the provisions of the tax laws in rela
tion to certain given facts. The assessees have, as a result, to wait till 
the finalisation of assesments before they come to know of the Depart
ment's stand in respect of these matters. Such uncertainty is naturally 
disturbing and causes considerable hardship to the assessees. Failure to 
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give a definite opinion or ruling when asked for ~lso leads to· lack of 
uniformity in the applic~tion o~ the la?-: bY: the different officers of the 
Department and results tri· avoidable llt~gation. We, axe, however, told 
that while seeking an opinion or a rulmg from the J?epartmen~ the 
assessees do not generally give all the relevant facts haymg a bearml'! on 
the point at issue. Sometimes the so-called facts are entirely hypot~ebcal. 
The Department cannot naturally risk giving an opinion under such_cJXcum
stances. Moreover, the points referred to the Department for a rulmg may 
already be sub-judice, and it may not, therefore1 be proper for the Depa~
ment to give decision on such points. We have giV:e~ careful thou~~t to t~Is 
matter and we feel that it will considerab!~ faethtate the admtnts~ratwn: 
of the tax laws and avoid undue inconv~mence to rthe assessees tf the 
Department gives its opinion on the potnts _referr~d by the asseise~s, 
provided that all the facts relevant to the potnt at tSSUe are made avatl~ 
able rto it. The Department must not, h_owever, !five a ruling_ on s~h.. 
points as are connected with any proceedtngs penif,tng, for the t;ime. bemg, 
before any appellate author_ity, because. this .is likely to. be const~ed .as 
interference with the exerCtSe of the dtscretton staturtonly vested m the 
authority concerned. Opinions and rulings should be given, on full con
sideration of all the relevant facts and circumstances of the case, only by 
the Central Board of Revenue or the Commissioners, and nort by any 
junior authority. These opinions and rulings should be binding on the 
Department so long as the facts and circumstances are the same, and. 
there is no judicial pronouncement to the contrary. 

REDRESS OF GRIEVANCES 

· 9.32. There is a feeling amongst the taxpayers that their genuine griev
ances against tax officials are not being quickly and adequately redressed. 
Such a feeling which tends to persist, rightly or wrongly, shakes the tax
payers' trust and confidence in the Administration, and is a danger to 
good public relations. We, therefore, feel that whereas it is necessary 
and advisable to avoid any irritation and inconvenience to the assessees 
in the taxing process so as not to provide an assessee with an occasion 
for feeling aggrieved, it is of greater importance that whenever an asses
see has felt aggrieved at the hands of any tax official, his genuine griev-

. &nee should be immediately and adequately :redressed. · 

9.33. The best and easiest way for securing this is to provide the tax
payers an easy and immediate approach to the senior officers. We, suggest 
that all the gazebte.d officers of the Department, in pa1·ticular the Inspecting 
Assistant Commissioners and the Commissioners, should keep their doo1·s 
open for any member of the public to walk in and voice his grievances. 
These offis:ers should, for the sake of convenience keep certain fixed hours 
everyday for the public to meet them.- The Commissioners as well as the 
Inspecting Assistant Commissioners should also develop more contact 
both with the junior officers as also the public. They should visit all the 
offices in their charge at least once a year and, du:ring their tour they 
should .spare sufficient time for ?Tieeting any taxpayer who may have a 
complamt to make or some special problem to discuss. We also suggest 
that c~plaiTtts and suggemtion . boxes· should be provided in all tax 
offices tncludmg those of the Asststant Commissioners Commissioners and 
Appellate Tribunal benches. Complaints and suggestions received should . 
. be registere~ eve:ry~ay by the clerks in charge of the Enquiry Counters 
or the Pubhc Relations Officers, as the_ case may be, and prompt action 
taken thereon .bY the compete~t autho~Ity concerned. Periodical reports 
on the complamts and suggestions received and the action taken thereon 
should be submitted to the next higher authority. 
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PUBLIC RELATIONS OFi'ICERS 

9.34 Following the recommendations of the Income-tax Investigation 
Commission, Complaint Sections had been opened in 1949 in the Com
missioners' offices in Bombay and Calcutta, and later in Madras and 
Delhi, for the purpose of expeditiously dealing with all complaints regard
ing discourtesy, harassment etc. These Complaint Sections were later 
expanded into regular offices under the Public Relations Officers. These 
officers were firstly. appointed from among retired Commissioners or 
Assistant Commissioners, but, on the recommendation of the Taxation 
Enquiry Commission· to appoint "younger and more energetic type of 
serving officers"*, experienced Income-tax Officers are now appointed as 
Public Relations Officers. The functions and duties of the Public Rela
tions Officers are to advise the assessees generally as to their rights and 
obligations, to guide and assist them in filling in their l!"eturns and in 
obtaining refunds, tax clearance certificate etc. quickly, to explain to 
them the procedures for assessment, refunds; etc. and for redressing, in 
consultation with the eommissioner, the legitimate grievances which the 
assessees bring to their notice. · 

9.35 We had sought views of the public as to the effectiveness of the 
Public Relations Officers in improving the Department's relations with 
the public. Opinion is; however, divided as to their usefulness and con
tribution towards the improvement of public relations. . Whereas some 
believe that the Public Relations Officers have encouraged direct contact 
between the Department and the assessees and have been useful in 
establishing better relations with the taxpayers, there are others who feel 
that they have failed in their task or have at best achieved only limited 
success. 

9.36 Much of the criticism against the Public Relations Officers seems 
to have been made for want of proper and cor.rect appreciation of the task 
before them. A Public Relations Officer is only an intermediary, .a sort 
of middleman, endeavouring to bring the taxpayer in direct contact with· 
the tax officer, and helping the two in establishing and maintaining good 
relations with each other by explaining the difficulty of one to the other. 

· Relations between taxpayers and the tax administrator are determined 
and influenced chiefly in the course of tax proceedings by the respective 
attitudes of the tax payer and the tax officer toward each other. Thus 
the tax officer is undoubtedly the fittest person to take care · of the 
Administration's relations with the public, and to see that cordial and 
friendly relations are maintained with the taxpayers. In other words, 
every Officer of the Department is the best public relations officer in 
l!"espect of his own dealings with the taxpayers and we have all along 
emphasised this fact. However, the Public Relations Officers aFe ~ertainly 
very useful in supplementing and assisting the public relations activities 
of the Department as a whole. As has been pointed out by us in the 
earlier paras, 'public relations' do not mean mere avoidance of irritation 
and harassment to the taxpayers; these also involve publicity and educa
tional p:rogrammes, positive guidance and assistance to the taxpayers, as 
well as timely and adequate redress of their grievances. It is mostly in 
respect of these latter aspects of 'pubUc relations' that Public Relations 
Officers have an important part to play. 

•Report of the Taxation Enquiry Commission, Vol. II, para 34 page 223~ 
410 C.B.R. 
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9.37 The Public Relations Officers have so far achieved a limited 
success on account of several factors, such as: 

(a) They are functioning at only four places, and. adequate publi
city even· about thei!r existence and the assistance rendered 
by them to the public is not given with .tJ:l~ result t~at most 
of the assessees are ignorant of the fac1hbes proVIded for 
them. 

(b) They have also been generally entrusted with several other 
duties with the result that they are not able to devote their 
full attention and time to 'public relations' work. - . 

(c) They are also handicapped in their work for want of adequate 
resources and authority. They .are not adequately equipped 
with staff, tax literature and other publicity material. They 
also do not possess adequate authority for the redress of the 
assessees' grievances brought to their notice. . 

9.38 The difficulties referred to above can be easily resolved by admin
istrative measures, and the Public Relations Officers can prove very useful 
and helpful in promoting better relations between the Department and the 
public. We, therefore, recommend extension of the system. There should 
be a whole-time Public Relations Officer in the charge of each Commis
sioner of Income-tax. The Public Relations Officers in imi?ortant places 
like Bombay and Calcutta should be of the rank of Assistant Commission.. 
ers, and those in other places should be at least senior Class I Grade I 
Officers. They should be selected with very great care because the success 
of the institution would largely depend- on the personal zeal of the officer 
concerned. He should be a person with enthusiasm and flair for this kind 
of work and should preferably be one who has been. adequately trained in 
'public relations' methods. A suitable scheme for training selected officers 
in 'public relations' methods and technique should be devised. 

9.39 The Public Relations Officers should be broadly charged with the 
responsibility of organising all 'public relations' activities in their respec
tive charges. They should, in particular, carry on publicity .and .educa
tional programmes through the distribution of tax literature prepared by 
the .Department and other publicity media, guide and assist the taxpayers 
in all possible ways and redress the grievances brought to their notiee 
quickly and adequately. In mofussil areas and other places where Public 
Relations Officers are not appointed, the 'public relations' work should be 
under the personal care and supervision of the Income-tax Officer in charge 
of the circle. The work may, however, be carried on through the Enquiry 
Counters manned by a selected member of the class ill staff who should 
be given special training and a special pay. 

9.40 In view of the importance of establishing the best possible relations 
with the taxpayers and in order to coordinate the activities of the Public 
Relations Officers and to generally organise 'public relations' activities of 
the Department on sound and effective lines we are of opinion that one 
of the Me~ber~ of th~ C~ntral Board of Revenue should b~ in specific 
charge of publtc relations . He should be responsible for the preparation 
of tax literature and other publicity and educational material and should 
generally guide and supervise the 'public relations' aspect of' the Depart
men~'s work through the Commissioners of Income-tax. He should, in 
particular, personally attend to the major grievances brought to his notice· 
by the assessees. 
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DIRECT TAXES ADVlSORY COMMITTEES 

9.41 One of the su~gestions on which we sought the views of the 
public, through our Questionnaire, was the formation of Direct Taxes 
Advisory Committees at the Centre and in each State. There has been an 
overwhelming support for this proposal from the public including the 
various chambers of commerce and trade associations. Advisory Com
mittees help to bring together the senior Departmental officials and the 
representatives of the public and thereby create a feeling of association 
between the Administration and the public. They enable the Adminis
tration to keep itself attuned to public opinion and to get the views of 
the responsible members of the public as to how the Administration is 
working from the citizen's point of view, :What the difficulties experienced 
by the average taxpayer are and what improvements could be made. 

· Such Committees also help the public to appreciate the Department's 
difficulties in the administration of the tax laws, and explain to them the 
rationale of the particular administrative methods and procedures follow
ed by the ];)epartmelit. The Estimates Committee of the Parliament has 
also, in its 49th Report, emphasised the importance ·of "a consultative 
machinery at each important level of administration where representa
tives of the taxpayer might be provided a forum to point out the defects 
in the system of tax administration they might be experiencing and to 
sugge~ possible rem~ies therefor".• · 

9.4:f Some witnesses were, however, of the opinion that the periodic 
consultations by the Department with the chambers of commerce and 
other representative bodies of the taxpayers serve to achieve the same 
objectives as are intended of the Advisory Committees. Consultations with 
the chambers of commerce are no doubt useful in their own way but 
their advantages are limited. They cannot completely replace the Advi
sory Committees. The discussion in the Advisory Committees is more 
objective and informal, and there is a greater appreciation of each other's 
difficulties. It was also pointed out by some witnesses that the problems 
arising in the administration of the direct taxes generally concern a tax
payer as an ''individual" because they arise out of an obligation to dis
charge the burden of proof in the particular circumstances of his case. 
Advisory Committees would thus, it was said, not be able to consider 
these problems in view of the secrecy provisions of the direct taxes laws. 
Problems of tax administration are, however, not all individualistic; there 
are several administrative difficulties of a general nature which are 
common to a large body of the taxpayers. The Advisory Committees can 
perform a useful role in resolving such difficulties. · 

9.43 A number of consultative and advisory committees consisting of 
non-officials as well as officials have already been set up in several depart
ments, including the sister revenue departments like the Customs, Central 
Excise and Sales tax Departments in certain States. These bodies are 
said to be proving a useful forum for the exchange of views between the 
Departments and the members of the public concerned. No major diffi
culties are also said to have been experienced in their functioning. 

9.44 The problems of administration in the direct taxes department are 
practically of the same nature as those in the other revenue departments. 
Similar advisory bodies will, in our opinion, be of considerable benefi~ for 
the direct taxes administration. We therefore, recommend that a Dlrect 

*Fony-ninth Report of Estimates Committee, 1958-sq, para 43, page 12-13. 
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Taxes Central Advisory Committee ~hcmld be se_t up f?T. the Headquarters 
organisation under the Chairmanshtp of the Umon Mmister for RevenlLe 
and Civil E:i::penditure. In a~dition, ~imilar Co~'l!'-~ttees shcmld be c~
tituted separately for the varwu.s regwnal orgamsattons under the Chatr
manship of the Commissioner concerned. Where there are two or more 
Commissioners at the same p~ce, like Bombay and Calc;u.t.ta, th~re should 
be a common regional Commtttee for all sue!'- CommtSswners . charges 
with the seniormost Commissioner as the Chatrman of the Commtttee and 
the other Commissioners as co-opted Members. Further, where there is 
only ·one Commissioner for two or more States, separate Committees 
shcmld be set up fen: each State. 

9.45 With regard to_ the functions of these Commit;tees, our suggestions 
are:-

(a) They should advise the Administration on measures for deve
loping and encouraging mutual understanding and coopera
tion between the taxpayers and the Department. ~ey should, 
in particular, discuss administrative and procedural difficulties 
of general nature, such as office accommodation, amenities for 
Visitors in tax offices, jurisdiction of officers, simplification of 
forms and procedures, arrangements regarding payment of 
taxes etc., and should make suitable suggestions for their·re
mov'al. They might aLso discuss matters relating to · trade 
practices. · 

(b) IndiVidual grievances should be strictly excluded from discus
sions, though it should be permissible to refer to indiVidual 
instances while discussing a problem or princinle of a general 
nature, The Departmental authorities should not be under any 
obligation to cp.sclose the facts of such cases to the Committees. 

(c), The regi6nal Committees should be concern~ with the pro
blems of regional interest only, while the Central Committee 
should discuss questions of all India importance, including 
those which arise out of the discussions in the regional Com
mittees. 

(d) Matters relating to the taxation policy of the Government 
. should not be discussed in these Committees, because such 

discussions will not be in the general public interest. 

(e) The Central Committee should be consulted on the draft rulea, 
including those relating to rates of depreciation allowances, 
forms of returns etc., framed by the Central Government or 
the Central Board of Revenue relating to the administration 
of the tax laws. Even at present public is inVited to give its 
views on such draft rules, and it will certainly be useful to 
discuss them as also the public Views on them in the Central 
Committee before finalisation. · · 

(f) The Central Committee niay iuso discuss such other matters 
· relating to direct taxes as may be referred to it by the Central 

Board of Revenue. 

. 9.46 While tl_:te Coi?ffiitt.ee~ should fully represent the various important 
mterests and VIewpomts, 1t IS also necessary, at the same time that the 
n~ber ~f Members in a Committee should not be very large ~o that its 
busmess IS transacted smoothly and expeditiously. Keeping this in view, 
we suggest that the Committees should be constituted on the following 



255 

lines, the Members representing the various interests being nominated by 
the Central Government:· 

I. Cmtral Committee : 

(a) Chairman 

(b) Members 

. Union Minister for Revenue and Civil ExpenditUJ e. 

.. (i) Members of the Central Boara ofRcvenue dealing with direct ta.'<es 

(is) Members of Parliamenr : 

Lok Sabha 

Rajya Sabha 

(iis) Professional tax experts. · 

Lawyers 

Chartered Accountants 

(iv) General : 

Representatives of Commerce, Industry and Professions 

Others 

II. Regional Commitue : 

(a) ChtJirman 

(b) Members 

Commissioner of In-:omc-tax · 

2 

i 

I 

(s) M~Parliament elected from the State or region concerned I 

(is) Representative of the Finance/Revenue Department of the State Govern-
ment . 1 

(iii) Professional tax experts : 

Lawyers I 

Chartered Accountants I 

(iv) Genera,. 

Representatives of Commerce, Industry and Professions 4 

CENTRAL BOARD OF ENQUIRY 

· 9.47 It was suggested to us that a Central Board of Enquiry should be 
set up for the purposes of enquiring into allegations of harassment, dis
courtesy, malpractices etc. and for awarding suitable punishment in 
cases where the allegations were substantially established. The sugges
tion seems to have been made because of a lack of trust and confidence in 
the administrative machinery. We see no reason why the Adiministration 
should not be keen enough to redress the legitimate grievances of the 
assessees, because the success of the Administration ultimately d('!pends. 
on its ability to enlist the assessee' cooperation, trust and goodwill. The 
Administration has to be equally zealous of establishing a name for fair
ness. It cannot also be overlooked, as had been pointed out by the Income
tax Investigation Commission, that most of the complaints are made mali
ciously with a view to overawing and demoralising the officers of the 
Department. The various suggestions made by us, such as,. easy accessi· 
bility of senior officer~ . to the public, increase in the number. of Public 
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Relations Officers and an improvement in their status and authority, con
stitution of Direct Taxes Advisory Committees, tightening up of the vigil
ance machinery of .the Department and, in particular, the insertion of a 
provision on the lines of Sections 7(7), 13(3) and 50(1) of the Income-Tax 
Act of U.K., etc. would provide adequate safeguards to the assessees 
against undue harassment. We have also suggested in an earlier para
graph that one of the Members of the Central Board of. Revenue should 
be in specific charge of 'public relations' work of the Department. The 
Member would be the chief exe~;utive authority for discharging the func
tions intended of the central board of enquiry. We_ are, therefore, not in 
favcn£r of constituting a separate Central Board of Enquiry. 

Sd. F. H. Vallibhoy 
} Secretary. 

NEW DELHI, 
Dated the 25th November, 1959. 

Sd. Mahavir Tyagi, Chairman. 

Sd. Rajendra Pratap Sinha 
Sd: B. M. Gupte 

*Sd. G. P. Kapadia 
Sd. K. S. Sundara Rajan 

l 
J·Members. 

•Signed subject to separate Memorandum of nisse11 C'..ommen d R - d--
submittcd to the Chairman at the time of signing this Report iodav. ts an eoommen attollt. 
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SUMMARY OF CO!IrCLUSIONS AND RECOMMENDATIONS . . 

CHAPTER 1 

GENERAL 

1. Until such time as the Department and the taxpaying public gain 
sufficient experience of the working of the existing statutes, the present 
position of administering the various taxes under the different Acts 
should continue. (Para. 1.4) 

2. It is not worthwhile to introduce a system of assessment on the 
basis of one comprehensive return of the income, wealth, expenditure 
and gift. (Para. 1.5) 

3. The designation of the assessing officers under all the direct taxes 
Acts should be changed to 'Direct Taxes Officers' and the designation 
of the other authorities to Appellate Assistant Commissioner, Direct Taxes, 
Inspecting Assistant Commisioner, Direct Taxes, Commissioner of Direct 
Taxes and Direct Taxes Appellate Tribunal. It is also necessary to 
change the designation of the Income-tax Department into the 'Direct 
Taxes Department'. (Para. 1.6) 

4. Frequent changes in the statutes adversely affect the efficiency of 
the Department and should, therefore, be avoided. (Para. 1.8) 

5. All substantial changes in the law should, .as far as possible, be 
eflieeted through specific IQmending Acts which would provide oppor
tunities for detailed consideration by the Parliament; instead of through 
the Finance Bills as at present. , (Para. 1.9) 

6. Simplification of taxing statutes is not an easy task. However, if 
changes in the statutes are reduced to the barest minimum and the provi
sions are arranged more logically and expressed in clearer language much 
of the existing ambiguity would disappear. (Para. 1.10) 

7. It is essential that appropriate measures are taken to enable the 
State to secure its due amount of taxes. For this purpose, the adminis
tration has to be so geared that the State is able to collect the taxes in 
full without causing any undue inconvenience to the assessees. 

(Para. 1.14) 
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CHAPTER 2 . 

ASSE~SMENTS-1 

(PROCEDURES) 

Total quantum and arrears of assessments 

8. Too Department should endeav~ur to complete. all asse~sments, as 
far as possible, in the· assessment year 1tself and, save m exceptional cases •. 
no assessment should remain pending for more than two years. 

• .· . (Para. 2.8) 

Measures for expediting disposal 

. 9. Assessees having income from business, profession or vocation 
should be statutorily required to file the returns of income within four 
months after the close of the accounting year or by 30th June following 
that year, whichever is later. For all other assessees? the last . date for 
filing of returns should. be 30th June, regardless of theiT accountmg year. 
In suitable cases, where the accounting period for business, profession 
or vocation ends after 31st December, the assessing officer should be 
empowered to grant on his own appropriate extensions of time for filing 
the return, up to a date not exceeding beyond a period of six months 
from the end of the accounting year. In any other case, extension should 
be granted· by him only after obtaining the previous permission· .of the. 
Co=issioner and on conditions which might include the furnishing of 
adequate security for the tax that might become due. In all cases of 
extension, the levy of interest at six per cent per annum on the tax that 
would become payable on assessment, should be compulsory and statu
torily laid down. Assessees who do not file the returns by the prescribed 
or the extenck.~ date should .be subjected to deterrent penalties which 
should vary according to the period of default. (Paras. 2.10 and 2.11) 

10 .. The statutory provision, under Section 22(1) of the Income-tax 
Act, for the issue of a general public notice should be deleted. Instead, 
a simple advertisement should be issued in the beginning of each assess
ment .year, reminding the public about their liability to file their returns 
within the prescribed dates. (Para. 2.12) 

11. As a matter of convenience, the Department should send return 
forms· to the .existing assessees by ordinary post under a general cerU
~cate of postmg so as to reach them before too 30th April. However, 
if a person does not file the return within the time-limit or within the 
extended time, he should be considered to be in default unless he can 
show that he had applied for return form to the assessing officer' in time 
and the same had not been supplied to him. (Paras. 2.13 a'l}d 2.15) 

12. The responsibility for a preliminary scrutiny of returns should 
be specifically as~igned to th~ ~spector or Head Clerk. Such a scrutiny 
should be restricted to pomtmg out technical defects which have a 
material bearing on the assess.ment. <Para. 2.16) 

25.8 
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13. Though assessment prooeedings may have to be adjourned on 
account of genuine difficulties of assessees, adjournments should not be 
given as a matter of course but only where they are justified. 

(Para. 2.17) 

14. The assessing officers should have full discretion to fix their pro
grammes of assessment work. They should, however, have no objection 
to adjusting these programmes to suit the convenience of assessees' repre-
sentatives, should the latter so request. (Para. 2.18) 

15. Assessing officers should give a minimum of eight days' time from 
the date of service of a notice for its compliance. (Para. 2.19) 

16. The need for planning of work and prior study of a case before 
fixing it for hearing is nowhere greater than in the Income-tax Depart
ment. · · (Para. 2.21) 

17. The use of standardised questionnaire in respect of important 
industries, trades and professions should be restricted to big cases only 
and be relevant to the facts of the case. (Para. 2.22) 

18. Each assessing officer should chalk out, in the _ beginning of the 
year, a plan of his work for the year. In doing so, he should take due 
care that revenue-yielding and arrear cases are taken up sufficiently early 
in the y_ear, that all pending assessments in a case are taken up together 
and that the assessments under the various direct taxes Acts in a case are 
disposed of simultaneously. (Para. 2.23) 

19. Wherever sufficient numbers of cases of similar trades, businesses, 
· etc., are available, functional circles shoufd be organised to deal separately 
with the cases of each trade, business, etc. · (Para. 2.24) 
Small income group scheme 

20. The amount- of -time and labour devoted to cases of different cate
gories should bear relation to their revenue potential. The time and 
energy being spent on· small cases appears to be totally disproportionate 
to the revenue yields therefrom. The Department must get out of the 
present grooves and make a bold departure in respect of the assessment 
of small income cases. In such cases the income returned should be 
generally accepted after preliminary scrutiny and the assessment made 
under Section 23 (1) of the Income-tax Act without calling the assessee 
to the tax office. Detailed examination of accounts and other scrutiny 
would be made only once in four years. This new approach will have a 
psychological effect and improve the relations between the Department 
and nearly five lakhs of assessees. The details of this scheme are out
lined in paragraphs 2.27 to 2.32. (Para. 2.26) 

21. The proposal for having on-the-spot assessments is not favoured. 
However, in big cities like Bombay, Calcutta, Madras and Delhi, the 
assessing officers dealing with small income cases should have their offices 
in the various localities, if the number of cases justifies such local offices. 
In the mofussil areas, an assessee should be called to the nearest place 
which the assessing officer visits during the year, unless the assessee 
requests for a hearing at the headquarters of the officer. . (Para. 2.34} 
Middle and large income group assessees 

22. Cases of large income group assesseei£ 'sbould be segregated, wher
ever possible, and entrusted to experienced and competent officers. ·· 

· (Para. 2.35) 
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23. Where returns or accounts have been accepted in the past, they 
should not be subjected to detailed enq~iry: every ~ear, unles~ the assess
ing officer comes in possession of defirute Information regarding conceal
ment of income, etc., in such cases. (Para. 2.36) . 

24. The proposal for deleting the proviso to Section 13 of the Income
tax Act relating to estimated assessments is not favoured. However, to 
remove various difficulties experienced in the application of this proviso, 
the following steps should be taken:-

(a) 

{b) 

The Department should, after due study of the local conditions 
and practices, and in consultation with the various chambers 
and trade associations, consider the feasibility of prescribing 
the minimum accounts and the type of accounts which should 
be maintained in respect of each trade, business or vocation. 
If accounts are kept in the prescribed form or maintained in 
proper manner with sales and purchases supported by 
vouchers or otherwise proved, they should be accepted unless 
there are grave omissions or there is evidence of suppressed 
sales or undisclosed purchases; 

In any case where it is proposed to reject the results shown 
by the account books, the assessee must be given an oppor
tunity to explain his viewpoint. Before finalising the assess
ment, the assessing officer should also give to the assessee an 
indication of the rate of gross profits that is proposed to be 
adopted and the relevant particulars of comparable cases, 
ensuring that such information does not.enable the assessee 
to identify the person to whom the particulars relate; 

(c) In cases where accounts are reliable in part, estimates should 
be restricted only to such other part as is not acceptable; 

{d) Gross profit rates registers in the prescribed form should be 
maintairued, tradewise, in each tax Circle or Ward; 

.(e) A list of the cases where the proviso to Section 13 of the 
Income-tax Act had been applied should be sent, every 
fortnight, by each assessing officer to the Inspecting. Assistant 
Commissioner; 

(f) In their orders on appeals against the invoking of the proviso 
and the gross profit rates applied, the appellate authorities 
s~ould fully and properly reason out the 11elief which they· 
give. · (Para. 2.41) 

25. A provision should be made in the Income-tax Act requiring all 
11ssessees to furnish statements of total wealth every fourth year along 
with their returns of income. (Para. 2.42) 

26. ~efore finalis~g an assessme~t, th~ assessin.g officer should make 
a tentative computation of the total mcome, wealth etc Where the addi
tions o: disallowances propo_sed to be made are of s~all amounts only, .l:e 
may discuss them orally with the assessee and/or his representative and 
record the .result of the discussion on the order sheet. However where 
1lubstantial additions are proposed, he should allow an opport~nity to 
±he assessee, in wri:ting, to give his point of view within a fortnight. 

(Para. 2.43) 
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27. Audit of accounts in all non-company cases of business; profession 
or vocation, where the assessed total income in any of the last three 
years exceeds Rs. 50,000 should be made compulsory by law and the 
auditors should be required to give audit certificate in a prescribed form. 
Such an audit should also be compulsory in those cases of business, pro
fession or vocation where the returned income, for the first time, exceeds 
Rs .. 50,000. (Para. 2.50) 

Improvements in methods of work 

28. In cases where production of books of accounts is necessary and 
the assessments could be completed in one hearing, notices under Sec

·tions 23 (2) and 22 ( 4) of the Income-tax Act should be issued simulta
neously and preferably fu a combined form. (Para. 2.53) 

29. It is not desirable to revive the cadre of Examiner of Accounts in 
the form in which it existed till 1945. However, the assessing officers 
should be permitted to utilise the assistance of the Inspectors in the 
matter of routine examination of accounts or detailed examination on 
specific issues. In addition, there should be a set of experienced Exami
ners, preferably Chartered Accountants, at impoJ;tant centres of various 
Commissioners' charges to assist the officers in examination of compli
cated cases. (Para. 2.55) 

30. Suitable administrative instructions should be issued to the effect 
that in bona fide cases, expenses should be allowed after scrutiny on broad 
lines without going into meticulous details, and that interest, rebates and 
other trade discounts should be allowed in the years in which such adjust
ments are recorded in the books. (Para. 2.56) 

31. It should be ensured, by executive action, that assessment order 
is passed by the assessing officer as early as possible, after the final hear
ing, but in no case later than thirty days. There should be a stautory 
provision in all the direct taxes Acts requiring the assessing officer to 
send a certified copy of the assessment order along with the notice of 
demand. ' (Para. 2.57) 

32. In order to reduce complications in the calculations of tax, the 
following steps should be taken:-

(a) the basic rates of income-tax should be incorporated in the 
statute itself; 

(b) to meet the budgetary requirements from time to time, varia
tions should be made in the rates of sur-charges through the 
annual Finance Acts. Whenever necessary, however, the 
basic rates may also be increased or decreased; 

(c) without affecting any of the reliefs at present admissible, such 
of the sur-charges on income-tax as go to the divisible pool 
should be merged with the basic income-tax rates; 

(d) in the case of company taxation, instead of prescribing the rate 
of supertax at 50 per cent and. then providing several rebates 
therefrom for various types of companies, the effective rate 
of supertax for each of these types should be specified in the 
Act itself; · , i · 
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(e) in the case of registered firms having total income exceading 
Rs, 40,000, the procedure for allowing .reba_tes to the par~ers 
should be suitably amended so as to srmplify the cal(!).llahons 
of tax, without affecting the incidence or quantum of taxa
tion; 

(f) ready-reckoners for calculations of taxes should be made avail
able to the departmental officials immediately after the pass
ing of the Finance Bill; and 

(g) all tax offices should be equipped with one or more calculatinjl 
. machines. (Para. 2.58) 

33. Internal audit parties for conducting post-audit of tax calcu!ations, 
etc., should be established on a permanent footing in all Commissioners' 
charges and they should be adequately staffed. They should be as zealous 
in pointing out mistakes which have resulted in excess recoveries ·of tax 
from assessees as they are in detecting cases of under payment. Th~e 
should also be a more comprehensive and systematic pre-audit of tax 
calculations than is being done at present. (Paras. 2.60 and 2.61) 

' 
. 34. The assessing officers should maintain two separate order sheets
one for recording brief details of all the proceedings relating to an asse~s
ment and the other for noting matters of confidential nature like inter
departmental correspondence, etc. The former order sheet alone should 
be open to inspection by assessees and copies thereof should be made 
available to them, subject to the usual rules. (Para. 2.62) 

35. Assessment proceedings should not be delayed in any case m~rely 
because there would be no further recovery of tax or a refund might 
result. (Para. 2.63) 

· 36. Assessing officers should be administratively required to report to 
their higher authorities cases where assessments have not been completed 
within twelve months from the date of the filing of the returns, giving 
reasons therefor. · (Para. 2.64) 

37. Precautionary assessments should be made only in exceptional 
cases where there is a likelihood oi irretrievable loss to revenue . . 

(Para. 2.65) 

· 38. The present return forms require simplification in certain respects. 
They should be so revised and rationalised that the columns which are 
mos~ly supe~:fluous are deleted, that each ass.~ssee is required to give 
details only m respect of those matters which are relevant to his assess
ment and that such enquiries of a general nature which are almost invari
ably made at present, in the course of assessment proceedings are incor
porated in these forms. . ' (Para. 2.66) 

. 39. The power of the Central Government to grant relief under Sec
ti<?n 60 (2) of the Income-~ax Act i;n accordance with the rules already 
lmd down should statutorily vest m the Commissioners of Income-tax 

i (Para. 2.68) 



CHAPTER 3 

ASSESSMENTS-ll 

(SPECIAL PROBLEMS) 

Foreign branches -
40. The Department should take special steps to ensure that the statu

tory provisions and instructions of the Central Board of Revenue for 
keeping the tax demands relating to foreign income and assets in abey
ance, until monies can be repatriated to India, are. strictly followed by the 
assessing Qfficers and no harassment is caused to the assessees. 

! (Para. 3.2) 

41. While the income from or the value of shares in Indian companies 
having assets in foreign countries, which have imposed restrictions on 
the repatriation of profits or capital to India, should continue to be includ
ed in the hands of the shareholders for assessment purposes, the amount 
of tax to be covered should be limited to the sum that would have been 
payable, had the income or assets in these countries not been included 
iii·. the assessee's total ·world income or wealth. The balance of the 
demand should not be recovered until restrictions .on their repatriation 
are removed. · · (Para. 3.3) 

42. The certificates of assessment issued by the foreign taxation· autho
rities in regard to transactions in foreign countries should be invariably 
accepted as a sufficient proof, unless there . are reasons to suspect the 
bona fides of such certificates. In such cases there should be no need 
for insistiRg on the. production of account books or even audited balance 
sheets or statements of accounts. . (Para. 3.4) 

Depreciation allow~nces 
43. The existing method of 

'written down value' for assets 
continue. 

allowing depreciation · on the basis of 
other than ocean-going ships, should 

(Para. 3.8) 

44. The present method of allowing depreciation on the basis of the 
number of months of use of an asset in a year should be changed. Depre
ciation at full rates should be allowed in respect of an asset which has 
been used for the business for six months or more during the 'previous 
year'. For an asset which has been used for more than a month but 
}E:ss than six months, depreciation should be allowed at half of the pres
cribed rates. No depreciation should be admissible as regards an asset 
which has not been used for a total period of more than a month during 
the 'previous year'. (Para. 3.9) . . 

45. The present procedure for making changes in the categorisation 
of assC?•s and rates of depreciation prescribed in Rule 8 of the Income
tax Rules is satisfactory and should continue. However, in future, before 
making any changes or amendments in this regard, the views of the 
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Direct Taxes Central Advisory Committee which is being proposed, should 
be obtained and duly considered by the Central Board of Revenue. 

(Para. 3.10) 

46. Provisions of Section 10 (2) (vii) of the Income-tax Act should be 
applicable to 'furniture' also. (Para. 3.12) 

47. Where an asset is purchased and sold in th~ sam~ year, no depre
ciation should be allowable, and the difference between Its purchase value 
and the sales price should be treated as capital gain or loss, as the case 
may be. . (Para. 3.13) 

4S. Expenses of repairs to. leased properties used. fo; the purpose~ of 
business profession or vocation, and normal depreciation on alterations 
or additions made by the lessee to such properties should, by executive 
instructions, be allowed in his assessment to the extent to which he 
would have been entitled to them, had he been the owner of the pre
mises. This concession should be available only for the period of the 
lease. Any residual depreciation which cannot be given or remains ~
absorbed, owing to the termination of the lease, should not be alloWI!!d 
or carried forward, either in the hands of the lessee or the lessor .. 

(Para. 3.15) 

49. In order to avoid difficulties arising out of diffierent methods of 
calculating depreciation in the cases of electricity undertakings for 
income-tax purposes and for the purposes of Electricity (Supply) Act, 
1948, the latter Act should be suitably amended so as to provide for 
appropriate reserves of depreciation in earlier years. (Para. 3.16). 
Development rebate 

50. The condition that for the allowance of development rebate, the 
asset should not be sold or otherwise transferred to any person other 
than the Government for a period of ten years needs to be relaxed. This 
period should be reduced to eight years. The restrictions should not 
apply to transfer· or sale of assets to Government Companies, Statutory 
corporations and public utility companies, and those resulting from the 
absorption of one company, by amalgamation or otherwise, by another 
company. · · (Para. 3.22) 

51. If a firm which had been allowed development rebate in respect 
of certain assets converts itself into a private limited company within the 
period prescribed for allow~nce of sl!ch rebate, and the share capital of 
the partners of the erstwhile firm m the company remains either the 
same or is more and the amo11nt of development rebate kept in reserve 
by the firm is transferred en bloc to the company which also keeps it 
~nder the same conditions as would have applied to the firm, had it co~
tmued, the rebate should not be forfeited. (Para. 3.23) 

52. There should be a general provision in the statute conferring on 
the C::e.ntral Board ?f Revenue, residuary power of relaxation of the various 
conditions for entitlement of development rebate in exceptional cases. 

. · · (Para. 3.24) 

53. In cases of companie~ w~ich acquire new machinery entitled to 
dev_elopment rebate but which mcur overall losses within the statutory 
period of ten years, the rebate should not be withdrawn, if such a with
drawal results in the levy of tax. (Para. 3.25) 
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54. The intention .of the legislature with regard to the word 'installed• 
for the purposes of allowing development rebate should . be clarified 
beyond all doubts by suitable amendment of the Income-tax Act. Deve
lopment rebate should also be admissible in respect of mobile plant and 
machinery, such as earth removers, cranes, bulldozers, aero-engines, coal 
mining machinery, etc., as well as on trucks and tractors and other machi
nery which are used exclusively in connection with mining operations. 

(Para. 3.26) 

Bad debts and irrecoverable loans 

55. Assessing officers should not disallow the claim of a bad debt on: 
purefy technical grounds. If the officer is satisfied about the genuineness 
of a bad debt, he must allow it either for the 'previous year' in respect 
of which it is claimed or for any of the earlier 'previous years' in which, 
according to the officer, the debt .had actually become bad, provided that 
such earlier 'previous year' is not more than £our years anterior to the 
'previous year' in which the debt is claimed to have become bad and 
actually written off. The assessing officer's findings in this respect 
should be appealable. The appellate authorities should, in such appeals. 
give a definite finding as to the year within the four years' period to
which the bad debt relates. The effect of the appellate order should be 
given by the assessing officer by rectification of the relevant assessment 
order under Section 35 df. the Income-tax Act. These consideratiollS' 
should equally apply to claims of irrecoverable loans. (Para. 3.30) 

56. 'If the assessing ofijcer finds that the write off of a bad debt is 
premature, he must make .a specific note to this effect in the assessment 
records and allow the bad debt in the relevant year irrespective of the 

· £act .t_hat the debt has been written off in the earlier year. (Para. 3.31} 

· 51. In the case of public banking companies, although statements giv
ing all relevant particulars in regard to claims of bad debts and irrecover
able loans in respect of their assessments should continue to be supplied 
by them, the assessing officer should not exercise any meticulous check 
over them, nor call for additional information except in cases where he 
has reasons to doubt the genuineness or. the correctness of their write 
off. 1 (Para. 3.33) 

·Mutual associations 

58. Government should enter into suitable long-term administrative 
arrangements ·with ·chambers of commerce, trade and professional asso
ciations, -etc., so as to tax them on the entire ·surplus of receipts over out
goings without allocation between mutual and non-mutual activities. 
Ann1;1al subscriptions paid by memb!!rs of these bodies should be deduct
ed from their income and so also the surplus distributed to the members, 
SU<:h surplus being taxed in the hands of the recipients. The proposar 
·for ·total exemption of chambers of commerce from tax is not approved. 

· (Paras. 3.36 and 3.37) 

Section 23A Companies 

59. The existing provisions of Saction 23-A of the Income-tax Act relat
ing to statutory percentages of the net distributable profits which should 
.be distributed as dividends by Section 23A companies should continue., 
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·The administrative discretion br. relaxing t_hese percentages wh!ch was 
available upto 1957 in the form of sub-sections 3 and 4 of Section 23A 
·shoulcf not be revived. (Para. 3.43) 

60. The provisions of Section 23A(2) shoul_d be so amended as to _pr~
vide that the company would get an opporturuty to make a further dJs.tri
·bution of its profits and gains to make up the statutory percentage, if-

·(a) the distribution made by the company falls short of the statu
tory percentage by not more than fifteen per cent of its total 
income, as reduced by the amounts referred to in clauses 
(a), (b) and (c) of Section 23A(1); or 

(b) .the company had distributea. not less than the statutory 
percentage of the total income as reduced by the amounts, 
according to the return made by it under Section 22 (2), but 
in the assessment made by the assessing officer, a higher total 
income is arrived at and this difference is due to any reason 
other than deliberate concealment. (Para. 3.46) 

6i. The proVisions of the old sub-section (6) of Section 23A of the 
1ncome-tax ·Act were equitable and easily administerable, and they 
'should, therefore, be restored. . ' 1 (Para. 3.47) 

62. su·ch of the foreign profits which could not be remitted and also 
the taxes thereon should both be excluded in the calculation of the dis
tributable income for the purposes of Section 23A of the Income-tax Act . 
. Simultaneously, it should be made clear in .the statute that if and when 
such profits are repatriated, they would be included in the distributable 
income. . . . · . . . . (Para. 3.48) 

63. The time-limit for passing an order .under Section 23A of the In
come-tax Act in cases of normal assessment should be limited to four 
years in the same way as for making assessments. Such a time-limit 
:should not apply to cases of companies whose assessments are reopened 
or made under Section 34 of the Act. (Para. 3.49) 

64. It should be made clear in the statute itself that the mere fact that 
• ihe articles of association. of a company give general discretion to its 

Directors to allow or disallow the transfer of its shares would not mean 
that the shares are not freely transferable so as to invite the application 
of Section 23A of the Income-tax Act. (Para. 3.50) 

65. The Department should, under administrative instruction, give, on 
request, a clearance to the companies as to whether on the facts stated 
to them, the provisions of Section 23A would be applicable or not. 

(Para. 3.52) 
• 

:Speculation losses 

66. No change is considered necessary in the fundamentals of the pro
visions of Section 24(1) of the Income-tax Act relating to set off of loss 
sustained in speculative transactions. However, the following steps 
should be taken for removing some of the difficulties experienced in the 
application of the existing provisions:- (Para. 3.54) 

(i.) Explanation 2 to Section 24(1) of the Income-tax Act should be 
expanded so as to clearly specify the various types of hedging 
transactions which would not be regarded as speculative for 
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the purposes of this Section. Hedging transactions in connect- . 
,ed commodities should not be treated as speculative transac
tions, provided the total of such hedging sales does not exceed 
the actual stoc;ks and purchase transactions. (Para. 3.56) 

{ii) Bona fide hedging transactions entered into by a dealer or in
vestor in shares different from those held by him, upto the. 
amount of his .holdings in stocks and shares should not be 
treated as SPt;!CUlative. · (Para. 3.57) 

'(iii) Suitable administrative instructions should be issued giving 
illustrations in order to make the intention of the Government 
clear as to what constitute speculative transactions and what 
are hedging transactions. · (Para. 3.58) 

-<> (iv.) -Genuine hedging transactions with parties outside the country 
should be treated at par "with the hedging transactions inside 
the country, {Para. 3.59) 

(v) Suitable administrative instrUctions should be issued so as to 
-. make it clear that speculative loss, if any, carried forward from 

the earlier years or the speculation loss, if any, in a year should 
first be adjusted against speculation profits of the particular 
year before allowing any other loss to be adjusted against these 
profits. (Para. 3.60) 

Registration of firms 

67. Once a firm is registered, there should be no obligation on it to 
apply for renewal of registration every year, provided the firm files a 
declaration along with the return of income to the effect that there had 
been no change in its constitution. Unless a partner who has left a firm 
intimates the fact of his having done so to the assessing officer, :l!.e should 
continue to remain liable for the tax on his share of the profits. · 

(Para. 3.62) 

68 .. Assessing officers should point out technical errors, if any, in a 
partnership deed, or applicati!)n for registration and offer the partners 
of the firm an opportunity to rectify such technical defects within a 
month. (Para. 3.63) · 

69. It shbuld be provided in the Income·tax Act or the rules there
under, that the firm or firms as constituted during the accounting year 
should be registered and the demand should be raised against the part
ners constituting the firm(s) during that year. It should further be pro
vided that the successor firm and/or its partners would also be liable 
for the tax liability o~ the su~ceeded firm or_ its partners. (Para. 3.66) 

Reopening of assessments 

70. No change in the time-limits for taking action under Section 34 
of the In.come-tax Act is called for, However, before reopening an assess
ment under' this SectiOI\, the assessing officer should intimate to the 
assessee the. grounds; on which the action. is proposed. to ·be. taken, and. 
give him ten days' time to send his reply. It is after propel' considera
tion of the reply of the assessee 'that the decision to reopen the case 
should be taken. (Para. 3.71) · 

71 .. Section 34 (3) of the Income-tax Act should be so amended as to 
give the Department. at least one year's time from the date of filing of · 

410 C.B.R. 
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a return under Section 22(3) of the Income-tax Act for completing tl].at 
assessment. , . . . · (Para. 3.73} 

72. The proposal for incorporating in the direct taxes Acts pro~sions 
similar to those of Section 66 of the U.K. Income Tax Act, 1952 IS not 
favoured. · . ' (Para. 3.75} 

73. Neithe:r; the assessee nor the Department should be entitled to 
have · assessments' reopened on points of law already concluded merely 
because there is a later decision of the High Court or the Supreme Court 
to the contrary. (Para. 3.76) 

Taxation of non-residents 

. 74. The proposal for adopting in the Indian Income-tax Act the pro
visions of U. K. Income Tax Act in· regard to taxation of non-residents 
is not favoured. Executive instructions issued by the Central Board of 
Revenue regarding the interpretation of the term 'business connection' 
and in respect of the provisions for the taxability of non-resident should 
be widely publicised both within and outside the country. (Para. 3.84) 

75. Applications for the issue of certificates under the second proviso 
to Section 42(1) of the Income-tax Act regarding the extent of the tax 
liability of the agent of a non-resident should be promptly attended to 
by the assessing officers and -disposed of within one month of their receipt. 

(Para. 3-85) 

76. The Department should avoid proceeding simultaneously against 
the non-resident and his resident agent. (Para. 3.86) 
Place of assessment 

77. Where an assessee has more than one place of business, profession 
or vocation, the assessment should be done at the place which is the most 
important from 'the point of view of his business activities. (Para. 3.91) 

78. It should be made .clear that the place of assessment should be 
taken in relation to the assessment year and not the 'previous year'. 

(Para. 3.92) 

. 79. Suita)>le administra~ive steps should be taken to put a stop to the 
illegal and mcorrect practice of some of the officers to proceed with the· 
assessments without referring the assessees' objections about jurisdic
tion to th~ C~mmissioner~ although the objections had been raised by the 
assessees .m trme. · '. (Para. 3.93) 

80. The provisions of the _Explanation to Section 5(7A) of the Income
tax Act should be made applicable to all cases where jurisdiction 'is trans
ferred from one officer to another. ·(Para. 3.95) 

81. The Central Board of Revenue should take suitable administrative 
rne'!sures to s~e that_ the assessing officer assessing at the head office, 
~usmesses haVIng vanous branches obtains necessary information regard-
mg the latter from the respective officers. ' (Para 3.96) 
Definition of income · 

. 82. ~~ere is no need for giving an all-embracing definition of the term 
'income m the statute. . · (Para. 3.97): 
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Defuiiiii.on ·of expenses 

83. ·The following categories of expenditure should be considered as 
allowab1e deductions in computation of total income under the Income
tax Act:-

(a) Interest paid or payable on monies -borrowed by a partner for 
. investing in the firm as h'is share of capital; · 

.(b) expenses incurred prior to the commencement oCa business but 
in connection with the activities leading to such commence
ment; 

(c) .expenses. incurred for tax representation during assessment 
proceedings for settlement of liabilities under the Income-tax, 
Wealth-tax, Expenditure-tax and Gift-tax Acts. (Para. 3.98) 

• 
Right shares 

84. While computing the profits made on the sale of right or bonoS" 
shares, a reduction should be allowed for the fall in the value of -the 
original shares. (Para. 3.99) 

Problems relating to other Direct Taxes Acts 

85. A Central Valuation Department for the purposes of valuing 
different types of assets would be advantageous to both the Department 
and the asressees. However, to begin with, a ·valuation Cell may ·be 
created in the Central Board of Revenue for valuing shares of limited 
Companies. With gain in experience, the Cell may e~tend its valuation 
activittes to other categories of assets and may ultimately mature into a 
full-fledged Central Valuation Department. (Para. 3.107) 

86. Arbitration by .valuers should continue to be available only at the 
appellate stage before the Tribunal. However, in cases where the valua
tion of more than one type or category of assets is in dispute, it should 
be permissible for the assessee as also the Department to name a valuer 
for all types of assets instead of naming separate valuers for each of the 
type or category of assets. (Para. 3.108) 

87. The valuers appointed for arbitration should ·give their award with
~n six months, as under the Arbitration Act, unless further time upto 
three months is allowed. · (Para. 3.109) 

88. Value of an immovable property adopted for one assessment under 
the Wealth-tax Act and accepted by the assessee should not normally be 
disturbed for five years. · (Para. 3.110) 

89: The only qualification for approving Chartered Accountants for 
appointment as valuers should be ten years' practice in the perofession. 
No change is suggested in regard to the qualifications prescribed at present 
for appointment of valuers in jewellery. (Para. 3.112) 

90. The following procedure should be adopted for valuation of 
shares:-

Where quotations are available in the stock exchange, the latest 
quotation anterior to the valuation date should be adoptea. In 
other cases of public limited companies where shares are not 
quoted in the stock exchanges, the value of their shares may 
be taken at the price at which transfers of a bona fide character 
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have been made before the valuation date. In the case of shares 
of private limited companies, the break-up value should not 
be the only criterion for determining the value of the shares, 

· but all other relevant conditions and factors should also be 
taken into consideration. (Para. 3.113) 

91. For the .purposes of Wealth-tax. assessments, the formula of taking 
the value of a building at twenty times the municipal annual rental valua
tion less permissible expenses should not be applied too rigidly and due 
regard should be had for other relevant factors, including the age and 
condition of the building. (Para. 3.114) 

92. In no case should a life interest in trust property be computed at 
a figure exceeding the value of the entire trust property itself. Nor should 
there be double assessment of the same assets, once in the hands of the 
trust and again in the hands of a beneficiary having a life interest therein. 

(Para. 3.115) 

93. The Central Board of Revenue should formulate rules for valua-
tion of annuities. · (Para.-3.116) 

94. The basis for valuation of assets left in Pakistan should not be 
the face value for which the claims have been admitted by the Re
habilitation Authorities of tl:e Government o~ India, but the realisable 
value of such claims. . (Para. 3.117) 

95. It should be provided in Section 2(m)(iii) of the Wealth-tax Act 
that in cases, where the tax is disputed in appeal and is, therefore, not 
paid, the disputed liability would be adjusted by rectification as and 
when the appeal is decided. (Para. 3.118) 

96. The Central Board of Revenue should issue instructions prescrib
ing a broad basis for a rational allocation of liabilities in relation to 
assets chargeable to Wealth-tax and those exempted from this tax. 

(Para: 3.119) 

97. When a certain amount of expenditure is admitted by an 
assessee, the Expenditure-tax Officer should not make any roving 
enquiries about that. The instructions already issued by the Central 
Baard of Revenue on this point should be further emphasised (Para. 3.120) 

98. Thero sl-ould be a statutory time-limit of four years from the 
date of filing of the return for the completion of an Estate Duty assess
ment. Where assessments . are made ex parte, the time-limit should 
be four years from the date the return was due. (Para·. 3.122) 

99. In mofussil circles the same officer who assesses the assessees for 
the other direct taxes should also deal with the estate duty cases. In 
citiE>s, the present circles for dealing exclushnely with estate duty cases 
should continue. · (Para. 3.123). 

100. Where an accountable person discharges the debts or other 
liabilities of the deceased and the Department is satisfied that such dis
charge is bona-fide, such debts shauld be allowed to be deducted from 
the value of -the life interest in the trust or other property. (Para. 3.124) 

101. The· present requirement of the verification in the Estate Duty 
Return to be made before a magistrat~ should be removed. Verification 
~or estate duty purposes should have to 'be made in the same way as for 
mcome-tax purposes. (Para. 3.125) 



CHAPTER 4 

APPEALS AND REVISIONS 

Appellate Assistant Commissione:r:s 

102. The Appellate Assistant Commissioners should be transferred 
from the control of the Central Board odl Revenue to that of the Ministry 
of Law. (Para; 4.9) 

103. Appeals from Ce~tral CirCles, Special Circles, Comptr;~ Circles 
as well as other cases involving large sums in dispute should be grouped 
together in ten or twelve Special Appellate Ranges in important centres 
and these should be manned by experienced Appellate Assistant Com
missioners. (Para. 4.10) 

104. There is scope for improvement in the methods and procedures 
of work of the Appellate Assistant Commissioners which can be helpful 
in expediting disposals and in redressing the grievances of the appellants. 

(Para. 4.11) 
• Appellate Commissioners 

105. Two Appellate Commissioners who would be of the same status 
and rank as Commissioners but functioning under the administrative con
trol of tl:e Ministry of Law should be appointed for exercising administra
tive control ov•er the Appellate Assistant Commissioners, and carrying out 
annual administrative inspectians with a view to ensuring quicker dis
posal of work and the maintenance of uniform standards in their 
approach to problems. In addition, they will also hear appeals on assess
ments made by Inspecting Assistant Commissioners as well as function 
as Appellate Controllers of Estate Duty when the Estate Duty (Amend
ment) Act comes into force. (Para. 4.12) 

Appellate Tribunal 

106. The Appellate Tribunal is a necessary and 
organisation and should continue. ... 

suitable appellate 

(Para. 4.14) 

107. The President of the Appellate Tribunal should be a serving 
High Court Judge, deputed to act as such by the President of India for a 
fixed tenure. (Para. 4; 15) 

108. As far as possible, officers of the Department of the status of 
Commissioners of income-tax or Assistant Commissioners senior enough! 
to become Commissioners. should be selected for appointment as accoun
tant members. Serving District and Session Judges should, as far as 
possible, be selected for. the posts of judicial members. (Para. 4.17) 

109. As far as possible, the Appellate Tribunal should give reasoned 
and detailed orders giving full facts and findings so that a clear picture 
of the issues involved, the arguments advanced and the conclusions 
ar.rived at would emerge. (Para. 4.18) 
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llO. The Appellate Tribunal being the final fact finding authority,_ it 
should not be granted enhancement powers under the ~ncome-tax Act. 
Enhancement powers now vested in it under the other direct taxes Acts 
should be withdrawn. (Para; 4.19) 

111. The Department or the assessee may be permitted to file a memo· 
randum of cross objections against so much of the order of the Appellate 
Assistant Commissioner as was against the Department or the assessee 
in instances where one of them might have gone in-appeaL (Para. 4.20)· 

Panel of Advisers 

112. Introduction of non-official element at the appellate stage by 
constituting a penal of advisers. is not favoured. (Para. 4.24}-
Rights of appeal 

113. Rights of appeal should be provided against the order passed un- · 
der the following sect~ons of the Income-tax Act an<;I the corresponding 
sections of the other direct taxes Acts wherever apphcable:-

• 

(i) Section 18(7) under which the peron responsible fur deducting 
tax at source and paying it to the credit of the Centrai Gov
ernment could be treated as an assessee ill default, 

(ii) Sections 18A(6), 18A(7) and 18A(8) authorising levy of interest 
and Sections 18A(9) and 18A(10) authorising levy of penalty 
in instances of late payment or non-payment of the correct 
amount of advance tax, 

(iii) Section 23 (6) governing the determination of the income of a 
firm and its division amongst the partners, 

(iv) Section 23A(l) authorising inclusion of deemed dividends in 
the total income of a shareholder, 

(v) Sections 25(3) and 25(4) governing grant oil exemption from 
tax in cases of succession and discontinuance of business, 

(vi) Rule 6B under which registration, granted to a firm under Sec
tion 26A, could be cancelled, 

(vii) Section 35 authorising rectification of mistakes in the orders 
passed, · 

(viii) Section 43 under which a person can be treated as agent of a 
non-resident. · 

and 
(ix) Section: 144 under which liability could be fixed on partners of 

firms and members of associations in instances of dissolu
tion or discontinuance of business. 

In addition, appeal should also be statutorily provided against orders of 
the Appellate Assistant Commissioner under the different direct taxes 
Acts where he refuses to extend time for filing an appeal or dismisses an 
appeal as not filed in time. · (Para. 4.26) 

114. Modification in the existing stages oii appeal is not favoured. 
(Para. 4.28) 

115. No restrictions should be pl~ced on the existing rights of appeal 
under the Income-tax Act on the basis of the monetary limit of the income 
or tax invC?lved. Introduction of such a system under the other direct 
taxes Acts Is also not favoured. · . (Para. 4.30) 

116.Th!re should ~e no restriction on the rights of appeal in instances 
"'h ~f! at' a!Sessee fails to submit returns or comply with notices. . 

(Para. 4.31) 
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117. The difficulties caused to the Department on account of assessees' 
filing writ petitions do not call for a change in the Constitution. How 
ever, it should be ensured thrqugh appropriate Rules of the High Courts 
that the Courts give precedence in the ·matter of hearing of all applica
tions concerning assessment and collection of the direct taxes, issue of 
notices of hearing to the Department at the stage of admission of writ 
petitions, and insist, in suit<1-ble cases, on the petitioners furnishing ade
.quate securities to cover taxes in dispute before granting stay orders. 

(Para. 4.36) 

Disposal of 11ppeals 

118. The placing of a statutory time-limit within which the appeals 
should be disposed of is not favoured. (Para. 4.37) 

119. The measures adopted by the Central Board of Revenue with 
regard to disposal by Appellate Assistant Commissioners have proved 
effective 'but the matter must be kept under constant review. _ If found 
necessary, the number of Appellate Assistant Commissioners should be 
increased. - (Para. 4.39} 

120. The present strength of the Appellate Tribunal is inadequate and 
the number of benches should be increased immediately. (Para. 4.40) 

121. The Chief Justices of the various High Courts should be request
ed to examine the position and take suitable measures such as the cons-
tituting of Special Benches for dealing with reference applications un
der direct taxes and giving priority to them ~o that the disposal of such 
cases is expedited. - (Para. 4.41) 

122. The Chief Justice of the Supreme Court should be approached 
with a request for constituting a special direct taxes Benches to deal 
with appeals under the direct taxe~ Acts. 

(Para. 4.42). 

Uniformity in interpretation 

123. The present procedure of iss_uing copies of the instructions of the 
Central Board of J;tevenue to the Appellate Assistant Commissioners 
should continue. However, these will not be binding on them. On a 
-question of law involved in an appeal before the Appellate Tribunal, if 
varying judgments had been given by different High Courts, the Presi
dent of the Tribunal may, qn a request made to him, refer the question 
directly to the Supreme Court for a decision. (Para. 4.45) 

Adducing of evidence 

124. The present system under which admission of fresh evidenCE' 
·before the Appellate Assistant Commissioner is left to his discretion 
should continue. No modifications are necessary at present with regard 
to adducing of evidence before the Appellate Tribunal. (Para. 4.48) 

Collection of taxes in dispute 

125. The present provision for the stay of disputed demands at the 
discretion of the assessing officer should continue but the absessees 
should be provided with a right to approach the Inspecting Assistant 
Commissioner, the Commissioner and the Central Board pr Revenue in 
instance~ where his request is not acceded to. (Para. 4.52) 

126. Provisions analogous to what is contained in Section 66(7) of the 
·rncome-tax Act and the corresponding sections of the other direct taxes, 
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·Acts should not be introduced to cover instances of appeals before othe1· 
·authorities. ' · (Para. 4.55) 

·costs 'in tax appeals 
127. The practice of awarding costs prevalent in Civil Courts cannot 

be easily adopted for appeal proceedings under the direct taxes Acts as: 
· far as appeals 'before the Appellate Assistant Commissioners and Ap-

pellate Tribunal are concerned. (Para. 4.56} 

128. The existing procedure of granting expenses incurred in connec~ 
tion with proceedings before the assessing authorities itself constitutes an 
·extra statutory concession and, there is no justification for a further 
extension of the concession to cover costs incurred in appeal. 

(Para. 457). 
1

. Representation of the Department before Appeilate Authorities 
129. There is a need for improvement in the matter of representing 

the Department before the various appellate authorities. The Senior· 
Departmental Representative before the Tribunal should invariably be-

. a person of the status of an Assistant Commissioner. (Para. 4.58) 
Revisionary powers of Commissioners 

130. In view of the discretionary power of the Commissioner to con
done delays. no change is called for with regard to the time limit under 
Section 33A of the Income-tax Act and the corresponding sections of the 
other direct taxes Acts. The Commissioners should condone dalays 
freely, especially in cases of over-assessments. (Para. 4.59)-

131. While in instances where the assessee does not require a heari-ng 
the revision fee may continwe to be Rs. 25 as at present, in instances 
where the as~essee desires a hearin~ by the Commissioner, he should. 
pay a fee of Rs. 75. The Commissioner should not, however, be preclud
ed from granting a hearing to the assessee in cases of the forme< category 
if, for any reason, he considers it necessary. (Para. 4.60)-

132. It is necessary not only to ensure that the pending petitions arP · 
disposed of immediately but also that the tendency towards an increase 
in their number is arrested. (Para. 4.61)J 



Problem of arrears 

CHAPTER ·5 

COLLECTION AND RECOVERY 

133. The total amount of taxes in arrears, appears to be substantial.. 
However, when the sums held in abeyance for settlement of relief claims 
and others which should be written off are taken into consideration, the· 
effective arrears are much less. (Para. 5.10) 

Causes of a1Tears 
134. Broadly, it can be stated that both belated assessments as well as 

over assessments are responsible for a major portion of the exist'ing: 
arrears. (Para. 5.15) 

Writing off and scaling down of demands 

135. By a suitable modification of the Delegation of Financial Power 
Rules, the powers of write off of Commissioners should be limited to 
irrecoverable demands not exceeding two lakhs of rupees in an individual 
case and write off of amounts exceeding two lakhs in a case should be 
effected by a Commfttee consisting of the Chairman and two members 
of the Central Board of Revenue. (Para. 5.17) 

136. A system of scaling down of demands should be adopted, subjozct 
to the monetary limit and other conditions mentioned with regard to write 
off of irrecoverable demands. The details of write off and scaling down 
of demands above a certain limit and the attendant circumstances should 
be presented to the Parliament through the annual administration reports. 
of the Department. · (Para. 5.20) 

Procedural measures for inlproving collection 

137. An improvement in collection is possible within the existing legal 
frame work ,by proper planning of assessment work, securing agreement 
on payment of taxes in cases involving substantial demands at the stage 
of assessment itself, issuing and serving notices of demand without delay, 
disposing of appeals involving large sums expeditiously, disposing of 
applications under Section 27 of the Income-tax Act and passing of orders 
of rectification etc. expeditiously, improving the manner of issue of re
covery certificates to the Col~ectors, relieving assessing officers of tl: eir 
routine administrative duties, issuing distress warrants on a larger scale 
and establishing better relationship between Central and State officials. 

, (Para. 5.22) 
Deduction of' tax at source 

138. In instances where contracts are granted by the Central or State 
Governments, local authorities or statutory corporations, the paying 
authorities should insist on tax clearance certificates for granting the 
contracts and· should, in addition, retain 2! per cent o{ the total value of 
the contract from the final or earlier instalments of payment, till the 
assessee produced a tax clearance certificate. There is no scope for extend
ing the princip~•e of deduction to tax at source either to cover further 
items under the Income-tax Act or to cover items under the other direct 
taxes Acts. (Para. 5.27) 
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Facilities for payment of taxes 

151. In all cases a month's time from the date of service of notice should 
be given for payment of taxes. (Para. 5.45) 

152. Arrangements should be made in the ·tax offices for making pay
ments of tax and cash counters should be opened for this purpose in all 
the important places. The possibility of opening Government accounts 
<>r accounts of the Reserve Bank with scheduled banks into which taxes 
could be paid sl:ould be explored. Cheques drawn on all scheduled banks 
should be accepted towards paymen.t of tax. The Reserve Bank and 
the State Bank should be. approached for opening branches in Income
tax Offices. The assessees in the small income group should be given 
facility of remitting the due amount of tax by money orders and for this, 
a special type of money _order form as now exists in certain States for 
payment of land revenue sl:ould be introduced. (Para. 5.46) 

Rebates and discounts 

153. Introduction ·of a system of rebates and discounts as obtaining 
under the Gift-tax Act, in the other direct taxes Acts is not favoured. 

· (Para. 5.47) 

154. Section 18(3) of the Gift-tax Act should be so modified as to pro
vide that the amount of tax to be paid under sub-section (1) of Section 
18 of the Gift-tax Act should be the tax that would have been payable 
•mder the Schedule had all gifts made during the previous year, includ
ing tl:e gifts under consideration, been assessed to gift-tax at the rates 
given in the Schedule. (Para. 5_.48) 

Interest and _penalty in case of default 

155. Without prejudice to Section 46(1) of the Income-tax Act and to 
corresponding sections of the other direct taxes Acts, the Acts should 
be amended to allow for automatic accrual of interest at six per cent 
where taxes are not paid on the due dates. (Para. 5.52) 

Lien in favour of revenue · 

156. Revenue should not be granted an unrestricted lien, without any 
time limit, over the assets of an assessee. (Para. 5.55) 

157 .. The law should be amended to secure that where the Commis
sioner is satisfied at any time that an assessee is trying to alienate his 
assets to defraud the State of its revenue, he may direct the Income-tax 
Officer to immediately assess the total income of the assessee from the 
expiry of the last previous year to any such date as well as for the years 
not assessed, on the lines of Section 24A(1) of the Income-tax Act. 

(Para .. 5.56) 

Recovery from companies and shareholders 

158. Section 530 of the Companies Act should be modified to the extent 
of allowing preferential payments of one year's assessment if assessed 
for a period prior to the winding up notwithstanding that the assess
ment was made subsequent to the winding up. (Para. 5.60) 

159. The statute should be amended to secure that the priority for 
the recovery of .tax in the case of companies in which the· public are not 
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substantially interested within the meaning of Section 23A of the Income
tax Act obtains without any time-limit. (Para. 5.61)" 

160. T.he Companies Act should be amended to cast obligations on the 
liquidator of the _company to. give intimation regarding liquidation pro
ceedings on the lines of Section 148 of the Internal Revenue Code, 1952: 
of U.S.A., If necessary, the taxing statutes should also be suitably amend
ed. (Paras. 5.63 and 5.64) 

161. Statutory provisions should be made requiring the Registrar of 
Companies not to strike off a company from the register of companies 
.without obtaining thP. tax clearance certificate from the Income-tax 
Officer (Para. 5.65) 

162. In the case of companies in which the public are not substan
tially interested within the meaning of Section 23A of the Income-tax 
Act, the liability for the direct taxes should first fall on the assets of the 
company, then on the directors of the company and lastly on tl:e share
holders in _proportion to their holdings. · (Para. 5.69) 

1fi3. It should be statutorily provided that if the existing shareholders 
or directors do not come forward to purchase the sl:ares of private limited 
companies belonging to defaulting directors or shareholders on the basis 
of the fair value determined according to the provisions of thP. Wealth
tax Act, the Department shall have the right to sell the shares· by 
auction and the purchasers shall be registered as shareholders of the 
company, notwithstanding any provisions to the contrary contained in 
the Memorandum and Articles of Association of the company. 

· (Para. 5.70)' 
Recovery from firms and partners 

164. Suitable amendments in tl:e Income-tax Act should be made to 
secure that all the assets of the firm are liable to be proceeded against for 
realising tax due· from the defaulting partner of a registered firm in so 
far as the demand relates to his share of·income from the firm 

(Para. 5.72) 
Recovery from transferred assets 

165. Where it is not possible to recover taxes from the assessee in rE>s
pect of the income aggregated under Sections 16(1)(c) and 16(3) of the · 
Income-tax Act, the Department should have the rigl:t to proceed against 
the legal owner of the assets in respect of the share of tax payable on 
account of the inclusion of the proportionate income from such assets. 
However, in a case where the assessment has resulted from a finding of 
fact that the transfer was a mere benami transaction effected with an 
intent to evade tax, no sucli restrictions are necessary. · (Para .• fi.77} 

,Section 46(5A) of the Income-tax Act 

166. Section 46(5A) of the Income-tax .Act should be amended to allow 
the Department powers to attach joint accounts also. · 

(Para. 5. 79 )' 

167. Granting powers to Income-tax Officers under Section 46(5A) of 
the Income-tax Act to enquire into and decide questions of title etc. is 
not favoured .. However, the law should be moaified to provide that even 
~he.r~ a garmshee on. wl:om the notice is served disputes or denies the 
liab1hty the account IS frozen. The Income-tax Officer should be em
powered to file a suit in the civil court to establish the liability of the 
garnishee. (Para. 5.80} 
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:Publicising names of defaulters 

168. Publicising names of defaulters 
collections is not favoured. 

as a means for effecting speedy 
(Para. 5.82) 

:Functional division between assessment and collection 

169. No functional division resulting in the assessing officers being 
divested entirely. of the responsibility for collection, is called for. How
-ever, they should be relieved of the unnecessary routine work so as to 
·enable them to devote more time to recovery work. (Para. 5.86] 

Central Revenue Recov;ery Code 
170. A self-contained Central Revenue Recovery Code, complete in all 

-:respects, should be. enacted for the purposes of effecting recoveries of 
direct taxes levied by the Central Government. (Para. 5.93) 

171. The recovery of direct taxes levied by the Central Government 
under the Central Revenue Recovery Code should be effiected by the 
Department of the Central Government itself. (Para. 5.99) 



CHAPTER 6 

REFUNDS 

Direct refund claims ·--
172. The special procedure for the disposal of the ·refund applications 

on the very day of their receipt, as obtaining at present at some places 
like Ahmedabad and Calcutta, should be extended to all the refund 

. circles. (Para. 6.3} 

173. The Department should give sufficiently wide publicity to the 
&ystem of exemption certificates. The refund circles, in particular, should 

· advise the refundees to obtain exemption certificates in fit cases. · The
exemption certificates should be issued freely and they should be valid 
for a period of three years. . (Para. 6.6)• 

174. Tl:e Department should pay to the assessees interest at six per
cent per annum on the amount of refunds due in respect of direct refund. 
claims payment of which is delayed beyond six months from the date· 
of the refund application, unless the applicant is himself mainly . res-· 
ponsible for the delay. Interest at a similar rate should be payable in 
cases where the payment of the refund resulting from appellate or revi-
sionary orders etc. is delayed beyond one m9nth from the date of tl:e· 
receipt of the order concerned by the assessing officer. In cases where 
settlement of the refund claim is being held up due to non-cooperation 
from the claimant, a written intimation £hou!J. be sent to him warning_ 
that the settlement of his claim for refund i3 being held up on account of 
his non-compliance with the Department's requirements (which may be
specified therein) and that Ii,o 'interest will be payable to him for the 
consequent delay in the.-issue of refund. (Paras. 6.9 and 6.12) 

175. As quick disposal of refund claims is an important means for
establishing good relations with the taxpayers, greater importance tharu 
at present should be given for disposal of refund applications. 

(Para. 6.11) 

Refunds and dividend taxation 

176. The new scheme of taxation of companies and their shareholde!S' 
as laid down in the Fii)ance Act 1959, is sufficiently simple and easily· 
workable. In order to avoid any difficulty to the shareholders, the 
Department should issue' the exemption certificates freely and should
give as many attested copies of the certificates as required by them. 

• (Paras. 6.16 and 6.17) 
· 177. In cases where grossing up of the dividends not covered by the

new scheme of company taxation is necessary, settlement of the refund' 
claims involving dividend income should not be kept pending for want 
of the relevant correct 'grossing factor' and that the- claims sl: ould be
disposed of provisionally on the basis of either the latest 'grossing factorr 
previously adopted for the company concerned, or the 'grossing factor'' 
that may be ascertained from the company's certificate, whichever is: 
more appropriate in the circumstances of each case. (Para. 6.18} 
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Other refunds 

178. In cases where assessees have paid advance tax. under Section 
18A of tl:e Income-tax Act in excess of the amount due on. the returns. 
filed by them, if the assessment is not finalised within three months of 
the filing of the return of income, provisional refund of the excess pay
ment should be given to the assessee concerned in the same way as pro
visional assessment is made under Section 23B of the Income-tax Act 
for collecting the tax payable, or, alternatively, the· Department shoul<f 
pay interest at six per cent on the amount refundable from the date of 
the filing of the return to the date of the issue of the refund order. 

· (Para. 6.20) 

179. There should be no objection in allowing the assessees to seek. 
adjustment of the refunds due to them on account of excess advance 
payments against other tax demands in cases where the Income-tax 
officers have failed either to finalise the assessments within three months• 
or give provisional refunds. (Para. 6.21)• 

Double taxation telief 

180". In cases where the claim for double taxation relief cannot be 
filed within four years from the expiry of the relevant assessment year on' 
account ·of non-completion of the assessment whether in India or in the 
foreign country within such time, the claim may be allowed to be made· 
within one year from the date of assessment either in India or in the· 
foreign country, whichever is later. In cases where the claims are filed 
beyond the permissible time-limits and are thus technically time-barred, 
the Commissioners of Income-tax should, in deserving cases, condone 
tl:e delay or extend the time for filing the claims where circumstances 
warrant such condonation or extension. (Para. 6.23)• 

- 181. In order to avoid the necessity for claiming refunds of double 
taxation relief and the hardships attendant thereto, the Government 
should conclude bilateral agreements for -avoidance of double taxation: 
with as many countries as possible. · · (Para. 6.28)• 

182. The Government should take special steps to ensure that the 
"two-man" committee constituted to arbitrate In cases of disagreement 
between India and Pakistan regarding the allocation of the income 
chargeable to tax in eitl:er country, meets regularly and decides cases· 
of disagreement. · (Para. 6.29) 

183. A provision should be made to statutorily extend the time-limit 
of one .year for production of the certificate of foreign assessment in 
order that the abatement in tax admissible to the assessees under the 
agreements for avoidance of double taxation is not forfeited. Alter
natively, the Government should make some other suitable provision to 
safeguard the interest and rights of the assessees. (Para. 6.30)' 

Payment of refunds 

184. Strict instructions should be given to the officers to issue Refund 
Orders immediately after the refund claim has been settled and to write 
them out correctly so that there is no difficulty in their encashment. 

(Paras. 6.31 and 6.32) 

185. The currency of the Refund Orders should be the same as for 
treasury cheques, i.e., three months instead of one mont!:, which obtains·. 
at present. (Para. 6.33}-
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186. When a refundee makes a request for the payment of the refund 
'to him in cash, it should be paid to him either in cash at the cash coun
ter or remitted to him by postal money order, provided that tl:e amount 
.of refund does not exceed Rs. 250. - (Para. 6.34) 

187. When there is no dispute amongst the legal heirs, the refund 
·due to the estate of a deceased should be paid to his son/widow or other 
llegal heirs on their furnishing an indemnity bond and without requir
!ing the production of succession certificates or letters of administration 
:etc. · (Para. 6.35) 
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EVASION AND AVOIDANCE 

188. Tax Evasion and Tax Avoidance are neither new nor peculiar 
to India. They constitute a problem which is prevalent in almost all 
countries. (Para. 7 .2) 

189. Whatever be the method an assessee adoJi!ts-whethet it be 
avoidance or evasion-the consequence of his action is the same, viz .. 
loss of revenue to the State and an incre~se pro tanto in the burden of 
tax ·on the other taxpayers who do not resort to such practiceS'. 

· · • .(Para 7.3) 

190. The quantum of tax-evasion, though undoubtedly high, is not of 
'the magnitude indicated by Prof .. Kaldor In his report. (Para. 7.5) .. 

Causes of evasion 

• 191. While it cannot be denied that the higher the rate of tax, the 
. greater will be the temptation for evasion and avoidance, the tax rates 

by themselves are not to blame for the ·large extent of evasion in the 
country. · (Pil1'a. 7 .IQ 
. 192 .. The· complicated provisions of the direct taxes Acts, not all of 
which are easily intelligible, are responsible, to some extent, for tax 
avoidance and evasion. · (Para. 7.9} 

193. The inadequacy of the powers vested in the personnel of . the 
Department is yet another cause for tax ev~ion.. · (Para. 7.10) 

194. It is necessary to have in the Department' sufficient numbers ,pf 
trained and experienced personnel to cope with .the current as well as 
arrear load of assessment and investigation work. Simultaneously, the 
organisation and procedure's of the Department should be so improved 
a_:; to brin~ it to the highest pitch of efficiency. (Para. '7.11) 

195. Unless it is brought home to the potential tax evader that 
attempts at concealment will not only pay but also actually land him 
in jail, there could be ·no effective check against taX evasion. Non-res~rt 
to prosecution and non-leyy of deterrent penalties have undouotedly 
encouraged the growth of evasion. (Para. 7.12) 

· 196 .. The pressure of public opinion is a major deterrent against any 
offence and, if the secrecy provisions of the direct taxes Acts are relax- . 
ed even to a limited extent, they will go a long way towards checking 
tax evasion. · (Para. 7.1~ 

197. Suppression of the sal~s in the case of retail' trades in an attempt 
to evade sales tax also results in evasion of Income-tax. (Para. 7.14f 

· 198. A reformed moral outlook of the citizens and development of a 
better civic conscience would go a long way in eliminating tax evasion. · 

(Para. 7.1~ · 
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199. Mutual distrust between the assessing. officers and the taxpayers 
also encourages, to soine. extent, tax evasion. ·The Administration h_as 
to take the initiative and trust the assesseea and comiuct itself with a 
high sense of justice and fairplay; _1 

. . . . · (Para. 7.16) 

200. Not only should the departmental officials be honest but they 
must .also be above suspicion and they should so conduct· themseh!"es in 
their private as well as official life that no wrong motives could be 
~ttributed to any of their actions. , • -(Para. 7.17) 

. . . . . . 

Methods of_ enquiry and investigation 

201. More importance should be given to external survey work, by 
re-organising the Survey eircles and augmenting the staff in them. · In 

. larger. cities 'like Bombay, Calcutta,. Madras and Delhi, an Inspecting 
Assistant Commissioner should be placed exclusively in charge of survey 
work. · . · · ', (Para. 7.19) 

. 202. It should be the responsibility' of the Inspecting Assistant Coin
missioners of the various ·ranges to see, during the course of inspection, 
that the information collected during survey is properly utilised by the 
~ssessing officers. Particular attention should be paid in survey to· the 
collection of information· regar.ding construction of house properties arid 
the rental incomes there~rom. . . "(PO:ra. 7.21) 

. , 203. Inspecting Officers as well as the Commissioners should . see, by 
P.e.riodical test-checks, that the. work of i-nternal survey is not neglected 
and does not fall in arrears. . . : . (Para. 7.22) 

, 204. Th'e Special Investigation Branches should' be re-organised and 
. placed .. under the charge_ of Assistant Commissioners in Bombay and 
Calcutta and under senior Income-tax officers in other charges. . · 

· · ' · , (Para. 7.23} 

205. Rules ~ay be £r1ned casting an· obligatio~ on the Governinent 
departments and quasi-Government bodies. for communiCating informa
tion about the payments made to contractor:; etc., · to tl;le ·Collation 
Branch of, the Income-tax Department. (Para. 7.25) 

206. Th~ Collation Branch should be placed under the control of ·the 
Director of Investigatio~ and Intelligence, with a Deputy Director of 
I~spection in-charge. . · · (Para. 7.25) 

Assistant 
assessing 

207. It should be the respbnsibility of the Inspecting 
Commissioners to see that ·the information received by· the 
-officers £:rom the Collatiop. Bra~cl:: is utilised properly. 

(Para. 7.25) 

208 .. More. Special. Circles may be created, as and when necessary. 
· · · (Para. 7.26) 

209. In order to make for bette'r guidance 9n the spot, greater. utilisa
' tion of local knowledge and more expeditious disposal of work, control 
over the Special Circles even in regard to the technical work pf making 
investigations ·and assessment should. be transferred to the territorial 
Commissioners of Income-tax~ (Para. 7.26) 

· . 210. The Central cha;ges have proved quite effective in handling. 
cases of tax evasion and· they should continue. The arrear cases in 
tl::ese charges are; ·however, very large, and as large amounts of revenue 

· are ~nvolved, greater emphasis should be laid on bringing . the assess-



~ents uptodate·. As soon· as the investigations for the relevant period 
~ completed and the asse~sments brought. uptodate, such cases should 
be re-transferred to the territorial. charges and fresh cases requiring 

·investigation taken over by the Central ch;rrges. (Para. 7.27). 

211. The .Directorate of , Inspection (I~vestigation) .should b~ · re
organised into a Directorate of Investigation and Intelligenc~.. It should 
function in a more' positive .way by itself gathering all useful informa• 
tion. and directing the investigational activities of . the Department. 

· · (Para. 7.29) 

212, The Director.ate should organise, and be· responsible ~ for the 
collection, collation and dissemination of all such information as will be 
useful in determinip.g the correct tax liability of the assessees. 

· · (Para. 7.30) 

213. The Directorate should not only co-ordinate thE: investigations 
carried on in the different Commissioners' 'charges, but it should also 
render· expert technical assistance in the investigations of specially com
plicated cases: (Para. 7.31) 

214. 'The Directorate as well .as certain· Commissioner's offices. should 
be equipped .with'modern mechanical aids like the photostat machines, 
infra-red photographic equipment and the ultra-violet equipment. 

; (Para. 7.31) 

215. Establishment of a Board of Specialist consisting of non-offi~lais 
would not be of much help in checking. tax evasion. However-, officers 
with proved efficiency and exp'erience in assessments of particular trades. 
and in!iustry should. be appointed as specialists in the Directorate of 
Investigation and Intelligence. For the present, six .specialists may be · 
appointed, :on~:eac~ for the following indusb~ies_ and connected trades:-

. (i) Cotton taxtiles. 
(ii) Other taxtiles i_ncluding rayon, and paper, 

(iii) Sugar and connected industrieS. . . 
(iv) Iron and Steel and Engineering Industries .. 
~v) Cement manufacture and building contractors · · 

'(vi) Mining and Quarrying, Petroleum and allied products. 
· · (Para. 7.3~) 

· 216. Once the Income-tax Inv.estigation cases are ;disposed. of, there 
will be no . need for a special body like the Directorate of Inspection 
~Special Investigation). · 

(Para. 7 :33) 

· 217. The constitution of a separate body like th'e Jncome-tax Investi
gation CBmmission ·for dealing with cases of large scale evasion is neither 
feasible- nor necessary in the pre~ent circumstances. (Para.._. 7.34) 

218. The system of group Assistant Cbmmissioner's charges; apart from 
having other advantages,_ helps in checking evasion. . (Para. 7.35) 

219. Total wealth statements as recommended in the Chapter on Assess
ments-Procedures. (Recommendation No. 25), would be one of the most 
.effective ·methods of. checking tax evasion. (Para. 7.3~) 

. 220. Compulsory audit of accounts in cases of income above Rs. 50,000 
· from business, profession or yocation ( a~so suggested in the Chapter on 
Assessments-Pr_ocedur~Recommendation No. 27) will help the assessing 
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officers in the detection of concealments and manipulation of accounts. 
· - (Para. 7 .37) 

Powers 
221. The suggestion that all traders should be statutorily required to 

keep closed and 'adjusted accounts- on me;-cantile basis is not capable 9f 
implementat~on at 'this stage. , (Para. 7.40~ 

222. Any scheme requiring the assessees to v:rite their accounts in 
books previously signed and stamped by the offic1als of the Department 
will ·not work satisfactorily and is likely to do more harm than good. 

· (Para. 7.41) 

223. In order to avoid ~y inconvenience to the assessees, the checking 
of the current accounts should be done in the business premis~s of the 
assessees, ;after obtaining the permission of the CommissiQner. 
. . , . . . (Para. 7.42) 

224. The statutory provisions regarding search and seizure are, on the 
whole, ·adequate and no major change ·is called for. Timely action is, 
however, of utmost importance. (Para. 7.43) 

225. The feasibility of requiring the banks and other credit institu
tions to give names and addresses of their constituents, the sum total of 
whose deposits or withdrawals exceeds rupees one lakh a year, should be 
examined by Government, in consultation with the Reserve Bank of 
India. · (Para. 7.45) 

. . 
226. The .Life Insurance Corporation should be statutorily required 

to furnish the name and address of every person taking life insurance 
policies for sums aggregating to Rs. 50,000 or more, whether in, his own 
name or jointly with another. The general insurance companies sho~ld 
also be statutorily required to furnish brief particulars of general insur- -
ance policies of the value of Rs. five lakhs and above, whether tam~n: 
under one cover or more than one cover by the same person-. 

(Para. 7.46) 

· 227. The suggestion that it should be statutorily provided that pay
ments of money above a specified limit shc;>uld invariably be made by 
crossed cheques is not practicable and is therefore, not javot1Ied. 

(Para. 7.47) 

228 .. It is n~essary ~hat the activities of the various revenue Depart
ments m checking evaswn of taxes should be properly co-ordinated. and · 
that, for this purpose, there should be a regullU" and -systematic exchange 
of the useful information available with the various Departments; The 
existing liaison arrangements between the various Departments should 
be improved and placed on a more systematic footing. (Para. 7.48) 

229. The suggestion that the production of a tax clearance certificate· 
from t_h~ assessing o~cers. should be insisted upon by the registration 
authonhes, befo~e ~e~su:rmg the transfer of properties whore value 
exceeds a certam hm1t, 1s -not fav:ol.tred as such a restriction does not 
appear to be necessary. · · (Para. 7.50) . ' .. 

. ~0. The system- of automatic reporting as suggested by Prof. Kaldor 
m l:ls report would throw an undue volume of work and is unworkable 
under the conditions existing in India today. · (Para. 7.51) 
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231. In order to discourage tax evaders from .entering · into · benami 
transactions for ·the purpose of achieving their object, statements made 
by any party to such a transaction before the direct taxes authorities 
·with regard to the ownership of an. asset should be made available, to the 
other party concerned in the case, if he applies for a copy -of it. . The 
secrecy provisions of the direct taxes Acts should be modified to secure 
this.' · · · (Para. 7.53) 

232.' By means of blank lransrers dishonest assessees are able to conceal 
their ·income from the Department and even if the concealments are 
detected and assessed, they can avoid the payment of the taxes as the 
shares are not registered in their names, and they cannot, therefore, be 
attached and sold. The only effective remedy against· blank transfers 

· is to provide thaf all transfer deeds executed by the 'transferor should 
.be registered by the Stock Exchange and simultaneously date stamped. 
It should be. secured by statute that the transfer deeds should have a 
currency of only six months from the date of stamping and that multiple 
transfers will be permitted only within that period of six months. 

