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PREFATORY REMARKS 

As mentioned in the p refato ry remarks of Volume 1 of the 
Audit Report on R evenue Receipts of the Union G o vernment, 
the results o f aud it o f receipts under Direct Taxes are presented 
in this separate volume. The Report is arranged in the following 
order :-

(i) Chapter I sets o ut statistica l and other information 
relating to Dir~ct Taxes. 

(ii) Chapter 2 mentions the results o f a udit of Co rpo ra tion 
Tax . 

(iii) Chapter 3 deals, s imila rly, with the po int that arose 
in the audit of J ncome-ta x receipts. 

(iv) Chapter 4 relates to Wealth-tax, Gift-tax and Estate 
Duty. 

The points bro ught out in this Report are those wh ich have 
co me to notice during the course of test a udit. They a re not 
intended to convey or to be understood a s conveying any general 
reflection on the working o f the Department concerned. 

(vi) 
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+ CHAPTER l 

GENERAL 

I.O J Receipts under various Direct Taxes 

The tota l proceeds fro m Direct Taxes for the year 198 1-82 
amounted to Rs. 3, 785. 62* crores out of which a sum of 
Rs. 1,034.20.crores;was assigned to the States. The figures for the 
three years 1979-80, 1980-81 and 1981-82 are given below :-

020 Corporation Ta it . 

02 1 Taxes on Income other than 
Corporation Tax . 

023 Hotel Receipt Tax 
028 Other Ta:ites on Income and 

E:itpenditure 

031 Estate Duty . 

032 Taxes on Wealth 

033 Gift Tax 

GROSS TOTAL 

less share of net proceeds assigned 
to the States : 

lncome-tax . 

Estate Duty . 

Hotel Rceeipts Tax 

TOTAL 
NET RECEIPTS 

1979-80 

1391.90 

1340.31 

0 .01 

14.05 

64.47 

6.83 

2817.57 

864.88 

10.94 

875.82 
1941.75 

(Jn crores of rupees} 

1980-81 

1377.45 

1439.93 
t 

(- )0.09 

89.59 

16.31 

67.43 

6.51 

2997.13 

1001.97 

12.38 

1014.35 
1982.78 

1981-82 

1969. 96 

1475 . 50 

2.32 

£ 
231 .67 

20 .31 

78. 12 

7.74 

3785.62 

1016.88 

16. 50 

0 .82 

1034 .20 
2751 .42 

*Figures furnished by the Controller Genera l of Accounts arc provisional. 

tRs. 30 . 69 lakhs received under this Major Head "023- Hotel Receipt 
Tax" was to be sban:d with states. P rovisiona l allocation for sharing was 
made for Rs. 40. 01 lakhs of estimated receipts which gave rise to a ocgetive 
figure of R~. 0. 09 crore. 

£includes Rs. 231. 63 crores on account of receipts under Interest-tax. 
This tax was discontinued with effect from 28 February 1978 but r.imposed 
with effect from 30 June 1980. 
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The·-gross receiptstunder Direct Taxes during 1981-82 went 
up by Rs. 788 .49 croresf when compared with the receipts during 
1980-8 1 as against an increase of Rs . 179 . 56 crores in 1980-81 
over those for 1979-80. Receipts under Corporation Tax 
registered an increase of Rs. 592 . 51 crores while receipts unuer 
"Taxes on income other than Corporation Tax" accounted for 
a n increase of Rs. 35 . 57 crores. 

1.02 Variations between budget estimates and actuals 

( i) The actuals fo r[ the year 1981-82 under the Major heads 

'020- Corporation Tax', '031-Estate Duty', '032-Taxes on 

Wealth' and '033-Gift Tax' exceeded the budget estimates. 

The figures for the years fromil 977-78 to 1981-82 under the 

various heads are given below :-

Yea r Budget Actuals Variation Percentage 

e>timat.::s of variation 

1 2 3 4 5 

(f n crores of rupees) 

-020- Corporation Tax 

1977-78 1298 .~o 1220.77 (-)77.43 (- )5.96 

1978-79 144 1.90 125 1. 47 (-)190 .43 (- )13.20 

1979-80 1529 . 50 1391.90 (-)137.60 (- )8 .99 

1980-81 1515 .00 1377. 45 (-)137.55 (- )9.08 

1981-82 1690.00 1969 . 96 279.96 16.56 

02 1- Taxes on Income etc. 

1977-78 1038.20 1002 .02 (-)36. 18 (-)3 .48 

1978-79 11 34 . 80 11 77. 39 42.59 3.75 

1979-80 1247 . 10 1340.31 93. 21 7.47 

1980-81 1426 .00 1439.93 13.93 0.98 

1981-82 1559 .00 1475.50 (- )83.50 (-)5 .36 

03 1- Estate Duty 

1977-78 10.75 12 .30 1. 55 14 42 

1978-79 11.00 13.08 :'..08 18. 91 

1979-80 12.00 14.05 2.05 17 .08 

1980-81 13.00 16 .31 3. 31 25.46 

198 1-82 15.00 20.31 5.3 1 35 . 04 

t 

~ 

..... 
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032- Taxes on Wealth 

1977-78 
1978-79 
1979-80 
1980-81 
1981-32 

033- Gift Tax 

1977-78 
1978-79 
1979-80 
1980-81 
1981-82 

54.90 
55.00 
60.00 
65.00 
66.00 

5.50 
5.75 
5.75 
6. 25 
6.25 

3 

48 .46 
55. 41 
64.47 
67. 43 
78. 12 

5.55 
5.85 
6.83 
6.51 
7.74 

(- )6.44 
0.41 
4.47 
2.43 

12 . 12 

0.05 
0. 10 
1.08 
0.26 
1.49 

(- ) 11 .73 
0.75 
7.45 
3.74 

18. 36 

0.91 
0.18 

18. 78 
4. 16 

23.84 

(ii) T he details of variations under the heads subordinate 
to the Major Heads 020 and 021 for the year 1981-82 arc given 
below:-

020-Corporation Tax 

(i) Income-tax on companies . 

(ii) Surtax 
(iii) Surcharge 
(iv) Receipts awai t ing t ransfer 

lo other minor heads 
(v) Other receipts . 

T OTAL 

02 1- Taxcs on income other 
than Corporation Tax 

Budget Actuals Increase Percentage 
( + )/ of 

short f.:11 variation 
(- ) 

2 3 4 5 
( In crorcs of rupees) 

1648 .00 1849.00 
38.00 48.73 

67.26 

0 .01 
4.00 4 .96 

1690 .00 1969.96 

201.00 
10.73 
67.26 

O.Ol 
0.96 

279 .96 

12.20 
28.24 

24.00 

16. 56 

(i) Income-tax 1405. 00 1353. 12 (- )51.88 (- )3. 69 
107.95 (-)33.05 (-)23.44 (ii) Surcharge 14 l . 00 

(iii) Receipts awaiting transfer 
to other mino r heads 

·(iv) Other receipts . 13.00 
0.53 

13.90 

0 .53 
0 .90 6.92 

{v) Deduct share of proceeds 
assigned to States 1114.72 1016.88 (- )97 .84 (-)8.79 

T OTAL 444.28 458 .62 14.34 3.23 



4 

1.03 Analysis of collections 

Under the provisions of the Income-tax Act, 1961 , income
tax is chargeable for a ny assessment year in respect of the total 
income of the previous year at the rates prescribed in the a nnua l 
Finance Act. The Act, however, provides for pre-assessment 
collection by way of deduction of tax at source, advance tax and 
payment of tax on self-assessment. The post-assessment collec
tion is of residuary taxes not so pa id. 

(i) The break-up of to ta l collectio ns of Corporation Tax a nd 
Taxes on income other than Corporation Tax, during 1981-82 
as furnished by the Ministry of F inance, is as under :-

Pre-assessment and post-assessment collection of tax* during 
1981-82 :-

(i) Deduction a t source 
(ii) Ad• ance tax . 

(iii) Self-assessment 
(iv) Regular assessment 

(ln crores of rupees) 

£li45 . 18 
2288. 38 
333.05 
326.90 

Besides, the Ministry of Finance have intima ted tax collection 
of R s. 80. 39 crores representing Surtax, Other Receipts and 
Receipts awaiting transfer to other Minor Heads, and Refunds 
of Rs. 428. 44 crores. 

(ii ) The details of deduction at so urce under broad cate
gories are as under :-

1. Salaries 
2. Interest on securities 
3. D i'fidends 
4. Lottery or cross-word puzzles 
5. H orse races 
6. Payment to contractors & sub-contractors 
7. Insurance Commission 
8. Other items 

(In crores of rupees) 

233 . ~g 

148.42 
88.41 
4.14 
2.00 

124.70 
4 .84 

23!1.09 

*Figures furnished by the Ministry of Finance a re pro'fisional. 

£Includes surcharge. 

. . 
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(iii) Advance Tax- Demand raised and co llected by way of 
advance tax during 1981-82: 

(Amount in crores of rupees) 

(i) Tax payable by way of advance tax during 198 1-82 as 
per statements received, self estimates or revised esti-
mates filed and notices issued 2338 

(ii) D emand collected out of (i) 2046 

(iii) Arrea rs o ut of (i) on 31 March 1982 292 

1.04 Interest 

The Act provides for payment o f interest by the assessees 
for certa in defau lts such a s delayed submiss ion of re turns, delayed 
payment of taxes etc. In some cases such as those where advance 
tax has been pa id in excess or where a refund due to the assessee 
is delayed, Government have a lso to pay interest. 

The pa rticular of interest levied and interest paid by Govern
ment under d ifferent provisions of the Act are given below :-

(In crores of rupee,,) 

(a) The tota l amount of interest levied under various provi
sions of the rncome-tax Act during the year 1981-82 

(b) Of the amount of interest levied, the amount : 

(1) Completely waived by the department 

(2) Reduced by the department 

(3) Collected by the depa rtment 

(c) The tota l amount of interest paid : 

( I) On advance tait paid in excess of assessed tait 

(2) On delayed refunds 

(1) Where no claim is needed for refund 

*Figure furn ished by the Ministry of F inance is provisional. 
S/19 C&!IG /82- 2 

19l. 30 

I I .SS 

93 .97 

17.91* 

12 . S3 

0 .23 

72 .32 
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1.05 Cost of collection 
(i) The expenditure incurred during the year 1981-82 in 

collecting Corporation Tax and Taxes on Income other tha n 
Corporation Tax, together with the corre ponding figures for 
the preceding three years is as under :-

(In crorcs of rupees) 

Gross Expenditure 
collections on 

collections 

020- Corporation Tax 

1978-79 125 1.47 5.68 
1979-80 . 1391. 90 5 .93 
1980-81 . 1377.45 6 .78 
1981-82• . 1969.96 7.64 

021-Taxes on income etc. 

1978- 79 l 177.39 47 .59 
1979- 80 . 1340.31 41. 48 
1980-81 . 1439 .93 47 .50 
1981-82• . 1475 . 50 53.48 

(ii ) The expenditure incurred <l uting the year 1981-82 in 
collecting other direct taxes i.e. Taxes on Wealth, Gift-tax and 
E~tate Duty and the corresponding figures for the preceding 
two years are as under :-

(In crores of rupees) 
Gross Expenditure 

collections on 
collections 

03 1-Estatc Duty 

1979- 80 . 14 .05 1.05 
1980-81 J 6.31 1. 21 
1981-82•. 20.31 1.36 

032-Taxes on Wealth 
1979- 80 . 64.47 3.69 

1980-81 67 .43 4 .22 
1981-82• . 78 .12 4.75 

033-Gifl Tax 
1979-80 . 6.83 0 .53 
1980-81 6 . 51 0 .60 
1981-82* . 7.74 0.68 

•Figures furnished by the Controller Genera l of Accounts are provisional. 

1 
-' 

.... 
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1.06 Number of assessees 

(i) /11come Tax 

7 

Under the provisions of the Income-tax Act, 1961, tax 
is chargeable on the total income of the previous year of every 
perso n. The term ' person' includes an individual, a Hindu 
undivided fam ily, a company, a firm, an association of persons 
or a body of ind ividua ls, a local authority and an a rtificial juridical 
person. 

For the assessment year 1981-82, no income-tax was payable 
on a total income not exceeding Rs. 12,000 except in the case of 
registered firms, co-operative societies, local authoritie and 
companies. 

(a) The total number of assessees in the books of the 
department was 46,60,865 as on 31 March 1982 as against 
45,94,425 as on 3 1 March 198 1. The break-up of the assessees 
u n the said two dates was as under :-

As on 31 As on 31 
March 198 1 March 1982 

individuals 34,89,377 35,21,156 

Hindu undivided families • 2,34,483 2,32,521 

Firms 7,53,718 7,86,321 

Companies 44, 125 46,335 

Others 72,722 74,532 
-----

TOTAL 45,9'1,425 46,60,865'" 
- - --

(b) The numbers'~ of trust assessees in the books of the depart
ment as on 31March198 1 and 31 March 1982 were as follows :-

As on As on 
31 March 31 March 

1981 1982 

(i) Public Charitable trusts 29,737 30,467 

(ii) Discretionary trusts 2,486 2,786 
(iii) Specific t rusts (where beneficiaries' 

shar~ a re determinate a nd known) 8,464 10,502 

TOTAL 40.687 43,755 

*Figures ruraishcd by the Ministry o r Finance arc provisional. 



(c) The following ta ble iodicates the break-up of the assessees according to sla bs of inco me :-
. --- ... - -- ·- ----- - ---- - -----

Individuals Hindu Finns 
undivided 

Companies Others To tal 

families 

(a) Below taxa ble iimit 9,22,190 51,352 1,10,003 23,023 37,793 11,44,361 

(b) Above taxable limit but upto Rs. 25,000 17,5 1,912 1,17,591 3,0 1,916 10,575 23,032 22,05,026 

(c) Rs. 25,001 to Rs. 50,000 6,77,820 47,610 2,17,781 3,713 9,749 9,56,673 

(d) Rs. 50,00 1 to Rs. 1,00,000 .1,51 ,886 14,254 1, 18,617 2,780 2,882 2,90,419 

(e) Rs. 1,00,00 I to Rs. 5,00,000 16,448 1,67 1 36,353 3,427 960 58,859 

(f) Above Rs. 5,00,000 900 43 1.65 1 2,81 7 11 6 5,527 
-- -

TOTAL 35,2 1,156 2,32,521 7,86,321 46,335£ 74,532 46,60,865* 
00 

*Figures furnished by the Ministry of F inance a re provisional. 

£Includes private discretionary trusts and public charitable trusts . 

f t ,, 
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(/'t) Wealth Tax 

Under the provisio ns of the Wealth-tax Act, 1957, 
wealth-tax is levied for every assessment year on the net wealth 
of every individual a nd Hindu undivided fa mily according to 
the ra tes specified in the schedule to the Act. No wealth-tax is 
levied on companies with effect from 1 Apri l 1960. 

For the assessment year 1981-82 no wealth-tax was payable 
where the net wealth is less tha n Rs. 1. 50 lakhs. 

T he numbers of wealth-tax assessees in the books of the 
department as on 31 March 198 1 and 31 March 1982 were 
as follows :-

As on 31 As on 31 
March 1981 March 1982 

Individuals 3,38,763 3,57,6S2 

Hindu undivided families . 51,420 53,649 

Others 143 86 

TOTA!. 3,90,326 4, 11,387 

---

(iii) Gift Tax 

Under the provisions of the Gift-tax Act, 1958, gift-tax 
is levied according to the rates specified in the schedule for every 
assessment year in respect of gifts of movable or immovable 
p roperties made by a person to another person (including Hindu 
undivided fa mily or a company or an association of persons or 
body of individuals whether incorporated or not) during the 
p revious year. 

During the a ssessment year 1981-82 no gift-tax was payable 
where the value of taxable gifts did not exceed Rs. 5,000. 
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The numbers of gift-tax assessment cases for the years 
1980-81 and 1981-82 were as follows :-

1980-81 
1981- 82 . 

(iv) Estate Duty 

.59,123 
70,049• 

Under the provisions of the Estate Duty Act, 1953, in 
the case of every person dying after 15 October 1953, estate 
duty at rates fixed in accordance with Section 35 of the Act is 
levied upon the principal value of the estate comprised of all 
property settled or not settled including agricultural land which 
passes on the death of such person. 

During the assessment year J 981-82, no estate duty was 
chargeable where the principal value of the estate passing on 
death, did not exceed Rs. 50,000 

The · numbers of estate duty assessment cases for the 
years 1980-81 and 1981-82 were as follows 

1980 81 . 
1981-82 . 

l . 07 Public Sector Undertakings 

(1) No. of Public Sector undertakings (inclu
ding nationalised banks) out of the com
pnnies asscssees, assessed to tax during 

33,889 
36,295• 

Central State 
Govt. Govt. 

undertakings undertakings 

the financial year 1981-82 . . . 189 472 

(2) Tax paid by these undertakings during 
the financiai year 1981 -82 

(ln crores of rupee') 

(I) Advance tax . 721.09 27 . .51 

(II) Self assessmen t tax 96.80 3.42 

(Iii) Regular tax paid in 198 1-82 out of 
arrear and current demands .50. 65 5.63 

(Iv) Surtax 15.08 1.03 

(v) Interest tax 268.65 0 .73 

TOTAL 1152. 27 38.32 

• Figures furnished by the Ministry of Finance are provisional, 
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1.08 Foreign company assessees 

(i) Cases where returns had been filed for the assessment 
yea r 1981-82 and assessments completed, as on 31 March 1982 :-

(i) No of foreign companies 

(ii) Income returned 

(Ill) Income a~sessed 

(Iv) Gross demand . 

(v) Demand outstanding out of (iv) as on 
31 March 1982 

(vi) Tax paid upto 31 March 1982(iv- v) 

Number 

209 

Amount 
In crores 
of rupees) 

25 

28 

9 

9 

(ii) Cases where returns had been filed for the assessment 
year 1981-82 but assessments were pending as on 31 March 1982. 

(I) No. of foreign companies 

(ii. Income returned 

(iii) Gross demand, being tax due on 
income returned 

(iv) Demand outstanding out of (iii) a5 on 
31March1982 

(v) Tax paid upto 31 March 1982 (iii- iv) . 

Number 

426 

Amount 
(In crores 
of rupees) 

1:2 . 
(-)6 

·15 

I 

44 

(iii) Cases where no returns had been filed for the assess
ment year 1981-82, as on 31 Ma rch 1982 :-

N11mber of foreign companies 401 

1.09 Arrears of assessments 

The limitation period for completion of assessments is 2 year' 
in the case of Income-tax, 4 years in the case of Wealth-tax and 
Gift-tax and 5 years in the case of Estate Duty. 
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(i) Income-tax including Corporation Tax 

(a) The numbers of assessments completed out of arrear 
a ssess ments and out of current assessments during the past five 
years a re given below :-

Number of assessments completed 
Financial Number 

year o f assess- Out of O ut of Total Percen- Number 
ments for current arrears tage of assess-
disposal men ts 

pending 
at the 
end of 
the year 

1977-78 55,81,355 25,72,678 14,71 ,135 40,43,813 72.5 15,37,542 

1978- 79 52,35,891 21,07,544 12,02,783 33,10,327 63.2 19,25,564 

1979-80 57,89,055 18,97,276 15,92,514 34,89,790 60.0 22,99,265 

1980-8 1 65,91, 180 J8, 12,511 22,22,702 40,35,213 61. 2 25,55,967 

1981-82 72,08,405 20,05,194 25,42,522 45,47,71 6 63 .0 26,60,689 

(b) Category-wise break-up of the total number of assess
ments completed during the years 1980-81 and 1981-82 was as 
under :-

1980-81 1961-82 

Scrutiny assessments 9,53,757 10,89,620 

Summary a ssessments 30,81,456 34,58,096 

T OTAL 40,35,21 3 45,47,71 6 

(c) Status-wise break-up of income-tax assessments completed 
during the years 1980-81 and 1981-82 was as under :-

1980-81 1981-82 

(/) Individuals 30,58,611 35,04,796 

(ii) Hindu undivided families . 2,06,836 2,11,264 

(iii) Firms 6,70,533 7,29,501 

(iv) Companies 44,937 47,238 

(v) Association of persons etc. 54,296 54,917 
---

T OTAL 40,35,213 45,47,71 6 

,... \. 

1 

j 
~ 

• 

" 
,_;,. 
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(d) Assessment year-wise position of pendency of income
tax assessments at the end of the last two years was as under :-

As on 31 As on 31 
March March 
1981 1982 

1977-78 and earlier years 43,668 26,481 

1978-79 94,465 30,278 

1979-80 6,20,980 l,68,843 

1980-81 17,96,854 7,46,916 

1981-82 16,88, 171 

TOTAL 25,55,967 26,60,689 

(e) Category-wise break-up of pending income-tax assess
ments as on 31 March 1981 and 31 March 1982 was as under :-

As on 31 As on 31 
Mn rch March 
1981 1982 

Scrutiny assessments 8,80,128 9,88,100 

Summary assessments 16,75,839 16,72,589 

TOTAL 25,55,967 26,60,689 

(f) Status-wise and year-wise break-up of pendency of income 
tax assessments in respect of various assessment years as on 
31 March 1982 was a s under :-

Status 

(a) Company assess-

1977-78 1978-79 1979-80 1980-81 1981-82 Total 
and 
earlier 
years 

ments 3,074 J ,315 4,010 19,145 28,3 17 55,861 

{b) Non-company 
assessments . 23,407 28,963 1,64,833 7,27,771 16,59,854 26,04,828 

T OTAL . 26,481 30,278 1,68,843 7,46,91 6 l 6,88, 171 26,60,689 
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The number of assessment cases to be finalised as on 3 J March 
1982 has increased as compared to that at the close of the previous 
year. The number of assessments pending as on 31 March 1982 
was 26. 61 lakhs as compared to 25. 56 Iakhs as on 3 I March 
1981 and22.99 lakhsason3l March 1980. Ofthe26.61 lakhs 
of pending cases as many as 16. 73 lakhs cases related to 
summary assessments. 

(ii) Wealth-tax, Gift-tax and Estate duty 

(a) The total numbers of wealth-tax assessments completed 
during the years 1980-81 and 1981-82 were as under :-

1980-81 198 1-82 

J ndividuals 2,58,461 3,37,255 

Hindu undivided famil ies 39,143 50,917 

Others . 72 9,039 

TOTAL • 2,97,676 3,97,211 

(b) The numbers of gift-tax assessments completed during 
the years 1980-81 and 1981-82 were as follows :-

1980-81 1981-82 

Individua ls 58,904 67,095 

Hind undivided families 1,550 1,660 

O thers 108 209 

TOTAL 60,562 68,964 

(c) The number of estate duty assessments completed during 
the years 1980-81 and 1981-82 were as under:-

1980-81 

198 1-82 

*Figures fu rnished by the Ministry of Finance are provisional, 

32,428 

35,257 

j 
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The break-up of the estate duty assessments completed during 
the year 1981-82 according to certain slabs of principal value of 
estate is given below:-

Principal value of property 

(J ) Exceed ing Rs. 20 lakhs 

(2) Between Rs. JO lakhs and lls. 20 lakhs 

(3) Between Rs. 5 lakhs and Rs. JO Iakhs. 

(4) Between Rs. J lakh and R s. 5 lakhs 

(5) Between Rs. 50,000 and Rs. I lakh 

(6) Below Rs. 50,000 

TOTAL 

Number 
of assess
menh 
com
pleted 

21 

82 

'.148 

6,897 

6,918 

20,791 

35,257 

(d) Assessment year-wise details of wealth-tax, gift-tax 
and estate duty assessments pending as on 31 Marnh 1982 are 
given below :-

N umber of assessments pending 

Wealth- Gift-tax Estate 
tax duty 

1977-78 and earlier years 13,71 2 3,079 7,886 

1978-79 73,713 5,462 3,810 

1979-80 96,086 8,939 5,857 

1980-81 1,28,513 15,493 6,778 

1981-82 2,55,357 20,127 12,250 

T OTAL 5,67,381 53,100 36,581 
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l . 10 Arrears of tax demands 

The Income-tax Act, 1961 provides that when any tax, interest, 
penalty, fine or any other sum is payable in consequence of any 
order passed under the Act, a notice of demand shall be served 
upon the assessee. The amount specified as payable in the 
notice of demand has to be paid within 35 clays unless the time 
for payment is extended by the Income-tax Officer on applica
tion made by the assessee. The Act has been amended with 
effect from 1 October 1975 to provide that an appeal against an 
assessment order wo uld be barred unless the admitted p ortion 
of the tax has been paid before filing the appeal. 

(i ) Corporation Tax and Income-tax 

(a) The to ta l demand of tax raised and remaining uncollect
ed as on 31March 1982 was Rs. 1239.33 crores including Rs. 
262.49 i:rores in respect of which the permissible period of 
35 days had not expired as on 31 March and Rs. 8 . 70 crores 
claimed to have been paid but remaining to be verified/adjusted, 
Rs. 21 I. 41 crores stayed/ kept in abeyance and Rs. 15. 64 crores 
for which instalments had been granted by the department and 
the Courts. 

(b) Demands of Income-tax (including Corporation Tax) 
stayed a'> on 31 March 1982 on account of appeals and revision 
petitions were as under :-

(l) By Courts 

(In crores of rupees) 

16. 01 

(2) 

(3) 

(4) 

Under Section 245F(2) (applications to Settlement Commission) J 8.43 

By Tribunal 

B y income-tax autho ri ties due to :

(i) Appeals and revisions 

(II) D o uble income-tax claims . 

(Ill) R estriction on remi ttances-Section 220(7) 

(fr) Otl'ler reasons . 
TOTAL 

8 . 54 

119.90 
3.55 

2 .95 

42. 0 t 
2 11 .4 1. 

•Figures furnished_ by the Min istry of Finance a re Provision::? I. Figures for 
two Co.n:uission~rs ch1rges are awaited. 

-

-·-

.. 
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(c) The amounts of Corporatjon Tax, Income-tax , interes.t 
and penalty making up the gross arrears and the year-w ise 
details thereof are given below :-

(ln crores of rupees) 

Corpora- Jncome- fnterest Penalty Total 
tion tax tax 

Arrears of 1971-72 
and earlier years . j 6.39 44. 02 12. 75 12 .76 85.92 

1972-73 to 1978-79 . ~0.28 134. 70 62.74 39.46 267 .1 8 

1979·80 25.09 53.81 28.52 13. 93 121 .35 

j 980-8 1 50.5 1 86.91 55.26 18.94 21 J.62 

1981-82 189.47 194 . 51 114 . 16 18.87 5 17 .0l 
---- ---- - --

TOTAL 3 1 I. 74 5 13.95 273 .43 103.96 120'.1.08* 
. --- . - - - -

(d) The following table gives the break. up of the gross 
a rrears of R s . .1239. 33 crores by certain slabs of income. 

Number Total 
of arrears 

asscssecs of tax 
(entries) (in crores 

of rupees) 

Upto Rs. I lakh in each case . 27,30.788 601 .51 

Over Rs. I lakh upto Rs. 5 lakhs in each case 7. 173 122. 88 

Over Rs. 5 lakhs upto Rs. 10 lakhs in each case J ,062 71. 71 

Over Rs. 10 lakhs upto Rs. 25 lakhs in each case 552 86.44 

O'er Rs. 25 lakhs in each case 399 356.79 
----

TOTAL . 27,39.974 1239.33 

*Figures furnished by the Ministry of F inance :l.rc provisional. The 
dis;ripancy ir; the figur;:s in under V.!1 ification by the M inistry of Finance. 
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(ii) Other Direct Taxes (i.e. Wealth-tax, Gift-tax and Estate 
Duty) 

The following table gives the year-wise arrear~ of demands 
o utstanding and the number of cases relating thereto under the 
three other direct taxes i.e. wealth-tax, gift-tax and estate d uty 
as on 31 March 1982 :-

(ln crores of rupees) 

Wealth-tax Gift-tax Estate Duty 
--- - - -

Number Amount N umber Amount Number Amount 
o f cases of cases of cases 

1977-78 
and earlier 

years 66,706 24.42 14,748 3. 46 8,053 6.43 

1978-79 38,001 37.63 8,200 4.33 2,560 2.09 

1979-80 47,864 31. 11 7,682 2. J3 2,684 3.78 

1980-81 61,243 66 .68 9,551 16. 09 3,684 5 .08 

1981-82 90,543 49.08 18,443 5. 15 8,717 13 . 35 

TOTAL 3,04,357 208.92 58,624 31.1 6 25,698 30.73 
- --

I. 11 Working of Tax Recovery Offices 

I. LI . l Under the provisions of the Income-tax Act, 1961 
every demand of tax, intere st, penalty or fine payable under the 
Act should be paid within thirty five days of the service of notice 
of demand. On the default of an assessee iu this respect, the 
Income-tax Officer may forward a certi ficate specifying the demand 
in arrears to the Tax Recovery Officer for recovery of the demand. 
The Tax Recovery Officer will serve a notice on the defaul ter 
requiring h im to pay the demand within fifteen days. If the 
demand is not paid within the specified period the Tax Recovery 
Officer will proceed to recover the amount by attachment and 
sale of the ciefaulter's property, his arrest and detention in prison, 
appointment of a receiver fo r the management of his property, 
as may be considered necessary. 
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1.11. 2 The following table indicates the tax demand s 
certified to the Tax Recovery Officers a nd Sta te Governmen t 
Officers and the p rogress of recovery to the end of 198 1-82. The 
balance demand has been constantly on the increase : 

Demand certified 

At the During Tota l Demand Balance 
beginning 
of the 

the yea r recovered 

year 
( In crores of ru pees) 

2 3 4 5 6 

1969-70 359 . 52 183 .55 543 .07 11 6 .45 426 .62 
1970-71 425.25 181.36 606.61 145 .37 -461.24 
1971-72 483 . 53 208. 79 692.32 167 .52 524 . 80 
1972-73 530.57 264.98 795.55 189 .06 606 .49 
1973-74 598. 15 192.62 790. 77 161.93 628. 8-4 
1974-75 616.07 188 . 16 804 .23 176 .29 627 .94 
1975-76 616. 35 333.92 950 .27 290.56 659. 71 
1976-77 678.72 330 .30 1009 .02 370. 67 638. 35 
1977-78 638.00 258.00 896 .00 244 .00 652. 00 
1978-79 655. 00 309. 00 964 .00 267.00 697 .00 
1979-80 703.96 323 .65 1027 . 61 287.61 740.00 
1980-8 1 752 .07 30 1. 70 1053 . 77 258.58 795. 19 
198 1-82 .. 861.58 400.24 1261 .82 273.33 988. 49 

NOTE : No . of certifica tes issued during the year 1981-82- 6,90,681°. 

l . 11 . 3 The working of Tax Recovery Offices was comment
ed upon in paragraph 15 of the Audit Report, I 974-75. The 
Ministry of Finance had apprised the Public Accour,ts Committee 
of the steps taken by them to set right the ir regularities pointed 
out in the Audit Report and to improve the wo rking of the Ta:x 
Recovery Offices. Taki ng note of the remedial steps taken, 
the Public Accounts Committee recommended in para 11 5 of 
their 79th Report_(1977-78; Sixth Lok Sabha) that the department 
should so organise the work a mo ng the existing staff that the 
tax recovery work is given as much attention as the work of 
completion of assessments. 

•ooes not include the figures of Cs. l.T. Bombay (Central) Kanpur 
Kanpur (Cen tra l), Bihar and Ranchi Char ges. ' ' 

••Figures furnished by the Ministry of Finance a re provisional. 
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I . 11 . 4 The working of the T ax R ecovery Offices in some 
of Commissioners, charges was reviewed agai11 dur.ing the years 
1979-lW to 1981 -82. The defects and irregularities no ticed are 
mentioned in the following paragraphs. 

I . 11 . 5 Planning of work in the Income-tax Offices 

According to the instructions laid down, the Income-tax 
Officer should scr utinise his Demand and Collection Register 
in the first week of every month and review each case in which 
demand has fallen d ue. If an assessee had not pa id the demand 
and if there seems to be no probability of his making the payment 
in the opinion of the Income-tax Officer, a recovery certificate 
should be issued straightway. A judicious examination of the 
arrear demand would enable the Income-tax Officer to spot 
many cases in which it would be no use waiting t iJI the end of the 
year beca use the assessee in a ny case would not make the payment. 
In such cases the immediate issue of recovery certificate would 
ensure even flow of work to the Tax Recovery Officers who WOllld 
have more time to make efforts towards recovery before the close 
of the year. The Income-tax Officer would a lso be spared of the 
rush of such work in the closing months of the year. 

These salutary instructions were still not being followed ; 
most of the certi ficates were issued only in the closing month of 
the year. In 15 Commissioners' charges, the posit ion of certi
ficates issued was found to be as under : 

Year 

(I) 

!979- 80 

1980-81 

1981- 82 

No. of No. of Percen
certificatcs cert ifica tes t11ge of 
issued issued Col. 3 to 
during during Col. 2 
the yea r the month 

of March 

(2) 

92,213 

88,394 

89,453 

(3) 

56,749 

6 1,045 

72,995 

(4) 

61 

69 

82 
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1. 11 . 6 Jnfructuous issue of certifica tes 

The Central Board of Direct Taxes issued instructio ns in 
July 1972, August 1976, December 1978, February 1979 and 
September 1981 emphasising that recovery certificates should be 
issued only where demands were outstanding and raising of in
fructuous certificates sho uld be avoided. 

A test check in 9 charges, showed that in 4,753 cases, involving 
total arrears of Rs. 79. 24 lakhs certificates were issued to the 
Tax Recovery Officers though the demands had already been 
paid by the assessees. 

I . 11 . 7 Defective maintenance of Tax-recovery Register 

Every Tax R ecovery Officer is to maintain a register called 
Tax-recovery Register in the prescribed form for recording the 
particulars of recovery certificates received from the Income-tax 
Officers. The register is an important basic record to enable 
the Tax Recovery Officer to keep watch over the p rogress of the 
tax recovery work. The following defects were noticed in the 
registers maintained in some of the charges :-

(a) Cases where action was pending were not carried forwatd 
from the old register to the new register opened for a subsequent 
year. In the Tax Recovery Offices in Karnataka, the pending 
items were not carried forward from the register of 1977-78 to 
that of 1978-79. In the offices in Haryana, 34 recovery certi
ficates were either not carried forw:.rd or incorrectly carried over 
to the register of the following year. Omission to carry forward 
the pending items in the old register to the new register in the 
subsequent year was noticed in the Tax Recovery Offices in Rajas
than. As the pending cases as per the earlier register were not 
brought forward to the new register in the Tax Recovery Offices 
in West Bengal, the outstanding demands could not be ascertained. 