· · · /-, · . (Parq. 7 .54) 

233. The restrictions in the preceding recommendation should not be 
app~ed in cases:- . ' 

(a) where the shares are handed over to a banking company either 
as a security or for safe. custody, or 

(b) where the shares are held on blank transfers by the directors 
of a company or partners of a: registered firm or 'trust~es in 
a fiduciary. capacity. ' · 

The banks, however, Should be required to communicate to the tax autho
rities, through an annual statement. brief particulars of the shares held 
by them under blank transfers. (Para. 7.55) 

. 234. While th~ present practice of rewarding the informers should 
continue, a statutory provision should be made for the punishment of 
info~rs who give wrong information. The Department should also be 
provided with the power to m-ant immunity from penal proceedings or 

·prosecutions to those. who haviD.g abetted an offence in this. respect, come 
fol'Ward to give evidence against an assessee. No action should be taken 
on anonymous or pseudonym.o~ petitions unless they contain some 
specific information. (Para. 7.57) 

235 .. The present system of requiring contractors, applicants for iinporl 
a11d export licences, etc., submitting a tax clearance ·certificate from thf 
assessing officers, and the conditions attached to their issue, are effectivE 
in checking tax evasion and defaults in the payment of taxes. Tax clear· 
ance certificate should not be refused to those who have evaded ot 
defaulted once but. have thereafter kept a clean record with the tnx 
authorities for atleast three years continuously. (Para. 7.58) . 

Penalties and. prosecutions 

· 236. A detailed schedule of penalties should be drawn up and incor
ported in the statute book in place of Section 28 of the Income-tax Act 
and corresponding sections of the other direct taxes Acts. · The schedule 
should make a distinction between cases of deliberate concealment or 
gross or wilful neglect and others which are not due to fraud, gross or 
wilful neglect, the levels of penalty for the latter. category being mucl' 
lower than those for the former. The maximilm penalty leyiable foJ 
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concealment' or deliberate furnishing of 'inaccurate particulars shou~d ' 
continue t~ be 150 per cent of the tax sought to be evaded as at present 

· · . (Para. 7.60) 

. 237. The·penalty provisions of the direct taxes Acts should be bro~ght 
in. line with Section 49 (1) . of the Income-tax Act, 19~2 of the Umted 
Kingdom so that the onus of proving that the .omiss_ion to disclos~ income, 
wealth, etc., ·did not proceed from any fraud or Wilful neglect, Is placed 
orl the assessee })imself. c· . . . . · (Pdra. 7.61) 

238. The prior approval of ·the Inspecting Assistant Commissioners f~r 
the levy of penalty should be obligatory only ·in cases ·of more serioWil 
offences, where the quantum of penalties leviable are heavier. Further 
the Inspecting Assistant Commissioners should ·be statutorily required to 

1 give a hearing to the assessees before according his approval .to the levy 
of penalty in such cases. The law should hoe amended requiring the com
pletion of the penalty proceedings within one year of the passing of the 

' relevant assessment order or o.f the appellate order of the Appellate 
Assistant Commissioner or the Appellate Tribunal or of the revision order 
of the Commissioner, as the case may be. ·. , ·. (Para. _7.63) 

. 239. Failure to institute prosecutions. even in clear cases of tax evasion· 
cannot be justified. In all cases of deliberate concealment, where there 
.is sufficient evidence, the .Department should, as a rule, resort to criminal 
prosecution. · · ' (Para. 7.65).' 

240. Government· sho\,\ld consider whether Sections 177, 191, 192, 199 
.and perhaps 18-1 . of the Indian Penal CQde shquld also be ,specifically. 
referred to in the.direct taxes Acts. ·Resort should be had more frequent
ly to the provisions of the Indian Penal Codoe than to those of the taxing_ 
statutes and there' should be a specific provision in the direct. taxes Acts 
permitting the Department 'to take action also under the Indian Penal 
Code. Deliberate concealment . of income, wealth, etc:, shoUld be made 

-a· specific offence punishable under Section 52 of the. Income-tax Act and 
corresponding provisions of the other direct taxes Acts.: There should 

· be a· ft>ot-note in the return form itself to the effect that false or incorrect 
· declaratim:i. would attract the penalty provided under Sections. 28 and 52 
of the Income-tax Act or the corresponding provisions of the other'· dire<;t 
taxes Acts, as the case may be, and Sections 177 and 199 of the Indian 
Penal Code. · The relevant sections should also be reproduced in toto in 

·the return form. • . · . . (Para. 7.66) 

241. Enhancing the ~aximum,period of imprisonment will not in itself 
serve· any useful purpose a.t the present moment when, practically, no· 
prosecutions have been latlnched for the past several yeats. It is also 
not· necessary at the present stage to provide for a minimum period of· 
imprisomnent, but if in actual practice hereafter the Department findl; 
that the courts are averse to awarding imprisonment, the question of 
aniending the existing law. so as to provide 'for a· minimum period of 
imprisonment in cases of ·conviction may be examined. (Para: 7.68) 

. 242. There should be an Enforcement ·Branch in ;each Co~missioner's 
_charge with the specific responsibility for examining cases suitable for ' 
prosecution and for initiating and· pursuing. prosecution proceedings. 
Prosecutions in cases of offences referred to in Section 51 of the Income
tax Act and the corresponding'pr_ovisions of the other direct taxes Actjl 
shoUld be launched with the prior approval of thoe Commissioner. Prose-· 
cutioi1s for offences mentioned in Section 52 ·of the Income-tax Act and 
.the corresponding provisions,of the other direct taxes Acts or any of the. 

' '• 
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provisions of the Iii.dian. P~nal Code· should be launched with the prior 
approval of the Central Board ·of Revenue, in. order that there may be 
em uniform policy in this matter. (Para. 7.69) 

. . 243. While the existing powers to compound offences for which prose
cutions are ~a'unched may continue, such powers should be exercised only 
in exceptional cases· and not . as a ma~ter of course. ·In particular, there 
should be no attempt at compounding an· offence merely because the com
P()sition fee. offered is substantial. Compounding in any case should be 
done only with the approval of the authority sanctioning the prosecution. 

' 1 (Para. 7.69) 

244. ·Provisions of.Section 28(4) of. the Inconie-~ax Act and the corres
ponding provisions of the other direct taxes Acts which b;u- prosecutions 
in respect of the same facts on which a penalty ·has been imposed, should · 
be deleted. . · · . · i · (Para. 7.70) 

245. Ab~tmen~ of evasion of taJ!: ~hould be made punishable under the . 
tax laws. A provisiqn _similar to the one contained in ·the Income-tax 
(Amendment) Bill, 1951 should be ~ntroduced in all. the direct taxes Acts. 

. (Para. 7.72) 
.246. Ple.Income-tax return form, in cases of i.D.conie above Rs.' 20,000 

and .the return. forms prescriqoed ·under ttJ,e other direct taxes Acts should 
provide for a declaration· and certificat~ in a prescribed form to be given 
by the representative who prepares or-assists the asseessee in the prepa
ration of' the :r~turn~- · ·(Para. 7.74) 

. Voluntary .disclosureS 

. : 24t The irrtroduction of a voluntary disclosure scheme on the lines 
of the 1951 Scheme is not justifiable undet" th~ circumstances prevailing 

· at present.- · . • ·, · · (Para. 7.79) 
' . 

·248. Powers of settlement available, at present to a limited extent, 
. wider the Income-tax Act, for specific types of cases, should be enlarged 
and the Central Board of Revenue authorised to arrive at settlements 
with the assessees at any stage of the proceedings· under the direct taxes 
Acts. Administratively, it may be ensured that. the disclosure oases are 
settled by the Commissioner of Income-tax, where the tax involV>ed. is 
Rs. two lakhs or less, and where the tax is over Rs. two lakhs, the case 
should be •settled by a .committee consisting of· the Chairman and two 
Members of the Centrl!-1 Board of Revenue. . (Para. 7.80) 

-
Suggestions to ·amend the law 

' 249. The . e~isting law sh~tild be amended on the foll.owing lines in 
order to plug the various loopholes:-. 

(1) Remittances 'of . foreign -profits which. are at present exempt 
' 'under Section-4(1) (b) (iii) of·the Income-tax Act, should be 

made taxable. [Paras. 7.81 (1)] 

(2) The existing provisions relating to exemption ·of the income of 
charitable trusts under Section 4 (3) (i) should be amended 
as foll.ows:- I 

(a) The. accounts of all. chadtable institutions, with the excep
tion of those audited under the requirement of any other 
law or regulation, having an income of Rs: 5,000 or over, 
'lnust be c;ompulsoz:ily audited and a certificate froin ~e 



auditor in a form to be prescribed should ·be furnished to 
the assessing officer in support of its claim for exemption 
from tax. . . · . 

(b) .A charitable tru~t carrying on _a busine~s which is not i:i;t the 
· course of carrymg out the prrmary obJect of the trust ·rtself 

should not be entitled to tQ.e exemption under Section 
4 (3) (i) cif the Income-tax Ad and this should be made 
clear in the substantive pait of the Section· itself. 

(c) Where a trust deed contains a clause that the funds of the 
trust should also .be utilised for the relations arid family 
members of the donor or that in carrying out the charitable 
objects of the trust priority should be given to such rela• 
tions or members, exemption should not be available under 

. Section 5(1) (i) of the Wealth-tax Act. 
(d) If any charitable trust had invested, at any time during the 

previous year, in the Shares or capital of an 'industrial or 
commercial undertaking, in which the donor was himself 

·substantially interested, an amount more\than five per cent 
of the paid up capital of that uiidertaking, then the divi
dends or share income from such investments should not 
be. eligible for exemption and Should be·taxed in ~he hands 
of the trustees. • 

(e) As regards the other incomes of the trust, they will ·be 
exempt if the conditions under Section 4(3) (i) .of the 
_ Income-tax Act are fulfilled, but if more than 25 per ce:q~ 
of such income of a trust is set apart for being spent sub
sequently for charitable purposes, the amount set apart· 
in ·excess ol: 25 ·per cent should be taxed in the year in 
which it is so set apart. . Tlie Central Board of Revenue 
should, however, be empowered to increase this percent
age in fit cases. . · _ · · · 

(f) If on enquiries into the use to which the properties belong- · 
ing to a charitable trust were being put to, the assessing 
officer found that they were being utilised (i} by the 
donor or his nominees or .any of his family members,. or, 
(ii) by .a trustee or his nozninee or his fami~, the pr.oper

tles should not be allowed exemption adniissible under 
Section 5 (1) (i) of the Wealth-tax Act, unless in the case 
of (ii) above the occupation of the property by the trustee 
was neces~ary_ for carrying out the objects 'of the trust. 
The assess~ng officer · should also ensure that gift-tax is 
recovered m .respect of the properties enjoyed by such 
persons. 1 · [Para. 7.81 (2)] 

(3) Section 10 (1)- of the Income-tax Act should be amended so 
as . to ~~ consi~t:nt with· the second proviso to Section 
10 (2) (vn), provrdmg that even where the assessee had dis
~ontinued his business, profession or vocation, profits result
mg from . th~ sale of .machinery or other assets 'would be 
treated as mcome and subjected to tax. The business 
expenses incurred after the closirig of the ·business should 
also be allow~. ,. · [Para~ 7.81 (3)] 

(4) There is n? just~ca~ion fo; continuing 'the tax. exemption to 
co-operatrv:e socretles which are running transport services 
or .controlling large commercial and industrial undertakings. 



291 

since theil' dealings are mostly with non-members. It 
should be specifically laid down in Section 14 (3) of the 
Incoine-ta)j: Act that the exemption would not be available 
to the co-operative sacieties, if their total income exceeds. 
Rs. 20,000. In view of the tax holiday given to new indus
.trial undertakings under Section 15C of the Income-tax Act 
and also the limitation on the distribution of the· profits' of 
the co-operative societies under the various State laws, the 
changes proposed would not interfere with the growth of 
genuine co-operative societies. , [Para. 7.81 (4) 1 
, . \ 

(5) A provision siinilar to Section 16 (3) of the Income-tax Act 
should be made so as to cover cases of assets transferred by 
wife to the husband. A further amendment may also be 
made to Section 16 (3) of the Income-tax Act so as to cover 

, . transfe:rs of assets to minor children by the mother. 
· [Para. 7.81 (5) 1 

[6) The law should be modified so· as · to provide· that in cases 
where a father creates a trust for the benefit of his minor 
daughter with a stipulation that the income of the . trust 
should be accumulated and added to the corpus and that the 
daughter should be entitled to receive the· income only after 
attaining majority, such income of the minors would be 
taxed. [PaTa. 7.81 (6) ]' 

· Section 9 (2) of the Income-tax Act should be suitably amended so as to 
provide that in ·cases where, after transferring the ownership of a resi
dential property to his wife or minor child, without adequate considera

. tion; the transferor continues to reside in it along with the transferee, 
. there is no escapement of proper tax lial;>ility. [PaTa. 7.81 (7) 1 

Section 46A .of the. Income-tax Act should be amended so as to include 
the liabilities under the Wealth-tax Act, Expenditure-tax' Act and .Gift
tax Act also within the scope of that Section. · [PaTa. 7.81 (8)] 

• There is no justification f()r giving the marriage and children's allow-
ance both to the husband and the wife where they are separately taxable. 
The law should be suitably amended. [PaTa. 7.81 (9)] 

. . 
Any industrial or public utility undertaking run al; a department of 

the State Government should also be subjected to tax and, for this pur
pos~, provision should be made in law as envisaged in Article 289 (2) of 
the Constitution. 1 [PaTa. 7.81 (10)] 

· · The law should be. so amended that even on the assessee's cessation 
of his business, etc., or retirement from profession .or death, income 
received after such cessation, retiremtmt ·or death would be taxed. 

· · [PaTa. 7.81 (11)] 

In the case ·of companies in which the public are ~ot ·substantially 
interested,. set off of the earlier years' losses against subsequent profits 
should be allowed only if the shareholders in the yea!.' in which the income 
is earned are substantially the ·same as those in the years in which the 
losses were .incurred. PaTa,' [7.81 (12) l 



(i) . commuication to any member of the public; on the ·payment 
. , of a specified fee,. the amount of income; wealth, etc., declar

ed by a ~rson in his retu_rn; · 

(ii) publication annually in a printed booklet . .form the names, 
. addresses and declared income, wealth, expenditure, etc., .of 

eLther all assessees or those above a certain limit. 
(Para. 7.86) 

251. In view of the deterrent effect it · would have . on attempts at 
•evasion, the names of ·all persons in whose cases penalties have been 
·imposed for Rs. 5,000 or more for the concealment of income, wealth;
expenditure, etc., should. be published by . the C~l!nmissioners, in the 

:gazette as well as in the press, giving details of their names, addresses 
and amounts of penalties .. If the ·ass~ssee concerned. is a co_!D.pany or 
·firm, ~he names of all the directors of the company or partner~ of the. 
firm, as the case may be, should be published unless it has been estab
lished that only a particular director or partner was responsible for the. 
evasion. The publication should be m~de only 'after the penalty has 
·.bec.ome final in appeal and reference. Central Board of Revenue should 
·have discretion to withhold the publication of names in suitable cases, 
but the number of caseS in which such information was withheld, and 
the re.asons therefor, should be given in the annual administration report 
but without mentioning the. names of such persons. (Para.· 7.88) 

Arousi.ilg public conscience· 

252. The following measures 
·science !lgainst tax evasion: :...._ 

may . oe useru1 m arousmg puonc con-
.' 
I 

(i) People sh~ulp be educated with regard to the real object pf the 
collection of direct taxes, through press, ·;radio and films. . . 

· (ii)· Steps should be taken to convince the tax-payers that the 
money collected through taxes is not spent wastefully but 

. put to proper use. · · 

(iii) 

(iv) 

No official patronage or recognition or awards should be given 
· to persons who have been penalised for concealment or in 
whose case prosecution proceedings have been taken. Such 
a person should not be allowed to. become a member of any 
Committee or Commission appointed by Government. 

. ' . ., . 

Tax evaders should be strictly dealt with and br~ught to book 
by the Department in future so that the .widely-held feeling 
in the minds· of the public that evasion pays and that evaders 
are treated. lightly i~ . removed. Prosecution proceedings 

. . ~hould be launched wherever necessary:. , 



(v) 

{vi) 

The 'co-operation of the chambers of commerce and other pro~ 
fessional bodies such as bar. associations, medical associa~ 
tions, ·etc., should b.e enlisted in, the matter of wiping out 
evasiori. 

A· special drive' should be undertaken. "to ro~se public consci
ence by enlisting the co-operation of leaders in the various 
walks of life. (Para. 7 .89) 



· ' €HAPTER 8 

ADMINISTRATION 

Central Board of Revenue · 

253 .. It is neither practicable nor de~h-able to divorce administration 
entirely from policy making. The Central Board, of Reyenue should' 
continue to function as the Department of Revenue. (Para. 8.5) 

• 254 It will facilitate the joint functioning _of the Central Board of 
·Reven~e to a large extent, and result in a more efficient administration 
of the different tax laws, if the administration of ·the direct taxes and 
that of indirect taJ~:eS are entrusted to two separate Boards. However, 

. as the new direct. taxes have- been introduced recently, and the bifurca
tion of the present combined Board might involve additional expendi
ture the formation .of two separate Boards for direct .and indirect taxes. 
is ~ot immediately necessary. For the present, there should be two 
distinct Wings of direct and indirect taxes in the Central Board . of 
Revenue with a common Chairman. After examining the working of 
the two separate. Wings, Government may consider the feasibility of 
constituting separate Boards for direct and indirect taxes.. (Para. 8.8) 

255.· A list of 'functions of the Central Board of Revenue where the 
Members ·should function jointly and individually .should· be drawn up 
and strictly adhered to. There should not be frequent changes in the 
status of the post of the Chairman or in the composition of the Board. 

• - (Para. 8.9) 

256. There should be a separate Se~etary for the Department of 
Revenue and this post and that of the Chairman of the Central Board 
of Revenue should be combined. ' (Para. 8.10) 

. - ' . ' .._,_.. 
257. The Central Board of Revenue should have one more Member 

to look after the general administrative and organisational matters relat
. ing to direct taxes. · (Para;' 8.11) 

. 258. It should be laid down that each Member of the Central Board 
of Revenue can function independently on behalf of the Board in respect. 
of the specific work allotted to him and that all orders passed by him 
should be treated as orders of the Board. In respect of appeals how
ever, it should be provided that at least two Members of .the Board ~hould 
hear them jointly. Applications for settlement, write off etc should 
be dealt with ~Y. the . Chairn;lan and· two Members acting j ou;_tly. On 
m~tters ?f admrmstrahve policY: as well as those relating to promotions 
and postmgs of officers, all the three Members along·with the Chairman 
should take a joint decision. ' · (Para. 8.12). · 

2.59. At. lea~ half the Members of the Central Board Of Revenue. 
dealing w1th direct taxes should be selected from amongst the officers 
of the Department. The tenure of appointment as a Member should 
normally be. five years. · 1 (Para. 8.13) 
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. 260. The recruitment of the· officers of the Income-tax Department 
to the Central Administrative cadre. (Pool) of Officers should be increas
ed considerably and greater facilities made available to tpem to acquire 
experience of other work. (Para. 8.14) 

261: The officers· and other staff in the administrative and technical 
·sections. of the Central Board of Revenue should be appointed, as fl;ll" as 
possible, from amongst the departmental personnel, who have field 
experience. There should also be a periodical exchange of officers and 
staff between the Board and. the field offices. (Para. 8.15) 

262. In, order to provide the· Central ·Board of Revenue with expert 
legal advice in day-to-day work, a senior solicitor or advocate with 
adequate e_xperience in direct taxes matters should be appointed as 
Legal Adviser in the office of the Board and given. appropriate status and 
pay. (Para. 8.16) 

263. There should be no 'false-economy· in engaging experienced and 
leading members of the Bar arid paying the requisite fees of representa
tion on tax matters for the Department. (Para. 8.17) 

Directorates 
' 

264. The existing three Directorates of Inspection ,should be reorganis-
into· the following four Directorates: . · 

(a) Directorate of -lnsJ?ectiori. 
(b) Directorate of 'Investigation and Intelligence. 
(c) .Directorate of Vigilance. 
(d) Directorate oi Training, Statistics, Research and Publications. 

· (Para. 8.20.) 

265. The Directorate of Inspection Should carry out administrative 
. ·inspections of the offices of the Commissioners and Inspecting Assistant 
Commissioners of Income-tax. It should also review and test-check the 
inspection of the work of the a,ssessing officers carried out by the Inspect
ing· Assistant Commissioners and suggest improvements for the organi
;Sation and methods of the working of the Department. (Para. 8.21) 

' . . 

266. The ·functions of the Directorate of Investigation and Intelligence 
are noted in reco=endation Nos. 212 and 213. It should hav.a six 
-experienced· Assistant' Commissioners working as Specialists to deal with 
tax problems in respect of specified important industries and trades like 
textiles, iron and steel, sugar, paper, cement, mining, etc. (Para. 8.22) 

' ' - . . 

267. It i~ of the utmost importance that the revenue admini_stration 
· should maintain the highest standards of morality and integrity. Besides 
keeping a constant vigil over the large number of ·personnel at different 
levels, the Directorate of Vigilance should see that cases of complaints 
and disciplinary procedings are expeditiously dealt with ·and that dis
honest officials are propertly ·brought to book. (Para. 8.23) 

268. The Directorate of . Training, Statistics, Research and Publica
tions should look: after the work of the Training College for the gazetted 
officers, co-ordinate the !:raining progra=es of the non-gazetted staff, 

·see to recruitment of personnel and department~).! examinations, compile 
all the· statistical information, carry out research studies in tax matters 
.and be !n charge of the publication of taX! literature, books and manuals, 



bulletins and journals, etc .. The present office of the · Statisticia~ 
(Income-tax) should be merged w:ith this Directorate. 

· ' ; · . . · (Paras. 8.24 and 8.25) 

269. ·An .J\nnual Admini~tration Report ·sh?uld be published by ~he 
Department anli laid on the table of the Parliament. (Para. 8.26) 

Commissioners of Income-tax 
270. One more Commissioner of Income~tax sl;10uld be· appointed in 

each of the West Bengal, Bombay City and Bombay North charges. 
. · (Para. 8.29) 

271. The cadre of Commissioners of Income-tax, Grade II should be 
abolished, and all' the Commissioners should be in one unified. grade 

· and get the same scale of pay as given to other heads of departme;nts 
like the Accountants General, Postmasters General, Divisional Commis• 
sioners, etc., as well as to the members' o~ the Income-tax .Appellat~ 
Tribunal. . • (Para. 8.:n) 

.272. There . should be 'further decentralisation . and. delegation ·of 
enlarged powers to the Commissioners of Income-tax in respect of incur
'ring of expendjture on printing and purchase of stationery, legal charges, 
etc., as well as. with regard to appointments, promottons .and transfers. 

' (Para. 8.32) 

Deputy Commissioners 

. 273 .. Creatjon o,f posts of Deputy. Commissionel's is no1i favoure<i. 
(Para. 8.34) 

Assistant Conimissionei:s · 

274. The · Inspecting Assistant Commissioners should continue to 
advise . and guide the assessing officers in assessment matters. Pre
assessl)lent guidance and control by them is _necessary for improving the. 

· quality of assessments and checking tax evasion. (Para. 8.39) 
' . . 

275. Inspecting Assistant Commissioners· should give to the assessees, 
whenever asked for, an opportunity of being heard before issuing instruc
tions· to the assessing officers .. - .. (Para. 8.40) 

•' 

276. As a general rulE!, Inspecting Assistant Commissioners should 
.not do assessment work. . However, about ten Assistant Commissioners 
should be entrusted with actual assessment work in important· cases 
involving large re:vebues, detailed investigations and complicated ques
tions' of facts anq Ia~. · . . ·· · '. (Para. 8.41) 

277 .. The system of group charges should be extended and·- twen.ty-five 
more such charges created in important cities. (Para. 8.43) . . ' 

278. The number of assessing officers under ·an Inspecting Assistant 
Commissioner in a 'non-group charge should be reduced to about twenty 

· so that both admirustrative and }"egular inspection of assessment a1;1d col-
.. lection work of each assessing officer is carried out every year. · · 

· . (Para 8.44) 

279. The· Inspecting ·Assistant Commissioners in .the ·group charges 
should also inspect .the work of the assessing officers in the group. 

(Para 8.45) 



~~ing Officers . . .• ' . 

280. lthe Class II cadre of the Ihcome-tax Officers shoUld continue. 
'There should be only one grade for Class I service with an integrated pny 
~cale. · . (Para. 8.50) 

28l. The number of Class I posts of. Income-tax Officers should be 
increased by about 100 and a corresponding decrease made in ·the number 
of Cla~s II Officers. (Para. 8.51) 

282. Income-tax Officers promoted from Class II to Class I should not 
be given any weightage vis-a-vis direct recruits to Class I. . (Para . . 8.52) 

283. The present sanctioned strength of the lncome-tax Officers should 
be increased by about 50. . . _ · · · (Pa1'a. 8.53) 

• 284. For purposes of evaiuation of work and contro£ of output .of the 
assessing officers, categorisation of cases and fixation of disposal iri stan
dard units are necessary. · : · · - · . (Pci.ra. 8.55) 

. .. . ) . 
285. The assessing officers should be relieved of the routine adminis

trative work which should be attended to by the office supervisor. 
· ' (Para. 8.56) 

Inspectors . 
· 286. The assessing officers and the Inspecting. Assistant Coil).Inissioners 

-should exercise stricter control and supervision over the work done by the' 
Inspectors. · (Para. 8.58) 

287. InSpector shouli be given statutory status under the' other' direct 
taxes-Acts as under the Income-tax Act. He should carry a written autho
rity under the signature and seal of the assessing officer specifying the · 
points orl which he has to make survey and other enquiries. 

' _ (Paras. 8.59 and 8.60) 

288. Merger of the existing two grades of Inspectors, i.e., Ordinary and 
· Selection Grade is not favoured. (Para. 8.61) 

~89. The present sanctioned strength. of Inspectors should be increased 
by ~50. ' (Para. 8.62), 

Ministerial and other · 'staft 
' .. · 

290; :f!:ach tax office except that of the Appellate Assistant Comirus
sioner should have a whole time supervisory officer. There should be one 
supervisory officer for every ten clerks and out of the total superV-isory. 
posts at least one-third should be in· the cadre of Supervisor. , (Para 8.64) 

' ' ' 

291. Merging the cadre of Head Clerks with that of ·Supervisors is hot 
favoured. Grade II cadre of Supervisors should be abolisqed and there 

· should be only one grade of Supervisor. The present pay scales .of the 
two grades should be integr~;~ted for this purpo_1;e. There should be Admi~ 
nistrative Officer-s of Gazetted rank in the offices of the Commissioners and 
Directorates. · · · (Para. 8.65) 

292. The direct taxe~ Offices should be equipped with adequate minis2 
terial staff. ' · (Para. 8.67) . . .. / ' . 

293. The number of Notice Servers and Class IV servants should be 
suitably reduced, the strength of the latter .being too large.. The anomaly 
in the classification of the Notice Servers and Daftries with similar scales: 
of pay should be removed. Class IV staff should not be required to dO< . ' ' 
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private and dome~tic work of the officers, and the nature of their official 
-duties shou,l.d be clearly defined. . (Paras. 8.68-to 8.70) 

Recruitment, training and promotion 
294. Both direct recruitment and promotion in specific proportions are· 

necessary to secure a correct and balanced blendin~ .of fresh talent and 
mature _experience. The normal quota for promotion to the cadres of 
Inspectors and· Upper Division ~lerks sho~d _remain at- 50 per cent. as 
obtaining at present, and no direct recrw~ment nee~ ·be made to the 
cadre oLClass II Income-tax Officers. Ment and efficrency should be the 
sole criteria for filling of selection posts in any cadre and quality should 
not be ·sacrificed merely for reaching the quotas fixed. , · 

· , · · (Paras. 8.71 and 8.72) 

295. While allotting the candidates who are successful in the combined 
competitive examination held by the Union Public Service Commission, 
to the various Class I services, a due proportion of the higher ranking 

. -candidates should be posted to the direct taxes Department. · (Para. 8.74) 

296; The ministerial staff should also be recruited on the basis of open 
competitive examinations. Preference should be given to persons posses
sing commercial and acco.untancy qualifications. · The final selection should 
be mad!1 by Committees consisting of at least three persons. ·(Para. 8.75) 

297, There should be a. whole time Principal in charge of. the Training 
· College for Income--tax Qfficers. He should be assisted by a complement. 
of full time instructors in the variou_s subjects. '(Para. 8.78) 

298. The Training College should provide specialised training 'for 
:sixteen months, after the four months foundational training course for-all 
services. Greater attention should be paid to the practical training of the 
Probationary Income-tax Officers. ~mphasis should be laid on developing 
the qualities of .leadership, initiative and self-confidence amongst them. 
Adequate instruction should also be given in the techniques and problems 
of public relations and administration. (Paras. 8.79 and 8.80) 

' · 299. Officers appointed as Income-tax Officers on promotion from the 
lower 'ranks should be given a restricted course of training for at least 
six months in the Training.College. (Para. 8.81) 

· 300. The Training College sholild organise regular refresher courses of 
four m~nths' duration for senior assessing officers with five to eight years · 
·of serVIce. · · (Para, 8.82)· 

301. Selected Assistant Commissioners should be sent periodically to 
the Administrative Staff College at Hyderabad for an ·all-round advance 
course in administration and management. - · (Para. 8.82) 

302. There sh~uld be four regional centres for training of Inspectors 
·each under the charge of a senior Income-tax Officer. · (Para. 8.83) 

303. Arrangements for the training of- ministerial staff under . the 
-charge of a selected senior· Supervisor should. be made in each Commis
s~oner's charge, preferably at the-respective headquarters: - (Para. 8.84) 

304, Instructors should themselves be qualified and given a short 
·course: of training. _ · _ (Para. 8.85) 

. 30~. No change ~n ~e ex:Sting ~lassification of the various posts, for 
purposes of promotion mto Selectwn' and 'non-Selection•· posts is consi- · 
dered necessary except with regard to InsPectors (Selection Grade). 

(Para. 8.86) 



299 

306. The present forms of annual confidential reports should be ration
alised. The counter-signing officer should,. in particular, give his own 
views about the suitability of the person reported upon for promotion to 
the next high~r grade. · (Para. 8.87),_ 

307. Seniority for purposes of promotion to the next higher grade should 
be regulated with reference to the date or the year of passing the depart
mental examination prescribed for the grade .concerned. (Para. 8.89) 

308. The existing reStriction not permitting a person to appear in the 
departmental examination for a higher grade until he is actually working 
in the immediate lower grade should be relaxed.. A period of five years 
should be fixed for taking the next higher examination after the person 
concerned has passed the lower examination. (Para. 8.90) 

309. The benefit of granting two advance increments on passing the 
departmental examination for the next higher grade should be made 
available to all categories of staff including the steno-typists and steno
graphers. The benefit should also not be limited to the minimum of the 
pay scale of the next higher grade. (Para. 8.91) 
Conditions of service '~ 

310. II'he officers of the Income-tax Department in particular reqUire 
special consideration in respect of pay scales and conditions of service 
having regard to their nature of work and the difficult duties they have 
to perform. The pay structure of all ranks, specially in respect of the 
gazetted officers of this important Department should be commensurate. 
with their powers and responsibilities. (Para. 8.94) 

311. Every effort should be made to depute a sufficiently large number 
of the officers of the Income-tax Department to other departments and 
organisations, but they should come back to the Department after a 
spt'Cified tenure. · · · . (Para. 8.95) 

312. The delay in confirming temporary /officiating officials should be 
avoided, and such of the temporary posts as have been in existence for 
more than three years and which,are not likely to be discontinued should 
be made permanent. ·. . (Para. 8,96) 

313. Periodical transfers of staff from one station to another and from 
one post to another are necessary, but they should not be too frequent. 

· · (Para. 8.97) 

314. One month's notice of transfers should generally be given to the 
officers. During this period they must pass final orders in all cases where 
hearings and investigations· have been completed and endeavour to com
plete as many of the partly heard matters as possible. Before handing, 
over charge on transfer, officers of all ranks should be required to send 
to their immediate superior officers, a certificate to the effect that all fully 
heard cases have been disposed of. A list of the partly completed work 
with full details and reasons for the pendency should also be furnished 
by such officers. · ·(Para. 8.99) 

315. The Government should, in consultation with the Comptroller and 
Auditor General, devise suitable means for avoiding delays in the issue 
of pay slips, payment of leave ·salaries and settlement of pension, 
gratuity and provident fund claims, etc. (Para. 8.100) 

316. All staff employed in survey. and outdoor enquiry work as also 
assessing officers in special survey circles should be given reasonable con
veyance allowance. (Para •. 8.101) 
..U.O C.B.R. 
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COliL of collection· 

. 3,29. The increase iri the cost of administration during the past years 
wa# justified and necessary. The cost of administration should, no doubt · 
be ;kept as low as practicable but it" should not be at the cost of the 
Department's efforts in checking tax evasion and improving its overall 
effic~ency. · · (Paras. 8.115 and 8.116) 

\ 

Prevention of malpractices 

330. Highest standards of ip.tegrity, honesty and· fairplay are essential 
in the Departmtnt. The stakes involved in a Revenue Department are 
very high and, therefore, a very strict vigilance is called for. The Depart
ment should have a strong and effective machinery 'but at the same time 
the procedures and the methods of work should be so designed as not to 
cause any fear of harassment or inconvenience to the assessees. 

· (Paras, 8.117 to 8.119) 

331. Apart fro}n the Directorate of Vigilance, there should be vigilance 
sections in each 'Commissioner's. charge for organising and co-ordinating 
the vigilance work in the charge and for making expeditious enquiries 
mto complaints received and early finalisation of the disciplinary proc.eed
ll'lgs. · · (Para. 8.119) 

332. All officials of tlbe Income-tax Department should be required 
to send every fourth year a complete statement of their total wealth, both 
immovable and movable, including those in the names · of wife and 
children and other family members. · The Income-tax assessments of the 
gazetted officers of the Department should be centralised in a circle at 
neadquarters. (Para. 8.120) 

333. Accepting of gifts on weddings and other occasions from other 
than relations or close friends and the acceptance of private hoSpitality, 
free entertainments and other obligations from: the public should be 

. strictly discountenanced. . (Para. 8.121) 

334. Undue import.ance, particularly in a taxing department, should not 
oe attached to anonymous and pseudonymous complaints and nothing 
should be done to disturb the morale of the officers in the discharge of 
their duties. (Para. 8.122) 

335. The Government should take a policy decision so as to prevent the 
officers o( the Department leaving Government service prematurely and 

, J~ining private employment. (Para. 8.123) 

· 336. Provisions similar to Section 13 (3) as well as Sections 7 (7) and 
50 (1) of the U.K. Income-tax Act, 1952 should be incorporated in the direct 
taxes statutes, but to safeguard against the misuse of these powers, the 
complaints should first be made to the. Central Board of Revenue who 
would initiate proceedings after making necessary enquirie~. (Para. 8.125) 

- ~p;·esentation of assessees by tax experts 

337. Restriction qf the right to represent asses:ees to the Charterel 
Accountants and the Lawyers would cause undue hard~hip to the.small 
income assessees ai)d the Income-tax practitioners should, therefore, be 
allowed to continue. (Para. 8.127) 

338. To improve the quality of representation by Income-tax practi
tioners, ~e minimum educational qualification for them should be a 
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degree in commerce of any of the recognised Universities. In addition 
they should be required to pass a .written examination in accountancy and 
tax laws to -be held by the Department. The existing Income-tax practi· 
tioners should, however, be allowed to continue to represent assessees 
irrespective of their qualifications and they should be exempted from tak
ing this test. The. Income-tax practitioners should also be permitted to 
represent tax-payers under all the direct taxes laws. (Para. 8. 128) 

339. It would ·be neither practicable nor desirable to completely pro
hibit .Departmental pei"SQns· from tax practice after retirement or 
resignation. However, they should not be allowed to represent ;lSSessees 
for a period of two years after retirement or resignation without the 
previous permission of the Central Board of Revenue except in cases of 
persons who desire to engage in tax practice on resigning within a period 
of three years after joining the Department. The Board should give 
the permission subject to the condition that the person concerned will 
not be entitled to tax practice in the State or the Commissioner's charges 
where he had served at any time during the thre,!! years immediately 
preceding his retirement or resignation. As regards the officers having 
all-India jurisdiction like the Directors, perni.ission for tax practice should 
be given to them on the further condition that they should not represent 
assessees whose cases have been dealt with by them during the three years 
preceding their retirement or resignation. (Para. 8.130) 

340. Admission of the various classes of professional experts to tax 
practice should be regulated by a system of registration with the Depart
ment. fPara. 8.131} 

341. Disciplinary jurisdiction over the Income-tax practitioners should 
continue to remain with the Commissioners, who should use their au
thority with greater vigilance. · · (Para. 8.133) 

342. In the case of lawyers and chartered accountants the present pro
cedure with regard to disciplinary action and the ultimate ,jurisdiction of 
the High Court as provided for under Section 10(1) of the Bar Council 
Act, 1926 and Section 21 of the Chartered Accountants Act 1949 should 
continue. However, a slight departure from the general procedure would 
be justified. The report of the enquiry of the Bar Council or the District" 
Judge in the case of misconduct by a lawyer and of the Disciplinary 
Committee of the Institute Q:fl Chartered Accountants in case of one of 
its members should be submitted to the president of the Income-tax 
Appellate Tribunal, who will pass orders after hearing the complainant, 
the respondent and the Council of the Institute of Chartered Accountants 1 

or the Bar Council as the case may be. ·This procedure is suggested. 
subject to our recommendation about the appointment of a High CoUrt 
Jud~e as tl:e President of the Income-tax Appellate Tribunal being ac
cepted. Any appeal from the decision of the President of the Income-tax 
Appellate Tribunal will go to the respective High Courts. 

· · (Paras. 8.134 and 8.135) 

343. The Government nominee on the Disciplinary Committee" of the 
Co~ncil of the Institute of C.."hartered Accountants should be a represen
tative of t~e Central Board of Revenue. Similarly, whenever such a 
case regardmg the conduct of a lawyer ·before the direct taxes authorities 
is inquired into by the Bar Council, the Standing C.ounsel of the Depart
!Dent _should be co-opted as a ~!~ember of that Counci.l for this purpose, 
1f he 1s not already a member .of the Bar Council concerned. 

. I · 1 · (Para: 8.136) 
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344. If a tax exeprt is finally convicted for evasion of tax as a result 
of prosecution under the provisions of the direct taxes Acts, he 
should be straightaway disqualified from tax practice and his name 
removed from the register. Similarly, the conviction of a tax expert 
under the direct "taxes Acts on charges of abetting or aiding his clients in 
tax evasion, should result m automatic disqualification from tax practice. 
Any tax expert, who is penalised under the direct taxes Acts for conceal
ment of income, wealth, estate, gift or expenditure should be disquali
fied from representation after the penalty proceedings have become 
final. However, the usual disciplinary procedure should be followed 
in such ·cases of penalty and disqualifl.cation should not be automatic. 

· (Para. 8.137) 

' 345. The standards about the code of conduct and responsibilities that 
apply to Chartered Accountants and Lawyers in. the United Kingdqm 
.should apply to Chartered Accountants and Lawyers in India. 

(Paras. 8.138 and 8.13!1) 



CHAPl'ER 9. 

PUBLIC RELATIONS 

Factors influencing public relations · 

346. While .the officers of the Department have nec~ssarily to be firm 
in the discharge of their duties, and function without fear ·o~ favo_ur, 
they must. be sympathetic to the taxpayers, and show due conslderation
for their doubts and difficulti~. (Para. 9.4) 

347. It must be the duty of every officer of the Department to bring to 
the assessees' notice any allowance, rebate or relief that may be 1egiti
mately due io them. The higher authorities should view any omission 
in this l>egard very seriously and take such punitive and remedial action 
as may be necessary in the circumstances of the case: (Paras. 9.6 and 9.1) 

348, The criterion for judging the ~orth of the assessment work,. 
should be not the highly-pitched assessments which are ultimately reduc
ed in appeals, but the making of realistic assessments . which stand the 
test of appeal. The existing administrative instructions to this effect, 
need to be re-emphasised. 

349. Effective steps should be taken to see that· the records are kept 
properly and that there is a fool-proof system for getting and filing of 
necessary receipts for the variobs documents, papers, payments etc. · 

· . · (Para. 9.10) 
. . 

350. The targets for disposal of assessments and collection of taxes 
must be so fixed as do not, in any way, lead to over-assessments and 

· harassment of the assessees. · · _ · · (~ara . .9.11) 

351. The Central Board of Revenue should see that its instruCtions 
prohibiting the officers from fixing· up all the cases at the sam~ hour of 
the day, and requiring them ~o call the assessees at suitable intervals 
distributed throughout the day are scrupulously followed and the daily 
cause list placed on the notice board. (Para. 9.12) 

352. The officers should observe the office hours punctually and should 
see that the assessees are not made to spend more than the minimum 
necessary time in the tax offices. (Para. 9.14)' 

353. The officers should spare at least half an hour of their working 
period every. day to attend to persons who visit the tax offices· on their 
own to make various equiries and seek clarifications. The period for 
interviews should be promineney notified. Besides, all tax offices should 
have Enquiry Counters where the assessees can make various routine 

· enquiries without having to wait to see the officers. (Para. 9.15) 

354. The staff dealing with the issue of tax clearance certificates should 
be strengthened,· and in particular, the number of Income-tax .Officers. 
Foreign Section, entrusted with the issue of the certificates under Section 
46A of the Incom,e-tax Act should be enlarged so that there is at least
one such officer at the headquarters of each State or the Commissionel' 
of Income-tax. (Para. 9.l'i) 

304 
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355. An applicant for Tax Clearance/Exemption Certificates under 
. Section 46A of the Income-tax Act should be required to furnish, in 
-duplicate, an application in the prescribed form to his assessing officer 
who should deliver one copy of the Authorisation to the. applicant and 
send another copyi of it iilong-with a copy. of the application. duly 
. .endorse9, to the Income-tax Officer, Foreign Section, concerned. The 
'Applicant·. or his rePresentative should then present the Authorisation 
to the Income-tax Officer, Foreign Section for exchanging it with the Tax. 
Clearance/Exemption Certificate. (Para. 9.19) 

356. AU the forms necessary for 
should. be standardised and printed, 
assessees on request'. 

· obtaining the various certificates 
and ~p.ade freely available to the 

· (Para . . 9.20) 

357·. All complaints of inconvenience in the tax .offices · should be 
quickly remedied. Adequate and proper amenities, such as waiting 
rooms, furniture, reading material, cool drinking water, canteens, public 
.te'ephones, sanitary arrangements, parking space, etc. for the assessees 
.and their representatives .should, be provided in all tax offices. 

· (Para. 9.22) 

Information and guidance to the assessees 

358. Greater attention should be paid to organised departmental publi- · 
dty, and mote tax ·literature in the form of pamphlets, booklets etc. 
-dealing wi,th. the .various brliJlches of taxation should be issued. Detail
ed explanatory notes about the various forms of' returns should also be 
made freely available to the public. The Department should also publish 
.a Tax Journal. · (Para. 9.24) 

359. The various notifications and circulars issued by the -t!entral 
Board cif Revenue having a bear!ng on 'the application of the taxation 
-laws ar.d affecting the assessees' interests, directly. or indirectly. should 
be made known to the public. (Para. 9.26} 

360. The modern media of communication with the public such as 
:radio, motion pictures and other visual aids, should be regarded as essen• 
tial in th.e programme of developing public relations. (Para. 9.27). 

· 361. In places other than those where Public Relations Officers func· 
tion, Enquiry Counters, should be responsible for. assisting the assessees · 
in filling up various· return forms, explaining their difficulties and doubts, 
answering their various queries and guiding them in all possible ways. 

(Para. 9.28) 

362. Facilities provided by the chambers of commerce etc. to educatE!._ 
their members about the tax matters should be further enlarged anq the 
Department should usefully establish Some liaison arrangements with 
~em for this purpose. (Para. 9.30) 

363. It will facilitate the administration of the tax laws and avoid 
undue 'inconvenience to the assessees if the Central Board of Revenue 
ilr the Commissioner gives opinion on the points referred by the assessees, 
provided that all the facts relevant to the points at issue are madE' avail
•ble and the relevant points are not pending for decision before. any 
•ppellate authority. , (Para. 9.31) 
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-Redress . of ~evances 
364. All the gazetted officers of the Department, in ·particular, the 

l.nspecting Assistant Commissioners and the ~ommission~rs, shoul~ keep 
their doors open for any member of the pubhc to walk m ·and voice hjs. 
grievances. These officers should, for ·the sake of convenience, keep 
certain fixed hours everyday for the public to meet them. Complaint 
and suggestion boxes should be provided in all tax offices including ~hose 
of the Assistant Commissioners, ·Commissioners and Appel1ate Triounal 
Benches. (Para. 9.33) 

Public Relations Officers 

365. The Public Relations Officers c·an· prove very useful an!l helpful 
in promoting better relations between the Department· and the public. 
There should be a whole-time "Public Relations Officer in the charge of 

· each Commissioner of Income-tax. The Public Relations Officers in 
important places like Bombay and Calcutta should be of the rank of 
Assistant Commissioners, and those in other places should be at least 

. senior Class I Grade I officers. 

366. One of the Members of the Central Board of Revenue should be 
in specific charge of 'public relations'. , . (Para. 9.40) 

Direct Taxes Advisory Committees 

367. A Direct Taxes Central Advisory Committee should be set up for 
the Headquarters qrganisation under the Chairmanship of the Union. 
Minister for Revenue and Civil Expenditure .. · In addition, similar Com
mittees should be constituted separately for the various regional organisa
tions under the Chairman-ship of the Commissioner concerned. These 
Committees should fully represent the important interests and view 
points, and consist of Members of Parliament, representatives of Central 
and/ or State . Governments, commerce; industry ·and other organisation· · 
·and professional tax experts. They should agvise the Administration on 
measures for developing and encouraging' . mutual understanding and 

· co-operation between the tax-payers and the Department. · 

(Sd.) F. H. V ALLffiHOY, 

(Paras. 9.44 to 9.46) 

(Sd.) MAHAVIR TYAGI-Chairman. 
(Sd.) RAJENDRA PRATAP SINHA-Member. 
(Sd.) B. M. GUPTE-Member. 
~(Sd.) G. P. KAPADIA-Member. 
(Sd.) K. S. SUNDARA RAJAN-Member. 

Secretary. 
NEW DELHI, 

Dated ·the 25th November, 1959. 

•SUIIUIIllry signed subject to my separate memorandilm ghen separately: 

:No11! : S'ui G. P. Kapadia has recorded a separate memmorandum of dissent comments 
and recommendations. · • ' 

Shri K. S. Swidara Rajan has dissented from the recommendations at Seriai Nos. 
IOZ and 3~6. He has also abstained from expressiog his opinion on the recom-
mendations at Serial Nos. 253 to 259. . 
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APPENDIX I 

Correspondence between. the Chairman and 'the Finance Minister regard-
ing the terms of reference · 

D,O. No. DTAEC-58/Ch/2 

My dear Morarji Bhai, 

Direct Taxes Administration,· 
' . Enquiry Committee, 

Ministry of Finance, 
(Department of Revenue), . 

Central Revenues Building, 
New Delhi, 7th October 1958. 

.Direct Taxes AdministratiOn. Enquiry Committee-Terms of reference to 
-ClqTification. re: . . . , 

The Direct Taxes Administration Enquiry' Committee was appointed 
with the following terms of reference: . . . 

"To acivise Government on the administrative organisation and pro
cedures necessary for implementing the integrated scheme · 
of direct taxation with ·due regard to .the need for eliminat
ing tax evasion and avoicling inconvenience to the assessees." 

2. One 6f the_ very ·first question that came up for consideration in the 
prellininary discussions the Committee had with the Chambers of Com
merce and Departmental Officers was whether it would be competent for 
the Cominittee to suggest changes in the substantive provisions of the 
Direct Taxation Statutes. It appears to the ·Committee that the terms of 
reference do allow such recommendations to be made, because without 
. such· changes, the administrative organisation and procedures necessary 

. for implementing the integrated scheme of Direct Taxation cannot be 
achieved. The Committee would like to be assured that their interpreta
tion is correct.· 

3. There are certain other changes which have been suggested which 
· affect the charging provisions of the existing statutes. Such changes may 

not have a . direct bearing on the administrative organisation or proce
dure but are, in the opinion of the Committee, essential if tax evasion is 
to b~ efuninated or inconvenience to assessees is to be avoided.. 'The Com
mittee feel that even if the terms of reference do not strictly cover such 
recommendations, the Usefulness of their report will be considerably re
duced if they are precluded from making recommen~ations C?f • this 
nature. The .Committee would 'be- glad to know whether m the opm1on of 
the Government the terms of reference are wide enough to cover such 
recommendations. If the Government feel that they are not, it might 
kindly be indicated whether the Government would be willing to enlarge 
the scope of the terms of reference to permit such recomm~ndations to be 
made. · · I 

309 
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- 4. As the Government are aware, the Committee have issued their 
Questionnaire and the work is in full stride. An early clarification of the 
points raised in the preceqing. paragraphs would, therefore, be welcomed 
by the Committee. · -

Yours sincerely, 

Shri Morarji Desai, · 
Finance Minister, -

NEW DELHI, 

My dear Tyagi, 

Sd. Mahavir Tyagi, 
(Chairman}. 

No. 1447-FM/58 
FINANCE MINISTER, 
· INDIA. 

New Delhi, 
19th October 1958. 

D.T.A.E.Committee-Te:rms of reference to-C/;arification of. 

·Will you kindly refer to your D.O. No. DTAEC/CH/2, dateii the 7th 
October 1958'! · 

2. With reference to para 2 of your letter I agree that the terms of-refe
rence do permit the Committee to suggest changes in the substantive pro- . 
visions of the Direct Taxation ·Statutes so far as they relate to ' the 
administration, organisation and machinery necessary for implementing 
the scheme of direct taxes. As regards other provisions, I suggest you 

· confine yourselves to such matters only as have a bearing on the prob
lems of tax evasion and of harassment. A wider scope will make the 
task of the Committee too unwieldy because I think as it is, the Committee 
has a difficult task before it. 

Shri Mahavir Tyagi, 
Chairman, · ' . I 
Direct Taxes Administration Enquiry Committee, 
Central Revenues Building, 
New Delhi 

Yours sincerely, 

Sd. Morarji Desai. 
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List of the persons who sent Memoranda in respanse to the Press Note; 
dated 18th June 1959 issued by the Committee inviting Chambers of Com
merce, Trade Associations and other interested bodies and persons to send 
their views and suggestions with a view to enabling the Committee to 
draw up a comprehensive questionnaire. 

A. PUBLIC 

I~ CHAMBERS AND OTHER ORGANISATIONS 

S. No. Name Address 

ANDHRA PRADESH 

I. Andhra Prad~h Grain & Seeds Pahada Niwas, Osmanganj, Hydera-
Merchant~' Association. bad. 

2. ChamberofCommerce&Industry. P.B. No. 98, Vijayawada-I. 
3. Tenali Wholesale Kirana Mer- Tenali, Guntur District. 

chants' Association. 

ASSAM 

4. Darratig Chamber of Commerce. 
5. Indian Tea Planters' Association. 

BIHAR 

BOMBAY 

7. AU In:lia Imp Jrters' A~sociation. 

11. Association of Merchants & Manu
facturers of Textile Stores and 
Machinery, India. 

' 9. The Anjar Merchants' Association 
10. Boinbay Chamber of Commerce 

and Industry. 

1 r. B 1m bay Shareholders Association. 

· n. · B nl'Hy C'·nrt~red A-:c.nntants' 
Society. 
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Tezpur. 
P.B. No. 74, Jalpaiguri. 

Judges· Court Road, P.B. No. 71, 
Patna-r. 

Churchgate House, 3I-]z, Church
gate Street, Fort, Bombay-I. 

Sir Vithaldas Chambers, 16, Appollo 
Street, Bombay-r. 

Anjar (Kutch). 
Mackinnon Mackenzie Building, 

Ballard Estate, P.B. No: 473• 
Bombay-I. 

Aga Khan Building, Dalal Street, 
Fort, Bombay. 

6:>, Forbes Street, Fort, Bombay. 
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S. No. Name 

Chartered Accountants' Association I3. . . ' 

The Federation of. Gujarat Mills 
and Industries. 

IS. The Federation of Electricity 
Undertakings of :I:nc!ia. 

16. Gujarat Vepari. Maham~dal (Gu
jarat Chamber of Commerce). 

17. The Indian Merchants' Chamber . 

Address 

Cfc Messrs. Raman· La! G. Shah 
& Co. C.As., . Bombay Mutual 
Building, Rdief Road, Ahmed
abad. 

Ramesh Chandra Dutta Road, (Race 
Course Road) Baroda. - · 

Killick House, Home Street, Bombay. 

Gujarat Samachar Building, Khan
pur, Ahmedab!ld-I. 

Lalji Naranji Memorial, 76,· Veer 
Nariman Road, Churchgate, Fort, 

, Bombay, 
18. The Indian Cotton Mills Federation. Elphinstone Building, Veer Nariman 

Road, P.B. No. 95, Bombay. 
I9. The Mahratta Cb~ber of Com- Tilak Road, Poona-2. · 

merce and Industry. · 
20. ·Mineral Industry Association. 

The Mill Owners' Association. 
S. Residency Road, · Nagpur.:.I, 

21. 

22. Nag-Vidarbha Chamber ·of. Com
merce. 

PanchkUva Cloth Merchants' Asso
ciation. 

Elphinstone Building, Veer Nariman 
Road, No. 85-F, Bombay. I. 

Temple Road, Civil Station, P.B• 
No. 33, Nagpur. 

518, Panchkuva, Ahmedabad-2 .. 

24. Saurashtra Chamber of Commerce. M.K. Garidhl Road, Lokhand Ba2ar, 

25. The Textile Mills Association. · 
' 

Bhavnagar. · 

Subedar's Bungalow,- B. Street, 
No.· 4, Dhantoli, P.B. · No. 3, 
Nagpur. 

26. Tax Payers' Association of India, Fort Chambers 'A' Dean 'Lane,. 
Ltd. Hamam . Street, Fort, Bombay. 

27 .. Vidarbha Chamber of Commerce.· Akola. 

28. 

30. 

31. 

·DELHI 

Delhi Regional· Council of; the 
Institute of Chartered Account

ants of India. 
Federation of Indian Cb'ambers of 

Commerce and Industry. 
T)le Institute of Chartered Ac

countants of India. 
}lunjab and Deihl Chamber of Co-. 

mmerce. 

Mathura Road, New Deihl. . . 

Federation House, New Delhi. 

P.B. No. 268, Mathura. Road, New 
Delhi. 

Scindia House, Curzon Road, P.B. 
No. I30, New Delhi. 
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S. No. · Name Adc!ress 

KERALA 

· 32. The Cochln Chamber of Commrce. ·P.B. No. r6, Cochin-r. · 

33· The Chiunb~r of Commerce, Trichur. Trichur; 

34· The Wholesale Merchants' Associa
tion. 

MADHYA PRADESH 

3S. Th_e Berh~pur Chamber of. Com- Berhampur City,.GanjamDt-
merce. 

36. Chamber of Commerce. Ujjain .. 

· MADRAS 

37. Tamilnactu Tobacco Merchants' 67, Ammansannathi, Madurai. 
Association. 

38. The Virudhanagar Chamber of · Virudhanagar. 
Commerce. 

MY SORE 

39. Karnatak Chamber of Commerce 

40. The Merchants' Association 

RAJASTHAN 

41. Sri Ganganagar District Income
tax Practitioners' Association . 

. I . 

UTTAR PRADESH 

42. Upper India Chamber of Com
merce. 

WEST BENGAL 

43· The Bengal Chamber of Commerce· 
and Industry. 

44• Bharat Chamber of Commerce. 

Hubli. 

Bijapur. 

Sriganganagar ·' 

Kanpur. 

P.B. No.. z8o, . Royal· Exchange,. 
Calcutta. 

State "Bank Building, Calcutta-7. 

45. Calcutta Kirana (Spices) Merchants 29, Armenian Street, Calcutta-I. 
Association. I 

46. Indian Chamber of Commerce. India Exchange Place, Calcuna-r. 
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II. INDIVIDUALS 

:5. No. Name Address 

ANDHRA PRADESH 

41· S'tri Sim hapuri VanijyaM1ndali. ·.-Stone House Pet, Nellore. 

BOMBAY 

48. M~ssrs. C. C. C'lokshi & Co. 

49. · Shri Dadubhai M. Amin, M.L.C. 
-50. Messrs. Dalal Desai& Kumma. 

Chartered Accountants Back Bay 
Reclamation, Bombay-I• ' -. ' 

Patel S JciecyBllis Bridge, Ahm~ dabadr 

· Chartered Accountants, Mherwan· 
Building, Sir Phirozshah Me1lta 
Road, Fort, :Bombay-1. · 

.sr. Khan B1hadur Shri J. B. Vachha' • Bl'lOO Mtnsion, Cumballa ftiU, 
Bombay-26 . 

. . 
52. Shri L. R. M:nta . 

53· S'lri M. C. Sh1r.n1 . 

54 Shri N. I{. Pandia 

.'55· Shri P. L. A~her • 
s6. Shri P .. V. K'll'e? • 

57· Dr. (Mi~~~ P. P. ·D1hl 

ss. Shri R. K. Dlial 

. 
• 

• 

• 

Ta'lkervilla, GJwalia Tank Road, 
Cumblila Flill, · .B:>mbay-26. 

lncom~-tax CJnsultant, 
A ~sociation Building, 
M~mJn St. Bombay-2. · 

Bullion 
Shei~h 

• Hony. Secretary, Bombay Legal 
Aid S:>ciery, Hamam I{ouse, . 
Ilamam St. Fort. Bombay. . 

"ANAND" Peddar Roa:d, Bombay-23 • 

• Advocate, High Court, Angre's Wadi, 
'Bombay-4. · 

. FJrjett I{Ju;e, Fi>rjett St., ~B:>mbay. . ' 

C/o M/s; Dalal and Shah Chartered 
Accountants, 49-55, Apollo St. 
Fort, Bombay. · · 

59. Shri R. Varadachari 'Shiv Slianti Bhawan' Queens Road, 
Bombay-r. . 

'6:>. M/s. Raml'l Lli G. S'u.h & C').- Chartered Accountants, Bombay 

61, Shri S. N. Khanna 

\ 

Mutual Building, Relief Road, 
·Ahmedabad; 

. -
Advocate, Supreme Court, "Thakur 

Niwas" Sir Jamshedji Tata Road, 
Churchgate, Bombay. 
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S. No. Name 

6z. Shri Shriyans Prasad Jain 

63. Shri V.D. Mazumdar 

DELHI 

. 64. ShriJ.K. Dindod, M.P. 

65: Shri K.R.K. Menon 

66. M/s Delhi Cloth & General Mills 
Co. Ltd. 

67. Shri P.L. Jaitly . 

68. Shri P.R. Chhabra - . 69. Shr1 P. Satyanarayana Rao 

M/s Raj K. J'andon & Co. 
\ 

MADHYA PRADESH 

Address 

15-A, Elphinstqne Circle, Fort, Bom
bay-1. 

Roxana, 109 Queens Road, Fort, 
Bombay. 

49-B, South Avenue, New Delhi, 

Chairman, Industrial· Finance Cor
poration, New Delhi. 

Bara Hindu Rao, P.B. No. 1039, 
Delhi. · . 

Chartered Accountant, Kishnor Manzi!. 
East Park Road, New Delhi. 

K-5/29, Model Town, Delhi-9. 

Member, Law Commission, 5 Jorbagh, 
New Delhi. 

Chartered, Accountants, Tandon House, 
23, Daryaganj, Delhi. 

71. ShriR.G. Trivedi (for Chief);pstice Registrar, High Court, 
of MadhyaPradesh). . Pradesh,Jabalpur. 

Madhya 

MADRAS 

72. Shri A. Mohamed Ubaidulla. 

73· M/s Chari& Co. 

74· Shri C.S. Rama.Rao Sahib 

75· Shri V.P. Choudary' 

ORISSA 

76. Shri H. Mahapatra 

PUNJAB 

77· Shri Chunnilal Nayar 

\ 

Chartered Accountant, · 5 Marakayar 
Lebhai Street., Madras--:-1. 

Chartered Accountants, "Balachandra" 
P.B. No. 41, 3 Arantanji Road. 
Pudukottai, Madras. 

Special Counsel (Income-tax) "Chandra 
Villas" Luz., Mylapore, Madras. 

Member, Income-tax Appellate Tri
bunal, 26 Sterling Road, Chetput, 
P.O. Madras 31. 

Advocate, Supreme Court, Stanly 
Road, Cuttack 2. 

Chairman, Modem Textile Mills (P) 
Ltd., Textile Manufacturers Verka. 
Amritsar." 

-------------------~-----------------·--------
410 C.B.R. 



S. No. Name 

UTTAR PRADESH 

-;8. Shri Damodar Das . \ 
79· Shri Ramesh Chandra Agarwal 
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Address 

Advocate and District GQvernment 
Counsel, Shahjahanpur. 

IS/253, C~vil Lines, Kanpur. 
So. Shri R. K. Das • • Member, Income-tax Appellate . 

8r. Shri Sital Prasad 

WEST BENGAL 

82. Shri B. Das 
83. Shri B. N. Mukerjee 

84. Shri C. ·R. Chakraveny 
85. Messrs. Dhanuka & Sons. 

· 116. Shri M. Bhmacharyya & ·ce>. 

87. Dr. N .. c.· Sen Gupta 
88. M!ssrs. Singhi & CJ. 

Tribunal, 23A, Thorn Hill Road, 
Allahabad. 

Kamla Tower, Kanpur. 

Khagra, P.O. Distt. Murshidabad. 
Member, Income-tax Appellate 

Tribunal, zo/I GlU1lsaday I Road, 
Calcutta. 

46/A, Netaji SubhashRoad, Calcutta-I 
Stock and Share brokers, 7, Lyohs 

Range, Calcutta. 
Chartered Accountants, II Old Post 

Office Street, Calcutta-r. · 
P93, Manohjirpukur Road, Calcutta-2.9 
Chattered· Accountants, r-B, Old 

Post Office Street, CalcUtta-I: 

B. DEPARTMENTAL 

I; DEPARTMENTAL AsSOCIATIONS 

89. Andhra Income-tax Department 
· Class III Officers' Association. 

90. 

/ 92. 

93· 

Assam Income-tax Ministerial 
Officers' Association,~ Tripura 
Unit. 

Bareilly Income-tax Staff 
Bengal Inc:>m!-taK (Gazetted)· 

Service Association, 
Bihar & Orissa N :>n -gazetted staff. 

Association & Class IV Staff. 
Association. 

The Central Revenue Directorates 
Non-gazetted Officials Associa
tion. 

The Hyderabad I. T. Gazetted 
Services· Association. 

Income-tax InsPectors Association 
West Bengal. 

. . 
Chinoy Mansions, Bucking~pet 

P.O. Vijaywada-2. 
Tripura Unit, Aganala. 

B3!eilly. · 
3, Govt. Place West, Calcutta. 

. '· 

Patna, 

New Delhi. 

Income-tax Office, Abid Road, H~ 
drabad-Deccan. 

2, Justice Chandra Madhaw Road, 
Calcutta-20. · , 
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S. No. Name 

97· Income-tax Inspectors Association. 
98. The Incoxre-tax (Gazetted) Ser

vices Association. 

Address 

Kanpur (U.P.J 
Delhi. 

... ----

9~·- Indian Revenue Service (I. T.) 
Association. 

Calcutta Branch, 3, Govt. Place 

. Ioo .. Mysore State I.T. (Gazetted) Ser
vices Association. 

West, Calcutta-!. 
United India Buildings, Bangalore-2 • 

II. DIRll'CTORS OF INSPECTION 

101. Shri K. P. Sinha. 
102. Shri N. K. Saksena:' 
103. Shri P. Mukherji. 
104. Shri Raj Singh. 
105.· Shri S. P. Lahirl. 

III .. CoMMISSIONERS OF INcoME-TAx 

106. Shri A. De. 
107. Shri A. R. H. Naik. 
108. Shri K. D. Dholakia. 
109. Shri M. E. Rahman .. 
110. Shri M. Hamid Mirza. 
111. Shri N. D. Mehrotra. 
112. Shri P. T. Ranadive. 
113. Shri R. Kothandaraman. 
114. Shti S. P. Jain. 
115. Shri S~ K. Gupta. 
116. Shri 'S. A. L. Narayana Row. 
117. Shri ·T. Gopala Menon. 
118. Shri V. V. Subramanian. 
119. Shri W. K. Gharpurey. 

·. 
'DEPARTMENTAL GAZETTED OFFICERS 

. ANDHRA PRADESH . 

. AssiSTANT" COMMISSIONERS 

120. Shri F. G. Jilani. 

121. Shri R. V. Ramaswami. 

122. Shri S. M. Pattanaik. 

123. Shri V. R. Bapat. 

lat. Shri .s. V. • .Ramaswamy. 
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INcoME-TAX OFFicERs 

125. Shri A V. Swaminathan. · 

126. Shri A. Vaidyanathan. 

127. Shri D. Rama Rao. 

128. Shri D. S. Sarma. - . 

129. Shri G. Narayanarao. 

130. Shri G. Siri Srinivasarao. 

131. Shri G. V. Raman. 

132. Shri Nagabhushan Rao. 

133. Shri K. J. Reddy. 

134. Shri K. Padmanabhan. 

135. Shri Satya Narayana. 

136. Shri K. V. Rajan. 

137. Shri M. Ghillam Ghouse. 

138. Shri M. J angamayya. _ 

139. Shri M. Kabir Shah. 

140. Shri M. Mallikarjunarao. 

14i. Shri M. Rustum Ali. 
142. Shri M. Satyanarayana. 
143. Shri M. Subb~aman. 
144. Shri N. Balasubaramanian. 
145. Shri N. Bhimasankaram. 
146. Shri P. Rama Rao. 
147. Shri R. Nagarajan. 
148. Shri S. Balasubramaniam. 
149. Shri S. Rajaratnam. 
150. Shri S. V. Subba' Rao. 
151. Shri T. E. S. R. Lakshminarasimhail.. 
152. Shri V. B .. Ananda Sarma. 
153. Shri V. Satyanarayana Rao. 
154. Shri Y. R~achandra Rao . 

. : ASSAM 

. AssiSTANT CoMMISsroNER 

155. Shri S. C. Verma. . . 

INcow: TAX OFFiams 

156. Shri K. P. Ghosh. 

157. Shri S. K. Dey. 
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BIHAR & ORISSA 

AssiSTANT COMMISSIONERS 

158. Shri G. Ghosh. 
1511. Shri N. G; Das Gupta . 

. 160. Shri R. N. Limay~. · 
161. Shri T. Bellan. 

UiCOME TAX OFFICERS 

162. Shri D. Ghosh . 
. 163. Shri D. N.· Sahay. 
164. Shri K. Singh. · 
165. Shri R. K. Ghosh, 
166. Shri R. N. Dave. 
167. Shri S. N. Achari. 
Hili. Shri S. N. ,Chatterjee. 
169. Shri S. R. Shukla. 

BOMBAY 

AssiSTANT CoMMISSIONERS 

170. Shri Avtar Singh. 
171. Shri B. B. Palekar. 
172. Shri C. G. Joshi. 
173. Shri D. S. ~apat. 
174. Shri G. S. Sampath. 
175. Shri H. A. Shah . 
. 176. Shri H. L. Bhatia. 
177. Shri H. M. Jhala. 
178. Shri H. P. Sharma. 
179. Shri N. D. Sakhwalkar. 
180. Shri R. N. Bose~ 
181. Shri H. D. Sinha. 
182. Shri S. H. Bhat. · 
183. Shri T. R. Vishwanathan. 
184. Shri V. S. Narayanan. 

lliCOME TAX OFFICERS 

185. Shri A. B. Ramachandra 'Rao. 
186. Shri A. V. Kasbekar. 
187. Shri B .. A. Menon. 
188. Shri B. B. Khare. 
189. Shri B. N. Galande. 
100. Shri B. R. Samant: 
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. 191. · Shri C. 0. Soares. 
192. Shri D. M. Deo. 
193. Shri G." D. GidwanL 

' 
194. Shri G. K. Dhule. 
195. Shri H. D. Shukla. 
196. Shri K. M. Mehta.' 
197. Shri M. G. Mahalye. 
198. Shri M. 1¥£. Kurup. 
199. Shri M. N. Deshmukh. 
200. Shri M. P. Argikar .. 
201. Shri M. Ramalingam. 
202. Shri M. R. Bastikar .. 
203. Shri N. Anantha Raman 
204. Shri .N. A. Khan. 
205. Shri P. G. Gandhi. 
206. Shri P:•J. Jacob. 

207. Shri "R. K. Bhalla. 

208. Shri R. L. Butani. 

209, Shri R.. P. Patel. 

210. Shri P. V. Godbole .. 

211. Shri R. S. Iyanger. 

'212. Shri S. A. Razvi. 

213. Shri S .. D. Jhala:-

214. Shri S. D. Kulkarni. 

215. Shri S. G. Raval. 
216. Shri S. H. Sadar. 

217. Shri S. H. Mirji. . 

218. Shri S. Habib Ahmed. 

219. Shri S. S. Phadke. • 

220. Shri V. D. Deshpande. 

221. Shri V. K. Pillai. 

222. Shri V; M. Patwardhan. 

223. Shri Y. S. Gaitonde. 

224. Shri Y. P. Sud. 

225. Shri Y. M. Pawar. 

DELffi 

INCOME TAX OFFICERS 

226. Shri L. R. Vyas. . 
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KERALA 

INCOME TAX OFFICERS. 

227. Shri C. V. Natarajan. 
228. Shri E. Hariharan. 
229. Shri K. Abdul Ham.eed. 
230. Shri K. A. Sankara Pillai. 
231. Shri K: Venk~taraman. 

MADHYA PRADESH· 

AssisTANT CoMMissioNERs 

232. Shri <:;. R. Hegde. 
233. Shri 0. V. Kuruvilla. 

INCOME l'AX OFFICERS 

234. Shri B. K. Srivastava. 
235. Shri.B. N. Rampal. 
236. Shri D. C. Shukla. 
237. Shri M. L. Choudhry. 
238. Shri P. D. Pradhan. 
239. Shri Prem Nath. 
240. Shri R. R. Misra. 
241. Shri S. P. Rao. ; 

MADRAS 

AsSISTANT CoMMISSIONERS 

242. Shri K. S. V. Raman. 

· 243. Shri V. Ramaswamy Iyer. . 

INcoME. TAX OFFICERs 

244. Shri· C. Mohammad Munshee. 

2'45. Shri K. Poman. 

246. Shri M. S. Krishnamachari. 

247. Shri M. U. Reddi. 

248. Shri S. Ramaswamy Iyer. 

249. Shri S. Thiruvengadam. 

MYSORE. 

AssisTANT CoMMissioNERs 

250. Shri A. Ram Mohan Rao. 

251. Shri V. J. Karriik. 
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INCOME TAX OFFICERS 

252. Shri A. G. Idnani. 
253. Shri E. V. Rao Naidu. 
254. Shri G. Ramanathan. 
255. Shri H. Thimmaiah. 
256. Shri M. Venkateshwarlu. 
257. Shri R. Parameswara Iyer. 
258. Shri S. Krishnamurti. 
259. Shri U. N. N. Rao. 

PuNJAB 

A<>srsTANT CoMMISsiONERS 

260. Shri C. P. Yadava. 
261. Shri Hansraj Puri. 

INCOME TAX OFFICERS 

2!i2. Shri Gulam Hassan. 
263. Shri Gian Chand Samnotra. 
264. Shri G. R. Bahmani. 

· 265. Shri Harbans Singh. 
266. Sliri Jagjit Singh Dulat. 
267. Shri J. S. ~and. 
268; Shri R. D. Malhotra. 
26!1. Shri P. K. Mitra. 

UTTAR PRADESH· 

. · AssiSTANT CoMWSsroNERS 

270. Shri B. B. Nigam. 
271. Shri J. C. Kalra: 
272. Shri J; Sen. 
273. Shri K. E. Johnson. 
"274. Shri P. C. Goyal. 
275. Shri R. D. Kaushal. 
276. Shri s. N. Roy. 

INcoME TAX OFFICERs 

277. Shri K. B. Bhatnagar. 
278. Shri K. M. Chowdhry. 

· 279 .. Shri M. S. Vishwan. 
280. Shri M. M. Parshad. 
281. Shri S. N. Singh. 
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WEST BENGAL 

INcoME TAX OFFICERS 

282. Shri A. C. Sen. 
283. Shri A. N. Mehrotra. 
284. Shri Bhim Sain. 
285. Shri B. K. Choudhury. 
286. 'Shri K. B. Narasimhana. 
287. Shri K. C. Sanyal. 

· 288. Shri Rajendra Mohan. 
289. Shri S. ~Banerjee. 

· 290. Shri S. N. Mookerjea. 

DEPARTMENTAL NON-GAZETTED OFFICERS 

ANDHRA PRADESH 

291. Shri B. Narayana Rao. 
292. Shri G. Subrahmanyam. 
293. Shri M. V. N. Raghavindra Rao. 
294. S~ N. R Gamji. 
295. Shri S. Ramachandra Rao. 
296. Shri V. Gopala Rao. 
297. Shri V. Hanumantha Rao. 

298. Shri Haripada Das. 
2~9.' Shri Umapada Ghosh. 

ASSAM 

BIHAR & ORISSA 

300. Shri B. Prasad 
301. Shri R. N. P. Sinha. 
302. Shri S. K. Mazumdar. · 

BOMBAY 

303. Shri B. K. Vachhrajani 
304. Shri B. ,RamanL 
305. Shri D. C. Desai. 
306. Shri D. D. Jalgaonkar. 
307. Shri G. B. Daswani. 
308. Shri G. J. Ajwani. . 
309. Shri G. S. Mahale. 
310. Shri G. Satyanarayana. 
311. Shri H. P. Gotekar. 
312. Shri I. P. Desai.· 
313. Shri I. S. y-yas. 



314. Shr~ J. G. Ladsaongikar. 
315. Shti K. G. Asarkar. 
316. Shri K. W,. Gorhe. 
317. Shri L. V. Lekhani. 
31's. Shri M. N. Desai. 
319. Shri M. N. Deshmukh. · 
320. Shri M. :N; Gade. 
·321. Shri M: N. Shah. 
3n.2. Shri M. P. KulkamL 
323. Shri M. R. Joshi. 
324. Shri M. V. Patankar. · 

.. 325. Miss Manjrekar. 
326. Shri N. K. Bam. 
327. Shri ·P. S. Mahadevan. 
328. Shri P. P. Samant. 
329. Shri R. P. Sipahimalani. 
.-!30. Shri S. N. Nilangeker. 
331. Shri S. M. Davda. 
332. Shri S. Y. Patil. 
333. Shri V. B. Mehta. 
334: Shri V. B. Pandit; 

' 
335; Shri V. M. Bhave. 
336. Shri V. R. Vishwasrao. 
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DELHI 

. 337 •. Shri Lal Singh. 

338. Shri M. N. Khanna. 

KERALA 

339. Shri M. Sadan-anda Prabhu. 

340. Shri S. Rajagopalah. 

MADHYA PRADESH 

341. Shri B. V. Taose. 

342. Shri K. N. Toorray. 

343. Shri Prafulla Kum.ar. 

344. Shri A Sundran . 

. 345.\ Shri K. S. Sriniv~an 
346. Shri T. Shanmugham. 

' 

MADRAS 
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MYSORE 

347. Shri B. S. Krishnamurthy. 
348. Shri G .. H. Padmarajaya .. 
349. Shri H. Chidambar. Jois. 
350. Shri H. G. Korwar. 
351. Shri J. Amaladas. 
352. Shri K. P. Dh~wantraju. 
353. Shri M. N. Ramakrishna Rao. 
354. Shri S. R. Rao. 
355. Shri Thomas David. 
356. Shri Y. V. Ve'nkateswara Rao .. 

PUNJAB 

357. Shri Harbans Singh. 
358. Shri . Harbans Lal Sharda. & S. P. Goyal. 
359. Shri R. S. Mohan. 
360. Shri Radhey Shatn. 
361. Shri Shadi Lal Khanna. 

UTTAR PRADESH 

362. Shri A. H. Ansari 
363. Shri B. S. Chauhan. 

WEST BENGAl 

364. Shri A. K. Bagchi. 

365. S4ri A. K. Sen Gupta. 

366. Shri A,. K. Mukerjee. 

367. Shri D. C. Dey. 

368: Shri G. K. Nag. 

369. Shri G. M. Hiranandani. 

370. Shri J. Mazumdar 

371. Shri Murari Mohan Panja. 

372. Shri P: K. Bahadur. 

373. Shri P. C. Gangopadhyay. 

374. Shri Rabi Gopal Ghosh .. 

375.' Shri Samir Baran Dewanjee 

376. Shri Sobabrata Saha. 

377. Shri Slieo Narayan Tewary. 

378. Shri Sital Pra~ad Sen. 

379. Shri 5. K. Bhattacharjee. 

380. Shri Subimal Das. 



APPENDIX, III 

QUESTIONNA.mE 
PART I-ADMINISTRATION 

1. Does the present organisational structure of · the Department 
require any changes to enabl~ it to discharge its functions efficiently 
andier all the Direct Taxes Acts? Wha~ should be the set-up of the 
Department? " · · 

2. Do you consider that the present strength of the Department' is 
adequate for the efficient administration of the Income-tax, Wealth-tax, 
Expenditure-tax, Gift-tax and Estate Duty Acts? What suggestions 
have you to offer in this regard? . 

3. Wl:at changes, if any, do you suggest in the functions and duties 
of the Inspecting Assistant Commissioner? Are you in favour of the 
Inspecting Assistant Commissioner being the assessing officer in the 
more important cases? 

4. Do you. favour the proposal that a Direct Taxes Advisory Com
mittee should be. formed at the Centre and in each State on the lines 
obtaining in some other Central Government Departments? What 
wggestions have you to offer with regard io the composition, powers 
and functions of such Committees? I 

5. Do you consider any changes necessary with regard to appearance 
olf assessees by authorised representatives under Sec. 61 of the Income
tax Act, and under the corresponding sections* of the other Di;rect 
Taxes Acts? If so, please give your proposals and, in particular, state 
whether- i 

(i) Income-tax (J>ractitioners should be compulsorily registered 
with the Department; and · · 

(ii) any restriction should be imposed on practice by persons who. 
have retired or resigned from the Department. 

6. It has been suggested that a provision on the lines of Section 
U (3) ** of the Income Tax Act, 1952 of the United Kingdom, be incor-

"'(I) Section 44 of the Wealth-tax Act, 
(:a) Section 40 of the Expenditure-fait Act, 
(3) Section 83 of the Estate Duty Act, and 
(4) Section 43 of the Gift-tax Act. 

••Section 13(3) of Income-tax Act, I9S~ of the United Kingdom :

"An Inspector or surveyor who-
(a) wi1fully makes a false and vexatious surcharge of tax; or . 
(6) wi1fully delivers, or causes to be delivered, to the General ·Commissioneni a false 

and vexatious certificate of surcharge, or a false and vexatious certificate of objection 
to any supplementary return in a case of surcharge; or , 

(e) knowingly or wi1fully, through favour undercharges or omits to charge any penon ; or 
(I) is guilty of any fraudulent, corrupt or illegol practices in the exeeution of his office, 

· shall, for any such offence, incur a penalty of one hundred pounds, and on coovic
tlon ahaJl be dis<:har&ed from his office." 
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. para ted in all the Direct . Taxes Acts. What are your views in this 
regard? 

7. What measures do you suggest to eliminate any possibility of 
malpractices, both on the' part of the Government servants ad the 
public? 

PART II-ASSESSMENTS 
8. What improvements do you consider necessary in the exi.simg 

provisions relating to the method and procedure of assessments under 
the different Direct Taxes Acts, having special regard to the" need for 
expediting disposal, reducing arrears, checking evasion of tax and 
mitigating inconvenience to the assessees? 
· 9. Are there any unnecessary formalitieS prescribed in the law in 
regard to assessments which can be dispensed with without vitally 
affecting the assessment proceedings? If so, what are Your suggest!ODs? 

10. Have you any suggestions to offer with a view to:- , 
(i) adopting a simplified form of r~urn for assessees in the small 

income group; I 
(ii) simplifying and rationalising the forms of returns and notices; 

and · I 
(iii) enabling the assessees to furnish, by way of annexures to the 

returns, relevant information which will facilitate the 
acceptance of the returns by the assessing officers and 
obviate the need of calling for evidence later on for 118SetiS
ment purposes? 

Wherever possible, specimen .forms of returns, notices and annexures 
may please be given. I 

11. Do you feel that undue delay occurs in the course of assessment 
proceedings? . If so, what, in your opinion, are the reasons for the delays 
and what remedies do you suggest to eliminate them? 

12. Are· any difficulties caused on account of. varying interpretations 
of the provisions of the Direct Taxes Acts by different assessing officers; 
and appellate authorities? What are your suggestions for avoiding 
these difficulties and ensuring uniformity of interpretation by Che 
different authorities? ' 

13. Have you experienced any difficulties in- respect of direct taxes 
, on account of factors 'like currel):Cy · control, exchange restrictions, 

blocked credits and the insistence on the production of account books 
of foreign transactions? What remedies do you suggest in this regard? 

14. Do you consider that it would facilitate expeditious disposal 
of, and secure 'uniformity in, assessments if cases are generally assigned 
to Income-tax Officers on the basis of business, profession or vocation? 
Are you in favour of modifying this system in respect of assessees carry
ing on multifarious business activities by assigning the whole group of 
related cases to the same Income-tax Officer? 

15. What are your suggestions with regard to the modes and methods 
of work of the Income-tax Officers and their staff? Do you consider 
that the system of examination of accounts by the Income-tax Officer 
is preferable to examination by a separate Examiner of Accounts! 
· 16: Do you advocate .compulsory audit by Chartered Accountants 

in cases of business income or assets of value above a certain limit! If 
so, 

(i) what should be the limit; and 
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lii) what shoUld be the nature of the certificate to be given by 
the Chartered Accountants? 

17. It has been suggested that, in special circumstances, Government 
should have the right- to appoint Chartered Accountants to ·audit the 
accounts of the assessees. What are your views on this proposal? . ' 

18. What suggestions have you to. offer for simplifying the present" 
methods of calctilation of the various di~t taxes? -

19. Have you experienced any difficUlties with regard. to the' working 
of the provisions relating to the allowanc.es of. depreciation and develop
ment rebate under the Income-tax Act? If so, what suggestions have 
you to offer for removing them? · i · 

. . .. 
20. Do you suggest any changes with regard to the ex).stlng provisions, 

and their application, in respect of allowance of bad debts under the 
various Direct Taxes Acts? • 

21. Have you experienced any administrative difficulties with regard 
to the assessments of Mutual Associations? If ~o, .Please give your 
suggestions in this matter. · · 

22. It has been represented that considerable hardship is- caused to 
.assessees by the invoking of the proviso to-Section 13 of the Income-tax 
Act in a large J].umber of cases. What suggestions have you to offer in 
this matter having special regard to the necessity of-maintaining proper 
accounts and assessing correct income? Would you, in this connection, 
desire particular criteria to be laid down for t~ting the correctness of 
the result· shown. in the books of. accounts? 

23. Do you consider that tlie scoiie of Section 18 of the Income-tax 
Act relating to deduction of tax at source should· be enlarged so as to 
include classes of income or persons not at present covered by the said 
provisions? Have you any suggestions to offer in this regard? Can 
this system of deduction of tax at source ·be extended usefully to •the 
Wealth-tax Act? · i .. 

24. Have you any suggestions to make with regard to the scheme of 
.advance payment of tax under Section 18A of the Income-tax Act? Do 
you favqur the proposal that it should be made obligatory on the part 
Gf old assessees to pay their advance taxes without the . Department· 
being required to send notices under Section 18A of the Income-tax 
Act? Do you think that the s.cheme of rebate provided in Section 18 
of the-Gift-tax Act should be extended to other Direct Taxes Acts as 
well? 

25. Do you favour the proposal to do away with the publication of 
"the notice .under Sec~ion 22(1) of the Income-tax Act? If so, what should 
be the time limit within which the returns should be submitted? 

' 26." Do you approve of the proposal to discontinue the present prac
tice of issuing notices under Section 22(2) of the Income-tax Act and, 
instead, make it compulsory for every assessee to file his return of 
income voluntarily within a specified time? I 

27 .. Do you approve of the suggestion that ·the following statements 
should he filed by assessees ~aving large incomes as .annexures to their 
t'eturns of" income:- · ' · I 

(i) an income and expenditure account for each source of m<:Qme 
other than business, profession or vocation; and 
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(ii) separate sworn affidavits vouching 'for the correctness of 
particulars and statemep.ts furnished? 

·.28. Do you consider that assessees having incomes above a specified 
limit, but not assesfiable to Wealth-tax, should be J;equired to furnish 

· statements of total wealth once in three years? 
/ 

29, What are your views on the proposal that simultaneously with the 
filing of the return of income, wealth, expenditure; estate or gift, as the 
case· may be, every assessee should be required to pay the amount of 
tax due thereon? ' . 

30. Do you recommend that assessing officers should, as far as pos- · 
sible, obtain the necessary j.nformation from the assessees by corres
pondence or questionnaire so as to minimise the inconvenience caused 
·tt;> them by frequent attendance in the tax offices'! 

31. Have you experienced any difficulties with regard to the require
ments. made by assessing officers under Sections 22 ( 4) and 23 (2) of tne 
Income-tax Act, and under the corresponding provisions* of the other 
Direct Taxes Acts? If so, what suggestions have you to offer to resolve 
them? In particular, do you desire that these notices should be dis• 
pensed with in the case of small assessees? · 

32. What suggestions have you to offer with regard to assessments in 
the small income group?· Do you think it feasible and advisable to have 
in, such cases on the spot assessments? I 

33. Do you consider that in the small income cases agreed assess
ments should be made under which ad hoc lump-sums would be paid 
by assessees without the formality of a regular assessl'l'lent order .and 
without the right of appeal? 