(b) Particulars of recovery certificates received from the 
Income-tax Officers were not found recorded in the Tax-recovery 
Register. In the offices in Himachal Pradesh out of2546 recovery 
certificates received during March 1982, 1845 certificates involving 

S/19 C&l\G/82-3 
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a demand of R s. 32. 90 lakhs were not entered in the register 
(May 1982). A Tax Recovery Officer in Uttar Pradesh transferred 
80 cases involving a demand of R s. 12 .01 lakhs to a nother Ta x 
R ecovery Officer in February 1980 due to change in jurisd iction . 
The latter Tax Recovery Officer did not enter them in the register 
on the ground that he had not received the recovery certificates. 
As a result no action wa s taken by either T ax Recovery Officer 
to rea lise the Government dues. Jn a nother Tax Recovery Office 
in Delhi cha rge 1336 certificates of recovery relating to the year 
1980-81 received on transfer in June/July 1981 were no t entered 
in the register and no action was taken for recovery of the demand . 

I . 11 . 8 Lack of Coordination between Income-tax Officers 
and Tax Reco11ery Officers 

The cfflciency of the Ta x Recovery Officer depends upon the 
completeness and correctness of the pa rticula rs contained in 
the certificate issued by the Income-tax Officer. Further, to 
ensure exped itious clea rance of a rrears o f tax demand there should 
be close coordina tion between the Income-tax Officers certifying 
the dema nds for recovery a nd the Tax Recovery Officers initiating 
action for recovery. Such coordination was, however, genera lly 
found lacking. 

(a) fn 46 Tax Recovery Offices in West Benga l cha rges, 
R s. 59. 06 crores were lying without any action for want of in
fo rmation, such as correct add resses of the a ssessees, dema nds 
outstanding, assets owned etc. from the relevant assessing officers. 

(b) In 69 Tax Recovery Offices in Bombay and Pune cha rges, 
recovery proceeding in respect of a rrea rs of Rs. 15 . 44 crores 
in 41 ,03 5 cases (as on 3 1 M a rch 1981) co uld not be pursued 
d ue to non-receipt o f particulars called for from the Income-tax 
Officers . 

(c) Jn six Commissioners' charges in Ta mil N adu. in respect 
o f 76 ca es involving a tota l demand of Rs. 86. 78 la khs certified 
for recovery during 1978-79 to 1980-8 1, l nco rne-ta x Officers 
did not enclose lists o f assets which could be attached in c:!~C of 
the defaulters' failure to pay. 

I 
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(d) In a Tax Recvvery Office in Rajastha n o ut of 4244 re
covery cert ificates involving a demand of R s. J . 4G crores (a s 
on 31-3-1 982), in I 097 c:tse- ( Rs . 9 . 5 lakh'>), notices could no t 
be issued for wa nt o f correct pa rticulars from the Income-tax 
Officers. In about 2,000 cases, the particula rs culled fur by the 
Tax Recovery Officers from the Income-tax Officers were not 
for thcoming. 

(e) In Amlhra Pradesh charge a recovery certificate was 
received from Bombay Tax Recri vcry Office in March 1960 
showing a n arrear demand of R 'i . 10.34 lakhs from an un
registc;ed fi rm st::.ted to be located a t Hyderab:i.d . Between 
1960 and 1971, correspo ndence was carried on between the Income 
tax Officer and the Tax Recovery Officer regardi ng the co rrect 
names and addressc~ of partners, an d their propcrtic, . In Septem
ber I 98 J, the Tax Recovery Officer fo und tha t no such unregistered 
firm existed. The certifica te was re turned to the Income-tax 
Officer Bombay in 1982 for iss ue of fresh cert ificates in th:: na mes 
of the partners of the J ;.;funct un registered fi rm with p::.rlicubrs 
of assets. 

(f) ln a Tax Recovery Office in Delhi charge 148 cases 
involving a sum of R ' . 2 .93 lak hs were kept pending without 
any actir1n fo r wJ.n t of informa tion fro m the lnc" mc-tax Officers . 

{g) In Utta r Pradc<: h cha rge, Tax Recovery Officers reques t
ed the Income-tax Officers to intimate complete addresses o f 
18 defaulters involving a demand of Rs. 2. 32 la khs. Although 
a period of 3 to 10 years had lapsed, no reply was received a nd the 
cases were not pursued. 

(h) In 1974, the Central Board of Direct Taxes d irected the 
Commissioners of Income-tax 

( 1) to issue instructions to the I ncomc-tax Officers a nd 
Tax Recovery Offic..crs to promptly intimate to each 
o ther a ny co llection/reduction of certi fied demand ; 

(ii) to arrange for ha lf-yearly 1cconciliation of the registers 
of the income-tax Officers nnd Tax Recovery Officers 
a s on 3lQ March a nd 30 September every yea r ; a nd 
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(iii) to obtain a certificate of reconciliation from the con
cerned Income-tax Officers/Tax Recovery Officers by 
30 Apri l and 31 October every year. 

In Karnataka, Himacha l Pradesh and Chandigarh, Jammu 
& Kashmir, Gujarat, Andhra P radesh and Bombay, charges, 
the contempla ted ha lf-yearly reconciliation was not effected . 

I . 11 . 9 Non-issue/delay i11 the issue and seniice of demand 
notices 

Under Ruic 2 of the Seco nd Schedule to the Income-tax. 
Act, 1961, the T~!X Recovery Officer should erve a notice on the 
defaulter within 15 days of the receipt of the certificate. The 
issue of this demand no tice is mandatory a nd cannot be dispensed 
with . 

(a) In 27 Commissioners' charges there were delays in the 
issue of this initial demand notice to the following extent: 

Extent of Delay Number of Amount of 
cases demand 

involved 
(Rs. in 

lakhs) 

Upto 6 months 48,668 117 .48 
6 to 12 months 496 38.76 
1 to 3 years 39 14.29 
Over 3 years 4 5.91 

Besides in 31,438 cases, demand notices involving demand 
of R s. 115.74 lakhs, were not issued or were no t served. 

(b) The reasons adduced by the Tax Recovery Officers for 
these delays in the issue of notices or for such non-issue of notices 
were a s under : 

(i ) Bulk r-cceipt of certifica tes during March 

(ii) Inadequate staff 

(iii) Want of complete a nd correct addresses of the assessees 
in the certificates 

(iv) Refusa l of the assessees to receive notices. 

... 

~ 

). 



.. . 

25 

1 . 11 . I 0 Pursuit of recovery proceedings 

The following are so me of the examples of inadequate recovery 
proceedings : 

(a) Jn the case of a defa ulter in Andhra Prade h charge a 
demand of Rs. 1,95.842 pertaining to the assessment year 1972-73 
was certified to the Tax Recovery Officer in ovember 1973. 
The Tax Recovery Officer a ttached one acre of land of the assessee 
in March 1976. Though the reserve price of the property was 
determined at Rs. 50,000 the property was not put to sale. Subse
quently the Tax Recovery Officer submitted proposals ro r write 
off of Rs. 1,45,84 L T hough the Tax Recovery Officer had inti
ma ted the pos ibility of recovery or R . 50,000 from the attached 
property, the Commissioner or Income-tax ordered in March 
1980 writing off the entire demand of Rs. 1.95,841. 

When the non-dispo a l of the a set and non-realisation o f 
Government dues for about six years was brought to notice 
(May 198 1 ), the Tax Recovery Officer con tended that no action 
was pending at his level as the entire demand had been written 
off by the Commissioner of Income-tax. It wa , however, men
t ioned in the write-off order that the write-off would not d ebar 
the depa rtment from taking a ll possible :.teps for recovery. 

(b) In Bombay charge, the bank lockers of a defaulter 
against whom recovery certificates for more than Rs. 14 lakhs 
were pending on account of very o ld tax a rrears, were a ttached 
by the department in 1958-59. The lockers were opened in 1972 
a nd a panchnama of their contents was made. ln January 1980, 
when the Tax Recovery O.fficer received a letter from the Bank 
asking for payment of rent for the period from 28-10-1 975 to 
28-10-1979, the Tax Recovery Officer wrote to the Commissioner 
that at the time of taking over charge in 1977 or thereafter he was, 
a t no stage, informed by his predecessor or any body abo ut the 
bank locker. The Tax Recovery Officer further informed the 
C .I.T. that on payment of rent (sanction to be accorded by the 
Commissioner of Income-tax) he would open the lockers. Jn the 
a bsence of any details in the records it was not known as to 
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how the department was keeping a watch over the lockers 
a ttached in 1958 and their content . The case had been pending 
so long and the depart men t could not even sta te as to how many 
fi les were there, what were the detail of attachments a nd sales, 
or of the exact a mo unt of taxes and interest yet to be recovered. 

(c) fn Bo mbay charge a im a proprie to r o f a business owed 
a dema nd o f tax o f Rs. 8, 10, 158 o ut o f which the demand fc; r 
the assessment year 1960-61 amounted to R s. 2,41 ,079. The 
Income-tax O fficer issued recovery certificate in Ma rch 1966 
for recovery o f the dema nd. A second recovery certifica te for 
recovery of the same demand was issued by a nother Income-tax 
O fficer in January 197 I . However, the co-parcenary interest of 
the defaulter in the Hindu undivided family o f which he was a 
member, was attached by the Tax Recovery Officer on 28 
July 1976, o nly. The defaulter had ceased to be a member of the 
Hindu undivided fam ily j ust two days before this da te i.e. o n 
26 J uly 1976 by a partition deed dated 26 July 1976 leaving 
a debit ba lance of R s . 75,585 in the Hind u undivided family. 
N o thing could, therefore, be recovered. The capital o f the 
Hindu undivided family as on 30 June 1974 was R s. 2,2 1,272 
a nd the defaulters I/3rd share in the amount was Rs. 73,757. 
Had the attachment been done p rior to l July 1974, especia lly 
when the second recovery Certificate was issued as early as in 
January 1971, tax to the extent of Rs. 73,757 could have been 
recovered . During the period fro m 1 July 1974 to 27 July 
1976 the defaulter withdrew a sum of R s. 75,585 fro m the H indu 
undivided family a nd u ltimately left the H indu und ivided family 
as ment io ned above. Taxes to the extent of R s. 7.10 lakhs in
cluding taxes for the assessment year 1960-61 were written off 
on 29 March 1979. 

(d) In Tamil N a d u charge a n assessee, in the capacity o f 
K arta o f a Hindu undivided family and as ind ividual, owed a 
sum of R s. 9.64 Jakhs as tax d ues for the a ssessment years 
1963-64 to 1974-75. Tax Recovery certificates were issued by the 
Income-tax Officer to the Tax Recovery Officer on different dates 

between March 1969 and March 1980. 
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The assessee ' 'ho was a major share-holder in textile mills, in 
investment companies, etc. and who owned severa l immovable 
p roperties in various places in the State frequent ly changed his 
place of residence .. rendering service of notice impossible. The 
notices had to be served by a ffixure. The assessee did not pay the 
tax dues . In 1976 the department t ried to auction some of the 
p roperties of the asscssee but the sale had to be adjourned due to 
absence of bidders. Even in regard to the propert ies a ttached by 
the department, the son and daughters of the assessec lodged 
counter-petitio ns contending that the properties belonged to 
them. In respect o f a property attached by the department, 
the State Bank of Mysore claimed that it had advanced a loa n of 
Rs. 77 lakhs to the assessee on mortgage. Only one of the 
im movable properties was found to be free from encumbrances 
and even in rega rd to this property, the Tax Recovery Officer 
reported to the Commissioner in January 1977 that the building 
could not be valued as it had a lways been kept locked. Mean
while t he jurisdiction of the Tax Recovery Officer was changed 
a nd fresh demand notices had to be served in April 1979. 

The department bad not revived the auct ion of properties 
which were postponed in December 1976. No action had a lso 
been taken to verify vario us claims preferred on the properties 
attached by the department, to value the build ings by a depart
menta l valuer and to bring them to sale. The defaulter and his 
fam ily members had a lso several immovable properties in 
another place in the State but the department had not taken any 
steps to attach the properties and bring them to sale. 

1.1 1.1 1 Incorrect closure of certificate cases 

(a) In Ka rnataka charges, in one case, a certificate demand 
(Rs. 77,248) was o utstanding agai~t an assessee in the status 
of H indu undivided family. This was wrongly closed when the 
asscssee's auditors furnished particulars of payment (R s. 74, 111) 
by the person in individua l sta tus. In another case outstanding 
demand (Rs. 1,32,378) was reduced on the basis of appeal orders 
cited by the asscssee, but the appeal orders did not apply to the 
assessment year for which the demand was outstanding. 
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In three Tax Recovery Offices, 724 cases involving Rs. 19.23 
lakhs were closed o n the ground that the add resses o f the defaul
ters given by the Income-tax Officers in the certificates were either 
incorrect or incomplete. It was contended by one Tax Recovery 
Officer that for wa nt of full/correct addresses, recovery proceed
ings were not possible a nd, therefore the certi ficates were return
ed. 

l . 11 . l 2 Defects in maintenance of cash book and remittance 
of collections to Government account 

The following defect and irregulari tie were noticed in the 
maintenance of cash book, remitta nce of collections made into 
Government account and their accounting:-

(a) In some Tax Recovery Offices in Madhya Pradesh, 
Uttar Pradesh a nd West Bengal, cash books \>Vere not mai n
tained by t he Tax Recovery Officers. 

(b) In some of the Tax Recovery Offices in Ori ssa, entries 
in the cash books were made a fter delays ranging upto l l months. 

(c) l n some of the Tax Recovery Offices in Delhi, Orissa, 
Ma harashtra, Gujarat a nd Punjab the cash books were not 
closed periodically a nd reconciled with the ba nk records to 
ensure tha t all co llections accounted for in the cash books had 
been remitted into Government account. 

(d) In 80 cases in Delhi charge, cheques received fo r 
Rs. 2.41 lakhs~were notencashed as no dates.of encashment were 
noted in the cash book. In Ta mi l Nad u Offices, cash collections 
of Rs. 40,48 1 in 11 cases, a nd cheques/drafts totalling R s. 1,25,250 
were not entered in the cash book and cha llans in support of 
their remittance to Government account were not prod uced for 
verification. In 55 cases in Haryana offices cheques/bank drafts 
for Rs. 70,577 were not accounted for in the cash book. 

(e) In 20 cases relating to Delhi charges cheques for 
Rs. 1.75 lakh sent fo r realisation were dishonoured and were 
returned to the assessces. F resh cheques were not obtained from 
the defaulters. 

a 
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1 .11.13 The r c ul ts of this review were ent to the Mini try 
of Finance in September 1982; their remarks are awaited 
(December 1982). 

I . I 2 Appeals, Revision petitions and writs 

Under the provisions of the Income-tax Act, 1961, if an 
assessee is dissati tied with an assessment, a Refund Order, etc. he 
can fi le an appeal to the Appellate Assistant Commissioner. The 
Act a lso provides for appeal by the assessee di rect to the Comm i
ssioner (Appeals). 

A second appeal can be taken to the Inoome-tax Appellate 
Tribunal. After the Tribl'Dal's decision a reference o n a point of 
law can be taken to the High Court from which a n appeal lies 
to the Supreme Court. T he assessee can a lso initiate writ pro
ceedings under Article 226 of the Constitut ion. 

A tax payer can approach the Commissioner of Income-tax 
to revise an order passed by an Income-tax Officer or by an Appe
llate Assistant Commissio ner within o ne year from the date of 
such orders. The Commissioner can a lso take up fo r revision 
an order which in his view is prejudicial to the interest of revenue. 

(i) Particulars of Income-ta'< appeals and revision petitions 
pending as on 31 March 1982 were as under :-

Number of appeals/ revision petitions 

(a) Out of appeals/revision pet itions 
instituted durng 1981-82 

(b) Out of appeals/revision petitions 
instituted in earlier years 

Income-tax 
appeals with 

Appellate 
Assistant 

Commissioners/ 
Cs.LT. 

(Appeals) 

2,57,828 

1,30,910 

1,26,918 

rncomc-tax 
revision 

petitions 
with Commis

sioners of 
rncome-tax 

10,644 

4,941 

5 ,703 
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(ii) P:i.rticulars of wealth-tax, gift- tax and estate duty appeals 
and revis io n petitions pe nding as on 31 March 1982 were as 
under :-

Appeals with Asstt. Revision petitions with 
Appellate Commissioner~/ ('om missioners of 

Cs.LT. (Appeals} Income-tax 

W.T. G.T. E. D. W.T . G.T. E.D. 
(a) No. of appeals/ 

revision petitions 
pending 86,712 4,426 4,773 3,065 105 Nil 

(b) Out of appea ls/ 
revision petition ~ 
ins tituted d urino 
1981-82 "' 36,633 J,891 1,656 1,259 27 Ni l 

(c) Out of appeals/ 
revision petitions 
inst ituted in 
earlier years 50,079 2,535 3, 117 1,806 78 N il 

(iii) Ye;u·-wise break-up of income-tax appeals cases and 
revision p,.,titio ns perld ing with Appellate Assistant Co mmis
sioners and Commissioners of Income-tax (App!als), and 
Commiss ione rs of Jncome--tax as o n 3 1 March 198 1 and 
3 l March 1982 respectively with reference to the year of their 
institution was as under:-

Yea rs o f Ins titution Appeals pending Revision petitions 
with Appellate pending with 

Assistan t Commissioners of 
Commissioners/ Income-tax 
Cs.LT. (Appeals) 

3 1 31 31 31 
March March March March 

1981 1982 1981 1982 

J 973-74 and ea rlier years 1,400 939 310 262 
1974-75 2,11 6 930 11 0 91 
1975-76 3,536 1,875 193 157 
1976-77 5,448 3,484 333 233 
1977-78 11 ,03 1 9 ,069 700 490 
1978-79 35,270 16,328 J,274 915 
1979-80 74,550 32,7 15 2,024 1226 
1980-8 1 l,30,486 61.578 4,694 2367 
1981 -82 I ,30,910 4903 

TOTAi.. 2,63.837 2, 57 ,828 9638 10,644 

.. 
' 

i 

, 
c.. 

.J.-

.. 
' 
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(iv) Year-wise brca k-up of wcaih-tax, g if t- tax and estate 
duty appeal cao;cs and revision petitions pending '' ith Appellate 
Assis tant Commi. sioncrs a nd Commissioners of Jncomc-!CIM'< 
as on 3 1 March 1982, with refeience to the year of their inst itu-
tion was as under:-

Years of Appea ls pend ing Revision petitions 
l 11stitut io11 with Arypclla t.e Ass tt. pending wi th C omm i-

Cornmi~sioncrs/Cs.I . T. ssior.crs of 
(Appeals) l ncome-t<X 

W.T. G.T. E.D. W.T. G.T. E.D. 
1973-74 and earlier years 58 4 14 68 I 
I 974-75 80 3 13 44 2 
1975-76 465 40 IOI 42 3 
1976-77 l .088 7 1 275 78 4 
1977-78 1,992 92 424 163 3 
I 978-79 8,073 326 696 190 II 
1979-80 20,418 930 812 605 21 
1980-8 I 17.905 1,069 782 616 33 
1981 -82 36,633 l ,89 1 1,656 1,259 27 

T OTAL 86,712 4,426 4,773 3,065 105 

(v) The following table gives detai ls of appeals/references 
disposed of during the years 1979-80, 1980-8 1 and 198 1-82 :-

1979-80 1980-81 198 1-82 

(a) (I ) No. of appeals filed before Appe-
late Assistant Commissioners/ 
Cs.LT. (Appeals) 2,08,778 

(2) No. of appeals d isposed of during 
198 1-82 by AACs/Cs.I.T. 
(Appeals) 1,55,3 19 

(b) No. of appeals filed before income-
tax Appellate Tribunals during 
1981-82 

( I ) by the assessees 

(2) by the depa rtment 

(c) No. of assessee's appeals decided by 
the Tribunal in favour of the asse
ssccs fully out of (b) (I ) above. 

24,478 

18,354 

11 ,321 

2,19,062 

2,08,744 

24,999 

18,899 

I 1,519 

*Information awa ited from the M in is try of Finance. 

2,3 1 ,574 

* 

24 ,850 

2 1,577 

10,560 
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2 3 4 --(d) No. of departmental appeals decided 
by the Tribunals in favour of the 

4 ,491 department fully out of (b) (2) above 3,245 4,284 \' 
(e) No. o f references, filed 

Courts: 
to the High 

( I} by the assessees 1,634 1,763 j ,890 

(2) by the department 4,262 4,598 4, 146 

(/) No. of references in t~ High Courts · 
disposed of in favour of the 

4'> 
( I } asses sees 228 357 202 

(2) department 566 428 490 < 
(g) No. of a ppeals filed to the Supreme 

Court 
J. 

( I } by the assessees 46 LI 68 

(2) by the department 60 218 219 

(h) No. of appeals disposed of by the 
Supreme Court in favour o f the 

( I) asses sees 2 31 4 

(2) depa rtment 4 12 

(vi) Writ petitions pending:-
I 

In In Total 
~ 

Supreme High 
Court Courts 

2 3 4 

(a) No. of writ petitions pending as on 
31-3-1982 326 3445 3771 

(b) Out of (a) above : 

(i) Pending for over 5 years 20 164 1g4 

" (Ii) Pending fo r 3 to 5 years 63 556 619 

(iii ) Pending for 1 to 3 years 104 1583 1687 ~ 
(iv ) Pending upto I year 139 11 -12 1281 
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1.13 Completion of reopened and set aside assessments 

(i) Income-tax. 

(a) The year-wise details of assessments cancelled under 
Section 146 of Income-tax Act, 1961 (or under the corresponding 
provisions of the old Act) and pending finalisation on 31 March 
1982 were as folJows :-

Assessment year Number of 
cases 

J 973-74 and earlie r years 2,336 
1974-75 559 
1975-76 839 
1976-77 1,359 
1977-78 2,376 
1978-79 5,290 
1979-80 5,449 
1980-81 2,765 
1981-82 2,561 

T OTAL 23,S3 4 
- ----

(b) T he year-wi!e details of assessments cancelled under 
Section 263 of Income-tax Act, 1961 (or under the corresponding 
p rovisions of the old Act) and pending finalisation on 31 March 
1982 were as follows :-

Assessment year Namber 
of cases 

I 973-74 and earlier years . 153 

1974-75 43 

1975-76 66 

1976-77 109 

1977-78 179 

1978-79 196 

1979-80 96 

1980-8 1 74 

1981-82 35 

T OTAL 951 
---
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(c) The year-w ise details of assessments set-aside by the 
Ap!)ellate Assistant Commissioner under Section 251 of the 
Income-tax Act, I 96 I (or under the corresponding provisions 
of the old Act), by the Appellate Tribunal under Section 254 
of Inco m'!-tax Act, I 96 l (o r under the corresponding provisions 
of the old Act), where fresh assessments had not been co mple
ted as o n 31 March 1982 were as under:-

Set aside by Appellate Assistant Set aside by Appe-
Commissioners !late Tribunal 

Assessment year No. of No. of 
cases cases 

1'973-74 and ea rlier years 2, 120 349 

1974-75 551 96 
1975-76 805 118 

1976-77 J , I 58 112 

1977-78 1,500 I.I I 

1978-79 1,395 68 
1979-80 705 59 
1980-81 368 4 1 
1981-82 397 24 

-- ---
TOTAL 8.999 978 

(ii) Wealth Tax and G ift Tax 

(a) The year-wise details of assessments cancelled under 
Section 25 of the Wealth-tax Act, I 957 and under Seel on 24(2) 
of the Gift-tax Act, 1958 which were pending finalisatio n a on 
31 March 1982 were as foll ows :--
Assessment year N o. of cases 

W.T. G.T. 
1973-74 a nd ea rlier years 447 15 
1974-75 99 29 
1975-76 11 3 10 
1976-77 49 20 
'977-78 35 3 
1978-79 39 
1979-80 21 
1980-81 5 
1981-82 13 

- -- ---
TOTAL 821 79 

-- ----

., 

-J._ 

, .. 
~ 
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\b) The year-wise details o f assessment s set as ide by the 
Appeallate A5sistant Co:nmissioner/Appeallate T ribunal under 
Section 23(5)/ 24(5) of Wealth-tax Act, 1957, Sectio n 22(5)/23(5) 
of the Gifr- tax Act, 1958 and Section 62(5)/63(5) of the Estate 
Duty Act, 1953 ~vher~ fr~sh a~se:-sments had no t been completed 
a~ o n 31 March 1982 were a '> und..::r :-

Assessment years Set as ide by AACs Set aside by 
Appellate Tribunal 

No. of cases ----------
N o. of cases 

W.T. G.T. E.D. W.T. G.T. E. D. 

1973-74 and earlier years 2,470 47 26 277 5 5 

1974-75 659 II 6 70 2 

1975-76 574 9 2 51 

1976-77 4 19 20 9 24 2 

1977-78 217 20 5 7 3 

1978-79 179 7 5 5 3 

1979-80 11 0 3 13 4 4 

1980-8 1 77 14 3 8 

J 98 1-82 295 2 JO 12 10 

TOTAL 5,000 11 9 90 453 7 38 

':' 1.14 Relief~ a nd Refund s 

Refunds 

Where the amount of tax paid exceeds the amount of 
tax payable, the assessee is entitled to a refund of the excess. 
If the refund is n :-> t g ranted by the department within three 
months from the end of the mo nth in which the claim is made, 

*Figures fu rnished by the Ministry of Fina nce are provisio nal a nd do nc~ 
incl ude Bo mbay (C) c ·rn rg~s . 
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simple interest at the prescribed rate becomes payable to the
assessee on the ainount of such refund . 

(i) Refunds under Section 237 :-
(a) No. of applications pending on 1-4-1981 

(b) No. of refunds applicatons received d uring the year 
1981-82 . 

(c) No. and amo unt of refunds made during 1981-82 
Out of ( a) a bove : 

(1) (i) Number 
(ii) Amo unt (in thousands of rupees) 
O ut of (b) above: 

(2) (i) Number 
(ii) Amount (in thousand of rupees) 

(d) No . of refund cases in which interest was paid under 
Section 243, the amount of such interest, and t.he amount 
of refund on which such interest was paid d uring 1981-82 

Out of (a} above : 

(!) (i) Number . 
{ii ) Amonnt of refund (in thousands of rupee5) 

(iii ) Amount of interest paid (in tho usands o f rupees) 
Out of (b) above : 

(2) (/) Number 
(ii) Amo un t of refund (in tho usands o f rupees) 

(iii) Amoun t of interest paid (in thousands of rupees) 

(e} No. aod amount o f refunds made during 1981-82 oo 
which no interest was paid :-
(a) Number . 
(b) Amo unt (in thousands of rupees) 

(/) N o. of refund applicatons pending as on 3 1-3-1982 

(g) Break-up of applications mentio ned at (f) above: 
(1) Refund a pplications fo r Jess than a year 
(2) Between 1 year and 2 years 
(3) For 2 years and more . 

17,506* 

1,91,.587 

17,484 
33,308 

1,76,176 
1,.59,657 

16 
49-
12 

322 
6,698 
2,305 

1,93,322 
1,86,218 

15,433 

15,411 
22 

(ii) The Act also provides for refund of any a mount which 
may become due to an assessee as a result of a ny order passed 
in appeal or other proceedings without his having to make any 
claim in that behalf. Simple interest at the prescribed rate is 
payable to the assessee in such cases too. 

•The Ministry of Finance have revised the closing ba
lance o f 17,290 furnished fo r the year 1980-81. 

... 
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The particulars of appeal/revision etc. effects, refunds under 
Section 240 and payment of interest under Section 244, as fur
nished by the Ministry of Finance for the year 1981-82 are given 
below:-

(a) No. of assessments which were pending revision on 
· account of appellate/revision etc. orders as on 

J-4-1981 

(b) No. of assessments which arose for similar revision 
in 1981-82 . 

(c) No. of assessments which were revised during 
1981-82 : 

(I ) Out of those pending as on 1-4-1981 

(2) Out of those arising during 1-4-1981 to 31-3-1982 

(d) o. of assessments which resulted in refunds as a 
result of revision and total amount of refund given :-

(1) Under item (c)(l) above • 

(2) Under item (c) (2) above 

(e) No. of assessments in which interest became 
payable under Section 244 and amount of 
interest : 

(1) Under item (d) (1) above 

(2) Under item (d) (2) above 

([) No. of assessments pending revision as 
on 31-3- 1982 : 

(1) Out o f (a) above 

(2) Out of (b) above 

(g) Break-up of assessments mentioned at (f) 
above: 

(1) Pending for less than 1 year 

(2) Pending for more than I year and 
less than 2 years . 

(3) Pending for more than 2 years 

Number 

1,672 

18,944 

191 

4,599 

24 

5,723 

5,723 

16 

8 

6,930~ 

1,03,998 

6,906 

98,275 

Amount of 
refund (Tn 
thousands 
of rupees) 

18,694 

3,97,181 

673 

22,252 

* Ministry of Finance have revised the closing balance of 6,837 furnished 
by the Ministry for the year 1980-81. 

S /l 9 C&A G / 82-4 
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1.15 Cases settled by Settlement C11mmission 

Under the provisions of the Income-tax Act, I 961 and the 
Wealth-tax Act, 1957, an assessee may at any stage of a case 
relating to him, make a n application to the Settlement Com
mission to have the case settled. The powers and procedures 
of the Settlement Commission a re specified in the Acts. Every 
order of settlement pa sed by the Settlement Commission is 
conclusive as to the matter stated therein. 

An ana l~1s is of case settled by the Settlement Commission 
during the years 1977-78 to 1981-82 is given below:-

(i) Income-tax 

(a) No. of cases with 
the Commission 
on l-4-1 98 1 (with 
year-wise details) 

(b) No. of cases tiled 
with the Com
missio n during 
198 1-82 

(c) No. o f cases dis
posed of by the 
Commission (with 
year-wise details) 

(a ) dispo5ed of 
by issue o f 
orders under 
Section 245-D 
(4) 

(b) Applications 
rejected 

(d) No. o f cases pen
ding o n 31-3-1982 
(with year-wise 
de tai ls) 

(e) No. of assessment 
years inv<'lvcd in 
(c) (a) above 

1977-78 1978-79 1979-80 1980-8 1 1981-82 T o ta l 

2 

11 

6 

155 

3 

264 

2 1 

2 1 

4 

268 

17 

23 

228 

5 

277 

40 

18 

6 

249 

2 

247 

7 

98 1 

249 

89 

70 

107 1 

::8 

< 

ll 
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({f) Tota l income deter-
mined in (c) (a) 

).- a nd details 1hereof: 

(In lakhs of rupees) 

No. of No. of Amount 
cases assess-

ment 
years 

::Income below Rs. I fakh 24 45 10 . 17 

"" Between Rs. I lakh and 5 lakt;is 46 100 108.95 

;::- R s. 5 lakhs and above 19 83 137.68 
-- -

_,( TOTAL 89 228 25 6.80 

.(g) Tai\ on (f) above 120 .68 

o(h) Penalty & Jntcrest 

No. of cases Amoun t 
(in lakhs of 

rupees) 

·(a) Penalties under section 271 (~ )(c' 

;; 
:{b) Other penalties 10 I .30 

·(c) Interest levied . 17 ~ . 92 

..... (i ) Recovery of tax, 
penalty and interest 
upto 3.1-5-1982 86.95 

{j) Balance o f tax o ut-
standing as on 
1-6- 1982 37 .95 

•(ii ) Wealth-tax 

1977-78 1978-79 1979-80 1980-8 1 198 1-82 Tota l 

... {a) No. of cases witt.1 
the Commission ,. o n 1-4-81 (with 
year-wise 

J 
details) 124 168 75 62 429 

{b) No. o f cases filed 
with the Commis-
siun during 198 1-.82 78 78 
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2 3 4 5 6 7 
.... 

(c) No. of cases dis-
posed of by the \ Commission (with 
year-wise details) : 

(I) Disposed of 
by issue of 
an order under 
section 220(4) 34 JI 2 48 ' 

(2) No. of cases 
where appli-
cat ions have ... 
been rejected 4 20 6 7 38 

(d) No. of cases pen- <&;,,. 

ding on 31 -3-82 
~ (with y~ar-wisc 

details) 86 137 67 54 77 421 ' 

(e) No. of assessment 
years involved in 
(c) (J) above 101 

No. of No. of Amount 
cases assess- (In lakhs 

ment of rupees) 
years 

{f) Total wealth determined in (c)(l) and 
details thereof : '.'_ 

Wealth below Rs. 5 lakhs . 22 30 52. 15 ~ 

Between Rs. 5 lakhs & JO lakhs 17 3J 123.77 
10 lakhs and above 9 40 288. 24 

TOTAL 48 101 464. 16 

(g) Talt on (f) above 6.87 

(h) Penalty 

(a) Penalties u /s I 8{ l )(c) • (b) Other penalties . 2 0.05 ... 
(i) Recovery of tax, penalty and interest ,\...-

upto 31 -5-82 6. 3 1: 

(j) Balance of 
1-6-1 982 . 

tax outstanding as on 
0.61. 
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1.16 Penalties and prosecution 

Failure to furnish return of income/wealth/gift or fi ling a 
false return invites penalt ies under the re levant tax law. lt 
a lso constitutes a n offence for which the tax payer can be prose
cuted. The tax laws a lso provide for levy of penalty and pro e
cution for failure to produce accounts and documents, fa ilure 
to deduct o r pay tax, etc. 

·(i) Income-tax 

.A. Penalties 

(a) No. of penalty cirders passed under Section 
27l( l )(c) during 1981-82 28, 142 

(b) Concealed income involved in (a) above Rs. 11 . 62 crores 

(c) Total amount of penalty levied in (a) above Rs. 8. 29 er ores 

(d) No. of pc"alty orders passed under other Sec-
tions of the Act during 1981-82 . . . 4,02,0 12 

(e) Total amoun t of penalty levied in d above Rs. 13.03 

!B. Prosecutions 

(a) No. of prosecutions pending before the courts 
on l-4-1981 2,350 

.(b) No. of pro~ecution complaints .filed during 
I 98 1-82 under Section 276-C (Substituted with 
effect from 1-10-1975), 276CC, 2760 ), 277 and 
278 415 

'(c) No. of prosecutions decided during 1981-82 

(d ) No. of convictions obtained in (c) above 

(e) No. of cases which were compounded before 
launching prosecutions. 

•(f) Composition money levied in such cases (e) 

99 

30 

30 

above (Amount in thousands) 220 

er o res 



(Ii ) Wealth-tax a11d Gift-tax 

A. Penal ties 
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(a) No. of penalty orders passed under Section 
18(l)(c)/ 17(l)(c) during 198 1-82 

(b) Amount of concealed net wealth/value oil gift 
involved in (a) a bove 

(c) Total amount of penalty levied in (a) above 

(d) N o. of penalty orders passed under o ther Sec
tions during 1981 -82 

(e) Total amount of penalty levied in (d) above 

B. Prosecutions 

Wealth Giff• 
tax tax 

(In lakhs of Rs.) 

5,846 

6,462 

2,674 

46,190 

911 

609• 

3 

0 . 16 

4 ,005 

8' 

(a) No. of prosecutions pending before the courts 
on 1-4-1981 152 

(b) No. of prosecution compla ints filed during 
198 1-82 under Section 35A, 35B, 35C 35D and' 
35F 

(c) No. of prosecutions decided during 198 1-82 

(d) No. of convictions obtained in (c) a bove 

(e) No. of cases which were compounded before 
launching prosecutions. 