, 34. What are the administrative difficulties you have experienced in 
the operation of Sectipn 23A of the. Income-tax Act? What measures 
do you suggest for removing them? 

35. What are the administrative difficulties you have experienced ·in . 
Tespect of the treatm~nt of speculation losses and hedging transactions 
under the Income-tax Act? What suggestions have you to offer to 
Tesolve the same? 

· 36. Do you suggest .any changes in the existing. provisions of the 
Income-tax Act relating ~o the registration of firms and renewais thereof? 

37. Do you approve of the suggestion that Inspecting Assistant Com
missioners should be statutorily required to give a hearing to assessees 
before approving Income-tax Officers' proposals under Section 28(6) of the 
Income-tax Act. and under the corresponding provisions** of the other 
Direct Taxes Acts? ' 

. *.{1) Seciions 16(2.) and 16(4) of the Wealth-tax Act. 
(2.) Sections 15(2.) and 15(4) of the Expenditure-tax Act, and 
(3) Sections 15(2) and 15(4} of the Gift-tax Act • 

... ~1) sec:i::>n 18(4) of the Wealth, taX Act. 
(2.) Section 17(4) of the Expenditure-tax Act, and 
.('3) Section 17(4) of the Gift-tax Act. 
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38. It has b.een represented that delays occur in furnishing copies of 
assessment orders to assessees. Should there be a statutory provision in 
all the Direct Taxes Acts requiring the assessiQ.g officer ~o send a copy of 
the assessment order along with the notice of demand? ' 

39. Have you experienced any difficulty with regard to the re-opening· 
of assessments under Section 34 of the Income-tax Act? If so, please 
give your suggestions, having regard to the need for effectively checking 
deliberate attempts at concealment of income. 

40. Do the provisions of the Income-tax Act relating· to the taxability; 
of non-residents through their business connections in India affect 
adversely tl:e interests of persons engaged in foreign trade? If so, what 
modifications would you suggest in the provisions of Sectioll.S' 42 and 43 
of the Income-tax Act? 

41. Do the present provisions of Section 64 of the Income-tax Act 
relating to the place of assessment cause any difficulties? If so, have
you any suggestions for removing them? 

PART III-REFUNDS 

_ 42. What improvements do you suggest in the present procedure 
relating to refund cases, having regard to the necessity for eliminating 
delays in disposal and avoiding inconvenience to the assessees! . 

~- Do you advocate the grant of interest at ~ prescribed rate on 
rflhmds delayed beyond a specified period? . 

44. Dei you experience any difficulties in the encashment of refund 
orders? If so, what suggestions have you to offer to remove them? 

· 45. It has been suggested that the rates of income-tax in the case of 
limited companies should be reduced, and, simultaneously, the present 
practice_ of granting refund of tax deemed to have been paid by the 
shareholder on the dividends should be done away ;with; · What are 
your views on this proposal? What are your suggestions for simplifyipg 
the present form of dividend warrant certificate and the method of 
grossing up of dividends? 

46. What suggestions have you to offer for eliminating delays and 
difficulties in finalising the claims of Double Income-tax Relief and in 
implementing provisions of the Double Income-tax Avoidance Agree
ments? Do you think that the time limit for filing the claim for Double 
Inccme-tax Relief under the existing provisions needs any extension? 
Have you any suggestions to offer with regard· to the Double Taxation 
Avoidance Agreements concluded under Section 30 of the Estate Duty 
Act? 

PART IV-APPEALS' 

47. What suggestions have you to offer in res~ct o£ the 
appellate. machinery, having special regard to:--· 

(i) avoiding_ delays; 

(ii) redressing the grievances of assessees adequately; and 

(iii) modifying the existing appellate stages? 
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48. Do· you suggest any modifications in th~ present composition, 
. powers. and functioning of the Income-tax Appellate Tribunal? Should 

the Tribunal be vested with the powers of enhancement in the same 
manner as the Appellate Assistant Commissioners have at present? 

49. i:t has been: suggested that the· Appellate Assistant Commissioners 
' should be placed under the administrative control of the Ministry of 
Law. What areyour vi~ws.on this proposal? 

50. It has l;leen suggested that there should be PaneJs of 1\.dvisers 
drawn· from the public to assist the appellate authorities in the disposal 
of appeals in specified cases. If you .favour the . above proposal, · please 
give your views regarding the composition and powers of such panels. 

' 51. Do you· approve of the proposal to make· orders passed under 
Section 35 of the Income-tax Act, and under tl:e corresponding sections* 
of the other Direct Taxes Acts, .appealable to the Appellate , Assistant 

, Commissioner? Have you any suggestions to offer with regard to ·such· 
extension of appeal .rights of assessees in respect of any other orders or 
directions of the assessing officers? 

52. Po you consider that the right. of appeal should be restricted in 
cases where a person has not filed his return or has failed to comply with 
the statu~ory notices? · · 

53 .. What suggestions have·you to offer 'on th!! proposal- that no appeal 
should lie to the Appellate Tribunal against the order of the Appellate 
·Assistant Commissioner in respect of cases with income below Rs. 15,000 
or those in which the disputed income is less than Rs. 5,000? Do you 
think that this principfe should be extended to the other Direct Taxes 
.A:cts? · 
/ 

. · 54. In order to obviate multipliCity of appeal proceedings, do you agree 
that the first appeal in respect of matters such as registration of firms, 
partitioning of 'Hindu Undivided Families, discontinuance of business, 
s~!ltus ai).d residence should lie directly to the Appellate Tribunal? 

55. What are .your views with regard to the adducing of evidence 
before .the assessing and appellate authorities? Do you agree that no . 
opp~rtunity should be given to adduce evidence at the appellate stage 
~o those assessees who have failed to produce the same without sufficient 
cause at the a~sessment stage?· . 

· 56. ·Do you 'consider if f~asible that a time limit should be fixed for 
the hearing and disposal of appeals ):>oth before the Appellate Assistant 
Commissioners and the Appellate Tribunal? .If so,,what should be such 
time liniit and what provisions should be made in respect of cases which 
are not disposed of within the time limit? 

· 57.' It has been represented that considerable har,Pship is caused to 
assessees on account of tax demands which are in dispute pending appeal 

*(I) Section 35 of the We3Ith-tax Aci, 
(2) Section 31 of the Expenditure-tax Act, 
(3i Sectoin 62 of ihe Estat.e Duty Act, and 
(4) Section 34 of the Gift-tax Act. 

410 C.ll.R. 
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decisions. .AJ:e you in ~avour of time being allowed statutorily for 
payment of tax in all cases of disputed assessments? If so, what safe
guards would you suggest to ensure that frivplous ap.!?eals are not 
filed with a view to merely _obtaining time for payment of tax-and that 
the assets are not alienated in the meantime? · 

. -
58. Are there any undue delays in the grant of the refunds arising out 

of appellate .orders? Wou!d you advocate payment of inter.est at a 
prescribed rate if the issue of the refund order is delayed by the Depart
ment beyond a spcified time limit'? 

59. Do you approve that the Department should be empowered to 
withhold refunds .of taxes consequent to decisions of Appellate Assis
tant Commissioners and the Appellate Tribunal under provisions ana
logous to Section 66(7) of the Income-tax Act? If so, what suggestions 
have you to offer in this matfer? · , ' 

60. It has been represented that costs sHould be awarded to the 
successful party in appeal proceedings as obtaining in Civil Courts. What 

-suggestions have you to offer in this regard? Do you consider that this 
procedure should be restricted only to the appeals before the Tribunal? 

61. Do you ·suggest any changes in· respect of the present ·provisions 
regarding the Commissioners' 'powers of revision?. In Particular,. do you 
suggest that a hearing should be given by the Commissioner before 
passing final orders in all cases falling under Section 33A(2) of the 
Income-tax Act, and under the corresponding sections'~' of the · other 
·Direct Taxes Acts? 