(f) Composition money levied in such cases (e)· 
above 

l . I 7 *Searches, Seizures and R ewards 

61 

16 

Sections 132, 132-A a nd 132-B of the Income-tax Act, 19611 
provide for search and seizure opera tions. A search has to be 
a uthorised by a Director of Inspection, Commissioner of Income

tax or a specifie d Dy. Di1 (Ct or of Inspection or Inspecting Assis
tant Commissio ner. Where a ny money, bullion, jewellery or 
other va luable article or thing is seized , the Income-tax Officer · 

*Figures fu rnished by Ministry of F inance are provisional. 

.... 
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has, after necessa ry investigations, to make an Oider with the 
approva l of the LA.C. within 90 days of the seizure, e5timating 
the undisclosed income in a summary manner on the bas is of 
the materia l ava ilable with him a nd calculating the a mo unt o f 
tax on the inc:>me so estimated, speci fying the a mount that will 
be required to satisfy any existing liabi lity a nd retain in his 
custody such assets as are, in his opinion sufficient to sa tisfy 
the aggregate of the tax demands and forthwith re lease the 
remaining p.:>rtion, if any, of the assets to the person from 
whose custody they were seiztd. The books of account a nd 
other documents canno t be re ta ined by the authorised officer 
fo r more tha n J 80 days from the date of seizure unless the Com
missioner a pproves of the retention for a longer period. 

(i) Searches and Seizures 

(a) No. of cases in which search and seizure 
were conducted during the last two years : 

1980-81 
1981-82 

(b) No. of search cases in which assessments 
were awaiting completion at the beginning 
of the year 198 1-82. 

(I ) Number of assessees . 

(2) Number of assessments 

(c) Number of search cases in which assessments 
were completed during the year. 

(d) 

( I) Number of assessees 

(2) Number of assessments 

(A) Number of search cases in which assess
ments are awaiting to be completed at the 
end of the year : 

( I) Number of assessees 

(2) Number of assessments 

No. of No. of 
assessees assess men ts 

2, 105 
J,683 

4,503 

9,804 

2,26.1 

4,168 

4,843 

10,086 

4, 102 
4,434 
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(B) N umber o ut of (A) above, which are 
pending for more than 2 years after the date 
of search: 

( I) Number of assessees 
(2) Number of assessments 

(e) Tota l concealed income assessed ia ca6es 
referred to in item (c) above : 

(f) 

(g) 

(a) N umber of cases 
(b) Amount 

Penalty levied for concealment of income in 
search cases during the year (irrespective of 
whether assessmen ts completed in this year 
or earlier) 
(a) Number of cases 
(b) Amount 

Number of search cases in respect of which 
prosecution was launched in the Court 
during the year (irrespective of whether 
assessments completed in this year or earlier) 

(h) Number of convictions obtained during the 
year 

1,29 1 
2,9 18 

805 
R, . 14 .44 c1ores 

134 
Rs. J . 73 crores 

77 

(i) Number of cases where no concealment or 
tax evasion found on completion of assess-
ments 1,456 

(j) T otal a mount o f cash, jewellery bullion and 
other assets seized d uring the year (approxi-
mate value) : 

(I) Cash 
(2) Bullion & jewellery 
(3) O thers 

TOTAL 

Rs. 7 . 20 crores 
Rs. J 6 .45 crorcs 
Rs. 7. 01 crorc-; 

R s. 30. 66 ct ores 

(k) N umber of search cases in respect of which 
summary assessment orders under sectio" 
132(5) of the Income-tax Act were passed 
during the year . 868 

(!) Amount of undisclosed income determined 
in the o rders under section 132(5) referred to 
in item (k) 

(m) (a) Value of assets retained as a result of 
orders passed under section 132(5) referred to 

in item (k) above 
(b) Value of assets returned as a result o f 
orders passed under section 132(5) referred 
to in item (k) above 

R5. 45 .52 crores 

Rs. 17. 54 cro rcs 

R s. 16 .28 cro1 c' 
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(n) Amount of cash, jewellery, bullion and other 
assets held oa 31-3-1982 irrespective of the 
year of search : 

(1) Cash 
(2) Bullion & Jewellery 
(3) Others 

TOTAL 

(o) Arrangements made for the safe custody of 
the assets still held and 
verification 

for their physical 

(ii) Rewards to informers 

(a) Number of informants to whom rewards 
were paid (including interim) during the 
years : 

1979-80 
1980-81 
1981- 82 

(b) Total amount of rewards (including interim) 
paid : 

1979- 80 
1980-81 
1981-82 

(c) Amount of additiona l income assessed as a 
result of action taken on the informers' 
information : 
1979-80 
1980- 81 
1981- 82 

(d) Amount of extra gain (additional tax, penalty, 
intcrc5t etc.) received by the department on 

account of the information furnished by 
informants at ( I ) above fo r the years : 
1979-80 
1980-81 
1981-82 

Rs. l 2 . 1 8 crores 
Rs. 18.96 crorcs 

Rs. 6. 84 c rorcs 

Rs. 3 7. 98 e r ores 

Cash is deposited in the 
Personal Deposit Acco
unt of the Commission
ers of income-tax in the 
Reserve Bank of lndia . 
Other valuables are kept 
either in well guarded 
strong rooms in the office 
bui ldng or in the treas 
uries or in Bank Vaul ts 
etc. 

180 
170 
165 

Rs. 8.29 ln J..hs 
R ' . 13. 66 lakhs 
Rs. 20.87 lakhs 

Rs. l . 54 cro1c> 
Rs. 1 . 68 crores 
Rs. 3. 36 crorc~ 

R~. 45 .68 lakh' 
Rs. 95 .82 J; k hs 

Rs. J38. 77 lak hs 
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l . 18 Acquisition of lmmol'ab/e Properties 

1. 18.0 I Chapter XXA of the Income-tax Act, 1961 , in t ro

d uced with effect from 15 November 1972, empowers the Central 

Government to acquire a n immovable property, where such 

property i transferred by sa le or exchange a nd the true consi

deration fo r such transfer is concealed with the object of evad ing 

tax. The scope of these provi ions has been extended through 

the Income-tax (Amendment) Act, 198 1 with effect from l 

Ju Ly 1982, to cover : 

(a) tra nsfers of fl a ts o r premises owned through the medium 

of co-opera tive societies a nd companies ; 

(b) agreements of sa le fo llowed by part performance viz. by 

actua l physica l possession of the property by the de 

facto buyer, and 

(c) long term leases i.e . leases for a period of 12 years or 

more . 

1.18.02 Acquisition proceed ings under these provisions can 

be initia ted where an immovable property of fair market value 

exceeding Rs. 25,000 is transferred for a n a ppa rent moneta ry 

c :>nsidera tion, which is less than the fair market value by more 

than 15 per cent of the apparent monetary consideration. The 

co mpensa tion payable on acquisition is the a mount of the mone

ta ry consideration shown in the transfer document plus I 5 per 

cent of such a mount. 

l. 18.03 Accord ing to the Annual Report 1981 -82 of the 

Ministry of F inance there were 34 Inspecting Assistant Cornmis

si'.)ners (Acquisition) functioning as on 31 October 1981 . 
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1.1 8.04 A study of the records m2intaincd in 25 acqu i~ itio rr 

ranges indica ted the fo llowing position :-

(i) Number of cases where notices of acquisition were 
issued from 1-4- 1979 10 31-3-1982 . 

(Ii ) Number o f cases o ut of (i) above where notices were 
withdrawn/dropped 

(iii) Number of cases where acquisition o rders were made 

15,75S: 

6,211 

pursuant to the notices . 26· 

(Ir) Value of apparent consideration in respect of pro-
perties in (iii) Rs. 40.01 la khs. 

(r) N o. of properties actually taken over 

(vi ) Cases where acquisition notices were pending fina li-
satio n . 9,5 1 S: 

Proceedings dropped (6,2 11 cases) accounted for 39 per cent 
of the total number of notices i sued for acquisition. Pendency 
made up for a nother 60 per cent. The cases finalised were a 
neglig ible proportio n of the tota l. 

l. 18.05 A test check co nducted in a few acquisition ranges 
indicated that the following were typica l reasons for the drop
p ing of proceedings : 

(i) In Bihar, out of 234 acquisition notices issued, 55 were 
withdrawn for the reason tha t the o rder sheets of the 
case-fi les were no t signed by the competent a utho rity 
and the proceedi ngs had became void ab i11i l io or the 
acquisition proceedings had been initia ted before obtain
ing valuation reports from the Va lua tion Officers. 

(ii ) In Maharashtra, in 41 cases, acquisition proceedings were 
dropped as the difference between the apparent consi
deration and the fair market value did not exceed J 5-
per cent or exceeded it only ma rginally. 
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{iii) In Madhya Pradesh, in 56 cases, acquisition proceedings 
were dropped as reasons for initiating the proceedings 
were not o n record . In 8 such cases the fair market 
values were substantially in excess of the apparent 
considerations (Rs. 25. 60 lakhs as against Rs. 8 . 84 
la khs). 

1.1 8.06 The acquisition proceedings have to be initiated by 
i ssue o f notices to tha t effect published in the official gazette. 
No such proceedings can be initiated afte r the expiry of a period 
of 9 months from the end of the month in which the instrumen t 
of transfer in respect of the property is registered under the 
R egistra tion Act, 1908. While giving evidences before the 
Public Accounts Committee in November 1976, the Ministry 
of Finance had informed the Committee tha t the tatu tory pro
vision for the publications of the notice in the gazette was a 
li ttle cumbersome and that the law was being amended retros
pectively. In para 3. 9 of the ir 7th Report (6th Lok Sabha) the 
Publ ic Accounts Committee reco mmended that Government 
should take early action to bring forward an amendment to 
enable a ll cases which had become time-barred bei ng reopened . 
The Ministry apprised the Committee in D ecember 1978 a nd 
in December 1980 tha t the proposed amendment was under 
con5ideration. Final action is st ill pendi ng. 

1.1 8 .07 A few insta nces where acquisition proceedings 
co uld not be ini tiated because of the departments inability to 
publish the notice withi n the prescribed time a re mentioned 
below:-

(i) In Haryana, agricultural lands and buildings having 
consideration value of R . 1,25,000 were transferred by an assessee 
to a firm on 27 December 1978 . On a reference made on 5 
July 1979, the departmenta l Valuer determ ined the fair market 
value as Rs. 2,38,800 on 17 September 1979. Due to the 
inability of t he press to publish the notice in the official gazette 
;before 30 September 1979, the proceedings had to be dropped. 
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(ii) In H aryana again, a building comprising godown and 
office block having a pparent consideration value of Rs. 70,000' 
was transfe rred a s per sa le deeds da ted 22 February 1977 and 
l April 1977. T he fai r market value determined by the Valua
tion Officer on 14 November 1977 was R s. 1,48,500. The 
proceedings had to be dro pped as notice was not published within 
the statutory time lim it. 

(iii) In Orissa , a property having a pparent consideration of 
Rs. 45,000 a nd sold on 12 May 1980 was referred to the Valua 
tion Officer for ascer ta ining the fair market value on 30 Octo
ber I 980. T he fair market value of the property was determined 
at Rs. 3,90,000 on 4 November 1980. The proceedings had 
to be dropped as the notice could not be publisl:ed in the official 
gazette by 28 February 198 1. 

(iv) In Oris a a lso, land wi th building having apparent 
considerat ion of Rs. 32,500 (sold on 7 May 1980) was referred 
to the Valua tion Cell on 28 May 1980 for ascertaining the 
fai r market value. The valuation report affixing the fair market 
value at Rs. 1,45,000 was received on 7 January, 1981. The 
proceedings bad to be dropped as the notice could not be pub
lished in the official gazette. 

l .18.08 For the purpose of initia ting proceedings for the 
acquisition of a ny immovable property the competent authority 
may require a Valuation Officer to determi ne the fair market 
value of such p roperty and report to him. U nder the ana logus 
provisions of the Wealth-tax Act, a nd the Gift-tax Act, such 
va luation by a Valm~tion Officer is binding on the assessing 
authority who canno t reject or va ry it. Tha t is not so in respect 
of the valuation for acquisition proceedings. The Act, however. 
provides that the decision of the competent authority in respect 
of objections heard against a proposed acquisition sha ll be in 
writing and sha ll sta te the reasons fo r the decision with respect 
to each o bjection. 
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(a) [n Haryana, in 11 cases, the difference between t he fair 
m a rket va lue (R s. 16. 53 lakhs) a nd the a ppare nt consideratio n 
(Rs. 10.03 lakhs) was mo re tha n 25 per cent o f the la tter, but the 
acq uisition p roceedings we re d ro pped witho ut reco rding any 
rea so ns and witho ut g iving a ny oppo rtunity to the co ncerned 
Valuation Officer who ha d d etermined the fa ir market va lues. 
The depa rtment accepted tha t in certa in ca cs the reaso ns might 
no t have been o n record but he ld that the d ro pping o f proceedings 
i e ntirely d iscre tio na ry a nd cannot be c ha llenged. The fact 
-rema ins that the lega l requirements had no t been co mplied with. 

(b) In 35 o the r case , the acqui itio n proceedings were 
dropped eve n tho ug h the fair ma rket va lues determined b y the 
d epartmenta l Va lua tio n Officer exceeded the a ppa re nt con idera
tio n by mo re tha n 25 per cent in each case . The percentage o f 
va ria tio n in these cases ra nged fro m 25 per ce nt to 182 per cent 
but the depa rtment deemed the Va lua tio n Officers ' re po rts a s 
inc')rrect/e rroneo us a nd d ro pped the proceedings o n the bas is 
of valua tion re po rts o f appro ved va lue rs. 

1.1 8.09 The Inco me-tax Act d oes no t provide any time limi t 
fo r fina lisa tio n o f the acquis itio n proceedings . Inordina te de lay 
was no ticed in fina lisa tio n of cases a fte r issue o f notices . A few 

·case~ in B0 111bay whe re the diffe rence be tween the fa ir ma rket 
va lue a nd the a p paren t considera tio n was over Rs. 20 la khs each 
and t he no tices were issued prio r to 1 April 1979, but the cases 
we re still pendin g fina lisa tio n (August 1982) a re indic~ tcd belo w : 

(a) A p roper ty co nstructed o n a n a rea o f 4233.33 sq . mt rs . 
tran<; ferred a t a n a ppa re nt co nsideratio n o f Rs. 20. 25 lak hs ha d 
fa ir market va lue of R . 4 5 lakhs. The acqu is itio n no tice was 
served o n the t ran feror o n 6 Marc h 1976. Subseque n tly, 
the fn specting Assiqa nt Co mmissio ner wro te to the Co rnmis-
io ne r o f Income-tax o n 2 1 Ma rc h 1979 regard ing the ma tter. 

No fu rthe r actio n was take n . 

(b) A p ro per ty having a fo ir market va lue of R s. 60 .70 la kh<. 
held by a priva te c mpa ny was transferred a t :in 2 ppa rc nt con
~ idera L i on o f Rs . 35.84 la khs. The no tices o f acqui~ i t i on were 
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served o n 11 April 1977 and a lso affixed o n the property on 
17 April 1978 when a pa nchnama was a lso made. No action 
was taken thereafter. 

(c) An assessec transferred property which had a n appa rent 
co n ideration of R s. 88.35 la khs. T he fair market value o f the 
property was es tima ted at R . 2 crores. Acquisition p roceeding'> 
were initiated by issue o f notice o n 13 December 1977. The 
Counsels a ttended o n 23 Ma rch 1979 and copy of the reasons 
rocorded were given to them for comments. No further develop
ments were no ticed in the case . 

(d ) A p roperty situated on un area of 4521.79 sq. metre 
t ransferred by a private company a t a n apparent co nsideratio n 
of Rs . 22.08 la khs was estimated to have a fair market value o f 
R s. 50 lakhs. o t ice of acquisitio n was issued on 14 November 
1971. 

The Deputy D irector o f lnvest igation Circle I- Settlement 
Commission , Bo mbay returned the acquisitio n papers o f the 
t ransferee on 6 January 1979. No fu rther action was taken in 
the matter. 

(e) An asses0 cc t ra nsfe rred a building situ:Hed on a n area o f 
6249 sq . ya rds at a n apparent co nsideration o f Rs. 2.40 lakhs . 
The fair market va lue was est ima ted 2l Rs. 48.22 lakbs. T he 
no tice o f acquisit io n was issued o n I 5 June 1977. A not ice 
for hea ring o bjec tio ns was issued to the transferee o n 19 
Februa ry 1979. T here was no further action. 

(f) A property having an apparent consideratio n o f R s. 
80.5 1 lakhs was tra nsferred by an ind ividua l. The fair mar ket 
value of the property was estimated a t Rs. 145.50 lakhs. Ttie 
no tice o( acquisition was served on 30 July 1977. T he tran~fe

ree resp onded to the notice a nd requested fo r adjo urnment o f 
hearing in his letter dated 26 February 1977. No fur ther deve
lopments were known. 
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1.18. 10 The resnlts of the review were sent to the Ministry 
of Finance in September 1982; their remarks are awai ted 

December 1982). 

1.19 Functioning of Valuation Cells 

The Centra l Government established, October 1968, a depart

mental valuation Cell manned by engineering officers taken on 

deputation from the Central Public Works Department to assist 

the assessing officers under various direct tax laws. Certa in 

details about the functioning of the Valuation Units under the 
Cell are given in the following sub-paragraphs : 

(i) N umber of Valuation Units/Districts : 

Year 

1979-80 

1980-81 

1981-82 

No. of 
Units 

80 

80 

80 

No.of 
Dis-

tricts 

10 

10 

11 

(ii ) Nu mber of cases referred to the Va luation Cell excluding 
cases brought forward from previous years :-

Year Income- Wealth- Gift- Estate 
tax tax tax Doty 

1979-80 1,180 11 ,853 117 214 

1980-81 1,146 10,836 85 302 

1981-82 1,428 13,045 88 356 

_,. 

.M 

.... 

>-



Vl (iii) Number of ca es decided by the Valuat ion Cell and the total amount of valuation made by --·- the Cell compa red with the returned va lue in the decided cases :-\0 

() 
P.> 
:> (Jn lakhs of rupees) 
Cl -- Year 00 
N 

Income-tax Wealth-tax 

I 
VI No. of Value Value No.of Value Value 

cases returned deter- cases returned deter-
mined mined 

2 3 4 5 6 7 

1979-80 1,341 2,585 . 79 3,499. 33 12,045 13,600 .81 37,109.5 1 

1980-81 1,170 3,377.00 4,503.00 10,655 13,128.00 41 ,854.00 
Ul 
w 

198 1-82 1,376 2,99 1.00 4,555.00 12,67 1 14,855.00 45,470.00 
--·--- -

Gift-tax Estate duty 
Year 

No. of Va lue Value No. of Value Value 
cases returned deter- cases ret urned deter-

mined mied - ----- ---
2 3 4 5 6 7 

1979-80 92 65.87 212 .92 33 1 554.41 1,085.66 

1990-8 1 100 59 .00 132 .00 341 603.00 1,192.00 
1981-82 67 45 .94 103.24 293 506 .02 1,012.60 



(iv) Exp enditure in curred on the Va luation Cell 
---- --------

Year 

1979-80 

1980-81 

198 1-82 

Amount of expenditure 

R s. 

88,74,613 

93,36,262 

94,08,800* 
---- -------------------------------

J .20 Revenue demands ivritten off by the Department 

(i) A demand of Rs. 870.25 lak hs in 30,404 cases was written off by the department during the year 
198 1-82 . Of this a sum of Rs. 191 .80 lak hs relate to 81 company asscssee a nd Rs. 678.45 lakhs to 
30,3 23 non-company assessces. 

2 

I. (a) Assessee having died leaving behind no 
assets o r h;;ve become inso lvent . 

(b) Companies which have gone into liquidation 
and are defunct 

TOTAL 

(In lakhs of rupees) 
-- -- ------------- ---

Compan ies Non-companies Total 

No. Amou nt No. Amount No. Amount 
Rs. Rs. R s. 

3 4 5 6 7 8 

1,202 67.32 1,202 67 .32 

23 11 8. 88 1 13 2.44 136 121 .32 

- --
23 11 8.88 1,3 15 <i9 .76 1,338 188.64 

*The tigure furn i hed by the Ministry of F inance is provisional a nd do not include Patna a nd Guja rat Charges. 

' L 
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II. Assessees being untraceable 4 00 .14 13,840 267. 17 13 ,844 267 .31 

III. Asscssees having left India 20 4 .<i3 203 13.51 228 18. U 

IV. Other reasons : 

(a) Assessees havi ng no attachable assets 18 65. 03 1,494 184.53 1,51 2 249 .61 

(b) Amount being petty etc .. 14 2 .78 10,'204 82.72 10,21 8 85.50 

(c) Amount written off as a result of scaling 
down of demands 2,922 56.63 2,922 56 .63 

- - - - - -- - -- VI 
lJl 

T OTAL 32 67 .86 14,6 20 323 .88 14,652 39 1. 74 

---- - --- ---- ------

v. Amount writte11 off on grounds of equity o r as a 
matter of international courtesy or where time. 
labo ur and expenses involved in lega l remedies 
for realisation a re considered dispro portionate 
to the amount o f recovery 2 0.29 340 4 . 13 342 4 .42 

---- --- ---- ---- --- - ---
G RAND T OTA L 8 1 19 1.80 J 0,32'.l 678 .45 30,40~ 870 . 25 

------



(ii) Weal th-tax, Gift-tax and Estate Duty demands written ofT by the department during the 
year 1981 -82 are given below catcgo rywisc : 

2 

I . Assesiee having d ied leaving behind no assets or 
have gone in liquidation or become inso lvent . 

(a) Assessees having di::d leaving behind no asset 

(b) Assessees having gone in liquidation 

(c) Asse~ees having become innsolvent 

TOTAL 

Wealth-tax 

No. Amount 

3 4 

G ift-tax 

No. Amount 

5 6 

40 00 .08 

40 00 .08 

JI. Assessecs being untraceable 0 .01 5 00 .09 

Ill. Assessees having left India 

IV. Other reasons : 

(a) Assessees who a re alive but have no attach
a~le ~ssets 

.. ::. 

(In lakhs of rupees) 

Estate JJuty 

No. Amount 

7 8 



v. 

(b) 

(c) 

(d) 

• ' 

Amount being petty etc .. 

Amount written off as a result 
down 

of scaling 

Demands rendered unenforceable by subse-
quent developments such as duplicate de-
mands, wrongly made demands, being pro-
tective etc. 

T OTAL 

Amount written off on grounds of equity or as 
a matter of international courtesy or where the 
time, labour and expenses involved in legal rcme-
dies for realisation are considered dispropor-
tionate to the amount of recovery 

GRAND TOTAL 

234 4.83 

5 16 .21 

--- ---- --~- - --- ---- ----
239 21.04 

----
u. 
-...] 

---- - --- ---- ---- - --- ----
240 21.05 45 00.17 
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I. 21 Results of test audit in genera[ 

(i) Corporation Tax and Income-tax 

During the period from I April l98 1 to 31 March 1982 test 
aud it of the documents of the income-tax offices revealed total' 
under-assessment of tax of Rs. 3305.66 lakhs in 17,798 cases. 
Besides these, various defects in following the prescribed pro
cedures also came to the notice of Audit. 

Of the total 17,798 cases of under-assessment, short levy of 
tax of Rs. 2765.12 lakhs was noticed in 1337 cases alone. The 
remaining 16461 cases accounted for under-assessment of taJL 
of Rs. 540.54 lakhs. 

The under-assessment of tax of Rs . 3305.66 lakhs is due to 
mistakes categorised broad ly under the following heads:-

1. Avoidable mistakes in computation of tax 

2. Failure to observe the provisions of the 
Finance Acts 

3. Incorrect status adopted in assessments 

4. Incorrect computation of salary income 

5. Incorrect computation of income from house 
Property 

6. Incorrect computation of business income 

7. Irregularities in allowing depreciation and 
development rebate 

8. Irregular computation of capital gains 

9. Mistakes in assessment of firms and partners 

10. Omission to include income of spouse/minor 
child etc. 

11. Income escaping assessment 

12. Irregular set off of losses. 

13. Mistakes in assessments while giving effect 
to appellate orders . 

No. of Amount 
items (in lakhs 

of rupees)' 

2 3 

1,133 

302 

300 

534 

71 .92 

46 .49 

42.23 

28.62 

804 31.34 

3,04 l l ,090. 48 

1,108 415.93 

216 75 .28 

574 78 .7& 

208 

1,616 

173 

80 

14.55 

264.08' 

42 . 56· 

14 . 63'-

1 
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14. I rregula r exemptions and excess relief given 

15. Excess or irregular refu nds 

J 6. Non-levy/ incorrect levy of interest fo r delay 
in submission of returns, delay in payment of 
tax etc. 

17. Avoidable or incorrect payment of interest 
by Govrnment 

18. Omission/short levy of pena lty 

19. Other topics of interest/miscellaneous 

20. U nder-assessment of Surtax/Super Profits 
Tax 

TOTAL 

(ii) Wealth-tax 

2 3 

1,707 

613 

1467 

889 

800 

251. 78 

112 .67 

163 . 18 

164 . 69 

159.56 

2,075 128. 37 

158 108.54 

17,798 3305. 66 

During test audit of assessments made under tbe Wea lth
tax Act, 1957, short levy o f R s. 347 . 89 lakhs was noticed in 
3, 754 cases. 

The under-assessment of tax of Rs. 347.89 lakhs was d ue to 
mistakes categorised broadly under the following heads :-

l . Wealth escaping assessment 
2. Incorrect va lua tion of assets 
3. Mistakes in computa tion of net wealth 
4. Incorrect s tatus adopted in assessments 
5. Irregular-excessive allowances and exemptions 
6. Mistakes in calcula tion of tax 
7. Non-levy or incorrect levy of additional 

wealth-tax 
8. Non-levy or incorrect levy of penalty and 

non-levy of interest 
9. Miscellaneous 

T OTAL 

No. of Amount 
cases (In lakhs 

of rupees) 

2 3 

683 
815 
494 
134 
488 
537 

259 

194 
150 

3,754 

92 . 78 
67.33 
20.70 

8.94 
45.62 
26.60 

43.02 

27. 48 
15 .42 

347 .89 
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(iii) Gift-tax 

During the test audit of gift-tax assessments it was noticed 
that in 773 cases there was short levy of tax of Rs. 115. 80 lakhs. 

(iv) Estate Duty 

In the test audit of estate duty assessments it was noticed 
that in 429 cases there was short levy of estate duty of 
Rs. Il8.28 lakhs. 

. .... 
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CHAPTER 2 

CORPORATION TAX 

2.0 1 The trend of recovery of corporation tax i.e. the 
1ncome-tax payable by companies during the last five years was 
ai; fo llows : 

Year Amount 
(In crores of rupees) 

1977- 78 1220. 77 
1978-79 1251.47 
1979-80 1391.90 
1980-8 1 1377 .45 
1981-82 1% 9 .96 

*2.02 According to the Department of Company Affairs, 
Ministry of Law, Justice and Company Affa irs, there were 
73,715 companies as o n 31st March 1982. These included 311 
foreign companies and 1,496 associations "not for profit" regis
tered as compa nies limited by gua rantee and 219 companies 
with unlimited liabili ty. The remaining 71,689 companies com
prised 894 Government companies and 70,795 non-Govrnment 
companies wi th paid up capitals of R s. 12,879 crores and 
Rs. 4,083 crores respectively. Among non-Government companies, 
over 86 per cent were private limited companies. 

2.03 The number of companies on the books of the income
tax department during the las t five years was as follows:-

As on 31st March 

1978 
1979 
1980 
1981 
1982 

N umber 

42.084 
41,532 
42.581 
44.125 
46. 355** 

*F igures furnished by the Department of Company Affa irs, Ministry 
-0f Law, Justice and Company Affairs are provisional. 

**Figures fu rn ish: d by th!! Minist ry of F inance are provisional. 

61 
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2.04 The following table indicates the progress in the comp-
letion of assessments and the collection of demand under cor-
p:>ratio n tax during the last five years :-

No. of assessments Amount of demands 
Year 

Completed Pend ing at Collected In arrear 
during the the close o f during the at the close 

year the year year of the year 

(ln crores of rupees) 

1977- 78 41,533 34,864 1220 . 77 185.96 
1978-79 39,982 40,563 1251.47 168.04 

J979-80 38,033 43,886 1391.90 190 .34 

1980-81 44,937 52,250 1377.45 290.95 

1981-82 47.238 55,861 J969.96 311. 74* 

2.05 Some instances of mistakes noticed in the assessments 
of compa nies under the Income-tax Act are given in the follow
ing paragraphs. 

2.06 Avoidable mistakes in the computation of tax 

Under assessment of tax on account of mistakes in the com
putation o f total income or in the determination of tax attribut
a ble to carelessness or negligence have been noticed frequently 
in audit and these mistakes involving substantial revenue to 
Government have been reported every year. 

The Public Accounts Committee in paragraph 5.21 of their 
I 86th Report.(sixthiLok Sabha) had observed.that the commonest 
mistake regularly featured in the Audit Reports, is the dropping 
of digits, generally one lakb of rupees either from the assessed 
total income or from the amount of tax payable. 

The Committee in paragraphs 5.24 and 5.25 of their Sl st 
Report (7th Lok Sabha) had again observed that under assess
ment of taxes of substantial amounts had been noticed year after 
year, on accou nt of mistakes due to carelessness or negligence, 
which cou ld have been avoided had the assessing officers and their 
s taff been a little more vigi lant. 

•figures furnished by the M i:1 istry of Fi :'e:~ce are provision·.! 

I 
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Following this, the Central B ard o f Direct Taxes, in their 
in >truction ~ issued in December 1968, May 1969, Octo ber 
1970. October 1972, August 1973, January 1974 and the Di recto
rate of Inspection (Income-tax) in their circula r issued in J uly 
1981 emphasised the need for ensuring a rithmetical accuracy in 
the computation of income and tax, carry forward of figures 
etc. Jnspite of these repeated instructions such mitakes continue 
t occur. A few important cases a rc given in the following 
paragraphs. 

(i) While o mputing income, the Income-tax Officer usually 
proceeds from the net profit or loss as per the profit and loss 
account as the star! ing p) int. He adds back the a mount of dep
reciation a lready charged to the account. The amount of dep
reciation admi sible under the Income-tax Act, 196 1 is thereafter 
a llowed as deduction. 

[n computing the bu incss income of a company for the 
assessment year 1978-79 in March 1981 , the Income-tax Officer 
instead of adding back a sum of Rs. 6,70,836 actually debited to 
the profit and loss account on account of dep recia tion added 
back to the reported net profit. a sum of Rs. 70,836 only on 
account of deprecia tion . The depreciation admissible under 
the Act, was however, duly a llowed . T he mistake resulted in 
under-asses~ment of income by Rs. 6,00,000 with con£equeot 
under-charge of tax of R s. 4,09,500. 

The M ini stry of Finance have accepted the mistake and have 
stated that the assessment has been rectified raising additional 
demand of R s. 4,09,500. 

(ii) A company claimed depreciation a llowance of Rs. 13, I 6,215 
in respect of the previous year relevant to the assessment year 
1975-76. In the assessment made in February 1978 the depart
ment incorrectly made an allowance of Rs. 33,16,215 instead of 
R s. 13,16,215. The mistake resulted in excess a llowance of 
depreciation of Rs. 20 lakhs and in excess computation and carry
forward of loss of the same amount with a potentia l tax effect 
of Rs. l l ,55,000. 
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The Ministry of Finance have accepted the mista ke a nd have 
s tated tha t the assessment has been rectified. 

(iii) A compa ny returned a business loss of Rs. 10,29, 192 
for the assessment year 1979-80. While completing the assess
ment in Februa ry 1981 , the Income-tax Officer disa llowed bad 
debts and expenditure incurred by way of interest on deposits 
received by the company, amounting to Rs. 19,116. The net loss 
was computed by him a t Rs. 14,10,076, whereas the loss correctly 
worked out to Rs. 10,10,076. The mistake in calculation led 
to excess carry forward of loss of Rs. 4,00,000 for the a ssessment 
year 1979-80. 

The case was seen by the Special Audit Party of the depart
ment but the mistake was not noticed. 

The Ministry of Finance have accepted the mistake and have 
reported that the assessment has been rectified. 

(iv) Under the provisions of the Income-tax Act, 1961, in 
computing the income from business, a n a llowance by way of 
initia l depreciation at the rate of twenty per cent of the actual 
cost of tbe new plant or machinery insta lled a nd used for the pur
pose of business is available to a n assessee in addition to the 
norma l depreciation, in respect of new plant or machinery ins
ta lled for the manufacture or production of articles o r things 
specified in the Ninth Schedule to the Act. 

Tn the a ssessment proceedings of a public limi ted company 
for the assessment year 1976-77, the initial depreciation of 
Rs. 5,47,898 claimed by the company was considered as no t 
admissible a s no details had been furni shed by the asses~. In 
the actual assessment completed in May 1980, however, while 
deterrninm g a loss of Rs. 59,99,888, total depreciation of 
Rs. 25,22,817 including the aforesaid inadmissible claim of initial 
depreciation of Rs. 5,47,898, was allowed. TI1is resulted in 
excess computation of loss by Rs. 5,47,898 with a potential under
charge of tax of Rs. 3, 16,410. 
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The Ministry of Finance have accepted the mistake and have
stated that the assessment has been rectified . 

( v) U oder the Income-tax Act, 1961 development rebate on 
plant and machinery installed and used for the purpose of busi
ness carried on by the assessees is a llowable as a deduction. 

For the assessment year 1973-74, the development rebate 
admissible to a company in which the public were substantially 
interested was determined (June 1977) as Rs. 1,87, 110, which, 
for want of profits in that year, was carried forward and adjusted 
(August 1977) against the profits of the succeeding assessment 
year 1974-75. Subsequently, in May 1979,the quantum of deve
lopment rebate admissible for the assessment year 1973-74 was 
re-determined by the department as Rs. 1,90,345. While making 
the consequential revision in the assessment order for the assess
ment year 1974-75, the department reduced (August 1979) the 
total income already determined by Rs. 1,90,345, overlooking 
the fact that deduction to the extent of Rs. 1,87, 110 had already 
been made. The excess deduction resulted in short levy of 
tax of Rs. 1,3 1,770. 

The Ministry of Finance have accepted the mistake and have 
stated that the assessment has been rectified. 

(vi) The assessment of a company for the assessment year 
1974-75 was completed in December 1976, on a total income of 
Rs. 6,98,940. The assessment was revised in January 1978 to 
rectify a mistake in the rate of tax and a tax of Rs. 4,77,027 was 
determined in the revised assessment. The advance tax paid by 
the assessee and tax deducted at source amounted to Rs. 5,59,377. 
The tax of Rs. 82,350 paid in excess was adjusted 
against surtax demands for the assessment years 1971-72 and 
1972-73 to the extent of Rs. 34, 755 ; the balance Rs. 47,595 
together with interest of Rs. 26,346 on excess advance tax paid 
was refunded to the asseessee. 

Later, the assessment made in December 1976 was set aside in 
appeal in October 1978 and a fresh a ssessment was made in 
February 1981. This assessment was again revised in April 1981 
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to rect ify a totalling mistake and the income was de termined at 
R s. 8,54,940 with tax demand of Rs. 5,83,496. After adjusting 
R s. 5,59,377 a lready paid by the a sseessee, net d emand of 
R s. 24, 119 was raised and adjusted against the income tax refund 
due for the assessment year 1972-73. While determining the 
final tax liability in April 1981, the Income-tax Officer did not, 
h o wever, consider the refund of Rs. 1,08,696 a lready made. The 
omission re!>ulted in excess refund o f Rs. 1,0 8,696. 

The Minist ry o f Fina nce have acce pted the mistake and h ave 
rcp;:i rted tht the a5scssment h as been rectified ra ising additional 
-demand of Rs. 1,08.696. 

(l'ii) The regular assessmen t of a company fo r the assess
ment year 1978-79 was completed in June 1980 on total income 
of Rs. 7.46,475. In completing this a ssessment, business losses 
of Rs. 89,62 1 and R s. 1,00,942 carried forward from the assess
ment years 1973-74 and 1974-75 were no t ct off. The a ssess
ment wa<; rev ised in Scptemher 1980 to a llow the set o ff of 
carried forwa rd losses. At th is stage a set ofT of Rs. 2,99,563 was 
allowed against the admissible amo unt of Rs. 1,90 ,563. T his 
resnlted in under assessment of ii.come of R s. J ,09,000 and 
sho rt levy o f tax of Rs. 93,52 1 including short levy of interes t 
for failure to send the estimate of advance-tax. 

The Ministry of Finance have accepted the mistake and ha\e 
reported that th<: a ssessment has been rectified a nd addit io nal 
tax demand of Rs . 93.52 1 recovered . 

(viii) A company fi led its return for the ~sses!.ment year 
1978-79 in September J 978 disclosing an income of Rs. 6,20,286. 
The assessec filed a revised return subsequentl y for Rs. 6,60,886 
foi the same assess ment year in January 1980 stating that an 

expenditure of R'>. 60.600 was c laimed in excess in the o riginal 
return 1.hrough oversight and the same was written back in the 
~uccecding <Lccounting year. 

The <>.s~cssme n t fo1 the as.>essment yea; 1978-79 was c0mp!ctcd 
in March 198 1 o n the bar, is or tb1! original return and th~ Income
tax Officer d id not take into acco unt the revised 1etlirn filed by 

I 
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lhe assessee in January 1980. This resulted in under assessment 
of income to that extent and shorl levy of tax of Rs. 51,513 in
cluding excess payment of interes t of Rs. 13,335 on the refund of 
ad vance-tax. 

Minist1y of Finance have accepted the mistake and have 
reported thal the assessment has been reoti fied. 

2.07 Failure to observe the provisions of the Finance Acts 

(i) Under the provisions of !he Finance Act, as applicable 
to the a ssessment year 1977-78 a n industrial company·in which 
public are not substantially interested is charged to tax at the 
rate o f fifty-five per cent if its total income does not exceed 
rupees two lakhs and at the rate of sixty per cent if the total 
income exceeds R s. 2 lakhs. 

(a) ln the assessment of an indust rial company in which 
the public were not substantir.lly interested for the assessment 
year 1977-78 (completed in March/June 1980) the department 
levied tax applying the rate of 55 per cent o n its total income of 
Rs. 33.51 ,860 instead of at 60 per cent leading to unde:-charge 
of tax of Rs. I, 76,558 including intere t on the belated submissio n 
of the return of income. 

The a~sessrnent was checked in internal audit but the mistake 
escaped their notice. 

The Ministry of Finance have accepted the mistake and have 
s ta~ed that the a ssessment has been rect ified . 

(b) In the case of anolhcr industrial company in an anothe r 
charge for the assessment year 1977-78 (assessed in September 
J 980) the total income was determined a t Rs. 8,59,800 a nd in
come tax was charged a t the rate of 55 per cent instead of at 
60 per cent. The mistake led to short levy of tax of Rs. 66, 749 
including penal interest for short payment of advance tax and 
late flling of return. 

The Ministry of Finance have accepted and rectified the mis
take 
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(ii) From the assessment year 1980-81 the rate of surcharge 
on income-tax has been increased from 5 per cent to 71

/ 2 per
cent. 

In the case of a company, the provisional assessment for the 
assessment year 1980-81 was completed in September 1980 on 
the returned income of Rs. 5,63,77,320 and a tax of Rs. 3,25,57,902 
was levied by the department, refunding Rs. 5, 14,08,616 paid in 
excess towards advance-tax. While arriving a t the amount of 
refund, surcharge was levied a t the iate of 5 per cent instead of 
at 71/ 2 per cent. The mistake resulted in excess refund of 
R s. 7,75,188. 

The Ministry of Finance have accepted the mistake and have 
stated that a demand has been created for the amount. 

(iii) A domestic company in which the public are not sub
stantially interested and which is mainly engaged io industrial 
activity is charged to tax at 55 per cent on the first Rs. 2 Jakhs 
of its total income and at 60 per cent on the excess over Rs. 2 
lakh~. IL the case of such a company which is not engaged in 
industrial activity, however, che rate of tax is 65 per cent of the 
tot? 1 income. 

A company in which the public were not substantially interes
ted and which was mainly engaged in the trading of ore, auto
mobile accessories etc., was treated as a non-industrial company 
in the assessment years 1974-75 and 1976-77. For the assessment 
year 1975-76, however, the company was treated as an industrial 
company and charged to tax at 55 per cent on the income upto 
Rs.2 lakhs and at 60 per cent on the excess of income over Rs. 2 
lakhs. Since the assessee was not an industrial company, in
come tax was chargeable at the rate of 65 per cent on the total 
income of Rs. 1,49, 11 ,060 computed for the assessment year 
1975-76 in January 1981. The mistake led to short levy of 
tax of Rs. 9,58, 166 including penal interest for belated filing of 
the return of income and interest a llowed on refund consequent 
on appellate orders. 

... 
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The paragraph was sent to the Ministry of Finance in August 
1982 ; thei r reply is awaited (December 1982). 

l!JcorreN co111p11tatio11 of business income 

Under the provisions of the Income-tax Act, 1961, any ex
pendi1me la id out or expended wholly and exclusively for the 
purpo es of business is a llowable as deduction in computing the 
bu ioess income of an assessee, provided the expendi ture is not 
in the na ture of capita l expenditure or perso nal expenses of ihe 
assessre. 

2.08 J\lisclass~(icatio11 of ca11ital expPndiwre as rPre1111e ex
penditure 

(i) Where an assessee has acq uired a capital a <>set out of 
loans taken in fo reign currency and at the time of rep~yme nt of 
loan. a change in rate of exchange occu rs. there i<; an increase 
o r decrea e in the liability in term" of do mest ic currency 
for repayment of the whole or part of the moneys borro\\'ed. 
As the increa<;e or decrease partake. the character of capital 
exper1diture. it Im<: to be added o r reduced from the cost of the 
a set and not accounted for a revenue expenditure or receipt 

i 1 c 1 mp uti ng the inco me of business. 

fn the as essment fo 1· the assessment year 1976- 77 o[ a public 
s~ctor company, a dehit of Rs. 30.30,047 in the profit and loss 
~ccount towards loss in exchange, wa<; allowed (Septcm ber 1980) 
by the department in compu ting the bu i nes~ income. It was 
noticed that the loss arose o n acco unt of Ouctuation of exchange 
ra tes in re pect of the out-standing portion of a loan of 2J millio n 
do llars taken by the assessee for acquiring plant and machinery 
from foreign countries and that it ,,·ac; not an admissible dcdttc
tion . The mistake resulted in excess carry fo nrnrd of loc;s fo r 
adju tment again<>! future year5' income. 

The Mi11i . try of Finance have accepted the omi sion and have 
reported that the assessment is being revised . 

S/1 9 C&AG/82-G 
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(ii) An assessce obtained a loa n of R . 24, 12, 142 equivalen t 
10 Rs. 49,43.030 from a co mpa ny in We~! Germany for pur
cha e o[ pla nt and mac hinery. While payir:.g 1he instalment of 
loan. the comrany incu rred an additio nal liability of Rs. 12, I 4.904 
for thi: a sc;essment year 1978-79 O\\ ing to lluc1ua1ion in foreign 
cxchange rates. This "a' a llowed by the Jn pecti ng As istant 
Co mmissioner. a. re\ enuc expendi ture in the a. sec;sment comple-
ted in ovember 1980. 

T he incorrect all owa nce i"c-;ultcd in total under-asses men! of 
income by R . I 0.93.4 14 and undercha rge o f tax of R <;. 6.3 1,44 5 
for 1hc a<;sess mcnt year 1978-79. 

Simil<1r u nder-a.,.,c~smen1 of inco me a nd ~ h<1 rt levy of ta:< 

thereon for the same rea -,o n ~ for 1he a~scs<; ment years 1976-77 
;~nd 1977-78 in re~ pec t of this :!ssessee were reported in 
paragraph 2.09 (a)( ii) of the Revenue Receipts Audit Report 
(Vo lume Ill for the yea r 1980-R I a nd the mistakes were accepted 
by the Minis try or Fi nance. 

The par:1grarh wac; sent to the Mini ., try of Fin:rnee in cp
lcmhcr 1982: their rerly i-; awaited (D :ccmhcr 1982). 

(iii ) In the assc ~ 111e n t l•I" a Sugar Mill for the as~ess menc 

year 1977-78 completed b) an fn-, r ccting A.;~ is t a n t Comrn is
~ io ne r in March 1980. it \1a<; held tha t n um of Rs. 9.86.066 
debited by the asi;es~ec in the ~ u gar account o n account of ·'pro
vic; io n fo r c; ug:<!r exec~, r rice payable·· \\'a\ to be added back L1> 

the total income. l lowcvcr while computing the tota l inco me. 
the addit ion was not made. 

The ac;sesscc had a l\O debited :~ ~um l) f R ~ . 90,800 to the rrn
ti t and l o~~ acco unt on account of contribution towards Storage 
rund for rnolas. es t a nk ~ ac; required under the Molasses Control 
(A mendment) Orcicr 1972 1975. Tn de termining tl1e rota! income. 

» 
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thi ~ amount was allowed as a deduction. The deduction was not 
ad mi, ible a the asc;essee had only made a provi ion for meeting 
ca pi ta l expenditu re. 

The mis ta kes res ulted in total under-asse<>sment of income 
of R . 10.76.866 involving short-levy of tax of R<;. 7,78,030. 

The Miniqry of Finance h:ive accepted the misrakes. 

2.09 Misrakes i11 the a!loll'a11cc of head office expenses 

Tn the ca<>e of fo reign compa nies doing bu~iness in fndia, a 
port ion of the ad mini strati ve expen. e'> of their head offices 
becomes an allowable deduction. Till 1975 the checks exercised 
by the department on allowing claim <; to\\ards head office ex
pcnc;c were, inadequate. Pu rsuant to the recommendations 
made by the Public Accou nts Committee in paragraph 9.13 of 
thei r I 76th Report (Fifth Lok Sabha) and paragraph :us of 
rheir I 87th Report (Fifth Lo k S:ibha) detailed guidelines on the 
\ Ubjecl were is. ued by the Central Boa rd of Direct Taxes in 
June 1975 and the law was a lso a mended \\'ith efTecr from l June 
1976. The law as a mended fixed a ceiling limit on the deductioo 
on acco unt of head office expense~ as the least of the follow ing 
item': -

(a) an amount equal to ltw p~r(cent or tht' :tclju<; ced toral 
income : or 

(b ) a n a mou nt equal to three yc:n~ avcmge he:ld office 
ex penditure; or 

(c) an amount equal to so much l)f the ex renditure in the: 
nature o f head omc~ expenditure a~ j , allributablc 10 the 
bu ~ ines<> or profe,~ ion of the asse~ ec in India. 

It has been j udicia lly held thar the law to be applied to an 
assessment i'> that in force, in the asse sment year ihough tQ~ 
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inco me rela tes to the previou\ year and any amend ment which 
i<> in forcc at the beginn ing of the releva nt a·.~essment year must 
gcwcrn the case though the a mend ment is made after the inco me 
under a<;se~smcnt j .; ea rned. J\ccordingly the afo resa id amend
ment made from I June 1976 ''a~ appl icable to the inc~)me as~es~

uble for the a <;sess ment year 1977-78. Thi. po:-- it ion was explained 
al <;o in the explanatory note 0 11 th e: Finance Act. 1976 wh ich 
\ la ted that a lthough the af,irc:sa id provi ~ io n for limiting the head 
office ex penses of the now rc· ident asscssces came into opera tion 
with c!Tcct from I June 1976, it would a pply in re<; pect of the 
a'\<;essment y..:ar 1977-78 and sub->eque nr as, essments. 

(il In the cast: or 14 non-rc<; idcnt companies it was rwt icect 
that while limiting the h1.:acl office expen ~es of the companies fo r 
the purpose of cumpuration or thei r business inco me fo r the pre
vi0us yea r ending December 1976 relevant to the assessment 
yea r 1977-78. the depa rtment allowed <!ctual expenses incu rred 
upto May 1976 in fu ll a<; in (c) a bove. and for the period fro m 
June 1976 the proporti onat..: ex pense~ incurred thereafter were 
limited a per the ne\\ provi,ion . A<> the amended law applies 
to the "hole a ss1:~s ment year I 977-78 the cxpen~es incurred for 
the ful l year were required to be limited to the exten t pre~cribcd 
in the /\ct. The o mi >~ i o n kd w undercha rge nf tax ol' 
Rs. 13,99,:126 in the as~c~<; ment yea r 1977-78 in the hands of 
the 14 ndn rc:.idcm compa nic'>. 

The pa ragraph was . t nt Lo the Mini<.try of Finance in Septem
ber 1982 : t h·~ ir reply i ~ awa ill:d (D.:!ccmbcr 1982). 

(ii) In the a ~sessment of a n an other non-resident company 
1~ . r the U\:.essment yea r 1978-79. co mpleted in ('>ember 1980, 
:i !>Um or R". I 1.54.126. being 5 per cent of the adj usted total 
inc.i me o f Rs. 2.30.82,5 12 w<~ ~ a llowed as dcd uction towards 
head office expcn es in the c •mputation of busine~s income. 
Sub~equently . the asscssee poin ted out tha t a sum of Rs. 43, I 2,:147 
was arone~•u ly included in the total income. Therefore, the 
assc'isment was rcciified in Ma rch 198 1 reducing the adju sted 
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total rnco mc by Rs. 43, 12,347. No corresponding reduction 
in tltc deduction allowed toward~ head office expen~e5 was how
ever made. There \\a thus an unJer-a~ses~mc nl of bu~iness 

income by Rs. 2, 15.617 in the as~e sment year 1978-79 leading 
tu undercharge of tax of Rs. 1,61.650. 

The Mini~ t ry of Finance ltavc accepted the nmtakc and have 
sta ted that additional dema nd of Rs. J ,6 1,650 has been 
collected . 

2. lO f11correct al/01ra11ce of pro1·ision for gratuity 

Under the Income-tax Act, 196 1 no deduction shall be allo
wed in respect of any provision made by an a!>ses cc for the p;ly
mcnt of gratuity to his employees on their reti rement or on 
termination of their employment, subject to the exceptions pro
vided in the Act. However, a provision made during the previlHI" 
year relevant to any asse ~ment year commenci ng on or after 
I April 1973 b ut before I Apri l 1976 i ~ admi s iblc u pto the p res
cribed lim it if the provision is made on the basis of an actuaria l 
\·a lua tion of the a certainable liability for payment of gratuity, 
and an approved fund i crectted for the benelit of the employee~ 

and at least 50 per cent of the admissible amou nt is paid by the 
a\scssee as contribution to tht: approved gratuity fund bef.i rc 
I April 1976 and th.e balance before I April 1977. The deducrit>n 
would be admissible to the extent of act ua l provi~ ion made in 
each asses~mcnt year. 

(i) A companr wa!> allowed i11 the <tsses~mcnt year 1975-76 
(assessment completed in September 1977) a dedU1:tion of 
R . 55.000 on acco unt of provis io n made in the prolit and l o!'~ 
account, towa rds gratuity liability to its employees. The c• m
pany claimed in appeal, a deduction of R~ . 1.52,524 being the 
accrued liabi lity for payment of gratuity o n the basis of actuarial 
valuation . It was ordered by the ppellatc Assi ~ tant Commis
sioner that the claim should be a llowed. if admiss ible under the 
rules. 
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The assessment was thereupon rev1~ed 111 March 1979 to 
give effect to the appellate o rders and an a mo unt of R !> . 1,52,524 
was ded uc ted instead of R ·. 55.000. Si nce ded uctio n i:. adm i:,:. iblc 
on ly to the extent of actua l provi :,io n made in the year. the 
ded uctio n o f R :. . 1,52,524 again L the al.:Jua l provi ~ ion of 
Rs. 55,000 \\'US incorrecr. The exce~~ dcduc1ion of R~. 97,524 
resulted in ~ hurl levy of tax o l' R s. 73,2 11 . 

The M ini try of J- ina ncc have acl.:cpted the mi!>ta ke. 

(ii) ln the asse:>~me11 t o f a compa ny for the a:.se:.smcnt year 
1977-78 completed in J\ ugu:. t 1980. a ~um of R :>. 39,32,564 
debited Lo the p rofit an<l lo accowll a cont ribu t ion to gratuity 
fund, including arrear contribut io n of R~. 25,03,449 wa a llo wed 
as deductio n. The a rrear co ntributio n o f Rs. 25,03,449 related 
to the gra tui ty lia bil ity a1.:crued upto the a~!>c:>smen l year 1973-74 . 
It was, however. noticed in a ud it 1ha t the a~ses:>ee· . daim for 
gratuity liahility of R :,. 21.90.191 made in the a !>e!>Smenl for the 
a sessmenl year 1972-7 3 a nd di~ allo\\'ecl by the department had 
been a llowed in appeal in Janua ry 1977; the ap pea l effect had 
been given by the department i n Ma rch J977. Acco rdingly an 
amount of R~. 2 1,90. 19 1 o ught to ha ve been red uceu from the 
arrear con tribut ion of R :,. 25,03,449 a llowed in t ile assc:,s ment 
year 1977-78. The omi !>ion res ul ted in under-a ses!>ment of 
business income by R~. 2 1,90,19 1 wi th consequent undercharge 
o f tax of R s. J 2.64,835 in the a sess ment year l 977-78. 

The M inistry of Finance ha\e accepted the om1!>s1on. 

(ii i) A compa ny had been charging gratuity paymen ts to 
its employee~ in the acco unts of the yea r in which the payments 
were made. During the lina ncia l year J 976-77 releva nt to the 
as essment )ear 1977-78, t he co mpan y paid a sum of 
Rs . 88,36,59 1 o n acco unt or gra tuity_a nd debited the same in thc 
accounts for the year 1976-77. Whi le completing the a ssessmen t 
in June J 980 the fnco me-tax Officer a llowed the paymen t in 

'( 
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fu ll . Actually, o ut of the gratuity payment of R . 88,36,591 a 
sum of Rs. 66,78,295 had been a ppropriated o ut of past provi
s ion:., made prio r to natio nal isa tio n of :. ick mi lb and a llowed a. 
deduction in the income co mputat ion in the re~pect ive year'. 
This amo unt sho uld no t ha ve been a llowed again whi le co mput
ing the business inco me for the assessment year 1977-78 . T he 
do uble a llo wa nce resulted in exec s carry-forwa rd of loss t 0 the 
extent o f R s . 66, 78,29 5 with a po ten ti al tax cffcL;t o f R s. 38.56. 71-l . 

1 he M inistry of t ina nee ha ve accepted the mi!>take and lta vc 
:. lated that the a ssc sment has been rectified in ovcmber 198 1. 

2. ll M istakes in the al!oll'a11ce of co11/l'lb11tio11s to pronrle11t 
fund:; 

(1) U ndcr the l ncome-tax Act, 1961, any sum paid b) au 
a :,::.c:,sce as a n e mplo yer by way of contri butio n to\\'a rds a re
cognised p rovident fund is a llowable a s t.leductio n in the com pu
ta t io n of i ts bu:. inc~s inco me. The l nco mc-tax Act and the R uic:, 
framed there-under con ta in te rms and conditio ns under wh ich a 
p rovident fund may be recognised by the Commissioner. These 
te rms a nd conditio ns incl ude, inter a/ia, the !>Citi ng up of the 
fund under an irrevocable l ru ' t. the pa tte rn of investment to be 
fo llo wed by the fund, the main te1ta ncc of acco un ts a nd statemc nh 
of the f und a nd the submis ion thereof to the Income-tax a.u tho-
1i tics. Thus. if the p roviden t fund i::. not ~culcd upo n t rust but 
merely comprises um~ set apar t in the books o f the cmplnycr. 
the emp loyer wo uld not be par ti ng\\ ith his pro p1 ita ry rig hb in 
such ~um (s) and no expend iture ca n be sa id to have b..:c n 
inc urred to cla im revenue ded uc. tion. 

Jn the assessmen ts of a private L;O mpa ny for the as c~::..mcn t 
yea r:, J977-78 and 1978-79 (completed in A pri l 1978 anel 
Februa ry 1979 res pectively) sum. of Rs. 1,08.628 a nd R s. 1.05,362 
debited to the respect ive acc0 unts o n acco unt of e111pl0yer·s 
con tribut ion to the p rovident fu ntl \ 1 as deducted a s cla imed by 
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the company. It wa noticed in audit that the employer's contri
bution to~the provident fund was not tran fcrrcd to a n irrevocable 
trust or to lhe proper a utho rity but was kept by the empl oyer a s 
evidenced from the comments of the com pany's A uditors, in
corporated in thei r report. As the c.mployc r' s contributio n to 
the fund was no t actually rc.mitted, the ugh debited in the account~. 
the deduc1ion allowed was incorrect leadin g to undercharge of 
tax of R s. 74, 140 in the asse ment year 1977-78 and excess carry 
fo rward of loss of R s. 1,05,362 in the asse. ment year 1978-79, 
the as cssment fo r thi year having resulted in a loss. 

T he Min is t ry of F inance have . however, j u ~li licd the assess
ment pleading that lite a ssessee is folio\\ iug mercantile system 
of accounting and under the law any sums actually paid or 
incurred a rc allO\\ able. 

The Public Accounl!> CommitLee, in paragraph 125 of their 
I 10th ReporL (Six t l1 Lok Sabha) o n a similar case, observed that 
it co uld never have been the intent ion of Parliament that emplo
yers who hold back contributions payable to the trustees uudct 
the law, s hould, instead of bei ng taken lo ta k for u<.:h defa ult 
be afforded tax relief o n such unpaid contributions a nd re
commended that the matter might cloi.ely be examined by 
Govemment:and if there is a lacuna .in the law which permits a n 
interpretation leading to such an irrati o nal ded uct ion from gros:, 
income fo r tax p urposes, it should be removed forth with . 
Accepting the recommt-ndatio n of the Committee, in A ug ust 
1979 the Ministry had agreed to amend the Jaw. The a mendment 
has not been made o far. 

(ii) Under the I ncome-tax Act, 1961, a ny c.\penditure no t 
laid o u t or ex pended wholly and exclusively fo r the purpo~e 

of business is not a llowable in co mputing business income. 
Jt has been judicially he ld that expenditu re which was incurred 
in connection with proceed ing re lating to breach of la\\ was 
not due to any exigency 0f the bu. iness carried on by an asse see, 

.. 
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and would no t be deductible even if incurred for the purpose 
of busiue~~-

In thl! acco unts of a company re levan t lo the as~c:.~meut 

year 1978-79 (completed by a n rnspccting A%i~1ant Com
mi ~s ioner in Janua ry 1981) a ~ um of R'-. 1,36, 143 was debited 
to the profit a nd loss account a~ intcre:. t on account of the pay
ment made to the Commissioner of Provident Fund for fa ilure 
to deposit the contribution ~ Lo providen t fund , in time. This 
expend iture wa s deducted by the Income-tax Officer in com
puting the co mpany's tota l income. As the payment wa~ made 
for infringement of s tatutory o rder a nd it was no t due to an y 
exigency 0[ the business, it wo uld not consti tute ad misgible 
expenditure. The incorrect ded uction allowed o n thi account 
led to execs!> computat ion a nd carr y forward of lo~s of 
R s. J,36, 143 with a potentia l tax elTect of R . 78,621. 

The Employee P rovide nt Fu nd a nd Miscc lla ncou Provi
sions Act, 1952 provides for recovery of damage~ ' ·no t exceeuing 
the a mo unt of arrears" in the case of employers who ma ke 
defaults in the payments of any contri bution to the fund . As 
th.is provision conferred too wide a di cretion on the depart
mental officers in the ma tter o f extent o f damage that cnn be 
levied , the Public Aecounb Co mmittee in para 124 of thei r 
I 10th Report (Sixth Lok Sabha) felt that the di scret ion sho uld 
be limited by pre cribing ei ther in the statute it elf o r in the 
executi ve j11s1ructions no rms for exercise of discretion . rn their 
Actio n Taken ote dated 28 September l979 the Ministry of 
Labour, tateu that it wa proposed to modify the cxi~ting provi
~ion concained in Section 14-B of the Employees Provident F und 
and Miscellaneo us Provisions Act, L952 so as to fix in the Act 
itself the percentage of penal interest to be recovered in propor
tiou to the period of delay and the amount of provident fund 
arrears. 

The Public Acco unt Committee in para 114 of their 2 1st 
R eport (7th Lok Sabha) further observed that the proposed 
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amendments to Section 14 a nd 14-B of the Employees Provident 
Fund and M iscellaneous P rovisions Act, 1952 s ho uld be fina lised 
without dela y. 

No a mendment to thc:.e provi~ions seem to have been made 
so far. 

While not acl:eptmg t he object ion, the Mini~try of Finn1.:c 
have sta ted. tha t in the ab~ence o f any modification to Section 
14-B of the Employee's Providen t Fund Act, the pre~cn t provi
s io ns, a s they stand, canno t be co nstrued to mean that the assessee 
had paid a penally vo ila ting any ~ tatuto ry provis ions. 

2.12 lncorrec:t a/lu11'l111ce of interest-tax liabili1y 

According to the provi:,io ns of the Interest Tax Act, 1974, 
in computing the income o f a ~ched uled bank. chargeable to 
income tax under the head ·· Profit~ a nd gains of business or 
professio n", the inte rest tax payable by the 5chedulc bank fo r 
any a scssment year ~ha ll be ded uctible rro m ihe profits ant! 
gains of the bank assessable fo r tha t as:-.es ment year. 

(i) Tn the income tax a sessmen t o f a sched uled bank for 
the assessment year 1975-76 completed o n 2 1 March 1977 it 
was seen in audit (March 1979) tha t a deduction o f R~. 28 lakh~ 

towards interest tax payable was a llowed. However, acco rding 
to the interest tax asscssmenL for the year 1975-76 cornplcte<l in 
October 1977 a ml s ubsequently revised in March l 978, the 
interest tax payable was determined a~ Rs. 26. 11,665 o nly. 
Consequent ly the income-tax a sessment for the asse~smcnt 

year 1975-76 required rcvi io n withdrawing the cxcc~s deductio n 
of R s. 1,88,335 o n acco unt of intere t tax liab il ity. T he o mission 
resulted in sho rt-levy o f ta x of Rs. 1,08, 760. 

The Mini try of ~i nance have accepted the om i~!> ion and have 
r-:1.:tificd the assessment and collec ted the demand of Rs. l,08,760. 

.. 



79 

(11) In the case of two other banking companies for the 
assess ment years 1975-76 anu 1976-77 completed in Ma rch 
1978, April 1978 and March 1979 a ~ um or R s. 2.52,53,8 16 wa.s 
a llowed towards interest-ta:< liabiliLy. Due to acceptance of 
a portion of liabi li ty d i ~putecl by one or the banks by the depart
ment and reduc t ion of interest-tax liability in appeal in both the 
cases, the interest tax liability of the companies wa~ reduced to 
Rs . 2,42, 14,332 for lhe two a:,sessment years. Consequent ly the 
income-tax a ssessmenb for the as~essment years 1975-76 and 
1976-77 rt:qu ired revi ~ion wi th<lra\\ ing the excess deduction of 
Rs . 10,39,484 from the taxable profits. This was not done 
leading to short-levy of tax of Rs. 6,00,300. 

The paragraphs were forwarded to the M111istry of Finance 

111 July 1982 ; their reply is awa11ed lD.!cembcr 1982). 

2. 13 Co111p11tation mistakes 

(i) For the previou~ year relevant to the asses~mcnt year 
1974-75, the regular a !>css menL o r a pub lic company was com
ple Led in Se ptember l 977. In the revis ion order passed in May 
1978 (to di sa llow excess depreciation a llowed earlie r) the tota l 
income wa::. determined as Rs. 6,52,80,871. In the subsequent 
revisio n made in March 1980 to a s::.e:,:, e caped income o f 
R~.7 . 78,20 I the Lotal income \\a-. re-determined a:-. R:-.. 6,59.8 1,252. 
While further revi:,ing the a s!>e'> men t~ in J ovember 1980 and 
f ebruary 198 1 to compute the correct relief allowable, the a ses
sing officer, instead o f ad opti ng the revi5ed total income of 
Rs. 6,59,8 1,252 determined in March l 980, i ncorrectly ad opted 
the income o f R :,. 6,52,80,87 1 determi ned in May 1978. The 
incorrec t adoptio n res ulted in execs~ ca rr) forward of una b~orbcd 
development rebate by Rs. 7,00,38 1 resulting in a hort levy of 
tax of Rs. 4 ,04,470 for the a~~essmen t year 1977-78, in which 
year the carried forwa rd or deficiencie:, of earlier year were 
final ly sec off. 

The Mini~try ol' Finance have accepted the mi:.t.ake a nd :-. lated 
that the a se~~ment ha !> been rectilied and additio nal demand of 
Rs. 4,04,470 collected. 
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(ii ) In the case of a company the lncvme-tax Officer did not 
accept the value o f clo~ing ~tock a shown by the company in 
its accoun ts for the a~- cssmcnt year 1976-77 a nd made acid i Lion 
of R . 35,95,900 on account of its under-valuat ion . Jn the 
as essment year 1977-78 (assess ment made o n 23 Septem ber 
1980). however, the value o f opening 5tock was red uced by 
Rs. 40,00,000. instead of by Rs. 35.95.900. The excess deduction 
resulted in an undcr-a~sessmcnt of income o f R . 4,04,100. As 
the income computed for the a ssessment year 1977-78 \\a. a 
loss, the under-a ses!-> ment re. ulled in exce~s carry fo rward of 
loss with potential undercharge of Lax of Rs. 2.54,583 in the year 
in which the carried forward loss was adjusted against positive 
inco me. 

The Ministry of F inam.:c have accepted the mistake and have 
reported that the asse sment has been rectified. 

(iii) Under the provi~ion. of the l ncome-tax Act, 1961, total 
income of a no n-re ·ident s ha ll be computed with reference to 
income received or accruing or arising in India. rncome accruing 
or a rising o utside lnd ia is no l asse~sable a t the ha nds of the non
resident. 

ln the previou~ year re levant to the a ~e~sment year 1978-79 
completed in December 1980 a 110 11-re · iden t company deriving 
business income in lndia :,u bmitted l\\ o accounts- o ne termed 
" Nepa lye Account" a nd the other " Jndian Account". The 
latter con tained partic ttlar:> of inco me derived in Ind ia. While 
fram ing t he a ssessment the department co mputed the total income 
with reference to the particulars furnished in the epalye Account. 
The mistake in no l co mputing Lhe incumi.: with ri.:ference Lo the 
[ndia n Accounts re ulted in short a e sment of inco me hy 
Rs. 1,16,870 in the assessment year 1978-79 with consequent 
:.llort levy of tax o f R s. 92,772 in that ye& r including interes t of 
Rs. 6,872 for late submi:,:,ion of return. 

The Ministry o f F inance have accepted the mistake and 
have reported that the assessment is being revised . 

.. 
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2.14 Other cares 

(i) T he Cent ml Board of DirecL Ta>-.es iss ued instructions in 
Ja11uary 1973 that l ite amoun t or di . count granted when issuing 
bo nd<> by State F inancia l Corporatio ns becomes an ascertained 
liability in the year of issue it elf and the l os~ repiesenting the 
amount of di~coun t ~ho uld be allowed as a deductio11 in the 
year of i·c; uc. IL \\ a ,, however, judicially held in ovember 
1979 i11 Lhe cac;e of a Fina ncial Co rporation that discount allowed 
at lhe time of issue of debentures did not con ·titLttc expenditure. 
Aceon.ling to the decision, befo re thert co uld be any expendi iure, 
tht>re had to be ·orne payment out and in issuing debentures 
at a discount, there was no questio n of payment to any one so 
a <; to conc;titutc " expend iture·· . 

(a) In the ac;sessment of Stale Financial Corporation (insti
tution) for the assessmem year 1976-77. 1977-78 and 1978-79, 
the asc;~c;c;c ~ cla imed a nd wac; a llowed deductio ns from the to tal 
income. of R~. 94,875, Rs. 12.650 and Rs. 94,875 respectively 
rep re. ontin g discount at Rs. 11 . 50 per bo nd, on 6l per cent 
bonds isc;ucd by the co rporat ion. The incorrect deduction resul
ted in undcr-ac;ses. ment of business income by Rs. 2,02,400 
involving ho rt levy of tax of R <;. I, 16,880. 

(h) In the a <;sesc;ment, for the assessment year 1977-78 (June 
1980). of another fi na ncial instit ution under the same Commi -
sioncr·s charge a deduction of Rs. 1,26,500 representing d iscount 
at R s. 11 . 50 per bond on 6± pe r cent bo nds, issued by it was 
allowed. The mistake resul ted in under-assessment. of business 
income by Rs. 1,26,500 involving short levy of tax by Rs. 73,053. 

The mistakes in the two cases led to short levy of tax of 
Rs. 1,89,933. 

The Ministry of Fi nance have accepted the mistake and stated 
in the firs t cac;e tha t the asse sment for the assessment year 
J 978-79 is being cancelled. Jn the second case act ion has been 
initiated to revi e the a~sessmen t. Repo rt regarding ac1io1~ 

taken in respect of rcmai ni11g a<;sessment years a nd co llection of 
demand is awaited ( ove mber 1982). 
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(ii) U nder the Income-tax Act , 1961 where an a llowance o r 
ded uct ion has been made in the assessment for any year in 
respect of los<>, ex penditu re or trading liability incurred by the 
assessee a nd subseq uently during any rrcviGus yea r the as~essee 

has obtai ned. whether in cash o r in any ot her manner whatso
ever, any amo unt in re5.pcct of such loss or expend iture or some 
benefi t in respect of such t rading l iability by way of remission 
or cessation thereof. the amou nt obtai ned by h im o r the value 
of benefi t accruing to him . . hall be deemed to be profits and 
gains of busi ness o r profrs. io n chargeable to income-ta.x as the 
income of that previous year, whether th e business o r p rofession 
in respect of which the allowance or ded uctio n hns been made 
is in exi. te nce in that year or not. 