. PART V-COLLECTION AND RECO~RY OF TAXES 

62. Do you consider the present provisions and machinery for the 
recovery of direct taxes to be adequate? If not; what suggestions have 
~~~? - -

63. It has been _represented that recovery of demands resulting from 
arbitrarily heavy assessments causes considerable hardship to the 
assessees concerned. .What measures do you suggest for .removing -the 
same? ·· · '-

64. Do you favour the proposal to grant oa rebate to assessees with a 
view to encpuraging the prompt payment of taxes? 

65. Should interest at a prescribed ~ate· be levied for any delay in, or 
time allowed for, payment of tax after the due date? _ · _ 

66. Do you consider that tax demands should get priority for _payment 
over all other unsecured debts, the priority being effective from the first 
day of the Televant assessment year irrespective odl the actual date of 
assessment and demand? · - -. ' 

. ~7. What art; your views reg11rding the -proposal that ·directors of all 
lumted compame~ _as well as sharel:ol_ders of private limited· companies 
should be made Jomtly and severally hable for taxes due from companies 
even after t?eir going into liquidl!tion or othel'Wise bei~g wound up? _ 

*(I) Section 25(I). of the Wea!Ih-tax Act, 
(2) So:qo:1 23(t) of the Eipen:liture-tax Act, and 
(3) Section 24(I) of the Gift-tax Act. 
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partner of a registered firm should be statutorily effected from the firm 
as such or from. other partners? . , 

69: Do ._you favour the modification of' the present provisions for 
recovery of income-tax with a view to enabling the Department t9 
reeover taxes due from an assessee by sale of assets, income from 

. which isaggregated under Section 16(3) of the Income-tax Act? Do you 
·consider th•Jt similar modifications· are necessary in the other Dirt'r;t 
Taxes Acts? · 

' ' 

· 70. Do you think it will be conducive to expeditious collection of tax, 
if Government were to give periodically wide publicity to the names of 
defaulting tax payers? · 

71. Do you experience any difficulty in the payment of tax into the 
··Government Treasuries? If so, what suggestions have you to offer to 
·remove. them? Are you in favour of the Department opening . cash 
counters in Income-tax Offices for collecting the tax ·dues, particularly of 

1 ? ' . smal , amounts. · . , . . . . 

72. What are you~ views on the suggestion that the assessing officers 
s)lould be divested of their responsibility for collection of taxes which 
work should be entrusted to·wholetime recovery· officers? 

. 73. Do you apprOVE\ of the suggestion that the direct taxes should be 
recovered under a self-contained ·central Revenue Recovery Code instead 
·o~ under the varying systems of State Revenue Recovery !Jaws, Muni-
cipal Acts and the Code of Civil Procedure? · · 

PART VI-TAX EVASION 

. · 74. What, in your opinion, is the extent ~f evasion. of' direct taxes in 
this country? What are the contributory causes for the same, and what 
measures do you suggest to eliminate evasion in cases of:- · 

(i) &nall income group; 

(ii) middle income group; and 

{iii) lo:1rge .incorrie gr6u.PL 

75. Do you con~ider that. the Department is adequately equipped for 
checking tax evasion? What suggestions have you to offer for improving 
the organisation apd procedures of the Department? 

' ' . 

76. ·What, are your views on the proposal that a Board of Specialists 
_should be constituted to •.1ssist in checking evasion? What should be the 
composition and powers of such a body? 

.' ' 
I . '• ' , ' ' • 

77. Do you consider that the powers of search and seizure as provided 
for under Sect~on 37 of the Income-tax Act are adequate for checking 
tax; evasion? Have you experienced any difficulties in the working of 
these, provisions? What modifications do you suggest? 

7Jj. Are you· in favour of having an orgenisation like the Income-tax 
Investigation Commission· as a permanent feature of the direct ' taxes 
udministration to deal with cases of substantial concealment of income, 
~ealth, expenditure, gift or estate? If so, what should be the composi-
tiOn, powers '!llld functions. of such an organisation? · 



334 
. . 

79. What measures would you suggest for settlement of cases of tax 
evaders who come· forward with volunta,ry or quasi-voluntary 'dis
closures? Do you consider.whether:- .. 

(i) :a scheme for . accepting voluntary disclosure.s of concealed. 
income, etc. should be incorporated in the s_tatute; or in the 
altep1;1tive, 

(ii) such cases of dis~l0sures be considered for s~ttlement - on 
·merits? 

Tn either· case pl~se state whethe11 the disclosure should be settled by 
the departme~tal authorities or by an independent high-powered _board . . 

· 80. ·What are .your views with regard to the following.suggestions:-

(i) 

(ii) 

(iii) 

. . . . . 

that: in special circumstances . or where manipulation of 
accounts is . suspected, Income-tax Officers should be 
empowered to check current account books dur~g , the 
accounting year itself; ... 

that iii. specified categories of cases, assessees _should be· 
required to write their acco·unts in books pre~ously stamped 

.-and signed by the officials of the Department an,d the books 
'should be made available to them, 'when required, for inspec-

• tion during the account~g ye~ar itself;' · · · 

that assessees should be required statutorily to dose 1Ae books 
of account within a specified period .from the end of the 
accounting period, and to produce them immediately there7 
l!fter before the . officials 1of the Department for being signed 
and stamped; and · · · · 

(iv) that assessees having business income ·or turnover above a · 
certain· limit should be -statutorily. required to maintain 
closed and adjusted accounts on th~ mercantile basis? 

8L Do you think that there should be a statutory obligation requiring 
the furnishing of the following information to the Department:-· · 

' ' . 
(i) nrunes and addresses of persons making deposits of all dt1s

criptions, above a particul~r limit, by banks and shroffs; and' 

(ii) names and addresses of all persons taking life or 'general insu- . 
ranee policies above a ·specified limit, by the Life Insurance 
Corporation· and insurnnce companies? 

82. Do you· consider that the fssue of cash·'memos giving the. names 
and addresses of the purchasers should be made statutorily compulsory 
for transactions above a specified .amount? If so, what suggestions have 
you to offer in the matter? · 

8~. _Do yeu approve that there should be a statutory provision 
reqwnng that payments above a specified amount (say, Rs. 10 000) 
should be made only'by crossed j:heques? If so, how can attempts to get' 
ov~r· 'this provision by barter tr11-nsactions or splitting up of the amounts 
41 question be checked? · . 

· 84. Do you favour the proposal. that disbursing authorities shoirld · 
deduct, _by way of tax at source a percentage of payments made to con-· 
trac_tors, and that they shQuld aiso insist on prod,uction of tax clearan~e 
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c~rtificates before making final adjustments of accounts? What sugges-. 
tions have youto o~er in this r.egard? 

85. Do you approve of the suggestion that.there should be no registra
tion of tronsfer of a property above a specified value without the produc- · 
tion of a tax clearance certifi.cate from the Income-tax Officer? 

. 86 .. It has been suggested that g9vernment contracts, licences,, etc. 
should not be granted to those .who evade taxes. or are iR default. What 
ar:e. your views .in this' matter? . · 

87. What suggestions 'have you to· offer with regru-d to· the proposal · 
. of making benami transactions illegal? Sho~ld not ·the system of hold

ing shares on blank transfers for Indefinitely long period be done away · 
with? . -

88. Dq you ·consider that the maximv.m quantum of penalty leviable 
_under Section 28 of the Income-tax Act, and under the corresponding 
provisions_* of the other Direct Thxes Acts, should be incre~~d to three 
times the tax sought to be evaded? . · .. · . 

• oo: With regard to the. levy of penalties; do you favour the proposals 
that:~ ·· . . . 

(i). the burden pf" pr~of.sllould be statutorily fixed on the "assessees; 
and · • · 

(ii) a time limit should be prescribed fo~ comp~etion of penalty 
proceedings? 

90. Do you· consider that ihe penal \provisions of Sections 51 and 52 of 
· the lilc:Jme-tax Act, and of the corresponding provisions*"" of the· other 

Direct Taxes Acts,- should be tightened up?_ Do you 11gree that · deli-· 
berate con,cealment 'of income, wealth, expenditure, gift or estate should· 
l;re made a criminal offence punishable with imprisonment ·of a deterren,t 

·nature? - · · · . 

91. _Do you consider that abetment in the· submission of incorrect 
return of inci>me; wealth, expenditure, gift or e:;tate shpuld be made an 
offence punishable witli a specified fine as in Section 48(2)t of Income 
Tax Act, 1952 of the United Kingdom? . - . 

'*(x) S~ction 18 of the Wealth-tax Act, 

(z) Section 17 of the Expenditure-tax Act, 

(3) Section 5.6 of the Estate Duty Act, and 

{4) Section 17 of the Gift-tax Act. 

• *(x) Section 36 (\f the Wealth-tax Act, 

'(z? S~ction 32 of-the Expenditure-tax Act; and 

<3) Section 35 of the Gift-tax Act. 

tSection 48(z) of the Income Tax Act, 1952 .of the United Kingdom • 
. uA person who knowingly and wilfully aids, abets, assi~ts; incites .or induces another 
· person. to make or deliver a false or fraudulent account, statement, or declaration, 

of or concerning any profits' or gains chargeable, or the yearly rent or value of any 
lands, tenements, hereditaments or heritages, or any matters affecting any such rent 
or value, shall for every such offence forfeit the sum of five hundered pounds.". 
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92. Do you c;<msider that the following measures will assist in reduc~ 
ing the extent of evasion:- . . . 

(i) modifying the present provisions of Section 54 of the Income
tax Act, and of , the corre~ponding sections'"· of_ . the other 
Direct Taxes Acts, so as to enlarge the scope of drsclosure of 
informfition by the·Department;· and . 

(ij) pJlblicatioil of names of persons w~o are I?enalised for co_nceel
ment of income, wealth, expendrture, grft O): estate? · 

' . 
If you agree with these respective suggestions, please indicate the· extent 
to .which such further disclosure may .be permitted and the categories 
of parsons in respect of whom such a publication may be made. 

93. How can better co-operation between the Inco!lle-t•.lx Departll1ent 
and the Sales Tax, Customs and Central Excise Departments etc., be 
secured with ·a view to catching .tax evaders?. 

94. It has .been suggested that an· automatic reporting system should 
be introduced under which all capital transactions above a specified limit 
are regirl.ated inter. alia through the assignment of code numbers regis
tered with the. Department. Do ·you think that such a system will be 
feasrble and will enable evasion to be checked without causing much 
.inc.onvenience to the public? . ·.. · 

95, Is it advisable that the Department should encourage genuine 
fuformers and give larger ·rewards to them for information given in res
pect of tax evasion? If so, what safeguards would you suggest to avoid: 
black-mail? . Should any punishment or other penalty be prescribed fo,r 
the furnishing of false information? . · · 

,96. Have you any suggestions to offer to r~use public conscience 
against tax evasion? Dou you consider that the voluntary associat.ion of 
the p1.1bl~c on a huge scale is feasible for detecting cases -:>f tax evasion? 
If so, in what manne·r should public co-operation be availed of?· 

97. Are there any loopholes in the existing taxatjon laws which facili
tate avoidance of tax? If so, please enumerate them and give specific-
suggestions for plugging such loopholes. · · · · · 

·PART VII-PUBLIC RELATIONS 

98.- Have you any suggestions to offer for improving the . relations 
between the public and the Department and ensuring maximum co
operation between them? Do you think that the institution of Public
Relation Officers has proved useful? · In what manner can their functions 
be improved and enlarged? · , 

99. Do you consider that the steps taken by·the Department in making: 
the public aware. of their .rights and obligat.ion.s in regard to tax matters 
are adequate? Have you any suggestions to offer for improving publicity· 
by the Department and the publication and distribution of tax literatur!!?' 

100. What measures are necessary· for ensuring that assessees of- thejr 
representatives do not have to wait in the tax offices for- Unduly long: 
periods~ · 

*(r) Section 42 of the Wealth-tax Act, 
(2) Section 38 of the Expenditure-tax Act, 
(3) Section So of the Estate Duty Act, and 
(4) Section 41 of the Gift-tax Act. 
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101. It has been represented that considerable hardship is caused to the 
public in obtaining tax clearance and verification certificates. What · 
suggestio~s have you to offer in this regard? 

. 102. Do you think that the iacilities and amenities available in the 
tax offices for the public are adequate? If not, what suggestions have you 

. to offer-in this regard? · 

· . PART VIII-INTEG~ATED TAX STRUCTURE 

103, Do you consider the present structure of direct taxation to be· 
completely integx:ated? If not, what ·changes do you suggest to make it 
more effective in checking tax evasion and, at the same time, minimising 
the ,hardship that may be ·caused to taxpayers? 

104. Is it desirable to have, an integrated tax code for ~11 the direct 
taxes even though every income-tax payer may not be liable to pay 
wealth-tax, . expenditure-tax or gift-tax? Do you. think Hat such an 
integrated tax.code will do away with duplication of work and facilitate 
direct .tax proceedings? 

105. With a vi~w. to achieving the basic purpose of the in~egrated 
system of taxation and having regard to the need for .·specialisation . in 
assessments as well as avoiding inconvenience to assessees, which of 
the following alternatives would you prefer, viz., · 

(i) the same assessing officer dealing simultaneously with all the 
assessments of a person under the various Direct Taxes Acts 
except under the Estate Duty Act, or · 

' . . ' 

- (ii) separate assessing officers f::~r income-tax, wealt~tax, expendi
ture-tax and gift-tax cases as obtaining at present with regard · 

· to estate duty? · 

106. What is your reaction to the suggestion that provision should' be 
made in the Wealth-tax, Expenditure-tax an~ Gift-tax Acts for advance 
payments of tax and provisional assessments, as in· the Income-tax Act? 

107. Do you approve 'of the proposal that, ·as in the United Kingdom, 
there should be a Central Valuation Department attached to the office of 
the Central Board of Revenue with branch offices in different Sfates for . 
valuing immovable properties, shares, ~anaging agency rights, etc. for 
the purposes of assessments under the Income-tax, Estate Duty, Wealth
tax and Gift-tax Acts? Have you any suggestions to offer in respect of 
the existing provisions for appointment of valuers? •. 

108. What suggestions have YQU to offer with regard to the provisions 
relating to the procedures under, and the actual working of, the Wealth
tax Act? .Have you experienced any difficulties in respect of the inclusion 
and valuation of the different assets in the computation of net wealth? 
If so, please enumerate them and give your views in the matter. . . 

109. What are yout views in respect of the procedures obtaining under 
the Expenditure-tax Act? Do you suggest any changes in the expendi
ture-tax return form having regard to the need for getting full particulars 
·of exempted categories of ·expenditure, for checking evasion and for 

. eliminating the inconvenience caused to ·assessees by calling for informa-. 
tion piece-meal? Wh3;t.suggestions have you to offer in this regard? 
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110. Have ·you experienced any difficulties- in respect of the . assess
ment, ·appeal and recovery procedures under the Estate Duty Act? lf so, 
please give your suggestions having special·regard to the 'incJ,Q.Sion and 
valuation of th~ different assets. · · · 

111. Are. the existingprovisions of tlie Gift-tax Act adequate,to check 
avoidance of estate duty 'and other direct taxes? Do you suggest _any 
modific;ttions in the· procedures ohtaining .under this Act? · 

PART IX-GENERAL 
112. Have you any' other suggestions to 'offer on points not covered 

·by the above questions with a· view to reorganising the present administra
tive structure of tbe Department and simplifying the existing' procedures 
for implementing the integrated scheme \)f direct taxation, with due 
regard to the need for eliminating tax evasion and avoidi~g inconvenience 
to the assessees? • · 

' [Extract from the .Note attached. to . the Questionaire:-The ques
tionnaire should not be taken to reflect in any manner the opinion of 
the. Committee in respect o_f matters contained therein. 

'2. Except where a specific re~erence is made to any particular Act, it 
should be taken that the questions refer to all the Direct Taxes Acts, 
namely, Income-tax. Wealth-tax.· Exoenditure-tax. Gift-tax and Estate 
Duty Acts. 

SUPPLEMENTARY 

QUESTIONNAIRE 

(For the Department qnly) 

PART'I-ADMINISTRATION 
- ' • 

113. What suggestions have you to offer with regard to the present 
system of recruitment and training of the ·gazetted and non-gazetted ,sta:ft-
of the. Department? · . . _ · 

, 114. Do you consider it necessary to decentralise the'present set-up of 
the Department by delegating nior~ powers to the subordinate gazetted 
and non-gazetted staff? If so,·. what suggestions have you to off~r with 
special regard to eliminating delays in assessment and other. proce_edings 
and removing inconvenience to the ~sse>sees? 

115. Is it necessary, in your opinion, to have a separate cadre of 
Examiner of A<X!ounts for· scrutinising the returns and statements filed 
and fo.r examining the books of accounts ,produced in the course of the 
assessment pro.ceedings? If so, - · , ,;,;_ _ . 

(i) do you favour the formation of an Ex-aminers Branch in' i~po~t
ant ci~ies and towns under· the . supervision· of a . Chief 
Exammer; and · · . · 

(ii) what should 'pe the· qualifications for recruitment to, and the 
scales of pay for, this cadre?. . · 

116. Do you consider any· changes necessary in the present gradation 
of the gazetted and non-gazetted staff of the Department? ·What sugges
tions have you to offer with regard to the strength, scales of pay- distribu
tio~ of work, duties and conditions of.service in respect of each' ,grade?;· 

..... ' . . . -
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117. It has' been urged that the prfi!sent work-load of the Departmen't 
is a't1normally heavy. Do you · agree with the .view? What, in your 
o0pinion, shoulQ. be thP f,.;,. ·work-load on each l!rade of .the l!azetted and 
non-gazetted staff? 

118. Do. you suggest any cha~ges in the present method of evaluation. 
of, and control over, the work of each grade of gazetted .and n.on-gazetted 
.staff? 

' 119. Have you ~ny suggestions to offer regarding the present sYStem 
. ·of inspection of an Income-tax Officer's work by the Inspecting Assistant. 
Commissioner? Do you agree with the proposal that inspection should be 
•C\mducted by a -central organisation? · 

120. What are·y.our views with regard to the organisation and working 
o0f the Merent Dire~torates and of the Central Commissi~ners'· charges? 
· . 121. With. a view to improving the quality of assessments in. the more 
important cases, do you approve of the suggestion _that certain Assistant · 
Commissioners should be made assessing officers .for such cases? 

122. What is your opinion regardillg the working of. group· Assistant 
- •Commissioners' charges? Do you favour an extension of this scheme to 

.all city· circles? · · 

. . 123. Do you thfnk' that, iri ~rder ·to minimise eva~ion and avoidance of 
tax, to expedite assessments. ana to improve the recovery · machinery, 
there is a case for co.nferring larger powers on the Department, and, in 
particular, on Income-tax Officers, Examiners and Inspectors? . ' . 

124. What are the contributory causes for the upward trend, noticed 
in the recent .years, ill the percentage of the cost of collection to the reve
nl:Ies realised?. What views. have you to offer in this·regard?' 

125. Are the present arrangements :for ··the printing and supply of 
forms arid stationery adequat~? What measures do you suggest for e;nstir
ing their timely and ;1deq_uate supply? Should. the Department have its 
<lwn printing press and stationery ~epots? ·What additional powers sh.,ould 
be conferred on the CommissioneBs for this purpose? . · · 

1-26. It has· been suggested that· there should be a separate Directorate 
of Statistics 1,1nd Research attached to the Central Board of Revenue-' 
.What. are• your views on the subject? · ~ 

' ' . 
127. What suggestions have you to offer. in respect of- · 

(i). mainten~nce aiid preservation -of records and registers; 
(ii) compilation of statistics; and • . . __.. . 
(iii) submission of. peripdical reports and returns? 

i28. Wha.t 'are the aifficulties experienced reg~rding conveyance etc. 
in the conduct of survey and enquiry work? Have you any suggestions 

· to · offer in this respect? · 
·.'129:

1 
What are your yiews in the matter of tJ;~n~ers of the gazetted and 

non-gazetted staff, havmg regard to the followmg.- · 
(i) possess~g knowledge of regional limguages ~ecessary for 

, scrutinising books of accounts and documents; . . 
· {ii) · minim:ising chances of corruption or favouritism ·as· a result or 

·continuous personal contacts; · . 
(iii) gaining experience' in handling different. types of cases; 

' . . 
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(iv) maintaining continuity in handling particular ·cases and type 
. of work, and retlucing the· number of fully or partly heard 
cases remaining to be disposed of; 

(v) alieviatin'g the hardship caused in the matfer of housing,_ educa-
tion and maintenance of family etc; and · 

(vi) keeping in view _the need' for providing equa,l opportUI):ities for 
· all to work ip. the cities as well as· mofussil stations?· . . 

'130 .. With a vi~w to having better'relations and co-operation between 
gazetted and non-g<tzetted staff, do you favour the introduction of the 
system of 'Whitley Colli):cils' ·as obtaining in the Unite.d Kingdom? Wh;~t 
suggestions have you to offer to infuse a greater sense of responsibility 
and discipline amongst the staff? 

PART II-ASSESSMENTS 

131. It has been represented that the present quotas for disposal of 
assessments and fixation of budget targets for Income-tax Officers adverse
ly affect the quaEty of assessments. and cause harassment to assessees_ 
What- are 'your views in thls regard, bearing ii1 mind the need for some 
measure 'of control over assessment and collection work? · 

132. In view of the fact that the audit parties have discovered large 
mistakes in calculations of taxes, what measures do you suggest to· en
sure. proper tax computation? Do you favour the establishment of an 
internaL audit unit on a .perinanent footing? 

133. In the interest of speedy. disposal and greater efficiency, do you 
suggest that Inco!Ile-tax Officers should be equipped with calculating 
machines and other modern office appliances? · 

PART III-. REFUNDS 

134. Are you in favour of introducing the system of disposal of refund 
applications on the very day of r.eceipt as obtaining at Ahmedabad and 
Calcutta? · 

PART ·Jv-· APPEALS' 

135. There is a feeling that the Department is not adequately equipped 
for defending its cases before the Tribunal and courts of law. What 
measures do you suggest in this regard? · · 

136. With a view to having better representation of the Department's 
case, do you approve . of the proposal that certain posts of Authorised 
'Representatives be manned by Assistant Commissioners of In:o~e-tax? . . 

PART V-COLLECTION AND RECOVERY 01" TAXES 

, 137. The taxes in arrears have increased considerably in recent yeats. 
and on 1st ·Aprill958 they amounted to Rs. 287-32 crores. What are the 
factors responsible for these huge arrears and what practical measures 
do );'Oil suggest for reducing them? · . 

138. Do you· think that the Government should be empowered to scale 
down tax demands when it is satisfied that they are either excessive or 
bEOyond the financial capacity of the assessee c"ncerned? · If so; what 
should' be the agency for this purpose? 
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' ' 

~ART VI-TAX EVASION 

139. With a view to having a more effective che:·k on tax . evasion. 
what suggestions have you to offer in respect of- . 

(i} organisation; , ·. 
(ii) strength' and qualifica;tions of personnel; and 
(iii) methods and plan of. work. 

140. Do you favour the constitution of a Special ·Investigation and. 
Enforcement Section in each Commissioner's charge, manned by specially
trained personnel for-· · 

/ 

(i) carrying out the work at· present done by the Special Investiga-· 
tion Branch, but .on an ex,tended scale; and · 

(ii) effecting raids, .searches, and seizures under Sectiori 37 (2) of 
the Income-tax Act? · · 

If .. sot what suggestions have you-to offer in thfu matter? 

141. .Ai-e the existing agencies for collection, collation and dissemina
tion of information in respect of assessees adequate? What additional c;Jr 
alternative arrangements have you to suggest? · 

' . 
142. Do you consider that aGsist<l,nce of municipalities, local bodies,. 

universities and sister government departments in making special surveys 
. and reports on economic and trade· conditions as well as in collecting other 
relevant information from them by a proper liaison will help the Dep·art-
ment in effectively checking evasion? If so, how ca:n such aooistance be-
obtained? · 

PART VII-PUBLIC RELATIONS . 

143. W}J.at suggestions have you to offer with 'regard to the proposal' 
to constitute a. Central• Board of Enqu-iry• to inquire irtto and ·give findings 
on complaints by assessees of harassment? What should be the composi-
tion and !iowers of such a Board? -

PART VIII-. INTEGRATED TAX STRUCTURE 

144. WJ;tat ar.:: the difficulties experienced in the. actual administratioill 
.of the vanous Drrect Taxes Acts, and what suggeshons.have you to offer 
to remove them? · · · · 



APPENDIX IV 

LIST OF PER>ONS WHO SENT REPLIES TO THE QUESTIONNAIRES DATED 30TH 

. Au'GUsT; 1958 i-ssuED BY fH1! CoMMITTEE. 
~· . . 

I-STATE GOvERNMENTS: . . . 

S. No.' 

I. Government of Orissa. 

2. Government of Uttar Prndesh. 

3· Government ot West Bengal,. 

II-PUBLIC: 
' .. . 

(A) CHAMBERS AND OTHER ORGANISATIONS ;' 

ANDHAA PRADESH : 

S. No. .'Name of the Orgimisation. 

4· The Indian Chamber of Comi:nerce, • . . - \ 

5· Andhra Pradesh Grain_ & Seed Mer
chants' Association, . 

6. ~dministrative Staff College, • • 
7·. Income-tax and Sales Tax Practitioners' 

AssoCiation, . · 

8~ .Jewellers' Association, . . • 
9· . Madras Mi~ ·Association, . 

10. The Merchants' Association, -
. . 

• • 

· II. · The-Society of Income-tax Practitioners 
(Regd), . 

12. Th~ Tenali Wholesale Kirana Mer~ 
chants' Association; 

ASSAM: 

. Address. 

· P B. No. 67, Guntur. · 

Pahade Niwas, Osmang'linj, Hy
derabad . .. 
Be1la Vista,Hyderab~d. 

Abld Road, Hyderabad 

Anantapur: 
Gudur, Nellore. 

Anantapur. 

. Vijayawada. 

Tenali, Guntur." 

13. A5sam Federate4 Chamber of Com mer-J Gauhati. , 
ce, .. · · 

14. 

15. 

. The Income-tax Bar Association,· ·. Income-tax "Building, Gauhati. 

The Upper Assam'Chamber ofCommer- Jorhat. 
ce · · ~ . , . 

. ' 
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S. No. Nam~ of Organisation . 

, BIHAA-
16. Bihar Chamber of Commerce, 

BOMBAY 

17. Association of M!rchants & Mmufac
turers of Texiil~ Stores & M?chniery 

18. _ All India Radio Merchants' Association, 

19-

21. 
22. 

2:3· 

- . 
All India lmp:>rters and Exporters Asso-

ciation, · 
Bdmbay Indusries' A.ssoc!ation, .. 

B:>mbay Shareholders' Association, 
Bombay Oil Seeds & Oil Exchange Ltd., 
Bombay Shroffs' Association, 

24. Bombay Piecegoods Merchants' Asocia-
tion, · · 

'25. B:>mbay L!gal 1\id S:>ciety, 

· :z6. Bombay Chartered- Accountants' Society, 

27. Bombay Incorporated Law Society,_ 

28. 

29. 

. 
Cinematograph Exhibitors' Associa~ 

tiop. oflridia, 
. Chartered Accountants' A!sociatioit, 

30, Commerce Graduates''Association, 
31-. Federation of Electricity Undertaking 

of India, · . . 
·32. , Federation of Gujarat Mills ~ Indus-

tries, . 
33· Gujarat Chamber of Commerce, 

34· 

35· 
36. 

Grain & Oilseeds Merchants' Associa-
tion,· · ' · 

Holise Owner~' Association, . 
Hindustani Merchants' & Commission 

Agents' Association Ltd., .. 
IncWin Banks' Association, . 

Indian Cotton Mills' Federation, · 
Indian Motion Picture Producers. 

Assoc~tion, · · · · 

Address 

. Judges' Court Road, · Patna. 

Sir Vit haldas . Chambers, 16, 
Apollo Street; Bombay-x. 

Fateh · Manzi!, Opera House, 
Bombay-4 . 

. :church- Gate House; Fo~t, Boni
bay-x~ . 

Cfo M/s Kamani Metals & 
; .Alloys Ltd., Agra Road, Bom

baY-37· 
Dalal Street, -Fort Bombay: 
Bombay. 

233-A, Shroff Bazar, Bombay-z. . . . 
.Mulji Jetha Market,- Hall, 256-
. Shaikh Memon Street,,Bombay-

2 ••. 

Haqnm House; Hamam Street, ' 
Fort, Bompay-1. 

66, Forbes Street, Fort, Boin~ 
bay-x. 

113, Mahatma Gandhi Road, 
Bombay-I • 

-Vallabbhai Patel Road, Bombay-
4· 

Bomb'l.y Mutual Building, 
. R !lief Road, Ahmedaba~. -

Wadia Builcijng, Bombay-I. 
Bombay. 

Baroda-I. 

. >Khanpur, P. 0 Box · N() 162, 
.· Ahmedabad-!. 

Bombay. 

Shl,ll<arwar, Poona-z. 
342, KalbadeviRoad, Bombay. 

;" - "' ' 

1-7, Elphinstone Circle, ·Fort~ 
Bombay. 

P.B No, 95, Bombay- I .. 

Vallabbhai Patel Road, Bomq~y-
4· 



• I;. . 
:S. No. Name of the Orgailisation 

40. ·Indian National Steam Ship Owners' 
Association, 

4I. Indian Merchants' C4amber, 

42. Income-tax Practitioners' Asscci~ 
. ·ation, 

43· .Mahratta Chamber of Commerce & 
Industry, 

·44· Mineral Industry Association, 
·45· Nag Vidh_rabha Chamber of Com

merce, 
. 46. Nawanagar Chamber of Commerce, 
47· Native Stock & Share Brokers' Aso-

sociation, -
48. Poona Merchants' Chamber,-
49· Rajkot Chambe, of Taxation Ex-

perts, , 
so.- Surat Chamber_ €lf Coll1?lerce, - . 

.5 i. The Textile Mills' Association, 
··.s2. Taxpayers'' Association of India 

Ltd., 
:53. Taltation Bureau, 

' DELHI : 

.54· Federation of Indian Chambers of 
.. Commerce& Industry, ~ 

. :55. D~lhi Factory O·.vners' Federation,.~ 

:56. Tile Iostitute of Chartered Accoun
tants of India, 

:57·· Motion Pictures' Association, 

58. The Punjab & Delhi Chamber of, 
Commerce, • 

KERALA.: 

59- Alleppey Oil Mill5 & Merchants' 
A ~sociatipn, . -

'6o. ChamberofCommerce, · 
·6r. Chamberof Commerce;· 
<62. Ernakulam Ghambero(Commerce, 
!63. Ho.sdrug Taluk Merchants; Associ-
. ation. · 

Address 

:Scindia House, Ballard -Estate, 
Bombay: 

7(J, Veer Nariman Road, Church 
_Gate, Bombay. · 

·_Toll Naka, Vadaj, __ Ahmedabad.-

Tilak Road, Poona-2. 

Mineral House, Nagpur-r. 
Nagpur. 

. . ' 
Chamber Hall, J amnagar . 
Fort, Bombay. 

185, Bhawani Path, Poomi-2. 
Para Bazar, Rajkot. 

Surat . 
P.B. No.3, Nagpur. 
Hamam S_treet, Bombay. 

Noble Chambers, 3rd Floor, Fort, 
Bombay-r. 

New Delhi. 

Scindia House, Curzon Road- New 
Delhi. 

Mathura Road, New Delhi. 
I 

52/55 Mangal Market, Chandni 
Chowk, Delhi. 

Scindia ·.House, P.B. No. 130 New 
Delhi. 

Alleppey. 

Trichur. 
Chalai, Trivaridrum. · 
Ernakulam. . 
Khiinhangad 
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S. No. N.une of the Orgmisaticil 

MADHYA-PRADESH : 
$ 

64. Madhya Pradesh Chamber of Com-
merce& Industry, 

· 65. Madhya Pradesh Millowners' Asso
ciation, 

66. M1hako>hal <;:hamber.of Commerce, 

·MADRAS: 

67. Auditors' Association of Southern 
India, 

68. Coimbatore. Cloth Merchants' Aso-
dation, 

69. Hindusta-t ChamberofC;>mmerce, 
70. M1dras Traders' Association,. 

Address 

. 
Lashkar, Gwalior. 

Indore. 
. . 

Jwaharganj, Jabalpur. 

I 

98, Sastri Road, Coimbatore. 

Coimbatore. 

r68; Broadway, Madras-I. . 

Spencers' Building, Mount Road, Mad- · 
ras. · 

71. MaduraRamnad Chamber of Com- 90-92, East Avanimoola Street; Madurai, 
merce, 

72. · Madras State Handlooin InduStrY & 
TradeAssociation, 

73. Madras Mica Association, · . 
74· Madras Stock Exchange Ltd, 

75. Research Instimte, 
·. 76. Sourthern ~ndia Chamber of Com

merce,. 
77· Society of Auditors, 
78. Tamil Chamber of Com'mbrce, 

' 

6s-Armenian Street, Madras-r._ 

G':ldur, Nellore. · 
322/323 Linghi Chetty · Street, Mad-

ras. · 
s, Mulla Sahib Lane, Madras. 
Indian Chamber Buildings, P.B. No· 
1208,-Madras-r. 
292, Esplande Road, Madras. 

' 3I0/3II Linghi Cherty Street, r.B. 
No. r66r, Madras-I. 

79. United Planter's Association of Sou-. P.B. No. rr, Coonoor. 
thern India, 

:So.' Virudhunagar Chamber or Com- Virudhunagar. 
mere~, 

MYSORE: 

. :Sr. MysoreChainberof Commerce, 
;82. Mysore State Chartered Accolll'l

tants' Association. 
. 83: ~angalore Cashew Mfgr.; Associ

ation, 

ORISSA: 

84: Bcrhampur Chamber of Commerce, 
85. Income-tax Bar Association, . 

Kembegowda Road; Bangalore-9. 
r26-r27, Raja Market, Avenue Road, 

Bangalore-2 . 
Bangalore. 

·Berhampur. 
Berhampur, Ganjam. . -
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Name of the Org·nisation · 

PUNJAB: 

86. ·Bhiwani Traders' Association Ltd., 
8-]~ Textile ,Manufacturers'Association, 

RAJASTHAN: 

· Address 

Bhiwani. 
P.B. No. 79, .Affiritsar. · 

88. Chamber of Commerce & Industry,. . Bharatpur. . ' . 
89. J aipur Chamber of Commerce & In-" J ohari Bazar, J aipur City: 

dustry, 

UTTAR__:PRADESH : . 

90. Kanpur Sugar Marchants' Associ- 51{ 57; Col).ector Garij, _Kailpur. 
· ation, ' 

91. lricome-tax Practitioners' Associ- Agra. ' 
ation, : , ' 

92. Income-tax Bar Association, 
93. Lucknow Merchants' Association, . 
94. Lucknow Iron & Hardware and 

Paint Merchants' Association, . 

Varanasi. 
Aminabad, Lucknow. 
24, Sci Ram Road, Lucknow. 

95. Merchants' ChamberofU.P; :· 51/57, Civil Lines, Kanpur, 
96. Northern India Mercantile Cl;J.am- ·. roo; Carlton Hotel, Lucknow. 

ber of Commerce, · · 
97. National Chamber ofindustries and G.G. Industries, Post Office, Agra: •. 

Commerce, · · 
'98 .. Registered Kanpur Kapra Com- Kanpur.• 
· mittee, 
99. UttarPradeshKardata Sangh (Regd) 49{56, Nayaganj, Kanpur.· 

• # • • , • • ' ~ 

WEST.BENGAL : . . . 
roo. Associated· Chambers of Commerce 
. oflndia; ·. 

IOJ; •. Bengal National Chamber of Com~ 
merce & Industry, 

102. Bharat Chamber of COmmerce, 
· 103. Calcutta Stock Exchange, .. 

104. Calcutta Bar Liberary Club, 
1~5. In:iian Chamber of Commerce, 
ro6. Income-tax Bai Association, 

(B) INDIVIDUALS : 

ANDHRA PRADESH : 

107. S.G. Dastgeir & Co. 

.. 

Royal Exchange, Calcutta-I. 

Calcutta. 

State Bank Bldg., Calcutta-7. 
1, Lyons Range, Calcutta. · 
Calcutta. 
Indja Excpange Palace, Calcutta-r. 
3· Goveritment Place ·West, Calcuttro-t 

Chartered AccoUntants, Tilak Road, 
Hyderab~d. · 
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S. No. Name of the 'Individual etc. Address· 

108 Shri K.B.R. Hanumantha Rao, 

~09 Shri W.S. Navani; 

IIO ShriK.V.Narayana, 
I II S~i V. Krishna Rao, 

..,_12 Prof.Kishan Chand, 
II3 -Shri K.S. Nurundappa, 

1f4 Shri G.L. Pophale, 

• 

II 5 Shri K.N. Phadke&Co., .. 
n6 ShriP. RashidAhmep, . 

Chandi Chowk, Kharnmameth, (Central . 
Railway). 

Member of die Research, Staff of the 
Administrative Staff College of India, 
Hyderabad. · 

Bar-at-Layt, Rajahmundry. 
Himaratinager, Hyderabad. 

• Hyderguda, Hyderabad . 
Sales Tax PraGtitioner, Gajgappet Street, 

Raichur. · 
Member, Income-tax Appellate. Tri

l;>unal, Hyderabad. 
Osmangll?-j, Hyderabad. 
Kurnool. 

II7 Shri Roddam Nagabushnam Setty; Income-tax Auditor, Guizar Street> 
New Town, Anantapur. 

ASSAM: 

u8 Svs. I.C:BothraandK.M. Sethia, 

II9 Shri M. Chakraborti,' • 

, 20 Shri Nalini Kanta Das,. 

121 Shri J.M. Rairia, • 
122 Shri P.L. Shoine, .. 
123 Shri Sohan Lal Sharma 

BIHAR': 
• 
124 Shri Girindia M. Misra, 
I2J ShriJaglal Chandiri, 
126 Shri B L. Kanodia, 
P7 Shri E:.B. Sastry, 

BOMBAY: 

128 Shri S.B. Athalye, 

129 Shri Ambalal Sarabhai, 

130 S¥ K.J. Bhappu, 

· 131 ·shri C.H. Bhaba, 

410 C.B.R. 

• 
• 

Taxation Consultants, 
Jorhat. 

A.T. Road, 

Prof. of Commerce, J.B. College, Jor
hat. 

P,O. Karimganj, Distt. Kachar, 
Assam.· 

Chief Commissioner, Manipur: 
' Dy. Secretary, Finance Department, 

Shillong. 
Pleader,· Jallan Nagar, P.O. Dibru

garh. 

Darbhailga. 
• Bearing Road, Patnil . 

Sasram • 
• · C/o M/s Sastri & Co., Tax ConSultants, 

New Market,Jalna. · 

168-F Vincent Road, Dadar, Bom
bay-14- · 

P.B. No, 28, Ahmedabad. 

12-Cross Lane, Khetwadi, 
bay-4. 

Ballard Estate, Bombay. 

Born-
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S.No. . Name of the Individual etc. Address 

132 Shri'M.P. Bilimoria, 
133 Shri Charat Singh, 
134 Shri C.C. Chokshi, 

135 Shri ;R.C. Cooper, 

1~8 B.N. College of Commerce,' 
137 Shri Chunilal B. Mehta, 

138 Shri Chinoobhai C. Javeri, 
139 Shri N. Dandekar, 

141 Shri Dadubhai M. Amin, 

142 Shri M.M. Dave, 
·r43 Svs. Dalal Desai & Kumaria, 

I44. Deccan Institute of Commerce, 

145 S~ri r:s. Gulati, . 

146-M/s Gondalia& M~ndviwala, 

147 Shri D.R. Gadgil, . 

148 Homi Ardeshir Bulsara, 

149 Mr. Hiralal A~ritlal Shah, ... 

uo :;>hri R.N. Jain, . . . 
151. M/s Kasturbhai Lalbhai, 
152 M/sKaila5hA. Vakil& Co., 
153 ShriJamshedji Kanga, . . 
154 Svs. Kolah&N:A. Palkhivala, 
155 Shri P.C. Malhotra, 

r 56. Shri L.R. Mehta, 

157 Shri T.A. Muda!iar, 

158 Shri Y.G. Mangaldas, 

• 393, Lamington Road, Bombay. · 
· Kurla Road, Andheri, Bombay. 

Chartered Accountant, Fort, Bom-
bay. \. 

Chartered Accountant, 51, '-Mahatma 
Gandhi Road, Fort, Bombay. 

Poona-4. · 
43, Mahatma Gandhi Road, . Born-1 

bay-I. · 
Fort, Bombay. 

"' A.C.C., Cement House, 121, Queens 
Road, Bombay-I: 

. • 49-55; ·· Apollo Street, Fort, Born· 
bay-I. 

Patel Society, Ellis Bridge, Ahni.eda-. 
bad. 

Gita-2, Dawn Area, . Bhavnagar. · 
.Sir Phirozsha Mehta Road, Fort, Bom

_bay-L. · 
594, Budhwar Petah, Ganesh Road,. 

Poona. 
Reader in . Economics, Baroda Unic 

versity. 
Chartered Accountants, Hamam House, 

Hamam Street, · Fort, Bombay. 
Director, Gokhale Institute <;>f Politics 

and Economics, Poona. 
Gokal Das Tejpal Estate, Bom-

bay-?.· 
69, Marine Drive, 4th Floor, Bloc!). 

_ No. ro, Bombay-I. 
Pleader, Itwdri, Nagpur-2. 
Ahmedabad. 
Bombay 

. _. ~ombay 
Bombay. 
President, Income-tax Appellate Tri

bunal, Bombay. 
Tankewile, Gowalia, Tank Road, Cum

. balla Hill;Boinbay-26. 
63, Bholabhal Desai Road, Bom-

bay. . 
Sir Mangal Dass House, 303, Lamington 

Road, Bombay-4. · 
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S. No. Name of the Individual etc. 
' 

Address 

' -'Roxana', 109, Queens Road, Born-
• bay-r, 

• ~apur,Ahmedabad; 

159 Shri V.p. Mazumdar, 

;r6o Shri G.B. Mankad, . , 
161 Shri T,K.Nirchanr;lani, •. 'Nandan-Van', Ganeshkhind, Poona-7. 

162 ·Mfs R. Nanabhoy & co:, 

163 Shri K.L: Nayar, 

164 M/s G,M. Oka & Co., 

I65 ·Shri N.K. Petigara, . . 

166 Shri B.D. Patel, 

'167 M/s Pandia & Co., • 

' '1.68 Shri B.S. Pimpalkara, . ,· _. 
169 Shri Rasiklal M. Shah, 
170 Shri Rasikhlal Nathalal Shah, 
171 Shri C.C. Shah, . 

'172 M/s K.S: So honey & Co., · 

173 Shri H.D. Sanghvi, 

'~74 Svs. S.B. Shah & Others, 

'175 Shri D.D. Shah, . 

T.76 M/s Stanliard Vacuum Oii Co., 
'177 Shri R.G. Saraiya, 

'178 Shri V.D. Saranghpani, 
179 Shri S.P.jain, 
:r8o Shri Satyanarain Deora, 
-:r8r Shri M.R. Shah, . 
'182 Shri B.R. Shenoy, 

I 

'183 M/s Tulsidas Kilachand, 

. . 

184 M/s Tata Industries (P) Ltd., 

Ballard House, 14, Mangalore · Street, . 
Bombay-I. 

Partner, The Bombay Fine Worsted 
· , 'Manufacturers Castle Mills, Thana. 
Chartered Accountants, r8o-Budhwar 

Peth, Poona-2.' _ 
51, Mahatma Gandhi Road, Fort 

Bombay-L 
Vice .Chancellor, Sardar Vallabhai 

Vidyapeeth, Vallabh Vidya Nagar, 
.Bombay. · 

Hamam House, Hama:m Street, Bom-
bay-r. '· 

Nanpura, Athnagar Mohala, Surat: 
• · Chartered Accountant, Bombay. 
· Near D9shiwadas Pole, Ahmedabad.· 

II, Lajpatrai Road, Bombay-24.' 
Charterl!d Accountants, 340 S. Kasaba 

Sholapur . 
.Chartered Accountant, · Masjid Bunder: 

·Road, Bombay; 
Indian Globe Chamber, 7th Floor, 

Fort 'Street, . ;Bombay-r. 
8-ro, Tamarind Lane, Deepak Insu

rance Bldg., 2nd 'Floor, ;Fort, Bom-
bay-r. · 

P.B. No. 3551 Bombay-r. 
C/o Indian Merchants' Chaniber, 

Bombay. 
Advocate, Dhantoli, Nagpur. 
Fort,Bombay. . 
Govindnagar, Malad, Bombay. 
Amravatti, Bombay. 
University School of Social Sciences, 

Gujerat University, Ahmedabad. 
45-47, Apollo Street, Fort, · ' Born-· 

bay-r. ~ 

Bombay House, Bruce Street, Fort, 
Bombay-I. 
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S. No. · Name of the Individual etc. 

185 Shri B.L. Tholiya, 
186 Shri P.P. Vora, . 

187 Shrfi: B. Vachha, 

188 M/s Valkart Bros., · , . 
189 Shri Vardachari, . 
190 Shri Waman P. Kabadi, 

DELHI: 

191 Shri Ahmed Said (Nawab of.Chhat-
tari), 

19:a Shri Babubhai M. ChiDai, 
193 Shri H.C. Heda, . 
194 Dr. P.J. Thomas, 
195 Shri J.C. Chaterjee, 
196 Shri Kamalnayan Bajaj, 
197 . Shri Moo! Chand Jain,· 
198 Smt. Manjula Devi, 
199 Shri Mriganka Mohan Sur, 
:aoo Shri B.R. Mahagaonkar, 
:ao1 Shri P.C. Barooah, . . 
:ao:a Shri Rohit Dave, 
:ao3 Shri V.C. Shukla, . , / 
:ao4 Shri M. Shah, (Maharaja of Tehri 

Garhwa,I), 
:aos Shri G.D. Somani, 
:ao6 Shri B. Shiva Rao, 

OTHER INDIVIDUALS : 

:ao7 Shri Babu L'll, . 
:ao8 Shri A.K. Chanda, 

:a09 S!rri C.C. Desai, . 
:a1o Shri P.L. Jait!y, . 

:an Shri K.C. Khanna, 

:a1:a Shri N.D. Karkhani~, 

213 Shri K.R.K. Menon, 

' 

Address 

Santa Cruz East, Bombay-25. 
Cfo Standard Vaccum Refinery Ccf 

of India Ltd., Trombay, Bom-
bay-38. 

Banoo · Mansion, Cumbala Hill, 
Bombay-26. 

Bombay. . 
Queens Road, Bombay-1. 
Journalist, Bombay-21. 

MEMBERS OF PARLIAMENT ; 

(Rajya Sabha), New Delhi. 

(Lok Sabha), New Delhi. 
(Lok Sabha), New Delhi. 
(Rajya Sabha), New Delhi. · 
(Rajya Sabha), New Delhi. · 
(Lok Sabha), New Delhi. 
(Lok Sabha)? New Delhi. 
(Lok Sabha), New Delhi. 
(Rajya Sabha), New Delhi. 
(Lok Sabha), New Delhi. 
(Lok Sabha), New Delhi_. 
(Rajya Sabha), New Delhi. 
(Lok Sabha), New Delhi 
(Lok Sabha), New Delhi. 

(Lok Sabha), New Delhi. 
. (Rajya Sabha), New Delhi. · 

. .,-"'~ New Delhi. 
Comptroller & 

India, New 
New Delhi. 

Auditor· Generai\ of 
Delhi. 

Kishwar Manzil, East Park Road, New: 
Delhi·. ' · . . 

Retd. Commissioner of Income-tax, 
Delhi. · 

Judicial Member, Income-tax Appellate 
Tribunal, New Delhi. 

Chairman, Industrial Finance Cor-
poration, Ne,w Delhi. 
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S. No. Name of the Individual etc. Address 

214 Shri RK. Tandon, 

215 Shri Sri Ram, 
216 Shri Shyam K. Gupta, 

'KERALA 

217 · Shri K.P. Amrithanatha Aiyar, 
218 Shri K. Govindan Nair, 

219' M/s Harisons & Crossfield Ltd., 
220 Mfs Joseph & Joseph, .. 

MADHYA PRADESH: 

221 Shri Damodar Shriram, · 
22:i Lt. Col. Pandit K.L. Dubey, 

223 M/sR.D.Joshi&Co., . 
224 M/s V.K. Jhallini & Co., 
225 Shri Mata Prasad, 
226 Shri V.D. Mehta, 

227 Shri Suresh Chand Dubey; 
228 Shri Shreeram Kashiwala, 
229 Shri R,C. Trivedi, 

MADRAS: 

.230· ShdV.P. Choudry, • 

• 

.:1.31 · Shri V.S.K. Duraiswamy Nader, 

.:1.32 Shri A. Mohamad Ubaidulla, 

.:1.33 Shri G.D. Naidu, • 
.234 Shri _R.N. Rajan Aiyar, 

Tandon Ho~e, 23,· Dary. a Ganj, New 
Delhi. 

22, Curzon Road,' New Delhi. 
Chartered Accountants, Chanctni Chowk, 

Delhi. 

Monkonpur, Kerala State. 
'Jyoti .Mahal', . 38, Yakkara Road, 

Palghat. 

Q
f, 

. · uilon. 
_Advocates, J?rnakulam .. 

.. Chichli Post, Narsinhpur. 
Vice Chancellor, University of Jabalpv, 

Jabalpur. · 
· Chartered Accountants, Indore. 
·Income-tax Consultants, Ratlam . 
Vikram University, Ujjain. 
Lecturer in Economics, . Govt. Hainidia 

College, Bhopal.. · 
. · · 39, Nihalpura, Indore. 
. : Post Chichli, Distt. Narsingpur. 

Registrar, High Court, Jabalpur. 

Accountant Member, Income-tax Ap
. pellate Tdbtuial, Madras. 

• - Retd. Commissioner of Income-tu, 
Green' Villa, Madras-x8. 

Chartered Accountant, .5. Marakayac 
Labbai .Street, Madras..,..-1. . . 

Gopal Bagh, Coimbatore • 
Chartered Accountant, . Mylapore, 

Madras-4. 
235 Shri C.S. Rama Rao Sahib, and Shri Special Counsel for Income-tax, Mad

r.as. S. Ranganathan, 
:.a36 Shri A. Ramaiya, 
237 Shri S. Rajagopalan, 
238 ShriK. ~adagopachari, 

Advocate, Madurai. 
Carview, Salem--2. 
Accountant· Member, Income-tax Ap

pellate Tribunal, Madras. 

----------------------·--·--



S. No. N.une of the Individual etc. 

~39 · ~hri V .. S.oundarajan, . 

240 M/s Sundram & Srinivasan, 

241 Shri S. Suryanarayanan, 

242 Shri M. Subbaraya Aiyar, 
243 'Shri S. Srinivasan, - . . . 

244 Shti V.S, Sundaram, 

' 
245 Shri.C.S. Sastri, • 

246 Shri K.,s. Sankararam~, 

~47 ShdS. Varadachari, 

·. 
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Address 

Chartered Accountant, Catholic Centre> 
Madras-I. 

Chartered Acco~tants, r61, Mount 
Road, Madras. 

Suri & Co.,' P.B. · No. 1354, Mad
ras-r. 

Advocate, Mylapore, Madras. 
· 'Sri Nivasan', 7 Tru•tpakam, Raja 

Annamalaipuram, Madras-28. 
C/o Shri K.R. Ramamani, Advocate 

Madras. 
Member, Company Law Advisory Com

mission, . 15-Armenian, Madras-1. 
Ju.dicial ·Member, Income-tax. Appe:. 

llate Tribunal, Madras. 
'Gov~rdhan', Mylapore, Madras-4. 

248 Shri T.V. Viswanatha Aiyar, · 
249 M's V.V. Vanniaperumal& Sons, 

.. Advocate, Mylapore, Madras-4. 

. MYSORE : 

250 Shr1 K., Balasubramoniam, 

251 Shri P. Kodanda Rao, . 
252 Shri·G. LakShmana Rao, 
253 Shri. S.R. Ponaiya, 
254 Shri M.R. Rangarattiam, 

· 255 Shri S. Srikantaiya, 

PUNJAB : 

256 Shri J.S. Basur, 
' 

257 Shri B.D. Bansal, 
258 Shri R.K. Bansal, ·• 
259 Shri Birencfra Kl)psla, · 
260 Shri A.N. Grover, •. 
2,61 Shri Jagdish Chandra; . 
262 Shri S,N. Khanna, 
263. Svs. Ratanchand Debho 

. . 
• 

Rattan, 

. 264 'svs. H.M. Singhal & Othe~, 

. 

'. 

P.B. No. I9,Virildhunag1r . 

Secretary to the Government; · Revenue 
. Department, Mysore. 

Bangalore, 
Chartered Accountant, Bangalore. 

• I • 

· Yadavagiri, Mysore City._ · 
Chartered Accountant, B,mga-

lore-2. 
29/30, S.S. Temple St~~t, Viswesh
. warapunam, Bangalore-4. 

. Finance Secretary to the Punjab Go
vernment, Chandigarh. 

'Chartered •Accountant, Amritsar. 
Do. 

Advocate, Patiala. 
Judge; Punjab High Cotm, Chandi
• garh~ -
Advocate, Ludhiana . 
Advocate, Amritsar . 
c/o M/s Dewanoo Ram. Rattanchand. 

P.O. Narkanda, Distt. Mehasa . 
Income-tax· and sales Tax Advisem 

Sangrur,_ Rohtak. 



353 . 

. S. No. Name of~he Individual etc. Address 

RAJASTHAN 

265 Shri V.T. Bijl9.11i, 

. 266 Shri H.C. Rara and another, 

UTTAR PRADESH : . . 
267 Shri M.L: Aggarwal; . 
268 M/s Basant Ram & Sons, 
269 Banaras Hindu University, 

, 270 Shri Babu La! Vaish, • 

271 Shri Fateh Singh Rana; 
272 Shri Gopal Behari, 

273 Shri Hemraj Mehrotra, 
274 R.B. Krishnan .Lal Gupta, 
275 Shri Mohan i.aJ. Agarwal, 
276 Shri S.P. Mehra, 
211 shri s.s. Nigani, 

278 Shri R.S._ Poddar, 
279 Shri R.C. Agarwal, .· 
280 Shri R.N. Ram, • 
281 M/s J.N. Sh!!I'ffia & Co., 

282 Shri Sital Prasad, ' 
I. 

:i83 Shri s. Vaish, .. 
WEST BENGAL : 

284 Shri .N.D. Aggarwalla, 

285 Shri Ashutosh Sen, 
286 Shri B,M. 'Agarwal, 
287 Sl}ri R.S. Agarwal, 
28~ Shri B.S. Gupta, 

289 Shri N. Banerjee, . 
290 M/s Burani Bros. (P) Ltd.,· 
291 M/s N. Chakravarti & Co., 

•. 

Income~tax Practitioner, Gulab Wadi, 
Ajm.er. _ 

c;ommerce College,Jaipur. 

• Pleader, Lucknow. - . 
Chartered Accourltants,. Lucknow. 
Banaras. 
Retd. Commissioner'l!of Income-tax, 

'Renbasera', ·P.L. Sharma Road, 
Meerut . 

• . G-2, Jawahir Quarter, Meerut. 

\ 

Standing Coqnsel, Income:tax Depart
ment, Allahabad. 

Dwarkadish Road,- Kanpur. 
'Rose:Bank', Kanpur. 
133-C, New ·Mandy, _Muzaffarnagar. 
Editor, Civic.Affairs,~Kanpur. . 
D~an, Faculty of Law,':_Lucknow Uili-

versity, Lucknow. 
Chartered Accountant, Azamgarh. 
15/253, Civil Lines, Kanpur.· 
P.O. Sabatwar, I!allia. 
Chartered Accountants,- The Mall 

Kanpur-. 
J. K., Organisation, Kaml_a Tower 

Kanpur._ 
Chartered Accountant, 15{96 Civil Lines, 
Kanpur. · . · · 

_National Iron & Steel Co. Ltd., Dal
housie Square, Calcutta.' 

•. Social Worker IIIJ.d Teacher, Hoogly. 
Advocate; Calcutta. 
Calcutta. 
II/9 Chowringee Terrace, Calcutta 

-20. 

'4{1 Kundu Lane, Calcutta-25. 
43,·S,trand Road, Calcutta . 
. Chartered Accountants, Calcutta. 



S.No. Name Qfthe Individual etc. 

292 Shri K.K. Chakravarti, 
' 

293 Shri S.B. Dandekar, · . 

z94 Shri D.K. Dasgupi:a, , · . 
295 Shfi S.C. Guha, • 
296 Mfs P.C. Kandu & Co .. , 

297. Mls Lodha & Co., 
298 Shri B.N. Mukherjee 

299 Shri N. Nandi,, • 

300 Shri Ramkishan ·Dhanuka, 

301 Shri S.C. Sen, q. • 

Income-tax 
-13. 

Address 

Co118ultant, 
' 

Calcutta 

Char~ered Accountant, P-36 India . 
Exchange Place, Calcutta-r. 

27-Gopal Bose Lane, Calcutta-9. 
8/2, Hastings Street, Calcutta-r. 
~artered · Accountants, Calcutta 

-r'. 
Chartered Accountants, Calcutta. 
Member, Income-tax Appellate Tri-

• bunal, Calcutta. ,. 
127, Banamali Naskar · Road,. Calcu-

tta. 
C(o Sowbhagwan & Sons, 7, Lyons 

Range,Calcutta. 
13; Sevak, · Baid ya , Street, Calcutta 

-29 .. 
302 Dr. N.C. Sen Gupta, Member, Law Commission, Calcutta-29. 

;jo3 Mfs Singhi &: Co., r-B, Old Post Office Street, Calcutta 
-r. . 

304 Shri Tara Chand Saraf and Others, Advocates, 66, Pathuriaghata Street, 
Calcutta. 

m-DEPARTMENTAL 

(A) C.B.R. 

30!5 Central Board ·of Revenue, New 
Delhi. 

(B) SERVICE ASSOCIATIONS : 
' 

3o6 All-India Federation of ln<;ome-tax 
· Gazetted Services Association, 
307 All-India IncomC:-tax Non-gazetted 

Staff Federation, 
308 Association of the Ga2etted Officers 

of the Income-tax Department, 
309 Bengw Income-tax Gazetted Ser

vices Association, 
310 Indian Revenue Service (Income-

tax) Association,' · ; · 
3II Inceme-tax Inspectors' Association, · . 
312 Income-tax Ministerial Officers' 

, Association, Trtpura Unit, 

New Delhi. 

New Delhi. 

Aayakar Bhawan, Bombay. 

3, Govt. Place, West, Calcu«a. 

Bombay.· 

Bombay. 
Assam. 



355 

313 Iticome-tax Gazetted Services Asso- · 
ciation, · . 

314 Indian Revenue Services (Income
~ tax) Association, (Calcutta and Delhi 

Branches), 
. 3 I 5 Income-tax Gazetted Services Aso-

sociation, . 
316 Income-tax Non-gazetted Staff As

sociation, 
317 T1_1come-tax Peons and Notice Ser

vers Association, 
·318 Income-tax Gazetted Services Asso-

ciation, I 
319 Income-tax Inspectors' Association, 

320 Income-tax Inspectors' Association, 

321 Madras Income-tax Gazetted Ser-
- ·vices Association, 

322 Myso're Income-tax (Gazetted) Ser- . 
iJvices Association, 

Chirag Ali Lane, Hyderabad. 

C.R. Bldg., New Delhi. 

C.R. Bldg., New Delhi. 

New Delhi. 

--Amritsar. 

J].P., Kanpur. 

U.P., Kanpur. 

W. Bengal, Calcutta. 

Madras, 

Bangalore. 

(C) DIRECTORS OF INSPECTION : 

323 Shri S.P. Lahiri .• 
324 ShriP. Mukherjee. 
325 Shri Raj Singh • 
326 Shri.N.K. Saksena. 
327 Shri K.P. Sinha 

• 

(D) Commissioners· of IDeome-~ 

328. Shri K. D. Dholakia. 
329. Shri P. C. Goyal. 
330. Shri S. K. Gupta. 
331. Shri W. K. Gharpurey. 
332. Shri S. K. Ganguli. 

· 333. Shri T. Gopala Menon. 
334. Shri S. P. Jain. _, 
335. Shri Jamuna Prasad Singh. 
336. Shri R. Kothandararnan. 
337. Shri R.-S. ·Naik. 
338. Shri M. Haniid Mirza. , 
339. Shri S. A. L. Narayana Rao. 
340. Shri -N. D. Mehrotra. 
341. Shri M. E. Rehman. 

· 342. Shri P. T. Ranadlve. 
343. Shri V. Sundararnurthi Yudaliar. 
144:. Shri Syed Noor. 
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(E) Departmental Gazetted Office-rs. · 

ANDHM PRADESH 

4ssistant Commissione-rs. 

345. Shri V. R. Bapat.' 
346. Shri F. G. Jilani. 
347. Shri S. V. Ramaswamy. 

I ncome:iax Officers. 

348. Shri M. Bhimasankaran. · 
349. Shri S. Balasubramanium. 
350. Shri K. Balakrishnan. 

-351. Shri M. Gulam Ghouse. 
352. Shri N. Jangamaya 
353. Shri T .. E. S. R. Lakshmi Naras~mhan. 
354. Shri R. Nagarajan. 
355. Shri I. Nagabushana Rao .. 
356. Shri K. J. Reddy. · ' 
357. Shri M. Rustum Ali. 
358. Shri S. Rajaratnam. 
359. Shri M. Subbaraman. 

· 360. Shri V. Satya Narayana Rao. 
· 361. Shri K. Satyanarayana. 
362. Shri A. Vaidyanathan. 

ASSAM 

Assistant Commissioners. 

363. Shri H. C. Sen. 

. Income-tax. Officers. 

364. Shri K. P. Ghosh. 

BOMBAY CITY I & n 

'.Assistant Commissione-rs. 

365. Shri S. H. Bhat. 
366. ~ A. K. Das Gupta. 

367. Shri H. M. Jhala. 

368. Shri G: S. Sampath. 

369. Shri N. Subha Rao. 

370. Shri H. P. Sharma .and five other. 
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Income-tax OfficeTs. 

371. Shri A. Bhashyam and three others. 
372. Shri M. S. Desai. 

. 373. Shri V. S. Gaitonde. 
374. Shri E. D. He"jms. 
375. Shri K. S. Kakaria. 
376. Shri A. M. Ramakrishnan .. 
377. Shri K. C. Thoma!l . 

. BOMBAY (CE~TRAL). 

Assistant Commissioners .. 

378. Svs. P. Madhava Rau and M. S. Nandkarni 

Income-tax Officers. · 

379. Shri M. · P. PateL & others. 

BOMBAY SOUTH 

Assistant Commissioners. 

380. Shri B. S. Dastur. 
381. Shri G. M. Hiremath. 
382. Shri -C: G.' Joshi. 
383. Shri N. D. Kumtheka1 
384. Shri A. M. Rao. . 

· 385. Shri N. D. Sakhwalkar. 

Income-tax Officers. 

386: Shri It S. Ayengar. 
~87. Shri A, N. Brahme. -
388. Shri M. R. Bastikar. 
389. Shri K. L. BandV(ar. 
390. Shri B. S. Devasthali. 
391. Shri M. N. Deshmukh 
392. Shri G. K. Dhule. 
393. Shri D. M. Deo, 
394." Shri P. V. Godbole .. 
395. S:liri G. D. Gidwani. 
396. Shri S, D. Kulkarni. 
397. Shri N. A. Khan. 
398. Shri M. A. Khan. 
399 •. Shri M. G. Mahalye. 
400. Shri M. A. Mahalle. 
401. Shri G. B. Mehta. 
402: Shri s: H. Mirji. 
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403. Shri Y. N. Pawar and two others .. 
404. Shri V. M. PatWardhan. 
405. Shri V .. K. Pillai. 
406; Shri S. G. Rawal. 
407. Shri A. B. Ramachandra Rao. 
408. Shri V. K. Subramaniam; 
409. Shri G. N. Samant: 
410. Shri ;J. Subramaniam. 

BOMBAY NORTH 

Assistant Commissioners. 

411. Shri D. S. Bapat 
412. Shri P. G. Desllpande. 
413. Shri K. Nair. 
-414. Shri H. A. Shah. 

Income-t~ Otfi.cers. 

415. Shri M. f'. Argikar. 
416. Shri G. D. Gidwani. 
417. Shri B. B. Khare. 
-418. Shri R. P. Patel. 
-419. Shri A. N. Rao. 
-420. Shri S. H. Sadar. 
-421. Shri Y. P. Sud. 

BIHAR AND ORISSA 

Assistant Commissioners. 
422. Shri T. Bellan. · 

423. Shri G. R. Desai. 

424: Shri N. G. Das Gupta. 

~5. Shri "G. Ghosh. 

426. Shri R. N. Limaye. 

427. Shri P. N. Roy. 
. . 

Income-tax vuu;erB. 

428. Shri, S. N. Achari. 

429. Shri S. N. Chaterjee. 

430. Shri R. K: Ghosh. 

431. Shri A. K. Jana. 

~32. Shri J. Pathak. 

-433. Shri M. M. Parshad. . 

434. Shri S. N. Rotho. •· 

. ' 



DEL;HI ANp. RAJASTHAN 

Assistant Commissioners. 

435. Shri Kulwant :tl.ai. 
436. Shri S. K. Lall. ' 
437. Shri R: L. Malhotra. 
438. f?hri Prem Nath. 
439. Shri S. R. Kharabanda. 
440. Shri G. D. Tandon. 

Incqme-tax Officers . 

. 44i. Shri V. P. Gupta .. 
442. Shri c. R. Mehta. 
443: Svs. P. K. Rao and R. Kapoor. 

KERALA 

Assistant Commissioners • 

. · 444. Shri T. "¥. C. Rao. . 
445. Shri P. S. Subramaniarn. 
·446. Shri W. M. Subramaniarn. 

· Income-tax Officers.· 
447. Shri K. Venkataraman. 

MADHYA PRADESH 
Assistant Commissioners. 

448.- Shri D. N. Amroliwala. 
449. Shri G. R. Hedge. 
450. Shri o. v. Kuruvilla.C 
451. Shri S. R. Mehta. 
452. Shri R. D .. Shah. 

Income-tax Officers. 
453: Shri Prem Nath. 
454. Shri B. K. Srivastava:. 
455. Income-tax Officer,· Award, Nagpur. 
456. Income-tax Officer, B-Ward, Nagpjlr. 

MADRAS 

Assistant Commissioners 
457. Shri V. V. Badami. 
458. Shri G. E. Joseph. 
459. Shri K. S. V. Raman. 
460. Shri K. Rarna Rao. 
461. Shri P. Sadagopan. 
462. Shri · V. D. Sonde. 
463. Shri V. S. Shetty. 
464. Shri P. S. Viswanathan. 
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Income-tax· Officers. 

465. Shti E. :f!arfuaran. 
466. Shri P: C. Josoph. 

MYSORE 

Assistant Commissioners 

-467._ Shri A. Ram Mohan Rao. · 
468. Shri -S. T. Tirumalachari. 

. ·- . , Income-tax Officers. 
469. Shri A.' G. Idnani. 
470. Shri C. V. Natar.ajan. . 
471. Shri A. Parameswara Iyer. 

PUNJAB 

Assistant Commissioners. 
472. Shri V. P. Gupta. 
473 .. Shri S. S. Ratro. 
474. Shri C. P. Yadava 

Income-tax Officers.· 
475. Shri J. S. Dulat. 
476. Shri G. L. Gupta .. 
477. Shri Harbans S'mgh. 
478. Shri R. D. Malhotra. 

r 479. Shri Trilo'chan Singh. . . . 
UTTAR PRADESH 

Assistant Commis~oners. 
480. Shri B. Sharan .. 
481. Sliri R. D. Kaushal. 

Income-tax Officers. 
482. Shri K. B. Bhatnagar. · 

' 483. Shri K. M. Chaudhry. . . 

48~ Shri G. P. Chopra. 
485. Shfi C. P. Singh. 

, I . . 
486.. Shri J. :Oass. . 

.WEST BENGAL 

Assistant Commiss~ners. 

487. Shri V. Gopinathan. · 
488. Shri K. Jagan Nathan. 
489. Shri Kailash Namin. 
490. Shi:i N. Kanungo. 
491. Shri G. S. Srivast~va.' 
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492. Shri A. F. Sw~y: 
493. Shri S. Shastri 
494. Shri C: N. Vaishnav. ' .. 
495. Shri M: D. Varma. 

Income-taa: Of!ic~s. 
496. Shri .Bhim _Sain:. 
497. Shri B. K Chaudhry. 
498. Shri S~ N. Mukerjee. 
499. Shrl P. C. Pande:y and five others. 
500. Sliri S. K. Roy. · 
50L Shri Rajendra. 
502. Shri A C. Sen. 
503. ShJ:i K. C. Sanyal. 

(F) Departmental Non-Gazetted Officer& 

ANDHRA PRADESH I 

504. Shri C. Bhumasen Rao. 
!i05. Shri v .. Gopala Rao. 
506. ·shri G. Subramanyam. 

BOMBAY: CITY I & ll 

507. Shri a:J. Ajwanj. . ' ' 

508. Shti P. S. Madhavan. 

BOMBAY SOUTH 

509. Shri K. W. GQrhe. 
510. Shri ;M. R Joshi. 
511. Shri S. Y. Patel. 
!i12. Shri G. Satyanarayana. 

BOMBAY NORTH 

513. Shri V. M. Bhuve. 
514. Shri L P. Desai. 

. BIHAR AND ORISSA 

515. Shri. Basudeo Prasad. 
516. Shri S. K. Mazumdar. · 
517. Shri R. N. :farshad Sinha. 

' 
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DELHI .A,ND ~ASTHAN 

518. Shri r:.ar Singh Thappar. 

KERALA 

519. Shri P .. C. Mathai. 
520. Shri S. Rajagopalan . 

. MYSORE 

521. Shri J.. Amala Das. 
522. Shri K. P. Dhanwant Raju. 
523. Shri G. H. Padmarajiah. 
524. Sl}.ri S. R. Subba Rao. 
525. Shri Thomas David. 

526. Shri Harbhajan Singh. 
527,.. Shri R. S. Mohan. 
528. Shri S. P. Goel. · 

PUNJAB 

UTTAR PRADESH 

529. Shri C. P. Sharma. 

WEST BENGAL 

530. Shr~ A. K. Mukerjee. 
~. Shri A. K. Bagchi. 
532. Shri S .. K. Bhatcharjee. 
533. Shri R. G. Ghosh. 
534. Shri Subimal Das. , 
!135. Shri Sital Prashad Sen. 



APPENDIXV 

List of penons who gave oral evidence before the Committee. 

Place 

NewDeiiU 

Hyderabad 

"liyderabad 

. Madras 

<410 C.B.R. 

Date Serial 
No. 

17-12-58 I 

12-I-59 2 

Do. 

Do. 

Do. 

13-1-59 

Do. 

14-1-59 

Do. 

Do. 

Do.-

I5-I-59 

3 

4 

s 

6 

1 

8 

9 

IO 

II 

I2 
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Name of the witness 

Mr. N. Kaldor, Reader in Economics, 
University of Cambridge. 

General S.M. Srinagesh, Principal, Ad· 
ministrative Staff Colleges, Hydera
bad, 

Andhra Pradesh Grain and Seed Mer
chants Association, Hyderabad. Re
presentatives :-
Shri Tokershi Lalji Kapadia. 
Shri Kothlll11 Seetayya Gupta. 
Shri Sacyanarayana· Gupta, and 
Shri V enugopal. 

Indian Chamber of Commerce, Guntur, 
Representatives-

Shri P. Ramachandra Rao. 
Shri Gopalakrishna Reddi. 

Shri G.L. Pophale, Member, Income-to; 
Appellate Tribunal, Hyderabad. 

Government of Andhra Pradesh-Rep. 
resentatives-· 
Shri K. Brahmananda Reddy. 

Finance Minister. 
Shri C. Damodara Reddy, Finance · 

SecretarY. 

Shri P.T. Ranadive, Commissioner of 
Income-taX, Andhra Pradesh, Hydera
bad • 

Shri Ramnath Goenka, Madras. 

Shri V.P. Choudhry, Member Income-tu 
Appallate Tribunal, Madras. 

Shri K. Sadagopachari, Member, Income
taX Appellate Tribunal, Madras. 

Shri C.S Rama Rao Sahib, Advocate and 
Standing Counsel, Income-taX De
partment, Madras. 

Shri K.S. Sankararaman, Member, In
come-tax Appellate Tribunal, Mad-
ras. 



Place Date 

Madras IS-I-59 

Do. 

Madr.u 

Do. 

. . 

Do. 
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Serial 
No. 

I3 

14. 

IS 

. 17 

IS 

Name of the witness 

Hindustan Chamber of Commerce; Mad~ 
ras. -Representatives-

Shri G.R. Rao, Secretary. 

Shri R.L. ·Kotadia. 

Southern India Chamber of Commerce, 
Madras. 

Representatives -
Shri · K.V. Srinivasan, PresideJU. 
Shri D. ·Srinivasan, Asstt. SecretarY. 
Shri S. Narayanaswamy. 
Shri N.C. Krishnan. 
Shri R. Venkataraman. 
Shri V, Soundararajan. 
Shri R.A. Narayana Iyengar. 

The Coimbatore Cloth . Merchants, Aso
ciation, Coimbatore. 

Representatives -
Shri R. Subba Rao. 

The Tamil Chamber of C~mmorce, Madras-•. 

Representatives - , 
Shri A. Nagappa Chettiar, President. 
Shri V.S.L. Nathan, Hon. Secretary •. 
Shri P.S. Go,palakrishnan, Hon •. Jt.-

Secy. • · · · · 
Shri C.K. Furaivelu 
Shri T.K. Singaram. 
Shri C. V. Sreenivasan. 

Prof. P.D. Swaminatha Mudaliar. 

· The Madura Ramnad Chamber of Com-
meree, Madura. 

Representatives-
Shri S. Chidambaranathan, 
Shri K. Sivasubramanian, 
Shri :R. Venkateraman. 

Government of , Madras. 

Representatives -

... . ' 

Shri T.A. Verghese, Secretary, Finance
Department. 

Shri J. Sivanandam, SecretarY, Revenue· 
Department. 

(Svs. R.M. Sundaram, Member , Board 
of Revenue, J. Slvanandam, SecretarY 
Revenue Department and Kannappa· 
Mudaliar, Secretary, Board of Revenue
also gave evidence on I7-I-I9S9l· 

'. 



. Place 

Madras 

Madras 

Ban galore 

Date Serial 
No. 

Name of the witness 

19 .The Virllcthunaga• Chamber of Com-

r6·I"59 • 20 

Do. 21 

1'7-1~59 22 

Do. 23 

Do. 24 

Do. 25 

Do. 26 

19~1-59 27 

Du. 

metre, Virudhunagar. 
Representatives-

Shri S.P. Kothala Nadar, President. 
Shri S.P.G.R. Nithyanandan, Vice 

President. 
Shri N. Rajendran, Secretary. 
Sh.oi V.V.S. Kesavan, Jt. Secretary. 

The Madras Trades Association, Madras. 
RepresentatiVes-

ShriJ.V.P. Rao, Chairman. 
Shri A.S. Devitra, Secretary. 
Shri S. Krishnaswarny .. 

The. Madras Stock Exchange, Madras. 
Representatives-

Shri V. Natarajan, President. 
Shri. K.S. Vaidyanathan,. Vice Presi
. dent. 

Shti B.R. Krishnarnurthi, Secretary. 
Shri J. V. Somayajuly, 
Shri V, Rangachari. 

Shri T.T.Kri shnarnachari, Madras. 
Shri S. Suryanarayanan, Auditor, Ma-

dras. . 
Shri M. Ni!kantan, Director, The ·Res-

search Institute, Madras. · • 
Shri S. Varadachari, Ex-Chairman, In

come-tax Investigation Commission~ 
Madras. 
Shii W.K. Gharpurey, Commissioner of 
Income-taX, Madras. 

Government of Mysore. 
Shri B.D. Jatti, Chief Minister. 
Shri J.H. Shamsuddin, Dy. Minister for 

Finance. 
(Sitri J.H. Shamsuddin Dy. Minister of 
Finance · along with Shri K. Balasubra
manyam, Revenue Secrerary, also gave 
evidence on zo-1-1959). 

The Mysore Chambr of Commerce, Ban
galore. 

· Representatives-
Shri P.K. Sarangapani Mudaliar, Pre

sident. 
Shri Jeenabhai Devidas, Vice Presi-

dent. 
Shri G.N. Krishna Murthy. 
Shri M.R. Ranga Rathnam. 
Shri J. Srinivasan. 
Shri Ramanaray'!Jl Chellaiam. 
Shri Y.N. Gangadh..;, Setthy. 



Place. 

• 

Trivandrum . 

Trivandrum 

Calcurta.. 

Dare 

Do. 

Do. 
.Do. 

21-l-59 

Do. 

Do. 

Do. 

22-l-59 

Do. 
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S.No. 

29 

30 
3I 

32 

33 

34 

37 

~arne of the wimess 

The Mangalore Cashew Mfg.s., Associa-
tion, Mangalore-

Repr.:sentatives-
Shri Mizar Sadananda Pai and 
Shri Gerald Fornandes. 
Shri P. Kodanda Rao, Bangalore. 
Shri V. Sundaramurthy Mudaliar, Co
mmissioner of Income-tax:, Mysore, 
Bangalore. 

The Chamber of Conimerce, Chalai, Tri
vandrum. Representative -

Shri S.V. Pandit, Vice President. 
, S. Padmanabhan Cbettiar. 
, C. Narayanan Nair. 
, Parameswaran Pillai. 
, N. V. Ramankurcy Nair. 

The Chamber of Commerce, Trichur. Re
presentatives-
Shri K.S. Manavalan, Hony. Secretary. 

, K .. R. R:aimal. 

Go\·ernment of Kerala
Representatives. : 

Shri C. Achutha Menon, Minister for Fi· 
nance. 

Smt. K.R. Gonri, Minister for Revenue 
Shii P.S. Padmanabhan, Secretary, Fi· 

' nance Department. 
, K.K. Ramankutti, Secretary, Reve

nue Department. 
, K.P. K. MeDon, Member, Board of 

Revenue. 
, George Thomas, Member, Board of 

Revenue. 
Shri K. Govindan Nair, Retd. Member, 

Central Beard of Revenue, Palagbat. 
Shir M. Hameed Mir2a, Commissioner of 

Income-tax, Kerala & Coimbatore. 
The Alleppey Oil Millers' & Merchants 0 

Association, Alleppey-Representative 
Shri V. Anantharama Aiyer. 

, K. Parthasarathy. 

Government. of West Bengal. 

Representatives.-
Shri B.C. Sinha, Minister-in-charge, Land 

· and Land Revenue. 
, lLN. Roy, Finance Secretary. 
, A.M. Kusari, Dy. Finance Secre

tary. 
, B. Sirkar, Member, Board of Re

Yenue. 



Place. Date 

Do. 

Calcutta . 17-2·59 

Do. 

Do. 

Do. 

Calcutta • 

Do. 
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·~~ S.No. 
s 

39 

41 

43 

44 

45 

Name of the witness 
• 

The Calcutta Stock Exchange Association 
Lttt, 

Representatives-
Shti B.N. ChatnrYedi, President .. 

, C.L. Heaidas. 

The Bengal National Chamber of Commerce 
& Industries, Calcutta. 

Representatives-
Shri A.R. Datta Gupta, Dy. Secre-

tarY. 
, K.N. Mookerjee. 
,~ A. Basu. 
, G. Saha. 

" 
S.K. Roy Chaudhri. 

The Associated Chambers of Commerce, 
Calcutta. 

Representatives-
Shri J.D.K. BrOwn, President. 

, N. Dandeker. 
, · C.I. Turcan. 
, J.S.F. Gibbs. 
, A.H. Forster. 
, F.M. Hill. . 
, R.M. Bomer. 

Indian Chamber of Commerce, Calcutta. 

Representatives-
Shri D.N, Jalan, President. 

, K, Kalyana Sunderam, Asstt. Sec ... 
retOrY. 

, B.P. Kaithan. 
, A.C. Sen. 
, A.L. Goenka. 

J.P. Gupta. 

The Berhampore Chamber of Commerce, 
Ganjam. 

Repr;,.entatives-
Shti Pakanati Narayana Rao, President. 

, Immidisetty R.amamoorti, Sec-
retary. 

·" yyayaraju Fiadareenatham:Raju. 
, Bauri Band u Sehate. 
, Nideda VelueNarasimhamurty. 

Mr. Cober, Officer of the Internal Revenue 
Service, U.S.A. 

Shti B.N. Mukherjee, Member, Income
taX Appellate Tribunal, Calcutta. 
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Place Date S. No 

Calcu•ta 

Calcutr.! 2D-2-.59 47 

De. 48 

Do. 49 

Do. so 

Do. 51 

Do. sz 

Patna 21-2-59 S3 

Do. S4 

Name of the w:mess, 

The Bharat Chamber of Commerce, Cal
cutta. 

Representative&--

Shri K.L. Dhandhania, Pre•ident. 

, B.P. Poddar, Vice ~President. 

, L.R. DasGupta, Dy. Seeretary. 

, Rai Bahad~r M.G. R\mgta, Jr~ 
Vice President. 

, R. P. Pasani. 

, B. Cb.hawchharia. 

, B.S. Kothari. 

, R.N. Bat'lgre. 

, A.P. Chatterjee. 

The Upper Assam Chamber of Commerce• 
JorhaL 

Representative-

Shri Madhak ChakraYaity. 

Dr. N.C. Sen Gupta, Member, Law Com
mission. 

Shri P.C. Goyal, Commissioner of Income
tax, Assam, Tripura&Manipur. 

Shti V.V. Subramoniam, Commissioner of 
Income-tax, West Bengal. 

Shri A.R.H. Naik, Commissioner of In
come-tax, Calcutta (Central). 

Chaudri Khazan Singh, Commissioner of 
Income-tax, Calcutta. 

Shri R. Kothandaraman, Commissioner of 
Income-tax, Bihar & Orissa, Patna. 

The Bihar Chamber of Commerce, Pama. 

Rcpresentatives---

Shri N.P. Agarwal, Vice President. 

,. Suresh Prasad, Under SecretarY. 

, H.R. Gutgutia. 

, Kanaihyaji. 

, C.S.P. Verma. 

, Tarkeshwar Prasad. • 

, N.P. Jajodia • 

., A.P. Ojha. 
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Pktce. Date Name of the witness. 

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

Do. 55 

Do. 57 

. Dco. 59 

Goverment of Bihar. 
Representatives-

Shri Binodanand Jha, l\1-inister . for 
Revenue. 

, Akika Saran Singh, Dy. Minister. 
, N. Bakshi, Member, Board of 

Revenue .. 
, C.K. Raman, Add!. Member, Boarci 

of Revenue. 
, S.N. Singh, Secretary Finance. 
, N.P.Mathur, Secretary, Revenue. 
, B.N. Sinha. 
, Anwari Ali. 
, H. Huda. 

" 
Harnandan Prasad, 

Shri T. Gopala Menon, Commissioner of 
Income-tax, Uttar Pradesh, Lucknow. 

The Merchants' Chamber of U.P., Kanpur, 
Representatives-
Shri Sitaram Jaipuria, President, 

, Padampat Singhania. 
, Sital Prasad, 
, P.D. Singhania., 
, M.L. Bagla. 
, P.L. Tandon. 
, P.D. Chanda Rana. 
, Ram Ratan Gupta. 
, J.V. Krishnan, 

Kanpur Kapra Committee, Kanpur
Reprcsentatives -

Shri Bansidhar Kasera, President. 
, -DWarika Prasad Kackkar, Sr. Vice 

President. 
, Pannalal Tripathi, Jr. Vice Presi-

dert. 
, Gopi Nath Seth, Secretary. 
, Manr.ilal Newatia. 
, .S.J. Singh, Advocate. 
, Gurprasad Kapur. 
, Manoharlal Kanodia. 

The Kanpur Sugar Merchants' Association, 
Kanpur. 
Representatives- , 

Shri Ganga Shanker Pandey, 
, Srce Narain Bhuraria. 
, La! Bhai Patel. 
, K.S. Kalra. 
, Tape&wari Prasaa. 
, Ramchandra Bharatia. 



Place Date 

Bombay. 12·3-59 

Do. 

Bombay. 

Do. 

Do. 

Do. 

Da. 
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S. No. Name of the witness 

60 Sbri S. Vaish, Chartered Accountant, Kan• 
pur. 

61 The Indian Bank's Association, Bombay •. 

62 

64 

66 

/ 

Representatives
Shri C.H. Bhaba. 

, N.M. Cbokshi. 
, S.L. Kothari. 

Dr. S.G. Panandikar. 

The Indian Merchants' Chamber. 

Representatives -
Sbri LaJ Chand Hira Chand, President •. 

, C.L. Gheewala, Secretary •. 
, Chuni La! B. Mehta. 
, R.K. Dalal. 
, R.G. Saraiya. 
, Gordbandas Bhagwanaas. 
, Ramdas Kilachand. 

The Nag Vidharba Chamber of Commerce; 
Nagpur. 

Representatives-
Shri D.C. Sutaria, Sr. Vice.Presidet .. 

Shri S.A.L. Narayana Row, Commis•ioner 
of Income-tax, Madhya Pradesh, Nagpur &· 
Bhandara, Nagpur. 

The Native Share & Stock Brokers' Asso
ciation, Bombay-

Representatives-
Sbri K.R.P. Shroff, President. 
Shri P.J. Jeejeebhoy, Secretary. 

Bombay Shareholders' Association Bombay_ 

Representatives.-
Shri Bhaidas Maganlal, Vice.Presidenr 

, J.J. Kapadia, Jt. Secretory. 
, R. C. Cooper. 
, G. Bhagwandas . 

. , · F.J. Guzdar. 
, J.C. Mashruwala. 

Indian Motion Picture Producers'Association 
and Cinematograph Exhibitors' Asso
ciation of India. 

Representatives.-
Shri J.B. Roongta, President. 

, G.P. Sippy, Vice-President .. 
, I. K. Menon, Secretary. 
, R. Chandra. 
, B.D. Bharucha. 



Place 

Bombay. 

Bombay. 
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Date S. No. Name of the witness. 

14-3-59 68 Shri K.D. Dholalda, Commissioner of 

Do. 

_Do., 70 

7I 

IS·3·S9 7Z 

Do. 73 

Do.; 74 

I6·3-59 75 

Income-tax, Bombay South, Poona. 

Shri R. Varadachori, Retd. Commissionor 
of Income-tax, Bombay. 

Shn T.A. Mudaliar, Retd. Commissioner 
of-Income-tax, Bombay. 

The Indian National Steamship Owner's. 
Association, Bombay. 

Representatives-

Shri 1.P. Sambhoose. 
, V.M. Parekh. 
, Rasiklal Hllljeevandas. 
, R.A, Patel. 

Marhatta Chamber of Commerce & Indus
tries.) Poona. 

Representatives-

Shri A.R. Bhat, Hony, Secretary. 
, D.N. Deshpande, Asstt. Secretary •. 
, V.M. Deval. 
, V.B. Kirtane. 
, V.B. Kerur. 
, -M.v. Godbole. 
, M.B. Tambe. 
, C.V. Joag. 
, P .S. Pathak. 

The Foona Merchants Chamber, Poona. 

Representatives..-

Shri U.B. Pokarana. 
, C.H. Shah. 
, M.B. Salvekar. 
, C.K. Pungaliya. 
, S.C. Shah. 
, V.G. Bhide. 

Dr. D.R. Gadgil, Director, Gokbale; Insti
tute of Politics & Economics,lPoona. 

The Tax Payers' Association, Bombay. 

Representatives_ 

Shri V.D. Muzumdar, President.~ 
, S.B. Athalye, Vice-President. 
, B.C. Shah. 
, J.J. Asher. 
, L.K. Joshi. 
, · K.B. Bulsara. 

• 
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Place Date S.No. Name of the witness 

$om bay 16-3-59 76 The Federation of Electricity Undertakinp 
oflndia, Bombay. 

Representatives-

Shri R.P. Aiyer, Secretary. 

" 
N.C. Javeri. 

" N.B. Davar. 

" P.J. Kapadia. 

Do. 77 IQ.dian Cotton Mills Federation, Bombay. 

Representatives... 

Shri PrataJ> Bhogilal. 
~ :;j 

" Ram!'il>th Po dar. 

" N.N. Wadia. 

" 
C.C. Chokshi. · 

" .B.G. Kakasher. 

" C.V. Radhakrishnan. 

D<>. 78 Khan Bahadur J.B. Vachha, Retd. CoJJUDis.. 
sioner of Income-tax, B<>mbay. 

IBombay. 17·3-59 79 All-India Imp<>rters & Exp<>rters Association. 
Bombay. 

Represent.atives... 

Shri Naranji L. Kara, President. 
, Chinnobhai C. ) averi, Vice-Presi-

dent. 

" R.C. Sh•h. 

" KK. Manseta. 

" K.T. Sanghvi. 

" S.M. Shah. 

" N.H. K<>tak, 

" Ravilal M. Shah, 

Do. So Shri N.K. Petigara, Bombay. 

D<>. 81 Government of Bombay. 

Representatives.... 

Dr. Jivraj Mehta, Finance Minister. 
1 Shri R2Siklal Parekh, Revenue M.Qllstcr. 

" N.T. Moue, Chief Secretary. 
,. Ishwaran, Finance Secretary. 

" G.L. Seth, Revenue Secretary. 

Do. 82 Shri S.B. Athalye, Retd. Commissioner of Income-tax, Bombay. ., 
'D<>. 83 Shri R.P. Dalal, Ex-Accountatnt Member, 

Income-tax-AppellateTribunal,Bombay. 



Place 

1!3olllbay • 

Al).medabad 
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Date S.No. 

. 18-3-59 

Do. 

Do. 

Do. 

Do. 

Do. 

19-3-59 

Do. 

Do. 

Do. 

Do. 

86 

87 

88 

91 

92 

93 

.94 

95 

Name of the witness. 

Bomb1y Piecegoods Merchants' Mahajaa 
Bombay. 
Representatives_ 
Shri Ratansi Champsi, President. 

, Nanvnitlal L. Shah, Vice-President, 
, R.S. Dc;sai, Secretary. 
, Ratilal C. Shah, Jt. Secretary. 
, Vasantrai K. MehtR. 
, Naronandas K. Shah. 
, Raghavji Vallabhdas. 

The Surat Chamber of Commerce, Surat . 

Represent~tives,_ 

Shri Balubhai R. Solanki, Vice-Presi-
dent. 

, Jayantilal G. Vakharia. 
, Kanchanlal C. Kapadio. 
, Ashwanibhai S. Mehta. 

·shn Shriyans Prasad Jain, Bombay. 

Dr. B.K. Madan, Bombay, 

Shri N.D. Mehrotra, Commissioner of In
, come-tax, Bombay Ciry-x. 

Shri R.N. Jain, Commissioner of Income
tax, Bombay City-II. 

Shri Sved Noor, Commissioner of Income
tax, • Central Bombay. 

Shri S.P. J •·in, Commissioner of Income~ 
tax, Bombay North, Ahmedabad. 

Nawnagar Chamber of Commerce, Jam
nagar. 

RepresentativeS-. 

Shri K.P. Shah, President. 
, S.G. Shah, Secretary. 
, H. V. Bardanwala. 
, N.P. Shah. 
, D.M. Sutaria. 
, B.P. Parikh. 

Prof. B.R. Shenoy, Ahmedabad. 

The Federation of Gujerat Mills & Indus
tries, Baroda. 
Representative&--

Shri H.M. Shah. Secretary. 

, N.B. Amin. 
, N.B. Vaze. 

Dr. I.S. Gulati, 
Shri Ramanlal Chunilal. 

Shri Ambalal Sarabhai, Ahmedabad. 



Ahmedabad • 

New Delhi • 

New Delhi 

• 

Date 

19·3-59 

10..4-59 

Do. 

Do. 

Do. 

Do. 

Il·4•59 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 
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S.No. 

97 

99 

100 

IOI 

IOZ 

103 

104 

105 

106 

ICYJ 
xo8 

Name of the witness. 

Gujerat Chamber of Commerce, Ahme
dabad. 

Representatives-

Shri Rasiklal Nathalal, President. 

, Chandulal Premchand, Vice-Pre
sident. 

, C. M. Jeejeebhaiwala, Hen· 
Secretary. 

, Amritlal Hargovandas. 
, S. K. Shah. 
, H. M. Talati. 
, P. G. Shah. 
, w. v. Dani. 
, J,. M. Shah. 

Shri S, P. Lahiri, Retd. Director of Ins
pection (Income-tax) (Special Investi-
gation), New Delhi. . .. 

Sluj K. P. Sinha, Director of InsPection 
(I. Tax) (Special Investigation), New Delhi, 

Shri Raj sm'gb, Retd. Dirctor of Inspection 
(Income-tax), New Delhi. 

Shri 'N. K. Sakcsena, Retd. Director of 
Inspection (Investigation), New Delhi. 

Shri J. P. Singh, Director of Inspection. 
(Income-\SX) (Specail Investigation), 
New Delhi. 

Ministry of Law-Government of India. 

Represented by-

Shri K. Y. Bhandarkar, Secretary, 

, K. Srinivasan, Jt. S!'Cfetary. 

, K. Srinivasan, Jt. Secretary. 

Shri N.D. Kharkanis, Member, Income-tax 
Appellate Tribunal, New Delhi. 

· Shri K. C. Khanna, Retd. Commissioner of 
Income-tax. New Delhi. 

Shri V. C. Shukla, M.P., 
New Delhi. 

Acharya J, B. Kripalani, M.P., 
New Delhi. 

Joint meeting with following MEMBERS 
OF LOK SABHA. 

Smt. Renuka Ray, M.P. 
• 

Shri Kamalnayan Bajaj, M.P. 
(Shri Bajaj also appeared before the 
Committee individually on 14·4·59) • 



Place 

New Del}li 

New:Oelhi 

New Delhi 
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Date S.No. 

II-4-59 

Do. 

Do. 

109 

IIO 
III 
:lo12 

. II-4-59 Il3 

Do. I14 
Do. liS 
Do. n6 
Do. II7 
Do. XIS 
Do. II9 
Do. 120 

12-4-59 121 

Do. 122 

Do. 

Do. 124 

Name of the witness 

Shri B. R. Mabagaonkar, M.P. 

Shri Ramnathan Chettiar, M.P. 
Shri P. C. Barooah, M.P. 
Shri M. Shah (Maharaja of Tebrl 

Gerwal), M.P. 

Shri R. K. Khadikat, M.P • 

Shri T. R. Neswi, M.P. 
Shri G. D. Somani, M.P. 
Shri T. N. Reddy, M.P. 
Shri L. Kotaki, M.P. 
Shri Hem Raj, M.P. 
Shri C. M. Panigrabi, M.P. 
Shri J. K. Dinded, M.P. 

The Punjab & Delhi Chamber of Commerce, 
Delhi. · 

Represenuitives-

Shri F. C. Badhwar. 

Dr. Dev Raj Narang. 
Shri Premjus Roy. 

· The National Chamber of Industries & 
commerce, U.P., .Agra. 

Representatives-
Shri Ram Kishore. 
Shri P. C. Gupta. 
Shri Naranjanlal Pod dar. 
Shri Ram Narain Aganval.. 

The Madhya Pradesh Chamber of CommcJCC 
& Industry, ~-

Representatives-
Shri R. B. Vaishya, Hony, Sccretuy, 
Shri B. B. Bhargava. 
Shri K. S. Davar. 
Shri N. D. Gupta. 

Shri S. K. Ganguli, Commissioner of Income
tax, Punjab, J, & K. and H/mll('bal Pia· 
desh, Simla. 

125 The Indian Revenue Service (Income-to) 
Association. / 

Representatives-
Shri K. Srinivasan, President. 
Shri S. P. Sacbidanandan, SecretarY. 
Shri Prem Nath. 
Shri S. N. Mathur, 
Shri T. A. Balakrishnan. 
Shri K. K. Vidyaratbl. 



Place 

New Delhi · 

New Delhi 

376 

Date S. No. 

!3-4-59 !26 

Do. 

.. !4-4-59 

Do. 

>o. 

>o. 

>o. 

!27 

!28 

129 

I30 

I3I 

132 

Name of the witness 

The All-India Federation of Income-tax 
Gazetted Services Association, New Delhi. 

Represcntatives-
Shri R. K. Das, President. 
Shri S. R. Kharbanda, Secretary. 
Shri L. K. Mohan, Jt. Secretary. 
Shri G. R. Desai. 
Shri S. K. Roy. 
Shri L. S. S. Chakarvarty. 
Shri S, M. Subhedar. 
Shri R. D. Saxena. 

The All-India Income-tax, Non-Gaetted 
Staff Federation, New Delhi. 

IJ. 
Representatives-

Shri M. N. Ghosh, President. 
Shri D. S. Rajaramam, Gent. Secretary.· 
Shri G. S. Gnanam. 
Shri C. R. Narayanan: 
Shri N. R. Gamji. 
Shri N. Sundara Rajan. 
Shri S. M. S. Raghavan. 
Shri Amar Ganguly. 
Shri K. R. S. Nair. 
Shri V. N. Mehra. 
Shri M, S. Bhatia. , 

Shri Ashoka Mehta, M.P. 

Dr. V. K. R. V. Rao, Vice Chancellor, 
Delhi University. 

Shri V. V. Chari, Member, 
Central Board of Revenue, New Delhi. 

Federation of the Indian Chambers of 
Commerce & Industry, New Delhi. 

R.,Presentativ.,._ 
Shri A. N. Murugappa Chettiar, Vice 

President. 
Shri Ramnatha Poddar. 
Shri G. D. Somani, M. P. 
Shri D. C. Kothari, 
Shri Kamalnayan Bajaj, M.P. 
Shri V. D. Majumdar. 
Sbri S. N. Desai. 
Shri G. L. Bansal. 
Shri N. Krisbnamurthi. 

Shri N. Dandekar, 
Ex-Member, Central Board of Revenue 
New Delhi. 



Hew Delhi 

New Delhi 

Hew Delhi • 

New Delhi. 
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Dare S. No. 

-16·4·59 133 

16-4-59 134 

Do. 

17·4·59 

Do. 

Do. 

18-4-59 

Do. 

Do. 

Do. 

Do. 

Do. 

135, 

137 

138 

139 

141 

143 

144 

2Q-4·59 145 

Do.J 

Do. 

Do. 

Name o£ the witness 

Shrl M. Subbaxaya, Iyer, M., 
Advocate, Madxas. 

'The Institute of Chartered Accountants, 
New Delhi, 

• 
Representatives.-

Shri C. C. Chokshi, President. 

Shri E. V. Srinivasan, Secretary. 

Shri M. P. Chitale. 

Shri A. S. Thakkar, 

Shri Raghunath Rai. 

Shri S. N. Desai. 

Shri J. H. Lodha. 

Shri A. K. Roy, Secretary, Department of 
Economic· Affairs, Ministry of Finance;. 
New Delhi. 

Shri P. C. Malhotra, President, Income-tax;
Appellate Tribunal, Bombay. 

Shri N. A. Palkhivala, Advocate, Bombay. 

Shri Inderjit Singh, Joint SecretarY, Eco
nomy Di\1sion, Government of_ India· 
New Delhi. . 

Shri K. R. K. Menoa, Chairman, Industria) 
Finance Corp. New Delhi. 

Shri S. K. Gapta, Director of Inspection. 
(Income-tax), New Delhi. 

Shri Tulsida. Kilachand,:!Bombay. 

Sbri M. C. Mitter, Area M•nager, IBCON: 
Private Ltd. 

Shri Babula! Vaish, · Retd. Commissioner
of Income-tax, Meerut. 

Shri P. C: Padhi, Add!. Deputy Comptroller
and Auditor, (on behalf of Shri A. K. 
Chanda, Comprroller & Auditor General• 
of India). 

Shri Ahmed Said, Nawab of Chhattaxi, M.P.~ 

Sbri Prithvi Raj Kapoor, M.P. 

Shri Rohit M. Dave, M.P. 

Joint meeting with MEMBER OF RAJYA. 
SABHA. • 
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Place Date No. No. Name t>f the witness 

20-4-S9 148 Sbri B. Shiva Rao. 
Do. 149 Sbri Jogesh Chatterjee. 
Do. 150 Prof. P. Kane. 
Do. ISI Sbri Govindan Nair. 
Do. IS2. 

" 
M.M. Sur. 

Do. .;rs3 " 
P. N. Sapru. 

Do. 154 " Bhupesh Gupta. 
Do. ISS " Brij Behari Shanna. 
Do. 1s6 

" 
Jaspat Rai Kapoor. 

Do. 1S7 " 
Raghbir Singh. 

Do. ISS " M. H. S. Nihal Singh 
Do. 159 " 

Madho Ram Sharma. 



APPENDIX-VI · 

(a) INCOME-TAX RETURN FORM FOR SMALL ASSESSEES. 

(See Chapter 2, paragraph 2·29) 

Form of Rsturn of total income, wukr sub-section (1) and sub-section (2) or sub-section (zA) of Section 
zz of the Indian Income-tax Act, I922,.for persons who derive income from various source>, inclrulin: 
BUSINESS, PROFESSION OR VOCATION. 

Income--tax Year 19 .... 19 ............. . 

Name ............................. ., ...••...•..•... 

Status (whether Individual, H.U.F., Firm, etc) ...•..••.•.......•. ; .•.................• 

Address (Office) and Telephom No ..• , •.•.•.•.•.•.......•.•.•.•.........•..........• 

(Residence) . : ............................................... . 

Telegraphic Address (if any) ...........•.•.......•.......•.......•...... 

PART I 

Statement of total income during the 'previous 
year' ended . .......................... . 

Source of income. 

I 

Section A. 

I. SALARIES. 

The total ainount as detailed in Annexure 'A' 
' 

2. INTEREST ON SECURITIES. 

Interest from which tax has been deducted. 

Interest which is tax free 

3. PROPERTY. 

The total amount as detailed in Annexure 'B'. 

-4. BUSINESS, PROFESSION 
OR VOCATION: · (Details in Annex-

ure 'C') 

(a) P~ofit and g~in from cwn busincs5:. 

(b) Share of profits in a registered firm. 

(c) Sha~e of profits in an unregisrer' d 
firrit or Association of persons. 

(d) Speculation Profits. 

379 
~10 C.B.R. 

Amount of income 
·profits & gains. 

:~.· 

• 

Tax already charged 
or deducted at source. 

3 



380 

I 2 3 
--------·-~·--------1----------1----------

5- OTHER SOURCES 

(a) Dividends. 

(b) Interest or deposits, mortgages etc. 

(c) Sources other than those mentioved 
above. (Please giv• details). 

TOTAL OP SECTION A. 

NoTI!S : (t) Please attach only those annexures, duty Ailed in, which are applicable to you. For 
example, if you had no income from salary, you need not attach Annexure 'A'. 

(2) IF YOU HAD ANY CAPITAL GAINS OR LOSSES DURING THE 'PRE
VIOUS YEAR', PLEASE GIVE THEIR AMOUNT AND DETAILS 
SEPARATELY ALONG WITH THIS RETURN· 

SECTION-B. 

IN THIS SECTION SHOULD BE SHOWN-ANY INCOME-PROFITS OR' GAINS 
WHICH ARE NOT INCLUDED IN SECTION 'A' BUT WHICH THE ASSES
SEE CLAIMS TO BE NOT TAXABLE FOR REASONS STATED : 

Particulars of items ·I Amount Brief reasons for claiming the item to be 
not taxable 

I. 

·2. 

3· 

4-
• 

TOTAL 

PART-II 
Statement of sums included in total income in respect of which tax rebate is admissible. 

---~----·----------~--------------~~------· 
Items 

r. Contributions to Provident Fund 

2. Sums paid to effect an insurance on the life of the assessee or on the life of 
his wife, or her husband or in respect of a deferred annuity ; or in the case of 
a Hindu Undivi~ family, t? _effect ~ insur~ce ·on the life of any . 
male member or hiS Wlfe(theor~g.naJ rece1ptor certificate from the insurance 
company must be attached). • •• 

3. Share in the income of an unregisterea firm or an association of persons 
wbere the taX has already been paid or is payable on the income by the firm 
or Association (give details). • • • • • • • . 

4· Other items, if any (give details). 

TOTAL 

Rs. 
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PART III 

(a) Statement of names and addresses of all penons, to whom, assessee had paid, in the previous 
:rear, rent, interest, commission, royalty or brokerage to any annuity (not being an annuity taxable· 
1111derthe head "Salaries") amounting to more than FOUR HUNDRED RUPEES and particulan 
ef all sud> payments. · !"1'). · 

. 

Name and address of the penon to whom Nature of Amount of Date of 

S.No. 
the payment was '!'ade. payment payment payment 

-· 
I 

-
I 2 3 4 5 

' I 

I 
2 

j 3 

(b) To be filled ul' in the case of Hindu Undivided Families only. 

S.No. 

I 

3 

~ 

5 

Name of family. 

Address 

Nal!le of adult members of family Address 

DECLARATION 

Mode f 0 
payment 

(cash, che 
que 0 

book ad • 
justment) 

6 

I 
I 

I declare thot, to the best of my yersonal knowledge and belielf, the Information given in the 
.,bove statements in Parts I, II and II of the Return and in the Annexures A, B, C and D thereto 
;. true, correct and complete, that the amount of total income and other particulars shown ore truly 
stated and relate to the year ended .•••...•.....•...•.....•.•.•.........•.. and that no 
other income occurred or arose or was received by 
_me•* 
tliC1imi' 
the family during the said year and 
the as•ociatlon 

-s ourcc of income. 

I** 
the firm 
the family had, during the said year, no other 
the association. 

2. I further decla;., that I** was resident in the taxable territories during the 'previous year' 
· the firm. 

the taiiiily 
the association 

for which the-Return is[made. 

**The alternative which are not required in the Declaration should be scored out. 
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3· It also declare that I was a married individual/widow/widower with.------
unmarried 

' 
dependent children at the end of the 'previous year' for which the Return is made. 

@SJgnature; ........................... :. 
Dated.............................. Status ..•........•...•........• 

A FALSE OR INCORREcr DECLARATION IS LIABLE TO PENALTIES PRESCRIBED· 
UNDER SEGriONS 28 AND 52 OF THE INOCME TAX AGr, AND SEGriONS 177 
AND 199 OF THE INDIAN PENAL CODE. THESE SEGriONS IN SO FAR AS THEY 
ARE RELEVANT ARE REPRODUCED AS FOLLOWS 

(a) INDIAN INCOME TAX ACT, 1922. 

Section 28 

Section 52 

(1) If the Income-tax Otlioer, the Appellate Assista!)t Commissioner 
or the Appellate Tribunol, in the course of any prooeedings under 
this Act, is satisfied thot any person .•. ; ..................... . 

• • • • • • • • • • • • • • • 0 •••• 0 0 ••••• 0 ••••• 0 •••••••••••• 0 0 ••••• 0. 0 

• (a) .................................................... .. 

(b) ..................................................... . 

(c) has conoealed the particular of his income or deliberately fur
nished inaccurate particulars of such income, he or it may direct 
that such person shall pay by way of penalty .•...•.•.•....•••• 
. . .. . . . . ... . . . .. . .. . . .. . . .. .. .. .. .. . .. . .. . in ·the cases re-
ferred to in clauses (b) and (c), in addition to any tax payable by 
him, a sum not exceeding one and a hllif.times the amount of the· 
income-tax and super-tax, if any, which would have been avoi
ded if the income as ,.turned by such person had been acoepted: 
as the correct income: 

• If a person makes a statement in a verification mentioned m Section: 
19A or Section 21 or Section 22 or sub-section (2) of Section 26A. 
or sub-section (3) of Section 30·or sub-section (3) of Section 33 
which is false and which he either knows or believes to be false or· 
docs not believe to be true, he shall be punishable, on convic
tion before a Magistrate, with simple imprisonment which may 
extend to six months, or to one thousand rupees, or with both. ~ 

(b) INDIAN PENAL CODE : 

Section 177 Whoever, being legally bound to furnish information ofany subjecr 
to any public servant, as such, furnishes as true, information on 
the subject he knows or has reason to believe to be false shall be 
punished With simple imprisonment for a term which may extend 
to six months, or with fine which may extend to one thousand 
rupees or with both : 

or, if the information which he is !cagily bound to give respects the 
commission of an offence or is required for the purpose of pre-

tThis declaration is to be made in the case of an individual. In case the individual has. 
dependent children, he should ind1cate their number. 

@The declaration shan be signed :-
(a) in the case of an individual by the individual himself. 
(b) in the case of a Hindu Undivided Family, by the Manager or Karta. 
(c) in the case of a firm, by a partner ; and 
(cl) in the case of any other Association, by member of the Association. 



Section 199 

383. 

venting the eommission of an offence or in order to the apprehensioa 
of an offender, with imprisonment of e1ther deseription for a term 
which may extend to two years, or with fine, or with both. 

Whoever, in any decloratio~ made or subseribed by him, which 
declaration any Court of Justice, or any public servant or other 
person, is bound or authorised by law to receive as evidence of any · 
fact, makes any statement which is false, and which he either 
knows or believes to be false or does not believe to be trUe, touching 
aay-point material to the object for which the declaration is made 
or used, shall be punished in the same manner as if he gave false 
evidence~ 

:Nore.-PLEASE FILL IN THE ANNEXURES WHICH ARE APPLICABLE TO YOU 
AND SEND THiiM ALONG WITH THE RETURN FORM. 



INCOME TAX RETURN PORM 

ANNIXURB 'A' 

INCOME FROM SALARIES 

I. Name and address of the employer. . 

2. Total amount of salary, wages, annuities, 
pensions, gratuities, commision, bonus, 
fees and profits in lieu of salary and wages 
due to be paid, whether received or not. 
(Enclose a statement of monthly salary etc. 
and tax deductions thereform) . · --'--------

..t!dd: 

(a) Cash allowances 

(b) Value of perquisites, such as rent-free or 
concessional rent, furnished or unfurn
ished, accommodation, free conveyance, 
domestic or personal services, other bene
fit or amenity free or concessional rate 
provided by the employer. (Please 
give detoils of each perquisite and also 
basis ofcomputationofvaluethereof) ---------

!Au: 

(c) Employer's Contribution to recoguised 
provident fund and interest credited to 
assessees' account · · 

TOTAL SALAIIY 

(a) Accounts not raxaote unaer e1auses (w) 
(vi-a), (xiv), (xi'U-a) and (xo) of sub-

. section (3) of Section 4 or under clause 
(ii&) of Explanation I to section ?(I) or 
Section 7(2) (1) or Section 7(2) (i•) of 
the Income-tax Act. (Give details) • --------

(b) Expenditure· on own conveyance used 
in connection with employment. (Give 
details separately for running expenses 
and wear and tear claimed). • • 

Net amount earned over to Part I Section A 
of the Retrun • 

Date ••••. · •••.•••• '., ••.•••.• • • .• · • 

384 

Signature ••••••••••••••••••••• • 
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INCOME TAX RETURN FORM 

.ANmxtnla . B 

INCOME FROM PROPERTY 
--·-·------------------------

Name of the place and street and number of the Property•. 
(Distinguishing the property occupied by owner or leL) 

I 

(a) • • • • • •. • • • ••.• • • • • •• • •• •' •. • 

(b) •••••••••••••••••••••••••••••• 

(c) • • • • •••••••••••••••••••••••• • • 

(d) ........................... . 

Add : Owner's burden 
ants. . · 
(Give details) 

(of rates and taxes bome)~by the ten-,. ·. 

Annual 
Municipal 

Value 

2 

TOTAL 

Lw: (a) Tenants' ~den CO~ rates and taxes) borne~ by: the 
owner. (Give details) • • · • • 

(b) In case of property occupied by the owner fo~ 
his own residence, half of annual value or Rs." I8oo 
whichever is less • • • · • • • • 

Full 
annual 

rent 
payable 
by the 
tenant in 
case the 
property 

islet 

3 

.. 

' . 

Less: 
---:I.--

(a) I/6thof'X' for repairs 
(b) Insurance premium • • 
(c) Ground R.l:nt • 
(d) Land Revenue 
t•) ColleCtion Charges (Give actual expenditure but subject 

to a maximum of SJX petcent of annual value) • 
(f) Vacancies.(Givedetailsoftheperiodforwbicheach 

property remained vacant) • • • . 

Net inex>me from property 

Lm : Claims irreex>verable RenL (Give details) 

Net amount carried over to Part I Section 'A' of the Return. • 

Annual 
value 

4 

(•) 

' co 
Signature •••••••••••.•••••••••••••• Date ••••••••••••••.•••.• 

•If you are a part owner of any of these properties, Please state the extent' of your owners hlP 
and also the names, addresses and extent of owneh!bip of other owners. • . 

385 i 



INCOME TAX RETURN FORM 

ANNEXURE ' C, 

~COME FROM BUSINESS, PROFESSION OR VOCATION 

r. INCOME FROM SHARE OF PROFIT : 
(If there ar.: more than one firm and/or Association in which assessee- is a partner or mem

ber, separate information for each may be given in the following form). 

(a) REGISTERED FIRM. 

Name and address of 
the firm. 

Income-taX Cir
cle in which the 
firm is assessed 
or js assessable. 

Name of each 
partner includ
ing the assessee. 

Residential ad
dress of each 
partner. 

(b) UNREGISTERED FIRM OR ASSOCIATION OF PERSONS. 

Name and address 
of the firm or Ass
ociation of Persons. 

IncOitle-taX 
Circle in which 
the firm or 
Association of 
Persons is as
sessed or asses
sable. 

Name of each 
panner or mem

ber including 
the assessee 

(2) INCOMI! FROM OWN BUSINESS : 

]Residential 
address of each 
partner or 
member. 

Share of each 
partner includ
ing interest on 
capital, com- · 
mission or other 
remuneration, if 

any (Give 
details) 

Share of partner 
or member 

including sala
ry, commission 
or other re
muneration, if 
any (Give 
details). 

(I) (a) Name in whch the business, profession or 
vocation is carried -on . . . . ............................ . 

(b) Principal place of business, profession or 
~ vocation . . . 

• ••••••••• 0 ••••••••••••••••••• 

(c) Location and style of branches, if any . . ............................ . 
I •..••••••..••••.•••..••••••..• i ...••.••.• _. •.......•................• ~ 

2 ................................................................... .. 

NoTE-PLEASE ENCLOSE A COPY EACH OF YOUR PERSONAL CAPITAL 
AND CURRENT ACCOUNTS AND ANY OTHER ACCOUNTS BELONGING TO 
YOU ALTHOUGH STANDING IN ANY OTHER NAMB IN THE FIRM IUID/ 
OR ASSOCIATION'S ACCOUNTS, • · 



(d) 
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Please state :-
I. What books of account, if any, were kept 

by or on behalf of the assessee for the 
' previous year' ended. . ............. 0 0 0 ••••••••••• 0 •• 0. 

(2) 

2. By whom were those books of account 
kept; (State name and address). • 

3. Is the return in accordance with those 
books ? 

4· If the return is not in accordance with 
those books, on what basis and upon 
what information has the return been 
prepared ? 

If the accounts are kept on the mercantile account
ancy or book profit system, a copy of the manu
facturing accounts or trading accounts, the Profit 
and Loss Accounts and Balance Sheet or Trial 
Balances must be attached to this Return. If 
the accounts are kept on any other system, the 
name or .description of the system is to be stated 
and a copy of any statement which corresponds 
to the Profit and Loss Account and Balance Sheet 
in the mercantile Accountancy system must be 
attached to this Return. . . . . . 

(3) (A) Profit or .Joss as pe< Profit and Loss Accounts 
(or statement corresponding to Profit and. Loss 
Account) for the year ended · 

ddd : (Deduct if the above figures is loss) · 
(a) Expt:nses which are not allowable under the provi

sions of sec. 10 of the Income-tax Act, 1922, 
e.g., 
(i) Reserves for bad debts 

(it) Charity or presents. 
(iii) Capital expenditure 
(iu) Income-tax or Super-tax • 
(v) Drawings of proprietor or partners. • 
~<II) Salaries, interest and commission paid or 
credited to the proprietor or partners . 
(uii) Cost of alterations in or additions, extensions 

or improvements to any of the assets of busi 
ness, professi~n or vocation • • • 

(vilt) Private and personal expenses 
(ix) Any othei" expenditure not wholly and ex
clusively laid out for the purpose of the business, 
profession or vocation and not allowable under 
Section.Io 

{b) Depreciation-considered separately • o 

(c) Development rebate-Considered separately •. 
• 

Rs ...•.••.••.•• 

Rs .•.......•.•..••. 

Rs. 
Rs .....•.••.. 
Rs ..••••.•••. 
Rs •..•.•••..• 

Rs .•••••••... 

Rs •••••••••• ' 
Rs ••• , ••••.•• 

Rs .......... . 

Rs. 

Rs • 
Rs ..•....•••••• 

(d) Losses sustained in former years and charged in 
arriving at the figure of profit or loss shown above. Rs .........•. 

(e) Loss in speculation business-Considrered separately. Rs .•...•.•. 
(f) Other adjustments, if necessary Rs .....•.•... 

Rs ............• 

TOTAL Rs. c(o. 



388 

B.F. Rs.. . • • . . • . • • IRs. . .•.•...•. 
Deduct : (Add, if. the above figure is a loss) 

(a) Income from properties, Dividends, Interest 
· on Securities, Capital gains, etc., considered 

separately (Give details) • Rs. . .•• · •••• 

(b) Profit in speculation business considered separately. Rs .•.•.•.••• ·. 

(c) Depreciation allowable as shown in Annexure 
· ·D. . • Rs ...•.•••••• 

(d) Development rebate as shown in Annexure D. Rs ••••••.•••• 

(e) Expenses which are allowable under the pro- · 
visions of Section Io of Income-taX Act, 
1922., (if not charged in arriving at the above 
figures) (Give details) .. -- • • • • Rs. .. ...... 

(f) Other adjustments, if an:y:. (Give details). •. Rs .•...•••• ·•. . 
Ra •.•••••••..•• 

Profit (or loss) carried over to Part I Section 
. B of the Return. 

(B) Profit or Joss in Speculation Business • 

Deduct : (Add if the above figure is a loss) · 

• Rs .......... '. Rs •..•.....•• 

Loss in speculation business brought forward 
under Section 24(2.) • 

Profit (or loss) carried over to Part I Section' A' 
of the Return. 

Date .•••••••........•.•. 

Rs ....•..•.• ·• 

Rs •..•....••• 

Signature •••••••.•.•.•..•..•••• 

Nom.-Compute net assessable profit or loss in respect of each busilless separately in the 
above form and carry over the consolidated figure to Part-!, Section A of the Retu1r. 



INCOME TAX RETURN FORM· 

ANNDUIUI 'D ' 

DEPRECIATION AND DEVELOPMENT REBATE 

Statement of particulars for arriving at the amount of Depreciation and Development 
Rebate Allowable. 

---·-,-~-------------------------------~·-------------------------------

A DI!PRIIGIA TlON 

I. Description of the asset. 

2. Written down values as at.the beginning of 
the accounting period 

3· Capital expenditure during the year for 
additions, alterations, improvements and 
extensions (Give dates on which additions, 
etc., made) .. 

4· If a Plant or building or furniture has been 
sold or discarded during the year, show 
in this column the written down value as at 
the beginning of the accounting period and 
the value for which it is actually sold or 
its scrapvalue. · 

5· Amount on which depreciaion is now 
ahowable, • • 

6. Prescribed rate percent. • • • • 
1· No. of months of user of the asset (give de

tails of double shift working separately). 

8. DepreCiation Claimed. 

(a) Normal. 
(b) Extra shift allowance 
(c) Tota.i carried over to Annexure' C • 

B-DBVBLOPMBNT REBATE 

I. Description of new machinery or plant 
installed. . . 

Buildings 

2. . Date of installation and the bringing into use, 
3· Actual cost of new machinery and plant ins-

talled. • Rs •..•••..• 

4· Amount of Rebate 425% of the cost ;.in 
scol. 3 above) carried over to Annexure 
c. . . . . . . . . Rs ........ .. 

5· Amount debited to Profit and Loss account 
and credited to Reserve account. . • Rs. . ...... . 

Machinery Furniture
and plant 

-.. 

.. -· 

.. 

Sstnatur6 ..........•••.••.•...•..... ·-

Date ................. . 
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APPENDIX-VI 

(b) STATEMENT OF TOTAL WEALTH 

(Assets minus liabllities) 
[See chapter 2, paragraph 2.29] 

an indiVidual 
<Of Shri.................................................. · 

Karta ofH.U.F. 

Address ............................................... . 
as at ................................................... . 

Income-tax Circle/Ward/District •• 0 • 0 •••••••••••••••• 0 •••• G.I.R.No ............ . 

PART I. , Wealth as per Account Books of Business(es). 

Name and style under which 
and the address at which the 
.business is carried on. 

~i) 
(il) .• 

(iia) 

I 

Exient of proprietary 
interest. 

2 

TOTAL 

B3lances as per various Current/ 
Suspense/Reserve/Capital Ac
count, Batta Khata, etc., 
owned by you in any name 

·whatsoever. 
(Give separate details for each 
account). 

3 

NoTe-Copies of Trial Bolance or Balance Sheet for each business should be attached 

~ART n. Assets outside tile Account Books of the Business. 

(A) Immovable property (Landed and/or House Property held in own andfor any other 
name) 

Description of Date of Cost, if Cost ofsubse- Total cost Remarks 
&... various i terns. acquisition purchased. quent additions (3+4) 

and improve-
ments from the 

date of acquisi-
tion ofstatemerit. 

I 2 3 4 5 6 --
(i) 
(ii) 
(iu) - -TOTAL. - .. 
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ltllf>ortanr Not,. _ 

(I) If any of the assots not belonging to business have been shown in Part I above as
they are enter,ed in account books of business, they may not be reported here. 

(2) If any of the properties is mortagaged, please indicate in the 'Remarks' column, with 
whom it is mortagaged and for what amount. 

(3) Also indicate in the ,. Remarks' column whether the total cost has fully or in port 
been debited ro any of the accounts in the account books, and if so, on what datesr 

(B) Moveable property -

(I) Balances in account with Banks. (Fixed, Current, 
S~vings, C. D., etc., including P.O. Saving Bank 
account held in own or other names and addresses 
of the banks, the types of •ccounts and the names 
in which the accounts are mairtlained). 

(i•) Securities; loans and debent~res (including Treasury 
Bills, Prize Bonds, Bearer Bonds, etc.) held in 
own or any other name whatever. 

t..iil) Depasits, advances and loans with Government 
Comp3.nies, firms, individuals etc., either in own 
. or any other name~ 

(iv) Shares in Joint Stock Companies 

(v) Cash (outside the account books but including cash· 
kept with self and any family member and in any 
locker or anywhere else). 

(vi) Bullion, ornaments, jewellery 

(vi•) Total premia paid in respect of insurance or 
annuity policy and any other pq)icy, year in which 
taken and annual premium payable. . 

(viii) Any other assets, not specified abov~. 

TOTAL OF PART IJ (A + B) 

TOTAL ASBTS (I + II) 

PAaT III ;- Liabrlities outside the books. 

Name and present address 
of lender. 

Date and amount I 
of loan. 

Balance <lf loan due I 
on date of this state

ment. 

(I) 

(is) 

(in) 

I 2 

Total Liabilities : 

PART IV~NET WEALTH (X-Y) 

3 

(X) 

Nature of security 
given and rare of 

interest. 

4 
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' Part. V. Brief details of e,.p.,ditur~. 

(I) Did you maintain any conveyonce (motor car or 
motor cycle) during the past four years ? I! so, 
please state its make and average monthly expendi
ture. 

(ii) What is your average monthly expenditure? 

(iii) Did you incur any expenditure during the last four 
years in any marriages, or other ceremonies? 'If so, 
please indicate the ceremonies and the extent of the 
cxpendintre at each. . 

DECLARATION· 

I declare that to the best of my knowledge and belief, the information given in the above 
-statement is correct and complete. ·'" \ 

Date ........................ .. Signature ....•.•.•.••••..•.....•• 



APPENDIX-VI 

(See Chapter~. Paragraph 2..2.9) 

(c) AsSESSMENT FORM CIRCLE CODE No. 

Assessment for 19 ••••.•••..•••• I9 , •••••.•••••• under Section 2.3(1) of the Indian 
Income-tax Act, 1922.. 

Name of assessee. District or Area. 

Address. . G.I.R. No. 

Accounting period(s) 

Nature of business (es) 

Whether: Resident and ordinarily r.iident/R.ndent but not ordinarily residentJNon-rosideni. 

The assessee filed the return of income on. . • • . . . . . • . • . . • The total income is assess~d 
asunder:-

PART I-COMPUTATION OF INCOME 

Detailed sources of income 

I. Salaries 

.2.. Interest on Securities 

3· Property 

4· Business, Profession or Vocation 

S· Otber Sources (in tbe case of dividends 
the gross amourit liable to tax and tbe 
appropriate tax should be shown) 

(i) Dividend 

(it) Interest on deposits etc. 
(iit) Others 

TOTAL lNCOMR AND TAX DEDUCTED OR 
PAID AT SOURCE. 

Amount of 
income 

Rs. 

Income-tax 
already 

deducted or 
tberwise paid 

at source. 

• Entry under this column may .. be made only in tbe Office copy. 
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PAR'i' II-SUMS INCLUDED ON TOTAL INCOME IN RESPECT OF WHICH 
INCOME TAX IS NOT PAYABLE. 

Items upon which relief is due 

(a) Under .Section 7 or on account. of Provident Fund. 

(b) On account of Insurance Premium 

(c) Share from association of persons or from unregistered finn on the pro
fits of which tax has already been paid or partnership profit from re
gistered finn charged to tax in the hands of the finn under the second 
proviso to Section 23(S)(a). 

(tf) Other items 

TOTAL 

PART III 

COMPUTATION OF TAX. 

Gross Income-tax payable on Total income (A) 

Deduct ' lncome-zax. 

Tax deducted or otherwise paid at source (See Part I) . 

Proportionate tax on the total amount upon which relief is due 
(See Part II). . . • • . • • • 

TOTAL 

payable 
Net amount of tax----

refundable 
' (in figures) 

Issue Demand Notice for R.s ••••••••••••••••• and Chalan. 

Amount 

Date: 

lll&bme-tax Officer. 
(Office Seal) 
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APPENDIX VI 

(See Chapter 2, paragraph 2.30) 

(4) Notice under Section 23(2) and 22(4) of Indian Income-tax Act, 1922. 

Income -~x Circle/Ward/District ..••.......•••.•.••..•.•••.•.•..•..•••.•.••••• 

Place •....•..••••.•.••.••••••••••..•.....•.••••••• 

G.lR. No •.. , •••.......•.•.... :Office Address .•.•.•.•.•••.•.•...• : . ..••.•...•...• 

Dated, the ...••..••..... 19 

Dear Sir/Madam, 

In connection with the assessment for the tax year 19 .•.. 19 .... , you have made 
a return under Section 22(1)!22(2) of Indian Income-tax Act, 1922 (Act XI of 1922). There 
·are certain points, in connection with this return, in regard to which I should like some further 
information. I shall be obliged therefore, if you attend my office at the above address on ...• 
at .......... either in person or by a representative duly authorised in writing in this behalf, 
or produce or cause to be produced at the said time any documents, accounts and other evi
dence on which your ret~n has been based. . 

2. In particular, will you· be good enough to produce or cause to be produced on the date 
and at the time mentioned in para I, the accounts and/or documents specified as under : 

I. 

2. 

3· 

4· 

s. 
6. 

3· I may mention here that failure on the part of an assessee to comply with the terms 
<>f this notice will result in an exparte assessment to the best of the Income-tax Officer's jud~:· 
ment and it may further entail a penalty or even prosecution. . · 

Yours faithfully, 
Income-tax Officsr, 

(Office Seal) 
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APPENDIX Vi!_ 
Chart ahowlnl the orgaalsatlon or the Central Board or Reveaue (includblg ltaattathed and Subordinate oftices) reladal to the 

• Admialstration of direct tQ:es as on IS t A prll 1959· 

Chainnan, Central Board of Revenue . . . . 

ez-officio Additional Secretary, Ministty of Finance (DciJ>artment of Revenue). I . . . . 

I 
Member (loc:mne-IBX) 

. ·.. I 
n-officio Joint Secretary, 

Ministry of Finance (Department of Revenue) I . 
Member (lnspectjon & Estate Duty) 
. . ex-officio Joint Secretary, 

Mintstry of Finance (Department of Revenue) - I . . ,--...,-----
DireLor DiLor DireLor" 

of of of . 
Inspection Inspection Inspecti~n 

(Investigation) (Special (Income-taX) 
Investigation) . I , 

(3)• . 
Addittonal·. 

Direr 

Depury_ 
Secretary Secretary Secretary Secretary@ Secretary@ Deputy 

(Income-tax) (Wealth-tax) (Tax Plannin(l (Ad.I) (Ad,ll) Directors(4)• 
Directors(3)• Secretary (~state Duty) Secretary 

J ·· • I - (Expenditure-tax) 
AsSIStant r- ----.. I · 

Directors(s)* . I 1 Under ~CT. naer . 
Under Under Secretary Secretary 

J & L<-gislation) I / [ 
Un er £Under Asststant 

Secretary . Secretary / Directors(6)• 
(Wealth-Tax) (Ad.VI) 

------'-----. 
. . Secretary Secretary (Expenai-. (Ad.VIIl) 

(Estate Duty) (Gift-tax) rure-tax) 

r--

o.J.o. I u.s. ~.s.b. 
(Assessment (Asse.s- (I.T. 

I) mentll) Judicial) 

.Jnder 
Secretary 
(Ad. VII) 

I 
Under 

Secretary 
(Ad. IX) 

J S. 1. O.S.D •. 
(T.P.L.) (Codification) 

-. 

Js.' 
I 
I u.s. 

(I.T. (I.T. 
Budget) I.C.) 

' 

JD 1 

• Figures in brackets give the number of sanctioned strength of the officers in th,e cadre. 

Statistjan 
(Income-tax) 

. I 
AssiStant 

Stati•ticlan 

@Secretary (Ad. l) and Secretary (Ad. II) are in.charge .of the entire Administrative Wing of the Central Board of Revenue (including indirect 
taXes), • · 

£Under Secretary (Ad . .VI) is also in charge of Administration VIII Section. 

){QTBS : (1) 

(2) 

(3) 
•, 

Secretary, Central Board of Revenue is tz-oJjlcio Deputy Secretary, Ministry of Finance (DepBitrDent of Revenue). 

Offices of the Directors of Inspection are attached offices. 

Office of the StatisticiaJ.! (Income-taX) is a subordinate office. 

396 



APPENDIX. VIII 

- 95. 
8- 799. 

C.l31. 1-~41. 
om ay 11 

BOMBAY -~ 
CITY~BAY 
I 8·11. CENTRA~ 

a. I 
b. 14. X 

c. 239 C. 20 
d_ 152 d. 14 
8.1651. e. 116 
,_ 718 ,_ 51. 

ARABIAN 
SEA 

I~ I~ ID II ~d . 
FIELD ORGANISATION OF THE 

INCOME-TAX DEPARTMENT 
AS ON I. 4. 1959 

3. d. 70 

2. 
6. 

74. 

a. 1 
b. I 
c. 22 
d. 25 

w.BENGAL CALCUTTA 
a CALCUTTA (Centfoll 

a. 16· a. 3. 
b- 13. lb- 2. 
c- 2BO. c. 22. 
d- 205. d. 16. 
8.1778. e. lfl8. 
f- 1093 f_ 92. 

' 

d_ 65. 
SAY. . OF 8 ENG A L 

a. 4· 
b. 6 
C- 96 
d. 71 
8.670 
,_ 368 

397 1 

8- 514 
,_ 316. 

L E G E N D 
Boundary. State .. 

" 
I. T. Jurisdiction .. ···----·11 

Head.quarters .. . • Com miss.ione r 
Inspecting Asslslant Commissioner .. o 
AppeJiote Assistant Commissioner... ... .. b 
Income-tax Officer ...... 
Inspector... ... . ....... : .. . 
Ministerial Stoff : .. ......•. 

.. .. ... ... c .. ----· -· 
d 

.. .. . 
Notice Servers and Closs IV staff ... f 

• 



APPENDIX vii 
Chart showing the orpnlaadon or the Central Board or Revenue (lnclucllilg Its attathed and Suhordlnate oflices) rclati..g to tht 

. . Admlnlstradon or direct taxes as on IS t A prlh9S9o 

Chairman, Central Board of Rev~ue . 

t%-o//icio Additional Secretary, Ministry of Finance (Department o( Revenue). I . 
r------------------ ------------
I 

Member {Income-taX) 
· ox-officio Joint Secretary, 

Ministry of Finance (Department of Revenue) I . 

. . I 
Member (Inspection & Estate Duty) 

'"-officio Joint Secretary, 
.Ministry of Finani (Depanment of Revenue) 

r----:"""'"-:---

Dilor DiLor DireLr 
or of of 

Inspection Inspection Inspection 
(Investigation) (Special (Income-taX) 

Investigation) . I 
(3)" • . 

Addiuonal, ·. 

Direr 

Secretary Secretary Secretary Secretary@ Secretary@ Deputy 
:ncome-tax) (Wealth-tax) (Tax Plannin~ (Ad,l) (Ad, II) Directors(4)• 

I & Legislation) I / [ 

Deputy_ 
Directors(3)' 

Assistant 
Dlrectors(sl" 

Secretary (~state Dul)') Secretary 
. I . (Expenditure-tax) r------. I . 

r--

Under £Unller Assrstant 
Secretary Secretary I Dirt'Ctors(6)• 

(Wealth-Tax) (Ad.VI} 

-~ 
Under 

Secretary 
(Ad. VII) 

I 
Under 

Secretary 
(Ad. IX) 

I I Uncler .CU nller 
Under Under Secretary Secrerury 

Secretary Secretary (Expenoi- (Ad.Vlll) 
(Estate Duty) (Gift-tax) ture-tax) 

------------...... 

u. s. J.s. o.s.o .. J.D. O.S.D. 
(T.P.L.) (Codification) 

...... I 

o.J.D. 
I ~.s.b. Js.' 

I 
I u.s. u.s. 

(Assessment (Assess- (I.T. (I.T. (I.T. 
I) ment II) Judicial) Budget) I. C.) ,.J 

' 

• Figures in brackets give the number of sanctioned strength of the officers in ~e cadre. 

(Income-tax) 
I 

Assist&" I 
Ststhticlan 

@Secretary (Ad. I) and Secretary (Ad. II) are in.chsrge of the entire Administrative Wing of the Central Board of Revenue (includln1 indirect 
taXes). -

£Under Secretary (Ad . .YI) is also in charge of Administration VIII Section. 

" NOTES : (1) 
(2.) 

(3) 

Secretary, Central Board of Revenue is t%-ojJicio Depury Secretary, Ministry of Finance (Department of Revenue). 

Offices of the Directon of Inspection are attached offices. 

Office of the Statistician (Income-taX) is a subordinate office. 

396 



APPENDIX X 

. Statement showing the total revenues of the Centrtil 6overnment and revenues from direct taxa during 

1953-54 to 1959'"60 

(Figu~ in lakhs of rnpees) 

Total Corporat~ Taxes on Estate Taxes on Expen- Gift Total 
Year Central ion income Ducy wealth diture tax direct 

Revenue tax taX taxes 

I 2 3 4 5 6 7 ·8 9 
, .. 

I953-54 4,73,17 41,54 1,22,84 1,64,38 

:1954-55 s,r2,65 37,33 1,22,26 Sr 1,60,40 

7955-56 5,61,35 37,04 1,31,36 x,Br x,,o,zx 

1956-57 6,,51,12 SI,I8 1,51,74 
I 

2,11 2,os,o3 

"~957-58 8,o6,o4 S6,I3 1,63,70 2,30 7,04 2,29,17 
(Accounts) · 

I958-59 8,17,27 56,oo r,6z,so 2,50 xo,oo r,oo 1,20 2,33,20 
{Revised) 

1959-6o 8,75,80 ss,1s 1,66,25 2,85 13,00 r,oo 1,20 2,43,05 
(Budget) 

Source: Budget Memoranda. 

N-:>Te.- Fig·Jres in all the categori:s include States' share. 
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APPENDIX XI 

Statement showing total number of assessmenis completed, total income assessed and total tax: 

1953-54 1954-55 

No. of Total I.T., No.of Total I.T., 
Grade of total income assess- income S.T.& assess- income S.T.& 

ments assessed S.C. ments assessed S.C., 
etc. etc. 

Rs. Rs. Rs. Rs. 

0-5,000 1,57,619 6,319 157 1,31,588 5,371 B2: 

s.,ooi-10,,000 2,01,165 14,166 522 2~12,039 I,S0,70 559-

IO,,OOI -25,000 1,07,542 16,131 1,406 1,13,568 16,928 1,435 

25,001 -5o,ooo 28,460 9,986 2,278. 27,842 9>731 ~,183 

50,001 -100,000 6,655 4,763 1,852 5,889 4>232 1,635 

100,001 -200,000 2,687 3,670 1,858 2,590 3,530 1,765-

200,001-& over 2,268 23,091 10,971 2,204 21,104 10,038 

TOTAL 5,06,396 78,216 19,044 4,95,720 75,966 17,747 
--------
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demn:izd (i•cluding' surcharg<) according to selected grades of income during the years 1953-54 
to 1957-58 

(Rupees in Lakhs) 

1955-56 1956-57 1957-58 

No. of 'Total LT., No. of Total LT., No. of Total I.T., 
assess- income S.T. & assess- income S.T. & assess- income S.T. & 
ments assessed S.C. etc. mens assessed S.C.etc. ments assessed S.C. etc. 

--~--~---

Rs. Rs. Rs. Rs. Rs. Rs. 

1,31,96~ 5.491 135 x,zg,rss 5,189 131 1,76,879 7·203 134 

2,32,643 I6,463 596 2,61,416 18,324 646 2,87,148 19,953 651 

1,23,221 18,204 1,587 1,38·543 20,625 1,869 1,51,569 22,584 2,016 

27,135 9,168 z,ogx 32,260 u,u8 2,416 36,658 12,697 2,687 

8,017 5.396 2,116 !2,256 8,262 2,493 14,285 9.631 2,728 

2,522 3,416 1,757" 3·572 4·846 2,024 4,183 5,641 2,233 

2,235 20,353 9,910 2,700 2.5,207 12,079 2,656 23,343 II,767 

5,27,737 78,490" J8,J92 5.79.902 93.571 21,658 6,73.378 I,OI,052 22,216 

-----
·-----

Source 1 All India Statement No. 5 of a!! India Income-tax Revenue statistics. 
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APPENDIX XII 

S tatemmt shaming total number of assessments completed total income assessed and total tax demanded 

1953-54 

Individual Hindu undivided families 

No. of Total Total No. of Total Total 
assess- income tax assess- income tax 

Grade of total income ments assessed (i.e., ments asses- (i.e., 
I.T.;ST sed I.T.,S.T. 
& S.C.) & S.C.) 

Rs. Rs. Rs. Rs. 

o-5,000 1,46,983 3>735 'i27 2,830 II5 2 

s~ooi-10.,000 1,77,615 -6,766 431 15,052 1,208 38 

IO,OOI-25,000 85,666 5>474 1,049 16,015 2,395 191 

zs,oox-so,ooo 22,172 3,010 1,684 3,8o8 1,326 281 

50,001-1,00,000 4,68o 1,004 1,268 737 526. 194 

, I,OO,OOI -2,00,000 r,558 559 1,142 287 386 201 

2,00,001 andover 666 632 1,821 II8 463 324 

TOTAL 4>39.340 21,180 7>522 38,847 6,419 1,231 
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(incluii-Jg S*lrch1rge) accJrding to the selected grades of income and classes of assessets for the year 
. 1953-54 !0 1957-58 

(Rupees in Lakho) 

1953-54 

U nregistercd firms and Companies and other 
other association of concerns asse~sable at Total 

persons company rate 

No.of. "'Total Total No.of Total .Total No. of . Total Total 
assess- income tax assess .. income tax assess- income Tax 
mcots assessed (i.e., ments assessed (i.e., ments assessed 

I.T., - I.T., 
S.T., S.T.,-

& & 
S.C.) S.C.) 

Rs. Rs. Rs. Rs, Rs. Rs. 

. ·4,950 2o6 5 2,856 52 21 1;57,619 6,319 157 

7>353 522 20 1,145 84 34 2,ox,x6s 14,166 522 

4,263 651 57 1,598 264 Ill 1,07,542 x6,131 I,4o6 

1,144 407 88 1,336 510 224 28,.j60 9,986 2,278 

345 252 91 893 665 300 6,655 4>763 1,852 

132 178 86 710 998 .p8 2,687 3,670 1,858 

89 457 308 1,395 19>423 8,518 2,268 23,091 10,971 
...... - ~ -------

.x8,276 2,673 655 9.933 21,996 9,636 s,o6,396 78,126 19,044 

(Continued ...... ) 
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APPENDIX Xll--contd. 

IndiYiduals 

No. of 
Grades of total income assessments 

0-5,ooo I,2I~I40 

s,oox-to,ooo 1,86,898 

IO,OOI-25>000 90,185 

2~.:~001-SO,OOO 21,847 

so,oor-x,oo,ooo 4,126 

I,OO,OOI-2,00,000 1,558 

2,00,001 and over 657 

TOTAL 4,26,4II 

Total 
income 
assessed 

Rs. 

4,995 

13,116 

13>433 

7,622 

2,942 

2,089 

. 2,726 

46,923 

1955-56 

Individuals 

No.of Total 
Grade of Total income . · assess- income 

ments assessed 

l.o~.ll. Rs. 

• o--s,ooo:: . 1,2o,o61 5,061 

5,001-10,000 2,o6,089 14,416 

IO,OOI-25,000 98,932 14,564 

25,001-50,000 21,554 7>273 

so,ool-x,oq,ooo ., . 5,920 3,950 

z,oo,oox-2"oq,ooo 1;486 1,982 

z,oo,oox and over 653 2,807 

TOTAL 4.54,695 50,053 

Total 
tax . 

Rs. 

105 

466 

r,oso 

r,647 

1,129 

I,II6 

1,754 

7,297 

Total 
tax 

Rs. 

103 

495 

1,198 

1,587 

r,528 

1,085 

I,944 

7>940 

1§54-55 

• 

Hindu 
Undivided 

families 

No. of Total Total 
assess- income tax 
ments ~ assessed 

Rs. Rs. 

2,373 100 ~ 

15,133 1,243 38 

17,040 2,519 198 

3,583 1,230 :2?52 

616 437 158 

229 314 157 

109 502 295 

39,083 6,345 I,IOO 

Hindu Undivided 
families 

No. of Total Total 
assess-- income tax 
merits 

Rs. Rs. 

2,580 III 2 

15,333 1,251 37 

17,4II 2,587 213 

3a240 I,Q18 232 

779 516 197 

203 278 147 

87 404 276 

39,633 6,225 1104 
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1.954-55 
(Rupees in Lakhs) 

Unregistered firms Companies and other 
& ·other associ a- concerns assessable Total 
dons of persons at_ company rate 

No.of Total Total No. of Total Total No. of Total Total 
assess- income tax assess- income tax assess- income tax 
ments assess- ments assess- menta assess-

ed ed ed 

Rs. Rs. Rs. Rs. Rs. Rs. ,. 5,168 223 5 2,907 5Z Z1 1,31,588 5,371 132 

8,916 631 Z3 1,092 So 3Z 2,12,039 15,070 559 

4,91:1. 740 61 1,431 Z36 97 1,13,568 16,9:1.8 1,435 

1:,220 4Z5 89 1,192 454 195 Z7,84Z 9,731 z,183 

3Z1 Z3Z Sz 8z6' 6z1 Z67 5,889 4,Z3Z 1,635 

135 190 87 668 938 405 z,590 3,530 1,765 

99. 503 3Z5 1,339 17,373 7,662 2,204 21,104 10,038. 

20,771 z,944 67Z 9,455 19,754 8,679 4,95,720 75,966 17,747 

1955-56 
(Rupees in Lakhs) 

Unregistered firms Companies and other 
and other associ a- concerns assessable Total 

tion of persons at company rate 

No. of Total Total No.of Total Total No. of Total Total 
assess- income tax assess- income tax assess- income tax 
ments· assessed ments assessed ments assessed 

& 
Rs Rs. "Rs. Rs. Rs. Rs. 

5,984 259 6 3,339 58 Z4 1,3<,964 5.491 135 

9,990 706' Z7 1,231 91 38 ~,32,643 16,463 596 
/ 

5,345 798 69 1,533 Z55. 107 1,23,221 18,:1.04 1,587 

1,176 398 87 1,165 418 184 27,135 9,168 2,091 

391 271 100 927 658 Z90 8,017 5>396 2,II6 

157 215 IIO 676 941 416 2,522 3,416 1,757 

105 750 502 1,390 16,393 7,187 2,235 20,353 9,910 

23,148 3>397 901 10,261 18,814 8,246 5,27,737 784,90 18,192 

(Continued ... 
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APPENDIX XII-contd. 

1956-57 

U.R.F. and other 
Individuals H.U.Fs. association of persons 

Grade of total 
income No. of Total 

No. of Total Total No. of Total Total assess-- income Total 
assess- income tax assess- income tax ments assessed tax 
ments assessed (i.e. I. ments assessed 

T.S.T. 
& 

S.C.) 

Rs. Rs. Rs. Rs. Rs. Rs. 

o-5,000 1,17,625 ·h769 98 2,345 101 2 6,071 262 T 

S,OOI-10,000 2,36,151 16,386 545 14,215 1,152 34 9,843 697 2S 

IO,OOI-25,000 1,12,965 16,766 1,440 18,381 2,753 232 5,529 832 Ti 

zs,oox-so,ooo 24,154 8,145 1,844 3M I 1,140 256 1,310 445 102: 

so,oox-x,oo,ooo 6,544 -4·359 1,739 839 554 214. 448 314 12:2: 

I,OO,OOI-2,00,000 1,532 2,050 1,179 194 262 146 146 203 107 

z,oo,oox & over 65o 2,708 1,912 77 378 219 III 516 348 

TOTAL -4·99,621 55,183 8,757 39.492 6,340 I,I03 23,458 3,269 791 

1957-58 . 

Individuals Hindu undivided families Unregistered firmil' 
& other a ~ocia ·ion 

of persons 

No. of Total Total No. of Total Total No. of Total 
assess- income tax assess .. income tax assess- income 
ments assessed ments assessed ments assessed 

~ 

Rs. Rs. Rs. . Rs. Rs . 

-s,ooo 1,61,251 6,6:1-4 96 3,192 136 2 9.335 387 

s,oox-xo,ooo 2.-49.485 17,1-42 524 :aS,244 1,934 S3 11,193 78S 

10,001-25,000 1,22,941 18,293 1,538 21,117 3,140 258 5.751 859 

25,001-50,000 27,219 9,175 2,046 3,888 1,291 :aSS 12,65 435 

so,oox-x,oo,ooo . 6,992 -4,6ss 1,868 888 ;88 231 -454 311 

r,oo,oox-z,oq,ooo 1,663 2,223 1,283 195 259 146 183 252 

z,oo,oox and over 621 2,387 1;677 84 .366 254 98 415 

TOTAL . 5,70,172 6o,5o2 9,032 54,6:>8 7>714 1,232 28,279 3.447 ----
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1956-57 (Rupees in Lakhs) 

Registered firms Companies and other Total 
concerns assessable at 

company rates 

No. of Total Total No. of Total Total No. of Total· Total 
assess- income tax assess- income tax assess- income tax 
mdlts assessed ments assessed ments assessed 

Rs. Rs. Rs. Rs. Rs. Rs. 

3,I14 57 24 1,29,155 5,189. 131 

1,207 88 33 2,61,416 18,324 646 

1,668 274 120 1,38,543 .20,625 1,869 

z,xo8 939 5 1,247 449 210 32,26o II,II8 2,416 

3·320 2,250 45 1,105 785 372 12,256 8,262 2>493 

899 1,195 49 861 1,137 543 3.572 4,846 2,024 

224 802 58 1,638 zo,8o3 9.542 21,100 25,207 12,079 

6,551 5,186 157 10,780 23,593 10,849 5.79.902 93.571 21,658 

1957-58 (Rupees in Lakhs) 

Companies and other 
Registered firms concerns assessable at Total 

company rate 

---
Total No. of Total Total No. of Total Total No. of Total Total 
tax assess- income tax assess .. income tax assess- income tax 

ments assessed ments assessed ments assessed 

Rs. Rs. Rs. Rs. Rs. Rs. Rs. 

9 3,101 57 27 1,76,879 7,203 134 

31 1,226 90 43 2,87,148 19,953 651 

78 1,760 .292 143 1,51,569 22,584 z,ox6 

99 2,938 I,]IO 7 1>348 487 246 36,658 12,697 2,687 

II4 4.735 3.194 66 ,I,~16 880 449 14,285 9.631 2,728 

ns 1,305 1,726 70 837 1,180 609 4,183 s,641 2,233 

220 352 1,189 82 1,501 18,984 9.534 2,656 23.343 11,767 

676 9.330 7·419 225 10,989 21,970 11,051 6!73,378 1,01,052 22,216 

Source :All India Statement No. 5 of the AU-India Income-tax Revenue·Statistica. 



APPENDIX-XII 

Statement showing nwnber· of assessm•ms completed, total income assessed and total tax 

Nwnber of assessments 

Classification ~ 

1953-54 1954-55 1955-56 1956-57 1957-58 

I. ForestrY, Mil'ing and 
Quarrying 3,725 3,714 3,958 4,909 4,860 

2. Primary industries and 
processing and manu-· 
facturing of food-· 
stuffs 9,060 9.147 9.355 II,883 . II,491 

3· Processing and manu-
facturing- Textiles· 
and leath•r and pro-
ducts thereof 7,527 8,134 8,537 10.524 10,865 

4. Proce3sing and manu-
factuiing- ·Metals ana 
chamicals and products 
thorf'Of 7.451 7,092 7,768 10,324 II,II3 

s. Ptoc>ssing ancl manu-
facturing--Cement,. 
rubber, paper and 
other mi11eral pro-
nucts 8,909 9,182 IO,IOO 12,626 12,972 

6. Construction ana utili-
ties 8,688 9,681 JI,483 12,304 13,484 

7· Comm ~rce, Transport 
and Communications 1,48,464 1,52,887 1,66,636 1,8.oJ,335 2,45,652 

8. Finance 33,205 32,443 32,418 40,523 40,197 

9· Prcfesslbns 30,223 30,074 33,312 37,169 31,507 .. ______ 
·--· 

TOTAL: 2,57,252 2,62,354 2,83,567 3,24,597 3,82,141 

Source-: All India statement No. 4 of All India Income-tax Revenue StatistiC&. 
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demanded (including surcharge) accoraing to the differeJ; t types of busine's and professional 

income during the years 1953-54 to 1957-58. 

Total income assessed. (In lakhs) Total ta.'i: (Income-tax and 
, (In lakhs) 

Super-tax) 

1953-54 1954-55 1955-56 1956-57 1957-58 1953-54 1954-55 1955-56 1956·57 1957-58 

Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs. 

2,898 1,904 1,791 1,994 1,698 1,336 868 810 820 739 

.. 

3,633 2,984 4,422 4>575 4,323 1,563 1,247 2,091 2,006 1,964 

2,210 2,256 2,143 2,88o 2,391 831 859 790 1,131 913 

1,348. 1,467 1,691 2,121 2,240 343 361 413 528 6os 

18,565_ 19,277 19,899 24.531 29,006 4,082 4,184 4,182 4,708 5,3<r7 

6.396 5,896 5.375 8,on 7.077 2.282 2,031 1,840 2,793 2,498 

2,975 2,798 3,089 3.461 2,889 580 505 586 548 450 

45.526 42,901 45,212 57.474 58,092 14,491 12,899 13,796 17,370 16,779 

411 
410 C.B.R. 



APPENDIX XIV (a) 
' Statemsntshowingtheana/ysiso]assdssmentwork u.ndertksdijferent direct taxes Acts in the various Co11mrissioner'schargcs for the yea; e11din~ 

31·3·1959· 

(a) Assessments under the Income-tax Act, categorywise.• 

Serial No: of cases on General Index Register as on No. of cases for disposal 
No. Charge 31•3•1959· --------

Cat, I Cat, II Cat,III Cat. IV Cat. V Total Cat. I Cat. II Cat. III Cat. IV Cat: V Total 

I, Andhra Pradesh . 3294 9701 15532 9535 20338 58400 5791 13957 ~1549 13090 30049 84436 

2, Assam, Manlpur,& Tripura, • n68 2158 3763 4421 9708 21228 2703 4064 6r5s 6780 13421 33123 

3· Bihar & Orissa 2182 5408 7453 10650 n5o5 37198 3157 6797· 8949" 14184 12654 45741 

4. Bombay Central 321 31 IS 79 84 533 I6IO 98 55 398 459 2620 "" .... 
1>0 

5- Bombay City I n} 11986 17922 22478 43963 38072 134421 19048 25046 32109 66291 56829 199323 

6, 
" 

,, 

1· Bombay North 6517 17010 27112 30166 29120 109925 12648 26237 41152 49829 47457 177323 

8, Bombay South 2504 7078 12301 I086o 25210 57953 4169 10845 18763 17091 396oi 90469 

g, Calcutta Central 620 620 3413 3413 

10, Delhi & Rajasthan 3972 9958 18979 15448 28695 77052 10161 20477 38IOI 29734 56304 I5477S 

n. Kerala & Coimbato1e 2117 3983 6144 . 6707 10514 29465 2903 5166 ·8527 9049 14584 40229 

12, Madhya Pradesh Nagpur & Bhandara 2205 6523 12179 . 13312 14194 48418 4662 11569 20254 20922 22-12.2 79529 
' 

13. Madras SII3 10666 13655 8958 33438 71890 6357· 12304 16581 10819 38752 84813 

14. Mysore .• 2290 6035 9244 1586 15728 44883 3763 8920 14094 17150 23212 67139 

15. Punjab Himachal Pradesh, and 
Jammu & Kashmir 2518 8194 16202 13872. 16o87 S:6873 5173 13521 26642 23517 26445 95298 .. 



t~. Uttar Pradesh ~279 i3o96 22517 
.... • 
15527 27599 83018 6884 ' 19,.62 10331~ 1716o 28567 31003 

I?. West Bengal } 9941 13623 23398 36s86 66852 150400 26o59 32092 52191 78231 137106 32.5679 
J8. Calcuita • -------- -

TOTAL 61087 131401 210975 2.31670 347144 982277 II8501 208253 333689 376787 549998 158722.8 

(Continued . •.. ) 
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APPENDIX XIV (a) 

' Statementshowingtheanalysisoj<Usessmentwork u_nderthsdijJermt iiirect taxes Acts intheuaricus Cot~mrissionor'scharges for the year etuliP18 
31•3·1959• 

(a) Assessments under the Income-tax Act, categorywise.• 

Serial No: of cases on General Index Register as on No. of cases for disposal 
No. Charge 31·3-1959· --------

Cat, I Cat, II Cat,lll Cat. IV Cat. V Total Cat. I Cat. II Cat. III Cat. IV Cat: V Total 

I, Andhra Pradesh 3294 9701 15532 9535 20338 58400 5791 13957 21549 13090 30049 84436 

2, Assam, Manipur, & Tripura, • 1168 2158 3763 4421 9708 21228 2703 4064 6155 6780 13421 33123 

3· Bihar & Orissa 2182 5408 7453 ro650 11505 37198 3157 6797· 8949' 14184 12654 45741 

4· Bombay Central 321 31 18 79 84 533 1610 98 55 398 459 2620 "" .... 
t-:1 

5. Bombay City I u} 11986 17922 22478 43963 38072 134421 19048 25046 32109 66291 56829 199323 

6. " 
,, 

1· Bombay Norlh 6517 17010 27112 30166 29120 109925 12648 26237 '41152 49829 47457 177323 

8, Bombay South 2504 7078 12301 10860 25210 51953 4169" 10845 18763 17091 39601 90469 

9· Calcutta Central 620 620 3413 3413 

10, Delhi & Rajaslhan 3972 9958 18979 15448 28695 77052 10161 20477 38101 29734 56304 15477S 

n. Kerala & Coimbatore 2II7 3983 6144 . 6707 10514 29465 2903 5166 ,8527 9049. 14584 40229 

12. Madhya Pradesh Nagpur & Bhandara 2205 6523 12179. 13312 14194 48418 4662 n569 20254 20922 22122 79529 
\ 

13. Madras 5113 10666 13655 8958 33438 71890 6357' 12304 16581 10819 38752 84813 

14. My sore ·' 2290 6035 9244 1586 15728 44883 3763 8920 14094 17150 23212 67139 

I), Punjab Himachal Pradesh, and 
Jammu&Kashmir . 2518 3194 16202 13872. 16087 5_6873 5173 13521 26642 23517 26445 9SZ98 

" 



1~. Uttar Pradesh . 4279 i3o96 22517 issz7 zts99 B30I$ 6884 1716o ' 28567 197C2 31003 1il331~ 

17, West Bengal } 9941 13623 23398 36586 66852 150400 26o59 32092 52191 78231 137106 325679 
J8, Calcuita . -------

TOTAL 6ro87 131401 210975 231670 347144 982277 II8501 208253 333689 376787 549998 1587228 

(Cootluucd ... • ) 



APPENDIX XIV (a) (Continued ....... ) 

Serial No. of cases pending as on 
No. Charge No. of cases disposed of 31-3-1959 

---- ---- ------
Cat. I Cat. II Cat. III Cat, IV Cat, V Total Cat. I Cat, II Cat. Ill Cat. IV Cat.V Total 

I, Andhia Pradesh . 4465 1:1107 18994 II062 25533 72161 1326 1850 2555 2028 4516 12275 

2. ·Assam, Manipur & Tripura 1380 1987 3217 2873 9020 18477 1323 2077 2938 3907 4401 14646 

3. Bihar & Orissa . 2522 s8u 8000 II834 Il405 39572 635 986 949 2350 1249 6169 

4· Bombay Central 635 48 22 142 197 1044 975 so 33 256 262 1576 . ) 
..... .... 

s. Bombay City I l. ~ 

15446 21096 27481 51902 45402 161327 3602 3950 4628 14389 II427 37996 
6. Bombay City II J 

1· Bombay North 9080 19945 32513 36857 33482 131877 3568 6292 8639 12972 13975 4544~ 

8. Bombay South 3247 8526 14022 10887 22431 59Il3 922 2319 4741 6204 717 31356 

9· Calcutta Central 1341 1341 2072 .. 2072 

10, Delhi & Rajasthan 5354 13194 24488 17728 31727 92491 4807 7283 13613 1:1006 24577 62286. 

II, Kerala & Coimbatore • 2348 4242 7310 7696 Il434 33030 555 924 1217 1353 3150 . 7199 

12, Madhya Pradesh Nagpur & Bhandara ' 2528 7408 13451 n85o 14588 49825 2134 4161 6803 9072 7534 29704 

13. Madras 5392 II075 14984 9762 341I6 75329 965 1229 1597 1057 4636 ~484 

~1· Mysore ~828 ~975 ~0856 ~1968 14899 47526 935 1945 3238 5182 8313 19613 



is. Punjab, Himachal Pradesh • ahd 
8828 1647.i 5$11~ ]atnnlu lk JCash!nir • • • 3171 rs5za 12003 

16, Uttar Pradesh 5447 154211 a6sos 18o40 211043 114464 

17. West Bengal } 14764 187$0 331$0 47974 · Bzs4s 1117783 
18, Calcutta -

TOTAL , 79948 155421 Z5Ill5 262578 38z294 II313S6 

•Assessments under ihe Income-tax Act are .classified into ihe followilli five Qltegories t

Cat. I-Cases with business income over Rs. as,ooo 
Cat, II-Cases with buslne~~s income between Rs. xo,ooo and 25,000 
Cat. III-Cases with business income between Rs. s,ooo and 10.000 
Cat. IV;...Cases with business income upto Rs. 5,000 

Cat. V-All salary, Refund and 'No assessment' c:asP.' 

2002 46113 tixao its14 91173 3113" .. 

1437 1731 2062 1662 1960 88sz 

llZIIS 13342 18441 302:/1 54561 127896 

---------- ----
38SS3 52832 82574 114209 ,16'7'f04 4SS87a 



APPENDIX XIV (b) 

Stalmlentshowing tho analysisofassossment work under thediQerellt direct taxes Acts in the various Comtnissic11crs' cl.argn/lJT tl~< yc01 mditg 31-3-59. 

(6) AssBSs~t~e~tts-umkr Estate Duty, Wealtl• tax,.Expcnditur< au!. Gift: Acts. 

Estate Duty Cases Wealth Tax Cases Expenditure tax Cases Gift tax Cases 

Serial Charge 
No. For Dispos- Balance For Di~os- Balance For Dlssos- Balance For Dispos- Balance 

disposal· ed of · disposal e of disposal e of disposal ed of 

l 2 3 4 s 6 7 8 9 IO II I2 I3 I4 

I, Andhra Pradesh 638 375 263 2,930 2,222 708 3I5 264 SI 2,382 I,S6o 822 

2. Assam, Manipur and Tripura II6 103 I3 695 3I3 382 I74 I48 26 32 26 6 e 
3'· llthar and Orissa 6I9 463 IS6 I,SOI I,I90 3II 234 I69 6s. 86 75 II Cl> 

• 
4· Bombay Central I4 .IO 4 548 3I9 229 I8I 78 I03 2I 20 I 

s. Bombay City-I • 
' } I>425 I,206 219 12>458::II,863 · 595 2,I40 2,032 I08 679 629 so 

6. Bombay City-II 
' 

7· Bombay North · 1,243 992 2SI 7,886 7>009 277 573 523 so 344 333 II 

8. Bombay South " 450 366 84 2,I39 1,732 407 I24 99 25 I35 IOI 34 

Calcutta (Ciintra!) 485 
c 

78 . 9· I7I 3I4 93 IS 5 I ' 
IO, Delhi & Rajasthan s6S 232 336 4>004 I,334 2,6jo 268 64 204 IOI IS 8 I,. Kerala & Coimbatore SI7 . 462 55 1,776 I,446 330 ,Ps 244 I84 423 167 25( 

12. Madhya Pradesh, Nagpur & Bhandara 503 I98 305 2,196 704 1>492 :z6o 52 208 II4 42 72 

1~, Madrao 912 813 ?9 3•132 ~!7?~ .386 s66 ~n 129. 66o 4n 223 .. • .. ' 



... 
Lj. Mysore • . 4S2 3I9 133 2,570 2,037 533 282 II2 170 16;! Ill 52 

IS. Punjab, Himodlal Pradesh a):ld Jainmu · 
& Kashmir . . • • 540 347 ; 193 1,890 I 3 Z2I 669 75 41 34 690 26o 430 

16. Uttar Prade.h . 648 467 I8I ·2,204 1,932 272 225 176 49 223 176 47 

I7o West Bengal } 2,134 I,3II 1,823 10,846 7,631 3,215 1,836 1,314 522 981 822 159 
18. Calcutta . ----

TOTAL 10,7.79 7,664 3,II5 s6,667 44,on 12,59~ 7.774 5,768 2,006 7>039 4>778 2,261 



APPENDIX XV 

Statelllellt show,'llg tlte reve,.~efrom the d,'re~t taxes collected i11 tile various Cotmm'sSJ'ol!crs' charges /or thejieat erult'tlg 3 1-3-59• 

(Figures in thousands) 

Taxes on 
income tn- Estate Duty Wealth Tax Expenditure Gift Tax Total 

S.No. Charge eluding Cor- Tax 
poration tax 

I 2 3 4 5 6 7 8 

I, Andhra Pradesh 53,652 I,097 3.452 r;I90 1,53I 60,922 

2. Assam, Manipur & Tripura 19,778 I98 310 36 24 20,346 

3· Bihar & Orissa 41,003 1,930 2,596 44 105 45,678 .... 
4· Bombay Contra! 27,7I1 238 2,028 23 I39 30,139 !» 

5· Bombay City I } 1,385 2,621 6,87,747 6,46,918 6,238 30,585 
6. Bombay City II 

7· Bombay North 1,26,963 2,143 · 9,056 653 1,453 I,40,.268 

8. Bombay South - 34,I59 590 I,889 207 219 37,06'1 

9· Calcutta Central 1,61,413 4166I 5 1,66,079 

IO. Delhi & Rajasthan 1,o6,995 1,682 3>43I 555 285 i,I2,948 

II. Kerala & Coimbatore 56;349 I1307 2,875 234 404 61,I69 
-

I2, Madhya Pradesh, Nagpur and Bhandara 51,694 617 2,093 474 216 55.094 

I3. Madras • .. 1,35.938 3,217 4,252 16I 779 1,44.347 

14, My sore 52,570 1,590 2,625 633 229 57,647 



15. PL~jab, Himachal Pradesh and Jammu & Kashmir 39,771 317 i,rSS 350 17:!. 41,858 
' r6. Uttar Pradesh 67,073 1,007 2,660 208 388 71,336 

I?. West Bengal } 5,68,183 4,793 23,882 315 1,434 5,98,607 
r8. Calcutta 

India General • ' . 19,300 19,300 --
GRAND TOTAL 2,209>470 27,024 97,583 6,468 10,004 23,50,549 



DIRECT TAXES ADMINISTRATION ENQUIRY 
COMMITTEE 

Memorandum 
of · . 

Dissent, Comments and Recommendations 
by 

SHRI G. P. KAPADIA 

421 



CONTENTS 

Paras Pages; 

Oiapter I Introductory observations, Fundamental 
issues and Integrated Tax StrUcture • I to 42 425-44Sc 

Chapter II 

Chapter III 

Assessment I (Procedures) 43 to 74 449-461 

Assessments II (Special Problems) 75 to II7 462-479 

n8 to 136 48o-495 ,Chapter IV 

ChapterV 

Chapter VI 

QlapterVII 

Olapter VIII 

Olapter IX 

Appeal & Revisions 

Collection & Recovery' 

Refunds 

• 137 to 152 496-503< 

• 153 to 167 504-510 

Evasion and Avoidance 

Administrative Organisation 

Public RelationS 

• 168 to 236 5II-54& 

• 237 to 263 547-557 

. 2.64 to 268 558-56r 

I. Return of Jncom<>--Form A 

2. Return of Incom<>--Form B 

3. Return of In com<>- Form C 

4· Return of Net Wealth 

5. Return of Expenditure. 

APPENDICES• 

6. Taxation of Income of Joint-Stock Companies and Dividend Income 
in the hands of the Shareholders • · . • • • • 

7. MemOrandum of the Indian Merchants' Chamber dated 14th April, 
1959 re: Taxation of Income of Joint Stock Companies and Dvidend 
Income in the hands of Shareholders -proposals contained in the 
Finance Bill, 1959 . . . . • • · • . • 

Appendix 'A' 

Appendix 'B' 

Appendix 'C 

Appendix 'D' 

• Appendix E'. 

Appendix 'F 

Appendix 'G' 

8, A Note on Prof. Kaldor's Estimate of Evasion-(By Centtal Board of 
Revenue) . • • • • • • • • . Appendix 'H' 

9· Progress of Survey Work Appendix 'I' 

[*Appendices not printed) 

423 



DIRECT TAXES ADMINISTRATION ENQUIRY COMMITTEE 

Memorandum of Dissent, Comments and Recommendatlions. 
BY SHRI G. P. KAPADIA; 

CHAPTER I 

Introductory observations, Fundamental iSsues and Integrated Tax 
Structure. 

I have participated in the discussions with my colleagues and we have 
taken numerous unanimous decisions in respect of which I have given my 
full contribution. But, I have fundamental differences over certain matters 
.and the basic approach to be made to the various issues. In respect of some 
issues, my reasons for coming to the same conclusion are different and 
while the majority's approach is of a particular nature, my approach has 
:fleen different. Accordingly, I am submitting this Memorandum embody
ing therein my views regarding the general approach to the matters con
cerned, stating the reasons for wlvi.ch I have come to· the same. conclu
sions as the majority have come to in respect of particular issues, making 
my own recommendations in respect of matters for which the majority 
have thought fit not to make any rerommendation and commenting upon 
issues in respect of which I have dissented. In view of the poslition 
stated above, I have appended my signature to the Report stibject to this. 
sep~rate Memorandum. 

Terms of Reference and the task before the Committee. 
\ . 

/ 

2. At the very first meeting of the Committee which was held on the 
18th of June 1958, I raised the question and sought a clarification as to 
whether the Committee would be competent to make recommendations 
for amendment to the existing acts by necessary legislation. The other 
members of the Committee then opined that the Committee would have 
to work within the terms of reference and it was beyond the scope of 
the Corrimittee to recommend any legislath•e amendments to the. existing 
1ltatutes. The Chairman then agreed with the view of the other members 
that the Committee would have to work within the four corners of the 
pr~nt structure and statutes, though it was free to discuss any matters 
arising out of the terms of .reference and if any provisions in the existing 
tax laws stood in the way of its making recommendations, it would in
formally consult the Government before doing so. As I held the view 
that justice could not be done to the task assigned to the Committee with
out going into the question of fundamentals and without suggesting 
chan.~<es in respect of the various tax laws .relating to direct taxation, the 
Chairman on behalf of the Committee made a reference to the Honoura
ble the Finance Minister, and making a reference to the terms of reference . 
he stated that the first question that came up for consideration in the 



preliminary discussions of the Committee was whether it would be com
petent for the Committee to suggest changes in the_substantive provisions, 
of direct taxation statutes. He stated that it appeared to the Committee 
that the terms of reference did allow such recommendations to be made· 
because without such changes the administrative organisation and pro-· 
cedure necessary for implementing the integrated scheme of direct taxa
tion could not be achieved. He further stated that the Committee would. 
like to be assured that this interpretation was correct. He also referred 
to the question of certain other changes which had been suggested and. 
which changes affected the charging provisions of the existing statutes. 
Such· changes, he added, may not have a direct bearing on the adminis
trative organization or procedure but were, in the opinion of the Com
mitte, essential if tax evasion was to be eliminated or inconvenience tO< -
assessees was to be avoided; further, that the Committee felt that even 
if the terms of reference di~ not cover strictly such recommendations, the 
usefulmss of their report would be considerably reduced if they were 
precluded from making recommendations of this nature. The Chairman 
desired to know whether in the opinion of Government the terms of re
ference were wide enough to cover such recommendations. If Govern-· 
ment felt that they were not, it might kindly be intimated, he added,. 
whether the Government would be willing to enlarge the scope of the 
terms of reference to permit such recommendations to be made. 

3. The Honourable the Finance Minister by his letter dated the 18th 
of October, 1958, expressed the view that the terms of reference did 
permit the Committee to suggest changes in the substantive provisions. 
of direct taxation statutes so far as they related to the administration,. 
organization and machinery necessary for implementing the scheme of 
direct taxes. As regards the other provisions he suggested that the Com-· 
mittee should confine itself to such matters as would have a bearing on 
the problem of tax evasion and of harassment. A wider scope, he added, 
would make the task of the Committee too unwieldy because the Com
mittee had a difficult task before it. 

4. The Committee examined all these issues critically but the majori
ty restricted its attention mostly on items relating to tax evasion. As. 
regards the other issues which had a bearing on the harassment to the
taxpayer and the inconvenience to be caused, for most of the items they 
took the view that this could be achieved by administrative instructions' 
and executive action instead of having amendments to the statutes .. 
Further, in nespect of certain fundamentals, they have comE- to the con
clusion that the same were outside the ambit of the terms of reference. 
Inspite of the nature of the query submitted by the . Committee to the 
Honourable the Finance Minister and the clarification given by the· 
Finance Minister, the majority have taken the view that although the· 
terms of reference to the Committee restrict the Committee to consider
ing only the administrative and procedural aspects of direct taxation 
laws. They have at times gone into the rationale of certain provisions 
which cannot altogether be divorced from their administration. This, in 
their view, was inevitable in certain cases. They have further observed· 
that they have endeavoured to confine themselves to the administrative 
and procedural aspects of these laws as far as possible. 

The above approach is not in conformity with the approach made by 
the Committee themselves ·while seeking clarification from the Honoura
ble· the Finance Minister and in view of the clarification had, a reference
to the restriction of considering only the administrative and proceduraT: 
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aspects is not reconcilable with the approach actually made. I also can
not subscribe to the view that the recommendations are of such a nature 
that the majority have endeavoured to confine themselves to the ad
ministration and procedure of the laws as far as possible irrespectwe of 
the question as to what exactly is meant by the administration and pro
cedures of the laws. 

' . 
A reference to the recommendations would at once show that scores o! 

issues have been discussed, commented upon and ultimately final recom
mendations made in respect of such issu2s which covei: a comprenensive 
amendment of the various direct taxation laws. It shall be my endeavour 
to comment separately on each of the relevant and important issues. 

· 5. My approach'to this basic issue· is that this Committee being con
cerned with the full detail of the actual administration of the various 
direct tax laws is in a· much better position to judge the relevant provi
sions. Such a judgment would be made on a practical basis and would 
not be a consideration of an academic nature. It is only in the actual 
administration of the various laws that the efficacy or otherwise of those 
laws can be gauged and from that point of view any recommendatiaa 
made which would avoid unnecessary harassment and/or inconvenience 
to the taxpayers and also ensure tax evasion to be checked would be a 
recommendation falling fully within the purvtew of the terms of refere
nce of the Committee. It is in ·this light that I have approached the 
matter and therefore differed f'l:O'm the majority oper the fundamental 
issue. ; · 

General comments. 

6. The majority have .recommended a scheme for expeditious asses&
ment of persons in the smaller income group which according to them 
would be made without resO'Tt to detailed &CJ'Utinu and the &cheme wo·uld 
at the same time provide sufficient safeguards against possible abuse of 
the scheme. This' suggestion to my mind is one which has an exterior 
attraction only. In actual practice there would be great handicaps in 
the administration and, on the contrary, it would involve greater incon
venience and harassment to the "small income" class of taxpayers. In 
this connection in my detailed observations which follow I have suggest
ed that the problem can be ~olved by raising the minimum taxable limit 
rather than having a so-called attractive system placed before the Gov
ernment and the public as a sort of a novel and a helpful recommenda-

' tion. I should like to invite attention to my specific and detailed obser
. ~ations in this behalf made hereafter. 

· 7. The majority have also referred to the recommendations relating 
to tax evasion and tax avoidance and have highlighted the fact that they 
have devoted one chapter exclusively to the discussion of 5Jlecial mea
sures for checking tax evasion and avoidance. They have advocated the 
granting of more powers, the stiffening of the penal provisions and the 
institution of intelligence wings, police· squads and other measures. They 
have not given the required consideration to the question whether the 
existing powers are adequate or not and whether a proper use thereof 
has been made. They have also not considered the question from the 
angle as to whether it is want of proper talent in the department or want 
of efficiency or other reasons which may have been responsfble fO'T a 
measure of evasian prevailing in the country. Instead of thinking in 
te~ of making a fuller approach and a forthright o~ to suggest legis
lative changes, to prevent difficult situations arising, the majority have 
4.10 C.B.R. 
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thought in terms of plugging the loopholes. ~ey h.a:ve not ~hou~ht fit 
to accept some of the suggestions made by me w1th a VIew to srmplify the 
tax provisions and their administration and while discuss~g the q~
tion of public relations, they have not acc~pted ~y suggest.Ion that 1t. IS 
the practice of the intention to foster public relations that 1s wanted m
stead of a mere precept being given. My suggestion was to see that the 
taxing statutes, their relevant provisions, and the administration should 
speak loudly for the fostering of public relations. In other words, the 
statutes and the administration thereof should be so shaped and regulat
ed that the honest taxpayer R:ets a full assurance that he would get a 
square deal. 

Integrated Tax Code. 
8. The Committee were not in favour of recommending an integrated 

tax code but the recommendation in the report shows a halting 
approach by a mention being made to the effect that till such time as the 
Department and the taxpaying public gained s~cient experience of the 
working of the existing statutes, the present position may be allowed to 
continue. This recommendation, without a definite statement as to what 
the final goal should be, does not give a positive recommendation. 
Accordingly, I am stating my different view in this behalf. ·The basic 
considerations for the types of direct taxes are quite different and it is 
only the procedural sections in respect of which one could think· in terms 
of a collation. Obviously, therefore, an integrated tax code would ulti
mately mean several chapters affecting the different types of direct taxes 
in one piece of legislation,· there being a common procedural chapter re
lating to all the statutes. If an attempt were made to collate the basic 
provisions relating to different direct tax acts, it would result in a degree 
of confusion and the drafting would leave several lacunae. The idea of 
an integrated tax code appears to have been borrowed from Mr. Nicholas 
Kaldor, a Reader in Economics at the University of Cambridge. He sug
gested a single comprehensive return, a self-checking system of taxation 
and an automatic reporting system and the various new taxes which have 
been introduced since 1957 are the result of the recommendations made 
by him. I 

9 .. The terms of reference indicate the fact that the integration of the 
direct taxation has been completed but the Committee put a specific 
question, i.e., Question No. 103 as under:- , . 

"Do you consider the present structure of direct taxation to be 
completely integrated? If not, what changes do you suggest 
to make it more effective in checking tax evasion and, at the ~ 
same time, minimising the hardship that may .be caused to · 
tax payers?" . · 

Mere imposition of additional taxes cannot and does not bring in in
tegration and it is a question whether the imposition of other direct taxes 
by itself would enable Governn1ent to tackle the question of. evasion. 
Persons who want to evade taxes would evade all the taxes together and 
a mere imposition of a Wealth-tax or an Expenditure-tax or a Capital 
~ains tax would not give that measure of protection to the State which 
1s essential. [• • • .............................. : .............................. . 
. . . . . . . . . . ] Thus, while additionaL direct tax taws may provide extra 
revenue for the State, it would not be correct to say that they are a pan; 
of the integral whole to combat evasion. 

• • Vide Para 2 of letter dated 30th Nov. 1959 from the Chairman of tlle 
Committee printed at the beginning of this report. 



It was but essential that the Committee should have given due con
sideration to this matter and given their positive finding. In the finalis
ed chapter the majority have now observed that they do not consider 
that the Committee was called upon to express an opinion on the parti
cular aspect of the matter as to whether the tax structure was a com
pletely integrated one or whether it was not. _In my view it is very 
essential to make a definite comment on this very important matter and 
I am stating my positive views in the matter in the succeeding paragraphs. 

10. The various statutes owe their existence to the desire of the State 
to have more revenue and to implement the suggestions of Mr. Kaldor 
who made his various recommendations in "Indian Tax Reform-Report 
of a Survey", issued by the Department of Economic Affairs, Ministry of 
Finance; Government of India. · It is pertinent to observe in this con
nection that some of these borrowed ideas lacked a basic foundation. At 
the time the relevant bills were introduced, it was mentioned that Wealth-

• tax was being levied on domestic companies in West Germany, Norway, 
Switzerland, Finland and Italy. It was further stated that there was a 
tax on wealth of individual companies in all the States in the United 
States of America, the rates some times going as ·much as 2 per cent. 
The respective rates as mentioned were, Germany t per cent, Norway 
0 · 6 per cent, Switzerland t per cent, Finland i per cent Italy 
! per cent. · 

. A perusal of the respective. rate structures of the countries reveals a 
different position. _ · 

Switzerland-Flat- property tax of 0.075 per cent on the amount of 
capital and reserves as a Fedral levy plus additional can
tenement tax on capital and reserves varying from 0.05 per 
cent to 0.2 per cent. 

Finland-There is no tax on investment capital but there is a real 
estate tax varying from 0•1 per cent to 1 per cent. 

Norway-State Capital Tax on the net wealth, the rate varying 
from 0.2 per cent for domestic companies to 0.75 per cent for 
companies domiciled abroad. · 

Swede'llr-Tax payable on the net amount of capital owned except 
- furniture and articles of domestic equipment used in the 

home, the rates graduating from O· 5 _per cent to 1.8 per cent, 
the highest rate obtaining·_ for a net worth of about 
Hs. 9,50,000, there be~g a stipulation to the effect that in 
case the total assessed income from all sources is less than 
3! per cent of the capital assets then the capital assets tax 1S 
not levied on the part of the assets which is over 30 time~~ 
the total assessed income from all sources. 

It would appear from the above analysis that the basic data relied 
upon for the new levies was defective. Moreover, the property taxes 
were confused with taxes on wealth of companies or individuals. It is 
also pertinent to mention that wealth-tax in respect of individuals obtains 
only in Holland and Sweden. 

11. Great reliance is placed on the information given to us by "experts" 
but a fuller checkup enables one to get the correct picture. Mr. Kaldor 

· when he appeared before the Committee made a mention of the fact that 
the Gift Tax rates in India were low. When a question was put to him 
about the effective rates of Australia, Canada and the U.S.A., he asked 
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_whether the factor of the integration for tax purposes. of the gifts _made 
_in successive y~ars was taken into account. Even takmg mto co?slde_ra
uon this factor a comparison would show that our rates are qlllte h1gh 
as compared to' the effective rate.s of all these ~ountries. In anothe~ con
text while discussing the question of penalties and fines, Mr .. l ... aldor 
oos~rved that the American law allowed a fine 10 to 12 times the amount 
ot tax not JUSt one or two times. When he was questioned as tv whether 
I.e wo~ld like to check up the provisions of the Internal Revenue Code of 
.IUilerica he said he had not checked up the position recently and that 
his kno~ledge came from many years ago when · he discussed those 

. matters m the Tax Commissio)l when the figure of 10 to 12 times was 
roent oned but he could not say whether the figure of 10 to 12 times came 
under the head of monetary penalty or some other penalty. It is perti

.nent to note that the Royal Commission's final report was presented to 
the Par~iament ifi June, 1955, the report having been submitted on the 
20th of May, 1955. Wheri the provisions of the Internal Revenue Code, 
trom Chapter 58-Section 6671 and 6675 as also the provisions of Chapter! 
75, Section 7201 onwards were quoted, Mr. Kaldor stated that the law may 
have been changed. The correct position is that at no period of time tne 
penal amounts of 10 to 12 times have obtained in the United States of 
America. 

. 12. It would be apparent from the above analysis that the attentwn 
that should be bestowed on these. matters is not being bestowed. In making 
an approach to such matters of vital impor,tance, a full check-up as to tne 
oasic data is absolut;_ly essential. . . . · · 

13. The majority have also considered the question of the frequency m 
amendments of the various statutes and have opined that the changes 
maae grew from the desire to render maximum possible justice or rectny 
the lacunae that have come to light. My analysis, however, shows tnat 
the~e changes have. been made with different objectives, viz., to raiSe more 
revenues, to reduce inequalities and to plug in the loopholes. They ~ave 
further opined that the present integrated tax structure should, be left 
undisturbed for some period of time and given a fair trial. I wish they 
had also considered the question from the angle whether the different 
statutes ensure the maximum possible justice and whether there are any 
measures which require a modification or elimination. 

14. Another suggestion which the Committee have made is that the 
changes in the direct tax laws should be effected by presenting the amend
ment bills which gained consideration by the joint select committees of 
both the Houses of Parliament and therefore provide opportunities foi 
the taxpayer§' to make -their representation and also enable a full and a 
detailed discussion in both the· Houses of Parliament. In this connection 
I should like to point out that this suggestion has been made taking Into 
cons1deration the fact that the tendency to make changes of a vital charac
ter in the direct tax statutes through Finance Bills is not healthy. Sucn 
a procedure results in practically no time or very little time being gtven 
to the taxpayers even to cursorily study the implications of the changes, 
let alone the question of making their detailed observations. Organized 
chambers of commerce in the country have endeavoured inspite of the9e 
great handicaps to submit their considered suggestions but these sugges
tions have not received that attention which the respective matters should 
for want of time and because of this peculiar procedure being adopted. It 
is in the fitness of things, therefore, that vital changes should be made onlY 
through amending bills for the various direct tax acts and not tnrougn 
finance bills. · ' . · 
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_ 15. An additionai suggestion which I should like to make in this con-
nection is that the papers relating to such vital matters should be circulated · 
to the chambers of commerce in good time and copies should beofreely 
available ~mmediate_ly after these bills are introduced because, at pre
sent, constderable ttme elapses between t!JJ.e date of the introduction of 
the bills, their publication in the gazette' and their availability to the 
members of the public. It is but appropriate that the pub:ic should have 
the fullest opp:>rtunity of giving their comments and the time allowed 
should be sufficient for a proper consideration to be made. 

16. The majority have made one more 'suggestion with regard to the 
:rates of tax and have opined that frequent changes should not be made 
in the rate structure which must be incorporated in the statutes. They 
have further stated that while the basic rates should be kept unchanged, 
the budgetary needs of the State may be secured through levying sur
to;:harges. This suggestion assumes the- fact that there is no scope for any 
consideration for the reduction of the rates and eve~ marginal adjustments 
by way of reduction would thus stand ruled out on the implementation of 
the recommendation of the majority. On a proper examination I am not 
inclined to accept this majority _view. The rates should stand regulated 
by the Finance Act so that _the possibility of a reduction in the rates in not 
ruled out particularly for income taxation, i.e., for .income-tax and supel·-
tax. ' - i ' · 

Expenditure Tax Act. 

17. One of the acts, viz., the Expenditure Tax Act, has been imposed -
in this country without any parallel in the whole world. The estimated · 
yield was expected at Rs. 10 to 15 crores by Mr. Kaldor .. The estimate 
made in respect hereof for the 1958-59 budget was Rs. 3 crores which was 
revised to only Rs. 1 crore at the time of the presentation of the 1959-60 
budget and according to the figure now made available, the amount is 
only Rs. 65 lakhs. A major portion of this amount, approximating to -
about Rs. 56 lakhs (as per the rough figure indicated during discussions) 
would come from the then Native State Princes so that the collection 
from the other citizens would be just about Rs. 9 lakhs. There is thus no 
revenue aspect in this Levy 1p1d the question of the measure being in any 
way helpful in checking evasion is answered by .the fact that even other
wise in such types of cases the Department is bound to and does make 
detailed inquires as to the amount of personal expenditure ahd additions 
ire made in appropriate cases for the amounts which may haV'e been 
spent but not reflected in the books of account or not drawn from dis
closed· sources. It is ·thus a measure which has no advantage, is a con
tradiction to the principles of income taxation and is a measure which 
"Creates a lot of unnecessary amount of work load for the department and 
fruitless spending of energy on behalf of the respective taxpayers. Mr. 
Kaldor's own conclusion is that a personal expend'ture tax would un
doubtedly be a more complicated tax to administer than the present type 
of income-tax; it would make greater demands on the taxpayer in the 
preparatiQn of the return as well as on the revenue officials in checking it, 
that it may never assume the role of present income-tax as a tax embrac
ing 2/3 if not 3/4 ·of the whole working populat'on of the country but 
subject to these limitations he found noth'n!! . in the b<~sic conception 
which would present inseparable problems from the admin'strative point 
of view or which would necessitate a departur<" frnm the hiqh st1>ndard 
of tax administration customary in Britain. He further opined that it 
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would be impossible to think of .replacing the present system with an 
expenditure tax syst~m at <?n~ str~ke-th~t there was well o_ver a hundr
ed years experience m admJ?lstermg the ~come-tax law whp.e there was 
no such experience con~e~g ~he exp~ditur!l ta:c and until some pra~
tical experience was gamed m rts admm1strat10n rt was not really possi
ble to foretell with any confidence how difficult its administration would 
prove in practice. And he made a further suggestion that assuming that 
the superiority of the expenditure tax over the income-tax from the point 
of view of equity, incentives and economic sufficiency is as great as was 
claimed by him, the only practical line of advance was to make a cautious 
beginning by introducing an expenditure tax side by side with the existing 
income-tax so framed as to apply to a limited number of taxpayers only in 
the top brackets. In spite of these qualified observations and the cautious. 
approach suggested, this novel mea.o:;ure found place in-the Indian statute 
book. Experience has shown that it does not gain a substantial amount 
of revenue, it causes great inconvenience to the respective taxpayers and, 
that it is a measure which causes administrative diffiulties to an extent. 

18. There are some other aspects of this tax on which I should like to 
focus attention. It is a question whether one can measure with a degree 
of accuracy the saving which an assessee may have and unless the fullest 
delving into the personal affairs of the taxpayers were to be made, and 
information to a degree collected, it would not - be possible to gauge _ 
matters correctly. Such a tax introduces a most undesirable factor that 
to avoid the tax the respective taxpayers would be more inclined to resort 
to cash transactions and cash hoarding would get aggravated with all its 
implications and impact on the economy of the country as also on the 
general morale of the taxpayer. And further resort to cash transactions 
would be an added load to tax evasion. It would be difficult to make a 
distinction between durable consumer goods and those which are not and 
therefore the amount of taxable expenditure and the saving would be 
matters which would get further confused as a result of want of such an 
interpretation. · I 

19. Mr. Kaldor, while he gave evidence. before the Committee stated 
that the main defect in the Expenditure Tax Act of India was the link 
with the income limit which was wrong iri principle and made -the tax 
impossible to administer in practice. He was further of the view that 
there was an excessive list of exemptions. He saw no justification in 
equity why a- tax levied on expenditure should be given a wider range of 
exemptions; At the same time he opined that one could not introducE> 
measures which the "customers" of government, i.e., the taxpayers, wouk 
resist too strongly, and therefore they must get their co-operation. He 
himself had, therefore; recommended a number of exemptions even though 
he felt strongly about the exemptions of the kind where items of personal 
consumption expenditure were exempted. He further opined that pur
chase of gold and jewellery was an investment and therefore its exemp
tion w:as not wrong. The value in such cases was not _destroyed by con
sumption. He further observed that restrictions of exemptions must be 
done away with in a gradual manner and things should be tightened later. 
When. he was asked a question as to whether such taxpayers wou,ld be 
spendmg monies out of savings or out of capital, Mr. Kaldor gave only 
a general reply that people in upper ranges of income spent much more 
and in reply to a question whether such amounts would not be spent out 
of monies outside the books, Mr. Kaldor stated that it was a question of 
one's judgment and during further discussions he referred to the facli 
that the Congress Party and Government were very much alive to the 
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problem of economic inequality in a poor country and there was a serious 
move ahead, although nobody quite knew as to how to give proper effect 
to the proposals of putting a ceiling, or say, nobody should have more 
than Rs. 30,000 or whatever it was. Incidentally, he said this was the 
basic exemption limit for expenditure-tax. In tliis context he further 
observed that he did not believe that such a proposal could 'r:[f. effectively 
adopted in a country like India and it could not be adopted. FOT exam
ple, it would be meaningless if they would resort to some arbitrary divi
sion of income and if ever a serious effect was made to adopt it by making 
a ceiling not only on income but on· making some attempt to limit every-

. body's expenses to some extent which should be an essential condition 
for taxation. It was therefo:re that he suggested the imposition of an 
expenditure tax because, by so doing, they could attain the main social . 
objective which had an eglitarian purpose and this was the "new" ex
planation that Mr. Kaldor gave to the Committee. Arid in further clari-

• fication of the question about monies being spent out of unaccounted re
sources and the matter was one which· was related to the tackling of the 
question of evasion and the roping in of unaccounted monies for taxation, 
Mr. Kaldor pertinently observed that if this was really done; the objec
tions which were now raised that these taxes destroyed incentives and 
destroyed the funds out of which capital formation arose could have some 
substance and sO- far as the Expenditure-tax was concerned, the State 
could restrict the spending of wealth without impairing the desirability 
to save and accumulate wealth or without reducing the socially desirable 
incentives of saving money and thus he reasoned out the progressive tax 
l;leyond a point on an expenditure basis rather than on income basis. 

20. Incidentally I should like to make a mention of the fact that the 
majority, while recommending the so-called . attractive small income 
group assessment scheme have recommended that wealth statements 
should be called for in all cases which are not liable to wealth-tax once 
in every. four years and for that purpose they have suggested a form 
which would have to be filed by every income-tax payer, whether his 
t~able income including the taxpayers falling within the purview of this 
new scheme. This wealth-tax statement includes also information 
relating to the expenditure of the assessee and the expenditure tax shadow 
has thus been extended even to the smallest taxpayer. I shall discuss in 
greater detail the implications of this new scheme and it shall be my 
.endeavour to point out that there is no need at all to have a scheme because 
the majority could not think in terms of making it obligatory by statute 
~nd having made it volun:tary, the question of opting out of the scheme 
arises because, for all assessees the statutory provisions would be identi
cal and even without a scheme if the Department so thought fit, it could 
accept the returns for a number of years in appropriate cases. It is there
fore a misnomer to call the procedure suggested as a new scheme even. 
I shall also endeavour to point out in greater detail under the appropriate 
head the drawbacks. and shortcomings of the so-called scheme which 
would create greater harassment and more inconvenience to this small 
class of ti;U'Payers. I I 

21. The above analysis would show that there is no justification jOT 
the retention of this tax measure on the statute book. I would therefOTe 
strongly urge the abolition of the Expenditure Tax Act, which has no 

·utility value and which is unnecessarily frittering away the time of the 
assessing ojjicers without commensurate advantage. 
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' Raising of Minimum Taxable Limit. 
22. In connection with the so-called new scheme for small-income 

group I should like to make a positive s'ltggestion that the min,mum 
taxabie limit should be raised. The majority have come t.o the conclus
sion that such a suggestion wou'd be outside the terms of reference of 
the Committee. or the scope of its work but I respectfully disagree with 
this view. At present the time and trouble involved in handling the 
small cases is out of all proportion to the revenue raised and that is the 
very reason why· the majonty have thought in terms of suggesting the 
so-called small income group assessment scheme. They have therefore 
conceded the position that administratively the lowering of the limit or 
the income categories in the lowest base cause so much amount of work 
for the department and from the point of view of administrative efficiency 
and utilisation of the departmental personne' for giving more attention 
to income groups of the higher categories, a recommendation to raise the 
minimum taxable limit would be one which would definitely come with
in the scope of the terms of reference of the task before the Committee. 

23. The limit was lowered at the time the 1957-58 budget proposals 
were considered and implemented. Following is the extract from the 
speech o.f the then Finance Minister:-

"! propose also· to widen the present income-tax base by reducing 
the taxable minimum from Rs. 4,200 to Rs. 3,000. The m'ni
mum limit had been raised over the past few years -mainly. 
for administraiive reasons. An income of Rs. 4,200, modest 
though it is in absolute terms, is quite a larl1)e mu'tiple of tho. 
average level of income in the country. . It is reasonable to 
expect that those with an income of over Rs. 3,000 should 
also" make their contribution, however, small. to the Public 
Exchequer, and should come within the range of direct taxa
tion. As development proceeds, there will, I expect, be a 
large and progressive increase in the number of incomes 
within this range and I think it is essential, if the Exchequer 
is to benefit .proportionate'y from the expansioJl of incomes 
consequent on development, that these incomes are brought 
within the income-tax range. I therefore, propoEe to place 
the exemption limit now at Rs. 3,000 for individuals and 
Rs. 6,000 for Hindu Und'vided Familioes. I propose, however, 
to couple this with an increased allowance for marrieq peo
ple. The extra tax-free slab of Rs. 1,000 which at present 
applies to married people will now be raised to Rs. 2,000. 1 
The wider coverage of income-tax consequent on this set of 
proposals will bring in about Rs. 5 crores this year." 

It would appear that the Honourable Minister expected a revenue of 
Rs. 5 crores as a result of the lowering of this limit but the actual result 
was a recovery of less than on!'! crore of rupees. 

24. I should also like to focus attention on the ohservations made by 
Shri M. Ananthasayanam Aiyangar when the Finance Bill for 1950 was 
being discussed in Parliament, In discussing the question of raising of 
the minimum taxable limit he said: _ . 

"Likewise we have increased the exemption limit of the undivided 
Hindu Family to Rs.· 7,200, pn the basis that an undivided 
Hindu family consists of at least two individuals. There are 
of course many persons who feel that with respect to indivi
duals the exemption limit could have been. raised to Rs. 4,000 
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or 5,000. Even by our ~aving fixed it at Rs. 3,600, nearly a 
~akh of persons have benefited_ by th~concessions. On this 
Item alo~e the Exchequer will lose " nearly Rs. 50 lakhs. 
Though It may be argued that we have a surplus.budget, 
we have to be prepared for any eventuality on accbunt of 
the unfortunate happenings in the East. Therefore, we have 
to be careful and ought not to fritter away what little sur
~lus we have b~en able to accumulate or what little surplus 
Is expected durmg the course of the year. But a relief to 
the ID:idd1e c~as?es was absolutely necessary. During ~he war , 
the _richer sectwn _of _the population ·flourished. The poorer 
section of the population hke factory and railway labour also 

. stood to gain, because iheir wages went up three or four 
times. While in the case of labolll' all the members of the 
fami~y work, in the mid<l:le class families there is only one 
earrung member. The middle class is the backbone of the 
country; it is the most vociferous section that constitutes 
public opinion; the major part of the services . both in the 
Centre as well as in the provinces is drawn from that sec
tion of the community. For all these reasons their faithful
ness and contentment is of the utmost importance for the 
welfare of the country. I am therefore thankful to the Hon. 
the Finance Minister for having consented to this relief to 
the middle classes." · 

25. There is yet another aspect ·of the matter which requires to be 
considered. The amount of tax payable individually by the lowest cate
gory taxpayer is.negligible and the taxpayer is mostly ignorant. Numer
ous. complaints about the harassment at the hands of Inspectors have 
been voiced and representatives from chambers of commerce at smaller 
places have brought this aspect to the notice of bigger and organised 
chambers of commerce and I have had a personal indication ef these diffi
culties as a result of my association with the organized chambers of com
merce and industry. The lowering of the taxable limit may have tinge 
of appeal about the smallest taxpayer participating in the Plan effort but 
the fact remains that most of the assessees in this class are illiterate and 
with the small income and resources at their beck and call, they are in 
a position of disadvantage and it is but fair that the State _gives them full 
protection and does not expose them to unnecessary and undue harass
-ment at the hands of the inspectorate class as also others. The advantage 
that would flow from the elimination of the lowest base of the taxpayer 
would be so great that it would compensate the State a number of times 
the revenue sacrificed. It would also provide the necessary protection 
for ·the lowest category taxpayer. I would therefore strongly urge that. 
with a view to strengthen the administrative set up of the Department 
and with a view to introduce the element of efficiency which is so essen
tial, this step of raising the taxable limit should be taken and the limit 
should be raised to Rs. 5,000 for Individuals and Rs. 10,000 for H.U.F. or 
at least Rs. 4,200 for Individuals and Rs. 8,400 for H.U.F. 

Simplification of the Statutes. 

26. The majority have disposed of this very important matter in a 
short paragraph. They have opined th~t- if the changes in the statute are 
reduced to the barest minimum and the provisions are arranged more 
logically and expressed in a cle~r language, much of the existing ambigui· 
ty would disappear. They- further observe that the Law Commission 
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requirements. t 

27. I wish that the majority had given due weight to the observations 
contained in paragraph 1080 of the U. K. Royal Commission's Report 
which was, fully discussed by the Committee. 

I reproduce the relevant portion below for a ready reference. 
' . 

"The Law' of income-tax is not singular in that respect. Though 
it may represent a rather extreme instance of a modern 
malady. In any case, if the layman is to know where he 
stands he will have to take a satisfactory explanatory mate
rial from the department, not on his personal study of legal 
provisions. What we have in mind goes wider thoo this; it 
is that the sections themselves as well as the forms in which 
they are expressed are difficult and complicated; and the 
difficulty of grasping them is added to by the very great 
volume of the government material. In those circumstances 
it seems an obvious duty to urge that an effort should be 
made to produce some greater simplicity, atleast of structure 
and e:X:pression." i 

I should also like to place the correct position so far as the Report of 
the Law Commission is concerned. No doubt, the Law Commission have 
made an effort to express the various provisions in greater detail but in 
doing so the compass of the legislative provisions has expanded. More
over, the Law Commission have not considered the question of simplicity 
from a fundamental aspect and their work was restricted to the re-writing 
and redrafting of the various provisions and .indicating certain changes in · 
respect of particular provisions. A reference to the introduction to the 
report of the Law Commission of India (Twelfth Report) on Income-tax 
Act, 1922 indicates the position in this behalf under paragraphs 5 to 11. 
This portion is reproduced below for. a ready reference:-

5. As the first step in the simplification of the Act, we have made 
a fairly logical· rearrangement and re-grouping of the sec~ 
tions of the Income-tax Act. Each chapter deals with a 
particular topic. I 1 

6. The next step was simplification of the language of the Act. This 
was done by splitting up the present sections, which run into 
several pages, into independent sections. Wherever possi
ble, provisos were removed and were converted into inde
pendent provisions of the Act. 

7. As our terms of reference implied the restriction that the tax 
structure should not be altered, no major change affecting 
the substance of the taw has been made in the substantive 
provisions. 

8. We, however, felt that a few minor changes in the substantive 
parts and a few major chariges in the present procedural pro
visions would make for simplification. These changes have 

- been made and will be indicated in the appropriate places. 

9. We would like ;to say at the outset that there can be no real 
simplification of the Income-tax law without a simplification 
of the tax structure. As this was beyond the purview of our 
work, our task of simplification has been greatly hampered. 
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10. We have examined the Income-tax Acts of other countries to 
study the scheme of arrangement of the sections and the 
manner in which analogous provisions have been drafted in 
those ~cts. We have derived considerable help from them. 
We W1.Sh the Indian Legislature would simplify the tax 
structure of this country on the lines adopted by some other 
progressive countries. 

11. We may also add that in framing our proposals we have not· 
been unmindful of the recent taxing statutes enacted in India, 
such as the Estate Duty Act, the wealth Tax Act, the Expendi
ture Tax Act and the Gift Tax Act. We have examined these 
statutes, and where we thought desirable, drawn upon the 
provisions of these statutes in framing our proposals." 

It will appear from the above extracts that according to the Law 
Commission no real simplification of the Income-tax Law is possible 
without a simplification of the tax structure and this task was beyond the 
purview of their work and! they further state that· their task of simplifi· 
cation was therefore greatly hampered. · 

·The present structure of the Income tax Law has been the result of a 
haphazard growth and the confusion created can best be described by the 
following observations made by the Law Commission in their study report 
in the 2nd paragraph of the introduction:-

"The hopeless confusion into which the Income-tax law has fallen 
is mainly due to precipitate and continuous tinkering with 
the Act by the legislature. The amendments to the Income
tax Act have been so short-sighted and so short-lived as to 
rob the law of that modicum of stability which is essential 
to its healthy growth. Before the provisions of the Act can 
be sufficiently clarified by the judicial process, new provi
sions are substituted in their place. In legislation as in other 
fields of human activity, it is well to bear in mind the dictum 
of Bacon. 'Tarry a little, so that we may make an end the 

. sooner'. Stability is most essential to the proper administra
tion of a taxing statute, and if the tax structure of this 
country is to ·be put on a sound footing, it is essential that a 
halt should be·called to the making of ill-digested amendments 
in a frenzy of hurry which has characterised the history of 
income-tax law of the last few years." . 

The Law Commission further observe that the Government had asked 
them to revise the Income-tax Act so as to make its provisions more 
intelligible without affecting its basic tax structure but the question of 
simplification so far as the tax structure is concerned and as it relates to 
the checking of tax evasion and the question of avoiding harassment and 
inconvenience to the tax payer is within the purview of the work of this 
Committee. 

· I am of the view thai, the material which the Committee gathered 
l!nd the advantage it has in having the background of the recommenda

. tions of the Income-tax Investigation Commission, the Taxation Enquiry 
Commission the U.K. Royal Commission and the Law Commission' it 
should be i~ a position to '17!-ake positive rec?mmendations w?tich. ca;v 
ensure simplicity to the mCIX!.mum degree posmble. To do th1.S, tt tS 
essential that the factors which aJre an impediment towards a simple 
presentation of the statutes and their interpretation are looked into 



438 

critically. I indicate some of these fundamental issues in the comments 
which follow:-

Vefinition of 'Income'. 

2!!. The majority have disposed of this important question in a short 
paragraph and the observation which they have made is that they are in 
complete agreement with the views expressed by the Taxation Enquiry 
Commission that perhaps more harm than good. might result from the 
taxation act with a rigid definition of income. The additional observation 
made by them is that apart from the difficulties involved in attempting 
an exhaustive definition of income, such a definition would be subject to 
frequent legislative changes consequent on the emergence of new situations 
not envisaged in that definition. I am not satj.sfied with this casual 
approach to this important matter. The purpose of defining income with 
some preciseness is not to make the definition of income a rigid one but 
the intention is to make it an inclusive definition. By doing so, the 
posmon would stand clarified to a degree and it would be possible even 
for a layman to find out whether a particular item of income is or is not 
taxable · The definition should state that it would include • particula'l' 
ttems with a stipulation that the enumeration of such items need not 
necessarily restrict the general concept of income. The Act should also 
.state the items which are not income for the purposes of assessment. 
By doing this, two purposes would be achieved-(1) that there would be. 
no loopholes left and therefore the question of the taxpayer taking undue 
advantage and litigating over particular issues would be minimised, and 
(2) the taxpayer would be able to understand his position very precisely 
without having any need to go in for expert guidance. In fact, even the 
Law Commission have made a limited attempt in respect of this matter. 

r , . 

It has been assumed that most of the countries iri the world have not 
attempted a definition of income. The majority have referred to the 
-observations made by the U.K. Royal Commission at page 7 of their re
port under paragraph 27 but .they have significantly refrained from 
stating the observations contained in the paragraph immediately follow
ing, viz., paragraph 28. The observations made in that paragraph are 
Ieproduced below for a ready reference:-· 

"28. The tax code contains no general definition of income. It is 
often said that it is"impracticable or undesirable that it should. 
We do not feel it necessary to subscribe to either of those 
epithets. The codes of other countries have achieved the 
work of definition without any known ill-effects. What seems 
to us more important is that .no real advantage could possibly 
result from the introduction of a general definition that had 
to cover so multifarious a subject as taxable income. If it 
were expressed in very general terms the work of deciding 
how to apply it to particular instances would have to be done 
by deductions drawn from other parts of the code's frame
work or with the help of general principles imported from 
without. To a large extent the United Kingdom system 
itself has proceeded by this method of interpretation. On 
the other hand, the more particular the definition, the more 
it tends to become a mere list of different classes of receipt, 
and the anxiety not be exClude some class by inadvertence or 
omission leads to the addition of a comprehensive "sweeping 
up" clause at the end which, in effect, raises over again the 
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problem of interpreting the general phrase in the light of a 
particular instance. The United Kingdom code has in fact 
established the limits of what it will regard as taxable income 

· by formulatin~ a list of different classes of income, grouped 
under five Schedules; and the interpretation of the wording 
and signific;mce of these lists has been the subject of copwus 
decisions of the Courts of law during the course of some 
three generations. . Their interpretation has been governed by 
the principles, in itself unexceptionable, that income tax is a 
tax on income. We have not looked to refine upon this prin
ciple by producing a. more precise definition. What we have 
looked for in the course of our review is to see whether the 
rules that determine the existing classifications and their 
application to all the varied fo;rms of possible receipt fall short 
of or exceed a true conception of income for the purposes of 
a widely distributed annual tax." 

It would appear from the above quotation that the U.K. Royal Com
mission did not necessarily subscribe to either of the epithets, viz., that 
the tax code contains no general definition of income or that it is often 
said that it is impracticable or undesirable that it shguld. The Commission 
further observe, that the codes of other countries have achieved the work 
of definition without any known ill-effects. • . 

29. It would be pertinent to state the dictionary meaning of income. 

'INCOME'. 

"that which comes in as the periodical produce of one's work, busi
ness, lands or investments (commonly expressed in terms of 
money); annual or periodical receipts accruing to a p~rson or 
corporation; revenue". 

(Shorter Oxford English Dictionary). 

"that gain which proceeds from labour, business, property, or capital 
of any kind, as the produce of a farm, the rent of houses, the 
proceeds of professional business, the profits of commerce or of 
occupation, or the interest of money or stock in funds, etc.; 
revenue; receipts; salary; especially, the annual receipts of a 
private person, or a corporation, from property; as, a large 
Income. 

(Webster's International Dictionary). 
. ' 

· These meanings indica~ the general features of common types of in
come and although they do not provide for the exclusion of the nature 
of unusual receipts, the items mentioned are quite important for an in
clusive definition. 

30. The view of the Privy Council as to the meaning of the word 'income• 
lJ.as been expressed as under:-

"Their Lordships are of opinion that there is no ground for cutting 
down the plain and ordinary meaning of · the word 
'income'. In their view the expression was intended to in
clude and does include, all gains and profits derived from 
perso~al exertions, whether such gains and profits are fixed 
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or fluctuating, certain or precarious, whatever may be the 
principle or basis of calculation". 

The Privy Council while giving this description made no reference to 
returns from invested capital. 

31. The evolution of the concept of Taxable Income under the Canadian 
Law can be gauged from the relevant provisions of the old Canadian 
Income War Tax Act. 

"TAXABLE INCOME DEFINED-

For the purposes of this Act, "income" means the annual net profit 
<>r gain or gratuity, whether ascertained and capable of computation as 
being Wages, Salary, or other fixed amount, or unascertained as being 
fees or emoluments, or as being profits from a trade or commercial or 
financial or other business or calling, directly or indirectly received by 
a person from any office or employment, or from any profession or calling, 
or from any trade, manufacture or business, as the case may be whether 
derived from sources within Canada or elsewhere; and shall include the 
interest, dividends or profits directly or indirectly received from money 
at interest upon any security or without security, or from stocks, or from 
any other investment, and, whether such gains or profits are divided or 
distributed or not, and also the annual profit or gain from any other 
source including: 

(a) the income from but not the value of property acquired by gift, 
bequest, devise or desc_t:!nt; · 

(b) annuities received under a contract (other than payments des
cribed in paragraph (c) of this sub-section) except a portion 
of each amount received thereunder that bears the same 
relation to the whole amount as the amount that the annuit
ant could, under the contract, have chosen to receive in lieu 
of the annuity or, if no such choice is provided by the con
tract, the present value (computed in such manner as the 
Minister may by regulation prescribe) of the annuity at the 
time of commencement thereof, bears to the aggregate (com
puted in the case of an annuity for life on the assumption 
that the annuitant will live during the period of his normal 
expectation of life calculated in accordance with mortality 
tables approved by the Minister) of the annuity for which 
the contract provides: Provided that this provision shall not 
be construed to prejudice the operation of sub-section two of 
this Section; [1940, C. 34, S. 8; 1945, C. 23, S. 1.] 

(c) any payment out of any superannuation or pension fund or 
plan; [1941, C. 18, S. 5; 1942, C. 28, S. 3; 1946, C. 55, S. 2(1).] 

(d) the salaries, indemnities or other remuneration of: 
(i) members of the Senate and House of Commons of Canada 

and Officers thereof. 
(ii) members of the Provincial Legislative Council and Assem-

blies. · 
(iii) members of Municipal Councils, Commissions or Boards of 

Management. 
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(iv) any Judge of any Dominion or Provincial Court whose salary 
was increased by chapter fifty-nine of the Statutes of one 
thousand nine hundred and ·nineteen or by chapter fifty
six of the Statute of one thousand nine hundred and 
twenty and who accepted such increase, and any Judge of 
any such Court appointed after the seventh day of July, 
one thousand nine hundred and nineteen; and 

(v) all persons whatsoever, ,wliether the said salaries, indem
nities or other remuneration are paid out of the revenue 
of His Majesty in respP.ct of his Government of Canada, 
or of any province thereof, or by any person, except as 
l:erein otherwise provided; . 

' (e) personal and living expenses when such form part of the pro-
fit, gain or remuneration of the taxpayer or the payment of 
such constitutes part of the gain, benefit or advantage accru
ing to the taxpayer under any estate, trust, contract, arrange
ment or power of appointment, irrespective of when created; 
[1939, c. 46, s. 3.] 

(f) rents, royalties, annuities or other like periodical receipts which 
depend upon the production or use of any real or personal 
property, notwithstanding that the same are payable on 
account of the use or sale of any such property; [1934, C. 55, 
s. 1.] 

(g) 

(h) 

all annuities and other annual payments received under the 
provisions of a will or trust irrespective of the day on which 
the will or trust became effective and notwithstanding that 
the payments are payable at intervals longer or shorter than 
a year except a payment or portion thereof which can be 
established by the recipient not to have been paid out of the 
income of the estate or trust; and [1938, C. 48, S. 3; 1943, C; 14, 
s. 1; 1945, c. 23, s. 1.] 

any amount receive4 pursuant to a decree, order or judgment 
m11de by a competent tribunal in any action or proceeding 
for divorce or judicial separation or pursuant to a separation 
agreement as alimony or other allowance for the maintenance 
of the· recipient thereof and the children of the marriage if 
any, if 'such recipient is living apart from the spouse or for
mer spouse required to make such payment. [1942, C. 28, 
s. 3.] 

. 32. It will be noticed from the above that taxable income did not 
include capital gains or accretions. In its ordinary sense·it included that 
which came in and was capable of being collected. The thing sought to 
be taxed was not income unless it could be turned into money but that 
equivalent to money because it can be converted into money or expanded 
in any way the taxpayer pleases may be treated as income. Thus the 
statutory definition of income set forth in lthe Sectionlf reproduced above 
consisted of a general definition of income as being the annual net profit 
or gain or gratuity from certain sources and of an enumeration of specific 
r-eceipts. 

Under the Canadian Income-tax Act of 1948 as amended upto 1958, 
World Income has been indicated as income from all sources inside and 
outside Canada and without restricting the generality it includes income 
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· from all businesses, property, offices and employments. Section 5 enumE:r
ates the items to be included 'in the income from office or employment and 
gives a comprehensive list of the inclusions and the exclusions. Under 
Section 6 amounts to be included in computing income have been enumer
ated without restricting the generality of Section 3. These include the 
following:- . 

"(a) amounts received in the year as, on account or in lieu of pay-
ment of, or in satisfaction of; 

(i) dividends, 
(ii) director's or oth.er fees, 
(iii) annuity payments, 
(iv) superannuation or pension benefits, 
(v) retiring allowances, or . . 

(vi) death benefit; 

(b) amounts received in the year or receivable in the year (depend
. ing upon the method regularly followed by the taxpayer in 

computing his profit) as interest or on account or in lieu of 
payment of, or in satisfaction of iliterest; . · .. 

(c) the taxpayer's income from a partnership or syndicate for the 
year whether or not he has withdrawn it during the year; 

(d) an amount received by the taxpayer in the year, pursuant to a 
decree, order or judgment of a competent tribunal or pursuant 
to a written agreement, as alimony or other allowance payable 
on a periodic basis for the maintenance of the recipient there
of, children of the marriage, or both the recipient and children 
of the marriage, if the recipient was living apart from; and 
was separated pursuant to a divorce, judicial separation or 
written separation agreement from, the spouse or former 
spouse required to make the payment at the time the payment 
was received and throughout the, remainder of the year; 

(da) an amount received by the taxpayer in the year, pursuant to 
an order of a competent tribunal,' as an allowance payable on 

. a periodic basis for the maintenance of the recipient thereof, 
children of the marriage, or both the recipient and children 

· of the marriage, if the recipient was liVing part from the 
spouse required to make the payment at the time the payment 
was received and throughout the remainder of the year; 

(e) the amount deducted as a reserve for· doubtful debts in computing 
.the. taxpayer's income for the immediately preceding year; . . 

(ea) such part of an amount payable to the taxpayer under a policy 
of insurance in respect of damage to property that is depreci
able property of the taxpayer within the meaning of section 
20 as has been expended by the taxpayer 

-(i) within the year, and 
·(ii) within a reasonable time after the damage, on repairing the 

damage; 
(f) amounts received in the year on account of debts in respect. of 

which a deduction for bad debts had been made in computmg 
the taxpayer's income for a previous year whether or not the 
taxpayer was carrying on the business in the taxation year; 
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(g) amounts received by the' taxpayer in the year as premiums paid 
- by a corporation on the redemption before April, 30, 1953, of 

any of its shares; 

(h) amounts in respect of benefits from or under an estate, trust, 
contract, arrangement or power of appointment as provided by 
section 63 or 65; ' -

(i) amounts deemed to have been reoeived in the year by the tax
payer under section 67 as a shareholder in a personal cor
poration; 

0) amounts received by the taxpayer in -the year that were depen
dent upon use of or production from property whether or not 
they were instalments of the sale price of the property but 
instalments of the sale price of agricultural land shall not be 
included by virtue of this paragraph; 

(k) amounts allocated to him in the year by a trustee under an 
employees profit sharing plan as provided by section 79; 1946, 

- c.f;2, s.6; 1950, c.40, s.l. 
(1) amounts received by the taxpayer in the year under an em

ployees profit sharing plan established ·for the benefit of em
ployees of the taxpa_yer or of a corporation with whom the 
taxpayer does not dealt at arm's length; and 

(m) amounts received by the taxpayer in the year from a trustee 
- under a supplementary unemployment benefit plan as pro

vided by section 79A." 
- Amounts not to be included in computing are listed under Section 10. 

Deductions allowed in computing income have been enumerated under 
Section 11 and such items consist of nearly 50 headings the more im
:portant of which are stated below:-

Capital cost of property allowable under regulations; 
Allowance in respect of oil or gas, well, mine or timber limit; -
Interest including -compound interest; 
Expenses of issuing shares or of borrowing money; 
Reserve for doubtful and bad debts; 
Contributions to Pension Fund; 
Convention expenses; 
Scientific researcli expenses; 
Interest on Death duties; 
Mining or logging taxes; 
Contributions to Teachers' Fund; 
Amount of set-aside or reserve by way of write-down of the value 

of assets or appropriation to any contingency reserve for the 
purpose of meeting losses on loans, bad and doubtful de~ts, 
depreciation in the value of assets other than bank preiiUSes 
or other contingency in the case of banks; 

Salesmen's expenses; 
Expenses of transport employees; 
Travelling Expenses; 
Meals expenses for employees. 

Section 12 'enumerates deductions not allowed in computing income. 
410 C.B.R. I 
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!!3. In the United States of America also gross income, adjusted gro,. 
income and taxable income have been defined. _ The well-known case of 
EISNER y. MACOMBER clarified the position and Mr. Justice Pitney;, 
while delivering the judgment of tl:e Supreme Court of the United State's 

.in the case observed as under:- ' 
• 

"The fundamental relation of 'capital' · to 'income' has been much 
discussed by economists, the former being likened to the tree 

· or the land, the latter to the fruit· or the crop; the former 
depicted as a reservoir supplied from springs, the latter 1111 
the outlet stream, to be measured by its flow during a period 
of time. For the present purpose we require only a clear 
defintion of the term 'income', as used in common speech, in 
order to determine its meaning in the (Sixteenth) Amend
ment." 

''Here we have the essential matter; not a gain accruing to capi~, 
not a growth or increment of value in the investment; but a 
gain, a profit, something of exchangeable value proceeding 
from the property, served from the capital, however, invest
ed or employed, and coming in, being 'derived', that is, re~ 
ceived or drawn by the recipient (the taxpayer) for his se
parate use, benefit, and disposal; that is income derived from 
property. Nothing else answers the description." 

34. The terms, Gross Income, Adjusted Gross Income and Taxable In
come, have been clearly defined under Sections 61, 62 and 63 of the Internal 
Revenue Codi!, 1954 of the United States of America. The general · de
finition of gross income was contained under Section 22 (a) of the 19311 
code but the 1954 code provides that gross income shall include all in
come from whatever source derived and thus it incorporates the langu
age of the Sixteenth Amendment to the constitution and the body of 
judicial law wherein the meaning of the term 'income' as used in that 
amendment had been developed. The significance of the change made 
can be gauged from Section 61 (a) of the 1954 code which reads ail 
under:- -

''Except as otherwise provided in this sub-title, Gross 
means all income from whatever source derived, 
(but not limited to) the following items: 

income 
including 

(1) Compensation: for services, including fees, commissions, and 
sbcrtilar items; 0 

(2) Gross income derived from . business; 
. (3) Gains derived from dealings in property; · 
( 4) Interest; 
(5) Rents; 
(6) Royalties; 
(7) Dividends; 
(8) Alimony and separate maintenance payments; 
(9) Annuities; 

(10) Income from life insurance and endowment contracts; 
(11) Pensions; 
(12) Income from discharge of indebtedness; 
(13) Distributive share of partn~hip gross incoz.ne: 
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{14) lncome in respect of a decedent; and 
(15) Income from an interest in an estate or trust." 

. - ~ 

It will appear that the list of as many as 15 specified items has been 
made and a number of judicial concepts which are of a fundamental 
nature have been embodied in the statute. · 

35. Adjusted Gross Income has also been defined and the concept of 
adjusted gross income is of primary application in the case of an individual 
electing the optional standard deduction. . · 

36. Taxable Income has b-een defined by Section 63 and the 1954 code 
has substituted the words 'taxable income' for the words 'net income' _used 
in Section 21 of the 1939 code. Taxable income is defi!1ed under Section 
63 (a) 1 as under:-

"SEC. 63(a): 1.-GENERAL RULE. In the case of any person 
other than an individual electing to use the standard de
.duction, the term "taxable income means gross income minus
the deductions (other than the standard deduction) allowed 
under Chapter 1. This definition is made applicable to all 
of Subtitle A, which deals with income taxes and applies 
generally. to any taxable entity, including a corporation or an 
estate or trust." 

Thus taxable income is that final amount against which the tax rate is 
ordinarily applied in the case of any taxpayer, whether a corporation or a?l 
individual or an entity such as an estate or trust which is taxable under 
individual rates. Accordingly it is more meaningful than the 1939. net 
income code concept and its variations. · 

37. So far as our country is concerned, the following concept of in
clusive income items emanates from the judgments of the Indian High 
Courts,"of the Privy Council and of the Supreme Court of India:-

(1) 

(2) 

Allocation out of revenue before it. becomes income is not 
income; 

Income must come from ·outside. In other words,. one cannot 
make a profit out of himself; 

'(3) Accumulated profits, capitalised and distributed between share
holders of a company in the shape of bonus shares are an 
accretion to capital and not income; 

'( 4) The sale oJ1 .an entire ·undertaking represents realisation of 
capital; . 

(5} Recovery of a part of a debt written off previously is an income 
· receipt; 
(6) Compensation paid for the termination of an agency is ·a capital 

receipt; 
(7) Compensation for iOss of right to future remuneration is a 
. capital receipt; · . 

(8) Damages aw'arded by a Court for breach of contract are income · 
receipts; · 

(9) Lump sum paid in settlement of int~rest on capital of a buSi-. 
ness is a capital receipt and not mcom~; 



'(10) Lump sum payment for not resigning directorship is income 
receipt; 

(11) Lump sum received in consideration to commute rights to 
salary and pension is capital receipt; 

(12) Purchase money paid for the share of the deceased partner in 
a finn i.e., really speaking the sale consideration received 
by the' estate of a deceased partner is not an income receipt 
but a capital receipt; and 

(13) Unclaimed balance distributed to partners is capital distri
bution and not income distribution. 

38. In view of the above analysis I would strongly recommend to Gov
ernment that with a view to avoid any loopholes being left, to simplify 
matters for the taxpayer and with a view to make Jhe law intelligible even 

_to the layman, income should be defined aft_er examining the inclusive de
finition of the various items enumerated in respect of the legislations of 
the other countries as also rthe concept emanating from the judgements 
of courts of law in India. By so doing, a very useful purpose would stand. 
achieved and the structure and the administration would stand simplified 
to an extent, thus smoothening the administrative and collection proce
dure. 

Definition of 'Expense~ 

39. Here also the majority have discussed the matter in 3 small para
graphs and have opined that no useful purpose would be served by en
umerating the items of allowables and deductions in greater detail and 
that it would only add to the volume of the Act. They further observe. 
that whenever the allowability is settled finally, the taxpayers are well 
aware of that. This may be true of persons who have adequate resources 
at their command and who can afford to enlist the services of eminent 

. lawyers and accountants but for the middle income groups and for the 
small income groups and for all laymen the position can stand simplified 
only by as ·exhaustive an enumeration of allowables as possible. 

According to the present structure there is an enumeration of the 
business expenses which are to be allowed to some extent but in en
umerating those items a rigidity obtains inasmuch as an item cannot be 
allowed under the residual clause, viz., Section 10(2) (xv) of the Act 
if it relates to one of the particular sub-clauses specified in the said 
Section. This basis creates numerous and unnecessary difficulties both 
for the department and the taxpayer. So far as the Department is con
cerned, it wants to put as restrictive an interpretation as possible while 
the taxpayer, 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 automatically results in assessees making an attempt 
to inflate expenses. This is particularly so in cases where a particular 
portion, say one half or one-third of the expenditure in respect of parti
cular 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 wou!d have spent and at the 
same time they would be able to withdraw monies in cash. This pro
cess results in a substantial amount going into the cash coffers with the 
result that all the consequential results from that follow. 
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40. The statutes of the other .countries enumerate the items of allow
abies exhaustively. The Internal Revenue Code of 1954 of the United 
States of America makes a mention of deductions '"for individuals and 
corporation~ and these are en~erated. under sub-chapter B,. Part VI 
~der .sec~10n~ 161 to 177, both mclusive. While a very detlill:ed con
Sideration IS given under these sub-heads and I do not desire to dilate 
upon such details, I should like to state the broad headings relating to 
these itemised deductions:- "" · 
~ ' Sec. 161. Allowance of deductions. 

Sec. 162. Trade or business eJq)enses. 
Sec. 163. Interest. 
Sec. 164. Taxes. 
Sec. 165. Losses. 
Sec. 166. Bad Debts. 
Sec. 167. Depreciation. 
Sec. 168. Amortization of emergency facilities. 
Sec. 169. Amortization of train-storage facilities. 
Sec. 170. Charitable, etc., contributions and gifts. 
Sec. 171. Amortizable bond premium. · 
Sec. 172. Net operating loss deduction. 
Sec. 173. Circulation expenditures. 
Sec. 174. Research and experimental expenditures. 
Sec. 175. Soil and water conservation expenditures. 
Sec. 176. Payments with respect to employees of certain foreign 

corporations. 
Sec. 177. Trademark and trade name expenditures. 

The following iteins also require to be stated in the itemization of 
deductions:-

(!) Expenditure incurred for better facilities for existing business; 

(2) Luinpsum expenditure incurred not bringing into existence an 
advantage of an enduring char~cter; 

(3) Expenditure incurred to protect an existing source of income 
or existing business; . 

( 4) Collective interest allowance subject to disallowance for amount 
relating to personal items; . 

(5) Losses of trading stocks; 

(6) Replacements for business assets; 

(7) Losses on cessation of a business; 

(8} Travelling Expenses; 
(9} Successful defence in civil and criminal proceedings; 

(10} 

(11} 

Subscriptions to trade associations; 

Expenditure incurred for technical and other training for 
existing employees or persQns sent for training with the 
ultimate object of being appointed in the existing business. 



Having listed the items for such deductions, which need not be taken 
as having been exhaustipely stated, I would urge that Qovernment shoulli 
examine the question of enumerating such deductible items with a view 
to clarify the position and avoid a situation which I have already referred 

• to while considering the previous item, viz., definition 'of income. 

One composite head of Income and one composite head of Deductions. . 
41. Our present Income-tax Act makes a rigid classification of income 

heads and also relates the allowance of expenses to such specific heads. 
The result is that an amount of expenditure incurred which may neither 
be of a personal nature nor of. a capital nature would yet stand to be 
disallowed because of the rigidity of a linking of the expenditure with 
particular income heads. This rigidity brings into play the claim by 
taxpayers of expenses in such a way that there is a minimum loss to them 
and the inherent risk of cash being drawn out as mentioned by me while 
discussing the definition of Expenses arises in this conne£tion also. 
A simplification ·of the basis of taxation and its process would go a long 
way in clarifying the position and creating a situation whereby the State 
is able to charge precisely what is justly due to it and the citizens do not · 
have any occasion to make any attempt to adjust matters in a different 

· way. In this connection I would certainly like to say that the practice of. 
inflation of expenses is most objectionable one but the fact remains that 
the peculiar basis of the structure and process of transaction gives rise to 
it and every attempt should therefore be made to so simplify matters that 
a rigidity about the interpretation disappears and only just dues are 

· claimed and allowed. 

· Conclusion 

42. We have made a pertinent observt-tion in the first Chapter of the 
report in the concluding portion that the administration of the taxes has 
to be so geared that the tax has to enlist the full co-operation of the 
assessees and tap the sources adequately. A further statement is made 
to the effect that the recommendations which follow in the subsequent 

· chapters are meant for achieving these ends. While I entirely endorse 
the view about gearing the•taxes in a way to enlist the full co-operation 
of the assessees,. I am doubtful about the other objective being achieved, 
because I feel that a number of the recommendations _ made by the 
majority are of a nature which are not at all conducive to getting full 
co-operation from the taxpayers which the Committee have in mind. 
It will be my endeavour in my detailed comments relating to each chapter 
and each issue to· examine this matter in such a perspective. I also in
vite particular attention to my observations which I have made in my 
comments relating to the chapter on Public Relations. 



CHAPTER ll 

ASSESSMENTS I 

Pa'Tit A-Procedures of AssessmenUi 

Reduction in tfie period of Limitation 

43. The Committee have taken the view that timely completion of 
assessments is of utmost importance. The Department's endeavour should 
be to complete all assessments in the assessment year itself and, save in 
exceptional cases, no assessment should .remain pending for more than 
'!wo yea~rs. . · 

With this approach I expected my colleagues to accept my Suggestion 
that the time for reopening assessments and for their completion should 
be reduced to three and six years from the period of four and -eight years 
respectively at present obtaining under the .legislation. ··Administrative 
efficiency cannot be achieved without. having statutory compulsion and 
when promptness is expected from the assessees, it is but to be expected 
that promptness from the Department also should be ensured and, ''
that .light, I recommend that the period of four and eight years respec
~ively now mentioned in Section 34 be reduced to rthree years and six 
years ~respectively. 

Filing of Returns 

44. The majority have given a finding to the effect that dela~ ,in the 
flling of returns under the Income-tax Act is one of the most important 
causes of arrears of assessment as well as arrears of taxes. This finding 
ill not correct for .the reason that various cases are not taken up for 
consideration for a pretty long time and completed only when .they are 
likely to be time-barred. Undue delay or deliberate delay in the filing 
of returns occurs in very' few cases only and such cases can be dealt 
with on· merit. The majority have further observed that the existing 
provisions in the Income~tax Act relating to the issue of statutory notices 
tbr the filing of returns and the absence of an automatic statutory time 
limit and the free use of discretionary powers in granting .extensions of 
time are largely responsible for these . delays. This finding cannot be 
borne out by the actual position 'obtaining .. The Income-tax Officers are 
very rel¢ant to grant long extensions of :time and it is only in fit and 
proper cases that they exerrcise their discretion and on a number of 

_occasions the higher' authorities have to be app;oac;hed for ·extensions 
when such e»tensions are refused -by the assesstng ·officers. In cases 
where the .assessee has a number of .branches or up-country centres or has 
multi,farious activities at J>everal _places, the finalisation and completion 
of accounts naturally . entails more time and it is for this reason and 
only in such specific cases .. that longer extension of time are asked for 
.and they are allowed after a full examination . of the facts of the case 
and the justification for ~e granting of such extensions of time . 

. 449' 
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45. The majority has taken a very rigid view '>in this behalf and come. 
to the conclusion that Section 22(1) should be abolished. This section 
bas a historical background behind it and when the section in question 
was inserted the conditions prevailing in the country were taken full 
cognizance of and the Honourable Finance Minister then gave a categori
cal assurance on the floor of the House that individual notices would be 
specifically issued under Section 22 (2). in respect of existing assessees. 
The Central Board of Revenue, while replying to this relevant question, 
observed as under:- · 

"Though the issue of a notice under Section 22 (1) of the Income-tax 
Act is a mere legal formality, it serves a useful purpose. It 
brings in a forceful manner to the notice of the public that 

· the new assessment year has begun and that the obligation 
to file a retu:rn has arisen. In view of the psychological 
value of the notice, the Board would like to continue it.". 

• • 
46. The majority have further recommended that, inStead, a simple 

advertisement should be inserted at the beginning of the year for each 
assessment year reminding the public about their liability to file their 
returns under the various Direct Tax Acts within the prescribed dates 
and that, failure to do so, would attract penal provisions of the respective 
Acts. According to'their suggestion, such a notice should get the widest 
possible publicity through press, Radio, Cinema slides, etc., and suitable 
advertisement plates should also be displayed prominently in places of 
public resort. The majority, while making this recommendation, have 
taken into consideration the cost of about Rs. 2 lakhs now incurred, but 
they have not taken into consideration the cost entailed in the publicity 
of a diversified character recommended by them. Conditions in this 
country are such that a complete abolition of Section 22 (1) of. .the Act is 
not desirable. 

47. The majority have further recommended that returns of income 
must be filed by the 30th June or within four months at the end of the 
accounting period whichever .is later. An extension of two months may 
be .permitted on payment of interest, and beyond the period of six months 
from the end of the accounting year, penal provisions should stand 
attracted and there would be no appeal right. And in rare cases only 
time may be allowed with the sanction of the Commissioner of Income
tax,. subject to interest payment and other conditions for security etc. 
In my view these suggested changes are of a revolutionary character and 
are bound to create a position of dead-lock. The provisions expected t,Q 
be made are so rigid that in practical consideration, they would ~tana 
ruled out. Under the U.K. Income-tax Act, 1952, there is a specific pro
vision made by Section 19 that every individual, when required so to do 
·Dy notice given to him by- the Surveyor, shall, within the time limited 
oy the notice, prepare and deliver to the Surveyor a true and correct 
return in the prescribed form. The relevant section is reproduced below 
for ready reference:-

"19. Every individual, when required so to do by a notice given to 
Jlim by the surveyor, shall, within the time limited by the 
Il(ltice, prepare and deliver to the surveyor a true and correct 
return in the prescribed form of all the sources of his income 
and of the amount derived from each source for the year 
preceding the year of assessment, computed in accordance with 
the provisions of this Act except that the computation of 
income shall be made by reference to the year preceding 
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the year of assessment and not by reference to any other 
year or period: 

Provided that where the inaiVIClua.L. IS cnargeable to surtax and 
there is in force an election by him under Section two 
hundred and thirty-one of this Act to make a return of his 
total income to the Special Commissioners, the return 
required to be made by the individual under this Section 
shall be limited to a return of any income which is assess
able under either Schedule D or Schedule E". 

48. Extensions of time are allowed in proper cases and on merit in 
other countries without introducing an element of rigidity. In the United 
States of America under Section 6072, returns made on the basis of a 
calendar year have to be filed on or before the 15th day of April follow
ing the close of the calendar year and returns made on the basis of a 
fiscal year have to be filed on cxr before the 15th day of the fourth month 
following the close of the fiscal year. Returns of Corporations have to be 
filed for the respective years on the 15th day of March following the 
calendar year and 15th day of the third month following the close of the 
fiscal year.- Extension of time for filing the xeturns is allowed under 
Section 6081 of the Internal Revenue Code and the Secretary or his dele
~ate is authorised to grant a reasonable extension of time for filing the 
return, declaration or Statement or other documents ~required by this 
title or by regulation. Except in the case of taxpayers who are abroad, 
no such extension would be given for more than six months. · In the case 
of Corporations, an extension of three months fcxr the filing of return of 
lncome-taxes is allowed automatieally if an estimate of income and pay
ment relating thereto has been made. Thus, in the case of Corporations 
a period of nearly nine months is available while in other cases a period 
upto 10 months is available. The laws of the other countries do not exhi
bit the rigidity which is advocated by the majority. Further, in the case 
of persons closing their accounts on the 30th June, a period of 12 months 
would be available, while in other cases the period would be smaller. 

49. The task assigned to the Committee is to recommend simplificClJ(;ion 
but by recommending the charging of interest for a period of two months 
a further element of complication would be introduced. Then again there 
is the question of the time required for the completion of the accounts 
of the branches at up-country centres as also the completion in cases 
where the transactions extend to various places.in the country. Apart 
from this, the question of the time required in respect of cases of incomes 
{)Ver Rs. 50,000, for which the majority have recommended a compulsory 
audit, would also arise. Even under the Companies Act, accounts. have 
to be presented· to the Members of the Company at such a date thClJ(; not 
more than nine months' period from the close of the account year obtains. 
Thus for corporations the respective legislation allows a period of nine 
months and it is a question whether Companies can submit their returns 
without the accounts being adopted at the .Annual General Meeting. 
Such accounts would not be proper accounts and it would not be desirable 
on the part of the Department to proceed on the Returns made by Com
panies without the necessary completion, the audit filtration and adoption 
at General Meeting. I would, therefore, recommend that the vresent 
position should not be disturbed and extensions of time should be given 
in appropriate cases considering the merits of each case. In any event a 
atatutory regulation of a period of ~ess than nine months is bound to 



create a state of utter confusion and also a dead-lock. If a smooth work
ing were to be expected and the work entailed in the J]laking of applica
tions and granting 9f time were· to be eliminated, the proper course should 

' be not to be a:igid in expecting Returns in all cases at a stipulated date. 
It would be better to allow accommodation upto a period of nine months 
from the close of the respective account years and a further extension of 
three months should be permissible without the introduction of an element 
of rigidity. If Returns are delayed unnecessarily and there is a deliberate 
attempt to delay martters, and such cases are those where even the advance 
payment has not been made, a stricter view may be taken and the need
ful done to impose penal interest or even penalty in cases of deliberate 
and wilful default. 

50. There also appears to be some misconception with regard to the. 
legislation in the U.K. There is a fundamental difference between a 
statutory requirement to have returns pursuant to a general notice and 
a requirement for notification to _the authorities by those who bec.ome 
assessable to income-tax. The requirement for giving such a notification 
has been unnecessarily confused in the past. The correct position, so far 
as the U.K. Law is concerned, is that in general no returns axe required 