A p rivate industrial company had obtained loans from two 
other co m panies. The to tal amo unt payable by t he asscssee 
was R s. 20.36,743 including interest of R . 2.22,533 which had 
been debited in the accounts and allo\\ed as reduction . Jn 
acco rda nce with a set tlement between the parties, the assessee 
paid during the previo us year relevant to the as~essment year 
1980-81 a ·um of R s. 15 Jakhs in full and fi nal sett lement of the 
claim of the other two companies. The interest amount, claimed 
a nd all owed as expenditure in earlier years had fi nal ly ceased to 
be payable in the assessment yeat 1980-8 1 on the ~ett lement 

mentioned above and wa~ acco rdingly chargeable to income-ta x. 
The omission to bring it to charge resulted in under-assessmen t 
o f income by Rs. 2.22. 533 with a potcrltial t;ix effect of Rs. 
1.31,454 (for the asses. ment year 1980-8 1. the a ses~ee co mpany 
was a ssessed to a lo;;s of R s. 45. 58 lakh. ) . 

T he paragraph wa sent to the Ministry of Fina nce in Sept
emher. 1982: their reply is awaited (Decemher 1982). 

(iii ) A Public limited co mpany, incorporated in Fcb1 uary 
J976. took over a Government Electric Factory from I August 
1976 o n "as is where is basis". ln the assessment for the assess
men t year 1977-78. comple ted in J une 1980 , the compa ny was 
allowed deductio n to the extent of Rs. 1.71,300 towards ex gratia 
remuneration paid to e mpl oyees of the erstwhile Government 
factory to maintai n harm o nio us industrial relatio ns. The State 

>· 
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Government decided in Ma y 1977 that the expendi ture towards 
the payment o f ex gratia remuneratio n would for m part of purchase 
co n;;idcra tion. A:- . uch the expenditure wa~ in the nature of 
capital expendi ture. Jn the circumstance!> deduction allowed 
t o ward~ thi ~ expendi ture \\ hich was in the nature of cap ital 
expc11dit1n c \\a. no t correct. The incorrect deduction led to 
short com pu talion of i ncomc of R s. I. 71,300 for the assessment 
year involving undercharge of tax of R s. 98.926. 

The M i ni ~ try nf Fi nance ha ve not accepted the a udi t o bjectio n 
~ tat i n g tha t the exgra t ia paymen t was made ns an incent ive fo r 
the beneficial ru nning of the co ncern . T h.ey have no t co mmented 
o n the fac t tha t the sta te G overnme nt ha d dea rly sta ted in M ay 
1977 that thi <> payment sho uld be adjusted in rhe purchase con
~ idc ra.tion. 

(ir) In compu ting business income a liability for expenditure 
is all \\'able a <; a. deductio n if it is an ascertained liability a nd no t 
merely a co ntinge nt li abi li ty. 

l n the pre viou years relevant to the a . sessment years 1975-76 
and 1976-77 a compa ny debited Rs . 1.43.034 a nd Rs. 3,1 1,619 
respectively in its accoun ts towards provisio n fo r pena lty fo r 
late <; upply o f materials to different state Electricity Boards. 
These amounts were allowed as admi. sible business expenses. 
As the co mpany had provided o nly for a possible impositio n of 
penalty at late r dates the liability wa~ o nly a con tingent o ne a nd 
no t an ascertai ned liability. T he amo unts were not a llowable 
a" a deduction in the re levant previo us yrnrs. The incorrect 
al lowance of deduction s in the assessment yea1 J 975-76 a nd 
1976-77 resulted in aggregate under-as ess ment of income of 
Rs. 4.54,653 1\ ith consequent undercharge of tax of R s. 2.62,560. 

The paragra ph was fornarded to the Ministry of Finance in 
September 1982: thei r reply is a waited ( D•·cember 1982) . 

(1·) fn the computatio n of taxable inco me of a company, 
the de1)art me1t1 had hcen regularly d i allowing the provision ma de 
hy the co mpany for payment of bonu-; a nd a llowing ded uct ion 
o n actual payment basis. 
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fo computing the taxable income of the com pany fot the 
assessment year 1977-78 in May 1978, the department allowed 
the provision of Rs. 7.89,969 made for bonus for the current 
year in addition to the a.cLLLal payment of Rs. 6.38,320 relating 
to an earlier year but matle during the year. Thi. irregular 
deduction of Rs. 7,89.969 invo lved a short demand of tax of 
Rs. 4,56.206. 

Tl1e paragraph wa<; sent lo the Mini try of Finance in Sept
ember L982; their reply is awaited (December 1982). 

Irregularities in Allowing Depreciation and Develot>mcnt Rebate 

In computing income from business, the Income-lax Act, 
196 l provides for the grant of depreciation at the pre cribed 
rates on buildings, plant and machinery and furniture owned 
by a n assessee and used for the purpose of business. The Act 
provide for development rebate on plant and machinery insta lled 
after 31 March 1970 u. ed for th e p urpose of busine. s carried on 
by the a ses ee a t the rate of 15 per cent of the cost of plant and 
machinery. This rebate was discontinued from I J unc 1974. 
The Act a lso provides for inve tment allowance at 25 per cent 
of the actual cost of ne\\· machinery or plant in tailed after 31 
March 1976 for the purpose of construction. manufact ure or 
production of one or more items specified in the Ninth Schedu le 
to lite Act. From I April 1978, this allowance .i admissible to 
a small <;calc industrial undertaking o r to an undertaking engaged 
in manufac ture of a.rlicles not included in the Eleventh Schedule 
to the Act. 

2. 15 !11corrPct a/101rance of depreciation 

(i) Under the J ncome-tax Rules, 1962 a general rate of I 0 
per cent is prescribed for depreciation in respect of machinery 
a nd plant fo r which no . pecial rate of depreciation has been 
prescribed therein. special rates ranging from J 5 per ce nt to 
I 00 per cent are, however. pre cribed for certain spec ified items 
of machinery and plant. 

( 

.. 
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A company was assessed for the assessment year 1977-78 by 
an lnsp:!cting Assistant Commi. sioner (Asstt.) in December 
1975 on a loss of Rs. 2,68,72,020. 

Depreciation amounting to Rs. 66,82,098 was a llowed o n 
plant a nd machinery, factory bujJding, furniture a nd o ther assets 
a t the rates of 15 per cent instead of l 0 per cent excepting in two 
case•, where the depreciation was admjssiblc at 15 a nd 20 per 
cent. Also the amo unt of depreciation wa determined erro
neously by adopting the written down va lue of the assets at 
Rs. 3,34,89,047 instead of the correct a mount o f Rs. 3,60,66,882. 

Simila r mistakes bad been noticed in September I 979 in the 
a~scssment for the assessment year 1976-77. That assessment 
wa-; rectified in September 1980 but the written down values of 
assets as arrived at in the revised assessment order had not been 
adopted for assessment year 1977-78. 

These mistakes led to excess a llowance of deprecia tion to the 
t;xtcnt of Rs. 17,04,947 in the assessment year 1977-78 with 
excess computation of loss to the same extent. 

The paragraph was sent to the Ministry of Finance in July 
1982; their reply is awaited (D;::cember 1982). 

(ii) In the case of an another company, the department, 
while completing t he assessment for the assessment year 1974-75 
in May 1981, a llowed a tota l depreciation of Rs. 86,75,371 as 
against Rs. 80,75,37 1 by erroneo usly a llowing depreciation 
amounting to Rs. 24,72,985 in respect of motor cycle a nd scooter 
divi ion Plant II instead of the correct amount of R . 18,72,985. 
The cxcess a llowance of deprecia tion by Rs. 6 lakhs resul ted in 
under-charge of tax by Rs. 3,46,500. 

The p.iragraph was sent to the Ministry of Fi nance in 
September 1982; their reply is awaited (December 1982). 

S/l9 C&AG/82-7 
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(iii) Under the Income-tax Rules, 1962, depreciation on 
ocean-going ships purchased second-hand is admissible based 
o n the expectation of life of the vessel on the date of purchase. 

A public limited shipping company was allowed depreciation 
amounting to Rs. 1,90, 13,986 on its fleet, for the assessment 
year 1977-78 (assessment made in September 1980) as again.s t 
the admissible depreciation of Rs. 1,87,93,646. The excess allow
ance of depreciation of Rs. 2,20,340 due to non-adoption of the 
correct actua l cost and expectat ion of life of the ships resulted 
in excess carry forwa rd of loss by this amount havi ng a po tential 
tax effect of Rs. 1,04, 11 0. 

The paragraph was sent to the Ministry of Finance in 
September 1982; their reply is awaited (Decem ber 1982). 

(iv) Under the Income-tax Act, 1961, in determining the 
written down value of a~sets for purposes of a llowance of depre
ciation, both normal depreciation a nd extra shift a llowance 
a llowed, are required to be ta ken into acco unt and no t normal 
deprecia tion a lone. 

(a) In the case of a company, a lthough extra shift a llowance 
of Rs. 7,00,337 a nd Rs. 11,41,913 was allowed in the a ssessment 
years 1974-75 and 1976-77 respectively, the sa me was no t taken 
into account in determining the written down value of the assets 
in the succeeding assessment years viz . 1975-76 a nd 1977-78 
(asse~sments com!)leted in July 1981) . The mista ke resulted in 
cxce s a llowance of deprecia tion of an aggregate sum of 
Rs.1,84,225 in~the two asscssmentiyears. As both the a ssessments 
resulted in carry forward of una bsorbed development rebate, 
there was excess carry fo rward of allowance of depreciation by 
Rs. 1,84,225. 

The Ministry of Finance have accepted the mistake and 
rectified the a ssessments. 

( 



87 

(b) In the case or a company, although extra shift allowance 
.amounting to Rs. 3,48,080 was a llowed on plant and machinery 
in the a ssessment year 1973-74 the same was not taken into 
account in determining the written down value of the assets in 
the assess ment year 1974-75. As a result, there was excess 
allowr:nce of deprecia tion of Rs. 69,6 16 and Rs. 55,676 in the 
assessment years l 974-75 and 1975-76 respectively (assessment 
.completed in August and September 1980) leading to total 
undercharge of tax of Rs. 72,356 in the two years. 

The Ministry of Finance have accepted the mistake. 

(v) Under the Income-tax Act, 1961 the aggregate of a ll 
deductions in respect of depreciation made under the various 
provisions of the Act, shall in no case exceed the actua l cost to 
the assessee of the relevant asset. 

In the assess ment of a company fo r the assessment year 
1975-76 completed in September 1978 initia l depreciation to 
the extent of Rs. 4,92,414 was a llowed on meters, as claimed by 
the assessee, in addition to normal depreciation allowed at 

hundred per cent on the cost of the same. As the entire actual 
cost of the asset was allowed as deduction by way of normal 
depreciation, no further depreciation was admissible to the 
asscssce. The incorrect a llowance of initia l depreciation resulted 
in a n under-assessment of business income by R s. 4,92,414 with 
consequent undercharge of tax of Rs. 2,95,742 including penal 
interest for delayed submission o f return. 

The Ministry of Finance have accepted the mistake. 

(vi) The Income-tax Rules, 1962 provides for grant of addi
tiona l depreciation for extra shift working or the plant and 'machi
nery depending upon the number of days of double a nd triple 
shift working of the concern. For claiming the deduction, the 
.assessee shall furni sh the particulars prescribed in the Income-tax 
Rules. 
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fn the case of a company there was no evidence that it had 
worked extra shift during the previous year relevant to the 
assessment years 1976-77 and 1977-78 and the assessee had also 
not furnished the prescribed particulars to substantiate the claim. 
The department granted extra shift a llowance on account of 
triple shift working to the extent of Rs. 3,62,999 and Rs. 7,00, 132 
during the a sessment years 1976-77 and 1977-78 (assessments 
completed in Septe mber 1979 and November 1979 respectively). 
The incorrect a llowance resulted in exc.ess carry-forward of l~s 

of Rs. 10,63, 131 for the two assessment years. 

The Ministry of Fina nce have accepted the mistake and have 
statcJ that the assessments a re being revised. 

(vii) Depreciation is a llowed at the prescribed rates on the 
actual cost or the written down value of the a ssets as the cage 
may be. Under the Income-tax Act, 1961, the term 'actual 
cost' for the purpose of a llowance of depreciat ion means the 
actual cost of the assets to the assesssee reduced by that portion 
of the cost, if a ny, as has been met directly or indirectly by any 
other person or authority. 

(a) In the case of a company, a pa rt of the cost of machinery 
was met by subsidy amounting to Rs. 6,19,927 received from a 
st.ate financial corporatio n in the previous year relevant to the 
assessment year 1977-78. Accordingly, in computing deprecia
tion on machinery, the sa id sum of Rs. 6, 19,927 (not incurred by 
the assessee) was required to be ded ucted from the cost of the 
a ·~et to the a sessee. Omis ion to make this deduction in the 
assessments for the year. 1977-78 to 1979-80 made in April 1978 
and July 1980 resulted in excess allowance of depreciation of 
Rs . 4,01,8 17 with consequent undercharge of tax of Rs. 2,32,049-
in the said three a sessment years. 

The M inistry of Fina nce have accepted the mistake a nd have 
stated that the assel>'>ments have been rectified. 

( 

... 
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(b) A company was to receive a cash subsidy of Rs. 6,00,687 
from a State Government towards the cost of plant and machi-

"¥ nery installed by it in the previous year relevant to the assess
ment year 1979-80. This amount was required to be reduced 
to arrive at the 'actual cost' for purpose of allowing depreciation 
and investment allowance. The omission to do so resulted in 
excess a llowance of depreciation of Rs. 60,068 and investment 
a llowance of Rs. 1,50, 172 and consequent excess carry forward 
of loss of Rs. 2, l0,240 with a potential tax effect of Rs. 1,21,414. 

The Ministry of Finance have accepted the mistake and have 
reported that the assessment has been rectified. 

(c) In the case of another company a subsidy of Rs. 15 
lakhs was received from the Central Government towards the 
cost of the a ssets in two instalments of Rs. 7,15,000 and 
Rs. 7,85,000. The¥amounts were received in the previous years 
relevant to assessment years 1976-77 and 1977-78 respectively. 
In computing depreciation on plant and machinery for these 
t wo years, (assessment completed in April 1980 and August 
1980) the sum of Rs. 15,00,000 was required to be deducted from 
the cost of the assets to the assessee. Omission to do so, resulted 
in excess allowance of depreciation of Rs. 2,5 1,035 (including 
extra shift allowance of Rs. 36,685 for the assessment year 1977-78) 
in the assessment years 1976-77 and 1977-78;(assessments com
pleted in April and July 1980) and corresponding excess carry 
forward of business loss with a potential tax effect of Rs. 1,44,972. 

While accepting the mistake the Ministry of Finance have 
stated (December 1982), that the assessments have been rectified. 

(viii) The total income of a company for the assessment year 
1971-72 was initially computed in February 1974 at Rs. 26,50,000 
on best judgement basis against a returned income of Rs. 23,24,814. 
On an appeal by the assessee, the Appellate Tribunal in its orders 
of August 1976 estimated the income at Rs. 24,00,000 and directed 



90 

the Income-tax Officer to a llow depreciation as per rules after 
adding back the amount of depreciation already claimed by the 
assessee in the return of income. The total income was accor- ( 
dingly computed at Rs. 21,35,825 in January 1978 after allowing 
deprecia tion of Rs. 2,64, 175 as per rules. The depreciation of 
Rs. 1,97,351 a lready cla imed by the assessee in the return wa s, 
however, omitted to be added back to the total income. The 
mistake resulted in undercharge of tax. of Rs. 2,49,70.l including 
excess payment of interest on delayed refu nd. 

The Ministry of Finance have accepted the mistake and stated 
that tile a ssessment has been rectified raising additional demand 
of Rs. 2,49,701. Report regarding recovery is awaited 
(December 1982). 

(ix) A company showed a loss of Rs. 7,57, 732 in the profit 
and loss account of the previous year relevant to the assessment 
year 1977-78. The loss was arrived a t after charging depreciation 
of Rs. 2,95,241 oil various items. While computing the loss for 
the assessment year 1977-78 in August 1979, the assessing officer 
allowed depreciation of Rs. 2,95,241 again and this resulted in 
double deduction leading to excess carry forward of loss of 
Rs. 2,95,241. 

The paragraph was sent to the M inistry of Finance in May 
1982 ; their reply is awaited (December 1982). 

2. 16 Irregular gra111 of del'elopment rebate 

Under the Income-tax. Act, 1961 ,development rebate on p lant 
a nd machinery installed af ter 31 March 1970 used for the purpose 
of business carried on by a n assessee is allowable at the rnte of 
J 5 per cent of such cost of plant and machinery. By the Finance 
Act, 1974, development rebate was a bolished from 1 June 1974. 
If any machinery or plant on which development rebate was 
allowed in any earlier a ssessment year is sold or transferred 

_, 
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before the expiry of eight years from the end of the previous year 
in which it was installed, the development rebate so granted is 
to be withdrawn. 

(i) For the assessment year 1973-74, a company was allowed 
development rebate of Rs. l ,68,946 o n plant and machinery in
stalled in one 9f its units in the relevant previous year. The 
business assets and liabilities of this unit were transferred in 
September 1976 to a subsidiary company formed earlier in May 
1976. The latter company ceased to be the subsidiary of the 
assessee company 011 and from 4 October J 976. As the plant 
and machinery were transferred within the period of eight years, 
the income of the assessment year 1973-74 was required to be 
recomputed withdrawing the development rebate earlier allowed . 
The omission to do so resulted in under-assessmeot of income 
by Rs. 1,68,946 with consequent undercharge of tax of Rs. 97,566. 

The Ministry of Finance have accepted the omission and 

stated that remedial action is barred by limitation of time. 

(ii) In the assessment of a company for the asses.sment year 
1976-77 (assessment completed in August 1980), it was noticed 
in a udit that the company had sold its entire textile machinery, 
building, land, other installations etc. to another concern during 
th1.: previous year relevant to the assessment year J 976-77. Deve
lop ment rebate to the extent of Rs. 8,13,098 had been allowed 
on the machinery in the a ssessment yea1s 1972-73 to 1974-75. 
As the machinery was sold within the period of eight years, the 
development rebate of R s. 8,13,098 allowed earlier ought to 
have been withdrawn and income of the relevant yea.rs recom
puted. As a result of the omission the income of the company 
for the assessment years 1972-73 to 1974-75 was under assessed 
to the extent of Rs. 8, 13,098 with consequent short-levy of tax 
of Rs. 5, 12,247. 

T he paragraph was sent to the Ministry of Finance in Septem
ber. 1982 ; their reply is awaited (December 1982). 
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(iii) During the previous year relevant to the assessment year 
1978-79, a private company (assess1m.nt made in March 1981) 
transferred gas cylinders owned by it to a firm which showed 
the market price of the cylinders as the capital contributed by the 
company. The assessee company had been allowed develop
ment rebate aggregating to Rs. 1 J,93,162 on these cylinders 
during the assessment yeais 1970-71 to 1975-76. As the assets 
on which this development rebate was allowed were transferred 
within eight years of their being put to use, the development 
rebate allowed ought to have been withdrawn. The omission 
resulted in under-assessment of income of Rs. 11 ,93, 162 involving 
short levy of tax of Rs. 8,06,387. 

The Ministry of Finance have accepted the mistake and have 
reported that the assessment is being rectified. 

2. l'7 Incorrect grant of investment allowance 

(i) Under the Income-tax Act in respect of a machinery 
owned by an assessee and used for purposes of business carried 
on by him, a deduction shall be allowed in the previou~ year 
of installation or in the previous year of first usage, of a sum by 
way of investment allowance, equal to 25 per cent of the actual 
cost of the machinery to the assessee. The section as it stood 
prior to 1 April 1978 provided that the machinery used in an 
industrial undertaking other than a small scale undertaking and 
eligible for the investment allowance shall be for purpose of 
manufacturing any article specified in the Ninth Schedule to the 
Act. Item 2 1 of the Ninth Schedule read as "Textile (including 
those dyed, printed or otherwise processed) made wholly or 
mainly of cotton including cotton yarn, hosiery and rope". 

In the case of a company an investment allowance of 
Rs. 3,86,673 was allowed for the assessment year 197'7-78. The 
company was mainly producing synthetic fibre ; its production of 

. ,. 
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cotton yarn in the relevant previous year was only to the extent 
of 3. 8 per cent of the total production of yarn by weight. Since 
synthetic fibre is not an item specified in the N inth Schedule, 
the investment allowance was not admissible. 

The incorrect allowance resuJted in excess carry fo rward of 
loss of Rs. 3,86,673 in the assessment year 1977-78 with a potential 
tax effect of Rs. 2,23,300. 

The Ministry of Finance have accepted the mistake and have 
reported that the assessment has been rectified. 

(ii) The investment allowance is allowed subject to the 
condition that an amount equal to seventy five per cent of the 
sum so allowed has been debited to the profit and loss account of 
the relevant previous year and credited to a reserve account. 

During the previous year relevant to the assessment year 
1977-78, a company created investment a llowance reserve of 
Rs. 26,00,000. The amount of investment allowance admissible 
on the basis of the reserve worked out to R s. 34,66,664. 
The department, however, granted investment allowance of 
Rs. 36,84,260 in the assessment for the assessment year 1977-78 
completed in September 1980. Investment allowance thus 
allowed in excess by R s. 2, 17,596 led to excess carry forward of 
loss by an identical amount involving a potential tax undercharge 
of R s. 1, 19,677. 

The Ministry of Finance have accepted the mistake and 
stated that the assessment is being revised . 

Irregular Exemptions and Reliefs 

2.18 Mistakes in allowing deductions under Chapter VI-A . 

Chapter VI-A of the Income-tax Act, 1961 provide:. for certain 
deductions to be made from the gross total income to arrive at 
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the net income chargeable to tax. The overriding condition is 
that the total deduction should not exceed the gross total income 
of the assessee. " Gross total income" has been defined as the 
total income computed in accordance with the provision of the 
Act before making deductions under chapter VI-A. Where set 
off of u nabsorbed loss of earlier years, being an anterior stage, 
resulls in red ucing the total income to 'nil' or to 'loss' no deduc
tion u11der Chapter VI-A is admissible. 

(i) For the assessment years 1978-79, 1979-80 and 1980-81, 
the gross total incomes o f a company were Rs. 1,02,721, 
R s. 55, 573 (loss) and Rs. 68,826 respectively. The department 
a llowed deductions of Rs. 1 ,26,072, R s. 1, 14,865 and R s. I, 14,865 
respectively. For the t wo years 1978-79 and 1980-81, the deduc
tion sho uld have been restricted to the gross total income. For 
the assessment year 1979-80, as there was no positive income, 
no deduction was admissible. The incorrect deductions resulted 
in e"<cess carry fo rward of business loss of R s. 1,84,255 with a 
potentia l tax undercharge of R s. 1,25,757. 

The M inistry o f Finance have accepted the mistake and stated 
that t he ass€ssments have been rectified. 

(ii) In the assessment of another company fo r the assessment 
year 1975-76 (completed in Februa ry 1978), the department 
allowed deduction of Rs. 2,34,000 in respect of income by way 
of inter-corporate dividends received from d omestic companies, 
a lthough the income computed before allowing this deduction 
worked o ut only to a loss. The incorrect deduction led to excess 
carry fo rward of loss/depreciation to the extent of R s. 2,34,000. 

The paragraph was sent to the M inistry of F inance in May 
1982; their reply is awaited (December 1982). 

(iii) The gross tota l inco me o f a company for the assess
m:!nt year 1977-78 was co mputed (March 1980) at a loss. Ac
cordingly, no deduction unde r Chapter VIA was admissible to 

( 
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t he assessee. The department, however, allowed a total deduction 
o f R s. 1,38,077 in respect of inter-corporate dividend and royalties 
received from an Indian concern. The mistake resulted in excess 
computa tion and excess carry forward of loss of R s. 1,38,077. 

T he Ministry of Fina nce have accepted the m istake and have 
reported tha t the assessment has been rectified and the loss of 
R s. .1 ,38,077 has been w ithdrawn. 

2 . 19 Incorrect allowance of relief in respect of newly establish

ed undertaking 

(i) Under the Income-tax Act, 1961, where the g ross total 
inco me o f au assessee includes a ny profits and gains from a 
newly established industrial undertaking, the assessee is entitled 
to ta '< rel ief in respect of such profits and gains upto six per cent 
per annum of the capital employed (7 -} per cent fro m I April 
1976) in the undertaking in the assessment year in which it begins 
to manufacture or produce a rticles and a lso in each of the foJlow
ing four assessment years. Under the rules prescribed fo r com
puting capital employed in the unit. the values of assets and 
liab ilities as on the first day of the computation period are to be 
co nsidered. 

(a) In the assessment of a co mpany for the assessment year 
1976-77, the department computed the relief in respect o f its 
new industrial undertaking at R s. 1,12,995 adopting the value 

of the asset as on the last day of the previous year and carried 
forward the same for adju~tm"!nt in the succeeding years. On 
the ba is o f the cap ital computed on the values of the assets and 
liabilities as on the fi rst day of the re levant computation period 
as enjoined in the Rules, no relief was a llowable to the assessee. 
T he incorrec t computation of capital resulted in excess allowance 
and ca rry forward o f r elief of R s. 1,12,995 for the assessment 
year 1976-77. 
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The Ministry of Finance have accepted the mistake and stated 
that the assessment has been rectified. 

(b) In the assessment of another company, the relief com
puted by the department on the basis of capital employed at 
the beginning of the accounting period was Rs. 2,77,520 for the 
assessment year 1977-78. While working out the net value of 
the assets of the business, fictitious assets of miscellaneous expenses 
and debit in profit and loss account amounting to Rs. 63,04,522 
were also incorrectly considered as assets. On excluding the 
two items, the value of liabilities exceeded the value of assets 
and the relief allowed was, therefore, not admissible. The mistake 
resulted in incorrect grant of relief of Rs. 2,77,520 which was 
allowed to be carried forward fo r adjustment against future 
years' income. 

The Ministry of Finance have accepted the mistake a nd 
stated that the assessment has been rectified. 

(ii) Where the profits and gains of the new industrial unit 
fall short of the relevant amount of capital employed or where 
there is no such profits and gains, the relief allowable is carried 
forward and set off against the profits and gains of the unit as 
prescribed under the Act. The statute further provides that any 
borrowed money or debt due to the assessee carrying on the busi
ness shall be deducted from the value of the assets in computing 
the capital for this purpose. 

ln the case of a company the relief allowable to its new indus
trial undertaking for the four assessment years from 1972-73 
to 1975-76 amounted to Rs. 5,43,818. While computing the 
capital employed in the unit for the purpose of the relief, money 
borrowed fo r the unit was not deducted. 

In the assessment year 1975-76 the actual cost of a machinery 
was not reduced by the amount of subsidy of R s. 62,445 received 
in respect of the asset , as the cost of asset would be the actual 
cost to the assessee as reduced by the cost met directly or indirectly 
by others. 

( 
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The mistakes led to excess computation and carry forward 
of the relief by Rs. 3,61 ,544 in the aforesaid four assessments. 

In the same case for the assessment year 1976-77 profits a nd 
gains of the unit were computed at Rs. 5,96,625 and the aforesaid 
deficiency of Rs. 5,43,818 on account of tax holiday relief and 
part of the relief admissible for the assessment year 1976-77 
were set off against the profits of the year. The income was, 
however, incorrect ly computed at Rs. 5,96,625 instead of 
Rs, 4,26,569 due to short allowance of depreciation of 
Rs. 1,42,541 and non-deduction of development rebate of 
Rs. 27,515. 

The unabsorbed depreciation and development rebate of the 
new unit amounting to Rs. 4 ,58,493 in aggregate for the assess
ment years 1972-73 to 1975-76 which could not be set off in earlier 
years from other income of the company were set off against 
the total income of the assessee instead of against the profits of 
Rs. 4 ,26,569 , relating to the new unit in the assessment year 
1976-77. Further, this set off was to have been made against the 
profits of the new unit for the assessment year 1976-77 before 
adjust ing the carried fo rward tax holiday relief. The incorrect 
allowance of the relief led to under-assessment of business income 
of the assessee by Rs. 5,96,625 invo lving under charge of tax 
of Rs. 3,44,552 in the assessment year 1976-77. 

The Ministry of Finance have accepted the mistakes and 
stated that the assessments have been rectified raising additional 
demand of Rs. 3,44,552. Report regarding collection is awaited 
(December 1982). 

( iii) Jn the case of a company, it was seen that for the assess
ment year 1977-78 (assessment completed in September 1980) 
a set-off of Rs. 2,54,886, being the tax holiday relief for the 
assessment year 1976-77, was allowed. It was, however, noticed 
that the assessee was not entitled ·to any relief for the assessmen t 
year 1976-77 as in the relevant previou~ year, the total of 
liabil it ies were 1,60,27,577 as against the total of assets valued at 
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Rs. 1,57,53,9 18. The incorrect computation of relief in the asse
ssment year 1976-77 and carried forward for set off against the 
income of the assessment year 1977-78 resulted in excess a llowance 
of re lief of Rs. 2,54,886 and short levy of tax of R s. 1,47,197. 

The paragraph was sent to the Mivistry of Fi nance in Septem
ber 1982 ; their reply is awaited (December 1982). 

(iv) The Jn.come-tax Rules prescribe the method of arriving 
at the capital employed which i11ter- 1/ia states that in case of 
depreciable assets, the written down value as at the beginning of 
the previous year after deducting the depreciat ion allowable 
on the cost of assets would be taken into account. The cost of 
assets wil I be the actual cost of t he assets to the asse see reduced 
by that portion of the cost thereof, if any, as has been met directly 
or indirectly by any other person or authority. 

In the case ofa company, cash subsidy of Rs. 15 lakhs received 
from Centra l Government towards cost of assets, in two instal
ments of Rs. 6,61,900 and Rs. 8,38, I 00 in the previous years 
relevant to assessment years 1977-78 and 1978-79 was not reduced 
from the cost of assets while taking the cost of assets for working 
out the deduction admissible for the assessment year 1979-80. 
This resulted in excess carry-over of the deduction a llowable 
on account of tax holiday relief to the extent of Rs. 1.12.500 
(7} per cent of Rs. 15 lakhs) wi th a potentia l tax effect of 
Rs. 64,969. 

The Ministry of Finance have accepted the mistake. 

(v) A successor concern will be entitled to the benefit for 
the unexpired period of five years provided the undertaking is 
taken over as a running concern. 

A company, which had taken over the business of manufac
turing packing material from a partnership firm was assessed 
for the fi rst time in the assessment year 1974-75. The firm which 
had come into being on 1 January 1970 had been assessed for 
t he first time fo r the assessment year 1971-72. The relief fo r 
t he newly established industrial undertaking was admissible to 

( 
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the original firm and la ter to the successo r upto the assessment 
year 1975-76 only. Howeve r, the department a llowed deduc
tions o f Rs. 92,93 1 and R;;. 75,519 respectively for a further 
period of two years i.e. in the assessments for the assessment 
years 1976-77 and 1977-78 (completed in April 1980). T his 
resulted in under assessment of income by Rs. l .68,450 with a 
consequen t short levy of tax o f Rs. 1,38,709 includ ing interest 
of R s. 41,430 on short fall in the advance tax p:iid. 

The M inistry of Finance have accepted the mistake. 

(vi) U nder the provisions of the Income-tax Act 1961, where 
the gross total income of an assessee includes any profits and 
gai ns derived from a ship bro ught into use after 31 March J 976 
the assessee becomes entit led to a tax re lief in respect of such 
profits and gains, upto seven and half per cent of the capital 
employed in the ship, in t he assessment year in which the ship 
is first brought into use and a lso in each o f the four succeeding 
assessment years. The Act a lso provides that where there is no 
prefit from the ship the relief can be carried forward to the next 
assessment year. 

Jn the assessment of a company for the assessment year 
1977-78 made in August 1980, the total relief ad missible to the 
assessee on fo ur ships was determined as Rs. 9,68,437. This 
amo unt included a sum of Rs. 5,17,795 on account of relief 
relating to the fo ur th ship. While calculating the amount of 
relief to be carried forward the lncome-tax Office r mistook the 
to tal figure of Rs. 9,68,437 as that o f relief admissible fo r the 
fourth ship a nd added thereto an amount of Rs. 4,50,642 by 
way of relief in respect of the other three ships. As a result the 
amount to be carried forward was computed in excess by 
Rs. 4,50,642 involving a po tentia l tax effect o f Rs. 2,60,267. 

The Ministry of F inance have accepted the mistake and have 
reported that the assessment has been rec tified. 



100 

2. 20 Incorrect deduction in respect of inter-corporate dividends 

Under the Income-tax Act, 1961 a~ amended by the Finance 
Act (2) 1980 effective from 1 April 1968 the deduction admissible 
to<!. company on account of the inter-corpora te dividends included 
in its total income has to be allowed with reference to the net 
amount of dividend income computed in accorda nce with the 
provisions of the Act and no t with re ference to the gross amount 
of such dividends. 

( i) In the assessment of a public Company for the assess
ment year 1977-78 (completed in Augus t 1980) a deduction of 
R s. 3,36,097 was allowed from the gross dividend of Rs. 6,30, 168 
by the assessing officers. After setting off an expenditure of 
Rs. 6, 16,000 towards interest a ttributable to dividend income, 
the deduction admissible for inter-corporate dividends actually 
worked out to only Rs. 8,496. Owing to the mista ke in allowing 
the deduction from the gross dividend income instead of the 
net a mo unt of dividend, there was under-assessment of income 
of R s. 3,27,601 wit h conscque nt shortlevyoftaxofRs. I,75,137. 

The Ministry o f F inance have a ccepted t he mistake and stated 
that the assessment has been rectified raising additional demand 
of Rs. l , 75, 137. R eport regarding collection is awaited (Decem
ber 1982). 

(i i) In the case o f another compa ny in which public are 
substantially interested for the assessment year 1976-77 (assessment 
completed in November 1978), deduction in respect of inter
corporate dividends amounting to Rs. 1,16,516 was no t a llowed 
by the Income-tax Officer on the ground that there was no posi
tive incom'! to set o ff this ded uction a fter con sidering the un
absorbed depreciat ion and losses. On appea l, the Commissione r 
allowed (October 1979) deduction of R s. 1,16,516 on the basis 
of gross d ividend income and the a ppea l o rders were given effect 
to by the Tncome-tax Officer in December 1979. 

Consequent upon the amendment of the Income-tax Ac t 
rc-lrospectively from J Apr il 1968 the appellate o rders o f October 
l 979 a nd the assessment made in December 1979 in consequence 

-~ 
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thereof:. required revision but no action was taken by the depart
meot in this regard . Omission to do so, resulted in excess carry 
forward of loss of R s. 1,16,516 for the assessment year 1976-77. 

The Ministry of F inance have accepted the omission and 
stated that the assessment has been rectified reducing the carry 
forward loss of Rs. 1. 16,516. 