unless notice to file the same has been received from the assessing .autho
rities. However, every person who becomes assessable to income-tax is 
required to notify the appropriate authority of that fact. So far as the 
first part of this observation is concerned,· I would advocate the insertion 

,of a section corresponding to Section 19 of the U.K. Act, 1952. As regards 
the sec9nd part, the provisions of Section 18A of our Act are sufficient. 
The onus on the assessee relates to the giving of the notice as to· the 
chargeability but, once such a notice is given, returns of income should 
be required to be submitted only on the issue of speljfic notice. Thus 
there is a. distinct difference between the existing. assessees and new 
assessees. While new assessees would have to give a notice, it would be 
more convenient to· issue specific notices to existing assessees and a 
smooth working can only be ensured by having a statutory provision for 
such notices being sent on the lines of the U.K. legislation. 

51. The majority have ultimately given a modified recommendation .in 
respect of the mwtter relating to the service of notices. They have recom
mended that serVice of individual notices by the Department should be 
no longer obligatory and forms may be .sent to the assessees before the 
30th of April'by ordinary post under a general certificate of posting. This 
recommendation virtually amounts to a recommendation of changing the 

· existing provisions whereby it would not be necessary for the Department 
to serve a notice to every assessee either by hand delivery or by registered 
post. In .substance, therefore, the ·recommendation of .the majority 
amounts to changing actual service to mere issue of forms .. The majority 
have 'further recommended that an assessee would be considered to be in 
default as not having filed the return if he did not file it within the 
time limit and .did' not show that he had applied for a return form .to the 
assessing officer 1n time and the same had not been supplied to him. lt 
may happen in many cases that return forms sent by the Department 
may not reach them and, therefore, they would be placed in a difficult 
position. Even if they applied to. the authorities for the forms stating 
that these were not received, it would create unnecessary work both .for 
the assessees . and for the Department. 
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Under our existing legislation, Section 63 provides for matters relating 
to notices and their service. Section 63 reads as under:-

''63 (1) Notice or requisition under this Act may be served o~ , the 
person. therein named either by post or, as if it were." a 
summons issued by a Court, under the Code of Civil Pro
cedure, 1908. . 

(2) Any such notice or requisition may, til the case of a firm or a 
Hindu Undivided Family, be addressed to any member of 
firm or to the manager, or any adult male member of the 
family and, in the case of any other association of persons. 
be ·addressed to the principal officer thereof." 

Messrs. Kanga and Palkhivala, in their treatise of Law of Income-tax 
observe that where services are to be effected by post, it shou:d be by 

Jl:egistered Post. Service by Reg:stered Post on a firm at its principal 
place of business would be valid. The learned authors !:ave made a very 
good analysis of the relevant issues and their observations will be found 
at pages 829, 830 and 831 of the fourth edition of the said treatise. 

52. I may pertinently point out that according to Section 19 of the 
United Kingdom Income-tax Act, 1952, quoted previously; .an individual 
notice has to be given to ·every taxpayer and Sl!Ch an obligation is on 
the Department. I, therefore, recommend that individual ·notices ought 
to be given and Section 22 (2) should specifically provide for this. As 
I have already observed above, the requirement of the United Kingdom 
Income-tax Act is for informing the Department about liability to tax
ation and, once such information is given, the obligation fo:t; :;;ending· in
dividual notices to assessees is put on the Department. Our Section 18A 
specifically provides for information to be given to the Department by 
new assessees when they become liable. I also recommend that there 
should be a regular servtc<. of notice by hand delivery or by <registered 
post instead of a mere issue of notic-e without proof as to service being. 
there. ~ 

Unduly long waiting 

53. The recommendation of the Committee in this behalf has been 
ultimately included in the chapter relating to Public Relations but that 
recommendation is not complete as per the decision taken. I would 
make an additional recommendation to the effect that if an officer finds 
that a cas.e is likely rto take more time than is anticipated or that he would 
t~Pt be able to take up any further cas~s he should immediately inform 
the assessee concerned or his representatives on teLephone or otherwise. 
In making this recommendation I am aware of the fact that at various 
places a workable arrangement is made by Income-tax Officers and the 
programme of their work is so arranged that the cases which the autho
rized representatives in his jurisdiction handle are spread out properly 
and matters are disposed of on a mutual adjustment basis. It is essential 
that such a healthy practice should be nursed and it should be the 
endeavour both of the representatives and the departmental officers to 
see that appointments are fixed subject to such mutual convenience but 
the convenience of th~ assessing officer should be the first consideration. 

Sending out of a draft a8sessment order 

54. I had made a suggestion to the Committee that they should make 
a recommendation about .the Draft Assessment Order being .sent to the 
assessees, · particularly in those cases where the income assessed was 



Rs. 50,000 or more. While the majority have not accepted this suggestion 
fully, they have recommended it partly by stating that computations 

·should be supplied to the assessees. I would strongly urge that Govern.. 
ment should examine the question of sending draft assessment orders, 
because, in big cases, it wou.ld curtail a good deal of work for the Depart
me1Vt and also clarify the position very considerably. 

Scheme for dealing with small-income assessment 

55. I have already made some general observations in the introductory · 
part of the memorandum and have stated that this so-called scheme of 
simplification for small income-groups is really a misnomer.; By its 
very nature, it cannot entail a statutory provision and, therefore, it has 
been suggested that it should be worked only administratively. If that 
be the position and the statutory provisions remain what rthey are, it is 
a question whether a number of assessees with re-opening, full penalty 
and prosecution threat would be inclined to opt for it. It is doubrtfub 
what value could be attached to such opting in view of the statutory pro
visions being differe1Vt. Apart from this, the question of a practical con
sideration of the cases falling within the income group stipulated, arises. 
It is a scheme which would extend, according to the plan of the majority, 
even to cases. where assessments are made under the proviso to Section 
13. A number of such cases would distinctly fall beyond the 25 per cent r 
margin or the sum of Rs. 1,500 stipulated for not reopening assessments 
under·the scheme and, therefore, the ·very utility value, even on the basis 
contemplated by the majority, is doubtful. 

56. I should like to invite attention to the observations made by the 
then Member, Central Board of Revenue, in his report on the reorganisa
tion of the Income-tax Department made in the year 1956. On page 292, 
under paragraph 10.09 he observes as under:-

"10.9-Where ·book results have been rejected and estimates resort
ed to, appellate reductions have brought down the enhance
ments to the normal margin of 1D-25 per cent. Appeals, 
where preferred, against assessments involving enh<mcement 
between 25 to 50 per cent have resulted in reduction of 
between 10 to 25 per cent; those ·involving enhancement of 
over 50 per cent have been reduced to about 25 to 40 per 
cent. The percentage of confirmations of such assessments 
is very small. It follows, therefore, that enhancements made 
at the Income-tax Officer level are substantially reduced in• 
appeals, thus resulting in fruitless labour at both stages. T& 
some extent this subtraction is inherent in the appellate pro
cedure, but its magnitude in the Income-tax Department 
would appear to be rather abnormal. It does suggest that 
one man is employed by the Income-tax Department to add 
arbitrarily and the other to substract arbitrarily, for nearly 
50-60 per cent of assessments in small cases are based on 
estimates." 

57. On rthe basis of this finding, it would appear that more than half the 
cases wou.ld be cases where it would be difficult to work the so-called 
small income-group scheme. Apart from this aspect, the power to reopen 
assessment, after a full examination, every fifth year is likely to result 
in the same position that Income-tax Officers, to avoid criticism, would 
again resort to reopening of these assessments and taking the wide 
margin of adjustment reflected in the Report of the Member, Central · 
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Board of Revenue, the reopening of cases would be in more than half 
the total number of cases and in respect of the other half, there 
would be no guarantee to the small taxpayer that he would not be 
harassed. While apparently showing regard for the small taxpayer, his 
position is made much worse by the suggestion that he would have to· 
file aJt the very start a Wealth-statement and every fifth year he rwould 
have to repeat the process. One can well imagine the difficulties 'Which 
these small assessees would have to face if this so-called scheme of small 
income group were introduced. 

58; Suggestions are also contained about the imposition of full penal
ties and even institution of prosecutions and small assessees would rathel' 

' prefer the normal course of assessment than fall into a scheme which 
would entail complications, severe penalties and harassment. The real 
~emeqy, .in my view, is to raise the minimum taxable limit as per the 
suggestion already made by me in the opening portion of the memo

erandum. I would strongly advocate that this small class of taxpayers, 
which has been rightly described by Shri Ananthasayanam Ayyangar, as 
the middle-class, and which is the backbone of society, requires to be· 
fully protected and after raising this limit, the Department may volun-. 
tarily adopt the procedure of accepting returns and making ~enquiries
later on, but to say that there should be a positive scheme of the naJture 
advocated by the majority is to propound a proposition which is really to
the disadvantage of rthe small taxpayer. I, therefore_. recommend that this
suggestion of the majority be not accepted. 

Estimated assessments 

59. The majority observe that estimated assessments are made in those· 
cases where either no accounts are maintained or, if maintained, the· 
accounts ere scanty and unreliable due to material omissions, suppressions,. 
etc., and this is particularly so in most of the cases of professional people 
who do not keep any accounts worth the name. This is too loud a state
ment and, at the same time, too general a statement. It is not correct to-

. assume that most of the professional people do not keep proper accounts. 
There may be a number of cases of this nature but the position cannot be 
said to be that general as viewed by the Majority. It is more in the cases 
of smaller income group and business income cases that such assessments· 

.are general. Moreover, accounts of professional people are quite simple 
Nld they reflect Receipts and Disbursements. In this connection, I invite 
attention to the observations of the then Member, Central Board of 
Revenue, in his report on the Reorganisation of the Income-tax Depart
ment that nearly 50 to 60 per cent. of assessments in smell cases are based 
on estimates. The majority have stressed the need for a thorough exami-· 
nation and proper investigation in these cases. Thus they have contem
plated a full examination even after recommending compulsory audit in· 
respect of cases involving income of Rs. 50,000 or more. I shall separately 
comment on this aspect when I deal with the question of compulsory audit. 
The majority have further suggested that a standard questionnaire should' 
be issued in cases of particular trades, industries and professions with a 
stipulation that these should be the basis for specific questionnoaires fol' 
relevant items in individual cases. Even with a stipulation, the stan
dardised questionnaires as a basis would create much more unnecessary 
work. I am not in favour of making any recommendation for a standari.t 
questionnaire 'being issued and I hold the view that particular queries may
be submitted for particular c4Bes without having such standardised' 
questionnaires as a base. · 
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'Wealth statements once in four years 

60. I have already referred to the reply of the Central Board of Revenue 
in this connection. While reiterating my observations ma<j.e earlier, l 
-recommend that a provision for this should not be made as it is bound to 
-result in unnecessary work for the Department and undue harassmentJ to 
the assessees. In appropriate cases, the assessing officers can and will cer
tainly caU for Wealth Statements under their ~ting powers._ 

Appellate authorities-Restrictions on 

61: There is a recommendation by· the majority to the effect that iD 
their orders on appeal against the invoking of the proviso to Section 13 
and the application of gross profit rates,· the appellate authorities should 
properly and fully reason out the relief which they give so that the ordem 
do not show arbitrariness in reducing the rates despite the fact that thef' 
invoking of the proviso is upheld. While I agree that every order should 
be a reasoned order, there should be no regulation of the work of the• 
Appellate Assistant Commissioners by preventing a reduction in the rates, 
if they so think fi;t. Their discretion and judg.ement should be absolute . 
and should not have any hindrance, interference or regulation. 

Over-assessments 

62. The Committee's recommendation in this behalf has ultimately 
been included in tl~e chapter relating to Public Relations. I should like 
to give a more detailed consideration to this matter.. In view of the 
recommendation made by the"Committee, it is essential that the Depart
ment should find a complete remedy for this position. This can be done 
by keeping a ·complete record of the assessments made, the reductions 
given in appeal and finally sustained in the Tribunal and a full check-up 
of the position in this behalf should be made so that the Department can 
clearly find out the position in respect of particular assessing officers. If 
such highly piched assessments or frivolous assessments are found and 
such assessments would be those as could not have been jlJStified accord
ing to the records of the case, a very serious view should be taken by the 
Department •.md the Officer concerned must be severely dealt with. . It 
is by ensuring such a position administratively that a smooth functioning 
of the assessment work could-be achieved and at the same time public 
-confidence restored. Public Relations would also be strengthened. l:, 
desire that Government take positive steps to ensure a proper set-up in 
this behalf. _ ·. 

CompulsorrJ Audit of Accounts 

63. After a good deal of deliberation, the majority have recommended 
that "in the interest of expeditious and proper assessment of assessees in 
the higher income group" audit of accounts in all cases of business, pro
fession or vocation, where the total assessed income in any of the last 

-three years exceeds Rs. 50,000 and in cases where the returned income for 
the first time exceeds Rs. 50,000 should be made compulsory in the Smtute. 
I would like to examine these recommeJ;J.dations critically. The majority 
have opined that this step is being taken in the interest of expeditious and 
proper assessment of higher income group. I have already referred above 
to the recommendation of the majority that they think in terms of a 
thorough or rather oa very1 proper examination of the assessment in the 



group of cases of iticome over Rs. 25,000. Evasions and concealments 
relate m?stly to items and matters outside the books and even in respeelt of 
transact~ rec~rded within the books, a fraudul~nt attempt would O'l.ot 

. come to ltght wtt~out a thorough investigation. Therefore, the Depart::. 
~t would examtne accounts even after the scheme for compulsory audit 
tS mtroduced. · 

• 
~4. It is rather surprising that the majority should inspite of their own 

basic approach observed under the Tax Evasion Chapter that' compulsory 
audit will facilitate detection of concealments and manipulation of 
accounts. · 

In this connection, the approach made by the Central Board of Revenue 
to the matter is an important material for consideration. In reply to the 
relevant question, viz., Question 16, the Central Board of Revenue have 

. observed as under:-· · 

"Large scale evasion hes been detected even in cases where audited 
accounts have been furnished. In actual practice,, the 
Auditor's certificate is confined only · to the arithmetical 
accuracy of the results derived from the books of account and 
is no guarantee that the books contain e. complete ·and true 
record of all the transactions of the assessee. While an audit 
of accounts is always desirable, a formal insistence of it by 
the Central Board of Revenue is apt to lee.d to the claim that 
the results disclosed by audited accounts should be accepted 
without question. The Board are, therefore, not in favour 
of insisting on the acco~ts being audited by Chartered 
Accountants." 

I do wish that the majority had taken· this observation of the Central 
Boe.rd of Revenue into consideration. · 

The position obtaining in the matter is such that, with very little utt1ity 
value, the cost involved and the examination of accounts even· after audit, 
the idea of even a voluntary audit has not gained any popularity. 

. 65. There is another·espect of the matter which requires to be stated. 
',l'here is a fundamental difference between the audit of Company Accounts 
and other accounts. In the former case, ther~ is a separate legislation 
requiring the compliance of the various provisions, viz., of the Companies 
Act. Persons, managing the affuirs of a company, have to function in a 
fiduciary capacity in their relations with the shareholders. In other cases, 
where the concerns are proprietary concerns or partnership concerns, such a regulation is absent and material particulars me.y not be brought to the 
notice of the auditor and unless the proprietor or the partner, as the case 
may be, chooses to give all the information to the auditor, the auditor 
would perforce have to rely on the informBtion contained in the books and 
he would also have to rely on the proprietor or the persons who own the 
business. Moreover, conditions in our country are not such as to warrant 
a provision for compulsory audit. A number of concenis are owned and 
run by persons who are not conversant with audit requirements or even · 
with the maintenance of accounts and records conforming to audit 
requirements. Thus the question is not only one of extra expenditure to 
be incurred for getting the accounts audited; but simultaneously it is also 
a question of the increase in the establishment expenditure in the shape of 
maintenance of a regular accounts department and looking after the 
requirements of an audit and providing for it. The ID!Ijority hold the 
'flew that such expenditure being allowable, at least. half or even more 



would be contributed 111 the State. This is not a correct judgment of the 
matter because in the case of partnerships where the total income is 
Rs. 50,000 with four or five partners or even more, the income would be 
divided and the tax burden mey not be of the order of the moiety of the 
income, but just bare 10 to 15 per cent or even less. It is a queSftion whe
tner u is desirable to impose this sort of unnecessary expenditure on 
IZSses:rees without any commensurate advantage to them. It will certainly 
not SutJe time to the assessee; it would take more of his time and he would 
not be a'ble to comply with the requirements of furnishing the returnlt 
within the rigid period of four months contemplated by the majority. Per
S1Stently the tax-payers have brought to the notice of the Government that 
such a requirement is not desirable and right from the time of the introduc
tion of the 1951 Income-tax Amendment Bill, the matter has been so com
mented upon by responsible Chambers of Commerce qnd Industry in the 
coo:ntry that it is not at all desirable to introduce this provision. . 

66. I should also like to state the.t in a number of cases, even without 
the ·audit of accounts, with a good backgrolind of the case, the assessing 
officers even now _dispose of assessments with~ut a searching enquiry. 
Cases involving large incomes have been so disposed of and assessees 
and/or their representatives give such copious particulars from the records 
of the assessees, that the assessing officer has to devote much lesser time 
and such a process, to my knowledge, obtains in quite a large number of 
cases. It is not the compulsory- audit as such that would determine the 
quantum of work for the assessing officer, but it is the background of the 
case, the integrity of the assessee and his past records as also the conduct 
of the r~esentative that determine the nature of enquiry in particular 
cases. 

67. The Income-tax Investigation Commission and the Taxation Enquiry 
Commission went into the question and both these Commissions have not 
favoured the idea of compulsory audit. Shri Varadacheri, Ex-Chairman· 
of the Income-tax Investigation Commission in the memorandum submit-
ted t& the Committee, observes as under:- · 

"I am not in favour of compulsory audit of Chartered Accountants 
but assessees will soon learn that it will save them time end 
trouble with the Income-tax Department if they get their 
accounts properly audited by qualified auditors. Assessees 
must be made to understand that the auditor's certificate will 
be of little value unless it is clear from his certificate that he 
hBS been given full liberty and facilities for the audit. The 

\.. certificate must not· be disingenous or ambiguous. It must 
clearly state what books or matters he has looked into fully 
and what matters he has been asked to take on trust without 
further examination." . . 

Thus while opining against a system of compulsory audit, Shri Verada
chari made a mention about the full opportunity and facility for audit and 
matters being taken on trust. 

68. In its memorandum submitted to the Committee, the Associated 
Chambers of Commerce observe as under:-

"The suggestions made in this end the preceding two questions 
exemplify the tendency of the Department to abrogate its res
ponsibilities and leave decisions to other authorities. Under 
the provisions of the various direct tax acts; the Department 
has already adequate powers to deal with assessees who do not 
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main~n ~r:oper ·accounts and if the assessing officer is not 
satisfied With the accounts as presented it is always open to 
him to make a best judgment assessmen't." ' 

In this connection, I would like to reiterate my earlier observation 
that a non-company assessee may not choose to give all the informa--
tion about his ma1tters to the auditor. " 

70. The Institute of Chartered Accountants of Indi11 in their supple
mentary memorandum observe as under:-

"The Institute has already submitted its views which reflects the 
views of the majority of the members of the Institufe. How
ever, it must be admitted that there is a section of opinion in 
the profession which feels that the suggestion contained in 
Question.No. 16, i.e., making it compulsory to get the accounl:li;. 
audited by Chartered· Accountants in CllSe of business income· 
or assets of value over a certain limit is not practicable nor 
feasible. It would, therefore, be better to encourage assessees 
to submit audited accounts with statements mentioned in 
reply to Question No. 10 along with the Return of Income 
to enable the Income-tax Officer to obtain 11uthentic informa
tion without any loss of time. It is felt that it may not be 
possible to find Chartered Accountants in some of the 
up-country places and hence some of the members of the 
profession appear to hold this view." 

The profession, I am quite sure, would like to examine the •quesbion 
from the dangerous and unexpected attacks it would be exposed to. More
over, it is not a question of work being bestowed upon the members of a 
profession. The primary consideration in such cases should be the incon
venience· and di:fflcltLty of the taxpayer. The pr~sent President of the 
In_:;titute when he appeared before the Committee stated as under:-

''Here in· our representations, we have said that it should be made 
compulsory that they should be compulsorily audited, but 
looking to the practiCill side of it, it appears that if it is on an 
optional basis and encouragement is given to the Chartered 
Accountants, they would get accustomed in this kind of a 
thing and then we can make it compulsory thereafter.;, 

n. past President of the Institute, when he appeared before the Com
mittee, also concurred with the view expressed by the present President 
and during the examination the Board Member, who is. a Member of this 
Committee, while discussing the circular, made the following pertinent 
observations:-

''Yes 
' ' 

the instTuctions are that the· certificate should be accepted. 
One of the leading Chartered Accountants wrote to us enquir-. 
ing what is the practical effect of this circular. The Charter
ed Accountant has to rely on the expenditure shown in the 
books but suppose something is not in the books 11t all what 
is his responsibility. Taking in view the present competition 

-~------. 

* * Vide Para 2 of letter dated 30th Nov. 1959 from the Chairman of the 
Committee printed at the beginning of this Report. 
410 C.B.R. I 
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for income tax practice, is it at all practicable for a Chartered 
Accountant to give such a certificate. The·way in which this 
is given puts a sort of undefined liability as if everything is all 
right and yet it does not echieve any purpose. He has said that 
very few Chartered Accou.."ltants will agree to this." 

71. It is significant to note that while the question put by the Committee 
in the questionnaire related to compulsory audit for business income cases 
cnly, the· recommendation of the majority now embraces aU cases of 
'business, profession and vocation. Mention about professions and voca
tions was contained in the 1951 Amendment Bill and as a result of the 
representations then made, a proper view was then taken· and even the 
Taxation Enquiry Commission, when sending out its questionnaire, res
tricted its reference to business income cases only. Accounts of profes
sional men would-be of a very simple character and they would reflec~ 
only the receipts and disbursements and. I wonder as to why any certifi
cation in respect thereof is contemplated. · Further, for declarations, a 
Justice of the Peace for his own purposes, need not go to another J.P. Is · 

··if; n!JW suggested that a Chartered Accountant, who is competent to audit 
the accounts of others and_ make a certification, should submit his own 
accounts and records to his competitor and that his own declaration as to 
the correctness should not be accepted? There is a pertinent observation 
in the report under the Appeals Chapter as under:- . · 

"We doubt whether a tax-payer would be willing to get his fin~cial 
· affairs examined by persons who may be competitors either 

actual or potential." 

72. In view of the above observations, it is rather surprising that the 
majority should have thought in terms of recommending an audit of 
accounts of the professional people .. , 

The preparation and audit of accounts for non-companies is altogether 
of a different character. Any form of certificate prescribed would·have to 
permit qualifications of the Certificate :oy Chartered Accountants covering 
aU the relevant points and in consequence would lose much, if not alL its 
value. The cost would be quite considerable and taking into considera
tion the extra cost involved in setting up a proper Accounts Department, it 
would impose an unnecessary burden on the tax-payer. The proposal, 
therefore, is not a proper one and I would urge that there should be n~ 
provision for a compulsory audit of accounts. t6 

Government's Right to Appoint Chartered Act:ountants for further audit 
-

73. The majority have observed that such a provision is not necessary 
particularly in view of their recommendation for compulsory audit in all 
cases with income above Rs. 50,000. I would like to state my view that 
such a provision is not necessary because the initiative and responsibility 
of the Income-tax Officer should not be shifted to some outside agency. If 
the objective is to be achieved, it can well be done by recruiting Chartered 
Accountants in the Department itself, for purposes of both the matters 
discussed under Questions 16 and 17. It is not desirable to impose an out
side agency on assessees and this type of work ought to be done by the 
Assessing Officer himself. It is he only who has all the advantage of the 
material basic data with him and the examination which he can conduct 
cannot be conducted by an outside agency, which would not naturaUy be 
equipped with the assessing and summoning powers of the Income-tax 
Officer. 
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Simplified Forms 

74. Members of the Committee had the benefit of considering the Forms 
prepared by the Committee's office. But I find that except for a new lay
out for the Income-tax Forms, the forms for Wealth-tax and Expenditure
tax do not appear to -have been drafted. So far as the Income-tax forms 
are concerned, the office draft appeared to ' be more complicated as it 
introduced much more statistical information in the Return itself which 
can be gathered separately in the course of assessment proceedings and in 
case such F9rms were to be filed in by assessees, it would be very difficult 
for ordinary layman or for even business people to fill them in without 
having expert assistance. Particulars were introduced in such Forms for 
information to be had for properties, shares, securities, etc., held by persons 
in a fiduciary capacity and full particulars of such holdings. with distinctive. 
numbers were also contemplated to be obtained. The work involved 
would, indeed be colossal and there would be duplication of the informa
tion in a· number of cases. There were several other particulars of a 
dqplicating nature. The majority have ultimately decided not to suggest 
any simplified forms and give drafts thereof. They have, however, indicat
ed broad lines on which the Return of Income forms be prescribed. They 
have not suggested any simplification of the Wealth-tax and Expenditure
tax forms although there was a persistent demand for this. I am of the 
view that simplified .forms should be suggested. I he.ve prepared drafts 
of the forms for Income-tax, Wealth-tax and Expenditure-tax and these 
were given to the members of the Committee for their consideration. I 
am not satisfied with the restricted nature of the decision taken by the 
majority. I recommend the adoption of simplified forms drafted by me. 
There are three separate sets for (i) Income-tax, (ii) Wealth-tax and (iii) 
Expenditure-tax. These three sets of forms are annexed to this memoran-
dum and have been indicated separately. ' 



CHAPTER ill 

ASSESSMENTS II 

Part B-Special Problems 

Allowance of Expenditure and Question of its Spreadover in respect of 
Business Premises taken on Lease or on Rental Basis 

75. The majority, instead of considering this issue on the basis of an 
allowance of expenses, have made a recommendation in terms of deprecia
tion allowance. Such an approach, in my hwnble view, iS defective 
because there should be no question of depreciation in respect of premises 
belonging to another. According to the existing law, such expenditure 
is allowed to be deducted, but, on the analogy of the position obtaining in 
other countries, and particularly in the u.s.A. the question of option being 
given fo the assessee to have a spread-over with such allowance in a 
number of years, deserves consideration. The majority have restricted 
their recommendation to lease-hold premises only, but with the regulations 
and rent control position, the same consideration should be given to pre
mises taken on a monthly rental basis and in such cases where the tenoant 
incurs expenditure, such expenditure should also be allowed. This 
allowance and the question of option for a spread-over should be one of the 
items of expenditure to be enumerated in the Act as per my suggestions 
made above under the head 'Simplifirotion of Stat11tes'. 

Development Rebate. 

76. The Committee have made various recommendations in this behalf, 
but taking into consideration the difficulties experienced and the need for 
a proper statutory clarification, I recommend that the change in respect of 
every item recommended by the Committee should be provided for by 
statutory amendment and it should not be left to 'be regullited by executive 
instructions. . · 

Matters relating to Sectio1t 23A. 

77. The Committee discussed the fundamentals of this question as also 
various details relating thereto. The majority have not accepted the sug
gestion that the old provision, viz., Sub-sections 3 to 5 · of Section 23A 
which were deleted by the Finance Act No. 2 of 1957, should be restored. 
It appears that they were not prepared to accept this suggestion unless the 
existing statutory percentage for distribution were increased. They have 
referred to a two-pronged suggestion to have the provisions and not 
increase the percentages; but, with great respect I may state that the per-. 
centages were so reduced to eliminate unnecessary work by stipulating a 
percentage which would take within the purview· of the operation of 
Section 23A particular industrial concerns if they made distribution of a 
lower order. Therefore, the percentage is not one which can be linked on 
merit with the scheme itself. It is, on the. other hand, a percentage which 
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smoothens the functioning of the scheme by keeping the percentage at a 
lower figure. As it is, the percentage has been increased by the Finance 
Act, 1959, and, therefore, there should be no question of a further increase 
by the recommendation of the restoration of the provisions of sub-sections 
(3) to (5) of Section 23A as it previously existed before the amendment 
made by the Finance Act No. 2 of 1957. I also recommend that the scheme 
be revived withou,t having the institution of a Board of Referees. The 
orders shou,ld be passed by the Commissioners of Income-tax after hearing 
the assessee and su,ch orders, to ensu,re a ju,diciou,s consideration, shou,ld. be 
allowed to be appealed against, appeals being preferred to the Income-tax 
Appellate Tribunal. This process will not involve any delay visualised by 
the majority. , · 

78. There is an observation made by the majority to the effect that the 
existing percentages are, in their opinion, reasonable Wld adequate and 
leave enough balance with the company for meeting their capital require
ments, for modernisation of plant, development, etc. · This fin~g is not 
justified by the actual position obtaining; with an increase in the burden 
of taxation, companies have been compeHed to pay by way of taxation 
miLch bigger amou,nts and they have been compeHed to draw upon their 
past reserves also. When this is the position, it cannot be asserted 'that 
su:fJicient amou,nts are left for plou,ghing back and for modernisation of 
plant, .development, etc. The observation of the majority the.t this ~ 
obvious froin the fact that during 1958-59 only in about 3 per cent. of the 
assessments of Section 23A companies did need arise for levying additional 
Super Tax under Section 23A of the Income-tax Act is not intelligible. It 
signifies nothing. On the contrary, the correct position is that companies 
have been compelled to draw on past reserves as clearly indicated by me 
in paragraph 162 of this memorandum in the Chapter relating to Refunds. 

79. As regards the question of relating the interpretation of smallness of 
profit to book profits and not to assessable profits, the majority have opined 
that this is being done in some cases but instead of leaving the matter to 
be regulated by administrative action, the clarification shou,ld be made 
in the statute itself, became, without so doing, unnecessary litigation is 
bou,nd to ensue. 

80. It is also desirable to enumerate the amou,nts which must be deduct
ed in arriving at the amount of distributable su,rplm. * * 

I wou,ld recommend the inclu,sion of amou,nts which are set aside and/or 
debited to the Profit and Loss Account under the requirements of the Com
panies Act, 1956, to show a true and fair position of a company. 

81. I brought to the notice of the Committee the very difficult and per
haps an absurd position which would ensue by a literal interpretation of 
the provisions of Section 23A entailing a distribution out of capital. In a 
number of cases, higher distribution would have been made in earlier 
years and because of the technical interpretation a cent percent distribu
tion for later years would take the total amount of de facto and notional 
distribution beyond the hundred percent profit of the company. I, there
fore, suggest that the st~tute shou,ld make it clear that the provisions af 
Section 23A should not apply to cases where the total amou,nt _of dividends 
actually distributed and those notionally worked out for distribution go 
beyond the total nett available surplu,s of a company. As the majority 
have not accepted this ruggestion, I recommend that the law shou,ld clearly 
provide for such non-application. 

* * Vide Para 2 of letter dated 30th Nov. 1959 from the Chairman o! the 
Committee printed at . the beginning of this Report. 
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Speculation Losses and Hedging Transactions. 

82. The Committee have made vital recommende.tions relating to this 
matter and have also made suggestions for amending the section so that 
transactions in all commodities are put on par and hedging losses against 
ready stocks of every commodity sbmd to be allowed under the_.Act. To 
ensure a proper working and ~c:rrect interpretation I woul~ also recom
mend, that the various propoSltions accepted by the Commtttee and 1the' 
changes recommended should be provided for in the statute itself to .avoid 
any misinterpretation at.~he hands of the. assessing officers . . It is a,_fC!f!t 
that inspite of the categoru:al assurances gwen by the then Fmance Mtms
ter, assessing authorities, at even higher levels, have taken a very technical 
stand totally brushing aside the assurance given. and forgetting the spirit 
in which these assurances were given. It is all the more necessary, there
fore, that the clarifications given by the Central Board of Revenue in 'the 
various circulars are summarised and the gist thereof embodied in the 
statute itself· 

The Committee discussed the distinction in the phraseology of clauses 
(a) and (b) to the Second Explanation of Section 24(1) of the Income Tax 
Act. While one clause makeS a reference to stocks held, the other does 
not. It was felt 'that the two clauses should--be identical so that hedging 
losses .in commodities other than those relating to stocks and shares could 
also be clearly brought within the purview of allowance. As this aspect 
is not clearly 'brought out, I specifically recommend that in expanding the 
Second Explanation to Section 24(1), the same phraseology be used to 
extend the allowance to hedging losses against stocks of all commodities 
putting them on par with shares and securities so that such losses whether 
they are against transactions of ready stocks or purchases are allowable. 

83. The Committee fully discussed the difficulties experienced by 
assessees by a peculiar interpretation having been made about the allow
ance of speculative losses and their set off. It has been clearly observed · 
by the Committee that if an assessee earns speculation. profits in a previous 
year and suffered losses in other business in that year and he had incurred 
speculation losses in the earlier years which had been •carried forward 
and were due to be set off against the speculation profits of lthe previous 
year, the assessing officer sought first to set off the previous year's losses 
from the other business against the speculation profits before setting off 
the carry-forward losses against the latter .. Consequentially, the recom
mendation should have been to the effect that if an assessee had earned 
speculation profits in a year, speculation loss, if any, carried forward from 
the earlier years or the speculation loss, if any, of that year should be 
first adjusted against these speculation profits before allowing any other 
loss to be adjusted against these profits. In the chapter to be finally 
inclJ!ded in the report, however, the recommendation is differently made 
and it is stated that if an assessee had earned speculation profits in a 
year, speculation loss, if any, 0f that year should first be adjusted against 
these specul!ition profits before allowing any other loss to be adjusted 
against these profits. Apart from the question of a fundamental change 
of this nature having been made by the majority, the fact remains that 
the difficulty in respect of accumulated losses and their carry.oQver con
sideration for a number of years after the amendment comes into force 
would still remain. Again, by administrative instructions the necessary 
relief can never be ensured. It is the experience of the taxpayers that by 
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leaving matters ·for executive actio!'l, an iniquitous position always con
tinues and, therefore, taking into consideration the extraordinary difficul
ties experienced by the taxpayers I would recommend that the law should 
be amended to clarify beyond the shadow of a doubt that speculation 
losses, if any, carried over from earlier years or the speculation losses, if 
any, of a particular year shall be first adjusted against speculation profits 
of a particular year before adjusting any other loss against such specula
tive profits. 

The report gives an extract from the speech of the Hon'ble the then 
Finance Minister but in my view there are two other portions from his 
speeches which are also relevant for consideration and I reproduce the 
same below:-

"It has always been the intention that speculative transactions in 
different commodities and in different markets would be 
regarded as one business and the profit and loss determined 
by combining all these transactions. 

With regard to hedging, the Department will not be to•J particular. 
about the quantities and timing, so long as it is satisfied that 
the transactions do constitute genuine hedging." 

It will appear that the intention of the amendment then made was to 
allow all hedging losses in respect of all commodities provided they relat
ed to transactions against stocks held or purchase made. whether they 
were of the nature of shares and. securities or of stocks of any other com
modities· The other matters also have been commented upon and it is 
very essential that the basis on which the amendments were made stands 
fully clarified in the statute itself and a positive amendment is made of 
the relevant provisions including those of a regularisation of clauses (a) 
and (b) of the Second Explanation to Section 24(1). I positively hold the 
view that a comprehensive amendment of the section is necessary to set 
at rest the uncertain position and the unwarranted interpretation which 
is being put on the existing legislation by the various taxing authorities. 

84. I ani making these suggestions subject to the frindamental approach 
relating to this question which I am indicating below. 

Representatives of recognised Stock. Exchanges made a very strong 
plea to the effect that there should be no discinction between speculative 
transactions and other. transactions .. The President of the Bombay Stock 
,Exchange, when he appeared before the Committee, made an analysis of 
the position and invited the attention of the Committee to the memoran
dum submitted by that body to the Taxation Enquiry Commission. The 
majority have -not accepted this suggestion, but it is my view that there 

. is considerable force in the submissions made by the representatives of 
recognised Stock Exchanges. 

· 85. In discussing .the question of the futility of the amendment that 
was introduced, the Bombay Stock Exchange in its representation to the 
Taxation Enquiry Commission observed as under:-

"Futility of the Am:endment.-The principal object with which the 
amend!pent was introduced was to protect revenue by check

. ing the malpractice of buying and selling of losses. During 
the debate in Parliament, .the Finance Minister admitted that 
there was no direct way of defining, for legal purposes, these 
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particular transactions. He then went on to explain as under 
how the amendment was to be made workable at all:-

'We have proceeded by the method of excluding what we do not 
want to hit. In the Bill as it is drafted we have excluded 
hedging transactions, the common hedging transactioill'l, 
that is a mill buys cotton and sells cloth. There are vari
ous other varieties of hedging transactions, and after dis
cussions with the representatives of trade and business I 
have come to the conclusion .that they are also legitimate. 
One category of transactions is the one I referred to just 
now; a man wants to protect himself against any loss in 
certain scrips h~ holds, but he sells some other scrips which 
he expects will have a reverse movement. The object is to 
save that kind of transactions.' 

This correctly sums up the modus operandi of hedge transactions 
in forward markets. A holder of shares in one company; 
anxious to protect himself against losses through price fluc
tuations generally sells other scrips which are current as a 
hedge and are freely marketable and negotiable. If a person 
holds shares of, say, Mysore Mills which at a particular 
moment do not have a ready ·market, he hedges by selling, 
say, Tata Steel Defds. or Bombay Dyeings which may then 
have a liquid and broad market. Big mercantile houses, by 
the very nature of their business, have to resort to such tran
sactions by selling popular scripts to guard against losses in 
their holdings which· they generally keep as a locked-up 
investment, either because there is no market for such 
shares, or for retaining control of the companies concerned, or 
for future capital appreciation. It is a fundamental 
object of the forward market in shares to provide a 
hedge to the genuine investor as well as a free and ready 
market for shares. A provision for this is made, as the Finance 
Minister explained to the House, by insertion of claus.e (b) 
in the proviso to Explanation 2 to Section 24(1) of the Income
tax Act. There is no doubt that Stock "Exchange losses 
suffered by an assessee when hedging against his 
investment are excluded from the definition of 'speculation 
loss' and can be set off by him against his other income. The 
question, what would happen if such losses were disallowed 
has been already answered by the Finance Minister in his 
speech quoted above. The further question is that if such 
losses must necessarily be allowed-which is what clause (b)~ 
provides--what is there to stop unscrupulous wealthy asses
sees who have large investments of their own from 'buying 
losses' in the guise of hedge transactions against their invest
ments and then claiming a set off? The amendment to Section 
24(1) is supposed to cast a net especially for catching such tax
dodgers, but in fact the mackrel escape and only the sprat are 
caught. What then is the meaning of the amendment to Sec
tion 24(1)? There is no way of steering clear between Scylla 
and Charybdis. The fallacy lies in the presumption that the 
entire complicated trade of various forward markets can be 
defined in law by a process of exclusion through the insertion· 
of some exceptions here and there. The .addition of execep
tions capable of giving some protection to bona fide trade in
evitably make the amendment look like a sieve; and without 
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the result, honest assessees receive the short end of the stick 
in either case. The amendment to Section 24(1) with its 
clumsy and ambiguous provisions hits bona fide business at 
all points and probably the only person who is·not wocried is 
the tax dodger 'buytng losses'." 

86. Having discussed this, the memorandum makes an. analysis of the 
issues involved and the harassment of assessees as under: 

"The fact that the Income-tax Act by a legal fiction empowers an 
Income-tax Officer to say that a particular loss is speculative 
and that its set-off cannot be permitted does not put back 
money in the pockets of an assessee to enable him to pay the 
tax demanded. The disallowance of the set-off of losses ·in 
respect of 75 to 80 per cent. of the bona fide trade of forward 
markets, which in one sense or another might be held to be 
speculative, can only cause harassment and impose a hardship 
and burden for which there is no sanction either in equity or 
justice and no warrant in the needs of the situation. It is for 
this reason that the amendment to Section 24(1) is condemn
ed by all quarters as misconceived and mischievous, as need
lessly provoking unhealthy litigation and upsetting the trade 
while failing in its main purpose of stopping the malpractice 
of 'buying losses', to the extent that it does prevail at present." 

87. The memorandum under ,the heading "The Correct Approach" 
indicates the method and manner in which the problem requires to be 
approached and I am reproducing the relevant portion below for a ready 
reference. The last sentence which I have underlined is of ·crucial import
ance: 

"The Correct Approach.-The coercion implicit in disallowing set-off 
of speculation losses is calculated to diminish speculation gains which 
ultimately give assessees their livelihood and are the source from which 
Government revenue itself is derived. If that source is considered 'tainted, 
there is no object in Government regulation of forward markets. But to 
recognise, on the one hand, the importance of forward markets, and on 
the other to disrupt their efficient functioning by slowly garrotting bona 
fide forward trade through the medium of the Income-tax Act, is a con
tradiction in terms which cannot be easily reconciled. It is necessary to 
emphasise that the problem of buying speculation losses is quite capable 
of being solved by normal processes. No doubt it is true that losses do 
not bear on the surface any marks of their origin but they become signi
ficant from the point of' view of income-tax evasion only when-

( a) an assessee claims set-off of speculation loss against other 
income; · 

(b) the assessee's other income is large; and 

(c) the proportion of speculation loss to the otl'ler income is large. 

Such cases can be picked out at sight and this at once limits the field of 
critical investigation to a relatively small percentage of the total number 
of cases. Any extra expense and attention devoted to such cases is 
likely to be well rewarded. A determined tax-dodger may be expected 
to do his best to obliterate all evidence of the oril{in of the losses he has 
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of a number ·of other parties and by the Fabrication of books .and docu
ments at a number of places with the sward of Damocles hanging over 
his head in the form of treats of exposure and blackmail In fact, where 
an organised market like · the Stock Exchange is concerned, such an 
attempt all the ·way can rarely succeed.. When the purchase and sale 
contracts resulting in the alleged loss are not found to be supported in 
the books of the brokers employed by the suspect assessee in the shape 
of correspondil).g transactions in the open market/ with other 'Bazar' 
parties, that is, brother ·brokers, that · should be deemed to be pr-ima 
facie evidence that the loss claimed is not genuine, unless indeed the 
assessee produces irrefutable evidence to the contrary. It should not 
be difficult to educate a hand-picked staff in the modus operandi of 'buy
ing losses', and with such a staff in charge of the small number of suspect 
cases, the fraud on revenue canp.ot for long survive. The problem is 
essentially one of a vigilant, efficient and honest administration. The 
responsibility for that rest with the Department and cannot be saddled 
on the shoulders of an overwhelming majority of honest assesse~s who 
are interested or engaged in forward business." ' 

88. Analysing the matter further, the memorandum reflects the position 
about the strong feelings of the Stock Exchanges. The statement is that 
75 to 80 per cent. of the business on •the Stock Exchanges and other forward 
markets was allegedly to be treated as speculative within the meaning of 
the amendment of Section 24(1) of the A,ct, 75 to 80 per ·cent. of the 
bona fide trade and the assessees interested or engaged in such trade· are 
penalised for the misdeeds of a handful of tax-dodgers in a manner with
out precedent in income-tax law and practice in the past and without 
parallel in any other part of the world. This was, in their opinion, a great 
wrong. It was submitted that the wrong must be righted by rescinding 
the amendments made in Section 24(1) of the Income-tax Act by Section 
3(d) of the Finance Act, 1953. · · 

89. I see great force in these· submissions and taking into considera
tion the fact that the correct approach is to find out the exact nature of 
transactions and deal with the matter on the basis indicated in the 
Bombay Stock Exchange memorandum there is no need to retain this 
sort of a provision on the statute book. 

90. Even under the Excess Profits Tax Act artificial transactions and 
transactions effected with a view to avoid Excess Profits Tax were re
gulated by specifiec sections, viz. Section 10 and lOA of the Excess 
Profits Tax Act. 

91._These sections are reproduced below for ready reference:-

"Artificial Transaction 

"Section 10: (1) In computing profits. for the purposes of this Act, 
. no deduction shall be made in respect of any transaction 

or operation of any nature if and so far as it appears that 
the transaction or operation has artificially reduced or would 
artificially reduce the profits. 



~69 

(2) If the Excess ~ofits Tax Officer is satisfied that any person 
~as entered. mto or carried out any transaction or· opera
tion by which the profits have been or would be artifically 
reduced, he may, with the previous approval of the Inspect
ing Assistant Commissioner, direct that such person shall 
pay, in addition to any excess profits tax for which he is 
or, but for such tr~nsaction or operation, would be liable, a 
penalty not exceedmg the tax· evaded or sought to ·. be 
evaded." · 

"Transactions. Designed to avoid ~r reduce liability to Excess Profits Ta:r: 

Section 10-A (1) .-Where the· Excess Profits Tax Officer is of opinion 
that the main purpose, for which any transaction or transactions was or 
were effected (whether before or after the passing of the Excess Profits 
Tax (Second Amendment) Act, 1941) was the avoidance or reduction 
Rf liability to excess profits tax, he may, with the previous approval of 
'the Inspecting Assistant Commissioner, make such. adjustments as res
pects liability to excess profits tax as he considers appropriate so as to 
counteract the "avoidance or reduction of liability to excess profits tax 
which would otherwise be effected by the transaction or transactions. 

(2) Without prejudice to the generality or the powers conferred by 
Sub-section (1), the power conferred thereby extend, 

(a) to the charging with excess profits tax of persons who but 
for the adj"ustments would not be chargeable to the same 
extent; 

(b) to the charging of a greater amount of tax than ·would be 
chargeable but for the adjustments. 

(3) Any person aggrieved by a decision of the Excess Profits Tax 
Officer under this Section may appeal in the prescribed time and manner 
to the Appellate Tribunal." 

92. Under the existing legislation Assessing Officers can and do cer
tainly go behind the transactions entered into and in case they find 
anything fishy, they probe into matters and pin down responsibility on 
proper persons. In a number of cases there. are instances of so-called 
protective assessments. where assessments· have been discharged both on 
the persons suspected of having bought losses and persons who are sus
pected of having obliged them. Such cases can certainly be dealt with 
<In: merit and where transactions of a magnitude are entered into and 
big losses are reflected without a past background or there are cases 
where normally such transactions did not obtain, the Department can 
and must certainly take action . 

. 93. With this analysis I would recommend that the amendments in
troduced by Section 3(d) of Finance Act, 1953, be rescinded and the posi
tion that existed before such an amendment be restored, so that there is 
no distinction made between the so-called speculative transactions and 
other transactions. 

Registration of Firms 
94. The majority have opined that assessees have to satisfy certain 

conditionS laid down in the Income-tax Act for getting the "benefit of 
registration" and that the benefit flowing from such a registration can be 
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immense. It cannot be assumed that registration of firms is a concession. 
Legislations of other countries provide for record returns only in cases 
()f firms and assessments are discharged directly on the partners and re
.coveries are made from them. •u is not as if a registered firm is a l"egal 
.entity. A firm consists of the partners who constitute it and it is the 
partners who legally constitute the firm. Obviously, therefore, the 
,question of discussing the so-called benefits of registration should not 
arise. Actually, a number of witnesses made a suggestion that there 
should be automatic registration with a right of enquiring into the genui
~neness or otherwise of firms remaining intact in the hands of the 
Department. Several official witnesses also favoured this idea. The 
-recommendation made by the Committee not to do away with registra-
-tion is made mainly with the objective of enabling the assessing authori-
ties to examine the question of genuineness or otherwise of the consti
tution of a firm at the very inception and I would, therefore, like to 
:make an observation that it is this objective only which should be kept in 
mind and legal technicalities not affecting the substance of the mattlm:) 
should not be ali:owed to prevail. Instances were cited before _the 
Committee of cases where registration was refused on flimsy and tech

·nical grounds although, in substance, genuine firms did exist. Such an 
approach is hardly desirable and from this point of view it was as well 
that the Committee could have thought in terms of abolishing registra
tion altogether. But the Committee have come to this conclusion to 
ensure a proper check at the hands of the assessing authorities for deter
·mining the genuineness or otherwise of the firms, and that, to my mind, 
:Should be the primary objective. 

Refusal of Registration on Technical Grounds • 

95. Although a recommendation has been made by the Committee 
io provide for technical defects to be rectified, the majority did not accept 
my suggestion that a specific provision should be made in the law itself 
.as per the recommendation of the Law Commission. It is possible that 
assessing officers may not give this facility and as a result thereof, on 
technical consideration, registration may be refused. Taking my obser
·vations in the previous paragraphs into consideration, it is but appro
-priate that the position in this behalf should stand regularised by a statu
tory provision and it should not. be left to be dealt with only by adminis• 
tive action. Further, in determining the technical errors, a fetish of 
finding errors should not be made and only substantial defects which! 
vitally affect the formation and constitution of the partnerships should 
.be considered. • 

Matters relating to Section 34-Question of reopening assessments 

96. The majority have not accepted my suggestion that the period of 
four and eight years stipulated in Section 34 should be reduced to three 
and six years. -In this connection, I invite particular attention to the 
observations made by me in the comments relating to the Tax Evasion 
·chapter. In a large number of cases assessments are delayed and are 
not taken up for consideration till they are likely to be time-bafrred. It is 
desirable that there should be an expeditious disposal so that cases are 
.disposed of within two years and with a view to introduce an element 
. of efficiency in administration, it is but appropriate that 
there should be a compulsion introduced by the statute on 
the assessing officers. I, therefore, recommend that the periods as per 
the suggestions made by me in the comments in the Tax Evasion. chapter 
.should be reduced to three and six years from four and eight years. 
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97. The Committee have recommended that the Income-tax Office:.
should intimate to the assessee the grounds on which action is proposed 
to be taken and the assessee is given ten days' time to ·send his reply. 
I would suggest that this period of ten days is too short and a time of 
atleast 21 days should be given for a reply in 1·espect of such a vital 
matter~ 

' 
98. I would also suggest that the question of amending this Secticm 

and making a provision em the lines of Section 41 of the U.K. Income-tax 
-Act should also be considered. 1 am reproducing herebelow this section 
for ready reference:- · 

"41.-(1) If the surveyor discovers-

then 

that any properties or profits chargeable to tax have been omitted 
from the first assessments; or 

that a person chargeable has not delivered any sfatement, or has 
not delivered a full and proper statement, or has not been 
assessed to tax, or has been undercharged in the first assess-· 
ments; or 

that a person c)largeable has been allowed, or has obtained from 
and in the first assessments, any allowance, deduction,. 
exemption, abatement or relief not authorised by this Act, 

and in every such case---; 

(i) where the tax is chargeable under Schedule A, Schedule B or 
Schedule E-; 

(a) if the·first aSsessments have not been signed and allowed, th~ 
surveyor shall amend the assessment and assess the person 
liable to the full amount, and at the full rate of tax, at. 
which he ought to be charged; 

(b) if the first assessments have been signed and allowed, the> 
surveyor shall certify the particulars to the Additional: 
Commissioners, who shall sign and allow an. additional' 
first assessment in accordance therewith, which shall be 
subject to appeal and other proceedings as in the case of a 
first assessment; 

.(ii) where the tax is chargeable under Schedule D, the additionai 
commissioners shall make an assessment on the person 

chargeable, in an additional first assessment, in such a. sum· 
as. according to their judgment, ought to be charged, and 
any such assessment shall be subject to appeal. 

(2) Any assessments not made at the time when the first assess
ments are signed and allowed shall, as soon as they are made, be added 
to the fi!"st assessments by means of separate forms of assessment. 

(3) As respect tax chargeable under Schedule E, this section 5hali 
have effect subject to any regulations under section one hundred and 
fifty-seven of this Act for the time being in force." 

99. I am of the view that a provision like this would ensure proper 
justice, would avoid unnecessary and fishing enquiries and while pro
viding for dealing with cases of escapement of . income it would also re
gularise the position so far as the taxpayer is concerned by putting a 
square responsibility on :·he assessing authorities of making out a prima 
facie case showing the escapement of income, instead of basing the re
opening on mere suspicion. 



472 

1uu. Apparent over-assessments. 

I had made a suggestion to the Committee that a recommendation 
should be made for having a provision to give relief in cases of apparent 
over-assessment, and a suitable provision on the lines of Section 66 of 
the United Income-tax Act, 1952, was indicated. I am reproducing this 
Section below for ready reference:-

"66. (1) If any person who has paid tax charged under an assess
ment to income tax made for any year under Schedule D or 
Schedule E alleges that the assessment was excessive by 

· reason· of some error or mistake in the return or statement 
made by him for the purposes of the assessment, he may, at 
any time, not later than six years after the end of the. year 
of assessment within which the assessment was made, make 
an application in writing. to the Commissioners of Inlana' 
Revenue for relief. 

(2) On receiving any such application the Commissioners of 
Inland Revenue shall inquire into the matter and shall, 
subject to the provisions of this section, give by way of re
payment such relief (including any consequential relief from 
surtax) · in respect of the error or mistake as is reasonable 
and just: I 

Provided that no relief shall be given under this section in respect 
of an error or mistake as to. the basis on which the liability 
of the applicant ought to have been computed where the 
return or statement was in fact made on the basis or in 
accordance with the practice generally prevailing at the time 
when the return or statement was made. 

(3) In determing any application under this section the. Com
missioners of Inland Revenue shall have regard to all the 
relevant circumstances of the case, and in particular shall 
consider whether the granting of relief would result in the 
exclusion from charge to income tax or surtax of any part 
of the profits or income of the applicant, and for this pur
pose the Commissioners may take into consideration the 
liability of the ~plicant and assessments made on him in 
respect of other ye;~rs. 

(4) 

(5) 

• Any person who is aggrieved by the determination of the 
Commissioers of Inland Revenue on an· application made by 
him under this section may, on giving notice in writing to 
those Commissioners within twenty-one days after the noti
fication to him of' their determination, appeal to the Special 
Commissioners. J. · 

The Special Commissioners shall thereupon hear and deter
mine the appeal ·in accordance with the principles to be 
followed by the Commissioners of Inland Revenue in deter
mining applications under this section and, subject thereto, 
in like manner as in the case of an appeal to them against an 
assessment under Schedule D, and th.e provisions of this Act 
relating to such an appeal (including the provisions relating. 
to the statement of a case for the opinion of the High 
Court on a point of law) shall apply accordingly with any 
necessary modifications; 1 
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. Provided that neither the appellant nor the Commissioners of 
Inland Revenue shall be entitled to require a case to be 
stated for . the opinion of the High Court otherwise than on 
a point of law arising in colU).ection with the computation of 
profits or income." · 

101. The majority have not ultimately accepted my suggestion on the 
·ground that Section 33A provides remedies under certain circumstances 
-and the said provision can secure the required benefit by the Com
missioners exercising their discretion to condone delay freely. I am 
aJTaid this approach is not correct. Section 33A .petitlions are more or 
less mercy petitions and the general impression in the minds of taxpayers 
is that in rare cases only they get the benefit and when the statutes of 
<>ther countries provide for such a remedy by the statute, I see no 
reason why in the statute of our country there should be no similar pro
-vision. 

Bar of Double taxation under the Act . ( 

102. The majority have not accepted my suggestion in this behalf. I 
had suggested that there should be a specific provision introduced in all 
the direct tax acts to bar double assessment. This question has a pre-
vious background. When the 1938 Income-tax Amendment Bill was 
discussed in the Legislative Assembly, a definite .mention was made 
about this matter. The observations of the late Shri Bhulabhai J. 
Desai are reproduced below:-

"And what· was intended. by my Honourable Friend, Mr. Kazmi, 
who was responsible for pressing this matter on my atten
tion was that there would be nothing lost if in some appro
priate place we could make it clear that throughout, the 
intention of the Act is what is admitted to be a rule of 
construction, and a rule to be applied in so far as the taxa
tion of incomes is concerned-that the same income may not, 
in the same hands, be taxed twice over that is all that we 
meant, and so far as these parts of the Minute of Dissent 
were concerned, they were intended not so much as a 

· dissent, though there is no other form of expression open 
· to us-but as a guidance, as suggestions which if it were 

possible to carry out we should attempt to do so during the 
progress of the Bill. But they are not matters of such a 
nature as that on any of them in terms you could possibly 
have the Vote of the House. The only points which would 
be a matter for vote of the House by way of amendments 
to the Bill are those to which I now come." 

• 
A Minute of Dissent was submitted by the late Shri Bhulabhai J. 

Desai, the late Shri S. Satyamurthi, Mr. Muhammad Ahmad Kazmi, 
M:r. B. B. Varma and Mr. K. K. Malaviya to the Report of the Select 
Committee on the 1938 Income-tax Amendment BilL I am quoting the 
relevant portion of the Minute of Di~sent below:-

"The first point in this connection is that on a perusal of the· Act 
and the Bill, we find that in some cases the underlying 
principle of a large number of sections iind provisions dis
persed in the Act is one and the same, but such principle 
is nowhere enunciated in its full form in the Act. If we 
incorporate such principles in specific provision-in a3 
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general a form as is consistent with the othe_r p::ovisi?~ 
it would very much simplify and render eastly mtelhgt~le 
many of the provisions of the Act. For example, a section: 
":~>ecognising the prLTJ.ciple "No income of a perso~ shall be 

-liable to be taxed twice in his hand" will be easily under-
stood, will simplify many of the provisions of. the Act, 3;nd 
will remove certain doubts arising from the mterpretatlon 
of some sections of the Act." 

103. The Law Commission have also made a recommendation in this 
behalf and have suggested that a separate section viz. Section _319 should 
be inserted in the Act .on the following lines : 

Bar on Double Taxation under the Act-Income which has once 
been charged to income-tax or super-tax in the hands of any 
person for any assessment year shall not be charged again 
to income-tax or super-tax as the case may be in the hands 
of the same person either for the same assessment year nr 
for a different assessment year. 

104. In the United Kingdom a similar provision is contained in: 
Section 65 of the Income-tax Act, 1952. 

105. A provision on the above tines is very essential and therefm·e I 
recommend that it should be embodied in every direct tax Act. 

Ta:r: liability of non-residents and the- question of Business connection 

106. The majority have not accepted my suggestion that business: 
connection should be defined as per the U.K. Income-tax Act, 1952. They 
hold ·the view that the position stands clarified as a result of the ins
tructions issued by the Board and have not felt inclined to make a 
suitable clarification in the statute itself. It is essential that the sub
stance of the instructions already issued should be analysed and em
bodied in a suitable summary form in the statute itself to avoid any 
chance of misinterpretation and misdirect1on. Various difficulties are 
experienced because of the matters being left for administrative action 
and administrative action only entails various considerations. There is" 
no reason why the status itself should not regularise the position in this 
behalf and bring it in line with the legislation of the U.K. 

In this connection, I should also like to make a mention of the fact. 
that the want of statutory provision .and clarification in this behalf is 
detrimental not only to the resident agents (treated as such) of the 
non-residents, but also the country's economy · as a whole. At a time 
when serious efforts are being made to secure foreign capital and foreign 
loans, it is but appropriate that the position in this behalf stands fully 
regularised. The Central Board of Revenue tries to explain away the 
fears of foreign traders, but these attempts have not been very success
ful because the issues in question can be resolved properly only by the· 
highest ·judicial authority in the country. The correct remedy lies in 
amending the statute. It is also possible that by leaving matters for 
administrative interpretation and action it would be possible for the 
Department to tighten up matters by revising the . procedure and inter
preting instructionS already issued in a particular way or by revising 
those instructions: Even otherwise, it is a fact that many of the circu
lars issued by the Central Board of Revenue have not received that 
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respectful consideration• at the hands of the subordinate authorities 
which they should and even the Committee have felt inclined to make 
an ol;>servation in that behalf. Analysing the matter in this way I 
would reco~end that matters _be regularised by statutory ame~d
ment. If this IS not done, there Is· bound to be .a serious impact .on the 
trade of India and on the securing of foreign resources whether in the 
shape of capital or loans. In any event, I suggest that the law be amend
ed by embodying a provision on the lines in~icated below. · 

107: If the dealings betuieert·"a· Non-resident and a Resident are on 
the basis of transactions between principal to principal, such cases shall 
not be brought within the purview of Sections 42 and·43 and shall not 
be construed as amounting· to a business connection -unless the Resident 
has th~ legal autlw7:ity and as a result 'thereof actually exercises such 
author1ty to enter mto contracts on behalf of the Non-Resident or 
'Tl)(Zintains stock of goods on behalf of the Non-Resident with a view to 
enable him to execute orders from the customers where also the con·· 
tracts would be for and on behalf. of the non-resident. 

Case~ where the dealings between ~ Non-Resident and a Resident 
are transacted in a bona fide manner through brokers or commission 
agents- acting as such in the ordinary course· of their· business, no attempt 
should be .made to invoke the provisions of Section· 42 and 43 in such 
cases, subject to the stipulation that such a broker or commission agent 
should not be a person. authorised by the Non-Resident to carry on a 
regular agency business for and on behalf of the Non-Resident or 'is a. 
person who is a de facto agent for all contractual ·purposes of the Non-
Resident. · 

Matter of Jurisdiction. 

108. In this connection. I should like to observe that once the juris
diction is exercised by a particular Income-tax Officer, the exercise of 
jurisdiction by another Income-tax Officer, should cease. The assessees 
should also ·have the right of agitating the fundamental issue about 
jurisdiction at any stage of proceeding. This is a pure question of law 
and a matter like this can be agitated . at any stage of . the proceeding 
according to the decisions of the various High Courts and even-- the 
supreme judicial authorities. I do not agree with the- recommendation 
of the majority that the assessees ought to raise an objection about · 
jurisdiction before filing the returns. ·• 

As regards the suggesllion made in the Report about the examina
tion of branch accounts by. officers having jurisdiction over the places 
where the branches are situated, I should like to observe that the para
mount consideration should be the convenience of the assessee and in · 
case he desires that the accounts and records. be submitted and examined 
at the headquarters, there should be no compulsion to have the accounts 
examined at these particular branches. The persons controlling the 
affars of the companies or concerns would be at particular p~aces; their 
accounts department would be also there and their legal and account
any advisers would mostly be at the. place of their headquarters. To 
provide for examination of accounts at various branches- would amount 
to creating extraordinary work for the taxpayers inasmuch as in par
ticular cases accounts would have to be sent and arrangements made 
for deputing persons concerned to various places. This would entail 
extra expenditure also for the tax payers. I, therefore,· do not agree with 
410 C.B.R. ' 
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the Tecommendation of the majority about the accounts being examined 
freely at the branches without the full concuT?'ence of the assessees con-
cerned. ' 

Definition of income and definition of expe~es 

109. I have already commented on this and other matters relating 
thereto in the opening portion of my memorandum. However, I should 
like to make a specific mention of the fact that a decision taken by the 
Committee has ultimately not been incorporated in the Chapter to be 
finally included in the report by the majority. The Committee had 
decided that. the loss or expenditure incurred after the . cessasion of a 
business but relating to its residual activities should be allowable to the 
extent of the profits but the majority have ultimately not included th~s 
recommendation and I do not find it in the chapter finally prepared f~ 
inclusion in the report. The enly mention is about a restricted allow
ance of expenses. In my view it is essential that a provision should be 
made in the law itself to the effect that losses and expenses incurred 
after the cessasion of a business, whether they Telate to the Tesidual 
activities or to the activities o.f the business when it was conducted, 
should be allowed when the business is closed and in case the determi
nation is made at a later stage, the necessary relief should be provided by 
a Tectification order under Section 35 of the Income-tax Act. 

Allowances of expenses against income from salaries and otheT soUTces 

110. The majority have not ultimately accepted my suggestion in this 
behalf. I had recommended that the concept of allowing expenditure 
on the test of wholly ·and exclusively should also be extended to 
allowance in respect of other sources as also in respect .of salaries. I 
am fmified in this view by the Tecommendation made by the Law Com
mission that the principle adopted for allouiance of expenses in Tespect 
of income from business, profession or vocation should be extended for 
allowance of expenses to employees and to income covered under the 
head 'other sources'. I may add that much of the difficulty would dis
appear if my recommendation about having a composite Income head 
and a composite Allowance of expenses is accepted and the allowance 
is made on the test of woolly and exclusively, without rigidity of income 
heads and allowance of expenses in relation thereto. 

Mining Industry 

111. The Comnii.ttee discussed this question in detail, but the 
majority have not made a positive recommendation in this behalf. The 
recommendations of the Taxation Enquiry Commission as also the re
commendations of the U.K. Royal Commission were discussed. These 
recommendations are summarised. so far as the Taxation Enquiry Com
mission is concerned on pages 92 and 93 of the Report under para-. 
rgaphs 24 and 25. The sum and substance hereof is to allow royalty 
and expenditure subject to certain limitations. But the recommenda
tions of the U.K. Royal Commission are of a fundamental nature. I 
suggest that the .positive recommendations made by the two Commissions 
oe considered and Government should take suitable action to provide for 
the necessary and equitable solution to the difficulties now experienced 
and the peculiar position obtaining for such as~essments. 
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Uniformity of Legislation-Gratuity to Non-Government Employees 

112. There is a differential treatment so far as Government employees 
·and non-Government employees are concerned. Under the first proviso 
to the Second Explanation to Section 7 (1) a concession is given so far 
as Government employees are concerned. I do not see any reason for 
this differential treatment being given to non-Government employees. 
I am of the view that the concession should be extended to all em
ployees, whether they are in Government service or not. The amount 
of allowance should, however, be limited to the maximum payable accord
ing to the conditions of gratuity which are applicable to Government 
.employees. 

·Question of imposition of only penal interest under section 18A 

113. Apart from the question of bringing new assessees on record, 
18A collection is only a provision to ensure the amounts due in respect 
.()f taxes to .be ultimately levied in time. Penalty as such is linked up 
with assessment proceedings. There have been a number of cases 
where assessing officers have imposed penalties in addition to penal in
terest . amounts and such· penalty amounts have been out of all pro
portion to the penal interest amounts. There have been cases where 
the penal interest would be of the order of Rs. 900 whereas the 
penalty amount would be of the order of Rs. 10,000. I, therefore, recom
mend that for Section 18A matters, only penal ·interests should b& 
charged and there should be no penalty imposed . 

.Other Matters / 

114. Se<:tion 2 (6A) defines the term dividend anci the same has 
:recently undergone certain changes. According to sub-clause (e) any 
loan taken by shareholders from companies would be deemed as divid
-end for purposes of the Act. Though the intention underlying this new 
provision . was not to permit shareholders of private companies, circum
venting the provisions of the Act by not having distributed sufficient 
.amounts and by· taking loans, in actual working the provision has creat
-ed practical difficulties. One is that, although the party may repay the 
loan even before the declaration of the next dividend', he may still 
remain liable. This is, indeed, a great hardship. Similarly, although 
only one shareholder may· have taken an advance and his share in the 
company may be negligible, the whole amount of advance may be · 
treated as dividend in !:is hands. On a rational consideration of the 
provision, it is only to the extent of the share of a particular share-
holder according to the number of shares he holds in the company that 
the provision ·should have effect and not to the artificial extent of the 
actual amount of advance. A.fter all, the intention underlying the pro
visions is to check the tendency to take dividend in the form of loans. 
It is certainly not a provision. to create an artificial liability. Actually, 
the law provides for exception in respect of cases where the amount of 
the loan is made good from the subsequent dividends when declared. 
There is no reason why a payment made earlier, even before the decla
ration of such dividend, against which the loan can be adjusted and the 
exemption secured, should not receive the same consideration. I there
fore recommend that in such cases the Law should provide for exempt
tion and/or· adjustment. It is most unfair to treat the whole loan a8\ a 
dividend irrespective of the stake which the shareholder has in tihe 
company. For his whole life time he may not expect to get any such 
payment by way of dividend and when the dividends are actually dis
tributed, the process would result in double taxation, that is, taxation 
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in the hands of the person who took. the loan to the extent. of the 
difference between the loan and the amount of the dividend and the full. 
taxation of the dividend payment in the hands of the other shareholders: 
actually entitled to the dividend. This is one more instance of .double· 
taxation. I, therefore, recommend that the law should be so amendea 
as to provide for the inclusion in the assessment of the shareholder of 
only a proportionate amoun~ which he would be, entitled to secure oy' 
way of dividend and not more, subject to the inclusion of a lower amount 
if the amount of advance of loan taken is less than the amount of such: 
proportionate share. I would also like to say that these provisions do not 
appear to be fundamentally and legally sound. I, therefore, recommend 
that Government. should have this legal aspect also examined. 

Double taxation of registered firms 

115. I invite attention to the observations made by the Law Commis..: 
sion. in this behalf. These are reproduced below for ready reference: 

• 
''We would also like to draw th~ attention of the Government to 

· another. provision relating to firms which we feel is totally 
unjust. We are referring to section 23(5) (a) (i) of the 
Act, which provides for the levy of tax on registered firms 
in addition to the tax levied on the individual partners of 
registered firms.· This is the least defensible provision of 
the present Income-tax law . . . . . . . . . . This provision for 
double taxation is without precedent, so far as we have been 
able to gather, in the history of incometax legislation, either 
in this country or in the other countries whose laws we 

· have examined. To assess a firm in respect of its profits 
and to assess the individual partners again in respect of their 
shares of the firm's profits is virtually double assessment 
on the same individuals in respect of the same income .. This 
type of legislation cannot be supported on any considera
tions of justice or fairness or any sound principle of taxa
tion. It would work as a dangerous precedent. We appre
ciate that it is a matter of legislative policy how high the 
inCidence of taxation sl:ould be; but there is no reason 
why resort should be had to pure and simple double taxa
tion on the same individuals, in respect of the same income 
under the same Act, as a mode of raising the revenue." · . 

116. I entirely endorse the recommendation of the Law Commission 
in this behalf and suggest that the provisions, that is the system of 
taXing Registered Firms under Section 23 (5) (a) read with the Annual 
Finance A~ should be abolished. 

Question of charging bullion, jewellery, furniture etc. under one of the 
two acts viz., . the wealth tax act or the Expenditure Tax act. 

' 
. 117: In my comments relating to the Tax Evasion chapter I have 

mentioned the observations made by. Mr. Kaldor when he · appeared 
before the Committee and stated that such items are items· of value,. 
and capital assets as such, and therefore the exemption of. such items 
for purposes of the Expenditure Tax Act was correct. However,· by the 
amendment made under the Finance Act of 1959, such items are now 
taxable both for purposes of Wealth-tax and Expenditure-tax. This is yet 

. . 
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another case of double taxation. Apart from this, one cannot understand 
how the same item can be an asset, that is something of value, and an 
item of expenditure, that is something which Q.oes not bring into existence 
something of value at the same time. The amendment made is against 
all cannons of justice and taxing laws. · As such, I recommend that the 
respective items should be charged under the Wealth Tax only and 
:should not be charged under the Expenditure Tax. This observation is 

·made by me of course subject to the recommendation that the Expendi-
ture Tax Act should be abolished. · 



CHAPTER IV 

APPEALS AND REVISIONS 

Constitutwn of the ·Benches of the Tribunal 

118. The majority have ultimately not accepted my suggestion that the 
Pres! dent of· the Tribunal should be authorised b constitute a: bench of 
two Accountant Members or two Judicial Members whenever there is an 
unfilled vacancy of one or the other member or where either a judicial 
member or an accountant member is absent. The tax-payers and their-
representatives have been put to unnecessary inconvenience as a result 
hereof and a good deal of the time of the members of the Tribunal is also 
lost. With a view to secure an expeditious disposal of cases the.President 
of the Tribunal at his discretion may constitute such benches and cases
assigned to such benches by the President may be heard by the bench so 
constituted. I· recommend that such a provision should be made. 

Removal of the appellate Assistant Commissio:ners from the administra-
tive control of the central board of revenus. 

119. While the decision of the Committee is a positive one in drafting 
the rep:Jrt, the majority have observed as under:- . . 

"We recommend that the Appellate Assistant Commissioners should 
be transferred from the control of the Central Board of 
Revenue to that of the Ministry of Law." 

In my view they 1: ave made a halting approach. The recommendation 
should read as under:-

"We recommend that to meet the widespread demand in this res
pect to have the executive and judicial functions definitely 
separated and to ensure that the set-up is one where justice 
is not only done but very clearly a:ppea:rs to . be done, the 
Appellate· Assistant Commissioners should be transferred 
from the administrative control of the Central Board of 
Revenue to that of the Law Ministry." · 

120. It is desirable to reason out this important recommendation ins
tead of disposing it of by way of a mere recommendation. This matter 
has been agitating the minds of all concerned for a considerable period o:f 

' time. It is a fact that many Assistant Commissioners are not inclined tQo 
decide bigger cases in favour of assessees though the cases would be good 
cases for them and ultimately relief is given by the Income Tax Appellate 
Tribunal. The functioning under the Central Board of Revenue does 
create a position of hesitation. The matter has a:Iso received a measure 
of attention at the hands of the members of the Constituent . Assembly 
and the Parliament. During the debates in the Lok Sabha on the Indian 
Income-tax Amendment Bill, 1952, very pertinent observations were made 

480 
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by the members of the Lok Sabha. Shri N. C. Chatterjee observed as 
under:-

You may remember, Sir, that on one point the Commission was un
animous: that is, as to whether the Appellate Assistant Com
missioners should continue to be subordinate to the depart
ment or should go directly under the Appellate Tribunal. The 
Bill, as it has emerged from the Select Committee, still conti
nues the old unsatisfactory feature of the subordination of the 
Appellate Assistant Commissioners to the department. I still 
hope-that the House will see that that is weeded out and the 
recommendation of the Commission is accepted. What did the 
Commission do? The Commission said-this is a very im
portant point and I am reading from the report, page 317-

·"There was some_ground for misgivings that Appellate Assistant 
Commissbners might be anxious to please the executive 

heads of the department and that their decisions in appeals 
might, to some extent be influenced by this consideration." 

That was only natural; throughout India this misgiving prevailed 
and this misgiving even today prevails. Therefore, in the 
questionnaire that was issued by the Comm~ssion question 
No. 57 asked specifically whethe;r these Appellate Assistant 
Commissioners should be removed from the control of the 
Central Board of Revenue and whether they should be placed 
under the control of the Tribunal or the Minist.ry of Law. 
Now, the interests concerned were practically unanimous in 

· the answer to this questionnaire-at least to this portion and 
the report said in para. 318:-

,, As regards the fi.rst point, O.Qinion · was practically unanimous 
that Appellate Assistant Commissioners should be removed 
from,the control of the Central Board of Revenue." 

They further say-an Ex-Chief Justice of India, Justice Rajadhyak
. sha and a Member of the department were makin'g this re

commendation unanimously, I am reading from para, 319-

"We think that the experiment begun in 1939 should be carried 
forward and Appellate Assistant Commissioners should be 
removed from the control of the Commissioners and the 
Central Board of Revenue and placed under the Appellate 
Tribunal. Their leave, transfer and posting should be in 
the hands of the Tribunal. ~· 

We regret to see that this recommendation is not being implemented!. 
" ...... How could it· possibly be expected that the Appellate 

Assistant Commissioners vested with judicial functions, 
. will discharge their duties properly, if you make their ieave, 

their promotion, their future prospects and their transfer 
depend upon the sweet will of the departmental head? ..... . 

"What they (the Income-tax Investigation Commission) are say
ing is: 'Implement that directive principle of the separation 
of the judiciary from the executive.' 

••........ I quite feel that the Hon. Minister feels that Justice 
· Varadachariar and his colleagues were right. 
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My Hon. and learned friend Mr .. A. K. Basu . in his dissenting 
minute has correctly said: 

'The Appellate Assistant Commissioner who is the judge is con
sidered adequate to represent the departme~t-an unusual 

responsibility for a judge to undertake. That party really 
becomes a judge in his own cause. This is a perversion of 
judicial procedure and is against all cardinal principles of 
administration of justice.'" 

121. It is on a consideration of the lucid exposition of the matter made 
during the debates in the Lok Sabha and my personal experience of over 
thirty years that I have come to the conclusion that the Appellate Assist
ant Commissioners should . be removed from the control of the Central 
Board of Revenue and it is for this reason that I have suggested. the re· 
commendation to be reworded in the terms stctted by me above. · • 

122. As regards the Income-tax Appellate Tribunal, tlie Committee. 
have recommended that it should continue to function. My reasoning 
for retaining the present set-up and the continuance of the Income-tax Ap
pellate Tribunal is that the direct tax statutes present complicated and 
technical points ivhich require specialised knowledge, mainly of accounts 
and the appellate tribunal with its present composition of_ both judicial 
and accountant members is in a better position to discharge the onerous 
appellate duties in this regard than High Courts, which are over-burdened 
with work and which would not be a proper forum for discussion and 
decision on the questions of fact also. I would also like to mention with 
the greatest respect that the observations made by the Law Commission 
in their report and the. criticism made relate possibly to the only cases 
quoted in respect of which a particular position arose. To the best of my 
knowledge and experience I would say that such types of cases cannot be 
said to be a generality regarding the functioning of the Tribunal. · 

Composition of the Tribunal 

123. The majority.have recommended that the President of the Tribun
al should be a serving High Court judge who should be deputed . to this 
Office for a fixed tenure. They have also recommended that as far as 
possible members of the Tribunal should be selected from the. serving 
senior district and sessions judges for posts of Judicial Members or from 
Commissioners of Income-tax or Assistant Commissioners of Income-tax 
senior enough to be ·appointed as Commissioners for posts of Accountatie 
Members. They should not be required to apply formally for these posts 
but the appointment should be on the basis of selection. 

I am not able to appreciate the full significance of this recommenda· 
tion because it is not clear whether it is desired to amend the law to ex
clude members of the accountancy profession. If this were to be done,. the 
whole basis on which the Tribunal was constituted would be vitally 
affected. As I have stated earlier, tax matters involve a consideration to 
a degree of accountancy matters and it is the accountancy talent that can 
be really helpful, Apart from this, when the Tribunal was constituted, 
the intention was to provide an agency which would inspire confidence in 
the members of the public, i.e. the tax-payers. It would not be correct, 
therefore, to· make appointments of Commissioners of Income-tax or 
Assistant Commissioners of Income-tax because they are departmental 
people'q..nd would naturally have a departmental bias. - The~e has been 
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considerable dissatisfaction with regard to this matter and even the 
Council of the Institute of Chartered Accountants of India has viewed 
with concern the tendency of appointing departmental persons as account
ant members of the Tribunal. · Even if the intention of the recommenda-

. tion were not to exclude the accountant members and to permit the ap" 
pointments of Assistant Commissioners or Commissioners for posts, such a 
process also would considerably impair the very set-up of the Income-tax 
Appellate Tribunal which is expected to be an independent body in which 
the tax-payers can have confidence. 

. . . 

124. It has been stated that it is not possible to get proper talent from 
the accountancy profession but the reasons are not far to seek. The status 
and salary of the members of the Tribunal is not sufficiently high as to 
attract proper talent. The members of the Tribunal sit in judgment over 
the orders passed by the Commissioners of Income-tax and their status and 
emoluments should correspond at least to the status and emoluments of 
the members of the Central Board of Revenue. The issues relating to this 
question have been discussed in the correspondence between the Presi
dent of the Income-tax Appellate Tribunal and the Secretary to the Gov
ernment of India, Ministry of Law, the then Honourable the Chi~f Justice 
of the Bombay High Court, the then Honourable the Chief Justice of the 
Calcutta High Court and the learned Attorney General of India. I am 
giving below some of the relevant extracts which will enable a proper 
consideration of the question:- • . 

\ . . 
Extract from the letter o.f the President of the Income-tax Appel

late Tribunal, to the Secretary to the Government of Indi~, 
Ministry of Law:-

"You would perhaps agree with me when I say that' it is becoming 
extremely difficult to recruit suitable persons on the terms 
offered by the Government. The result has been that there 

· has been deterioration in the efficiency and lowering of the 
standards ....... . 

The Tribunal hears appeals from the judicial orders passed by the 
Commissioner of Income-tax. The two Commissioners of 
Income-tax, Bombay and Calcutta, draw total emoluments 
of Rs. 2,250. As a matter of fact it is the Central Board of 
Revenue which is a party before the Tribunal. The salary 
of a member of the Central Board of Revenue is Rs. 2,250. 
The salary of a Member of the Tribunal, therefore, can in 
no case be less tha:ii Rs. 2,250.. . . . . . I would suggest · that 
the salary of the Member should be in the grade of 
Rs. 2,250-50-2,500 ........ The Government expects a person 

to leave his profession at the age of 45/50 years and join 
the Tribunal on a salary of Rs. 2,000. At the age of 55/58 
years he will be asked to quit. On his retirement He will 
be only entitled to the Provident Fund .... It is extremely 
difficult to start practice at the age of 58 years. Ordinarily, 
therefore, only such type of persons can be attracted to join 
the Tribunal who have either not much.'of a practice or who 
look forward to making money ......... When we discussed 
this matter with the Hon. Law Minister, he also appeared 
to be of the opinion that something has to be done to im-. 
prove the conditions of service of Members of the Tribun..: 
al." 
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Extract from the letter· of the Honourable Chief Justice of the 
Calcutta High Court: 

"The Income-tax Appellate Tribunal occupies a most important 
position among the Tribunals of the country .... The condi
tions of service which you mention do not appear to me to 

· be at all calculated to attract suitable men to the Tribunal, 
either from the department or from the profession of Ac
countancy or from the profession of Law ..... So important 
is the position it (the Tribunal) occupies and so vast are the 
financial interests which are subject to its dispensation that 
inadequacy of the technical efficiency of its members would 
itself be a lamentable drawback, productive, it may be, of 
widespread consequences of a serious nature. Inadequacy of 
integrity would obviously be an even more serious matter .. 
The proposals which you intend to lay before Government 
appear to me to be very moderate and I can only hope that 
you will succeed in persuading them to accept your sug
gestion:;." 

Extract froni the letter of the Honourable Chief Justice, Bombay 
High Court: 

"I have always been conscious of the extremely responsible posi
tion occupied by the Members of the Income-tax Appellate 
'ftibunal. The Tribunal constitutes the greatest protec
tion that the assessee has against the Department. Its deci
sion on facts being final, the fate of. the assessee is almost 
wholly in its hands. The High Court also must entirely 
depend upon the facts found by the Tribunal and the advi
sory jurisdiction exercised by it can onlu have value and 
importance provided we have a body of men sitting on the 
Tribunal on whose competency, and integrity we can have 
complete reliance ........ If you want to recruit from the 

· Bar I agree with you that it is impossible today to get even 
a second-rate or a third-rate junior on the salary · of 
Rs. 1,800 to Rs. 2,000 ....... I have always looked upon the 
cutting down of salaries of men in high position as a total
ly false economy. While the saving to the country in 
rupees, annas and pies is very small, the loss in efficiency, in 
honesty and integrity is colossal. . . . . . . I feel confident 
that the opinion of every High Court will be unanimous on 
this point." 

Extract from the letter of the Attorne_y General of India: 
"I agree generally that having regard to the responsible position 

which Members of the Tribunal occupy and the nature of 
the functions they discharge their emoluments and · terms 
and conditions of service call for alteration in the manner 
you suggest or in some similar manner. .I agree that the 
matter is of considerable public importance and deserves 
immediate consideration." 

125. It will be clear from the above extracts that two eminent Chief 
Judges of High Courts and the learned Attorney General of India have 
concurred with the view of the President of the Tribunal. I recommend 
that to ensure proper functioning of the Tribunal, to draw the proper 
talent from both the professions of law and accountancy and to sustain 
the confidence of the tax-payers, the emoluments of the members of the 
Tribunal. and the PreSident be suitably raised according to the suggestio t 
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made by the President of the Appellate Tribunal and supported by three 
eminent persons. · 

126. As regards the recommendation of the majority that the President 
of the Tribunal should be a serving High Court judge, I must respectfully 
point out that this suggestion is not one which can find a practical imple
mentation. Apart from this, it is an unhealthy precedent to create by 
debarring a member of the Tribunal to become the President thereof. The 
previous law in this behalf was that only a judicial member of the Tribu- · 
nal could become the President and in my capacity as the President oi 
the Institute of Chartered Accountants of India I took up t\1e question 
with the Hon'ble Shri C. D. Deshmukh, Finance Minister of India at that 
time and after a full discussion he was kind enough to agree that this 
differential treatment should be done away with. Therefore in the 1952. 
Amendment Bill a positive clause recommending a change in this behalf 
,was included. When the matter was considered by the Select Committee. 
a change was made despite the different view held by Pandit Thakurdas 
Bhargava, who was the Chairman of the Select Committee for the cons~
ueration of that Bill. Ultimately, a sort of a compromise legislation re
sulted by putting the wording of the section in such a way that the Presi
dent of the Tribunal should ordinarily be a Judicial Member. The Honour
able the Finance Minister during the debates on this Bill stated in th& 
'took Sabha as under:-

" ...... There was a great deal of discussion in regard to the ques-
tion of the President of the Income-tax Appellate ·Tribunal. 
In the Bill it was provided that the post of the President of 
the Appellate Tribunal should be·open also to an accountant 
member and there was practically no difference in the appel
late functions performed by an accountant member and . a 
judicial member. The Select Committee thought it fit that 
the President must always be a judicial member. A statutory 
bar to the appointment of an accountant member as the Presi
dent in any circumstances might create administrative diffi
culties and unnecessary discontent among the accountant 
members. I, therefore, welcome the amendment tabled by 
Shri Vinayak Pataskar to the effect that the President would 
ordinarily be a judicial member and in due course I would 
commend-this to the acceptance of the House." 

It is but appropriate that I should quote from the minute ''Of dissent 
submitted by Pandit Thakurdas Bhargava in this connection:-

"The Select Committee decided not to omit the word 'judicial' from 
sub-section (4) of Section 5A of the principal Act. In my 
humble opinion as between the Accountant Members and 
Judicial Members there should be no distinction so far as the 
post of the President of the Tribunal is concerned. It is invi
dious to make a distinction of this nature between judges who 
exercise the same powers and functions so far as the actual 
cases go. This point was considered at length by the Select 
Committee and it was brought to our notice that many of the 
Accountant Members of the Tribunal have a much longer 
standing to their credit than the Judicial Members and yet 
these Accountant Members have no chance of holding a post 
of President simply because they are Accountant Members. I 
fail to see why any inferiority should attach to any account
ant member simply because he is an Accountant Member and 
I would therefore like that the amendment of the word 'judi
cial' from sub-section ( 4) should be accepted." 



Three other members of the Select Committee, viz., Sarvashri R. R. 
Morarka, S. L. Dhusiya and P. Natesan expressed a similar view in the 
.following terms:-

"We do not agree with the majority of the Select Committee that 
the President of the· Income-tax Appellate Tribunal should 
necessarily be a judicial member. We are of the opinion 
that as proposed in the Bill the present invidious distinction 
between judicial and accountant members should be abolish
ed. Once in the Tribunal, they all hold the same position 
and perform the same functions in the matter of deciding 
appeals and making references to the High Courts. A judicial 
member as such is not better qualified for discharging the 
more or less administrative functions which are vested in the 
President. An Accountant Member is equally well qualified 
to perform them and it does not seem equitable to debar ~ 
from presidentship." . 

127. The Accountant Members of the Tribunal have.given an equal con,. 
;tribution and I would therefore recommend that the relevant provision of 
the Act and the respective provisions of the direct tax Acts should be so 
.amended izs to provide that any member of the Tribunal can be appointed 
a President thereof. 

Writ Petitions 

128. I should: like to comment in greater detail on this matter. The 
protection of the fundamental rights of citizens is a very .vital matter and 
such rights should not be tinkered with. The position as regards writ 
;petitions is peculiar to particular places · in the country only, and the 
reasons for delays can be attributed to the lesser number of benches of 
the High Courts at the-respective places. The particulars given by the 

.Central Board of Revenue in this behalf are reproduced in the following 
statements:-. 



Statement showing the writ petitions tiled and disposed of by the High Courts during I95S-59 and peneency as 
' 

on I-4-I959· 

No.· of 
Approximate 

No. of No. of Total No. of petitions disposed Balance No. of Amount of 
petitions petitions for of during the year 195S-59 as on assessments appeals demand 

C.I.T's charge pending filed disposal 31-3-59 kept pending • kept 
89'0D during In favour In favour pending on account pending 

I-4-195R the year ofthe of the on account of writ on account 
·195S-59 Department assessee of writ petitions of writ 

petitions petitions 
in · 

I95S-59 

Madras I05 79 IS4 79 19 S6 I 9 S0,40,630 

Mysore 33 I4 47 22 2 23 ... x,so,ooo 

Kerala so 29 79 49 4 26 7 10,55,000 >l>o 
(X) 
~ 

West Bengal 32• 2S 6o I6 s 36 IS I 60,72,953 

Calcutta IS I4 32 I3 2 I7 I Il>75,I99 

Calcutta (Central) I7 '5 22 IO I2 I04 I 5I,95>74S 

Assam • 3 3 ' 3 

Bombay South I I I .. 
Bombay North 5 20 zs I6 I s 4 1,25,000· 

Bombay City I and II 2I IS 39 I7 9 13 6 I6,19,000 

Hyderabad 62 IIS I77 53 5 II9 7 22,43,044 

Bombay (Central) 10 I IL 5 I 5 2 I,IS,I4,000 



I 2 3 4 

Bihar and Orissa 12 s 17 

Uttar Pradesh 187 63 250 

Madhya Pradesh 6 2 8 

Simla 7 4 II 

Delhi 39 12 SI 

ToTAL 6oS 409 1,017 

s ' 6 7 

9 2 6 

49 II 190 

s I 2 

4 I 6 
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129. The maximum number relates to U.P. and the next in order are 
Madras and Hyderabad!, the respective numbers being totals for disposals 
for U.P. 250, for Madras 184 and for Hyderabad 177. The number of 
such writ petitions for the Supreme Court of India is not large. In this 
connection, it must be realised that in nearly one-third of the cases, the 
contentions· of the assessees are sustained by the Courts and if amounts 
also were to be taken into consideration it would J:IOSsibly give a picture 
that suitable relief in respect of very big sums was actually given by 
Courts of Law. In any event, if at particular places because of the lesser 
number of benches of High· Courts a difficult situation does arise, the 
solution rather lies in expediting the work and having the writ petitions 
heard andi decided expeditiously. 

130. The trend to remov_e the jurisdiction of the Wgh CoU1·ts and t•est 
in administrative tribunals is indeed a dangerous one-dangerous to the 
fundamental rights of the people. Such tribunals, when constituted, do 
not make either a judicial approach or show a concern for the 'rights of 
individuals and it is a fact that a number of decisions given by the exist-. 
ing quasi-judicial officers have been set aside by appropriate writ direc
tions or orders under Articles 226 and 227 and Article 32 of the Consti
tution. 

' 
In this connection it would be appropriate to quote from the judg

ment of a renowned judge of the Supreme Court:-

"The makers of the Constitution having decided to provide certain 
basic safeguards for the people in the new set-up, which 
they have called fundamental rights, evidently thought that 
it is necessary to provide also a quick and inexpensive 
remedy for the enforcement of such rights and finding that 
the prerogative writs which the Courts in England had 

. developed and used whenever urgent .... necessijy demand-
ed immediate and decisive inter-position, they conferred on 
the States' sphere new and wide powers on the High Courts 
of issuing directions or writs, primarily for the enforcement 
of the fundamental rights and also for 'any other purpose' 
were included with a view apparently to place all High 
Courts in India in somewhat the same position as the High 
Court of the. King's Bench in England." 

131. So far as the legislation of United States of America is concerned, 
taxes are levied through the agency of laws enacted by legislative bodies. 
'The power of the Congress to legislate for the Federal Government is 
prescribed by the Federal constitution. The 'ultimate determination of 
whether a statute is valid under the constitution or not rests with the 
Court. No matter how desirable it may be from an economic social or 
administrative view point, a tax may not be levied if it is held to con
travene constitutional limitation. 

132. With the above analysis I believe that the position stands stated 
for not diil,turbing the fundamental rights of citizens. 

Improved methods of work for appeal~ and additional appeal rights. 

133. There is a recommendation to the effect that the Appellate As
sistant Commissioners should not set aside assessment orders except in 
cases where the circumstances leave them no choice· in the matter. It 
should particularly be ensured that setting aside of assessments is not 
410 C.B.R. 
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sought by the Department or the appellants for merely gaining further 
time or to gain a chance to put in· additional evidence. I should like to 
observe that a rigid regulation of the ·discretion of the Appellate Assis
tant Commissioners is not correct .. I would, therefore, recommend that 
an attempt by the Department or the appellant to gain more time should 
be discouraged and therefore in su~ cases where the facts so emerge 
the Appellate Assistant Commissioners may refuse to set aside assess
ments and their discretion should remain unfettered. As regards the 
question of adducing of evidence the Appellate Assistant Commissioner 
shouldi have full discretion and he may disallow only such evidence 
which the appellant wilfully and deliberately withheld at assessment 
stage. 

In addition to the items contained in the recommendations made by 
the Committee, I should like to add the following:-, 

(1) A refusal to pass an order under Section 35 should be app!'al-
able. · · · 

(2) Every order relating to Section 18A should be appealable. 
(3) All orders rel.ating to Section 23A and relevant maters should 

be appea.lable. 
(4) An order passed under Section 23B should also be appealal1le. 

134. The report does not state the reasons for the specific items relat
ing to the recommendation for additional appeal rightR. I shcnild like to 
comment upon each of these items below: 

(1) There are several instances in which Income-tax Officers do 
not recti£y assessments inspite of the fact that the matters 
fall within the purview of Section 35. It is therefore necns
sary that a refusal to pass an order under Section 35 should 

. (2) 

(3) 

be appeal~ble. . 

The Department has always felt that orders·passed under Section 
35 are mere rectifications of mistakes an:l therefore shoiJld 
not .be appealable. With the new shape which Section 35 has 

· taken and the fact that under the guise of an apparent 
rectification a substantial modification may be attempted by 
the Income-tax Officer and such a course of action may 
entail a writ petition, if the assessee has the resources and 

. agencies to file them, or might entail a total abrogation of1 the rights of the assessee, it is essential that avery order 
passed under Section 35 should be made appealable. 

Several fundamental issues are covered by the various sub-
sections of Section 18A and in respect of many issues appeal 
rights do not exist. It is but appropriate that in respect 

' of every vital matter affecting an assessee he should have 
the right of an appeal arid therefore every order passed 
under Section 18A should be appealable. ' 

The present law does not provide ·for an appeal against the 
cancellation of registration of the firm under Rule 6B of the 
Income-tax Rules. This is not at all fair to the taxpayer and 
the want of an appeal right would prejudice his other righ!s 
in respect of the computation of income and therefore it IS 

essential that an order cancelling registration of the firm 
under Rule 6B of the Income-tax Rules should be made 
appealable. ' 
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(4) It appears that there is no provision for enabling an assessee 
to file an appeal against an assessment resulting in an order 
of assessment· wherelby the deemed amount o:fJ dividends is 
included in his assessment. Even otherWise, in respect of 
maters relating to inclusion of deemed dividend whereby 
loans and advances to shareltblders of private limited! com 
panies are also deemed as dividend, there would apparently 
be no appeal right except through the challene-e which the 
assessee may make in the assessment itself. It is essential 
that for all such matters the assessee should be provided 
with respective rights of appeal. 

(5) According to the present law, a person may be wrongly treat 
ed as an agent of a .non-resident under Section 43 and the 
only process which he can adopt is to file an appeal against 
the assessment when made treating him as an agent. Such 
a position creates unnecessary complication andi work both 
for the department and the assessee. If there is a straight 
appeal provided, the issue could be decided even before the 
assessment is made and in case the order of the Income Tax 
Officer treating a resident as an agent of the non-resident 
is not sustained, the question of an assessment would not 
survive. In this light it is but appropriate that the order 
under Section 43 appointing a person as an agent of a non
resident should be appealable. 

(6) The order of an Appellate Assistant Commissioner refusing 
to condone the delay in filing appeal is not at present. appeal
able. Thus, by merely stating· that the appeal is not com
petent or that the appeal is out of time, the Appellate As
sistant Conlmissioner may apparently deprive an assessee 
of his inherent right of appeal. Although the Income-tax 
Appellate Tribunal in some cases has sustained this right of 
appeal of the appellant and has restored the appeals on the 
files of the Appellate Assistant Commissioners, it is but 
appropriate that there is not the semblance of a doubt left 
with regard to such a vital issue and therefore it is but 
appropriate that a positive provision should be made in the 
Act permitting an appeal to ·be filed against an order of an 
Appellate· Assistant Commissioner refusing to condone the 
delay in filing an appeal and dismissing tlhe appeal as not 
competent for that reason or for any other reason. 

(7.) If a firm or an association discontinues its business, . the 
partners or members thereof continue to shqulder the res
ponsibility of taxation and yet irt respect cf an order passed 
under Section 44 fixing liability in respect of such discon
tinued firm or association, there is no right of appeal. It is 
but appropriate that where responsibility and liability are 
attached to a particular entity, that ,..entity should have the 
right of appeal in respect of o;rders pa~sed . 

. (8) In determining the income of the firni and in showing its 
allocation amongst its partners, a different view might be 
taken by the assessing Income-tax Officer and the allocation 
may be so made as to adversely affect one or the other partner 
or all of them. It would also affect the personal assessments 
of each and every partner. Such an order which is not 
specifically appealable at present should be made appealable 
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to provide the necessary right for the firm and the partners 
thereof. 

It is doubtful whether, in substance, the orders under Sec
tion 25(3) and 25(4) are appealable. It may b~ that by dis
puting the inclusion in the partners' cases or m the succes
sor's cases or in the relevant cases the remedy may be had· 
but the ends of justice would be met only by having a 
statutory provision specifically stating that orders passed 
under- Section 25(3) and 25(4) should be appealable. 

Collection of taxes in dispute. 

135. In this connection the Committee considere'd the position obtain
ing in other countries. In the United Kingdom collection of tax relating 
to the amount of disputed income is statutorily held in abeyance on first 
appeal till 'the appeal decision is given. In the United States of America 
no taxpayer i~ required to pay the additional tax if he desires to contest 
a determined deficiency on income, asset or gift before a tax court until 
the· Court Judgment becomes final. 'Although a recommendatlion to have 
our legislation on the lines of the legislation of United Kingdom and the 
United States of America has not been made by the Committee, it is very 
essential vhat the executive authorities, keeping in view the position 
obtaining in these countries, exercise their discretion very sympathetical
ly and give time and facility in such a way that the want of legislation 
for appeal rights in this behalf does not result in harassment to assessees. 

Varying Interpretations-Want of i?"terpretation and remedy. 

136. I had suggested to the Committee that. a recommendation be 
made for having fundamental questions of law relating to the direct tax 
acts referred to the Supreme Court of India through the President of 
the Income-tax Appellate Tribunal either on the motion of an assessee 
or. a recognised chamber of commerce or trade association or suo moto on 
the action by the Central Board of Revenue. The majority have ultimate
ly decided to make a recommendation in this behalf in the following 
terms:-

"As regards uniformity of interpretation the .stage of appeal before 
the Appellate Assistant Commissioners the present pro
cedure of issuing copies of instructions of the Central Boar~ 
of Revenue to them should continue but these however will 
not be binding on them. As regards the Appellate Tribunal 
we suggest that where on a question of law involved in an 
appeal before .. it vacying judgments have been given by 
different High Courts, the President of the Tribunal may on 
a request made to him refer the question directly to the 
Supreme Court for a decision". 

i would say that no instructions as such should be issued to the Appel
late Assistant Commissioners but copies of interpretation circulars may 
be made available for information. As to the nature of the recommenda
tion I make a different approach. Correct interp1·etation by the highest 
judicial authority in the land is of cru¢al importance. There is unneces
sary litigation going on in a number of cases at various levels and very 
difficult situations have to be faced both by the Department and by the 
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taxp_~yers It would indeed be v_ery helpful to all concerned if in res· 
pect of fundamental issues the matters were placed for a correct inter
pretation before the Supreme Court of India and I recommend that where 
an application is made by an assessee or by a recognised chamber of com
merce or association in respect of a general question affecting all tax
payers, the President of the Income-tax Appellate Tribunal may refer it 
jOT the verdict of the Supreme Court of India and there should be no 
objection to such a reference being made on the basis of particular issues 
emanating from particular cases, thus giving a generality to the funda
mentals in question. Similarly, the Central Board of Revenue, on itts own 
or on a representation by any taxpayer or by a recognised chamber of 
commerce or trade association, should readily agree to have such refer
ences made and even suo moto action by the Central Board of Revenue 
should be permissible but in such cases a wor~ing arrangement should be 
so made as to enable a taxpayer's representa~on being made through a 
recognised chambe1· of commerce or through the Federation of Chambers 

·of Commerce. · 



CHAP;L'ER V 

COLLECTION AND RECOVERY 

Companies taken into liquidation. 

137. Mention has been made about the fact that in many instances 
companies were taken into· liquidation with the purpose of. thwarting 
attempts at collection of tax by the Department. This finding is not 
justified, because except for a casual mention· having been made about 
such a position existing in particular cases, full information or evidence 
in respect of the matter was not before the Comihlttee. I am not. 
-incli-ned to accept the proposition that such a position obtains generally. 

In discussing the question of effective. arrears the majority have not 
accepted my suggestion that the amounts mentioned in items 4 and 6. 
of the respective table would also include those relating to very heavy 
assessments and a good portion would relate to cases where the assess-

. ments were pitched too high and the demands were beyond the capacity 
of the rllspective assessees to pay. This position requires to be clearly 
stated and therefore I am making a specific mention hereof in this 
memorandum. In fact it can be broadly stated that both belated 
assessments as well as over-assessments are responsible for· a very 
major portion of the existing arrears. It is for these reasons that I 
have made the clarification referred to abovE;!. 

Section !SA-Distinction between old assessees and new assessees. 

138. The Committee have agreed that a prompt completion of the 
assessment in such cases could reduce the period of default under 
Section 18A (8), and that it is not fair to treat assessee to be in default 
by a mere inactivity on the part of the Department and penalise them 
for the so-called default. But the majority have not accepted the 
suggestion for a statutory amendment and have come to the conclusion 
that the thing could stand redressed by the exercise of discretionary 
powers to levy penal interestS. I do not agree ivith this finding and, 
am of the view that the _position requires to be regularised by a 
statutory amendment so that there is no harassment caused to the 
assessees and they get the necessary redress automatically without 
1hatling to apply for a mercifu_l discretionary consideration. Further~ 
where the returns of income have actually been submitted in new 
cases,. but assessments are not completed, such cases should be treated 
on par with cases of existing assessees so that the obligation for send-ing 
demand for advance tax would be on the Department itself. 

The Committee had decided to recommend-· that notice in respect of 
existing assessees -for advance payment should refer to tax alone and 
there should be no necessity for mentioning the income. A similar 
position would automatically obtain in respect of the estimates to be 
made by the assessees. Ultimately; the majority have also indicated 
the need for mentioning the total income. I am, however, of the view 
that a rounding off of the amount ·of tax is better than the calculation, 
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_of 'an exact amount in relation to the total income, and the default and 
pena~ in~erest should better. relate to the amount of tax instead of 
:~latmg tt to the amount of mcome. By so doing . meticulous calcula
.wns and waste of man-hours would be avoided both for th!! taxpayers 
and for the department. In the case of existing assessees their sources 
of income and previous income figures would already be on 'the files of 
the department. In this light I would modify the recommendation by 
stating that the notices in respect of the existing assessees should refer 
!o tax alone and there should be no necessity for mentioning the total 
tncome. 

Recovery of tax from companies in liquidation and question of prio~ity 

139. The majority have recommended that Section 530 of the Com
panies Act should be modified to the extent of allowing preferential 

~payments ·of one year's assessments if assessed for a period prior to 
the winding up notwithstanding that the assessment was made subse· 
quent to the winding up. They have further recommended that 
statutes should be amended so as to secure recovery of tax in the case 
of companies in which the public are not substantially interested within 
the.meaning of the Section 23A without any time limit. In my opinion 
these recommendations of the majority are against the fundamentals 
of justice and there -is no parallel to this type of legislation anywhere. 
else. Apart from this, a provision like this, if introduced into the 
statute, would create a definite sense of fear in the minds of all engaged 
in business, commtrrce and industry and -it would be a definite detriment 
to the smooth running of the commercial activities in the country. 

· There is no reason why the ordinary and correct concepts should .bt! 
disturbed. The majority have gone to the extent of including, for 
purposes of their wider recommendation, even non-private companies 
coming within the purview of Section 23A, which would include those 
companies where nearly a moiety of the share capital might be held by 
the members of the public and the shareholding may be so broad-based 
that there might be hundreds .or even thousand of shareholders. ln 
such cases it is indeed a very wrong thing to pin down responsibility of 
this nature. Both the recommendations are not justifiable and there
fore I express my dissent in respect of the same. At the same tim", 
I would like to stress the issue that it is more the departmental effi
ciency that is necessary for regulating such matters. I can see no 
reason why the Department cannot act in good time and cannot act well 
Provisions like these put a sort of a premium on want of efficiency and 
)want of action in time. · 

Personal liability of shareholders of Companies. 

140. The majority have recommended that in case of companies in 
which the public are not . substantially interested .within the terms of 
Section 23A of the Income-tax Act, the liability for direct taxes should 
first fall on the Directors and then on shareholders in proportion· to their 
holdings. 

The above recommendation of the majority prceeds on the assump
tion that a limited liability company is an agency formed and utilised 
for purposes of ev~sion .. Several witnesses have stressed the issue that 
such an· approach IS entirely wrong. A number of memoranda submit
ted to the Committee also make a mention of this aspect. 
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T~e Taxation Enquiry Commission gave a full consideration to the 
issues involved and they came to the conclusion that these matters 
were very difficult matters for being resolved. The recommendations · 
in this behalf are contained in paragraphs 63, 64 and 65 on pages 209 and 
210 of their report. These are reproduced be~ow for ready reference:_ 

"63. Power to recover taxes from the shareholders.-Another 
suggestion that has been placed before us is that the 
Income-tax Department should have a right to recover 
taxes from shareholders when the tax cannot be recovered 
from the company or, at any rate, from a company which 
has gone into liquidation, for a period of one year after 
the distribution of assets. This suggestion runs counter· to 
the whole conception of a company as a separate legal 
and economic entity from its shareholders and cannot 
obviously be entertained in relation to companies in which 
the public are substantially interested. We have, however, 
been informed that there are several instances of closely
held companies where assets have been sequestered by the 

. shareholders and the company is put into liquidation before 
. income-tax assessment is completed." 

"64. Fixing personal liability on shareholders.~In 1949 an 
amendment was suggested to Section 44 of the Income-tax 
Act proposing to fix personal liability on the shareholders 
of private limited companies in respect of taxes assessed on 
the income of the companies which would not be recover
ed from them. The introduction of such a procedure was 
opposed on the following grounds: (i) it militates . against 
the principle of limited liability; (ii) it is difficult to justify 
a procedure for the collection of taxes from private limited 
companies distinct from the one for recovery of. taxes from 
public limited companies; and (iii) such powers may be used 
to recover taxes even in cases where, due to no fault of the 
management, the company's resources are insufficient to 
meet its liabilities." 

/ 
I 

"65. There is considerable force in the above arguments and yet 
the possibility of avoiding the paym&nt of tax by making 
use of the closely controlled company is real. We, there
fore, think that, subject to adequate safeguards, it is proper 
to accord a different treatment to .private limited companies . 
.Accordingly we recommend that the tax due from a compan:,c 
should be recovered from the shareholders only when the 
company goes into liquidation and if it is a company in 
which the public are not substantially interested. Even as 
regards liquidation we would suggest that the recovery 
should be effected only if the Commissioner of Income-tax 
is personally satisfied that liquidation has been undertaken 
with a view to avoidance of tax. In ·both the cases. appeals 
should be allowed to the Appellate Tribunal." 

141. It will appear from the above quotations that the Taxation 
Enquiry Commission made a very halting recommendation. They 
recommended that suqject to adequate safeguards the tax due from a 
company should be recovered from the shareholders, only when the 
company goes into ·liquidation and if it is a company in which the 
public are not substantially interested. They further observe~ that 
even as regards liquidation, recovery should be effected only 1f the 
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Commissioner of Income-tax was personally satisfied that liquidation 
had. been undertaken with a view to avoid tax and in both the cases, 
·appeals should be allowed to the Appellate Tribunal:>., . ..., 

142. Despite this recommendation of the Taxaiion Enquiry Commis
s~on ~he ~aj~r~ty have thought it fit to go much beyond and create a 
VIcariOus hab1hty and that too for persons who would have nothing to 
do with evasion of tax or acquisition of income in their hands. The 
matter is one requiring to be dealt with on a different premises altogether. 
It is the person, who misuses his position of fiduciary capacity in a 
company, who alone must 'be responsible for the accounting of the tax 
liability relating to ill-gotten gains made by him, by exploiting his 
position of a fiduciary capacity in 1·elation to a company. The Income
tax Investigation Commission, while dealing with such cases, found an 
inherent difficulty in pinning down responsibility- on concerns on this 
very ground. Further, in the cases of companies which are not private 
companies and yet they come within the purview of Section 23A, the 
shareholding may be so broad-based that there would be thousands and 
thousands of shareholders, as already pointed out by me in considering 
another issue a~ove. The Directors of such companies may be total 
outsiders and it may as well be that the manipulations or the acquisition 
of ill-gotten monies may be at the hands of one or two particular indi
viduals who need not necessarily be persons controlling the affairs of 
the company as such. Taking these factors into considemtion, it is 
wronq to think in terms of putting responsibility on persons who neither 
get the income in question nor any share thereof nor have anything to 
do with the evading · activities. Placing responsibility on another 
amounts to ·imposition of a vicarious liability. Even as regards private 
companies where there are different families participating in the forma
tion and functioning of such companies, one particular individual of one 
particular branch may enter into particular transactions and it is he 
alone or the particular branch who should remain responsible for the 
taxes relating to such ill-gotten gains. 

·In view of the observations made above, I am not able. to ag1·ee with 
the 1·ecommendations of the majority and suggest that these recommen

should be allowed to the Appellate Tribunal." 

Recovery in respect of taxes relating to assets transferred. 

143. The ·majority's recommendation is to the effect that where it 
was not possible to recover taxes from the assessees in respect of the 
incomes aggregated under Section 16 (1) (c) or 16 (3) of the Income-tax 
Act the Department should have the right to proceed against the legal 
owner of the assets in respect of the share of tax payable on account of 
the inclusion ·of "the proportionate income, etc. from such assets. Their 
:recommendation further indicates that in a case where the assessment 
has resulted from a finding of fact that the transfer was a mere benami 
transaction effected with an intent to evade tax, no such restrictions 
are necessary. In such cases after the assessment has beco~e fin~l, i.e. 
after the ownership of the property has been finally decided m the 
assessment proceedings, the Assessing Officers should proceed against the 
property held benami for realising taxes _due fr?~ the real ow~er. Th_e 
right of the aggrieved party to proceed m a C1vil Court by filmg a suit 
under the Code of Civil Procedure should not in any way be adversely 
affected by this procedure and the findings of the Court should be 
binding on the Department as well. 
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As regards the first part of the recommendation made by the majority 
I have to observe that the Department ·should not think in !terms of 
recovering the taxes both from the transferor and from the transferee. If ·. 
the Intention is to relate the recovery to the asset and not to the person, 
it is only the asset ·from which recovery should be made. And in case 
it is transferor, i.e., the person who trans~e.rred the asset, h~ alone should 
remain responsible. In caJ>e the law 1s amended to pm down the 
responsibility relating it to the asset instead of to the person, there can 
be no objection to it. But the recommendation is to h_ave a two-f~ld 
remedy in the hands of the Department. Apart from lth1S, the questwn 
of th~ right oj the transferor to reimbur~e the amount of tax for purposes 
of making payment has also not been diScussed. If such a nght were to 
be given, the Department would automatically secure the tax from the 
transferee by the exercise of such a right. In SU!!h a case there should 
be no question of imposing a Gift Tax by treating the reimbursed amount 
as a sort of a gift. In the absence of such a clarification and a clear 
provision, an adjustment on the alternative line indicated would not be 
equitable. 1n the light of these observaltions I suggest that either the 
alternative. formula may be examined by Government and implemented 
or the status quo may be preserved. 

14! .. As regards the other suggestion, I would say that it offends the 
principles of natural justice. After all the finality as to ownership of 
the property can be determined on proper evidence to be adduced by all 
the parties concerned and it is only a Court of Law which can pronounce 
a correct opinion in that behalf. The recommendation of the majority 
to the effect that the right of the aggrieved party to proceed in a Civil 
Court by filing a suit under the Code of Civil Procedure is not to be 
adve:r-;ely affected does not give a proper solutior- inasmuch as the tax
payer would be compelled to defend his title instead of the Department 
having the issu,e decided at its initiative properly. The Income-tax 
Officer, in his capacity as an assessing Officer and acting in an executive 
capacity cannot be a judge for these matters. His decision would be of . 
a prejudicial nature and would vitally affect the fundamental and inher
ent rights of the real owners. And it would be wrong to compel a real 
owner to have his right forefeited at the 'hands of the taxing official and 
then to have to defend his real title. I, therefore, dissent from · the 
recommendation made by the majority and suggest that no change is 
required to be made and the position should be such that ownership 
should be determined by Courts of Law after hearing all the parties, i.e. 
the de facto owner, the real owner if he has evidence to prove his real 
ownership ·and other parties, if any, who mighlt have a title or interest 
in the property. 

Penal interest and penalty in cases of default. 

145. The Committee considered .the position obtaining in the United 
Kingdom where interest is leviable only if payments are delayed beyond 
the period of 3 months from the due dates, the amount of tax payable 
exceeds £. 1,000 and the amount of ·such interest itself exceeds 
£.1. The Committee also considered .the pqsition that the assess
ing Officers do not grant sufficient time for payment, of taxes and notices 
of demand were often sent giving a very short time for payment, and 
a recommendation has been made to the effect that in all cases a month's 
time from the date of the service of the· notice should be given for 
payment of the taxes. But in a case where the assessing Officer is satisfied 
that durtng the period the assessee is likely to alienate his assets with 
a view to defrauding Government, he may with the previous approval· of · 

' • • I ...,.. 
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the Commissioner of Income-tax reduce such period as may be considered 
proper. Keeping in view the position obtaining in the· United Kingdom 
I make an additional recommendation that no interest shoold be charged. 
on sums below Rs. 10,000. The amount of deficiency in respect of which 
interest should be charged should relate to actual deficiency as ascertain
ed after deducting from the total demand the amounts paid under Section 
18A and/or Section 23B and after adjusting all r.efunds due Ito the assessee 
in respect of his varioos direct tax assessments. Further, there should be 
no penalty in respect of cases where penal interest is chargeable. I also 
invite attention to my general observations which I have made under the 
relevant heading in the chapter relating to Tax Evasion. 

Attachment of shares in Joint Accounts and freezing of Joint Accounts. 

146. The majority observe that under the present provisions it is not 
possible to issue a garnishee order in respect of amounts of the assessee 

· held in a joint account. They have, therefore, agreed that it should be 
possible to attach the share of an assessee in such accounts also and have 
consequently recommended that a provision should be made for enabling 
the Department to attach such joint accounts. Fundamentally, this re
commendation offends against the principles of natural justice. One 
cannot understand as to how, without a proper enquiry as to real owner
ship of an account, a part of it can be attached just because the name of 
a particular party appears in the account as a joint holder. The majority 
have, however, observed that it should be ensured that cases where joint 
accounts are held by persons in a fiduciaxy capacity, for instance, as 
trustee or where the account is really that of the other joint holder (or 
holders), such accounts are not attached and, in that light, they have 
recommended that provision should be made for enabling the Income-tax 
Officers to freeze such joint accounts on issuing a modified form of the 
present garnishee order. They have also recommended that simultaneo
usly notices should be given to the assessee as well as to the other joint 
holder or holders to show cause within 2 weeks as to why the joint 
accounts should not be attached and, after hearing the parties, the 
Income-tax Officer should determine whether the whole of the account 
or part of it belongs to the defaulting assessee and if he decides that it 
does, he must pass an order determining the share of the assessee in the 
account and also issue a garnishee order in suitable .terms to the party 
in whose books the accounts stand and a copy of the order should be sent 
to the parties concerned. They have further recommended. that an 
appeal should be provided against such an order. 

147. The majority desire that it should be ensured administratively 
that the Appellate Assistant Commissioners hear such orders within a 
month of their institution. These recommendations run counter Ito the 
'll'Ulin proposal about· the power to straightaway attach ~hares in joint 
accoonts. · Apart from this aspect, the matter requires to be dealt with 
on a practical basis. Freezing of accounts straightaway would dislocate 
the whole working machinery so far as the respective account holders 
are concerned and, in ·many cases on a mere suspicion and without 
justification a :flreezing or even an attachment order may be passed and, 
in respect of the latter, there would be no remedy available excepting 
for a writ petition in a court of law ~. in respect of the former, the 
matter may drag on for a pretty long time i.e. even for months together. 
The administrative protection of hearing appeals would be of no use 
at all as, with the delays which normally occur for appeal proceedings, 
there wcmld be no guarantee of the appeals being taken up in 'time. The 
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whole procedure about attaching shares in joint accounts, and at the 
same time, providing for freezing and issuing show cause notices, sub
missions, hearings, etc., ·entail fundamental issues and while the first 
part of the suggestion would rule out the freezing process and the Officers 
would be more inclined to attach shares in accounts straightaway, so far 
as the other suggestion made by the majority is concerned, the whole 
process would be a lengthy one and it would create great difficulties for 
account holders in general. There is no reason why the general wcrking 
;md smooth functioning of business activities should stand paralysed for 
the misdeeds which may be found in rare cases. A provision like this 
would have considerable impact on commercial activities in general and 
banking activities in particular. I am, rtherefore, totally opposed to the 
sugg.estions made by the majo1·ity in this behalf and I consider these 
suggestions as impracticable and amounting to denia,l of natural justice. 
I would also stress the fssue that an attempt rto make provisions like these 
amounts ro putting a premium on Departmental inefficiency and ·want of< 
action in time. 

J)enial of Liability by Garnishee. 

148. The majority have recommended that the present law should be 
modified to provide that even where a garnishee on whom a notice is 
issued diSputes or denies the liability; the account in question is frozen and 
in such circumstances the Income-tax Officer should be empowered to 
file a suit in the Civil Court to establish the true facts and obtain a deci
sion and then decide whether he should proceed to enforce the attachment 
or cancel the notice served on the garnisl\ee. The process of freezing an 
account and. then taking the matter to a court is bound to entail long 
delays. The majority have not suggested any remedy as to what should 
happen for the period intervening and whether an abnormal situation 
should be allowed to continue for a period of time. There is no reason 
why a vicarious liability of this nature ·should be pinned down on a third 
party. Moreover, the question of contractual obligations between real 
owners who would be wrongly considered as benamidars for some other 
-paxties who are the assessees would be a matter for material consideration 
and in such cases, on the assumptions by the Department, third parties 
would be unnecessarily dragged into courts of law. In this light and for 
the reasons mentioned in the immediately preceding paragraph, I am 
opposed to the suggestion made by the majority and I recommended that all 
these suggestions b.e not accepted. 

Contmctors. 
( 

149. In respect of this recommendation by the Committee, I should 
like to add that in case there is a failure to effect such deductions result
ing in a loss of tax to the State, the paying authorities should be treated 
as assessees in default to the extent of the sum equivalent to the amount 
of tax loss or 2~% -of the tot~il value of the contract whichever is ldwer. 
This is a recommendation which was -thought of by rthe Committee but it 
has not ultimately been made. I, therefore, desire to add this additional 
recommendation on my own under this heading. 

Sale of Shares attached .. 

150. The majority have recommended that it should be statut.orily pro
-vided that if the existing shaxehclders or directors do not come forward tQ 
purchase shares of private limited companies (which might have been 
~ttached by the Department for their dues) on t'Je basis of the fair valuE: 
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' determined according to the provisions of the Wealth-tax Act, the 
Department should have the right to sell the shares by auction and the 
purchasers should be registered as shareholders of the company, notwith
standing any provision contained in the memorandum and articles of 
association of the company. 

This is one more example of the extraordinary recommendations 
thought of by the majority. In my view the matter is again one falling 
within the purview of the Companies Act and I expected !that rthe Com
mittee would accept my suggestion to have the matter regulated under 
rthe Companies Act by providing for a right to the Department to go in 
appeal to the Company Law Administration for refusal of transfer of 
shar.es as in the case of transfer of shares of public companies iand, lin 
such cases, the decision of the Company Law Administration should (be 
treated as final. Such a provision would enmre for the Department a 
transfer of shares in the name of the Presid€nt &j the Republic of India 
or his nomine€. In the light of these observations I suggest that Govern
ment should accept my recommendation instead of accepting the recom
mendation made by the majority which, rto my mind, creates an artificial 
position and amounts to a regulation of Company Law matters by taxing 
statutes. 

Reco1Jery of arrears of tax by proceeding ag~inst the property held in the 
. name of a benamtdar , 

151. I have· already commented on this issue, but I should like to 
further observe that mere accounting of income or mere claim to a 

· particular property cannot and should not establish an ownership right. 
These matters are matters which should be dealt with under the common 
law and there should be no attempt to regulate the ownership rights 
under the taxing statute. In this view I express my dissent from the 
view of the majority thart after assessments in such cases have become 
final i.e. after the ownership of the property. has been finally decided the 
Income-tax Officers should have the ·power to proceed against the property 
~elcl benami in respect of arrears of any tax due from the 1·eal owner. 

Central Collecting Agency .. 

• 152. While the recommendations in this behalf have been taken by the 
Committee collectively, I have certain qualifications to indicate. I am 
lhot prepared to hazard an opinion that additional expenses are not likely 
to be much more than the. figure estimated for 1959-60. The question of 
extra cost is one which should be examined critically and the question 
of utilising the State agency for the period of transition should also be 
considered. 



CHAPTER VI 

REFUNDS 

New Scheme of Company Taxation. 

153. The only matter in respect of which I have to make my commentl;l 
under this chapter is the new scheme relating to taxation of income of 
joint-stock companies and dividend income in the hands of the shru:e
holders. The majority, in my humble opinion, hav.e not done full j'UStice 
to this important mmtter and I feel that it was because of the steps already 
taken that they did not make a fuller approach. In fact, even Govern-1 
ment did expect the Committee to make a fuller analysis and great 
expectations were raised in the minds of the taxpayers that the Com
mittee would suggest a much simpler formula. During the course of the 
tour which the Committee arranged for examining witnesses at various 
centres, this vital matter was fully discussed even after the new proposal 
in the last Finance Bill were announced and even after they were finalised 
and took a statutory shape. A number of Chambers of Commerce and 
Associations also wrote to Government in this behalf as also to the 
Committee. The majority have referred to the Federation of Indian 
Chambers of Commerce & Industry and have stated that the new scheme 
has been welcomed by them as a positive step towards simplification of 
the system of taxation of companies and their shareholders. It is but 
natural that a move for simplification would certainly be welcomed by 
the taxpayers, but the significant observations made by 'he Federation 
itself in its memorandum No. F.2716/Fin/1 dwted the 30th March 1959 
s:ddr.e<ssed to the Secretary to the Government of India, Ministry ~f 
Finance, a copy whereof is on the Committee's records, has, it appears, 

-not received that attention of the majority which it deserved. The 
following are the significant observations made in the l'!lemorandum: 

"The new scheme o{ taxation of company profits and dividends is 
said to simplify the procedure for assessment etc. WhiLe 
no doubt it would be simpler than now, stilt it would be 
necessary for companies to deduct tax at source. They would-
be in effect agents for collection of tax. Also shareholder~ 
will have to get their dividends grossed up in their assess
ments as before and also get credit for the tax deducted at 
source. The question of simplification of taxation of divi-. 
dends in the hands af companies and shareholders is present
ly engaging the attention of the Direct Taxes Administration 
Enquiry Committee and probably they would be able itOI 
suggest a more simplified and acceptable method." _ 

In their memorandum addressed to the Secretary, Direct Taxes Admi
nistration Enquiry Committee, being Memorandum No. F. 3178/Fin./42(1) 
the Federation state as under: 

"Further the new scheme is said to &implify the present procedure 
' of grossing up of dividends. However, it would be still neces

sary for companies to deduct tax at source from dividends at 

504 



505 

the rates of 30% for individual shareholders and 45% for 
company shareholders. The companies are in effect agents 
for collection of tax at 30% or 45% as the case may be. Apart 
from the complications and difficulties which it would create 
in share dealings and in other matters, it increases the work 
of the companies. themselves. The shareholders will also have 
to get the dividends grossed up as before in their assess
ments and get . credit for the tax of 30% or 45% 

-as the case may be of the tax deducted at source. The old 
process wou.ld stiLl continue both in regard ·to deduction by 
the companies and the grossing up procedure in the hands af 
shareholders. The only simplification is that the rate of gross
ing up has. been fixed and is no longer variabLe. The :very, 
process of deduction and grossing up involves certain pro
cedures which a small shareholder does not usually avail of 
and, therefore, in most cases, the refund due for the tCIX' 
collected at source is not claimed by the small shareholder 
assessee. In the circumstances, the Committee believe that 
the only solution by 'l)Jay of simplification will be to do away 
altogether with the obligation to deduct tax at :source by 
companies and to tax whatever dividends have been received 
by the shareholders in their hands at the time of their 
assessments. This, in their opinion, is the only logical method 
for simplification pf the present procedure of grossing up 

·which will avoid all difficulties and complications." 

Very pertinent observations have been made in j:he concluding portion 
of the extract given above, end a very clear mention is made of the fact 
that the only solution by way of simplification will be to do away alto
gether with the obligation to deduct tax at source by companies and to 
tax whatever dividends have been received by the shareholders in their 
hands at the time of their assessments. This is, according to the Federa
tion, the only logical method for simplification of the present 'ptocedu.re 
of grossing up which win avoid all difficulties and complications. .And 
yet, the majority observe as if the Finance Act amendments had a full' 
measure of approval by the Federation. There are many pertinent obser
vations about draw-backs in the memorandum referred to by the majo
ri~y and these have been omitted. 

~ 154. In ·their letter addressed to the Secretary to the Government of 
India, Ministry of Finance, dated the 8th April, 1959, by the Indian Cotton 
Mills' Federation, being letter No. 756, the said Federation stated that the 
new proposals were so far"Teaching in character that some more ltime
would be necessary to study the exact implications of the proposed changes 
and how they would affect the company finances. They further observed 
that the Direct Taxes 4dministration Enquiry Committee was also con
sidering matters of Company Finance including simplification of the gross
ing up provisions and it was felt that proper consideration of the new 
structure of company taxation would be facilitated after this Committee's 
recommendations became available. They further requested that the 
status quo be maintained for one more year. Copies of this letter were 
furnished to the Members of the Committee and to the office of the Com-
mittee during discussions. · 

155. Printed copies of a Study issued by the Indian Merchants' Chamber 
Economic Research & Training Foundation were also supplied to the Mem
bers of the Committee and to the office of the Committee. This brochure is 
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included as a separate appendix to this memorendum. The Indian Mer
chants' Chamber had made specific sugge~tioTU? in ~his behalf and had re
commended a specific formula for a fult Stmpltficatton. The relevant. por
tion of the suggestions mage will be found at pages 4 and 5 of the prmted 
memorandum submitted by the Chamber to the Secretary of the Govern
ment of India, Ministry of Finance, being memorandum No. 798, dated 14th 
April1959. Copies of this memorandum w~re given.to the.Mem~ers of ~e 
Committee and to the office of the Committee durmg discussions. This 
printed memorandum is also included as a separate appendix to this 
memorandum. I should like to reproduce some of the impormnt observa
tions herein for a ready reference: 

"My Committee feel that any scheme which does not completely do 
away with the deduction formula will not ensure a full sim
plification of the procedure relating to taxation of companies 
and dividend income ................ My Committee, in the 
circumstances, are of the view that it would be better if the ~ 
first stage of the implementution of the scheme is considered 
as and when the full implications have been worked out and the 
matter has also been examined by the Direct Taxes Adminis
tration Enquiry Committee. It is possible that this 
Committee may be in a position to evolve a more simplified 
formula •:md it may also suggest a way whereby even the 
deduction of tax at source can be done away with." 

156. The Bombay Shareholders' Association, as also some other bodies 
made a similar approach and it was, therefore, to be expected that the 
Committee would give a fuller consideration to the 'basic issues. 

157. During the examination of the various witnesses, the formula sug
gested by the Taxation Enquiry Commission was fully discussed and actu
alty it was advocated for an examination and to show reason why 'that 
formula was not acceptable. Some of the members of the Committee, in 
their examination, focussed particular attention on this formula. Tins 
formula and the scheme of company taxation have been discussed under 
Chapter X e.t pages 149 to 159 in the first 25 paragraphs of that chapter. 
The sum and substance of the suggestions made emanates from the obser
vations made in paragraphs 18, 21 and 22 which are reproduced below for 
a ready reference. · · . . 

"In order to get over the administrative and other difficulties men-
. tioned above, we would suggest lhe adoption of the method 

described below. The essential feature of this 
method is that, when a company declares

Suggestion regarding 
alternative procedure for 
taxing companies and 
th~ir shareho~ders. 

dividends, it will deduct income-tax . at the 
maximum rate from grcss dividends. distribute 
the net amount to the- shareholders and pay: the 
tax to the credit oi Government. Adjustments 
are then made in the course of the Company's 
1ncome-tax assessment, su that the total amount 

. . . which it has to pay out by way of taxes and 
dividends IS the same as under the present 'law." 

"In certain circumstances the gross dividends may exceed the total 
income of the year. This moay happen because the company 
dra:ns upon accumulated undistributed profits of prior years 
which have already suffered tax, or the excess dividends may 
come out of capital receipts or may be due to the book profits 
being higher than the assessable profits on account 
of accelerated depreciation not being adjusted in the 
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company's accounts. Where taxed profits of earlier years 
are available an adjustment will be made in the company's 
assessment by deducting the income-tax on such profits f!-"om 
the total demand on the company; this will ensure that the 
same profits are not taxed twice. · For deciding the amounts 
of prior ye•J.r's profits available, the excess of gross dividends 
over total income will, in the first place, be attributed to the 
undistributed profits of the immediately preceding year which 
have been carried forward unappropriated; and the balance 
"(if any) to the year preceding that year; and so on." 

"If the excess dividends come out of the other sources indicated, 
this procedure safeguards the revenue against the grant of 
credit to the shareholders for tax which was never paid by 
the company." 

158. The summing up of the recommendations is stated by the Taxa
tion Enquiry Commission in paragraph 24 as under: 

"The adoption of the above method will simplify calculations as no 
grossing will require to be done. . It will not disturb the pre
sent liability of the company and the shareholder which will 
continue to be exactly the same as under the old method. 
The revenues of the Government will also not be affected. 
It will, however, 'involve some changes in the manner of 
preparing dividend warrants, as, in future, it will have to be 
made obligatory for the companies to show the amounts of 
gross and net dividends separately in the dividend warrant." 

In view of the above position,· I had requested the Committee to give a 
full consideration to the formula of the Taxation Enquiry Commission. 
But this formula has not been discussed by the majority. The suggestion 
made, or rather the alternative formula suggested by the Indian Mer
chants' Chamber is, more or less, the formula suggested by the Taxation 
Enquiry Commission with an improvement that the deduction of tax 
from dividend payments. should be totally done away with and dividend$ 
should be taxed directly in the hands of the recipient shareholders. 

159. I do not agree with the findings of the majority that this is a ques
tion of incidence of taxation. The formula suggested by the Taxation 
Enquiry Commission; /Ls improved upon by the Indian Merchants' Cham
ber, is merely a full simplification of the procedure, at the same time 
ensuring no inconvenience, harassment or disadvantage to the taxpayer. 
I must, therefore, respectfully point out that the majority have merely 
ignored the vital issues for a fuller simplification and have felt content 
with the existing legislation. 

160. As regards the merit of the scheme, full attention was given by 
various Chambers of Commerce and Industry and it was pointed out 
that the main features of the scheme were as enumerated by the Finance 
Minister in the Explanatory Memorandum to the Finance Bill, 1959, and 
the objective was to get a simplification not entailing any extra burden 
in ·respect of company profits and dividends in the hf!nds of the share-
holders. · 

. 16.1. Simplification would be of a two-fold character i.e. removal of 
the complication of determining the effective rate of tax payable by a 
company and the assessable income to arrive at the grossing up formula 
and refund applications by shareholders. whose income is such that it 
410 C.B.R. . 
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results in a net refund or a full refund. It is only the first part which 
has been resolved and that relates to the difficulties of the companies and· 
not to the large number of shareholders. It also means simplification for 
the department. The real simplification would be one for the receiving 
shareholders and the Committee as a whole have .already made a recom

. mendation to the effect ·that even under the previous scheme substantial. 
refunds, leaving marginal amounts with the De])artment, should be given. 
If this is the recommendation there is no reason why a further step to
have a complete simplification, should not be had. From the figures 
emanating from the statistical data contained in the 1957158 Central Board 
of. Revenue All-India Revenue Statistics, the difference between the 
amount of grossing up benefits and consequential refund due and the actuar. 
refund either granted or included by way of amendment is not of a mag
nitude if one takes into consideration the fact that refund matters are 
pending for a long period of time and further there is a large number of 
shareholders who do not apply for refund because of the complicated pro
cess. That complicated process of application is even now retained. One· 
can well imagine the difficulty of the small shareholders in this connec
tion. A suggestion has been made for the issue of exemption certificates· 
and a number of copies in respect thereof, but in a matter like this, one 
would be really begging the question when he would say that an ignorant 
shareholder has to apply for a number of copies of such certificates. A 
mention is also made by the majority of.Jhe fact that companies may 
give wide publicity and such publicity should be given by including a 
suitable information slip to be attached to each dividend warrant. They 
have opined that additional work involved will not be very appreciable. 
It appears that the majority have merely made an assumption as . to the 
ext:ra work and labour involved. They have taken no cognizance of the 
additional expenditure companies would ·have to incur. Further, the 
smaller shareholders are put to a definite disadvantage, and the dis
advantage although it takes the shape of money value, cannot be ruled 
out as an issue relating to incidence of taxation when the whole scheme 
as a composite scheme not involving any change so far as the collective 
position of the companies and-the shareholder.s is concerned. The Cham
ber Research Foundation Study and the representation of the Chamber 
give an analysis of_the position and the two appendices to the Research 
Study and the three appendices to the Chamber representation show the 
necessary workings in that behalf. The workings will show at a glance 
that smaller the shareholder, the bigger the additional burden that would 
fall on him as a result of the so-called simplification. If the same amount 
of cash benefit is not given and the amount is the gross amount subject to 
{eduction of t~, the net ~hortfall in respect of a sharehold~r having anj 
1ncome exceedmg Rs. ·70,0'00 would be only 0.6% whereas tt would be 
2.8% in the case of a shareholder having an income of Rs. 10,000. This 
disadvantage would go on increasing as the income of the recipient 
shareholder would be of a lesser order. On a similar working the loss 
would be to the extent of 7.4% to shareholders with incomes over 
Rs. 70,000 and it would be as high as 41.03% for cases of shareholders of 
income of Rs. 10.000 and less, the percentage being much hiaher as the 
amoun.t of total income of the receiving shareholder is less and less. In 
the light of this analysis, it would appear that the 'luxury' of the 'simpli
fication' would result in depleting company finances and putting . the 
shareholders also in a position of disadvantage and putting the smaller 
shareholders to much more disadvantage. 

· 162. The workings were based by Government possibly on the basis of 
the study made by the Reserve Bank of India .of 1001 companies. for the 
year 1956. That study showed an effectiye distribution of the order of 
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60% to the shareholders, thereby giving a retention in the hands of Gov
ernment of a higher order of about 38% and adding thereto an approxi
mate amount of 4.5% by way of commutation of Excess Dividends Tax 
and Wealth Tax on companies, the resulting figure would be about 42.5% 
against the rate of 45% taken under the 1959 Finance Act scheme. It 
was pointed out by the various Chambers of Commerce and Industry and 
particularly by the Indian Merchants Chamber that the basis of working 
on the 1956 figures was not correct. Moreover, it should not be assumed 
that companies would be distributing only 60% because in course of 
time, to meet changing circumstances, distribution from accumulations 
would also arise. Industries pass through cycles and in. periods of de
pression and lower profits, companies would certainly have to draw upon 
their past reserves and accumulated profits. Further, as already pointed 
out by the analysis made by the various Chambers of Commerce a 
number of companies would be put to a definite disadvantage and such 

tcompanies would include banking compahies and subsidiaries. The loss. 
of private companies and those falling under Section 23A would be the 
highest. The result would be that companies will be called upon t~ 
shoulder a much higher burden and to draw upon their resources to en-' 
able them to maintain the same cash· benefit to the shareholders. In 
other words, the grossing up benefit being denied to shareholders to• the
extent of 11% as explained and worked out in the Study of the Research 
Foundation df the Chamber, companies would have to pay from their
own resources an amount equal to this net loss to give the shareholders: 
the same amount of cash dividend and it must be noted that the figures: 
which were given by the Rese1·ve Bank of India then related to companies: 
which reflected only 58% of the total assessable income of all companies
together, while. cases for the remaining companies entailing an income- of 
42% of the total assessable income have not come into the purview and 
these companies wo·~ld_ be the companies having higher distribution by 
tvafl of dividends. It was then felt by the companies and the sharehold
ing interests as they represented matters that the distribution would be 
of a much higher order even for the 1001 companies and it would be 
nearly of the order of 80%. It is significant to note that as per the analy
sis made by the .Reserve Bank of India for the year 1957, as published in 
the August 1959 issue of the Reserve Bank- of India Bulletin, the per
centage of dividend to the total net income, after paying tax, is shown t() 
be of the order of 79.25%. And as stated above, if the cases of the other 
companies entailing as much as 42% of the total assessable income were 
taken into consideration the average- would possibly work out at 90% 
i.e. nearly to a full distribution. The working thus made showing the 
!jss to the extent of about 9% in the representation of the Chamber thus: 
stands reasoned out. · 

163. The fact that companies have felt considerably agitated about the 
impact of this new scheme may be gauged from the observations made by 
the Chairman. of various companies at their Annual General Meetings. 
Shri J. ~- D. Tata, while addressing the shareholders at the 52nd Annual 
General Meeting of the Tata Iron & Steel Co. Ltd., stated that: 

"The additional cost of tl:ie Company of such grossing up during 
the next three or four years under the provisions of the 
Finance Act, 1959, will amount to about one crore per year, 
including the loss of income-tax recovered on dividends on 
Preference shares which the company used to retain but 
which will now have to be paid over to Government." 

He further warned the shareholders that, unless the provisions of the 
Finance Act, 1959, were amended, the tax .burden would be substantially 
heavier from the current financial year onwards. While the tax on com-
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panies had been reduced -under the new system, the total taxes which 
the Company and the shareholders would pay between them on profits 
and dividends respectively in a normal year would be substantially higher 
than under the existing tax system as relief from income tax would no 
longer be granted to shareholders on their dividends. Furthermore, 
under the new system, approximately Rs. 4 crores of tax relief accumu
lated in reserves built up from past taxed profits would be lost. 

164. The majority have pertinently referred to the assurance given 
by the Finance Minister while replying to the debate in the Lok Sabha 
on the Finance Bill on 12th March 1959 to the effect that possible in
convenience, difficulties and imbalance that might .arise in the operation 
of the new scheme would be set right if the circumstances warranted it. 

165. A fuU examination has been made of the relevant features of the 
llcheme and its impact. The retention to Government of the tax for the 
various years in the past does not justify a rate higher than 35% even 
after including the commutation retief to the Excess Dividend Tax and1 
the Wealth Tax on companies and this is the rate which can be consi
dered as. one maintaining the status quo and not creating any hardship 
whatsoever for companies as well as shareholders, and it is the Taxation 
Enquiry Commission formula combined with the formula of the Indian 
Merchants Chamber that can afford a full solution. After all, there is 
no reason why shareholders and particularly the smaller shareholder 
should be put in a much worse position. As pointed out, the loss goes 
on increasing as the total income of the receiving shar,eholders is less 
and less. 

166. Further the question of the total extinction of the benefit relat
ing to the grossing up in respect of the past reserves and accumulations 
is also a pertinent one. The reserves of companies can be roughly esti. 
mated at about Rs. 500 crores and taking even an average rate of 20% 
against the existing rate of 31.5%, the grossing up benefit would be of 
the order of about Rs. 125 crores. . 

167. 'Taking all the above factors into consideration, I positively re
commend the implementation of the Taxation Enquiry Commission 
formula as improved upon by vhe Indian Merchants' Chamber and advo
cate that: 

(i) in computing the assessable income of every company a dedqc
tion ought to be given to the extent of the amount of divi
dend which the company distributes out of the current 
profits; 

(ii) the grossing up benefit should continue in resp,ect of dist~ 
butions made out of past profits or accumulated reserves or 
surpluses which were taxed under the old scheme, or in 
the alternative a full deduction should be given to the 
extent of the distribution to be made by companies from 
such past profits. In fact, it would be better to extinguish 
for purposes of income-tax by such deduction and relief, all 
past profits and reserves. to enable a clean state of .affairs to 
be achieved within as short a time as is possible. " 

(iii) There should be no deduction of income-tax from the pay
ments made as dividends to the shareholders and such divi
dends should be taxed directly in the hands of the recipient 
shareholders. 

(iv) Consequential changes should be made in the legislation to 
provide for the above matters. 



CHAPTER VII 

EVASION AND AVOIDANCE 

168. At the outset, I should like to make a mention of the fact that in 
answering Questibn No. 74 which specifically related to the question of 
evasion, the Central Board of Revenue have merely stated that appar
ently the said question was meant to be answerd by the members of the 
public. It would have been much better if their considered reply in. this 
behalf was available. 

• Responsible opinion,· whether in business, profession or vocation, has 
always been very strong in its criticism of evasion. It is because of eva
sion by a few in the country that the honest taxpayers have to shoulder 
an extraordinary burden of taxation. Times out of number responsible 
chambers of commerce and industry have voiced their feelings in this 
matter and stated categorically that the evader has no place in the social 
structure and that there should be a need of developing business ethics 
as is the case with professions. The honest taxpayer always holds this 
view and the indifference, if any, that may be exhibited iri this behalf 
would come from the evading class only. The honest taxpayer, whether 
in business, profesion or vocation, has no quarter for the evader and he is 
very keen in eliminating evasion so that the honest taxpayer gets a square 
deal. 

Tax 'Avoidance' 
169. While discussing the question of tax evasion and avoidance, while 

the majority have ultimately omitted a statement that avoidance has ac
quired about it a tinge of legality and even of respectability, and though 
after deliberation they have also rejected the view about defining 'un
ethical' avoidance and putting it on par with evasion and calling it equ
ally anti-social, they have thought fit to refer to President Roosevelt's 
statement in the concluding portion of this Chapter of the Report where 
a reference to legal avoidance as unethical has been made. Obviously the 
approach of the majority is one to think in terms of legal avoidance being 
unethical. Such an approach is bound to leave an impression that there 
i;a something inherently wrong in avoidance. I should like to stress the 
tssue that the word 'avoidance' even is not a proper word to describe the 
attempt and a justified one too at the hands of the taxpayer to pay the 
minimum under the law. If. one makes a proper study of the legislation 
and tries to so arrange his affairs that, keeping within the law, he tries 
to pay the minimum, there is absolutely nothing wrong about it. The 
majority have quoted the observations of President Roosevelt in his mes
sage to the Seventyfifth Congress of the United States wherein he is re
ported to have stated that there are some instances of avoidance which 
appear ~o have the colour of legality; others are on the borderline of 
legality; others are plainly contrary even to the letter of the law. 
According to President Roosevelt all were alike in that they were defi
nitely contrary to the spirit of the law and all were alike that they re
·presented a determined effort on the part of those who used them to 
dodge the payment of taxes which Congress based on ability to pay. He 
called this attempt one resulting in mulcting the treasury of the Govern-
ment's just dues. . 

511 
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. 170. I wish that the majority had reviewed the matter in all its aspects 
and had taken cognizance of the fact that these observations of President 
Roosevelt created at the relevant period of time a first-class controversy. 
Mr. J. P. Morgan is reported to have stated at that tim~ that the ·"Con
gress should know how to levy taxes, and if it does n't know how·to collect 
them, then a man is a fool to pay the taxes." In another context he is 
reported to have stated that taxing is a legal question pure and simple. 
lt was not up to the taxpayers to repair the mistakes of the Congress. 
He is furher reported to have added that. he had no sympathy with tax 
dodging e>r tax evasion as such and such practices should certainly not be 
defended but what he felt strongly-was that when a taxpayer had com
plied with an the terms of the law he should not be held up. to obloquy 
for having not paid more than he oweq. · · 

171. The controversy brought into the picture Alexander Forbes1~ 
President Roosevelt's cousin and classmate at Harvard, and a professor 
of physiology at _Harvard Medical School and his contribution to the 
Boston Herald put in a very candid marmer the attitude of the people at 
that time. The following pertinent obeservations were made:-

"!£ the government were hon,estly and intelligently using the 
money levied by taxation to advance civilization .in the 
most effective way and on the highest plane, then it might 
be argued that the patriotic citizen shouldl gladly pay a 
generous tax, and even lean toward the government's side 
in a doubtful case in which the letter of the law does not 
quite agree with its spirit. · 

But what can the government offer in support of a claim to such 
generosity on the part of the taxpayer? Look at the sorry 
spectacle presented by long rows of beneficiaries of the 
"boondoggle,"· leaning on their shovels by the · hour, at 
futile projects, and contrast it with the great .universities, 
museums and research laboratories which have come from 
the wise and generous giving of such as Morgan, and then 
consider which is the major constructive force in building a 
stable civilization. 

Nor is the official fostering of idleness all; worse stilL is the colossal 
use of patronage to stifle the conscience of the nation and 
keep the governing party in power. The true patriot when 
he appreciates that this is how tax money is spent, wiS 
claim every exemption the law allows, and he may have 
betterment of mankind. 

172. I should also like to quote the observations of one of the greatest 
fudges of the United States of America:- · 

"When the law draws a line, a case is on one side of it or the other, 
· and if on the safe side is none the worse legally that a 

party has availed himself to the full of what the law 
permits." 

[Holmes, in Bullen v. Wizconsin, 240 U.S. 625, 630. (1916).] 

In another case, Superior Oil Co. v. Mississippi, 280 U.S. · 390, 396 
(1930), Justice Holmes stated as under:- · · · · 

"The fact that· it is desired to evade th~ law, as it ~ ·called, is 
immaterial, because the very meaning of a line in the la~ 
is that. you intentionally may ~o as close to it as you can 1f 
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you do not pass it .... It is a ·matter of proximity and degree 
as to which minds will' differ." ':f:.l ~ 

Yet another significant observation has been made by this great judge 
in his treatise "The'Commo:il Law" (P. 148, (1881)) as under:-

"Moral predilections must not be allowed. to influence our .mind• 
in ;;ettling legal distinctions." 

There are other .Pertinent observations in the other court decisions 
of the United States of America. ·Judge Learned Hand commented as 
under in Commissioner v. Newman:- · 

"Everybody does so, rich or poor; and all do-·right, for nobody 
owes any public duty ·to pay more than the law. demands; 
taxes are enforced exactions, not voluntary contributions. 
To demand more in the name of morals is mere cant." 

173. Commenting on the question of tax avoidance and tax evasion, 
the New Zealand Current Taxation Series (Butter-worth TaxatioR 
Service) states as under:- · 

'Tax Avoidance and Tax Evasion 

"The democratisation of politics has put the balance of power into 
the hands of the masses who feel little burden from or res
ponsibility for public expenditure, and who use their 
political power to redress on the political field the balance 
which they cannot redress on the economic field, and to 
redistribute wealth by taking it from the better off in the 
form of graduated taxation, applying jt in the provision 
of amenities for the masses. This gives rise to competitiive 
expenditure bids by politicians as a ·bribe to the electors 
when seeking office." Since Professor B.E. Murphy wrote 
those words in his "Outlines of Economics" there have, of 
course, been many developments 'in economic and political 
thought. Baron Keynes, the depression, the Second World 
War and the fear of another depression have made us accept 
high taxation as an unpleasant but necessary part of our 
way of life. Nevertheless what professor Murphy said is 
still substantially correct. Oilly the emphasis has changed. 
The masses now pay income-tax and the Robin Hood idea ·· 
of taking from the rich and giving to t~e poor has merged 
into the idea of the Welfare State as a kind of "Father 
Christmas" with magic resources. 

Avoidance can take many forms and can vary from what may be 
called passive avoidance ........... ·: : ............ So long as t~t;re 
Is no suppression of income or decervmg of the revenue . au~~rr_ties 
avoidance is usually regarded as perfectly pr.o~r. No one 1s cnt1c1Sed 

. for not smoking or drinking and thereby avOiding tobacco duty or beer 
duty and no one is usually criticised for avoiding income tax. · The 
Courts have approved ·and in some cases appear almost to have com
mended the effortl of taxpayers to avoidl taxation. See, for instance 
the judi::ments in thP AYRSHIRE PULLMAN MOTOR SERVICES 
case and ·in the DUKE OF WESTMINISTER'S CASE. 



· There was some criticism in Latilla's case of "elaborate and artificial 
methods" adopted to avoid tax by · exploiting technical loopholes but 
that is the exception. There was also some newspaper criticism of 
Noel Coward when he decided to become no longer ordinarily resident 
in England; a luxury which was costing him thousands ·of pounds in 
British taxation. It is significant, however, that a Gallup poll taken at 
the· same time showed that one· Englishman in three would like to 
emigrate. It is human to condemn others for doing what one would 
like to do oneself. 

There is no absolute moral law. In a Utopian society the rule of life 
might be "From each according to his means; to each according to his 
needs." In such a society it would undoubtedly be immoral not to 
work "hard but in our society it would be ridiculous to condemn a tax-· 
payer for not working harder and thus making a larger income and 
paying more tax. The nearest we come to it is to condemn Noel Coward 
for going into exile. 

174. I should also like to give an extract from the "Preface to Potter 
and_ Munrows-Tax Planning .and ~ecedence":-

"By the expression 'tax palnning' nothing more sinister is meant 
than that a man should make an intelligent apprecilition of 
the incidence of tax and should take it into account as a rele
vant factor in planning what dispositions he wi).l make of his 
pro_perty as between himself and the members of his family. 

· Too often prejudice is substituted for reason in the discus~ 
sian of this topic. There was a time when the onus of 
justifying taxation rested/ on the State. All taxation was an 
evil only to be tolerated on grounds of extreme necessity 
and subject of certain stringent conditions as to its imposi
tion. Today, when the unhappy notion that the State 
knows best is the basis of what passes for thought in the 
political world-by no means confined to those who subs
cribe to the notion in its extreme forms-it seems to be 
widely accepted that the onus of proving a claim for exemp
tion from or a reduction of tax rests on the subject. From 
this premise it is but a short step to the view that any 
attempt which a man makes to reduce the burden of tax 
regardless of the character of the method he adopts, is an 
anti-social act deserving unqualified condemnation. 

"It is submitted that if we are to be taxed according to law-if 
John Hampden's protest is not to have been in vain-the 
introduction of pseudo-moral judgments into the adminis
tration of fiscal measures is to be deprecated. While private. 
property is recognised, we must also recognise a man's 
right to dispose of his own as he will within the limits 
allowed by the. law. If one lawful course involves the 
payment of more tax and another less, the choice between 
them raises no moral issue. What the law permits cannot,. 
in a branch of the law to which equity is a stranger, be 
reprehensible, 

nEnvy, hatred and malice are seldom reliable !fuides in framing. 
or administering law, least of all fiscal law. · Let indignation 
be reserved for, and indeed lavished upon, those guilty of 
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fraud or dishonesty, who seek to cloak the ,true character: 
of their transactions OT who create a fictitious form in order 
to avoid the liability attaching to the disposition which they 
have in reality effected". 

175. The judiciary in each and every country has upheld the right. 
of the citizen to so arrange his affairs that he pays the minimum. 

The observations made in the cases of Ayrshire Pullman Motor· 
Services and D.M. Ritchie v. The Commissioner of Inland Revenue are· 
also . worth noting and these are quoted below:-

"No man in this country is under the smallest obligation, moral 
or othl:r, so to arrange his legal relations to his business or. 
to his property as to enable the Inland Revenue to put tHe· 
largest shovel into his stores. The Inland Revenue is not. 
slow-and quite rightly-to take every advantage which is open. 
to it under the taxing statutes for the purpose of depleting the. 
taxpayer's pocket. And the taxpayer is, in like manner,. 
entitled to be astute to prevent, so far as he honestly can,. 
the depletion of his means by the Revenue." 

. The above analysis will show that it is only evasion u·hich should~ 
be condemned. · 

176. I should also like to invite attention to the observations made
by the U.K. Royal Commission in its report under paragraphs 1016 and: 
1018, at pages 304 and 305 of their report. These are reported below for
a ready reference: 

1016. It is usual to draw a distinction between tax avoidance and• 
tax evasion. T.he latter denotes all. those activities which· 
are responsible for a person not paying the tax that the· 
existing law charges .upon his income. Ex hypothesi he is 
in the wrong, though his wrong doing may range from the
making of a deliberately fradulent return to a mere failure
to make his return or to pay his tax at the proper time. By 
tax avoidance, on the other hand, is understood some act 
by which a person so arranges his affairs that he is liable· 
to pay less tax than he would have paid but for the arrange
ment. Thus the situation which he brings about is one in· 
which lie is legally in the right, except so far as . some 
special rule may be introduced that puts him in the wrong. 

1018. In fact the prevailing doctrine in this country tends in the· 
opposite direction. To quote from a speech made in the 
House of Lords in a surtax appeal: "Every man is entitled 
if he can to order his affairs so that the tax att;;~ching under· 
the appropriate Acts is less than it otherwise would/ be. If' 
he succeeds in ordering them so as to secure this result, 
then, however unappreciative the Commissione:s ~f Inl~d · 
Revenue or his fellow tax-payers may be of his mgenurty, 
he cannot be compeiled to pay an increased tax." T?fs · 
principle, well known, ' must not be understo~ as gom~ · 
beyond what it says. ~t does mean that the taxmg authorr
ties and the Courts of law, if appealed to, must take the-
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' 
law and the legal. consequences of transactions as they 
find them and that they have no mandate to impute to a 
man an income that' he does not legally possess merely 
because he has dispossessed himself of it in order to save 
tax. But it does not mean, on the other hand, that a man 
has any right violated or grievance inflicted if the statute 
law is so amended as to impute to him or to make it possible 
to· impute to him for tax assessment an income larger than 
his legal one. When these general principles are set against 
each other neit!J.er is seen to be of any assistance in identi
fying what are the special' Circumstances that ju!ltify such 
an imputation. > 

177. The ~bove analysis wiU show that the taxpayer does not owe an 
.oqligation to pay a rupee more than what is legally, justified and an:g. 
method that he ·adapts within the law should not be questioned on any 
ground whatsoever. If any other interpretation were to be made, itt 
would amount to putting a discount on intelligence and to expect that 
while the State, as it has always done according to past experience can 
take the maximum out of the subject, the citizen should pay the maxil
-mum is not at all corn. If the drafting of the legislation is defective or 
if the State does not take proper care to translate the intentions into the 

. statutes, it is no fault of the citizen taxpayer. Even Courts in our country 
have given an indication of the mistakes in the drafting of the statutes. 

- 178. The. question of tax evasion as such has received an added signi
ii.cance as a result of the observations made by Mr. Nicholas Kaldor 

· .in his report of Income Tax ;Reform. He based his analysis on the data 
:available from the census of manufacturers and the National Sample 
;Survey and opined that if the figures in that behalf were anywhere 
nearer the truth, the amount of tax lost through tax evasion should be 
more of the order of Rs. 200 to Rs. 300 crores than the sum of Rs. 20 to 
;Rs. 30 crores which was sometimes quoted in that connection. ·The 
~atter reference relates to the speech of the Minister for Finance for 
-the 1956-57 budget. An analysis of the tax collections from the different 
income groups would show that the estimate made by Mr. Kaldor is a 
.pure conjecture. Taking the figures for the relevant period, when the 
ireport was submitted by Mr. Kaldor, it would appear that there were 
-only 7,850 assessees with a total income a£ Rs. 99 crores in the higher 
range of gross income of above Rs. 50,000 so that on the basis of th~ 
.estimate made by Mr. Kaldor, the evasion would be to the extent . ol"' 
500% to 600% in those cases. Such a high percentage would naturally 
·be the result of the fact that the average collection of tax showed a 
·percentage of 20 on the average of the income while Mr. Kaldor assumed 
that evasion was in the topmost levels of income only. With a rate of 
·50 to 90% applicable to gross income above Rs. 50,000 an absurd result 
of 60% of evasion in the higher income group would obtain. 

179. When Mr. Kaldor gave evidence before the Committee, he dbserved 
that he had made a cautious statement i:ri. his report and the metha'd adopt· 
ed in getting the data was open to a large marginal error. But by that he 
did not mean that the method was biased because there was a difference 
·between a bias and a method and according to him the basis was simply a 
method of taking an est_imate which inv?lved e·Iarge marginal error and in 
so far as there was a bras in that ·method it .was a bias in, the other direc
tion,i.e. it was an under-statement and not an· overstatement. He then 
<analysed the details of the basic-data and ultimately opined that tax eva
~iol!l in a very broad sense would include all sorts of methods of illegal 
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·evasion as well as legal 'manipulations' which he called tax avoidance 
normally and by which taxable income WllS spelled below the 'true income'. 
The difference of 2:1 which emerged l;letween Rs. 1,150 crores by the Natio
nal Income method and Rs. 570 crores from the Income-tax Statistics 
method was excessive and in case it was not excessive, then again it was 
not excessive to sey that having regard to that factor; i.e. this marginal ad
-dition to income, that the tax lost :was of the ·order of Rs. 200 to Rs. 300 crores. 
He ultimately opined that he would be too happy te change bis opinion or 
withdraw if somebody made a study and showed it to him why he was . 
·wrong. 

I have already given an analysis of the relevant figures above and the 
Central Board of Revenue have very clearly opined that the amount of 
evasion would not be more than Rs. 20 to Rs. 30 crores a yoor. The notE . 
prepared by the Board is given in a separate Appendix attached to this 
memorandum. Having examined the basic data I 1l'ould say that the 'esti· 
mate made by the Central Boa~d of Revenue may be more near the mark. 
than the figure surmised bu Mr. Kal.dor. 

In this connection I may mention that the extent of evasion· in the 
llnited Kingdom as estimated is also of a very high order. Official witnes
ses made an estimate of a figure as high as £300,000,000 to £500,000,000 
while giving evidence before the Royal Commission in 1919. This sum 
represents n very considerable amount indeed. If that amount were 
collected, the honest taxpaper might hope for relief from some of his 

_burdens. 
Causes leading to Evasion. 

180. There are various factors which give rise to evasion and one im
portant factor is the question of the high incidence of taxation. The majo
rity have opined that while they CWlilOt deny that higher the rate of tax 
the greater would be the temptation for evasion and avoidance, they feel 
that the tax rates by themselves cannot be blamed for the large extent of 
evasion in the country. While one should never think in terms of justifying 
evasion because of the high incidence of taxation, the fact also cannot be 
ignored that evasion is the result of high rates and incidence of taxation. 
Our present rates flow from the desire to raise the maximum revenue and 
a position has developed whereby the txable capacity has been over
reached. Evasion leads to higher statutory rates and because of the higher 
rates there is evasion. Then there is a desire to increase further the rates 

, or the burden of tax~tion end out of this vicious circle the States with 
prevailing high rates can never think of coming out. The predominance of 
revenue bias in the provisions of all the Direct Tax Acts as opposed to 
canons of justice equity and good conscience contributes to a great extent 
to evasion and ~alpractices. The real remedy woold be to simplify the 
tax structure and particularly the definitions of 'income' and "aZlowables' 
and the redressing of the position with regard to a composite head of in
come and a composite allowance of expenses according to canons of 
justice, equity and good conscience, and then ~o thinl_c in terms of imposing 
the minimum possible strain on the economtc fabnc of the country 'and. 
the1·cafter adopt a lower tax rate structure which alone in course of time 
is 'bound to give much bigger dividends. 

Survey Work .. 
181. .Amongst the remedies to tackle evasion the majority have referred 

to the question of survey and its usefulness. The actual working of the 
Survey Branch requir~s to be looked into mor~ critically. While finding· 
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out the number of additional assessees to be taken on recor~ i~ is also neces
sary to find out as to in how many cases unnecessary enqurries were made 
of the existing assessees. The tabulated statement (included in the appen
dices to this Memorandum) regarding the progress of survey work shows 
that the number of shops surveyed for 1958-59 was 4,33,509 and out of these 
only 88 298 new assessees were discovered. From this, the number of effec
tive ca;es was only 67,733. Thus the enquiry in respect of existing assessees 
completely outnumbered the number of new assessees and nearly 20,000 
enquiries out of 88,000 were ine~e<;tive. The unnecessary harassment and 
inconvenience caused to the existmg assessees and those who were not 
ultimately proved as liable cas be gauged from these figures. I would 
therefore strongly urge that the Inspectorate class which make this external 
·survey should make enquiries in respect of ne~ asse_ssees and a mention 
by a particular shopkeeper or person about hts bemg already assessed 
should 'be checked up with the departmental reciYrds and only in case the 
matter is not traced in the assessment record, the enquiry should be pur
sued further. Such Inspectorate class should derive only a sort of ad~~ 
nistrative sanction from the Income-tax Officers and they should go with 
a written authority to make informal inquiries. In view of the abuse of the 
position which can be made by this sort of outdoor survey work it is but 
essential that this class should not have any statutory powers or sanctions. 
These matters have been discussed a number of times, even as early as the 
time when the 1938 Amendment Bill was discussed end strong views have 
been expressed in that behalf in the legislatures. 

Group Assistant Commissioners' Charges 

182. The majority have included the recommendation in this behalf 
under the Chapter Tax Evasion artd have. opined that apart from other 
advru1tages this system helps in checking evasion. It is a question whether 
the Group Assistant Commissioners would be dealing with cases of evasion. 
They are certainly dealing with cases involving large revenue or involving 
important issues but to say that they are dealing or should be expected 
to deal with cases of tax evasion would not be correct and would not 
reflect a correct approach. Even assuming that the idea is to think in terms 
of a proper enquiry at the hands of superior officers in imporant, cases, it 
would be too much to say that tax evasion would be checked by the creation 
of Group Assistant Commissioners' charges. Really speaking, these charges 
are charges which would be the training ground for officers who work 
under the Group Assistant Commissioners and such officers in course of 
time would be able to assume higher responsibilities. The other advantage 
of a group system would be that the group leader, i.e. the Assistant Com
missioner, would be readily available for a hearing to the assessee andjor 
his representative. A first-hand discussion would be possible and therefore 
in respect of the group charges wherever they are created, the system 
should be that a numoer of officers work under the group leader Assistant 
Commissioner ·and the assessments are actually made by the group leader 
after hearing the assessee. Appeals in such cases should go to the Income
tax Appellate Tribunal. The Income-tax Investigation Commission have 
favoured this idea. The other advantage of doing this would be .that by 
bifurcating the administrative divisions into two wings, one relating to the 
group charges and the other relating to the non-group charges, the constant 
complaint of the tax paying public would-be sufficiently met. The other 
cases can then be looked into by administrative Assistant Commissioners 
who need not perform the present functions of Inspecting Assistant Com
missioners. -These Inspecting Assistant Commissioners, according to the 
representations made by the ta!c paying public interfere with the work of 
the assessing income-tax officers. The independence of judgment of the 
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assessing officers should not be crippled in any way because these are 
the officers who are the backbone of the Department and these are the 
people who in course of time would assume higher responsibilities. If they 
have administrative difficulttes or certa·n clarifications to seek, it would be 
for them to take the initiative and ask for a clarification but the final judg
ment should be of the assessing officers. By having the institution of 
Inspecting AssiStant Commissioners as such, the interference and domina
tion by such Inspecting Assistant Commissioners cannot be avoided how
ever muc;h it might be desired to do so. Therefore, it is in the fitness of 
things that the administrative clarifications and guidance are left to a 
smaller number of administrative assistant commissioners or eV>en to the 
commissioners by abolishing the number of assistant commissioners and 
creating a sm~ler number Of deputy commissioners' charges. 

183. In making this suggestion I have in mind a distinctLy separate set
-up for the inspection wing which should function and function vigorously 
-under the Directorate of Inspection. The Officers working under that wing 
may be stationed at imporflant headquarters like Bombay, Calcutta, Delhi, 
Madras and Nagpur and other such centres as may be found necessary. 
For smaller places, inspecting officers working under the Directorate of 
Inspection may pay visits or may have planned tours. Such a process 
would divorce the administrative part from the inspection part and such a 
split-up would be both in the interests of revenue and the taxpayer. So 
far as the taxpayer is concerned, he would get an udministrative set up 
whereby the independence and the judgment of the assessing officers is 
not in the least undermined and so far as the departmE~nt is concerned, the 
inspection wing would work with full strength and vigour and at the same 
time the administrative control would stand regulated through the deputy 
commissioners or a smaller number of administrative assistant commissio
ners as indicated by me. I would have discussed this matter 
under the Administration chapter but because it has been covered under 
the Tax Ewsion chapter, I have thought fit to offer my comments under 
this item here. I shall give my additional comments while discussing the 
Administrative set-up. 

Total Wealth Statements. 
' 

184. The majority have recommended that net wealth statements may 
be called for in the prescribed form once in 4 years in respect of all cases, 
i.e. in respect of cases even if they are not covered by the woolth-tax 
assessments. It is significant to note that the Central Board of Revenue 
while replying to the relevant question viz., Question No. 28, gave the 
following answer:-

• 
"The existing law provides for the calling of Statement of Wealth 

and this can be invoked in suitable cases. Where the accounts 
produced are incomplete or unreliable or \\here concealment 
of sources of income is suspected, statements of wealth are, as 
a matter of practice obtained from the taxpayers concerned. 
The statements are obtained and compiled every three or four 
years in such cases. 

2. It may not be necessary to make obligatory for the assessee io 
furnish voluntarily separate statements of wealth for income: 
tax purposes." 

185. I have gone through the draft form which is suggested for such 
cases including the cases for the so-called small income group assessments. 
The contents also embrace expenditure items as I have already commented 
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upon the same earlier. It is a question whether all this enquiry in each and
every cases is called fpr. It is bound to result in extr'!-l?a~ of work for t~e 
Department without a commensurate adv'!-ntag~ and ~t ~ hkely to result m 
undue harassment to a large number of m~ddle'tncome group or the smaller
income group of taxpayers. The assessing officers with such a provision 
would make searching enquiries and try to reconcile the opening and 
closing wealth to a degree of accuracy. The process would actually result 
in all the formalities of the wealth-tax although once in 4 years to be intro
duced in respect of each and every case. The Department has of course 
the right as pointed out by the Central Board of Revenue itself of making 
enquiries in fit cases and with that position I am unable to agree with the 
recommendation of the majority and I recommend that a .provision for 
calling of wealth statements once in 4 years should not be made. · 

Summoning information from Banks 

186. The Committee discussed this matter .threadbare and ultimately 
came to the conclusion that a ·provision to cast a statutory obligation on 
banks and shroffs to furnish information regarding persons making 
deposists abqve a specified amount should not be made. The majority 
laave, however, made a recommendation in the following terms:-

"We feel that a change could be made in one direction viz., that 
banks and other credit institutions should be required to 
give the names and addresses of their constituents the 
sum total of whose deposists or withdrawals on any date 
exceed Rs. 1 lakhs. We are,. however, not in a position to 
assess the volume of work that would be involved in the 
furnishing of such information and we therefore leave it 
to Government to arrive at a final decision after consulting 
the Reserve Bank of India". 

I had expressed my view before the Committee that such a requirement 
would go even beyond the requirements contemplated by the suggestion 
which the Committee had turned down. I had given an indication of 
the- work involved with r~gard to this matter and stated that it w·ould 
be colossal. I had also opined that such a requirement would entail the 
maintenance of independent collating records to find out the aggregat~ 
deposists as well as withdrawals under the various heads by each parti

, cular customer of every bank. . Taking into consideration . the question of 
~splitting up and the fact that such a provision would give rise to more of 

rash transactions and prove detrimental to the growth of banking, I had 
suggested that such an impracticable suggestion should not 'be made. 
As this is one of the vital que~;tions put in the questionnaire and the majo
rity have expressed a particular view, I consider it proper to say that no 

. such provision should be made. ' I 
187. The majority have further recommended that Banks should be 

required to communicate to the tax authorities through an annual state
ment brief particulars of shares held by them in blank transfers. With 
respect, I may state· that they have not taken into consideration the 
amount of work involved. Preparation of such • sfatement would entai~ 
colossal work and would amount to writing up duplicate registers. Any 
one having a practical experience of the functioning of banks would be 
able to guage the voluminous work involved. Moreover the tendency 
of putting all the burden even for the work of Departmeitt on assessees 
is not heal!hY and there shcy,ld be a clear distinction between inquiry: 

•• Vide para 2 of letter dated 30th November, 1959 from the Chairman of the 
Committee printed at the beginning of this Report. · · 
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in particular cases and roving inspection. A requirement of the nature 
rec~mended by the majority would be detrimental to Banking and in 
the hght of the observations made hereunder and those in the preceding 
paragraph I dissent from the majority's view and recommend that their 
suggestion be not accepted. 

Raiding of Premises . 

. 188. The majority have recommended that the power at present 
enjoyed by the officers to be exercised only with the previous approval of 
the Commissioner may be granted to Assistant Commissioners as well. 
In this connection ·I would like to state that such a power should be 
restricted only to those Assistant Commissioners who are . actually 
functioning as assessing Assrstant Commissioners and not to' others. 
Moreover, the recommendations made hereunder and also in the other 

Jlarts of the re~ort should not d~teriorate into mass raids. Visits t~ the 
assessee's premtses should be patd rarely and a.fter the personal sattsfac
tion of the Commissioner that reasonable grounds exist for suspiciQ1b 
of evasion of substantia~ amounts of tax or a systematic and widespread 
attempt at evasion. No harassment should be caused to the assessee· and 
every care should be taken to see that no damage is done to the assessee's 
reputation without the charge of evasion ultimately being established. 
against him being so sustained. · 

Exchange of information between Government Departments and. 
Evasion of Sales Tax 

189. While dealing with these subjects, a mention is made of the fact 
that there is a suppression of sal•es to save sales tax. In such cases the 
saving by way of sales tax would be much more than that for Income
tax. This would obviously indicate the high incidence of sales Taxation. 
The result is more of cash transactions and revenue loss to the State both 
in the Centre and in the State in the shape of income taxation and 
Sales taxation. This aspect has been noted by the Committee and it is 
equally important so far as evasion of income-tax is concerned. A 
natural finding must flow from the above approach that excessive rates 
of income-tax and super-tax. must result in an increase in the number 
of cash transactions with all its implications and disadvantages to the 
country as a whole and to the detriment of the country's economy. 

Automatic Reporting System • "" . . 190. I am glad to note that the Committee have found themselves 
unable to accept the suggestion of Mr. Kaldor for having an automatic
reporting system. A more detailed consideration of this matter requiries 
to be made. Mr. Kaldor expressed the view that the existing evasion of 
income-tax, super-tax and estate duty as well as the administrative 
difficulties in connection with the taxation of capital gains, the annual 
tax on wealth and personal expenditure tax should be overcome through 
the institution of an automatic reporting system of all capital transac
tions, etc., with the aid -of a simple system of code principles. He had 
further suggested that i1J should be obligatory in the ~ase of all pr?perty 
transfers registerable under the Transfer of . Properties Ad to disclose
the code numbers of the transferee and the transferor. It should also be 
obligatory to produce a declaration to disclose the code numbers. of 
beneficial ownership and · there should . be a comprehensive return 
embracing all particulars relating to capital gains, wealth, expenditure 
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.and gifts. Further, in case of all payments of, say above Rs. 10,000 
which are not payments for goods or services, the comple~ion of a receipt 
in the form of a voucher and its surrender by a payer should, according 
to Mr. Kaldor, be made a statutory requirement. He relied on the 
.Swedish precedent but little cognizance did he take of the fact that India 
is a sub-continent and the system of the nature suggested by him would 
not only be cumbersome but impossible of implementation. One can 
well visualize the theoretical approach to this matter when Mr. Kaldor 
in another context suggested that for benami transactions the benami 
holder should be asked to disclose the name of the beneficial owner. In 
case where there is a legal benami holding, there is no difficulty in asking· 
the beneficial owner but it is in respect of a de facto holding in the name 
of another 1lerson of property belonging to another th·.lt the issue arises 
to be considered and it is a· question whether the objective would stand 
4t all achieved for cases like these. If Mr. Kaldor's suggestions were 
to be accepted and recommended for implementation, the work would 
.create cartloads of papers and a situation of utter confusion in res~ 
.of cross-verification would arise. It is for these reasons that the sugges 
tions for an automatic and a comprehensive reporting system should 
stand rejected. 
Benami Transactions 

191. With regard to the recommendation made hereunder, I may 
observe that the intention is to create evidence against a real owner in 
favour of a de facto owner if the former for purposes of income-taxation 
and wealth-taxation excludes the income and wealth from the respective 
returns of his so that the other party could claim advantage by calling 
for the relevant evidence and establish his right to the ownership. 
But care should be taken to see that a mere accounting of income or a 
mere inclusion of a _particular item of wealth in a particular person's 
asses$ment by itself should not establish an ownership right and wi'ten 
the question of ownersr.ip is decided it should b.e for a court of law after 
nearing the respective parties, i.e., both the de facto owner and the real 
()Wner, claiming ownership thereof, rthat finality should obtain. 

Blank Transfers 

192. The question of regulating blank transfers in ~the recognised stock 
.exchanges and outside should be dealt with separately. For the former 
new legislation relating to the regulation of recognised Stock Exchanges 
should be examined to see how far the regulation can be had under the 
respective law and regulations and bye-laws made thereunder. For the 
latter category, the majority have recommended that the restrictio~ 
relating to the period of ownership of blank transfers need not be applied 
in the following cases:-

(a) Where the shares are handed over to a banking company 
either as a security or for safe custody; . 

(b) When shares are held in blank transfers by Directors of Com
panies or Partners of Registered Firms or Trustees in a 
fiduciary capacity .. 

I recommend that an additional category be mentioned as category (c) 
.as under:-

(c) Shares held in blank transfers in any fiduciary capacity or in 
the alternative, this comprehensive heading should be substi
tuted for heading (b). 



Injorme1·s 

193. The majority have recommended that the present practice should 
continue and in doing so they have given quotations from the r.eport of 
the Taxation Enquiry Commission only in part. It is essential to give the 
full extracts which I am reproducing ..• below:- · . 

"The Income-tax Investig';ition Commission which also considered 
the 'question, pointed out that provisions fox such rewards 
exist in the income-tax systems of certain other countries, 
and also in the Indian Customs administration. ·on the other 
hand, it found that the consensus of public opinion was 
against the proposal, mainly on the ground that it might 
induce would be informers to resort to the practice of black
mailing taxpayers and 'extorting monetary consideration for 
refraining from giving information to the Income-tax 
Department". 

"The informer can, therefore, come up after the event, with evi
dence some of which he may have concoted, and he has ample 
opportunities of adding to, and modifying, hi~ version from 
time to time. This puts him in a position to approach the 
assessee also from time to time with a view to blackmailing 
him". . · 

"This makes it all the more necessary, in our opinion, that the 
income-tax Department should exercise the utmost caution 
in its d•ealings with the informers. Moreover, the reward 
that Government can give is not likely to be large and it is 

--possible for the former, where the evasion involved is con
siderable; to extract a much higher amount from the assessee 
as the price of his silence. This is another serious aspect of 
this matter, which we trust will be borne in mind when .the 
_question of the continuance or modification of the existing 
system of rewards to the informers is taken up for considera
tion in the light of the above remarks and the further 

· experience of its working". 

194. The Central Board of Revenue, in reply to the additional ques
tionnaire, Question No. 43 have given the following information with 
regard tc> informers whose identity is known and about anop.ymous 
informers. This information is reproduced below:-

'1formation regarding payments of rewards to Informers during 1958-59 

A. Informers whose identity is Known : 

(i) Number oflnformers : 
(a) Whose in6rmation wls found useful 
(b) whose information was not found useful 

Total number 

(ii) Additional revenue raised as a result of information received (in thou-

66 

2.37 

Rs. 

sands) • . _ 2.,9u 

(iii) Collections out of(ii)(in thousands). 2,u8 

410 C.B.R. 



(i~) Rewards given : 
(a~ Number of informers 
(b) Amount af rewards 

524 

• 

B. Anonymous Informers :(Anonymous petitions, etc.) 

(i) Number of Informers : 
la) whose information was found useful 
(b) whose information was not found useful . 

Tot'll number 

(ii) A1ditional revenue raised as a result of information received (in thou-

1,197 
1,878 

sands) . 2,880 

(iii) Collections out of (ii) 1,874 

~ 

195. It will appear from the figures given that in respect of informers 
whose identity was known, the total number was 303 out of which infor
mation from .only 66 informers proved to be useful. It is stated ,that the 
additional revenue was of the order of Rs. 29 lacs and collection there 
against was Rs. 21 lacs but it would not be as if in all these cases it was 
only the informant who supplf,ed the clue to lthe Department and the 
Department had nothing whatsoever to fall back upon. The majority 
have significantly recommended that a statutory provision should be 
made for punishment of informers who give wrong information. Cons-e
quently, therefore. a recommendation should have been made for 
discounting completely anonymous petitions and information from a1wny
mous informers. In respect of these cases also it is a question whether 
in all the cases it was only this outside information which was the basis 
for a further enquiry, the Department not having anylthing with them to 
initiate proceedings. In any event, the class of informers is a pur.e black
maiLer class and inte1·ests of fairplay require their total discouragement. 

Penalties and Prosecutton 

196. The majority have opined that the existing proVIsiOns are not 
appropriate and that appellate authorities have in a vast majority of 
cases either cancelled the penalties or reduced them to nominal sums. 
I am not inclined to agree with the view that the provisions in this respect 
are not appropriate. For imposition of penalties, the assessee must _, 
judged by rthe appellate authorities and the matters should not be view.ed 
in a rigid manner for imposition of penalities under a straight~jacket 
scheme. .Each case must be viewed on merit and it is the circumstances 
of each particular case which should decide the matter. The· cancellation 
and substanltial reductions reflect on the work of the assessing offic.ers. 

The majoritY, have' recommended the system of automatic imposition 
of penalty. The Income-tax Investigation Commission which considered 
the matter in sufficient detail gave the following finding:-

"'218. "??e have received numerous complaints that the power to 
Impose penalty is exercised by the Income-tax Officer in a 
somewhat arbitrary manner even though attempt has been 