(iii) Tn the assessment of an lndian domestic company for 
the assessment year 1977-78 completed in September 1980 deduc
tion was allowed with reference to the amo unt of the gross dividend 
income instead of o n the net dividend income. Even after the 
amendment o f the law in 1980 the mistake was not rectified by the 
assessing o fficer. As a resul t a n excess a llowance of deduction 
of Rs. 10,54,045 with a n under-assessment of income by the 
same amount and undercharge of tax of Rs. 7,29,386 persisted. 

The paragraph was sent to the Ministry of Finance in Septem
ber 1982 ; thei r reply is awaited (December 1982) . 

2 . 21 Mistakes in the grant of Export Markets Development 
Allowance 

Under the lncome-tax Act, 1961, as applicable with effect 
fro m the assessment year 1969-70, a d omestic company or a 
non-corporate tax payer, res ident in India incurring expenditure 
after 29 Februa ry 1968 wholly and exclusively on any of the 
items specified in the Act in connection with the development of 
export markets is entitled to a weighted deduction from the tax
able income at the rate of one and one-third times (one & one 
half times in r0spect of expenditure incurred after 28 February 
1973 in certain cases) the amount of such expenditure incurred 
by him during the previous year provided that the said expendi
ture was not incurred on items like carriage, freight and insurance 
of goods. whethe r in India o r outside. 

(i) In the assessment of a company for the assessment years 
L 976-77 to 1978-79 (completed between March 1979 and Septe111-
ber 1979) a total weighted deduction of Rs. 58,21,851 equal to 

S/19 C&AG/82- 8 
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one-third o f the total expendi ture of Rs. 1.74.65.553 incurred by 
the company towa rds the development of export markets wa~ 

allowed by the department. The aforesaid ex penditure included 
expenditure of Rs. 1,38,59,359 on freight and insurance on which 
no weighted deduction was admissible. The incorrect allowanc~ 
of deduction of Rs. 46 .19. 782 led to excess carry forward of loss 
by Rs. l.81.510 in the assessment year 1976-77. a total under
charge of tax of R . 7. 92.894 in the assessment years from 1977-78 
to 1979-80 and excess carry forward of loss o f R s. 33,39,250 
in the assessment year 1979-80. 

The Ministry of Finance have accepted the mistake and stated 
that assessment for the year 1976-77 has been rectified . Repon 
regarding rectification of assessments for the remaining ye-ars 
and collection of additiona l demand is awa ited (December 1982). 

(ii) [n the case of a do mestic banking company a specified 
proportion of the aggregate expenditure incurred on its foreign 
branches is deemed 10 be incurred in deriving income from 
investments. such as government securi ties. debentures. etc., 
assessable under the head of income " interest from <;ecuri ties" 
and the balance expenditure i" allowed as a deduction under 
the bead "profits and gains of business or profession" . Con
sequently, the assessee, can be a llowed the weighted allowance 
only in respect of such balance expenditure and not on the total 
e,;pense incurred by the foreign branches. 

In the income-tax assessment of a na tiona lised bank having 
overseas branches. for the assessment yea r 1977-78. completed 
in January 1980. the income from interest on Government securi
ties etc. was determined , afte r deducting the proportionate interest 
payments and overhead expenses (including those incurred in the 
foreign branches). but in allowing the weighted export market 
devetopment allowance. the entire expenditure incurred in the 
foreign branche~ . (witho ut reducing it by the amount alrer. dy 
deducted again t the interest on securities) was taken into account. 
As a result the business income of the bank was under assessed 
by R s. 7.87.200 involving short levy of tax of Rs. 4,54.608. 

( 

" 
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The Ministry of FinanC\: nave accepted the mic;take and have 
re-opened the assessment . 

2. 22 Incorrect deduct ion allowed in the case of a priority 
indusrry. 

Under the lncome-tax Act, 1961, as it stood prior to April 
1968, relief at 8 per cent was allowable in the case of domestic 
companies on the profits and ~ins attr ibutable to priority indus
tries in the computation of their total income. 

An assessee's c la im for the relief for the assessment year 
1966-67 on manufacture and sale of P.V.C. resin was rejected 
by the Income-tax Officer in the assessment finalised in March 
1971 for the reason that the end product manufactured by the 
assessee was not the same as mentioned in the F ifth Schedule to 
the Income-tax Act. In the appeal flied by the assessee against 
the decision of the [ncome-tax Officer, the Appellate Assistant 
Commissioner directed the lncome-tax Officer in September 
1975 to allow the relief on the profits arising rrom the sales of 
PVC resin amounting to Rs. 86,25 ,218. The decision of the 
Appellate Assistant Commissioner was upheld by the Jncome
tax Tribunal in March 1977. 

The Income-tax Officer while giving l!tfect to the appellate 
o rders of September 1975 in November 1975 allowed \he · relief 
at 8 per cent on the to tal sales or Rs. 86,25,218 instead of allowing 
it on the profits arising from the sales. In the absence of details 
of profits. even if the relief were calculated on the total income 
including the other income of R s. 59,56,940 as returned by ·\he 
asse see, the excess re lief would be Rs. 2,13,461 with short levy 
of tax of Rs. I, 17,403. If the actual profits from sale of resins 
were found. the short Levey would be more. 

Whil ~ accepting thP. mistake. the Ministry of Finance have 
stated that since there is no remedial action available, the impun
ged order cannot be rectified. 
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When t he mi take wa ' po inted o ut in a ud it in July 1979, 
lime wa s available fo r rectifica tion t il l ovembe1 1979. Instead 
o f init iatin g the ac tio n to retrieve the revenue, the department 
questioned the jurisdictio n o f a udit t o look into the assess
ments. M eanwhile the rectificht io n became time-barred res ult 
ing in loss o f revenue o f Re;. I, 17.401. 

2.23 Mistakes in the comp111ation of i11co111e from capital gains 
Under the Inco me-tax Ac t , the inco me chargeable under the 

head ·capital gains· s ho uld be comput ed by ded ucting from the 
full value of the considerat ion for t he transfer of the capital 
asset, the expendi ture incurred who lly and excl usively in connec
tion with the transfer and the cos t o f acquis ition o f the capita l 
asset , includi ng the cost o f improvemen ts. if any, to the asset. 

(j) The term 'co~ t ,, f ac q uis ition ' nc rma lly means t he amo unt 
actually sp ent by t he assessee in acqui r ing t he asset. However , 
if he h ad acquired the a sset before I January 1954 ( I January 
1964 from the a ssesment yea r 1978-79), he is given the o ption o f 
substituting the fair market va lue o f I he property o n 1 January 
1954 a s its ccst o f acquisit io n . Thi s o ptio n is no t available in the 
case o f an asset used in b:1sinc5~ a nd in respect o f which depre
ciation has been a llowed to t he a ssessee in the assessment o f ea1-
lier yea rs. Int he case o f such depreciable assets. the ca pital gain 
is no t a lso determined with reference t o the actua l cost but i ~ 

requi red t o be c:' mputed only with reference t<' the written down 
value o f the a sset. af1er making cert ain ad justments specified in 
the Act. 

D uring the prcv i ou~ year end ed 31 December 1973 relevant 
to the assessment yea r 1974-75, a no n-resident company sold 
it s land and b uildings s ituat ed ir(Indi:i. for a tc tal consideratio1; 
o f R s. 12 ,00,000. ( land Rs. 11.00.000"and build ing Rs. 1,00,000). 
In t he rcg-.1la r a ssessment made in December 1975 for the r ele
vant year. the ca pital gains a rising fro m the sa le o f the b11ilding 
p0rtio n o f t Ile pr uper ty was determined by the department as 
loss o f R . 3,38.498, ta king the fair market value o f the building 
a t Rs. 4 ,38,498 a s on l January 1954 as the c:o ~1 of acquisition. 
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The adoptio n o f the fai r market value as the co~t of acquisition 
was no t co rrect , as the build ing had been trea ted as a busines£ 
asset and was allowed depreciation in the earlier assessments. 
The adjusted written down value of the a ~set was required to be 
taken as the cost o f acquisitio n. 

On t his being poinred out in audit (October 1976), the assess
meu~ was set asicfe in December 1977 by the Co mmiss ioner with 
a direction to the [nco me-tax Officer to frame a fresh asses:;
ment. In t h'! fresh assessment made in August 1980 , the capital 
gain was determined by adopting the cost o f acquisition of the 
huildi ng as Rs. 2,52,617. 

Ct was noticed in Aud it in June.198 1 that the cost of acquisi
tion of Rs. 2,52,617 a dopted in t he fresh o rder also was errone
o u , as it represented the actua l cost of acquisition of the pro
perty by t he assessee, wherea , only a sum of Rs. I lakh, being 
the adjusted written down value of the building, should have 
been adopted . Since the ale price was a lso R . 1,00,000 there 
was no capit a l ga in o r loss in the sale of the building. As a result 
of thi s mistake a capita l los o f Rs. t ,52,617 was erroneously 
included in the net capital gain of Rs. 10,65,307. 

The incorrect 1.:omputation resulted in under-assessment of 
capita l gains by Rs. 1,52,617 with a consequential short levy of 
tax o f Rs . 68,677. 

The Mi nistry of Finance have accepted the mistake and have 
s tated that the assessment bas been revised raising additional 
demand of Rs. 68,677. Report regard ing collection is awaited 
( D ecember 1982). 

(ii) Fo r the purpose of co mputatio n o f capital gain, the term 
transfer has been defined to includ e 'sale; exchange or relinquish
ment of the a set or extinguishment of a ny right s therein'. It 
has been judil:ially held that when a person bring his assets into 
a firm in which he i a part ner a. his capital contribution, it 
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a mounts to a transfer o f capit a l asset s and hence is liable 10 capi
tal gain tax . 

During the previous year relevant to the assessment year 
1977-7 8, a company transfer red certain sha res. held by it , t o 
a firm in which it had beco me a pa rtner toward s capit al contri 
bution and its acco unt in t he firm' s books was credi ted with 
Rs. 4,00 ,500. The shares were a cquired by the company during 
the previous year relevant to the assessment year 1975-76 a nd 
the cost of the shares to t he company, a s per company' s Balance 
Sheet as a t 31M ay 1974 relevan t to the assessment year 1975-76 
was Rs. 3,00,600 . Whi le completing the assessment in August 
1980 the I ncome-tax Officer d id n o t treat the transaction a s a 
'transfer ' as a result of which t he short-term capital gains 
a mo unting t o Rs. 99,900. escaped a ssessment resulting in shott 
levy of tax of Rs. 68, 18 1. 

The M illistry of Finance have accepted the mistake and have 
reported that the assessment has been reopened. 

2 .24 Income escapting assessment 

( i ) Under t he pro vi io ns of t he In come-tax Act , 1961, where 
any depreciable a sset is sold , the d ifference between the sa le price 
and the writ ten down value is cha ·geable to tax a s in come in the 
year in wb ich such surplus a rises. 

In the a ssess ment of a compa ny fo r t he a ssessment year 1977-
7. S, completed in July 1980 , t he profit on sale of a ship was deter
~ined after taking into accou nt depreciation of Rs. 58,59,409 
a llowed on t he ship. The depreciati cn actually allowed on the 
ship, however. was R s. 63,21, 235. The p rofi t on the sale wa~. 

t herefore, comp uted she rt by Rs. 4,61 ,826 (Rs. 63,2 I ,235-
Rs. 58,59,409). This result ed in under-assessment o f income or 
Rs .. 4,61,826 and excess cairy fo rwa rd o f l o~s t o the sa me a mo unt 
involvin g a poten tia l tax effect of R~ . 2.90. 946 . 
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The Ministry o f Finance have accepted the mistake and have 
tated that tbe as essment has been rectified computing correctly 

the amo unt of los actually to be car ried forward. 

(ii) [n the as~es~mem o f a publ ic limited co mpany. for the 
assessment yea r 1975-7 6 made in M arch 1981, thedcprtment 
computed the profit o n sa le o f a ship at Rs. 52,55, 555. Accord
ing to the deta ils o f cos t and depreciation allc wed upt o the 
assessment year 1974- 75 and the compen sation received , by the 
assessce, t he actual pro fi t wo rked o ut Lo Rs. 54,84,255. The 
business pro fi t was thus short computed by Rs. 2,28,700 resulting 
in short levy o f t ax by R s. 1.41 ,923 including interest for late 
filing o f returns. 

The M in is try of Finance have accepted the mistake and have 
. tated that the a ~ essment ha . been recti fied rai~ing additional 
demnnd o f R~. 1,41 ,923. 

(iii) The [nco me-tax Act. l 961 . prov id es that income from 
business ~ hall be computed in accordance with the metho d of 
accounting regularly employed by the asses ee. 

A co mpany used to credit in its profit and los accounts 
" Interest on securit ies" on accrual basis but offer such income for 
taxation o n receipt basis. The mc de of assessmen t o f this income 
was changed fr o m receipt to accrnal bas is ir. the asses ment years 
1972-73 t o 1974-75 by the as ess i;-g officer. On a n appeal by the 
assessec t he Commi s io ncr ( App~a ls) in bis o rd ers of February 
1979, in re. pec t t' f the asses ment yea r 1973-74, he ld , that raxa
l ion of suc h income on receipt ba · is was co rrect and that it ~hculd 
not have been d isturbed by t he Inco me-tax Officer. Accordingly, 
the assessment for the assessment years 1972-73 and 1973-74 
were revised in Augus1 197 9 and 1981 re~pectivel y. But the 
as ess rnent for the assessment yea r 1974-75 wa~ no t ~o revised 
from accrual to receipt bas is. As a 1 csult there was e::.ca pement 



108 

of in come by way of " Interest o n securities•· to the extent 0f 
R s. 3,48,393 in t he a ssessment yea~ 1974-75 lead ing to u11der 
charge o f tax o f Rs. 2,09,245 (including pena l inte1 est fo r late 
filing of retu1 ns) in the assess meLt year 1975-76 when tbc 
compa ny had pos itive income. 

The paragraph was sent to the Ministry o f F inance i1. Sep
tember 1982 ; their reply is a waited (December 1982). 

(iv) The assessment of a company for the assessment year 
1978-79 was completed in a Centra l Circle in March 1980 at a 
loss of R s. 1,81,069 . During the previous year relevant to the 
assessment year, the assessee h ad received a sum of Rs. 1,35,300 
being power subsidy granted by the State Industrial Develop
ment Corporation towards consumption of electricity by the 
company. It was noticed in audi t that instead of crediting the 
subsidy to the profi t and loss account and treating it as income, 
the assessee c redited it to general revenue. The assessing officer 
also did not consider the receip t as income in the assessment of 
the company. The omission resulted in the income of the com
pany escaping assessment and in excess carry forward of loss of 
Rs. 1,35,300 in the assessment yea r 1978-79 with a potential tax 
effect of R s. 78, 135. 

The Ministry of F inance hav~ accepted. the mistake and have 
reported that the assessment has been revised. 

2.25 Excess carry forward of loss 

Under the Income-tax Act, 1961, when for any assessment 
year , the loss under the head " profi ts and gains of business or 
profession" cannot be set off against any other income, such 
loss shall be ca rried.forward to the following assessment y<.>ar and 
shall be set 0ff against the profits and gains of any o ther husi
ness. 

(i) The total income of a company for the assessment year 
1978-79 was computed in N ovember 1980 at a loss of R s. 5,17.515 

( 
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after setting of the unabsorbed business loss of Rs. 7,36,9 10 deter
mined for the assessment year 1977-78 in June 1979. 

It was noticed in audit that the assessment for the assess
ment year 1977-78 had been revised in July 1979 wherein the 
said unabsorbed business loss. had been reduced to R s. 5,26,964. 
The action of the department in etting off. in the assessment 
for the assessment year 1978-79, (November 1980) a sum of 
Rs. 7,36,910 instead of Rs. 5,26,964 resulted in excess set off of 
unabsorbed loss of R s.12,09 ,946 and.· excess carry forward of loss 
hy the same amount with a potential tax effect of Rs. 99,202. 

The Ministry of Finance have accepted the mistake in princi
ple and have stated that the assessment has been rectified. 

(ii) The total income of a non-resident banking company 
fo r the assessment year 1979-80 was computed in September 
1979 at Rs. 1,56,2 10 after adjusting unabsorbed business loss of 
Rs. 73,893 relating to the assessment year 1977-78. The assess
ment for the assessment year 1977-78 had in fact, been revised in 
August 1979 resulting in no business loss to be carried forward 
fo r adjustment agains t future years' income. The incorrect set 
off of loss of Rs. 73,894 in the assessment for the assessment 
year I 979-80 led to under-assessment of business income by the 
same amount with consequen t undercharge of tax of Rs. 62,070 

The Ministry of Financc)iave accepted the mistake and have 
stated tha t the assessment has been rectified. 

2.26 Mistake i11 assessments while giving effect to appellate 
orders 

(i) A compa ny was a llowed development rebate of 
Rs. 25,53,598 in the assessment year 1975-76 (assessment comp
letedlin July 1978) . A s the income assessed was not sufficient 
to absorb the rebate in full , development rebate to the extent 
of R s. 15,76,001 was carried forward and adjusted in the 
subsequent assessment year 1976-77 in the assessment made in 
August 1979 . 
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Ou giving effect to the appeliate orders of the Tribunal, in 

October 1980 the income for the assessment year 1975-76 was 
enhanced to Rs. 17,67,712 and development rebate to this extent 
was adjusted leaving a balance of R s. 7,85,886 only to be carried 
forward fo r adj ustment in subsequent yea1s. At this stage the 
departmen t did not rectify the assess ment for the assessment 
year 1976-77 so as to suitably reduce the development rebate of 
Rs. 15,76,0 01 a lready adjusted in that assessment . This resuhed 
in excess adjustment of Rs. 7,90. I 15 in the assessment year 1976-77 
leading to short-levy of tax of Rs. 4.56,290. 

The paragraph was fo rwarded to the Ministry of Finance in 
September 1982 ; their reply is awaited (December 1982) . 

(ii ) Under the prov1s1ons of the Income-tax Act, 1961. in 
computing the tota l income of au assessee, a deduction of an 
amount equa l to fifty per cent of donations to ce rtain funds. 
charitable institut ions etc .. is allowed , subject to the condition 
that s uch sums paid as dona tions do not e;..ceed I 0 per cent of 
the gross to tal income. 

The assessment of a Government co mpany for the assess
ment year 1976-77 was finalised in May 1979, a llowing a deduc
tion of Rs. 1,00,000 towards donations to cha ritable institutions. 
As a re u I! of appellate orders, the a sessment for that assess
ment yea r was revised in March 19 8 I . computing the income as 
" NIL " after a llowing the deduction fo r the donation and setting 
off of unabsorbed development rebate and other relief of ea rlier 
yea rs. The omis ion to withdraw the relief for donation when 
the revised income ha.ppeneu to be nil resulted in under-assess
ment of income by Rs. 1,00,000 for the assessment yea r 1976-77 
and corresponding excess carry forwa rd of unabsorbed develop
ment rebate, invo lving a sho rt levy of tax of R s. 57.750 fo r the 
assessment yea r 1977-78. 

The Minisu y of Finance have accepted the mistake and 
have stated t hat the assessment has been rectified . 

:: 
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··(iii) A company in which the public were substantially 
interested was entitled to a tax holiday relief of R . 1.70.59.636 
for the assessment year 1969-70. 

The original assessment for~that year made in October 1972 
was revsied in September 1976 when an amount of Rs. 27,25,748 
was allowed on account of tax holiday re lief and the balance 
re lief of R s. 1,43.33 ,888 was carried fo rward. T he assessment 
was further revised in March 1978 to give effect to the orders of 
the Appellate Tribunal. In this second revision, tax holiday 
relief was allowed to the extent of Rs. 44.85, 101. The carried 
forward relief for adjustment against future years income was 
not, however, reduced to Rs. 1,25,74,535. This resulted in excess 
carry forward of loss to the extent of Rs. 17,59,353 with a poten
tial undercharge of tax of Rs. 9,67,643. 

The Ministry of Finance have accepted the mistake in princi
ple and stated that the assessment thas been rectified. 

2.27 Excess refund 

Under the Income-tax Act. 1961 , where a return has been fur
nished by an assessee and the assessce claims that the tax paid 
by him exceeds the tax payable on the basis of the return and the 
lncome-tax Officer is o f the opinion that the regula r asses~men t 

is not likely to be made within s ix months from the date of 
filing of the return, he shall make a provisional assessment within 
the said six months and refund the tax, if any, paid in excess after 
making adjustments to the income returned with reference, inter 
a/ia. to the records of assessment. if any . of past years. 

A public l imited company filed tbe income tax return for the 
assessment year 1979-80 in November 1979 declaring an income 
of Rs. 15,05,249 . A provisional assessment was made in March 
1980 by tbe Income-tax Officer at the request of the assessee 
company allowing the assessee's cla im for the set off of business 
loss of Rs. 7.69.249 relating to the assessment year 1976-77. 
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The loss relating to the assessment year 1976-77 was already set 
off in the provsional assessment for the assessment year 1978-79 
made in February 1980. The double set off of business loss 
resulted in excess refund of Rs. 2,64,050 in the assessment year 
1979-80. 

The Ministry of Finance have accepted the mistake and have 
stated that the assessment has been rectified and additional 
demand of R s. 2.64,050 collected. 

2.28 Non-levy or short levy of interest 

(i) Under the Income-tax Act, 1961. where the return for 
an asscssmet year is furnished after the speci fied~due date, the 
assessee shall be liable to pay simple interest at 12 per cent per 
annum from th~ dai immediately following the date to the date 
of furnishing of the return on the amount or tax payable on the 
total income as determined on regular assessment, as reduced 
by the advance tax, if any. paid and any tax deducted at source. 

The to tal income of a company for the assessment year 
1977-78 was computed in March 1980 at Rs. 6,52,3 10 and a tax 
demand of Rs. 4,42,849 was raised . The company had filed its 
return of income in October 1978 i.e. after the expiry of 18 months 
from the due date for filling the return i.e. June 1977. For the 
delay, the assessee was liable to pay interest amounting to 
Rs. 66,427. The department, however, levied interest of Rs. 2,024 
only. The mistake resulted in short levy of interest of 
Rs. 64,403. 

Th e Min istry of Finance have accepted the mistake and have 
~tated t hat the asses sment ~ have been rectified and the addi
tional d cm and raised. 

(ii) Under the Income-tax Rules, 1962, the period of calcula
tion of interest is to be rounded off to a whole month or months 
and for this purpo:.e ::my fracc ion of a month shall be ignored . 
Such round ing off o f monch, however, is co be made once only 

( 
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and no t at every stages of in termed ia ry pay ment of taxe . T he 
lnco me-tax Act. 196 1 a l o piOvides fo r levy of in teres t for sho rt 
pay ment of advance !ax on estima te. 

ln the asse sment of a co mpany fo r t he a"e ...... ment yea r, 
1976-77 co mpleted in September 1979. in t ere~ t e n !>hort payment 
o f advance tax of R s. 2, 19.33.596 was to be ca lculated fro m I 
April 1976 to 31 August 1979 o mitting the fr ac: ic n of a mon th 
in September 1979 . The assessec paid tax of R~. 2.02,00,000 on 
JJ April 1977 and interest wa~ chargeable for the per icd from 
I April 1976 lo 10 April 1977 on R s. 2,19,33,596 and fo r the 
ba la nce period upto end c f August 197 9 c-. n R 0

.. 17,33,596. 
However, the department levied in terest fro m I l\p ril 1976 to 
31 March 1977 on R s. 2, 19,33,596 a nd from I May 1977 to 31 
August 1979 on Rs. 17,33,596 o mitting the entire month o f 
Apri l 1977. The o m ission resulterl in non-levy of interes t o f 
R . 84,669. 

Similarly, for the assessment year , 1978-79 (assessment comple
ted in September 1980), in terest on short fall o f advance tax of 
Rs. 3,72,89,830 was leviable from I April 197 8 to 31 August 
1980. The assessee paid a tax of Rs. 1,24,90,000 o n 24 Octo
ber 1978 and acco rdingly in terest was leviable fro m I April 197 8 
to 23 October 1978 on R . 3,72,89,830 and fo1 the remaining 
period up to 31 Augu <>t 1980 o n R . 2,47 ,99,830. However, 
intere5t on R~ . 3,72,89,830 was levied from I April 197 8 to 30 
September 197 8 and on the ba lance of R <;. 2,47,99,830 from 
I Novemb<!r 1978 to 31 Auguc; t 1980 ignoring t he month of 
Octob::r 197 8 from levy of interest. The omiss ion resulted in 
non-levy of intere t amounting to Rs . 3.40.665. 

The total sho rt levy for tbe two a ·sessmen t years wat. 

R s. 4,25,334. 

The Ministry of Finance have accep ted the mi stake and have 
~tatcd that the assc· sments have been rect ified and the additional 
demand of R s. 4 ,25,334 collected. 
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(iii) Under Lhe provis ion~ of the In co me-tax Act, 1961. where 
the a mount specified in a notice of dema nd is no t paid within 
thi rty-five days of the service o f thc not ice, the assessce is liable 
to p ay interest at the prescr ibed rates fro m the day co mmencing 
after the end of the peri od of thir ty-five days to the date on which 
~uch payment is made. F ur ther, under the Income-tax Rule~ . 

1962, interest chargeable ha to be calculated:at the end of each 
fmancial year a nd fresh demand raised. 

For the assessment year 1975-76, co mpleted in March 1978 
a company was served with a notice of demand on 28 March 
197 8, to pay tax of Rs . 19, 15,010. This demand was subsequently 
red uced to Rs. 9,54,363 o n 25 March 1979 a nd fori her reduce<l 
10 Rs. 9,34,458 on 30 April I 981 as a result of rectificatory 
o rders. The demand of Rs. 9,34,458 was paid by the assessee in 
two instalments viz. Rs. 9,24,363 on 28 April 1979 and Rs. 10,095 
on I 6 July 1979. Since the demand was no t pa id within the p res
cribed period . che as essee was liable to pay inte1est amounting 
to R e;. 1,03 ,07 3. The interes t was not however levied by the 
departmen t . 

While accepting the omission , the Ministry o f Finance have 
~ l ated that the asse smeut has been rectified and aJJi tiot1a l de
mand of Rs. 1,03 ,073 collected. 

(ir) Under the lncome-tax At:t , l 961 , where an assessec: 
has p aid advance tax on h is own estimate for any financial year 
a nd the advar.ce tax so pa id fa lls short of seventy-five per cent 
of the tax determined on regular assessment . i ntere~t at the pre
scrib~d rate is p ayable by the assessee on the amount by whicb the 
adva.nce tax pa id fa lls short of the assessed tax from the first day 
of the nex t financial year to tbe dace o f regular as ~essment. 

[n the assessment of a co mpany for the assessment year 
1977-7 8. completed by lnspecting A~~ i tant Commi ssioner in 
February I 98 1 and revised in October 198 1, in terest of Rs. 
11 ,80.7 43 ''a levied , the advance tax pai.d .by the compa?y o n 
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the bas is of it s o wn e<; timate having been less tha n <;even ty five 
per cent o f ,he a <;sessed tax . T he amo unt o f interest was sub
sequent ly reduced (Octo ber 1981) to R<; 10 .18,91 2 as a result o f 
appellate orders, r ed ucing the to tal inco me o f the assessec. The 
amo unt o f interest for the shortfall i.1 the payment of advance 
tax however. worked o u t to R s. 13,0 1.675 a nd no t R . 10. 18,912 . 
The sho rt levy wa '> d ue to the reason ' t ha t the depa1tmcn1 had 
incorrec tly wor ke<'. ou t the interest fro m I April 1976 instead o f 
fro m I April 197 7 and levied it o n the d ifference b::tween 75 per 
cen t of the a ssessed tax and the advance tax pa id instead o f on 
cbr: difference between the a ssessed ta x and tbe advance tax paid . 
The mistake resulted in s hort levy o f in terest c f Rs. 2. 82,763. 

The Ministry o f fin ance hci.ve accepted the mi take and hav..: 
!>tated that the assessment has been rec tified . R epo rt regard ing 
realisa tion o f demand is awai ted ( D: cember 1982). 

(v) Under the pro visio ns o f t he [nco me-t ax Act 1961 , a n 
a~sessee wbo has no t previo usly been assessed by way o f regular 
a ssessment. is required to fi le an estimate o f his cur rent income 
and to pay a d vance tax accord ingly. Fa ilure to fi le the e timate 
a nd pay the tax with in t he due date renders the a ssessee liable to 
pay interest a t t he rate o f 12 per:cent per a nnum fro m 1 Apr il 
next following the financial year in which ad vance tax wa pay
able up tu t he date o f regular assessment. 

A compa ny (assess men t fo r t he first assessment year, 1976-77 
co mpleted in Octob ~r 1977) fa iled to furnish a n estimate of its 
cu rrent income for the previo us year relevant to the assessment 
year 1977-78 and to pay a d va nce tax o n t hat bas is . Therefor~ 

interest was levided fot non-payment o f advance tax in th·~ 

assessment completed in April 1979. The assessment was set 
aside by the Co mmiss io ner o f in come-tax (Appea ls) in Sep
tember 1979. Subsequemly. re-asse smen t was ma de in August 
1980 o n the basis o f which inco me was d ete rmined at 
R~ . 1,49,44,840. On further a ppea l, the Commissio ner o f 
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Income-tax(Appeal), in hi o rder o f March 198 1, allowed reduc
ti on of income to t he extent of Rs. J,23,67,85 1 on var io us 
ground s. Inco me was acco rdongly worked out to Rs. 25,76,989 
in the rea sessment made by thi; Inspect ing Assistant Co m.mis- r 
~ ioner in July 1981. But, interest on accourt ofn 0n-submission 
of esi imate and non-payment of advance tax. was n ot leTied . 
The omission resul ted in short levy of in terest 0 f R e;. 3,63,385 
includiug sbort levy of interest of Rs. 53,036 for delay in recov1.:ry 
of tax up to Februa ry 1982 . 

The M inistry o f Finance have accepted the mistake. 

(vi) Any perso n not being an individual or a Hindu undivid
ed family, who is responsible for paying to a resident any income 
by way o f intere st o t her than inco me chargeable under the head 
" in terest o n securi ties" shall , at t he t ime o f credit of such income 
to the account of t he payee o r at tile time o f payment thereof in 
cash or by iss ue of a c heque whichever is earlier , deduct income 
tax thereo n at the rates in fo rce a nd depos it the same to the 
cred it o f t hP. G -vernment. Failure to deduct tax at source ren
ders the a ssessee liable to pay interest at the prescribed ra tes on 
the amount o f such tax. 

A com pany which made a to ta l payment o f Rs. 13, 12,593 ~ 

by way o f interest to its loan creditor d uring the previous years 
relevant to the assessment years 1973-74 to 1976-77 did no t de-
duct tax o f Rs. 2,3 7,13 9 from such paymer.ts and deposit the 
same to the credit o f G overnmen t. The co mpany was liable 10 

charge of interest to the extent of R~. 63,41 8 which was not. ho w-
ever. levied by the depar tment . 

The M inistry o f F'inance have accepted the om1ss1on and 
have stated that the asscsment has b-:en rectified and additional 
demand o f Rs. 63,418 co llected by way o f adjustment of refund 
du:: to the pa1 ty. Report regarding realisatic o of tax of 
Rs. 2,37, 139 is awai ted. 

..L 
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2.29 Non-levy of additional Income-tax 

Under the provisio ns of the Inco me-tax Act , 1961, where the 
profits and gains of any previo us year distributed as dividends 
within the twelve months immed ia tely following t he expiry of 
t he prcviou<; year by a compa ny not being one in which the public 
are subs1antially interested o r a hundred per cen t subsidiary of 
any such co mpany, are less than the statutory percentage of the 
d istributable income of that prev ious year. the company is 
liable to pay addit io nal income-tax a t the ra tes given below o n 
the distnbutable income a~ reduced hy the a mount of d ividends 
actually d i t ri buted, if any :-

( 1) Investment company 50 per cent. 

(2) T rading com pany 37 per cent. 

(3) Any other company 25 per cent. 

(i ) A trading com pany which was not a company in which 
the public were substantially interested declared a dividend of 
Rs. 3,20.000 only against the statutory sum of R s. 3,77,376 being 
60 per cent of t he d istributable income of R s. 6,28.960 fo r the 
rrevioi.:s year relevant to the assessment year 1977-78. As the 
dividend cfat ributed fell shor t of the statutory percentage of the 
distributable income. additional income-tax of R s. 1,14,3 15 was 
leviablc. This additional tax was not levied by the department 
in the asc.;essment made in April 1980. 

111c Ministry of Finance have accepted the omission and have 
statt:.d that the assessmen t has been rect ified raising add itiona l 
demand of Rs. 1, 14,315. Report regarding realisa t ion i6 awaited 
(November 1982). 

(ii) O n the basis of the income-tax assessment of a private 
indust;ial company for the year 1976-77 completed in Ma rch 
1979. 11s dist ributable income for the yea r ended 30 Septem ber 

S/:9 C&llG /82- 9 
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1975 relevant to the assessment year 1976-77 amounted to 
Rs. 2,24,656. The co mpany should have declared a dividend of 
Rs. 1,01 ,095 as required under the Act. In the profi t and loss 
appropriat ion accounts for the year, there was a provision of 
Rs. 1 ,22,500 towards proposed dividends, but there was no e vi
dence to confi rm that the proposed dividends were actually 
distributed . Failure to declare t he dividend attracted levy of 
additiona l income-tax amounting to Rs. 56,160. 

The Mj nistry of Finance have accepted the omission and 
have stated that the assessment is being rect ified. Further report 
is awaited (November 1982). 

(iii) In the assessment of a private company for the assess
ment year 1977-78 originally made in June 1978, it was seen in 
audit that on a distributable income of Rs. 2,08,423 , additional 
tax of Rs. 52,103 was levied. Consequent on a decision of the 
Appellate T ribunal in April 1980 granting increased allowance, 
for t ax holiday relief in respect of t he newly established industry 
in a backward area t he asssessment was rectified in J unc 1980 
and the total income was reduced to 'nil'. On an application 
made by the assessee to the Inco me-tax Officer in October 1980, 
stating that the levy of additional income-tax fo r the year was 
incorrect in view of the tota l income having been reduced to nil, 
t he Income-tax Officer rectified the assessment and cancelled the 
levy of additiona l income-tax. It was pointed out in aud it 
(November 1981) that though the total assessable income of the 
assessee was red uced to n il by the Tribunal's order the distribu
table income (commercial profits) on which the levy of additional 
income-tax was attracted had in fact increased to Rs. 3,23,998 
from Rs. 2,08,423 and that t he assessee was liable to additional 
income-tax of Rs. 81 ,000 for non-declaration of dividends. 
Failure to comply with the p rovisions of the Act led to non-levy 
of additional income-tax of R s. 81,000. 

The Ministry of F inance have accepted the mistake and 
have sta ted that remedial action is being processed. F urther 
repor t is awaited (November 1982). 

-~-
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(iv) The distributable income has been defined in the Act 
as the gross total income of a company as reduced inter a/ia, 
by lhe amount of income-tax (including surcharg'!) payable by 
1he company in respect o f its total income. 

Further under the Finance Act, 1976 where a company makes 
any deposit with t he lndu-;tr ial D evelopm<!nl Bank of lndia, 
during the financial year commencing on the !st day of April 
1976, the liability towards payment of surcharge by the company 
for the assessment year 1977-78 will stand reduced by the amou nt 
o f deposit. Tl1e surcharge payable in such a case will therefore 
be 5 per cent of the Income-tax as reduced by the deposit made 
with the Tndustrial Develop:n~nt Bank of India. 

The surcharge payable in respect of a company for the a ":iCS'i

ment year 1977-78 worked out to Rs 3,00,046 (5 per cent on incomc
tax of Rs. 60,00,930) and the net surcharge liabili ty was 
calculated b y the department as Rs . 25,646 afte r deducting 
Rs. 2,74,400,being the deposit made by the company with the Indus
tria l Development Bank of India. While computing the distribut
able income for purposes of levy of additional tax, the department 
took the income-tax payable as Rs . 63,00,976 (including gro-;s 
surcharge of Rs. 3,00,046) instead o f Rs . 60,26,576 (including net 
surcharge payable of Rs. 25,646). This resulted in under ass~ss
ment of distributable incom0 by Rs . 2,74,400 with consequent 
short-levy of additional income-tax of Rs. 68,600. 

While not accepting the audit objection, the Mini~try or 
Finance have sta ted that the amount deposited with the Bank 
would not be availa ble with the asscssce for distribution. The 
c ntenti n is not valid as the law does not provide for thl: ex
clusion of amounts deposited with banks. 

Other Topics of Interest 
Excess allowance of double taxation relief. 

2.30 Under the Income tax Act , 1961, a resident person is 
entitled to a relief in respect of his foreign income, taxed both 
in India and in a foreign country. The quantum of relief 1s 
governed by agreements enterid into by the two countries. 
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Jn cases where there is no agreement between the Government 
of India and the foreign country for either affording double 
taxation relief or avo iding double taxation in respect of lncome
tax in hoth the countries. the Income-tax Act, 1961 provides for 
a unilateral relief by way of allowance of tax re lief to the extent 
of tax calc ulated on the doubly taxed income at the average rate 
of tax in India or the average rate of tax in the foreign country 
w~ i chcvcr is lower. 

( i) Jn the assessment of a company engaged in business of 
banking for the assessment year 1976-77, completed by an Ins
pecting Ac;sistant Commissioner in March 1979, it wac; seen that 
the company had paid tax of R <>. 20,62.353 on foreign income of 
Rs. 32,30.658 earned in Frankfurt. The said income, in the 
Indian asc;cc;sment, was assessed at R s. 37,63,624 on which tax 
payable amounted to R s. 21 ,73.492. The former tax of 
:Rs. 20,62.353 being the lower of the two was allowed as double 
i11come-tax relief. As per agreement for avoidance of double 
taxation between India and Federal G erman R epublic. the income 
that attracted tax in Federal German Republic would qualify 
for do :.ible taxation relief in India. Since the income \vhich 
actually -;ufiered taxation in Federal German Republic amounted 
to R s. 32.~0,658 on which rax payable at Jndian rate worked out 
t.o Re;. lb,65,706 the said sum being tax at lower of the two rates 
wac; to be allowed as double taxation relief. The excess allow
anc<.> of· reliefto the extent of R s. 1,96,647 resulted in consequent 
tax undercharge of identical amount. 

The Ministry of Finance have accepted the mistake and have 
stated that the assessment is being rectified. Report regarding 
rectification and collection of additiodal demand is awaited 
(Nove:nl,cr 1982). 

(ii) In the assessment of the same assessee for the assessment 
year 1974-75, completed by the T nspecting Assistant Commissioner 
on 20 August 1977. in respect of its income from Sri Lanka, U.K. 
and U.S.A. double income-tax relief was allowed for a total 

: 
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amount of R s. 58,55,622 including re liefs o f Rs. 27,09. 55 ~ and 
Rs. 29.81,555 o n incomes of R . 55,29,509 and Rs. 51. \','.!,868 
in U.K . a nd U.S.A. res pectively. A scrutiny o f th.e a~:.csi>mcnt 
records, however, revealed that incomes of R s. 54,30.807 and 
R s. 39,95,832 o nly had actually suffered tax in U.K. and U.S.A . 
respectively. According ly, in the absence of an agreement for 
<lou ble Income-tax rel ief, t h.e a mo unt o f a llowable relief on 
!hesc two fon.:ign incomes would work out to Rs. 26,6 1,095 
a nd Rs. 23,07 ,593 respectively o n the basis o f income actually 
do ubly taxed. The mistake in not correctly de termining the 
re lief resu lted in s hort levy o f tax of Rs. 9,82,487 by w~y nf 
exce5s a llowance o f iax relief with cnnscquent payment or mh.:rest 
o n exce~s payment of advance tax. 

The M inistry o f Fina nce have accepted the mista ke an<l have 
~tated tha t the assessment has been rectified a nd adJi tional 
demand o f R-;. 9,82,487 collected . 

SU RTAX 

2.3 1 Surtax 

As a d is inc~:uive to excessive prvtits, a ~ p~cial tax called .upt>r 
profits tax was imposed o n companies ma king excessive p rofits 
d u ring the a ssessment year 1963-64 under the Super Pro tits Tax 
Act, 1963. This tax was replaced, fro m the assessment year 
1964-65, by ~urtax levied under the Compa nies (Profits) Surta x 
Act, 1964. Surtax is levied o n the 'chargeable profit~· of :i 

company in so far as they exceed the statuto ry deducti,1:1, wl'lid1 
is a n amount equa l to 10 per cent (15 per cent from I t\p1i l 
1977) o f the capi ta l o f the co mpany o r R <>. 2 lakhs. whic h cvcr is 
g reater. 

During the period under review, under assessment of ~urer 
profits tax/surtax of Rs. 99. 52 la khs was noticed in 134 cases . 
J\ few illustrative cases are g iven in the following paragra phs . 
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2.32 Jncorrect computation of capital 

Under the Co mpanies (Pro fits) Surtax Act, 1964, profit. 
chargeable to surtax are computed by deducting from the total 
income, inter a/ia, an a mount calculated at the prescribed per
centage of capital base as o n the first day of the previous year 
relevan t to the a sess ment yea r. The Act further provides thc.t 
where a ftcr the first day of the previo us year the capita l of the 
company is increased by any amount during that year on account 
l)f increase of paid-up share capi ta l or by issue of debentures or 
borrowing of any moneys or is reduced by any amount on 
account o f reduction of paid-up sha re capita l or redemption of 
such de bentures or repayment of such moneys such capita l sha ll 
be mcrca ed or reduced proportiona tely according to enhance
mcn l or reduction of capital during the relevant previous year. 

In the surtax assess ment of a company for the assessment 
year 1965-66 as revised in November 1977 and January 1978, 
a sum o f Rs. 72,57.782 being the opening balance of the bank 
loan a!- on the first day of the previous year was included in the 
capital base. The amount of the bank loan, had, however 
decn::asecl to Rs. 1,83.006 a t the end o f the previous year. The 
pro portionate decrease in loa n due to repayment made during 
the ye.tr amounted to Rs. 62,2 1,946 as per computa tion filed by 
the assessee a long with the surtax return and this amount was 
requ ired to be deducted from the capital base. As this was no t 
c.leJ uctecl, there was excess computation of capital of Rs. 62,21,946· 
lead ing to undercha rge o f surtax o f Rs. 1,99, 102. 

T he Ministry of Finance have accepted the mistake and stated 
that the assessment has been rectified. Further report rega rding 
collection of demand is awa ited. 

2.33 incorrect application of rates 

Under the provisions of the Companies (Profits) Surtax Act, 
1964, as a mended with effect from J-4-75, surtax is chargeable 
a 1 25 per cent of so much of the excess o f cha rgeable profits over 
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the ::. tatutory deduction, as does no t exceed 5 per cent of the 
a mount of capita l and a t 40 per cent of the ba lance amo unt , 

Y if a ny. 

The chargeable profi ts of a company for the asse~sment year 
1975-76 were determined by the department in February 198 1 
a t R~. 1,03,30 ,697 on which surtax of Rs. 30,27,798 was levied. 
TJ:ic surtax on chargeable profi ts in excess of 5 per cent of capital 
wa~, ho wever, calcula ted by the department at a ra te of 30 per 
cent as against the correct ra te of 40 per cent. This res-.1lted in 
undercha rge of surtax of Rs. 8,90,249. 

The Mini <>try of Finance have accepted the mistake and stated 
that the assessment has been rectified and additiona l demand 
of Rs. 8,90,249 collected . 

2.34 Incorrect computation of chargeable profits 

The cha rgeable profits of a ny year are computed with refe
rence to the tota l income assessed for the levy of income-tax 
for that year after making certain prescribed adjustments. The 
following mistakes were noticed in June 198 L in the computation 
of chargeable pro fits of a co mpany for the assessment years 
1974-75 and 1975-76 (assessments completed in October 1980). 

( l) For the two years, a sum of Rs. 75,000 representing 
dividend income was deducted from the income computed under 
the l ncome-tax Act though the sa id income was completely 
exempt a nd hence was not included in tota l income. 

(2) Export market development allowance of Rs. 1,98, 196 
was deducted fro m total income while a rriving at the chargeable 
profits, tho ugh the said amount was already deducted while 
computing inco me under the Income-tax Act. 

(3) Though the income-tax assessment fo r the assessment 
year 1975-76 was revised upwards in December 1980, the sur tax. 
assessment was not correspondingly a mended. 



124 

(4) Entertainment expenditure of Rs. 66,633 disallowed anJ 
added back while computing income under the Income-tax Act , 
was agai n incorrectly added back while computing chargea bl : 
profits. 

The mistakes resulted in short-assessment of chargeable pre.fits 
of Rs. 2, 10,624 involving short levy of surtax of Rs. 75,'2~6 for 
the two years. 

The Ministry of Finance have accepted the mistakes ::!lid stated 
that the assessments have been rectified raising additiona l 
demand of Rs. 75,286. Report regarding collection is awaited 
(November 1982). 

2.35 Omission to make surtax assessments 

Under the Companies (Profits) Surtax Act, 1964 there ic; no 
statuto ry time limit for completion of surtax assessmentc;. Pur
suant to the recommendation of the Public Accounts Committee 
in para 6. 7 of their l 28th Report (Fifth Lok Sabha) the Central 
Board of Direct Taxes issued instructions in October 1974 that 
surtax asse sment proceedings should be initiated along with 
the income-tax assessments. The Board fur ther laid down that 
the surtax asse·sments :>hould not be kept pending on the ground 
that the a dditio ns made in the income-tax assessments were 
di puted in a ppeal a nd the time lag between the da te of comple
tion of income-tax assessments a nd surtax assessments should 
not ordina rily, exceed a month unless there a re special reasons 
j ustifying the delay. 

The Public Accounts Committee reitera ted their recommen
dations in paragraphs 3.3 to 3.10 of their 85th Report (Seventh Lok 
Sabha), suggesting inter alia the prescription of a time limit for 
complet ion of assessments under the Surtax Act. 

In the a bsence of a statutory time limit for completion o f 
surtax assessments, instances of delay in the complet ion of such 
assessments witb consequent postponement of realisation of 
revenue continue to be noticed in many charges. 

.. 
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(i) The Income-tax assessments in respect of a domcst ir · 
industrial company in which public were substantially intcrc~tcc'. 
for the assessment years 1976-77 a nd 1977-78 were completed in 
September 1979 and September 1980 on tota l incilmes of 
Rs. 2,84,25,680 and Rs. 3,78,75,590 respectively. Ba~ed on thc:-.c 

assessments, the assessee was liable to pay surtax ofR-.. 21,99,21 6 
and R s. 31 ,12,587 for the two assessment years. The depart
ment had earlier (February 1978) made provi sional ur tax a:-.~ 0s:-.

ments ra ising demands of Rs. l 8,68,643 and Rs. 18,08,295 for 
the said two a ssess ment years. After completing the income 
tax assessments in September 1979 and September 1980 tht: 
department had not taken any action to make regular surtax 
assessments which would have resulted in a total additiona l 
demand of Rs. 15,27,744. The omission was pointed out in 
a udit in October 1981. 

The Ministry of Finance have accepted the objecti•.• :1 a nd 
·ta ted that the assessments are sti ll pending ( ovember 1982). 

(ii) In another Commissioner'.; charge, a public company 
fi led its surtax returns for the assessment years 1973-74 to 1975-76 
between September 1973 and September 1975. The department 
framed provisional assessments after the expiry of five lo seven 
years in September- November 1980 ra ising a to ta l demand 
o f R s. 18,80,366. By then , the regular income-tax assessments 
o f the company for the sa id years had been fina lised in May 
1976, December 1976 and August 1978 a nd with reference to 
those assess ments ; additional demands of surtax aggregating 
Rs. 3.27,515 could have been raised. The department. however, 
did not take note of this while making the provisional surtax 
assessments. Regula r surtax assessments had not bee n made 
till the date of audit (September 198 1). 

For the ~sessment year 1976-77, the assessec filed surtax 
return in I 976. No provisional surtax assessment was made. 
T he regular income-tax assessment wa c; completed in Se ptemter 
I 979 and on the basis of that the assessee was liable to pa y surtax 
of R . 12,03,583. The surtax assessment had not, however, been 
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made ti ll the date of audit (September 1981). The total demand 
of surtax of Rs. 12,03,583 for the assessment yrnr 1976-77 thus 
remained uncollected. 

The Ministry of Finance have accepted the 0m1ss1on and 
stakd that the assess ment a rc pending (November 1982). 

, iii) [n yet another Cornmissio ner·s charge, provisional 
surl.;t\ a<; essmenls of a company for the assessment years 1975-76 
and 1976-77 were made by the department in March 1978. 
Regular income tax assessments for the said two years were 
ma<l · in Api'il 1979 and J uly 1980 respectively. No action was 
taken by t he department to revise the provisional surtax assess
ment... or to make regula r surtax assessmtnts ti ll the date or 
atl<l11 (September 1981). The omission led to non-levy of surtax. 
of R" 2, 12,418 for the two a sessment years 1975-76 and 1976-77. 

T he Mini~try of Finance have accepted the omiss ion in princi
ple ( o vember. 1982) and have stated tha t the assessment ha' 
~inc.: b1:en completed. 

(11') Cn the case of a company the In.come-tax assessments for 
the <.i.-se,smcnt years 1974-75, J 977-78 and 1978-79 were completed 
in September 1977 and December 1979. Although the company 
wa-; liable. to pay surtax also, p;-ovisional a ssessment of surtax 
wa<; made in respect of the assessment year 1974-75 onl y and no 
sur!:.i.x as essment s were made for the rrmaining two years. 

The omission to finali se the surtax assessments for the assess
ment year 1974-75 and to complete the assessments fo r the 
assessment years 1977-78 a nd 1978-79 resulted in non-levy of 
tax of Rs. 5,70,790. 

T he Ministry of Financ.:c have accepted the om1ss1on anti 
stated that the surtax as essments have been completed in 
January 1982. 

(~·) In another Commissioner·s charge the Income-tax assess
ment of a company in which public were substantially interested 
for the as5essment year 1979-80 was completed in January 198 1 
on a total income of Rs. 18, 72.540, which attracted levy of surta ~ 

.. 
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nf Rs. I , 11.254. Till December 1981 (date of audit), neither 
had lhe company filed any relurn of the chargeable profits nor 
had the I ncomc-tax Officer initiated proceedings under the 
Surta x Act. This resulted in non-levy of su rtax of Rs. I , 11 ,254 
for the ?..<;ses<>ment yea r 1979-80. 

The Minist ry of Finance have accepted the omission in 
pnnciple. 

( vi) Jn the ca<;e of a public limited company income-tax 
asse:.:s:i1enls for the assessment yea rs 1977-78 and 1978-79 ''ere 
fi rmlly completed in December 1980/Seplernber 1980 and the 
n<!l cha rgeable profits as per the income-tax assessments work.cd 
out to R-.. 2,26,286 and Rs. 1,7 1, 159 wi th surtax liability of 
Rs. 76.360 and Rs. 33,244 for the assessment years 1977-78 <~ncl 

1978-79 respectively. However, surtax proceedings were not 
in1t ia tt.:d 'comp·_ :ed concurrently a nd the omission re ulted in 
non-levy of tax of Rs. 1,09.604. 

The Ministry of Finance have accepted the omission and 
<;lated. that notice!. for ini t iating remedial actio11 have been issued 
in J uly 1982 a nd the assessments have not yet been com pleted . 

( 1•ii) The income-tax assessment or a company for the 
assessment yea r 1977-78 was finalised in September 1980 com
puti ng the taxable income and tax payable thereon al 
R·;. 6l.69, 120 and R s. 38,86,546 respectively. On that ba~is, the 
chargeable p ro fi ts of the company worked out to Rs. 22,82,574 
which exceeded the amo unt of statutory deduction by 
Rs. 15.>5.895. It was noti<.:ed in audit in December 198 1 that the 
comp:rny had not filed a surtax return and no actio n had also 
been ini t iated by the department to call for the same. The 
chargeable profits of Rs. 15,35,895 for the assessment year 
1977-78 thus remained to be assessed re ulting in no n-levy or 
surtax of Rs. 4.09,021 . 

The Ministry o f Finance have accepted the omission. 

( riii) l n the case of a company, for the assessment yea; 
!977-78. provisional a ss:ossment was made in November 1977 
o n the basis of the return filed by the assessee . The income-ta x 
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:messment wa rina lised in J uly 1980 a nd sub<;cqucntly m•JCliried 
in December 1980 and Ma1ch 1981, computing the taxable 
inco me and tax payable thereon a t R s. 12.8 1,76.360 and 
Rs. 7 ,07. 12,136 respectively. O n the ba sis of the revi-;cd in
come, surtax le viable worked ou t to R s. 3 1,94, 126 as against 
R s. 23,43,352 paid o n provisional assessment. 

O missio n to revise the surtax assessment resulted in noa
levy of additional dema nd o f Rs. 8.50. 774. 

The M inist ry o f Finance have accep ted the objectio n in 
principle a nd stated that the surtax a scssmcnt in q uestio n ha <> 
been completed in August 1982. 

(ix) Although the regular income-tax a ssessments of a com
pany for the assessment years 1976-77 to 1979-80 were completed 
in Sep tem ber 1979, June 1980, September 1980 and March 198 1 
respectively, the p rovisiona l surtax assessments made in March, 
June and October J 978 a nd ovember 1979 respectively were 
not revised upto the date of a udit (May 198 1). The omission 
resulted in total short-levy of surtax of Rs. 4.59, 140 fo r th1; four 
assessment years. 

The Mi nistry of Finance have accepted the o bjection in 
principle and stated that there will, however, be no tax effect as 
t here is no sta \Utory t ime limit fo r completion o f fina l asses,ment. 

-

J. 



CH APT ER 3 

l COM E TAX 

3.01 lnco mc-L'.l.x collected fro m persons other than com pa
nies is booked under the Major Head "021 --Ta xes on luco me 
othe,· than Corpo ratio n-tax" . Under Article 270 of the Consti
tution. 85 per cent of the net proceeds of thi s tax, except in so 
fa r a-; 1hese a rc a ttributable to Union emoluments, U nion Terri 
tories a nd Union surc ha rges, is assigned to the sta tes in accor
dan.;~ with the recommendations of the Seventh Fi nance Com
m 1s<;1on. 

3.1)2 Some i 11<;tanc~s of mistake noticed in the assessments of 
p~r-;~m<> other tha n co mpa nies are given in the following para
graphs. 

3.()3 A 1•oidable mistakes in the cornputatio11 of tux 

Undc:r-asse smcnt of taxes of substant ia l a mount have been 
n\)i.i..:,~d year after year on account of avoidable mistakes result ing 
from c:irdessness or negligence. Such mista kes continue to 
occu. 1!1 spite of repeated instructio ns by the depart ment. 

/\. fow case-; a re given in the fo llowing paragraphs. 

(f) A co-operative society furnished return o f income for 
the ..i.-;<;e.-:sment year 1976-77 in June 1976 declari ng a loss of 
Rs. l 8,~~4.842 and claimed refund of Rs. 3,47 ,600 paid as advance 
ta'\. The department made a provisiona l assessment in March 
J 97fi and refunded the entire advance ta x of Rs. 3,47,600 by 
adjusti ng the same towards advance ta x in respect of the assess
mc•u ) ... ::ir 1978-79. T he regula r assessment for the assessment 
year 1976-77 was co mpleted in September 1980 on a to ta l income 
of R". 21,60,770 and a tax demand of Rs. 9,46,338 wa ra ised 
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after adjusting the entire advance tax of R s. 3,47,600 ignoring 
the fact that the advance lax of Rs. 3,47,600 had a lready been 
refunded to the assessee in the provisional assessment made in 
march 1978. As a result the1e was an undercharge of tax of 
Rs. 3,47,600 fo r the a<;sessment year 1976-77. 

Though the internal audit party of the department pointed 
o ut the non-availability of chalan for Rs. 3,47,600 in support of 
credit given for advance tax payment, it did not point out the 
i rregula;-ity in affording the credit of Rs. 3,47,600 for the second 
time in the assessment concluded in September 1980. 

The Ministry of Finance have accepted the mistake a nd stated 
that the additiona l demand of Rs. 3,47,000 has been collected. 

(ii) A shipping agent assessed in the status of a fit m, for 
the assessment year 1979-80, assessment (completed in May 
1980) returned freight earnings of six ships at U.S. S 5,59,395, 
which amounted to Rs. 48,60,633. ln the assessments, however, 
freigh t earnings of Rs. 48,607 only were considered omitting the 
last two digits. This led to under-assessment of income of 
Rs. 48, 12,026 involving short levy of tax of Rs. 90,514. 

TI1e case was seen by the interna l audit party of the depart
ment but the mistake was not detected by it. 

The Ministry of Finance have accepted the mistake and have 
stated that tl1e assessment has been rectified and the additional 
demand of R s. 90,5 14 collected. 

(iii) The assessment of a specified Hindu undivided fa mily 
for the assessment year 1975-76 was originally completed (August 
1978) on a taxable income of Rs. 8,87,580. On appea l by the 
assessee, the Commissioner of Income-tax (Appeals), in his 
orders issued in March 1979, di::lcted certain additions made in 
the assessment and, in the sumrrung up portion of the ord~r 
indicated the to tal income as R s. 15,270. It was seen in audit 
that the appellate authority had upheld the addition of capital 
ga ins of Rs. I, 14,000 made by the Income-tax Officer but had 
not included it in the revised total income indicated in the sum
ming up portion of the appellate orders. The Income-tax 

j 
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Officer did not brmg the o mission to the notice of the appellate 
a uthority but simply ga ve effect to the appellate order by adopting 
1hc to tal income a s R s. J 5,270. This resulted in under-assessment 
of income of Rs. 1, 14,000 involving short levy of tax and interest 
of Rs. 83,330. 

The Ministry of Finance have accepted the mistake and stated 
tha t the assessment has been revised. 

(iv) In the re-assessment of a co-operative society for the 
a ssess ment year 1974-75, completed in Ma rch 1981, it was noticed 
that the provisions of Rs. 1,25,000 and Rs. 2,25.000, made in 
the profit a nd loss account o n account of building fu nd and 
income tax respectively were disa llowed by the Income-tax 
Officer but in computing total income additions were made o nly 
ro the extent of Rs. 25,000 a nd Rs. 2,24,000. Simila rly, provision 
for bad debts of Rs . 60,000 disa llowed was added to the extent 
of Rs. J 6,000 only. The mistakes resulted in under assessrnent 
of income by Rs. I ,45,000 involving short levy of ta x by 
Rs. 91,379 including interest on account of short payment of 
advance tax a nd belated submission of returns. 

The assessment was seen by interna l audit pa rty of tbe de
partment, but the mistakes were not noticed by it. 

The Ministry of Finance have accepted the mistakes and have 'o/ 
reported revision of the assessment. 

(v) The income of an individual fo r the assessr .. ent year 
1970-7 1 was originally assessed in a Central Circle on bestjudg
ment basis in March I 973 a t Rs. J 6,54,520. The assessment 
was subsequently revised in M arch 1974 a nd September I 980 
to rectify a tax calculation mista ke and to a ssess sha re income of 
the firm. The assessment was again revised in February 1981 
to give effect to the orders of the Commis5ioner of Income-tax 
(Appeals) and the net income of the asscssee was determined 
as Rs. 7,19,409. While calculating the ta x on this income, tax 
a mounting to Rs. 1, 52,750 paya ble on slab income of Rs. 2. 50 
lakhs was omitted to be included and an amou nt of R s. 34,990 
was a lso erroneously ded ucted from the tax calculated on the 
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slab income exceedi11g Rs. 2. 50 lakhs. As a result of the mista kes, 
a<> against a tax of Rs. 5,55,286 correctly chargeable, tax oC
Rs. 3,48,774 only was levied lead ing to undercharge of tax of 
Rs. 2,06. '.!5 l . 

Thl 'v1 inistry of Finance have accepted the mistake and have 
rep·mcd that the assessment has been recti fied ra ising addi tional 
demand t'f Rs. 2.06,251. 

( vi) U nder the provisions of the Income-tax Act. 196 1, 
any expcnJiture laid out or expended who lly or exclusively for 
the purpose of the business is a llowable as a deduction. 

An unregistered firm. debited Rs. 81,7 15 iri its proftt and lo s 
acc.rnnt fN the asse sment year 1977-78 on account of loss from 
a picture:. The departrr:l!nt however determined the loss from 
the pictuic a t Rs. 8,06,3 59 in September 1980 again t the loss 
of Rs. 81,7 15 claimed by the asses ee. As the net resul t of the 
profit and loss account was a lo'>s, the department should have 
dcd :icted the a mount of Rs. 8 1.715 and added the determined 
loss of Rs. 8.06, 359 to the net l o~s as per profit and l os~ account. 
I nstcad o! this. both the amounts l)f Rs. 8 1, 7 15 and Rs. 8.06,359 
we:c addc<l to the Joss as per p rofit and los~ accounL. This 
resulted in excess computaUon of loss by Rs. 1,63,430 with a 
po~cntia.~ ta:\ effect of Rs. 84,983 when adj usted against income 
in sub•;equent yea rs. 

The assc smenL was checked by the internal audit party of 
the department, but it did not notice the mistake. 

The Mi nistry of Finance have accepted the mistake antl 
rcclllicd the assessment. 

3. 04 incorrect application of rate of tax 

Whtlc completing (August 1980) the p rovisional asse sment of 
an indi vidua l for the assessment year l 980-8 I, the Income-tax 
Officer incorrectly determined the tax d ue on the returned inco me 
of Rs. 3,86,700 a s Rs. 94,568, applying the tax rates applicable 
to registered fi rms and refunded a sum of Rs. 1,84,460 out of 
advancL-tax of R s. 2,79,028 pa id by him a longwith a sum of 
Rs. 7,376 as interest. The tax payable 011 the returned income · 
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however correctly worked out to Rs. 2,53,464 and the assessee 
was entitled to a refund of Rs. 25,564 only on account of excess 
paid tax. The refund made by the Income-tax Officer was in 
excess by Rs. 1,66,272 (including interest). Further while 
making a provi~io nal assessment interest on the excess advance 
tax paid is not admissible. 

Tne Ministry of Finance have accepted the mistake and have 
reported that the assessment has been rectified and the additional 
demand of Rs. 1,66,272 collected. 

3. 05 l11 correc1 comp11tatio11 (J.f salary income 

(i) Under the provisions of the 1 ncome-tax Act, 196 1, income 
in the nature of salar ies received by an asscssee from his employer 
is chargeable under the head salaries. The Act also provides 
that any salary paid or due or a llowed in the previous year is 
taxed in the assessment year relevant to the previous year in 
which it was paid or was due or was allowed by the employer. 

Tnc s~Jary certificate issued by an employer, ~howed that 
sums of Rs. 1,23,588 a nd Rs. 1,08,884 were paid by the employer 
to two employees· as salary during the previous year relevant 
to the assessment year 1980-81. Tax of Rs. 59,856 and 
Rs. 48,192 was deducted and certi ficates of tax deducted at source 
were also issued to the employees. H owever, in the assessments, 
completed in J uly 1980 the amounts of salary were taken as 
Rs. 77,389 and Rs. 62,684 re5pectively instead of the actual 
amounts shown and paid by the employer in the salary certificate. 
The omission resulted in a rota! under assessment of income of 
Rs. 92,399 involving short levy of tax of Rs. 65,855. 

The M inistry of Finance have accepted the mistake and have 
reported that the assessments have been rectified and the addi
t ional demand of R s. 65,855 collectod. 

(ii) Under the provisions of the Income-tax Act, 1961 where 
gross total income of an individual who is a citizen of India 
includes a ny remuneration received by him in foreign currency 
from any employer (from a foreign e mployer only upto the assess
ment year 197 7-78) in respect of his continuo us service outside 
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Lndia, for a period not exceeding thirty six months, the individual 
becomes entitled to tax relief in respect of such remuneration 
up to fifty percent thereof provided the individual is a technician 
and the terms and conditions of his services outside India aie 
approved by the Central Government or the prescribed authority. 

In the case of an assessee, relief to the extent of fifty percent 
of the remuneration received by him in Cauada in Canadian 
dollars was allowed for the assessment year 1978-79 though tl1c 
terms and conditions of his services were not approved by the 
prescribed authority. The incorrect relief resulted in short
computation of income to the extent of Rs. 55, 197 involving a 
short levy of tax of Rs. 36,856. 

Further, for the period from December 1976 to September 
1977 when the assessee was in Canada, the assessee 1eturncd 
income of Rs. 1,43,429 equivalent to 16,898 Canadian dollars 
fo r the assessment years 1977-78 and 1978-79. However, as 
seen from the copies of two income tax returns filed by him with 
the Canadian taxation authorities, the assessee returned total 
income of 21 ,445 Canadian dollars for the two a ssessment y~r.,; . 

The income of 4,547 Canadian dollars equivalent to Rs. 36,376 
which was not considered by the department escaped assessment. 
If this income is assessed for the assessment yea; 1978-79, there 
would be an additional levy of tax of Rs. 23,870. 

The paragraph was sent to the Ministry of Finance in Septem
ber 1982 ; their reply is awaited (December 1982). 

3 . 06 Incorrect computation in the case of foreign technicians 

Under the Income-tax Act, 196 I, certain portion of remunera
tion paid to foreign technicians in the employment of Govern
ment, or a local authority or a statutory corporation or any 
other business carried on in India, is exempted from tax, sub
ject to fulfilment of certain conditions. The exemption is admis
sible for a period of 24 months from the date of a t rival in India 
in the case of tech nicians whose services commenced from a 
date on or after 1 April 1971. If a technician continues in 
employment, in India, beyond the mid period of 24 month<; 

. 
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without the approval of the Central Government and the tc1.x on 
his remuneration is paid by the employer, the same is trea ted 
as perquisite in the hands of the technician for a further period 
of two years and taxed on "tax-on-tax" basis. 

(i) In the cases of two fo reign technicians employed by 
a Go•.rernment company, for the assessment year 1977-78. 1t was 
noticed in audit that the contracts of service were approved by 
the Central Government for a period of 24 months. The con
tracts were extended for eight months in one case and for nine 
months in the other, with effect from 1April1976, but the appro
val of the Central Gove:-nment required to be obtained before 
the 1 O::tober of the relevant asses:.ment year under the lncome
tax Act was not on record. In the assessments completed in 
March 1980, the department erroneously allowed exemption 
of salary for the extended period of eight/nine months, beyond 
the period of 24 months instead of treating the tax payable by 
the employer on their taxable incomes as perqubitcs in their 
hands. The omission resulted in short computation of taxabl~ 

salary incomes by Rs. 1,58,534 and Rs. 1,86,990 respectively, 
leading to an undeicharge of tax aggregating Rs. 2,24,866. 

The Ministry of Finance have accepted the mistake and have 
re i:> ;:irted that the as:>·:!ssmcnts havl! been rectified and additional 
demand of tax. of Rs. 2,24,866 raised. 

( ii) Upto the p~riod 31 May 1979, the term "technician" 
as defined in the Act included a person having specia lised know
ledge and experience in constructional or manufacturing opem
tion or in mi ning or in generation of electricity or any other 
fo rm of power or in agriculture, animal husbandry, dairy farming, 
deep sea fishing or ship building. Industrial and business manage
ment experts wer~ excbdcd fro m the purview of the term 'techni
cian'. 

(a) In the case of a foreigner who arrived in Cndia in 1976 a nd 
was employed by a company as Manager/Supervisor, Contracts 
and Cost Control, exemption was allowed wrongly treating him 
as a " technician" on remuueration upto Rs. 4,000 per month 
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anu o n the tax paid on remuneration by the employer. This 
resulted in short computation of salary income to the extent of 
Rs. 39,640. Rs. 1,76.322 and Rs. 1,64,835 for the a-;sessment 
years J 977-78, 1978-79 and 1979-80 respectively involving under
charge or tax of Rs. 2,49 ,379. For the assessment yea rs 1980-81 
and 198 1-82 (assessment concluded in December 1980) tax paid 
by the e mployer to the extent of R~. 1,8 1,550 and Rs. L 72,380 
had not been brought to tax as perquisite re<;ulting in ho~t levy 
of tax of Rs. 2,44,486. 

The total tax undercharged for the five assessment years 
1977-78 to 198 1-82 a mounted to R s. 4,93.865. 

(b) Jn a nother case of a fo reigner who arrived in India in March 
1977 and was employed by the company as Assistant Manager 
Accounting, exemption was allowed wrongly treating him as a 
"technician,.. This resulted in short computation of income to 
the extent of Rs. 2,03,736 involving undercharge of Rs. 1,41 ,267 
for the assessment year 1978-79. 

The' Ministry of Fina nce have accepted thl' mista ke. 

3. 07 Failure to deduct tax at source on salaries 

The Income-tax Act, 196 1, p rnvides for deduction of tax 
a t source from salaries paid by any person . All sums deducted 
at source by private employers towards tax should be paid to the 
credit of the Central Government with in one week from the 
date of such deduction or from the date of receipt of chalan 
from the d epartment by the employer. Under the Income-tax 
Rules, 1962. private employers are required to furnish to the 
Income-tax department a monthly statement showing partil;ulars 
of employees, salaries paid, taxes deducted a t source, dates:on 
which taxes credited to Government etc. Further a nnual re
turns in the prescribed form should also be rendered by the 
private employers within 30 days from 31 March in each year. 
Under the Act, if an employer does not deduct tax.or after dedHc
tingitu1ils to remit the sum into Government account. he should 
~e treated as, an assessee in default, and penal provisions as laid 
down in the

0 

Act should be invoked in such cases. 
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In order to ensure that tax is deducted and deposited in all 
cases and a lso to see that the annual a nd monchly returns are 
!-'ubmitted in time, departmental instruction provide for the 

'T- maintenance of a Register of Employers. On receipt of the 
a nmLal retura, the [ncome-tax Officer sho uld check: that the total 
tax shown as deducted during the financial year in respect of 
each employee is correct, that the ent ire amount deducted hac: 
been credited to G overnment account by each employer and in 
ca<;es of 1.kfault. take penal action. 