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made to secure uniformity by obtaining the statutory pre
vious approval of the Inspecting Assistant Commissioner 
and the administrative approval of the Commissioner. 
We therefore framed Question No. 41 in order to ascertain.. 
whether some other scheme might not be thought of which, 
in the event of failure to submit returns, would operat~ 
automatically. We asked whether it could not be provided 
in the Act that persons who had not submitted their returns 
should be disentitled from claiming statutory deductions of 
certain kinds. The general trend of opinion was against the 
suggestion, and we are, on the whole, inclined to agree witll 
this view. In making the suggestion we had in mind the 
practioo in England where failure to submit a return auto-
matically entails the forfeiture of allow&nces; which can be 
obtained only after a proper claim is made for them in the 
return. Vnder the Indian system, the necessity of granting 
some of the allowances is met by exempting from taxation 
income upto a prescribed limit. Whenever an assessment is 
made under section 23 ( 4) the Income-tax Officer is bound 
to grant this exemption. The forfeiture of the other allow
ances may not involve sufficient penalty. Moreover, the 
application of an automatic provision of the kind suggested 
would fail to take into account the difference between a 
variety of conceivable cases ranging from downright fraud 
to technical default in the submission of a return within the 
prescribed time. A mechanical rule of the kind suggested 
would attract the penalty without each case being judged 
on its own merits. We, therefore, agree that the substitution 
of an automatic penalty would not operate equitably and 
that the. discretion of the Income-tax authorities to regulate 
the quantum of penalty should be retained. The prior 
statutory "approval of the Inspecting Assistant Commissioner 
and the administrative sanction of' the Commissioner would 
no doubt be useful in securing uniformity and correcting any 
ar~itrariness . in the imposition of the penalty; but as we 
pomte<;{ ?Ut 1~ para~aph 299 infra the Inspecting Assistant 
CommiSSioners sanction should in all fairness be given only 
after allowing the assessee an opportunity to show cause 
against it." 

197. A reference is made by the Income-tax Investigation Commission 
in their report about the practice in England where failure to submit a 
return automatically entails the forfeiture of allowances, which can be. 
obtained only after a proper claim is made for them in the return. One. 
has Ito be cautious in judging the provisions of the other countries where. 
conditions ar.e totally different, for example, in the United States , of 
America, the whole system of assessment is based on what is known as a 
self-assessment basis, where the returns are normally not inquired inlto 
and there is u· sort of test check applied. Naturally, therefore, with 
the background of the relevant enquiry in each case being absent; 
the penal provisions as also the provisions relating to prosecution should 
take a different shape. The position in the United Kingdom is, however, 
one which determines the assessment on an enquiry and ultimately 
finalises the matter after an attempt is made for an agreed assessment. 
There also the position with regard to penalties is in a confused state. The 



U.K. Royal Commission have made pertinent observations in their report 
and I run reproducing certain relevant extracts below:-

(1) Action should be taken in due course to promote legislation 
for the purpose of removing confusion and overlapping from 
the penalty provisions and bringing them up to date. An 
expert Committee drawn from lawyers and members of the 
Inland Revenue Department should be entrusted with the 
work of review and of preparing the recommendations. 
Although the existing system may work well enough in prac
tice, it is not right that penal provisions, which are capable 
of involving very grave consequences, should remain ambi-
~o~. . 

(~ We do not find anything amiss in the present system of dis
tributing the power of imposing penalties among vario~ 
authorities. To say that no penalties sl:10uld be recoverable 
except through the agency of a Court of law does not appear 
to us to be e. precaution that is desirable in the interests of 
the subject. There are several offences which may not be 
of great culpability and as to which the facts cannot be in 

· dispute, such for instance as a neglect to. make a true and 
correct return or a ref~al to deliver a return: as to these, 
if they are to be penalised, it seems to be in everyone's 
interest that it should be possible for any penalty imposed or 
to be imposed by one of the ordinary tribunals that deal with 
income-tax appeals. Again, some offences are disclosed by 
the facts that. are gone into in the course of a tax appeal 
before Generel or Special Commissioners. Advantage lies 
in authorising the tribunal which has investigated the facts 
to decide upon and to impose the appropriate penalty if so 
requested by the Revenue, instead of requiring the Revenue 
to start a new set of proceedings in the High Court in which 

. the facts would have to be gone into all over again. 
(3) We accept from the foregoing the special position of the Tre<~

sury. At present it hes the same power as the Board to 
mitigate fines and penalties. We do not think that there is 
any place for two sets of concurrent powers which, if exer
cised, could only lead to confusion and we think it clear that 
the powers of the Treasury in this field should be with
drawn. 

( 4) There ought to be a clear line of distinction between offences 
that depend upon the presence of fraud (in ·which we include• 
all false statements knowingly made and intended to be acted 

, u~n) and other offences. If fraud is relied upon as the 
ground for seeking the imposition of a punishment, whether 
fine or imprisonment, proceedings should be taken before the 
High Court or upon indictment. 

(5) The distinction between penalties and penal duties should be 
done away with. It should be made plain that penal duty is 
nothing but a penalty and is neither a liability that arises 
by process of assessment nor a form of liquidated damages. 
Moreover, there should be a Tationalisation of the amounts 
involved, whether in penalties or penal duties, for at present 
the relationship is haphazard. For instance, it 'is obvious that 
there may 'be cases in which a liability for treble the amount 
of tax properly due is altogether excessive in relation to the 
offence committed. 



(6) Assuming that our recommendations for Femoving assessing 
functions from the Special and General Commissioners are 
adopted, they should not be left in possession of any power& 
of imposing penalties which came to them as appended to · 
those functions. Their functions should be to hear and deter
mine proceedings for pelloalties (other thap. fr~ud) initiated 
by the Board. 

198. Taking into consideration the above arnzLysis, I am of the view that 
the imposition of pernzlty should not be automatic but the maximum 

. 4mounts levj.abLe in respect of different types of defauLt should be laid 
down. There should be a distinction between mere omission through over
sight, omission due to negligence, omission due to deliberate conceaLment 
and wiLfuL default and conceaLment in cases :where fraud on revenue is 
invoLved. While the late submission of returns or their submission by the 
end of the relevant year should not attract any pernzlty, a delay beyond 
the firnzncial year but up to the next financial year should attract pena' 
int(lrest only and, that too, on the amount of tax that would be ultimately 

. charged up to the date of the submission of the return on the'tax firnzlLy 
determined less payments made under Section 18A, those made under sec
tion 23B and all othl!r credits or refunds to which the assessee .may be en
titled to. In the Urlited Kingdom there•is no penalty as such for the late 
submission of returns or even for the payment of taxes and only 3% 
interest is payable. It is only in cases of deliberate refusal and deliberate 
and undue delay and the submission of incorrect or untrue return that 
a penal imposition can take place. 

199. The majority have opined that there are provisions in other coun
tries incl1.1ding the United Kingdom where this onus of proving that the 
omission is not on account of wilful neglect is thrown on the assessee. 

. With respect I~ should like to point out that the position l!tas been misread. 
The majority's recommendations is in the following terms:-

"We aF>preciate the difficulties faced by the Department in dis
charging the burden of proof for levying penalties. · We re
commend that the penalty provisions of the direct taxes acl:s 
should be brought in line with Section 49 (1) of the Income
tax Act, 1952 of the United Kingdom". 

This· section is reproduced below:-

"49. (1) If the Additional Commissioners or the General Commis
sioner&-

(a) 

(b) 

have made a charge to taX under Schedule D in respect of a 
sum in excess of the amount contained in either the state
ment or the schedule of a person to be charged; or ' 

discover, from the information of the surveyor, or otherwise, · 
that a charge to tax in respect of a sum in excess of either 

· such amount ought to be made, and an assessment is made, 
at any time within the year of assessment or within three 

·years after the expimtion thereof, · 

they may, unless the person to be charged proves to their satisfaction 
that the omission by him did not proceed from any fraud, 
covin, art or contrivance or any gross or wilful neglect, charge 
that person, in respect of such excess, in a sum not exceeding 
treble the ~mount of the tax on the amount. of the excess". 
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200. My reading of this provision is toot the onus of proving tha~ a par
ticular ib~m of income is includible or not -in the assessment bemg the 
assessee~ income is on the Department and it is for the department to 
show that the assessee concealed that income. According to the section as 
it reads it is not as if the burden shifts to the assessee. It is only when 
the operation of treble the tax comes in that the ass~~ee, t~ avoid treble 
tax being imposed, would have to show that the onuss1on did not proceed 
from any fraud, covin, art, or contrivance or any gross or wilful neglect. 
Various official witnesses also stated that it would be wrong to call upon 
the assessee to prove the negative. 

201. In the light of these observations I am of the view that there is no 
need to make any such provision because in a case where the Department 
thinks that there has been a fraudulent concealment of income, it would 
impose the mizximum penalty of 1! times the concealed income and ipso 
facto the assessee in appeal would have to state his case about the factor of 
fraudulent concealment not being there to enable him to get a reduction of 
the maximum penalty if so imposed. ** Incidentally, I may mention that 
treble the tax mentioned under this section 49 of the U.K. Income-tax 
Act, 1952, has been misunderstood as treble the penalty and accordingly 
even the questionnaire ~ncluded a suggestion about the imposition of 
treble the penalty. The Central Board of Revenue advocated the impo
sition of treble the penalty possibly on this very interpretation and even 
the Taxation Enquiry Commission have proceeded while considering the 
relevant issues on the basis that it is treble the penalty and not treble the 
tax. 

Prosecutions 

202. The majority have made the following pertinent observation in 
their finding in this behalf: 

"That during the last ten years the department had not been able 
to get even a single person convicted in a court of law for an 
offence against the Income Tax Act. Though preliminary pro
ceedings had been initiated in a small number of cases they 
were dropped ultimately, either because the case had been 
compounded or the evidence MlS not found strong enough to 
secure conviction". 

I do hope that the approach does not embrace a trend of thought that there 
must be some prosecutions which must be launched every year whatever 
the possibility of success for the Department. 

While I am of the view that in cases where fraudulent concealments 
are unearthed _and there is evide!lce to support the case, the Department 
ought to sanchon and proceed w1th the prosecutions the practical aspect 
also should not be lost sight of. ' 

203 .. It would be us~ful to c_onsidE!r the position obtaining in other 
~ountne~ and the prac~ICal cons1derat10n given by them. According to the 
information contamed m the One Hundredth Report of the Commissioners 
of Her Majesty's Inland Revenue for the year ended 31st March 1957, the 

.. V:ide par!!· 2 of letter da~ed. 30th No~ember 1959, from the Chairman of the 
Comm1ttee prmted at the begmnmg of· this Report. 
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position with regard to imposition of penalties and criminal ~oceedings is 
as under:- · . · ' 

1939 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

Yc1r ended 3JSt March N.J. of cases. Total charge Penalties in-
raised eluded in 

total charge• 

£ £ 
2,774 3,131,410 Not available 

1,4II 4,190,479 967,279 

x,Soz 4·432,384 1,059,856 

1,886 5,o54,o7o 1,291,092 

2,838 7,469,568 1,735,049• 

4,962 9·430,396 2,446,205 

9,836 n,045,4I2 3,865,219 

18,144 20,381,870 - 7·555·342" 

19,663 20,587,922 8,420J419 

1.6,II6 22,661,950 8,49.0,973 

15,5II 22,549,246 9,426,295 

*The figures for penalties include income tax and surtax underpaid for 
years outside the normal time limits for assessment, unless such te.x has 
been assessed under the special provisions which apply where fraud or 
wilful default has been committed. 

124. In addition to the above, District Inspectors settled the small cases 
shown in the following table. Tiie figures reflect the impact of the Finance 
Act 1951. That Act gave the Board power to obmin from banks and other 
persons carrying on a trade or business who pay or credit interest without 
deduction of income tax, the names and addresses of the persons to whom 
such interests is paid or credited and the amount so paid or credited in any 
tese where it exceeded £ 15 per annum. The bulk of the cases in which 
under-essessment of interest was discovered, following that Act, have now 
been settled. 

Year ended 31st March 

1951 
1952 
195-3 .. ' 
1954 
1955 •. 
1956 
1957 

No. of cases. Totalcharge 
raised. 

x,654 165,344 
5,218 420,650 

136,188 5·389,215 
133.757 4,927,412 
75 .• 580 2,358,746 
35,1~3 x,ox8,282 

37·578 940,002 
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CRIMINAL PROCEEDINGS 
I 

125. The following table summarizes the prosecutions by the Board in 
1956-57: . " 

Class of case 

Tax frauds 

Paise claims 

P.A.Y.E. frauds 

Post-war credit frauds 

Thefts . 

Miscellaneous . 

Nature of offence. No. of persons. 

Prosecuted Convicted 

False accounts and returns; Omitted sP}es 
and fictitious purchases ; fictiti~us betting 
accounts,etc. 

False claims for allowances for wife, 
children, dependent relatives, travelling 
expenses etc. false repayment clalms. 

(I) Employers; false annual returns and tax 
deduction cards . 

(2) Employees ; forged alterations to emp
loyer~s leaving certificate of pay and tax 
dedu~ted ; impersonation of another tax
payer to obtain increased al~owances. 

False clai~~ forpost-war credits . 

Thefts and fraudulent encashment of 
payable orders 

Assault on Collector. 

I4 

3I 3I 

5 5 

3 3 

I I 

3 2 

I I 

-------
59 57 

• A nolle prosecnl on grounds of ill-health was entered in the case of one acccsed person. 

204. The above analysis will show that while the number of cases of 
under-assessments ultimately s~ttled which waS-18144 in 1954, 19663 in 
1955, 16116 in 1956, 15511 in 1957 the number of prosecutions was meagre 
e.g. 59 in the year 1957, convictions being obtained in 57 ooses out of 59. 
This clearly indicates the position that it is very very rarely that the pro
secutions are launched. . The number of individuals with total income 
above the exemption limits for 1956-57 was over two crores and it is against 
this total num'ber of individuals that the number of prosecutions has to ~e 
gauged. · . . 

205. I may pertinently refer to the observations made by Mr. Ronald 
Staples in his treatise "Staples on Back Duty":- · 

I 

"The detection of evasion can be expected only from an adminis
tration which is.free from the toils of an "ill-digested mass of 
legislation, and which is sufficiently and efficiently staffed and 
equipped to carry on the work. While the Inspector of Taxes 
in the district is expected to keep in touch with the constant 
changes in the law and practice, and to pit his brains against 
well-informed professional opinion, he cannot be expected ta 
be in a position to devofe.much time to the detection of eva• 
sion. . The authors' experience is that the officials commence 
investigations in nior~ ooses than they are able to complete 
within a reasonable time; the consequence being that the tax
payer-honest or dishonest-is on the rack unnecessarily for 
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months and even years. _ Owing to shortage of staff in tll.e 
Inland Revenue D~partment this is particularly true today, 
although 11 real attempt to improve the position is certainly 
being made by the Board of Inland Revenue." 

Another emient author Mr. A. J. Roper in his book "Back Duty Manual" 
observes as under:-

"Most cases are settled on a pecuniary 'basis and tn only the most 
serious is the Revenue likely to take the matter to courts." 

2tl6. The other relevant observations of the author are also of consi
derable importance:-

"The next class to be considered is that where there has been deli
berate evasion or fraud. This class covers, in varying degrees 
of seriousness, most. of the Back Duty cases which arise in 
connection with businesses. They range from the case of the 
retail trader who omits some part of his oosh takings from 
his accounts to the case of the businessman who deliberately 
uses false invoices or other devices to deceive his accountants 
and thereby the Revenue Department. ·The essence of nego~ 
tiating a settlement in cases of this type is an appreciation of 
the evidence of evasion 11nd fraud known to the Revenue De
partment, together with an appreciation of the possibility of 
proceedings being taken by the Department. If at this stage, 
the case is still working in the Inspector's office, the possibility 
of criminal proceedings can be almost completely ruled out. 
As regards penalty proceedings, the Department does very 
occasionally commence proceedings by the issue of writs, but 
tbis i.s only done where there is 11 refusal to make an offer or 
where the offer is grossly inadequate. Bearing in mind the 
lack o£ positive evidence of evasion or.fraud and the reluctance 
of the Department to take public proceedings; skilful- nego
tiation will frequently effect a settlement very much smaller 
than would at first sight seem possible". 

207. So far as the United States of America is concerned, the following 
information emanates from the Statistics on Tax Fraud Cases (Bureau of 
Internal Revenue 1945-49 inclusive):-

14,183 cases were investigated by the Special Agency in charge out 
of which 9,381 cases wer>e sent back to revenue agents in charge and 
collectors for settlement without further consideration of prosecution. 
The remaining 4,802 cases were referred to Chief Counsel (Now by 
Regional Council, Penal division for Prosecution). Prosecution was 
rejected by Chief Counsel in 1,115 cases; 2,684 cases were referred to 
the Department of Justice for prosecutions of wl:ich 2,242 related to 
3 years, viz., fiscal years 1947, 1948 and 1949- out of the five years 1945 
to 1949 stipulated above. After a final filtration it was only in 348 cases 
that sentences for which time was to be served were sustained. It is signi
ficant to observe that the number of prosecutions for 3 years so result
ing in jai( for the evader was only 348 giving an average of 116 prose
cutions so sustained against a total number of taxpayers exceeding 7 crores. 
It is also necessary to repeat the observation that the assessment system· 
in the United States is one "based on self-assessment. Moreover, in U.S.A. 
criminals are dealt with under the tax law as it is difficult to have con
victions under the criminal law. It is for this very reason that it is essen
tial in such a system to function properly that the tax administration should 
protect the taxpayer not only against over-assessment but against frivolous 
prosecution. Further, the prestig_e of the State cannot be put at stake and 
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unless and until the State has full evidence to sustain a p1·osecution cha1·ge, 
the other and a better remedy of imposing and collecting a deterrent pen
alty should be adopted. Analysing the statistics further the position for 
the United States of America is that while for the fiscal year 1949 the
Department of Justice took only_ 350 criminal tax fraud cases int~ .the
court, against which a correspondmgly reduced number of f!.~l conV!ctt~s 
by jail sentence was sustained, Government collected 38 Btllton Dollars m. 
tax revenues that year. This collection was really effective work. 

208. In this connection I would also like to quote the answer given by 
Shri S. Varadachari, Ex-Chairman of the Income-tax Investigation Com
mission. His opinion was sought a:> to making an offence under Sections 
51 and 52 as penal with impri~onment and making the quantum three 
times instead of one Wld half times. Shri Varadachari gave the following 
reply:-

"My answer is this. Generally, nearly in all Western countries 
they have fairly a well-developed system of income-tax. They 
are averse to take recourse to criminal law for income-tax 
cases.· The revenue matters should be dealt with on the· 
revenue side and not converted into crimes. ·Even now you 
have power to impose penalties, sometimes, it is exercised 
severely." · 

I am therefore of the view that while the threat of jail may be there,. 
the State should not think in terms of jail as a dete-rrent. 

209. ·The same observations would apply so far as I am concerned to
the suggestion of the majority that resort should be had more frequently 
to the provisions of the Indian Poena! Code rather than the provisions of 
the taxmg statutes. Here also it is the basis of evidence and the possi
bility ot success that should determine that issue. 

210. There is one more recommendation by the majority that deliberate 
eoncealments of income, wealth, etc., should be rnnde a specific offence 
punishable under Section 52 of the Income-tax Act and the corresponding
provisions of the other Direct Tax Acts. In this connection also I should 
like to reiterate what I have stated with regard to the question of prose
cutions. It is only in cases of fraud, perjury or such other offences that 
prosecutions may be launched and not in cases where there is a conceal
ment of income; for the latter types of cases, the preferable remedy is the 
imposition of money penalty and it is only fraud, false statement etc., in 
respect of which prosecutions should be launched. 

211. There is yet another finding by the majority in respect of which I 
should like to offer my comments. This finding reads as under:-

"Our attention was drown to the provisions of Section 5 (2) of the 
Prevention of Corruption Act, 1947 (2 of 1947) and it was 
suggested that a maximum sentence of seven years as provid-
ed in that Section should also be adopted ...... : ..... We do 
not consider that enhancing the maximum period of sentence 
will itself serve any useful purpose at the present moment 
when practicWly no prosecutions have been launched for the 
past several years. We do not consider that it is necessary at 
this stage to introduce such a provision but if in actual prac
tice hereafter the Department finds that the courts are averse 

. to awarding imprisonment, the question of amending the exis
ting provisions so as to provide for a minimum period of 
imprisonment in cases of conviction may be examined". 



212. The majority appear to be thinking in terms of very high sentences 
being mentioned on paper and irrespective of the merits·of the case, which 
should be judged only by courts of law, they are thinking in terms of 
having a provision "if the courts are averse to e.warding imprisonment" .. 
In my humble view these matters regarding offences to be committed by · 
the citizens of the country should be left to be judged under the relevant 
provisions of the Indian Penal Code by the courts of the country and there
should be no interference created by legislation through the taxing statutes. 

' 
213. Regarding the question of compounding offences, the majority have

recommended that while they do no~ suggest withdrnwal of powers to 
compound offences provided under the Act, they do feel that such powers. 
should be exercised only in exceptional cases and not as a matter of course. 
Here also I respectfully differ. I am of the view that unless the cases 
warrant prosecution with a full chance of success, the Department should 
l'hink in terms of collecting a money. penalty or a money amount by way of 
compounding. 

214. There is a recommendation by the majority to the effect that the
provisions of section 28 ( 4) of the Income-tax Act and the corresponding 
sections of the other direct tax acts should be deleted. They have further. 
recommended that in all cases of deliberate concealment where there is 
sufficient evidence, the Departmnt, as a rule, resort to criminal prose
cution. **It would be impossible for the Department to collect the money 
penalty if the relevant provisions as now contained under Section 28(4) 
were .to be deleted. The existing provision reads as under:-

"No prosecution for offence against this Act shall be instituted in 
respect of the same facts on which a penalty has been imposed 
under this seCtion". ; 

I, therefore, recommend that this suggestnon of the majority 1be not 
· accepted. As regards the second part of the recommendation. of the· 

majority I invite attention to my observations in paragraphs 196 and 202: 
to 212 (both inclusive). 

Abetment of tax evasion 

215. The majority have recommended that a provision similar to the· 
one contained in the Income-tax (Amendment) Bill, 1951 should be intro
duced in all the Direct Taxes Acts at the earliest opportunity. I am 
;reproducing this clause of the Bill for a ready reference as it appears 
tltat the relevant clause has not been rep:r;oduced by the majority:- · 

"53. INSERTION OF NEW SECTION 52A IN ACT XI OF 1952-
After Section 52 of the Principal Act, the following section 
shall be inserted, namely:- . 

'52-A. Abetment. If a person abets the commission of a default or 
the doing of anything by another person whereby the other 
person is rendered liable to prosecution under section 51 or 
section 52, the person abetting shall on conviction before a 
magistrate, be punishable with the punishment pro~ded for 
the offence abetted.' " -

While I am in agreement with the proposition that abetment of such 
an offence should be punishable, I hold the view that it is futile to launch 
a prosecution against the alleged abettor before the charge is established 

**Vide para. 2 of letter, dated 30th November 1959, fiom the Chairman of thee 
Committee printed at the beginning of this Report. 
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against the first offender: It would be good defence for the alleged 
abettor to say that the question of abetment cannot arise unless and until 
the charge against the main culprit is established and sustained finally. 
ln this light the question of taking any proceedings against an abettor 
.should be considered only after such a charge has been established. It 
Jlhould also not be as if the abettor is punished white the main culPl"'it 
is let off or dealt with lightly. 

Declaration by Tax Representatives 

216. On the ground that it would be difficult to obtain· sufficient 
evidence to establish the fact of abetment, the majority have recommend
ed that tax representatives should give a declaration in a prescribed form 
about the correctness of the returns submitted by their clients. It is ~ 
view of the majority that such a responsibility should be put on tax 
representntives with a view to help the maintenan"e of.a proper code of 
professional conduct amongst . tax representatives. This is a totally 
uifferent approach from the one made by the majority themselves in the 
finalised report and such a different approach emanates from the chapter 
now submitted to me for inclusion in the report. I am not able to under
stand how a requirement to certify something can ensure· the mainten
ance of a proper code of professional conduct by a tax representative. It 
is in the exercise of his duties and the certification of particular matters 
that the responsibility arises but to say that ~ additional requirement to 
be foisted on tax representatives would enable the main~nance of proper 
disciplinary standards is something unusual. A man of correct ethics 
would conform to all the requirements of his profession. The discipli
nary action at the hands of the respective authorities of the legal and 
the accountancy professions fully ensures the position in this behalf. 

The majority have stated that in the United States of America the 
person preparing a taxpayer's return also must sign a declaration in the 
terms mentioned by them. In the first place I must point out that the 
position obtaining in the United States of America is tota.Uy differer..t 
from the one obtaining in our country inasmuch as in the United States 
<Jf America there is a self-assessment system where only a test 
check of the returns submitted is made by an audit and there is no , 
.scrutiny in each and every case as it obtains in our country. pbviously, 
therefore, to base our system ·on the positlion obtaining in an 1altoget~n 
different context is not correct. I would like to quote the provisions of 
the Code and the Regulations of the Internal Revenue Code of the United 
States of America:-. · • 

"Sec. 6061. Signing of Returns and other Documents 

Except as otherwise provided by sections 6062 and 6063, any return. 
statement, or other document required to be made under 
any provision of the internal revenue laws or regulations 
shall be signed in accordance with forms or regulations pres
cribed by ·the Secretary or his delegate. 

• 
"Sec.· 6062. Signing of Co1·poration Returns 

The return of a corporation with respect to income shall be 
signed by. the president, vice-president, treasurer, assistant 
treasurer, chief accounting officer or any other officer ·duly 
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authorised so to act. In the case of a return made for a cor
poration by a fiduciary pursuant to the provisions of section 
6012 (b) (3), such fiduciary shall sign the return. The fact 
that an individual's name is signed on the return shall be
prima facie .evidence that such individual is authorized tO> 

_ sign the return on behalf of the corporatjon. 

Sec. 6065. Verifi~ation of Returns . 
• 

(a) Penalties of Perjury.-Except as otherwise provided by the-
Secretary or his delegate, any return, declaration, state
ment, or other document required to be made under 
any provision of the internal revenue laws or regulations 
shall contain or be verified by a written declaration that it 
is made under tqe penalties of perjury. 

(b) Oath.-The Secretary or his delegate may by regulations: 
require that any return, statement, or other document 
required to be made under any provision of the internai 
revenue :laws or regulations shall be verified by an oath. 
This sub~section· shall not apply to returns and declarations; 

. \'\lith respect to income taxes made by individuals.," 

As to returns made by agents, the following comments contained in 
the Volume relating to Regulations on the Law of Federal Income Taxa
tion (Mertens) clarifies the position beyond doubt:-

"Sec. 6012-(5) Returns made by agents.-The return of income 
may be made by an agent if the person liable for the making 
of the return is unable to make it by reason of illness or 
continuous absence from the United States for a period of 
at least 60 days before the date prescribed by law for making 
the return. However, assistance in the preparation of the 
return may be rendered under any circumstances. Whenever 
a return is made by an agent it shall be accompained by the 
prescribed power of attorney, Form 935, except that an 
agent holding a valid and subsisting general power of 
attorney authorizing him to represent his principal in making,. 
executing, and filing the income return, may submit a certi-· 
fled copy thereof in lieu of the authorization on Form 935. 
The agent, as well as the taxpayer, may incur liability for the· 
penalties provided for erroneous, false, or fraudulent returns. 
For a return of an agent for a non-resident alien individual, 
see paragraph (b) (6) of this saction. For the requirements; 
regarding signing of returns, see S.l.6061-l." ' 

The requirement for the verification to .be made by the person who· 
actually prepares such a return of income relates to the person in the 
employment of an assessee or in the organisation of an assessee. It is. 
'also pertinent to observe that the declaration reproduced by the majority 
r.e1ates to the preparation of a return for and on behalf of the corpora
tions where the persons holding fiduciary positions in corporations have
to prepare and verify such returns. The verification in the other cases 
is of a simpler character and reads as under:-

"! prepared this return .... and that this return (including any 
accompanying schedules and statements) is to the best of 
my knowledge and belief a true and correct complete return 
based on all the information relating . .to the matters required! 
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to be reported i:n this return of which I have any know~ 
ledge." 

1n this connection I should like to point out that the agents when they 
prepare the returns and give the verification, also ensure that they qualify 
the position in clear terms. This is so because it would be a rare case 
indeed for the agent to have any personal knowlede of the facts behind 
the figures supplied to him by the taxpayer. The qualification which 
takes place in the United States has normally two alternatives as under:-

"! have prepared this return for the taxpayer upon the basis of 
information supplied without independent audit or ·verifies~ 
tion ·and have no cause to believe that it is not true and 
correct return." 

01" 

"computed without audit or verification". 

Even in cases where the accounts are audited, it would be difficult indeed 
ior any agent to certify_ that the income reflected in the books. of account 
-or in the return is all the income of an assessee or it is a full statement 
-of his income from all the sources and the person who audits accounts 
may not necessarily be engaged for tax matters. 

The majority have also quoted the position obtaining in Australia and 
bave actually borrowed the form obtaining there. _ 

(1) 

(2) 
(3) 

(4) 
(5) 

What books of account, if any, ·are kept by or on behalf of the 
taxpayer? 

By whom are those books of account kept? 
Are those books of account audited each year? If so, by whom? 
Is the return in accordance with those books? 
If the return is not in accordance with those books, on what 

basis and upon what information has the return been pre
pared? 

(6) Have you satisfied yourself, and, if so, how, that the books of 
account, or other sources of information upon which the 
return is based, are correct and disclose the whole of the 
assessee's income, wealth, etc., from all sources? 

The first 5 items are mere statement of particulars or information 
and it is only item (6) which is material for consideration from the viEaV 
of the approach made by the majority. It is a question whether alfy 
representative may be in a position to fathom in&> the real position of 
~m assessee, where the assessee may choose not to disclose all material 
particulars to the representative. It would be difficult indeed for him to 
-make a bald statement that the books are correct, and disclose the whole 
of the taxpayer's income from all sources. It is only the taxpay_er who 
can say this and if he does not disclose all the particulars, it would lbe 
impossible for an authorised representative to make a mention in this 
behalf. The majority observe that these objections are not well-founded. 
According to them all limited companies are already required to· have 
their accounts audited and the auditors have to give a fairly comprehen
sive report as indicated in Section 227 of that Act. They have also 
referred to the scheme for compulsory audit for cases of business income 
over Rs. 50,000 and they further observe that in cases where the repre
sentative or the adviser has not satisfied himself about the correctness of 
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the return and the books of account and other sources from which the 
retllrn was prepared, he can quite clearly say so. In this light they have 
recommended the adoption of the declaration form. , 

I may, in this connection, invite attention to the observations made 
·by the majoritly themselves that even in company cases concealmenJCs
and frauds have been detected. I also invite attention to my observation~ 
in this memorandum in connection wjth the suggestions for a compulsory 
audit. I would reiterate the position that cases of_ non-companies \Ire 
altogether on a different footing from those of companies and even in the 
case of companies the returns would be prepared on the basis of the 
information contained in the books and reliance would have td be placed 
on the certification to be made by the persons holding fiduciary positions 
in companies. In any event, the return wouldi be at best a return in 
conformity with the books and one can never say with a degree of 
accuracy that the return shows the correct income. Again, there would 
be cases where authorised representatives would merely represent the 
cases and not be concerned with the examination of books. There may 
be other cases where the authorized representatives may merely give 
photographic reproductions of th<! profit and loss account and the 
balance sheet. In view of this analysis I fail to see how responsibilitY! 
can be cast on ·an authorised representative and what advantage \Cam 
flow from the suggestion made by the majority. I, therefore, respectfully 
dissent from the recomm.endation of the majority in this behalf and 
recommend that vheir suggestion be not accepted. 

Voluntary Disclosure Scheme 

217. l am glad to note that the Committee as such has rejected the 
suggestion to revive the scheme for voluntary disclosures. I do not agree 
with the finding of the majority that there was a widespread demand from 
Chambers of Commerce and Trade Associations that a scheme !:imilar 
to the one launched in 1951 should be introduced. On the .other hand 
.such a demand came fmm particular places. Responsible chambers tof 
commerce and industry in the country clearly mentiioned the fact that 
the revival of such a scheme would amount to putting a premium on tax 
evasion. · It is interesting to analyse as to how the scheme worked at 
different places. A representation was made bi some chambers to the 
effect that it was not administered and worked in the spirit in which it 
was formulated originally. They had observed that in a number of cases 
the disclosure statements had not been effected with that measure of 
consideration which would be required for a vital matter like this. The 
same complaint had been made about the settlements effected even after 
·the date for voluntary disclosures had expired. It was also felt that in 
certain quarters the implementation of disclosures scheme and the settle
ments may have not been on a uniform basis and while some assessees 
have been able to discharge their liability quite lightly, others have 
been made to pay heavy penalties. . It was therefo.re necess~ry in the 
context of things pertaining to the matter that th1s Comm1ttee was 
requested to go into the data relating to this mat~er cri~ically and find 
out the exact position obtaining as regards the vanous d1sclosures made 
and the settlements effegted. 

218. The information given by the Central Board of Revenue in two 
tabulated statements, one relating to the disclosures in .respect of _pre-
22-10-1951 disclosure cases and the post 22-10-1951 cases IS of consider
able interest. These tabulated statements are reproduced below for a 
ready reference:--



DI5CL05URI!. AND DISPOSAL 01' DISCLOSURES STATEMENT UP TO THl!. MONTH OF MARCH 1959 
' ' 

In respect of pre 22·10·1951 disclosure cases 
---------------

Cases settled 
' No. of Income No. of 

__ .._--.,.__ ______ ~-- ------
Commissioner's charge cases. involved cases Income Tax Pemilty Tax Penalty 

,(ooo) --- (000) (Demand) (Demand) paid paid 
Settled (ooo) (ooo) (ooo) (ooo) 

--------------- ---------- ---------

I 2 3 '4 5 5(a) 6 6(a) 

--------------- --------- -----~------------------------------- -------- ---- -----------
I. Assam 8 I,597 8 I>59I 310 I6 310 16 

2. - Bihar and Orissa 283 2.2.,028 283 27,803 3,780 10 3,666 8 

3· Bombay (City I) zss 22,000 258 22,000 5>730 .129 5,256 129 
U1 

Bombay (City II):·. 504 28,193 503 28,092 6,785 98 6,530 98 ~ 
4· • 

5· Bombay (North) 1,794 40,244 1,794 42,105 4>15I 48 4,147 48 

'413 ' 6. Bombay (South) I4S 3·51.1 148 3,246 ~~3 25 25 

7· Bombay (Central) 13 1,628 13 1,445 297 297 

8. Calcutta I 300 I 200 59 59 

9· Delhi 844 zo,soo 833 18,813 4>372 68 4>276 43 

IO. Hyderabad I,888 z-4>438 I,887 24,06_7 3,861 III 2,623 64 
I I 

I. Mad,hya Pradesh 191 12,139 190 11,836 1,868 II I,851 9 

12. Madras. 1,287 21,923 1,287 29,211 4·649 79 4.345 44 

'3· Mysore TIC 146 3>551 145 4•368 3Zs 6 373 6 



"" ..... 
1~S~ 0 '14. Punjab '• -~· 168 17,39o 768 r6,7M s l,ll9i s (") -

b1 
I 5. · Ut:ar P radcsh. 6,393 96,179 6,393 93,809 [o,o56 18 9,481 IS ~ 
16. 'West Bengal . 353 68,o61 352 69,009 24,652 s6o 17,053 258 

17. Kcrala 415 9,081 415 10,754 2,163 2 r,876 2 

-------- -·· ---~-······-.--
TorAL 15,294 3,92,763 15,278 4>05,137 75,425 1,186 64,4.f7 773 

·---·-·------ ··--·-·--•·• ·•··· z.,_ 



DISCLOSURE AND DI~POSAL OF DISCLOSURES STATEMENT UP TO THE MONTH OF MARCH I9S9 

In respect of post- 22-IO-SI Disclosure cases 

Cases settled 

No. of Income No. of ~ 

Commissioner's charge cases Involved cases Income T1lX ·Penalty Tax Penalty 
(ooo) (ooo) (Demand) (Demand) paid paid 

Settled (ooo) (ooo) . (ooo) (ooo) 

1. Assam 71 II,322 71 xo,s66 1,609 809 I,S37 809 

2. Bihar and Orissa 763 79,218 763 81,982 s,8o3 21 5,4S8 18 

3. Bombay (City I) IS6 21,996 ISS 19,321 s,442 IIS 4,991 IIS 
en 

4· Bombay (City II) 4SS 38,062 4S3 37,860 9,363 1,024 7,304 933 :s 
S· Bombay (North) I8I 13,881 I8I 14,464 2,S76 126 2,SS2 126 

6. Bombay (South) so 2,8ox so 2,844 S63 22 467 II 

1· Bombay (Central) 7 2,663 7 2,663 664 108 664 109 

8. Calcutta (Central) I2 1S,099 I2 16,328 3,413 126 1,988 120 

9· Delhi 23 2,o6o 20• 1,312 362 362 • 

10. Hyderabad 122 1,682 122. 1,354 154 18 132 

n. Madhya Pradesh 73 4(!07 72 4>476 909 49 718 49 

12. Madras 184 I,S32 184 1,438 167 167 .. 
n. MysoreT/C. ~ 17 888 t7 . 1,198 175 i:' 3 1$6 



14. Punjab . .. 75 2,i97 '75 2,157 280 20 280 20. 

IS. Uttar Pra4esh 902 i3,686 902 1,3,220 1,527 . 3 1,352 3 

x6. West Bengal 2,567 2,02,708 2,511 1,99.334 31,298 1,306 26,ooo 649 

17. Kerala 39 . 1,543 39 1,677 488 26 436 16 

TOTAL s,697 4,16,045 5,634 4,12,194 64,793 3.776 . 54·564 2,981 
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219. It will appear from. the information contained in the tabulated 
statements that the maximum number of cases for the pre-22-10-1951 
period rela~es to U.P. T~e. amount of tax demand was . R~. 1!00,56,000 
against wh1ch the tax patd lS stated at Rs. 94,81,000. It IS significant to 
note that the penalty amount is just Rs. 18,000 working out approximately 
at ·2% of the demand and the tax demand works out at about 11 ro on 
income assessed. In the case of the Punjab the number of cases stands at 
768 the tax demand at Rs. 18,91,000, tax payment being for the same 
am~unt while the penalty stands at only Rs. 5,000 which gives a percen
tage of ·3% the tax demand bearing about an equal percentage. The 
number of cases for Bombay (all charges) aggregates to 2717 and the tax 
demand in respect thereof stood at Rs. 1,73,86,000, the collection standing 
at Rs. 1,66,43,000. The penalty imposed was of the order of Rs. 3,00,000 
giving a result of about 2%, the tax demand in relation to assessed income 
standing at 18%. For post-21-10-1951 cases, the prime place goes to U.P. 
for the meagre amount of penal imposition which works out at ·2%, for 
West Bengal )t works out at 4·2% while in the case of Bombay (all' 
charges) it works out at 7·5% while the respective percentages of tax 
demand in relation to income are 11·5%, 16% and 24%. 

The above analysis presents · ci picture which confirms the position 
visualised by organized chambers of commerce whose representation has 
been quoted above. The analysis fully justifies the view that the volun
tary disclosure scheme should not at all be revived. 

Suggestions to amend the Law 

220. The majority have thought fit to suggest very vital changes so 
far as the assessments of charitable institutions are concerned. I indeed 
feel quite sad at the approach made by vhe majority because the matter 
was not at all referred to the taxpayers and others concerned at any stage. 
The majority have opined that the existing provisions of Section 4 (3) (i) 
of the Income-tax Act conta~ certain loopholes which help the formation 
of pseudo charitable trusts. They have further assumed that accumula
tions being under the full control of the trustees would be utilised in the 
businesses of the donors. In another context, while discussing the ques
tion of having a sepa:-ate direct taxes board, an observation is made to the 
effect that in the absence of the matter having been discussed with the 
persons concerned and without having a proper examination it would not 
be correct to make a positive recommendation in that behalf. And for this 
matter the majority have considered it appropriate to include in the 
recommendations an issue which was never hinted to the persons who 
would be affected thereby. It is a vital change that is being suggested an~ 
it was therefore but appropriate that a change like this should not have 
been contemplated without the necessary background and without the 
:r1ecessary evidence as also the views of all concerned being placed before 
the Committee for a rational consideration. 

221. I do not know why it should be presumed that most of the charity 
trusts accumulate moneys and invest such monies with the objective of 
having a control over their industrial concerns. The judgment quoted by 
the majority would be a solitary instance. The majority have gone to the 
extent of recommending tha1; an investment of more than 5% of the 
paid-up capital in an undertaking would preclude the charity from getting 
exemption in respect of the dividends or share income from such invest
ments .• Even if there be E9me rare instances, there would· be no justifi
cation or reason for depnving in a wholesale manner thousands and 
thousands of charitable trusts from the rightful exemption which they 
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enjoy and I fail to. und~rstand how a holding iT~ excess ·of 5% but less 
than 50% can create a controlling interest. In a numb~r of cases it is 

· only by accumulating the income that bigger charity schemes have 
come into existence and the .huge educational, medical or other relief 
organizations. which we find functioning so well in the country would not 
have come. into existence at all had it not been for the fact that trustee:. 
concerned showed imagination and spent amounts ·on institutions which 
have given real help to the social fabric of the country as a whole. I also 
do not concede the fact that investment in concerns managed by the 
trustees is something unhealthy. If the concerns are well managed and 
they yield proper dividends the tr\lstees would be making only a suitable 
investment for the benefit of the charity. The majority have also recom
mended the witharawal of exemption where there is an accumulation of 
income beyond 25%. I have already referred to the beneficJ'.al aspect of 
accumulation cind the creation of really good and big institutions. 

222. Under the Bombay Public Trusts Act, the Charity Commissioner 
possesses the power of making an enquiry into the affairs of a charity 
trust and there have been cases where, with his consent, accumulations 
extending to a period of years have been allowed to be made for the pur
pose of carrying out really good sc;hemes. Under that Act, there is a pro
vision for a compulsory audit of the cnarity accounts and the solution 
the,refore lies in recommending a uniform legislation for charity Trusts 

. for the whole of India .. The suggestion now made by the majority that 
the audited accounts should be the. basis for claim for exemption is not 
intelligible, It is not .the audit of accounts that can secure exemption but 
vitally it is the set up of the charity trust itself as to whether it is entitled 
to exemption under the law. of the land that matters. 

223_. As regards the recommendation of the majority that where ·the 
property of a charitable trust is being misused by the trustees or utilised
for his personal benefit or for-the benefit of his family, exemption should 
be denied to the trust. As such, I can say that this is. basically a wrong 
approach because the person required to be dealt with is the person 
managing the affairs of the charity and for his misdeed there is no reason 
why the charity itself should suffer. If a trustee for a charity' derives 
·any undue benefit it is he who should be taxed for the equivalent of the 
advantage which he secures from the trust and there should be no adverse 
effect left on the charity. The correct· remedy is to take proceedings 
against the trustee and when any citizen can· be a relator there is no 
rea~on why the St;~te through a charity commissioner. or through the 
advocate general of a parti.cular State should not take suitable action to 
set matters right. · 

224. While reiterating my submission that the whole matter has been 
thought of without any opportunity being given to the interests concerned 
to make their comments and there is no evidence before, the Committee 
to justify the findings of the majority, I. recommend that this suggestion 
be not accepted and the position relating to charities be not at all dis
turbed. The other remedy of suggesting a uniform legislation for chari-
ties for the whole of India may·be considered instead. · 

Co-operative Societies. 

225. I would make a ·more fundamental approach to this matter and, 
the1'efore, I recommend that exemption to . co.,operative Societies should 
be granted only if the set-up of the Society answers the concept of a
mu.tual bod31 and such .concession should extend only to the extent of 
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mutual activities subject to administrative c;rrangements which. the Com
mittee have r.ecommended for mutual bodles and the ex~'ll!-J?tion should 
not extend to any other societies or to any other actiVltles of such 
societies. 1 

Publication of Declared Income, Wealth, _etc. 

226. The majority have stated ultimately that there are two views and, 
having stated the two views, they have left a final decision to Govern
ment. So far as I am concerned, I have dissented from the suggestion 
for a publication aU along. 1 , . 

227. The reasoning given in the relevant portion of the observations 
of the majority is that such a practice of publishing names with assessee's 
figures is already being followed in several countries.' It is stated that in 
Sweden, though the Income-tax law itself does not permit the publica
tion every citizen is required to declare his income when lle gets himself 
re~tered under the National Registration Law which is necessary for 
social security purposes and this register is open for free inspection by 
members of the public during specified hours and even private publishers 
are extracting this information from the register and publish lists of 
persons with incomes for the purpose of trade directory, advertisements, 
etc. The majority have also stated the position with regard to Norway 
and Itlay, and they have also referred to the position in France. I should 
like to state in this behalf that no material was placed before the Com
mittee at any stage to warrant this findings in respect of the position 
obtaining in the other countries. Mere notes of the position as explained 
to exist would be of no use and in the absence of the proper statutory 
provisions and sufficient indication of the correctness thereof, I would 
not be in a position to express any opinion as to whether such a position 
does or does not exist in any one of these countries. Basing conclusions 
on supposed legislation and supposed positions existing in other countries 

. is a dangerous process. ! 

228. The majority have opined that publication of the figures relating 
to income, wealth, etc., will not lead to intrusion into the private affairs 
of a citizen and, according to them, the payment of taxes due to the 
State is not the concern of the individual taxpayer alone, it concerns the 
nation as a whole. While I entirely agree that the tax collection of the 
Exchequer is a matter relating to the State, the disclosure of his own 
income and his own wealth is certainly a matter which relates to him, 
and his private affairs. Another reasoning given by the majority is that" 
if an assessee has declared his income and asrets correctly, there is no 
reason at all why he should be afraid of any attempt at blackmailing 
him. The objective of the majority is to find out concealments of income 
by reports being given to Government on the basis of such published 
figures _and I am rather feeling very sad at the majority taking a view 
that this process will. not entail blackmailing. There is also no question 
of an?' useful purpose being served because it would be impossible to 
establish from _hearsay and from the comments of blackmailers that a 
particular assessee who has disclosed particular income and particular 
wealth is earning more or is worth more. . . 

229. The majority have pertinently observed that the Taxation Enquiry 
Commission which examined this issue are not in favour of any further 
relaxation of the provisions of Section 54 of the Income-tax Act and while 
accepting the proposition propounded by the Commission, the majority 
&ay that this principle cannot apply with the same force to the income, 
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wealth, ·etc., declared by the assessee. To my mind this is a totally 
erroneous .approach and an approach· which cannot give any· advantage 
whatsoever. On the other hand, it would create great difficulties. I may 
'l.dd that the position obtaining in the various other countries is the 
result of particular conditions in those countries. · The countries are 
small and they have their typical set up. Moreover, the basic data in 
xespect of those countries which the majority have assumed has ·not been 
established and as I have already indicated, no material evidence in this,_ 
hehalf was placed before the Committee. One has to be very careful 
about the information being utilised by blackmailers and taking into 
consideration the observations made by the Taxation Enquiry Commis
'Sion, I would stress the issue that informers as a class have to be com
pletely discouraged if a healthy atmosphere has te- obtain. I have 
.already observed that such information would not at aU prove useful in 
checking tax evasion. On the contrary, it would open flood-gates of 

•enquiry, undue harassment to citizens, unnecessary probing into the 
affairs of- citizens and ci complete exposure of the economic and social 
fabric of the country to become the target of attention at the hands of 
unscrupulous persons and blackmailers. · 

The credit of a businessman is a thin fibre upon which his whole 
business and enterprise hangs and its complete exposure before the public 
would throw out. of gear the whole economic and social structure in the 
eountry and also have its impact on the set up in the country as a whole. 
Such a position does not obtain in countries like the United Kingdom, the 
U.S.A;, Canada, West Germany, Japan, etc . 

. 230. * * * * 
I would strongly urge upon Government to drop the proposal for 

having any such publication made in our country. 
Publication of the names of assessees penalised 

231. The majority have recommended that names of persons in whose 
cases penalties have been levied for Rs. 5,000 or more for the concealment 
of income, wealth, expenditure, gift or estate duty, should be published. 
I respectfully disagree with this recommendation. Such publication 
.should be for cases where the penalty amount is Rs. 50,000 or more, 
because mere inability to take matters to the highest judicial authority 
should not result in an adverse position for the taxpayer. Cost involved 
in pursuing such matters have a definite bearing and, therefore, the 
amount should be sufficiently high. Further, it is only in respect of deli
~erate and wilful default and fraudulent concealment for which a money 
penalty has been imposed that the publication should obtain. 

232. The majority have concluded their observations under this chap
ter by quoting President Roosevelt and the relevant extract refers to the 
duty of the Congress to remove new loopholes devised by attorneys for 
clients willing to take an unethical advantage of society and their own 
Government. Here I would like to reiterate my observations about the 
first-class controversy that ensued when President Roosevelt described 
legal avoidance as somethirig unethical. I need not repeat here all that 
I have stated in the opening portion of my comments on this chapter .. As 
to closing loopholes, I have already expressed my opinion that in the 
interest of the improvement of administration, it is desirable to complete
ly simplify the taxing statutes and the administrative procedure rather 
than think in terms of plugging loopholes. As to the duty of the Courts, 

••Vide para. 2 of letter dated 30th November 1959 from· the Chairman· of the 
Committee printed at the beginning of this Report. . · . · 
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has preserved a sense of values and mamtamed a very h1gh level. 

233. I. cannot conclude my comments on this Chapter relating to Tax 
Evasion _without touching some additional important issues. It is a fact 
that during .the Wir and during the post-War period a number of com
panies changed hands so far as the persons controlling such interests 
were concerned. Huge take-overs'took place and it is a question whether 
.the Department has taken all the action that was ncessary in the cases of 
persons who acquired such huge interests overnight. At the time such 
changes took place, . the change in the shareholdings would be very 
apparent and would be quite noticeable. - A full enquiry into the ·ques
tion of ownership. of the transferees of such shares would have revealed 
the correct position and would have enabled. the Department to pin down 
responsibility on the persons y.rho acquired such controlling interests in 
respect of. all the shares acquired for wl:ich identification of the personSa 
other than the persons acquiring controlling interests was not possible. 
An examination of the relevant company records and a further followup. 
of the enquiry would have en'llbled the Department to catch the evaders. 

There is a pertinent observation in the report on the 'organization of 
the Income-tax Department made by the then Board Member. At page 
357, under paragraph 10.94,he stated as under:-

"An analysis of the cases referred to the Income-tax Investigation 
Commission and those that came up in response to the volun
tary disclosure scheme conclusively proves that actually the 
largest evasion took place in the charges manned by the 

. elite of the Department .... On the other hand, there is far 
. too much of a tendency to cover up inadequate effort under 

the convenient plea of shortage of staff or · lack of ade
quat~ training facilities as if both these factors are outside 
the control of the management of the Department." 

234. Evasion. cannot exist to a degree without there being corruption. 
Evasion as well as corruption are equally condemnable but it cannot be 
said that corruption results because of evasion only. 

235. Conditions in our country at present. moment are such that many 
-people take it for granted that corruption is deep-rooted and has become 
part of the _administration. There is ·a trend of thought that the eviL is 
so spread and it is spread so wide and deep that it is barely noticeable. 
Corruption may also be partly due to increased opportunities for the 
·exe:cise of influe~e which may o: may_ not . bring financ~al gain .. ~ 
demal of the poSttton that corruptton eXJ.sts · would create m the mtnds 
of honest citizens a sense of complete disappointment and despair. · 

236. While one may not make an attempt to apportion blame to the 
taxpayer or the 'lldministration any may not -think in terms of harping 
the question of evasion or that of corruption, the fact remains that both 
the evils require to be dealt with and dealt with severely. It should be 
.the endeavour of all to contribute in routing out the evils, be it the State, 
be it the citizen. It is for honest elements in society to assert themselves 
and to bring a sense of ·introducing ethics in business and to ostracize 
the evader and the corrupt official.. It is for the members of the learned 
professions. to contribute their utmost in this behalf. But it is the State 
which can contribute the maximum by encouraging honest taxpayers. 
by encouraging professional men· of integrity and by giving no quarter ta 
the evaders and to unscrupulous persons. Every country faces situations 
like these and there is no reason why in our country, with a determined 
effort and. with the willing co-operation of all concerned, the objective 
should not be achieved. · · · · · · · · . 



CHAPTER Vlll 

ADMINISTRATIVE ORGANIZATION 

General Observations. 

237. As regards the question of public criticism and its effect on._the 
moral of the personnel of the Department, I would say that a loyal admi
nistrator owes a debt to the State to discharge his duties without fear or 
favour and there is no reason why the administrator should shirk respon
Ribility and avoid taking decisions.· If a situation like this does exist, I 
can_ attribute it more to the interference by higher authorities. If thet 
interference is not there and the discretion and independence of the 
officers is not undermined, a difficult position may not arise. In this con
nection I ha~e made more detailed observations while discussing the 
set-up of the. Inspecting Assistant Commissioners. · 

238. It is also pertinent to observe that loose and unwarranted criticism. 
of the learned professions creates a sense of utter dismay and if that be 
the position, one can well understand the fear of honest assessees who are· 
included in the General class and at times a whole class, i.e. the businP.ss: 
community is ·liable to be called as a collection of evaders. 

Separate Board for direct taxes. 

239. I should like to comment oh the recommendation in this behal:e 
from a different angle. As I have already indicated elsewhere, metter~ 
like these, which have never been referred to for a specific discussion in. 
the questionnaire or mentioned to the .witnesses, ·should not be decided. 
without the necessary material being collected and examined. For this. 
particular matter, the views of all concerned in the administrative set up. 
at the Centre are very material for consideration. The question of finan, 
cial implications also requires to be examined. I would; therefore, say· 
that a final decision can be taken only after such views are ascertainect 
and examined and the financial implications are also weighed. As a: 
general issue, it would be correct to think in terms of having a separate 
Direct Taxes Board to ensure homogenity and 'better working. In any· 

<event, a final view can only be expressed on the basis of full data and: 
after taking into consideration the financial implications. 

Appellate Commissioners~ 

240. I should like to make additional observations regarding the
creation of these posts. There is a view held that the institution of such 
Appellate Commissioners is not necessary. On a proper consideration, I· 
am not able to visualize the type of work which these Commissioners 
would do. ·It· should not result in such Commissioners diluting the 
healthy set-up of the bifurcation of .the Executive and the Judicial func-. 
tions. I would, therefore, recommend that these aspects may be examined 
and such posts of Appellate Commissioners may be created only if the uti •. 
lity value is shown and the set-up is such that they also function undel'
the Law Ministry. If the idea is to secure a proper set-up, the obiectr.ve-
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could be achieved by having the link of the Appellate A~sistant Commis
sioners U?ith the Law Ministry through the Appelate Tnbunal. 

Inspecting Assistant Commissioners. 
241. I have already made some general comments with.regard to the 

Inspecting Assistant Co~~ioners while di~cussing the general qu_estion 
.of Group Assistant CommissiOners' charges. m my comments relatmg to 
the Tax Evasion chapter. Very strong feehngs are held by all classes of 
taxpayers about the undue ~n~erference caused by a goo~ number of such 
lnspecting Assistant C~mtsSloners. There h;ave been tnstances where 
they have actually dommated over the assessmg Income-tax Officers. In 
.one particular case, the matter assumed such significance that proceedings 
were taken against an innocent Income-tax Officer although the real fault 
could be attributed to the Inspecting Assistant Commissioner. The result 
was that the official lost all chances of his promotion and though he was 
fully and very honourably exonerated later on, his career was marred. ' 
There are a number of instances where instructions are given verbally 
nnd the Income·tax Officers, unless they possess full independence to 
insist on such instructions being given in writing, may submit to such 
verbal instructions entailing all incidental results. 

242. While speaking on the Income-tax and Business Profits Tax 
Amendment in the Constituent Assembly in 1948, Pandit Thakur Das 
Bhargava observed as under:-

"There is the Income-tax Officer and above him is the Inspecting 
Assistant Commissioner and then there is the Commissioner. 
What is this Inspecting Assistant Commissioner? You fully 
know it-I need not describe, but I once described him in 
this House an invisible ghost he never appears before ' the 
assassee, the assessee never appears before him. He directs 
the Income-tax Officer to assess the man in the absence of the 
assessee and he pulls the wire from behind and l!lanages the 
whole. thing. The papers will go above with his recom
mendation. He is already more than satisfied for, in fact, 
he may have initiated the move or been its· efficient cause. 
Suppose the reasons are not given, will anybody care. to go 
into the question? Will the Honourable the Finance Minis
ter be able to go into the question whether the reasons are 
good or bad. And suppose he gives the certificate as a matter 
of routine as such certificates are always given? First of 
all, the matters are discussed at high level with the Commis-._ 
sioner and then the report goes saying, "For reasons record
ed I am satisfied .... " He ·does not give any reasons. 
Where is the safeguard? Will anybody care to look into it? 
Will any judicial officer look into it? Afterall, we know that 
children, nations and departments have very little conscience. 
Therefore, as routine work this certificate of satisfaction will 
be given as a mstter of course and it will not be a proper 
safeguard. · 

The whole scheme of rthe Act seems to be that 'the honest assessee 
should be protected but in practice he will not be protected. 
In fact, I am not satisfied with the report of the Investigation 
Commission when they state that though they have sympathy 
with the honest assessee, yet the fact that escape of income 
is there whether honest or dishonest and therefore they 
must proceed against the honest assessee also in the same 
way. I differ from the Commission that .in case it is 
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ultimately-found that the assessee has been charged more 
than what he should have in fairness been charged, 
the refund should not be allowed. I have not been able 
to understand 'why the refund cannot be made. When there 
is no tax evasion, and a person has been over assessed, they 
look at the question from the fiscal point of view, and not 
the human point of view,· of the assessee. I therefore beg 
to submit that in my humble. opinion the safeguards provid
ed are not enough. I would have liked if the il"eal position 
is taken into consideration and safeguards introduced." 

In his Minute of Dissent to the Report 'of the Select Committee on the 
Income-tax (Amendment) Bill, 1952, he observed as under:-

"There is no objection to the issue of any general instructions a 
copy of which may be placed on the file and which may be 
available to every assessee. The Appellate Authority can 
also easily take note of such instructions but these words 
sanction and authorise the issue of any secret instil"uctions in 
respect of ·individual assessees to the Income-tax Officer. 
These instructions may even be oral or even if they are in 
writing, the assessee need not necessarily be apprised of 
theiil" existence, and the Appellate Authority also may never 
come to know about them. 

The most fundamental cannon of justice is before you pass any 
orde:r against any person, you must first apprise him of the 
facts and then hear what he has to say in his defence. This 
fundamental axiom of justice is violated· by the issue of such 
instructions at the back of the assessee who may not even 
know the ground cr background of the issue of such instruc
tions in his case. It has been said that such instructions 
sometimes favour the assessee. ' · 

It may be so in some cases but it 'is not rare to find that instruc
tions to the detriment of the assessees are given by higher 
officers specially Inspecting Assistant Commissioners to the 
Income Tax Officers· without the assessees ever coming to 
know that the Income Tax Officell"'s judgment was an inspir-

. ed one. In fact, it is a misnomer to call such an inspired 
judgment as the judgment of the Income-tax Officer. The 
assessee in such a case feels as if he has been stabhed from 
behind by some individual and he can never get confidence 
in the rightness of the decision of the Income-tax authori
ties. Such a course is also unfair to the In.come-tax Officer 
1vho loses his initiative and finds his intellect mortgaged to 
some higher officer. In cases when he does not agree with 
the point of view of his superior officell" he has to perforce 
pass an order against his will. I think no oral instructions 
should be allowed to be given in the case of individual and 
every instruction to the detriment of the assessee must be 
put on record in black and white. It is simply revolting to 
find that the assessee is not brought face to face with the 
Inspecting Assistant Commissioner and he is not afforded an 
opportunity to explain c~cumstances which weigh against 
him in the mind of the Inspecting Assistant Commissioner 
or some higher officer. One's sense of fairplay and justice 
is not satisfied when one has to countenance a state of things 
in which orders can be passed without hearing the person 
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against whom these orders are made .in secret and behind 
his back. Many complaints are made by unknown people 

·.against the asseesees ·and enquiries are also made w thout 
the assessee knowing anything about them~ If the assessee 

. is not told about these and the higher officials or Assistant 
Inspecting Commissioners get impressions about particulru.· 
assessees without· giving the assessee any chance of 
removing them nothing but injustice may result in many 
cases. · It is, therefore, in my opinion absolutely necessary
to create confidence among the people that it should be ruled 
that no order to the detriment of any assessee should be 
passed as a result of 'instructions or otherwise by the higher 
officers unless they are pleased to hear the assessee and no 
Income-tax Officer should give effect to any such seer~ 
instruction unless he affords an opportunity to the assessee 
to hear what he has to say. In proper cases he can take· 
the statements of the assessee and send the same to the 
higher officials for consideration. The assessee ~cannot even. 
urge in appeal anything against such secret instruction as he 
is not supposed to be apprised of them. This kind of ghost 
assessment is not only unjustifiable and annoying but ·fs. 
extremely unjust and should not be countenanced. There-
fore, the :tule should be changed and it must be insisted that 
the assessee is apprised of such instructions and is heard. 
about them." . 

243. It is of paramount importance that the independence and judg-
. . ment of an Assessing Officer should not in any •.vay be fettered. As I 

have already stated elsewhere, there should be no objection to his getting: 
the necessary guidance in matters where he finds a difficulty. But the· 
initiative II1Ust come from him. 'I have advocated a proper functioning-

. of the. Inspection Branch which should be completely detached from the· 
administrative set-up. The inspection ,work should be carried out fully· 
and it is in the context of such inspections and the enquiries made that 
a proper check on the work <>f .the officer would be exercised. The Com
missioner may call for cases at random but the purpose should be to give
a sort of corrective guidance and the attempt by the Assistant Commis
sioner or the Commissioner should not be of such a nature that the
fundamentals relating to the assessment matters are actually regulated. 
by them or under their instructions. In the light of these observatiotk,, 
I strongly recommend rthat the inspection and administration work should:
be made separate and the administration work, including th.e guidance· 
and supervision by random check should be exercised by the Commis-· 

· sioner and a limited number of Administrative Assistant. Commissioners .. 

· · 244. As regards the question of assessments being made by Assistant 
Commissioners, I have already offered my observations while discussing: 
the Group Assistant Commissioners' charges in my comments relating to· 
the Tax Evasion chapter. , . 

Authority and facility for survey work, etc . 

. 245. I invite atte~tion to my detaiied observ~tion regarding the func·· 
tions of Inspectors m my comments. on the Tax Evasiom chapter the· 
scope of their work and the administrative sanction which, they ~houldc 
derive. } am of the clear view that Inspectors shoul<i. not; have anyr 
«atutory status or powers. 
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Prevention of malpractices. ' 

246. The majority have indicated certaiD. figures about complaints of 
corruption, etc, and have observed that ,figures of u~justified and baseless 
complaints cannot-givea correct picture of the extent of corruption. One 
.should not forget that when the citizens deal with questions relating Ito 
authorities and persons in power, !there are inher.ent ·difficulties in lt'he 
.suggestions which they might make. I would, therefore, invite attention 
to the general observations made in connection with the relevant matters 
which I have indicated in my comments relating to Tax Evasion chapter. 
l also invite attention to my observations :t:elating _to this subject in 
respect of the causes and ~remedies. · 

Representation of Assessees. 

· 247. The relevant chapter has been so - headed as to describ.e all 
q'lepresentatives as tax experts. This is hardly correct. The word "Tax 
Expert" can never be expected to be_ used by members belonging to· the 
profession of law and accountancy. It is only ·persons other than_ those 
belonging to these professions who style themselves as either Income Tax 
Practitioners, or as Income-tax Consultants or as Income-tax Experts. 
In the approch that the _majority have made to this question, they have 
assumed rthat the right of Lawyers and· Chartered. Accountdnts· to handle 
assessment work and/or appear before taxing authorities, is something 
bestowed upon the respective professions by the -Department. Lawyers 
and Chartered Accountants have a definite place in the economic and 
.social srtructure of the country and it is because of this place which they 
occupy and because of the fundamental rights• which they have enjoyed 
for years and years together and which are now fully secured by the 
Constitution, that they are entitled to· attend to and have a right of repre
sentation for tax matters. Whatever may be- the position relating to 
persons who may hereafter be recognised for income-tax practice, with
out the necessary qualifications, ev>en the existing Income-tax Practi
tioners enjoy certain rights which cannot be taken away by a stroke of 
the pen. Therefore, in my humble view, the whole basis on which the 
matter has been considered by the majority is not sound. . · 

Question of registration of authorised representatives. 

248. The majority have recommended that the- admission of the 
various classess of 'professional experts' -to tax practice should be regulat
eil by system of registration with the Department. I am totally ·opposed 
to this suggestion. Pro,ctically, all witnesses who appeared before !the 
Committee have opposed this idea and particularly so, so far. as Lawyers 
and Chartered Accountants are concerned. Eminent Lawyers and some 
Members of the Parliament have _also stated that it is not desirable to 
have registration for members belonging to these two professions. I 
have already indicated my view that I do not accept the proposition thart 
members of the two professions attend to and appear for tax matters 
because of something . bestowed, by !the . Department upon them. · Their 
right is an inherent one and as I have stated above, they have a definite 
place ,in the economic. and social structure of the country cind as such 
they claim and are entitled to .these privileges. A perusal of the regula
tions made under •the Chartered Accountants' Act will show that tax 
matters are specifically mentioned while enumerating the functions · of 
Chartered Accou.ntants. The Delevant regulation, viz., Regulation No. 78 
is reproduced below· for a ready reference:- -
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"78. Other functions of Chartered Accountants-Without prejudice 
to the discretion vested in the Council in this behalf, a 
Chartered Accountant may act as liquidator, trustee, execu
tor administrator, arbitrator, receiver, adviser or as repre
sen\ative for costing financial and taxation matter or may 
take up an appointment that may be made by Central or 
State Governments and Courts of Law or any Legal Autho
rity, or may act as Secretary in his p~ression.al capat;itr, n(?t 
being an employment on a salary-cum-full trme bas1s. 

Every lawyer has to conform to the necessary requirements as an 
officer of the Court of Law and he has to observe oertain principles and 
procedures. So far as Chartered Accountants are concerned, there are 
different classifications of Fellow Members in Practice, Associate Mem
bers in Practice, Fellow Members not in Practice and Associate Members 
not in Practice. A full register is published in the Gazette of India eve114; 
year and a full identification of _these categories is also indicated. Chanses 
are also notified in the Gazette of India and they are regularly published 
in the 'Chartered Accountant' which is the official organ of the Institute 
of Chartered Accountants of India. 

249. The instances of other countries are given without analysing the 
correct position. It is in respect of Tax Courts as such that the practice 
is permitted not only for the members of the legal profession, but also 
for others. Without having correspqnding Tax Courts, for which there 
is no need at all in this country, the 'question of regulation or registra
tion on absolutely different premises, should not and cannot arise. 
Moreover, there are different legislations for_ different States, both in 
the U.S.A. and for Australia. Actually, there are separate State -Boards 
even for the profession of Accountancy in Australia. It is therefore not 
correct to base something on the position obtaining in other countries 
which is not comparable and further which is not analysed and under
stood in a proper perspective. Our legislation and procedures are more 
based. upon the laws and procedure obtaining in the United Kingdom 
where the entire jurisdiction is with the respective' professions. In our 
country there are compact bodies for the profession of Accountancy and 
for the legal profession. A consideration on the basis of separate and 
several bodies which obtain in some other countries and in quite a diffe
rent context, should n!Jt be taken as the basis for considering the position 
so far as our country is concerned. : . 

· 250. So far as the Income-tax Practitioners are concerned, the Depalj;
ment which has the full authority to regulate them, may have a list pr~
pared, but there is no need of justification for having a registration of 
Lawyers and Chartered Accountants.. . 

Disciplinary Jurisdiction. 

251. In making their general observations relating to this question, 
the majority have not appreciated the correct position. During discus
sions I supplied to the Members of the Committee and to the office of the 
Committee, copies of the Chartered Accountants Act, the regulations 
made thereunder and two volumes containing reports of the Disciplinary 
Committe, ·findings of the Council and judgments of High Courts. The 
first volume covers the period upto the 30th June 1954 and it, more or 
less, entirely relates to the work of the Council for the first three years 
during which period I had the privilege of being its president. A perusal 
of this volume will at once show that the view taken by the majority 



553 

and the observations made by the Income-tax'Investigation Commission 
are not at all ju.stified. Twenty-one cases were inquired into by the Dis
ciplinary Committee and submitted to the Council which, in turn, submit
ted the papers including the findings to the respective High Courts. It 
is significant to note that 13 out of these cases were complaints or infor
mation by non-Government agencies, and eight complaints were either 
by the Central Government or State Govern7Ttent of which there was one 
solitary case relating to the Income-tax matter. I may pertinently observe · 
that the findings given by the Council were su.stained by the High Courts 
in each and every case, except for the solitary matter relating to the 
income-tax case where the Council found the Member guilty, but it was 
the High Court which exonerated him, and the case was not taken to the 
Supreme Court of India by Government. 

' · 252. In the Second. Volume of the disciplinary cases, 9 cases are report-
b> ed of which 7 are from non-Government agencies and only two from the 

Central Government or a Department of the Central· Government and 
of these two cases none related to income-tax. Here also it is significant 
to note that t~e findings of the Council were upheld by the respective 
High Courts. · 1 

253. ·It will appear from the above analysis that the Council has taken 
an appropriate view in each and every case and such decisions of the 
Council have been invariably upheld by the respective High Courts. 

254. I may also mention that the Council from the very beginning has 
been very particular about maintaining the highest ethical standards and 
its attitude has be2n more towards strictness than towards leniency as 
can be seen from each and every case reported upon in this volume and 
the j)ldgments given by the various High Courts. · 

255. With this background of the matter, it is rather disappointing to 
find that there should be loose criticism-criticism which is not at all 
warranted. · · · · . . 

256. I . can, naturally, therefore, not support the proposition of the 
majority that it is necessary to have some measure of control over all 
classes of tax representatives. And obviously the majority think in terms 
of a control over Lawyers and Chartered Accountants as well. So far as 
the legal profession is concerned, although I cannot claim personal know
ledge, I can certainly say that standards have been preserved at a high 
level and although moral standards· throughout the world have. deterio
rated· and their impact has been seen in our country in all spheres, the 
fact remains that it is because of the judiciary in this country, its inde
pendence and integrity that we have been able to maintain high values 
so far as justice is concerned. As to chartered Accountants I have given 
a complete analysis of. the exercise of disciplinary jurisdiction which 
completely establishes the position about the most proper exercise thereof 
by the Council. 

Association of Departmental representatives in disciplinary enquiries. 

257. Quoting the analogy of the position obtaining under the Chartered 
Accountants Act, the majority have recommended that the standing 
Counsel of the Department shQuld be coopted as a member of the Bar 
Council for disciplinary inquiries against members of the legal profession. 
On a proper consideration of the matter, I have come to the conclusion 
that this suggestion is not practicable, nor is it justified. Members of the 
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legal profession can be dealt with only b~ Courts ?f Law. and ~t ~s· !1 
question whether the respective Bar Counetls or bodtes havm.g dtsctph
nary control for the member_s _of ~he l~g~l profession would at all welcome 
the idea. The peculiar poStttan obtamtng under _the Chartere~ Accoun
tants Act has a historical bqckground. In the BiJl that was lhtroduced 
in the Parliament, clause 20 differentiated betw•2e11 income-ta:c cases -~nd 
non-income-tax cases and _it was then suggested that enquiry relatmg 
to income-tax cases should _be conducted only by Government. Strong 
opposition was voiced by the me~bers. of th: profession a~d 'on a n_ul?l
ber of occasions I had personal discusswns With the then Fmance Mmis
ter and the then Commerce Minister. It was only as a result of a pro
longed discussion with the Honourable ~inance Mini_ster that I. was a~le 
to impress -upon him 'the need for domg away With such differential 
dause in the Act and ultimately he appreciated the view which I was 
propounding and the result was ~hat the position for the A<:countancy 
profession also was put on par With that of the legal profession. As a 
matter of assurance and_ satisfaction to the Central Board of Revenue 
a gesture was made for including a member nominated. by Government 
in the Disciplinary Committee. _:But I must point out the other back
ground relating to the matter as well. The Accountancy Expert Com
mittee had made a positive recommendation to the effect that the nomi
nated element should, in course of time, disappear and an assurance to 
that effect also emanated from the proceedings of the then Indian Accoun
tancy Board. It was but to be expected that in course of time the nomi
nated element would disappear. But things have taken a different shape 
in the general set up of the country itself and various institutions work
ing in it. It has been thought fit to impose restrictions and to have a 
sort of a further 'control' over autonomous bodies. .Under the .last amend: 
ment to the Charteced Accountants' Act, the number of nominated mem
bers has been increased by one. This addition may, possibly have a 
relation to the other suggestion which the majority have made to the 
effect that it must be the representative of the Central Board of Revenue 
who should be on the Disciplinary Committee, and none, other. Pre
viously when the Institute of C4artered Accountants of India was attach
ed to the Ministry of Finance, there was apparently ·no difficulty. , But 
after' its transfer to the' Ministry of Commerce, a view possibly- appears 
to. have been taken to the effect that it , is the Commerce Ministry that 
Will ma.ke the n?II}ination. Thus ~t is more a departmental question or 
a questwn pertammg to the relatwns of one Ministry with _another. I 
do eXl?e~ ~hat matters can be resolved by an understanding between 
the Mmwtnes an~ ther~' shm:ld be no_ reason for an outside agency, or 
at ·least a Commtttee hke thw, to redress matters. Having said this, I 
would rather advocate that Government should re-examine the whole 
matter and think_ in terms of r~ducing the number of nominated members 
and ~o away ~tth suc_h nommated element in course of time and the 
questwn of havmg d dtrect nominee on the Disciplinary Committee also 
may be reconsidered. - · - , - · · --

2_58. I have alr~a~y , indicated my different view regarding the.' sug
gest~on of the maJonty that the findings by the respective Disciplinary 
Bodies of _the two professions should go to the President of the Income
tax. Appellate Tribunal. 1 hold the view that such a procedure is .not 
<leszrable and matters must go to the _respective High Courts direCtly. -
Aut_omatic Disqualification. 

2~9. While I fully endorse the view that professional people w~ are 
t:OnVlcted and who are penalised for evasion of taxes, should_ be dealt 
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with strictly, the question o:t automatic removal requires a cautious exam!· 
nation. It may be that in particular instances necessary evidence may 
not have been adduced andfor marshalled and it may be that in such. 
cases, on a fuller examination, a different finding may possibly emanate. 
Apart from that, the question of matters involving moral turpitude and 
those not i,pvolving moral turpitude also requires to be considered and 
dealt with separately. I, therefore, feel that instead of suggesting a 
straight jacket scheme for removal, the proper remedy is to have 
such matters treated as breaches for the necessary examination at the 
hands of the respective disciplinary bodies, the final verdict being pro
nounced after filtration of the necessary material by" the High C01Lrts: 

260. The majority have observed that it was represented to the Com
mittee that some tax representatives aided and abetted tax evasion and 
tn the· class of "tax experts" they have bracketed Lawyers· and Charter
ed Accountants as well. Such a generalisation is not justified and the 
representations made do not speak of Lawyers and Chartered ·Accoun
tants. The majority have further expressed an opinion that any insti
gation or aid given by tax experts to assessees in resorting to tax evasion 
should be considered against · the professional ethics and they have 
referred to a study of the statement issued. by the Council of the Institute 
of Chartered Accountants in England and Wales.. As a professional man 
I can at once say that for both the professions, instigation or aiding of an 
assessee in resorting to tax evasion is absolutely unethical and stronpest 
possible view has been and would be taken by the respective authorities 
on complaints being made .in that behalf. I also do not feel quite happy 
in the general designation of tax experts being given to all classes 
of representatives including Lawyers and· Chartered Accountants. 
'I'he quotation of the precedent in the United Kingdom would give ;m 
indication that the position in our country is different. With the greatest 
respect I must point out that there is a lot of difference between the 
helping of a tax evader and advising an assessee to put matters right and 
bring in a settlement by a full disclosure: It must be the endeavour of 
everyone to see that a cleaner atmosphere obtains and this cannot be 
achieved without allowin~ a voluntary admission of the escape of income 

· and an opportunity of making good ·of loss to the State by paying the 
full amount of tax and starting with a clean slate. . There is no reason. 
why a professional man for the· purposes· of . direct taxation should not 

,handle the case of an· assessee who wants to put matters right and thPn• 
Jrtight be cases where he may be in the know of matters which the 
assessee may not have disclosed to him. . As to the precedent of the 
United ·Kingdom, I can say• from personal experience that in a number 
of cases professional·· people coming to know about evasive activities 
of the assessees and their persistence in such activities have refused to 
handle their cases in our country. I wish my .learned colleagues had 
taken due cognizance of .this aspect of the matter. I would also in this 
connection invite attention to my observations relating' to the discipli
nary enquiries made by the Council of the Institute of Chartered Accoun
tants of India and the· position that in practically each and every case 
the findings of the Disciplinary Committee of the Council were sustained 
by the respective High Courts .. In this light I would say that my learn
ed colleagues have been a bit unkind to the members of the two learned 
professions in India. .! . . 
Cost of Representation. I 

261. There "is yet another peculiar ·finding by the majority to the 
effect that at times the fees charged by the tax experts in regari to 
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assessees in the small income group are as much as and some times 
even more than the tax leviable on their clients. I do not know of any 
basic data on which such a finding could be based. In any event, no 

,evidence has been placed bef?re the Committee ~t any stage as. to. war-
rant such a finding. There IS another observation by the maJOrity to 
the effect that a portion of the fees is borne by the Revenue. This, to 
my mind is not a correct approach. In many cases the recovery by the 
State wo~d be much more . than the savings that could be effected in 

_ the case of the payer. 

The question of the fees charged by authorised representauves was 
discussed fully by the Committee. I would, _therefore, like to state the 
position quite clearly. A recommendation relating to the form?Llation 
of proposals for free advice to be made available to asses.~ees would h?._ 
perfectly in order. On the other hand, an attempt at the regulation ana
control of the fees payable to professional people would result in driving 
out the first-rate talent from practice or, in the alternative, introduce an 
element of. compelled dishonesty to those who would in such circum
stance resort to cash methods instead of receiving the fees officially. 
]>rofessional men who charge }ees are capable of charging them because 
of the service they render to their clients and it is they who with their 
full integrity account for taxation to the fullest extent. · I have made 
these observations keeping in view the fact that for such an important 
matter the position should be correctly stated, and I would add that· an 
artificial regulation. of fees or their allowanre for tax purposes would 
result in discouraging talent and giving encouragment to intermediaries 
who would act as go-betweens. On an ·overall consideration of these 
matters I feel that the question of paramount importance is whether we 
want to ·encourage the · honest professional man or we want to brin~ 
into existence a class of intermediarie~ and a class of brokers or a class 
of- persons who resort to cash transactions. 

' 
. 262. The majority have made yet another recommendation to the 

effect that they strongly disapprove of the tendency of Officers leaving 
the. Department for service in private firms as, in their opinion, it would 
.1~ad to abuse and even to corruption. Their further view appears to be 
that there would be a loss to. the State of the services of Officers who 
would have been trained on considerable expense by Government: . 'l'ht;y 
have also suggested that Government should take a policy decision m 
the matter and pr>event such employment. .JJ~ 

.. While I_ readily agree with the approach that a position which results 
tn corruptton should be definitely curbed and very strongly curbed, I 
do not ~now how employment in private firms as such could be prevent
-~d. It Is for Government to lay down the terms and conditions of servict! 
m such a way that. persons leaving the Department or retiring from the 
. J:?epart~ent would be put to a disadvantage if they accepted employ
ment m concerns. w~ose ~ssessments they themselves were ~an~g. 
The rec;o~enda~IOn m this behalf should again be in conformity w1th 
the ?-ecision relabng to the question of practice by retired officials er by 
officials :Vho leave. the Department before retirement, and one cannot 
shy definitely that every officer Leaving the Department or retiring from 
t e Depar?nent would be joining a private firm whose assessment he 
b~ h~ndling ?r that he would·be getting an employment because of the 
he aviOur whiCI:t he adopted in dealing with particular assessees when 
he was an _official. Such an approach would- cast a grave reflection on 

or:est offietals of the Department, Apart. fnm~ ~l'l~l? aspe~t, one should 



a1so remember that there are a number of cases where the best of ta1eiit 
is drawn away from private service into Government service and the 
reverse of the. position visualised by the ma:jority is also material for 
.consideration. I, would therefore say that on a proper analysis of the 
matter. the issue is not ·one in respect of which a generalisation is possi
ble and, hi any event; it is not quite correct to think in terms of prevent• 
ing employment as visUalised by the majority. · 

263. i cannot cori,Cliuie my observati6ns relating to this chapter with
out mentioning th¢ fact that it is the correct appreciation of '!Jalues which 
we so badly want in our country. It iS very e~sentia~ that the place which 
the professions ocCU.p1} in the cauntry should stand fully acknowledged 
and that unwarranted anct bt4eless S1f-f}gestions should not be made 
against them. 1 have given a full analysis of the position cts I view it 
and I do hope that Government, when taking decisions in respect of these 

tlmatters, will give full consideration to the various issues analysed by 
me. 



cHA!'T9 IX 

PUBLIC RELATIONS 

264. The approach to the question of public relattons should be a 
fundamental one and it should be an approach of actual practice and not 
of precept only. The whole lay:-o:ut of the ~axing statut~s, their admi
nistration, the contents, the prOVtStans govermng all the dtrect taxes and 
the procedures laid down should be such that they should. speak loudly 
about the public relations and nurse and foster public relations instead of 
hindering them. · · · 

. . 
265. While discussing the various chapters I have made relevant com

ments. But I should like to lay emphasis on the fact that I have readily.j 
agreed to the provisions for dealing with departmental officers to be so 
drafted as to leave the initiative and action in the hands of the Central 
Board of Revenue itself. The laws of the other countries viz.; U.S.A., 
and the U.K." contain specific provisions for dealing with acts of delin
quent, corrupt or harassing tax officials· at any level. But in making the 
recommendation the Committee as a whole thought it fit to leave this 
initiative and discretion in the hands of the Central Board of Revenue 
itself because, as I understand matters, this approach was vitally neces
sary in the interest of nursing and fostering· public relations and for that 
purpose the gesture from the taxpayer of this nature should be there. 
I am not quite happy about the approach made by the majority in making 
their recommendation and drawing their conclusions relating to the 
learned professions, viz., the profession of law and profession of Accoun· 
tancy. I have made my detailed comments under the Administration 
Chapter in this behalf. Similarly while full attention has been bestow· 
ed upon the quest~on of evasion and tackling, and rightly so, a similar 
consideration in respect of the administration is not made with that 
degree of force. It is quite apparent that persons in power are in a much 
better position and it is the citizens who require to. ~e protected. This 
aspect requires to be loudly stated and it is particularLy so for the honest 
taxpayer. I cannot do better justice to this matter than quote two Ex
Ministers of the Government of India. In so doing I shall be reproducing 
a part of the discussions also that took place in the Parliament. 

266. The Honourable Shri T. T. Krishnamachari observed as under:-; 

"I wish today to touch on one or two aspects· of the financial admi
nistration of this country, namely the question of adminis
tration of the Income-tax department, the problem of prices 
and inflation. There is a third matter on which I would 
like to touch if there is time, namely the provisions of clause 
4(d) .of the Finance Bill on which subject a lot of promises 
were made last year about this time in this House-promises 
which, in the usual way, have not been implemented even 
to a degree. 1 

On this question of Income-tax administration i must say that 
while many Members of this House and I in common with 
them feel that the administration should be tightened up 
so as to avoid evasion by the bigger people, I do not share. 

558 



the feeling thcit the administration should adopt a punitive 
attitude towards assessees. There is a , considerable differ
ence of outlook in the matter of this admirilstration between 
a country like the United Kingdom and· our own country. 

·In the United. Kingdom the honest assessee is nursed, so 
that honesty in the matter of submitting returns is a thing 
which is more or .less. rewarded.. It often· happens in that 
country that though the scale of taxation is very heavy and 

· ·does not leave in the case of large incomes a surplus of per
haps more than 6 pence in the pound, it is made worth 
while for people to earn money because of the allowances 
that are given in order to help them to earn; 'So much so 
.that some of the people who earn large amounts, well, think 
there is a way of life and even though they would not have 
a surplus it would not matter. On the other hand, in our 
country we have yet to imbue the Income-tax Department 
with a spirit that they should approach the assessee, the 
smaller assessee,. the .honest assessee, with an offer of help, 
help him· to tide over his difficulties in a correct manner by 
offering him technical advice where necessary. On the other 
hand, my experience has been that the honest. assessee, the 
smaller assessee is penalised by vexatious restrictions and 
harassing assessments--whereas the dues from the large 
assessee, as is disclosed by my hon. friend Mr .. Tyagi today, 
u; compounded for his having cheated the . Government 
successfully. over a period of years of the ta;c that is due 
from _him. And often times I ha've heard that people· who 
have earned crores of rupees have their dues compounded 
for Rs. 20 lakhs and are given a period of two, three or four 
years to pay that money. Therefore, I think that unless at 
the top the Minister himself takes the matter in his hand 
and directs his officials to encourage people to submit returns 
honestly made up and to encourage officials to help these 
people, I am afraid- i! will become increasingly difficult 
ior the Government to administer this tax department. Fcir, 
if one class of people successfully evade taxes I do not think 
the men with lower cla~ses. who have to pay taxes would 
pay it, at any rate willingly. · . 

Again, there is another matter of the same nature in which 
assessees are harassed. A partnership might be recognized 
by law. Partners might be liable in certain matters for being 
members of a partnership; they may ·be liable because they 
are members of a partnership firm, but. the income-tax autho
rities have got a totally different law for themselves. Often 
they refuse to recognize the firms; they refuse to register 
:-hem and even though the· legal liability of the partners 
In respect of the transactions towards the uublic and busi
ness institutions remain, the income tax people refuse to 
reco~ize them and they go on assessing one of the partners 
as an individual arbitrarily. · . 

Another matter came to light the. other day. ·I .heard that th~ 
Ji'inance Department sent a notification that they proposed 
to amend the form of return so as to include a provision fo'l' 
assessees to disclose their non-taxable incomes. After the 
i~sue of that notification, the Income-tax Administration in 
one circle at any rate issued a circular to their assessing 



officers thai aii credits to the-account oi the_ assessee miist t@ 
taxed as income and the asse~;see must be ·left to go to a 
court of appeal and get a redress, if necessary. It may be 
that I am not able to prodace the circular but I have oeen 
assured on very good authority that that circular has been 
issued. What happens? It happens that the Appellate 
Assistant Commissioner. . . • 

• THE MINISTER OF STATE FOR FINANCE (SHRI '.rYAGI): 

Can the Hon. Member give the approximate date? 

SHRI · T. T. KRISHNAMACHARI: My hon. friend Mr. Tyagi is new 
to the Department .. If it is possible for us to get the date and the circular, 
I would exhibit it, but it if! rather difficult. , · 

SHRI TYAGI: Did it happen 2 or 3 months ago? 

SHRI T. 'f. KRISHNAMACHARI: I have been told about 1t oa 
very good authority and my hon. friend must rest content 

· there. If he does not believe me, it is roy misfortune. 

What happens is that thereafter the matter has to go to the Appel-
- late Assistant Commissioner. Today as things stand, it 

takes about a year before the Appellate Assistant Commis
sioner can decide and in nine cases out of ten, the Appellate 
Commissioner decides against the assessee. In the one case 

. that he· decides in favour of the assessee, the Department 
appeals to the TribunaL The Tribunal takes about two 
years to dispose of matters, as the pendency is today. As 
in matters of law, similar to the one I mentioned either .in 
the case of joint family or in the case of non-recognition of 
a partnership firm or otherwise, the question will go to the 
High Court and then to the Supreme Court by reason of the 
provisions of the Constitutioin. .It happens in the case of· 
a person who is affected, he has got to wait probably 6 or 7 
years, before the assessment is finalised spent large sums of 
money and pay lawyers and that is his reward for being 
honest. I might also state in this connection that an audited 
account has absolutely no value in the ·eyes of the lncom~ 
tax Department. I remember on one occasion a high officer 
of the Income-tax Department while considering the provi
sions of a .J3ill for regulating the profession of auditors sai~ 
1 hat he cannot recognize their association because he said 
that he will not recognize an association of shopkeepers as 
having any particular status. That is the attitude of the 
Department to audited accounts. That is what . I would like 
to say briefly to the Hon. Finance Minister and if he wants 
to encourage people to be honest, then I say the honest people 
must be nursed and unless the outlook of the Income-tax 
Department radically changes, . the category_ of honest 
assessees would undoubtedly become less and less because 
we are putting a permiuro on dishonesty by the manner we 
treat honest people." · · · · . , 

267. The Honourable Shri K. C. Neogy, while speaking on the Income
tax and Business Profits Tax ·(Amendment) Bill in 1948, observed that 
Income-tax waS' the most unpopular form of taxation all the world, over. 
He remembered to have read in a book by that well-known Income-tax 
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expert Prof. Seligman that i~ his e~erience people. w~o would ne,rer 
be considered capable of tellmg a lie would unhesitatmgly pu_t down 
their signature to a false income-tax return.. Therefore, _tax evasion was -
not peculiar to this country. It was an evil that prevailed all over t!:Je 
world in larger or lesser degree. He stated that we had better look 
forward to a regime of greater co-operation between the Department and 
the assessees. . 1 

268. As I view the matter, it is one of 'a responsive co-operatio·n and 
the initiative may as well come from the citizens though it is they who 
require to be protected. Actually, the honest taxpayer does all that 1>.e 
can to nurse an atmosphere of mutual co-operation and trust. But it 
is he alone who suffers and he alone can voice in strong terms his feel
ings. It is the evader, on the other hand, who would be ver.y meek and 
~1vould try to get out of the situation by apparently looking sub~issive. 

It is my personal expeJ;ience that we have the best 'of people in the 
Income-tax administrative service. It is. all a question of how one 
approaches the matter; if the attitude of the taxpayer is one of giving 
the fullest co-operation · and submitting the fullest particulars to the 
Department, I believe the Department cannot but come out with respon
sive co-operation. But there are over-enthus;astic officers as well who 
might at times step the bounds of reasonableness and create difficult. 
situations. Amongst the assessee class also there are citizens who haye 
discharged their dues _ fully and very honestly-. There are citize11s who 
continuously evade taxes. Among the learned professions on t];J.e wholP., 
as- the Committee itself found, the large majority have_ exhibited com
plete integrity. There are black sheep everywhere .and- for the misdeeds 
of a few, to label the whole community as bad, is not desirable. We 
have come to such a position in our country that one should_ take stock 
of the situation in a very dispassionate way, qnd without allowing fee1-

. ings or sentiments to ha11e a sway, if we an think in terms of contri.
buting our best and nursing methods of integrity and clean practices in 
all spheres we shall certainly be able to create a better atmosphere. Tt 
is not as if a person is above reproach if he happens to be the admini~
trator with power and it is also not true to sau that the taxpauer or f! 
particular section thereof, as a class, is bad and wantina in social beha
viour. There is a sort of· curtain which requires to be torn off and 
correct values _require to be reflected. It is only by doing this that we 
~hall have nchteved a cleaner atmosphere not onlu for t11e -tn."C adminis
tTaticn and collection, but -for thH countT?J ns a 1vholl!. 

I 
. The 25th November, 1959. 

·" 
Submitted at the time of 

signing the Report,-

G. P. KAPADIA . 

---·-·--
NoTE.-_ Appendices to the .Mem0ran<lum of Dissent, Cqmments. and 

Recom~endatioins by Shri G. P. Kapadia have not been printed, 
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