The Public Accounts Commi ttee in their 78th Report (Sixth 
Lok Sabha.), on a review of working of Sala ry circles . . tressed 
t he need for 

(a) the proper maintenanc~ of the Regi ~Lc r of Em ployers, 
(b) r<!cc ipt in time of the a nnual returns from the employers; 

and 

(c) invoking the puni tive provisions of the law in cases of 
non-compliance with the statutory responsibilit ies by the 
employees. 

A test-check conducted between January and March 1982 
in fi ve Income-tax wards deal ing with ded uction of tax at go urce 
fro m salaries pa.id by no n-Government employers in 1979-80 

111 West Bengal revealed the following : 

{ I ) The Register o f Employers was not maintained properly 
and consequently the department d id no t exercise any 
contro l over the rl!ceipt of returns, correct deduction l)f 

tax at -; ourc~ a nd remi ttance of the tax collected into 
Government a.ccount. 

(2) The alphabetical regi'.tter \H l.'> no t bei11g ma in .. .,_: \Cd in 
the ward<;. 

(3) Out of the 6579 annua l return s d ue from emrloyers. 
returns from 3655 employers only were received and 
2924 employers did not furnish the returns. Mort; than 
44 per cent of the empl yers had not fi led the annual 
returns. No foll ow-up action calling for return-> from 
the employers was taken by the department. 
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(4) For fa ilure to deduct or pay the tax no prosecution as 
laid down in the Act had been initiated during the last 
five years against the defaulting employers, inspite or 
instructions of the Central Board of Direct Taxes to this y 
effect. 

(51 l n 541 cases, the annual returns were ri!cervcd late by 
periods ranging from one month to 15 mo nths. T he 
defaulters were liable to a. penalty no t exceeding 
Rs. 5,06,690 (at the rate of Rs. 10 for every day of 
default) . No penalty was, however, levied. 

(6) ln 50 cases the cmployc:s failed to deduct the full amount 
o f tax payable by employees on the basis of salary drawn 
by them. The short deduction of tax amounted to 
Rs. 1,41. 121. 

(7) The annual returns were not correlated wi th the chalans 
received in support of payments to Government account. 

(8) In 104 c1ses, payments of tax dcduoted at source a.nn un
t ing to Rs. 16,63,856 were credited to the Government 
a.ccount beyond the period prescribed in the Act. The 
pcl)al interest levia ble in these cases amounting to 
R s. 3,62,217 was no t levied. 

'";"h,: Ministry of Finance have given a n interim reply (Decem
ber 1 9~2) !>tating interalia that the control registers were given 
up beca.usc of ·a proposa l to computerise the a nnua l returns·· 

.a nd the levy o f penalty ' in actual pract ice· may not be feasible. 

:' .Of\ Incorrect computation of incot:ne from house property 

Under the Income-tax Act , 1961, the annual letting value of 
a house p roperty, owned by a n assessee, is assessable as income 
fwm l10usc property, irrespective of the fact whether he is actually 
in receipt of income or no t. Where a property is let out and 
fulls vacant during a pa rt of the year, a vacancy a llowance in 
the ~hapc of p;oportionate de~uction from the annual va lue is 
admis:-ible. It was held by the Supreme Court in April 1980 
tlun where property is not let out llt a ll during a particul:ir year 
the a-;se~see would not be entitled to a deduction on account of 
vacanc: a llowa nce. 

). 
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(i) The wt!alth-tax and income-tax assessment records of an 
individual indica ted tha t she owned a house property in a city 
valued a t Rs. 4,06,700 and tha t no income from the property 
was retu rned for the two assessment years l 978-79 and 1979-80 
o n the gro uncl tha t it was vacant throughout the relevant pievioui; 
yc-ars, having been in need o f extensive rep::.irs . This cl<l im of 
the asscs<>ec was accepted by the departm..:nt. As the property 
was not let o ut even for a day in the relevant previo u'> yea rs, 
no vacancy a llowance was ad missible to the asscssee for the 
two a~sessment years. The incorrect a llowance resulted m 
under-a• sessrncnt of income of Rs. 48,804 involving short levy 
o f tax and interest, amounting to Rs. 27,272. 

Th~ M ini try of Finance have accep ted the mi, take. 

(ii) An a ssessee did not return any renta l income for the 
assessment year 1980-81 in rospect of the fi rst floor of a building 
belonging to him, on the ground that it was vacant for the e11tire 
yeaF relevant to the assessment year 1980-81. While concluding 
the assessment in July 1980, the assessee's cla im was accepted by 
the department and a deduction of Rs. 66,000 was a llowed. A~ 

the property was not let out at a ll for the entire year, the assessee 
was n~t entitled to the vacancy a llowa nce. The incorrect deduc
tion resulted in escapement of income from p roperty by 
Rs. 66,000 lead ing to short levy of tax of R~ . 48,633. 

The Ministry of Finance have accepted the mistake and have 
reported tha t the assessment has been rectified and additional 
c.fo rna nd ra ised. 

3 . 09 Incorrect computation of business income 

(i) Under the provisions of the Income-tax Act, l 961, 
any expenditure not being in the na ture of capita l expenditure 
vr personal expenses of an assessee which is wholly a nd exclu
sively incurred for the pmpose of busine.ss is a llowable in com
puting the business income of the assessee . lt has been judicia lly 
held that a payment made to a politica l party is not an expendi
tun: incurred solely a nd exclusively for earning profits a nd as 
sucb would not be an allowable ded uction. 
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In the assessment o f a regis tered firm for the assessmcut yea r 
1978-79, completed in April 1979, a s um of Rs. 2,00,000 debited 
to its accounts towards payment to a politica l party wa '> incor-
rectly deducted in computing its business income. The mistake ( 
resulted in under-a ssessment o f bus iness income by R s. 2 ,00,000 
with consequent total undercharge of tax o f R . 1.25,431 i11 the 
hands o f the firm a nd its four partners . 

The Ministry of Finance have accepted the mistake an<l ha-ve 
stated that the assessment has been reopened. 

(ii) Under the Inco me-tax Act , 1961 , a ny payment made 
by a closely-held company by way of advance or loan to a , ha rc
ho lder w ho is substantially interested in the company is d i.;cmcc.i 
to be dividend received by the sha reholder, to the extent td 

which the company possesses accumulated profits. Th.e Supreme 
Cou rt held in Apri l 1977 that even if the advance or loa n cca~cs 
to be o utstanding a t the end of the previous year in which the 
loan or advance was taken, it will still be deemed to be "d ividend". 

(a) At the beginning of the previous year relevan t to the 
a ssessment year 1977-78. the managing directo r o f a clo!>ely
held company who was a lso substantia lly intere!>1 ed in it, owed it 
a n a mount o f Rs . 3,41 ,010 d ra wn fo r meeting her personal ex
pense . During t h·~year, sh ~ drewsum aggregating Rs.4,6 1,936 
a nd repaid a to ta l a mo unt o f R:.. 1,64,28 1. In her inco me-tax 
assessment for the assessment year I 977-78, completed in August 
J 980 an amo unt of Rs. 2,97 ,655 representing the net amo unt 
received by her during the year wes deem ed a s dividen<ls and 
charged to income tax. The total a mount actually advanced to 

her du ring the year >vas R s. 4,61,936 and that amount •)ugh t 
to have been deemed as d ividend , according to the aforesaid 
decision of the Supreme Court . The department's action in 
dee ming the net payment of Rs. 2,97,655 o nly as dividend resulted 
in under assessment of inco me of R s. l ,64,281. 

During the next acco unting year relevant to the assessment 
year 1978-79 the total amount o f R s. 2,46,952 drawn by the 
asses ee fro m the company was . less than the a mount o f 
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R . 9,64,571 repaid by theasse~see during the year a nd the :.!·~rT•rt
ment did not tax any amount as deemed d ividend in the relevant 
assessment. However, dllfing this year a lso, the amount drawn 
by her on every occasion was an advance and the bulk of lht: 
repayment, i.e., R s. 6,07,654 out of R s. 9,64,571 was made only 
o n the last date. The department's omission in deeming the 
amounts paid by the company during the year a s dividend re
~ulted in under assessment of income of Rs. 2,46,952 . There 
was thu a total under-assessment o f income of Rs. 4. 11,213 
involving !.ho rt-levy of tax of R s. 2,62,299. 

T he paragraph was forwarded to the Ministry of Finance 
in September 1982; their reply i ~ awaited (D ecember 198:2). 

(b) During the prev iou~ year relevant to the a<; <.r ,sm c'nt 
year 1977-78, two individ uals, who were having running accounts 
with a closely-held company, had overd ra wn their nccrrnnts 
by Rs. 76,622 and R s. 43,221 respectively. As the cnmpany 
had accumulated profits to cover the overdrawal a nd a~ lhe two 
persons were substantially interested in the company, the a:nount:
o f overdrawal were to be treated a deemed dividends a nd 
c harged to income-tax. Failure to do so in the income-tax 
a sessments fo r the relevant year finalised in October 1979/ 
Ja nuary 1980. resulted in short levy of tax of Rs. 79,604. 

The Ministry of Finance have accepted the mistake a nd have 
sta ted tha t the assessment has been rectified and the adtlitiP nal 
demand of Rs. 79,604 collected. 

( iii) l n computing the business income of an assc:N.'C, the 
a mount of income-tax payable by him is not an admi s~ iblc 
deduction. 

For t he assessment year 1978-79, a registered firm filed a 
return admitting an income of Rs. 3.48,707 which was accepted 
by the department (February 1981). While a rriving a t the income 
of Rs. 3,48,707, the firm had erroneously deducted a ·:um of 
Rs. I, 10,694 on account of the income-tax payable by it. T he 
incorrect deduction resul ted in a n under-a-;sessrnent or income 
o f Rs. l , 10,694 and short levy of tax of R". 55, 150 in the a<;scss
ment of the firm and its partners . 
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Th0 Ministry of Finance have accepted the mistake and ha ve 
~tated that assessment has been rectified. 

(iv) In computing the business income of a registered firm for 
tJ1e asst:!:.Sment year 1976-77, (assessment completed in Augus t 1979} 
tllc deduction allowed towards purchase tax included a provi5ion 
uf R s. 2,57,836 for a dd iti0 nal purchase tax not relating to the 
prcviou~ year relevant to the assessment year. The above deduc
tion wa!>. however, not admissible as the liability did no t relate 
to the inc.:>me chargeable to tax during the previous year relevant 
to the a-;sessment year concerned or to any actual payment made 
during tha t p;ev iou~ year. The incorrect deduction of 
Rs .2,57,836 a llowed in the computation of the business income 
of the hrm resulted in undercharge of tax of Rs. 2, 14,000 in the 
case of fi rm and its partners. 

Tht: Ministry 0f Fina nce have accepted the mista ke a nd have 
r>!~.JrLL·d that the mistake ha s been rectified. 

(v) Under the Income-tax Act, 196 1 income chargeable to 
tax i-> c.>mputed in accordance with the method of accounting 
rcg:ilad_,, employed by the assessee. 

An a-;sessee's method of a rriving at the amount fo; claiming 
dcd uc11o n toward sales tax liability was by adding up the actual 
cheque paym ents made dur i11g the accounting period towa1ds 
sales tax to the Sales Tax department and the outstanding liabilities 
toward s sales tax at the end of the accounting period and deduc
ting therefro m the outstanding l iabili ty towa rd s sales ta x a s at the 
beginning of the accounting period. For the a ssessment years 
1979-80 and 1980-8 1, (assessments completed in February 1981 ) , 
howcv~r. the outstanding l iahil ities toward s sales tax as at the 
heginning of the relevant accounting years a mounting to 
Rs.6,2!>,257 and Rs. 5,43,729 respectively we1e not deducted by the 
:i.sscssee to a r rive at the liabil ities towards sale~ tax. The a llow
ance of sales tax liabilities based on the assessee's calcula tio n 
resulted in short-computation of income to the extent of 
Rs. 6,2$,257 a nd Rs. 5,43, 729 fo r the a sses.sment years 1979-80 a nd 
1980-8 1 involving short levy of tax of R s. 1,73.399 (firm only) 

\ 
Jo 
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for the asscssm~nt year 1979-80 a nd excess carry forward of loss 
of Rs 5,43,729 in the hands of t he partners for the assessment 
year 1980-81 . 

The paragraph was sent to the Minist ry of F inance in Septem
ber 1 9~2: their reply is awaited (December 1982). 

(v1) Und er the Income-tax Act, 196 1. any payment of intc~est, 
salary, bonus. commission or remuneration made by a firm to 
any partner of the firm is not an allowable deduction in comput
ing the income of the firm under the head '· Pr0fi ts and gains" 
of business or profession. 

A registered firm paid a sa lary of S 24,000 equivalent to 
Rs. 1,90,800 to the partners d uring the p revious year relevant to the 
assessment year 1980-8 1. While completing the provisional 
assessment of the fir m in June 1981, the salary paid to the partners 
was allowed as deduction, resulting in excess refund of advance 
tax of Rs. 54.940. 

The paragraph was sent to the Ministry of F inance in Sep tem
ber 1982; their reply is awaited (December 1982) 

(vii) The inco me of a co-ope rative society engaged-in pro
cessing, and marketing of agricul tura l p rod uce a nd affording 
c redit facility to its members, was determined as Rs. 27,800 for 
the assessment year 1977-78 a nd Rs. 70,000 fo r the assessment 
year 1978-79. The entire amount of gross interest received by 
the a~sessee in providing credit facilities to its members was 
exempted without deducting the expenditure attributable to this 
ac~ivity . Since no separate accounts of diffe rent trading activities 
were J...ept by the assessee, the proportionate expenditure relating 
to pr .;vision of credit facilities to members, at Rs. 48,800 for the 
assessment year 1977-78 and Rs. 41 ,000 for the assessment 
year 1978-79, was to have been ded ucted to a rrive at the exempted 
income. -Besides this, the expendi ture aggregating to R~ . 44,265 
o n uccount of d ividends a nd gifts to members debited to profit 
and loss account relevant to the assessment year 1977-78, was. 
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n t disa llowed. As a result , income was under-a ses~ed by 
Rs. 93,065 for the assessment year 1977-78 and Rs. 41 ,000 fo r 
the assessment year I 978-79, leading to total short levy of tax 
of Rs. 59,806. 

The Ministry of Finance have accepted the mistake. 

3. I 0 Incorrect alloirances of depreciat ion, tle 1·elopment 
rebate and i11l'estme11t allowances 

(i) The income-tax Act, I 961 provides for grant of deprecia
tio n allowance on buildings, plant and machinery owned by an 
as essee and used for the purpose of the business. The Ruic<: 
prescribed under the Act provide for specific rates o f depr~cialion 

for certain items of plant and machinery and a general rate of 
I 0 per ce nt for the remaini ng items calculated on the wri tten down 
value of the asset. 

While computing the income of a registered firm for the assc%
ment year I 978-79 in September I 981, depreciation amounting 
to R . 4.58.084 wa <> allowed by the Inspecting Assistant Commis
sioner of lncome-tax (Assessment) as against the admisgiolc 
amount of Rs. 3, 76,871. The mistake occurred due to striking 
the total wrongly and calculating the a mount of depreciation 
inco;rectly in respect of the cold storage plant of the as:;essce. 
This resulted in under-assessment of income by Rs. 81,21 3 
involving short. levy of tax of Rs. 75,335 in the hand<> of the firm 
and its partners. 

T he paragraph was sent 10 th~ Mi nistry of Finance in May 
1982: their reply is awaited (December 1982). 

(ii) fn the computation of business income of an assesscc, 
the Income-tax Act, I 96 1 provided (upto 3 1 May 1974/May 
I 977) for the grant of development rebate in respect of plane 
a nd machinery installed for use in his business, a t the rates speci
fied in the Act. However, if the to tal income assessable beforr 
dcductio n of the d~vclopmcnt rebate was less than the full amount 
o f the adm issible amount, the rebate allowable ·hould be only 

< 



, 
l 

145 

such a mount as Lo reduce the total income to nil and the un
ahsorbed rebate should be carried for ward for adjustment in 
tl:e ncxi assessment year. The Act does not provide" fo; any 
cxccphon in the application of this method to registered firm s. 

1 n the income-tax assessment of a registered firm, running 
a cotton mill, for the assessment year 1975-76, the department 
determined (March 198 1) the income as Rs. 25,325 before deduc
tion of the admissible development rebate of Rs. l ,64, 109 and 
allocate-d the unabsorbed rebate o[ R s. 1,38,784 among the four 
par~ncrs for set off against their persona l income for the same 
assessment year. T his is not in conform ity with the provisions 
l)[l<H« as the unabsorbed rebate ought to have been carr ied for
\\ard m the fi rm's assessment itself fo r adjustment in the next 
as~essmcnt yea r. The incorrect allocation of the unabsorbed 
development rebate resulted in short demand of tax of R r. 1,06,876 
from the partners for the assessment year 1975-76. 

!11c M inistry of finance have accepted the mistake and have 
sfatc..d that the assessments have been revised raising additional 
dcmar.d of R s. 1,06,876. 

(iii) In the computation of business income, an assessee is 
ent;tl"d to deduction of an investment a llowance at twenty fi ve 
per cent of the actual cost of plant and machinery installed /put 
to u.;e in the relevant accounting year. In respect of assessment 
year 1977-78, the a llowance was admissible only if the plant and 
macl-tincry was used for the purpose of business of generat ing 
or <ii~tributi ng power o r production of the articles specified in the 
1 int!1 Schedule to the Act or in a small-scale industrial under
taking for the production of any article. A sm<J.U-scale industrial 
nnd'!rtaking is one in which the aggregate actual cost of plan t and 
mac11incry installed on the last day of the accounting year did 
not exceed Rs. ten lakhs. 

ln respect of the assessment year 1977-78. a partnership firm 
engaged in the business of printing and selling stationery, claimed 
an investment allowance of R s. 1,09,736 in respect of plant and 
mach inery iristalled in the relevant previous year. The claim 
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was allowed by the department (December 1979) However,. as 
the actual cost of plant a nd machinery as on 31 March 1977 
exceeded Rs. 10 lakhs, the fom was not a small-scale industria l 
undertaking. No r was the assessee angaged in the business of 
production/distribution of electrici ty or production of a ny of 
the articles specified in the Ninth Schedule to the Act. The 
incorrect allowance resulted in under-assessment of income of 
Rs. 1,09,736 involving short levy of tax of Rs. 53,530_ in the 
hands of the firm and its three partners. 

The Ministry of Finance have accepted the mistake and have 
revised the assessment raising additional demand of Rs. 53,530. 

Irregular Exemptions and Reliefs 

The Income-tax Act, 196 l provides fo r various deductions 
and reliefs while computing total income. Mistakes in their 
allowance results in under charge of tax. A few intciesting 
ca~es are given in the following paragraphs. 

3. 11 !11correcr allou•ance of relief in respect of newly esta
blished undertakings 

Under the provisions of the Income-tax Act, 1961, where 
the g;oss total incom·) of a n assessce included any profit~ and 
gains derived from a newly established industrial undertaking, 
the assessce becomes entitled to tax relief in respect of such profi ts 
a nd gains upto six per cent par annum of the capital employed 
in the industrial undertaking, in the assessment year in which 
the undertaking begi ns to manufacture or produce articles and 
also in each of the four assessment years (six assessment years 
in the case of a co-operative society) immediately succeeding the 
initial assessment year. For this purpose, it has been provided 
that in the computa tion of the value of capital employed in the 
industrial undertaking, the value of depreciable assets should be 
taken at their written-down value as on the first day of the com
putation period and that the aggregate of the monies borrowed 
J.nd debts owed by the assessee, should be deducted from the 
gross value of the assets. 

> 

---
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(i) r n the case of an industrial co-operative tea factory the 
lncome-tax Officer allowed for the assessment years 1976-77, 
1977-78 and 1978-79 (assessments completed in March 1979, 
February 1980 and November 1980 respectively) the relief in 
respect of its new industrial undertaking amounting to Rs. 68,548, 
Rs. 1.33,9 J 8 and Rs. J ,82,847 respectively. While computing the 
relief, the Income-tax Officer incorrectly adopted the cost of 
depreciable assets instead of their written-down va lue and also 
d id not deduct certain debts owed by the assessee, from the 
gross value of the assets. These ;esulted in the relief being 
computed in excess by R::.. 46, 717 for the assessment year 1977-n. 
Rs. 92,869 for the assessment year 1977-78 and Rs. 1, 15,276 
for the assessment year 1978-79. 

The total excess relief amounting to Rs. 2,54,862 resulted in 
-short levy of tax of Rs. 1,26,29 J. 

The Ministry of Finance have accepted the mistake and have 
reported that the assessm1;nts have been rectified raising an 
additional demand of Rs. 1,26,291 . 

(ii) In the case of another co-operative ~ociety, for the 
assessment years 1978-79 and 1979-80, (assessments completed 
in August 1980 and March 1981 ), in determining the capital 
employed by the society, the assessing officer took the value of 
depreciable assets at the value shown in the balance sheet as 
on the first day instead of adopting their written-down value. 
This resulted in excess carry forward of relief of Rs. 1,44,464 
and Rs. 3,02,047 for the assessment years 1978-79 and 1979-tm 
respectively involving a potential tax effect of Rs. 2,00,830. 

The Ministry of Finance have accepted the mistake and have 
reported that the assessments have been set aside to carry out 
necessary re-computation. 

(iii) In the assessments of a firm for the assessment years 
1977-78, 1978-79 and 1979-80, completed in March 1980, January 
1981 and March 198 1 respectively, the Inspecting Assistant 
Commissioner allowed the reliefs as claimed by the assesscc 
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with reference to capital compu1ed on the basis of original cost 
of depreciable assets of the industrial uudertaking as on the last 
day of the accounting year instead of o n their written-down 
"a.Jue on the first day of the accounting year. The erroneous 
computation resulted in excess deduction amounting t o 
Rs. 2,84,475 involving an aggregate short-charge of tax of 
Rs. 1,51 ,400 for the three years. 

ln the assessment of the same firm for the assessment year 
1976-77 (completed in January 1980), the assessee claimed the 
tax holiday relief amounting to Rs. 80,258 admissible in respect 
of a branch unit for adjustment against the business income from 
other sources. The claim of the assessee for adjustment agaimt 
o ther business income was rejected by the assessing officer and 
the relief of Rs. 80,258 was allowed to be carried forward. On 
appeal, the commissioner of Income-tax. wh ile upholding the 
Incomo-tax Officer's action in carrying forwa.:d the rel ief for 
adjustment in fut ure years enhanced the admi-;sible relief from 
R s. 80,258 to Rs. 1,45,878. While givi ng effect to the appelJate 
orders in May J 980. the difference of Rs. 65,620 (between 
R&. 1 ,45,878 and Rs. 80,258),=was incorrectly deducted from other 
business income of the assessce instead of carrying forn ard.for 
adjustment against the profits of the units in the subsequent years. 
This resulted in short levy of tax amounting to Rs. 54,500. 

These mistakes resulted in total under charge of tax of 
Rs. 2,05,900. 

The ac::sessment for the year 1977-78 was checked by the 
internal audit party of the department who did not notice t he 
mistake . 

Tue paragraph war. sent to the Minist ry of Finance in August 
1982; their reply is awaited (December 1982). 

(iv) In the case of a registered firm the capital in respect of 
its new industrial undertaking for the assessment years I 976-77 
and 1977-78 (assessments completed in May 1979 and November 
1978) was computed by averaging the value of the assets ·and 
liabilities as on the fi rst and the last days of the relevant previous 

j 
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yea rs although the rule for computation of capital at their average 
value was done away with effect from 1 April 1968. F urther, 
the bank loans and other o utstanding liabilities were not also 
taken into account in the capital computation. These mistakes 
resulted in a llowance of excess relief by R s. 1,02,977 a nd 
Rs. 1, 15,0 14 in the two assessment years with aggregate tax under
charge of Rs. 1,67,429 in the hands of the firm and its partners. 
There was a lso short levy of penal interest fo1· late fi ling of returns 
and for non-furnishing of estimates of advance tax amounting 
to Rs. 17,867 in the hands of the fi rm. 

The M inistry of Finance have accepted the mistake. 

(v) Where such profits and gains of a newly establi:ihed 
und~rtaking fall short of the relevant amount of capital employed 
during the previous year, the a mount of such short-fall or deficiency 
may be carried forward and set off against future profits but not 
beyond the seventh a ssessment yea r in the case of co-operative 
societies as reckoned fro m the end of the initial assessment year. 

In the case of an ind ustrial co-operative society which com
menced production during the previous year relevant to the asse~s
ment year 1967-68, relief in respect of new industrial undertaking 
was admissible from the assessment year 1967-68. As the profits 
and gains derived by the society were insufficient to absorb the 
relief, it wac; allowed to be carried forward to subsequent assess
ment years. The carry forward ought to have been restricted 
to the assessment year 1974-75. being the seventh assessment 
year from the end of the initial assessment year, 1967-68. The 
Income-tax O fficer, however, adj usted the deficiency of relief rela
ting to the assessment year 1967-68 to the extent of R s. 1,44,680, 
in the assessment for the assessment year 1975-76, completed 
in February 1978. Similar adjustments of relief had also been 
allowed to the extent of Rs. 8,729 a nd Rs. I.52,481 in the assess
ments for the a<;~essment years 1976-77 and 1977-78 . The incor
rect adjustments resulted in a total short levy of tax of Rs. 1.27,050 

The Ministry of Finance have accepted the mistake a nd have 
stated that the assessments have been rectified. 
S/19 C&P..G/82- ll 



150 

3. 12 Mistakes in the grant of export market development 
allowance 

U11der the Income-tax Act, 1961, domestic companies and 
resident non-corporate assessees engaged in the business of 
export of goods outside India or providing services or facilities 
outside India a re entitled to an export market development 
allowance equal to the actual amount of expenditure plus an 
extra amount of one third thereof. Expenditure on distribution 
and supply of goods in India and expenditure wherever incurred 
on the c:irriage of such goods to their destination outside India 
or on the insurance of such goods while in transit do not qualify 
for the above allowance. 

(i) While making the assessment of a li;m for the assessment 
year 1977-78 in March 1980, the Inspecting Assistant Commis
sioner rejected the assessee's claim for export markets develop
ment allowance on the expenditure of Rs. 5,21 ,365 relating to 
insurance and freightas simila r claim by the assesscc for the assess
ment years 1974-75 to 1976-77 was already rejected by the Com
missioner of Income-tax (Appeals). The assessee also admitted 
before the Commissioner that it was not entitled to the relief 
for the assessment yea r 1975-76. On an appeal fi led by the 
assessee for the assessment year . 1977-78, the Commissioner 
oflncome-tax (Appeals) directed the assessing officer to re-examine 
the claim with reference to the orders passed in the case of this 
assessee by the Appellate Tribunal (Nagpur Branch) for the 
assessment year 1973-74 wherein the assessee's claim for similar 
relief was allowed. The assessing officer revised the assessment 
for the assessment year, 1977-78 in January 1981 and allowed 
the relief on Rs. 5,21,365. 

In February 1981 in an appeal preferred by the assBssee for 
the assessment year 1976-77, the Appellate Tribunal (Nagpur 
Branch), relying on a decision of June 1978 of the (Appellate 
Tribunal Full Bench Bombay) which had disapproved the Nagpur 

,. 
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Bencl:L ruling for the assessment year J 973-74, ordered that the 
assessee was not enti tled to the relief . 

......,.._ In the assessments fo r the assessment years 1978-79 and I 979-
80 (assessment completed in March 198 1 ), however, the Inspecting 
Assistant Commissioner allowed relief on account of export 
market development allowance on Rs. 8,54,073 a nd Rs. 5,37,366 
ove r-looking the Appellate T ribunals' decisions on the issue. 

The omissio n to withd raw the relief allowed in January 1981 
for the assessment year 1977-78 and incorrect grant of relief 
for the assessment years 1978-79 and I 979-80 resulted in short 
levy of tax of Rs. I 1,93,900 in the hands of the firm and partners. 

The pa ragraph ·was sent to the Ministry of Finance in Septem
ber J 982 ; their reply is awaited (D~cember I 982). 

3. 13 Jncorrec/ relief to Hindu undivided families 

[n order to encourage long term savings, the lncome-tax 
Act a llows, in the case of individ uals and Hindu undivided families 
a ded uction in respect of payments made out of income chargeable 
to tax by way of life insurance premia, contributions to provident 
fund etc. In the Centra l Government notified Public Pro
vident Fund established under the Public Provident Fund Scheme 
1968 so as to make con tributions to this fund also eligible for this 
ded uction. This benefit was, however, confined to individuals 
and contributions made by Hindu undivided fam ilies to the Public 
Provident Fund were not made eligible for the deduction. 

In the assessments of four Hindu undivided families for the 
assessment years 1977-78 to 1980-81, completed in February 
1980, November 1980 and March 1981, contribution amounting 
to Rs. 50,713 made by the families to the Public Providend Fund 
were taken into account in allowing the deduction. The incor
rect ded uction resulted in shor t levy of tax of R s. 33,579. 

The Ministry of F inance have accepted the mistake and have 
-reported that remedial action has been initia ted in all the cases. 
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3. 14 lncorrect deduction under double taxation relief 

Under the p rovisions of the Income-tax Act, 196 l , as effective 
from I Ap ri l J 975, if the gross total income of a n individual, 
who is a citizen of Ind ia, includes remunera tion received by him 
from a foreign employer for any service rendered o utside India , 
a deduction of fifty per cent of such remuneration is allowed in 
computing the total income of the individual subject to certain 
conditions. Further, if a person who was resident in the pre
vious year, proves that in respect of income which accrued o r 
a rose during the previous yea r outside India he had pa id tax in 
a country which is no t cove red under a bilateral a greement for 
relief o r avo idance of d ouble taxation, he is entitled to the deduc
tion from the Ind ia n income-tax, p ayable by him of a sum calcu
lated o n such doubly taxed income at the Indian ra te of tax or 
the rate of ta x of the said country whichever is lower. 

While comp uting the total income of five individuals for the 
assessment years 1976-77 and 1977-78 in December J 978, February 
1979 and Ma rch 1979, fifty per cen t o f the remuneration received 
by each of them from a fo reign employer for services rendered 
outside India was allowed as"deduction and only 50 per cent was 
charged to tax in India. H owever, double taxation relief in 
respect of tax paid in the fo reign country wa s no t restricted to the 
sum calculated on the portion of foreign income charged to tax 
in India. Failure to do so, resulted in short levy of tax of 
R s. 59, 102 including int erest for late fil ing of return. 

The p aragraph was forwarded to the M inist ry of F inance· 
in August 1982 ; their reply is awaited (December 1982). 

3.15 Income escaping assessment 

(i) T he Income-tax Act. I 961, provides fer an allow~nce or 
<lecuclic n from the income of an ass.cssee in respect c f expend i-
ture incurred for the purpose of business carried e n by the • 
<?sscs~ee. ·w he1e, on a subsequent date. the asses.see receives a ; 
refund C'f an amount in respect o f which ded uctkn ha~ been 
allc wed earlier in the assessment year for any year, 1he refund is 
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charg~ble to inco me-tax as the income 0 1· the year in which the 
refund is received . 

A registered firm received a refund of R s. 1,11,395 on account 
of excise duty paid by it, in earlier years. The receipt was 
shown in the balance sheet of the fi rm as a t 31 March 1980 
relevant to the assessment year 1980-81. The amount was 
chargeable to income-tax as the income of the assessmct year 
1980-81. However, the receipt of Rs. 1,11,395 was neither offered 
to taxat ion by the assessee nor was it assessed to tax by the de
partment, even though the amount debited to the profit and loss 
account as revenue expenditure earlier was a llowed. Non-assess
ment of R s. 1,11,395 resulted in short levy o f tax of R s. 63,979 
(Rs. 32,375 in the hands o f the registered firm and R s. 31,604 
in the hands of the partners) for the assessment year 
1980-81. 

The Ministry of Finance have accepted the mistake and have 
stated that the assessment of the firm has been 1evised and addi
tional demand of Rs. 32.375 collected . Report rega1ding rev1s10n 
of partne1s assessment and collect ion of demand is awaited 
(December 1982) . 

(ii) All income arising to any person by virtue of a revocable 
transfer of assets shall be chargeable to income-tax as the income 
of the transferer and shall be included in bis total 
income. 

Two individuals created private trusts in October 1969 and 
December 1971 respectively, the department held these tru.:ts to 
be revocable and a dded the value of assets belonging Ito the trusts 
in the net wealth o f the settlors fo r charging wealth-tax. Consis
tent with this decision, the income derived by the trusts amount
ing to R s. 65,805 fo r the assessment years 1977-78 and 1978-79 
(assessments · completed in January 1980 and January 1981 
respectively) should have been charged to ta x in the hands of the 
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settlors. This was no t d one. The omission resulted in sho1 t levy 
of income tax of R s. 53,040. 

The Mi nistry of Finance have accepted the mistake, rectified 
the assessment a nd collected the additional demand. 

3.16 Unexplained investment 

U nder the Income-tax Act, 1961 where, in a financial year 
immediately preced ing the assessment year the assessee had 
made investments and the assessee offers no explanation about 
the nature and so urce of the investments or the explanat ion offe
red by him is not in the opinion of the Income-tax Officer satis
factory, the value of the investments may be deemed t o be the 
inc0me of the assessee of such finar.cia l year . 

While completing the a ssessment of a registered firm for the 
assessment yea1 1978-79 in N ovember 1980, the assessing officer 
observed in the assessment order that investment amounting 
t o R5. 2,12,332 made by certain creditors and by partners of the 
firm could not be expla ined properly. I n the absence of satisfac
tory explanation, the credit of Rs. 2,12,332 in the books of the 
firm was asse.>sable to tax as deemed income. The unexplained 
credits were, however, neither added to the income of the firm 
r.or suitable findings reco1ded for their exclusion, as a result of 
whiclJ , the income o f Rs. 2, 12,332 escaped assessment involving 
short levy of tax (including interest fo1 short deposit of advance 
tax) of Rs. I ,86,902 in the case o f the fi rm and partners. The 
assc-;see was a lso liable for penalt) for concealment of income. 

The Minist1 y of Finance have acceped the mistake (October 
1982). 

3.17 Unexplained money 

U nder the Income-tax Act, where, in a financia l year, an 
asses!;ee is found to be the owner of any mc ney not recorded in 
the bec ks of account, if any, ma inta ined by him fer any source 

• 
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o f income and the assessee offers no satisfacto1y explanation 
about the nature and source of acquisition of the money, the 
unexplained money is deemed to be the income of the assessee 
for such fi nancial year. 

In the course o f the weallh-tax assessments for the asessment 
year 1973-74, four bro thers, each assessed in the status of a Hindu 
und ivided family, filed a statement (March 1979) admitting a 
cash balance of Rs. 1,00,000 each on 31 March 1973, which was 
not recorded in the books of account. While charging the cash 
balance to wealth-tax in M arch 1979, the department did not 
note that the so urce of acquisition of the amount remained un
explained and that consequently the income-tax assessements of 
the four brothers for t he assessment year 1973-74, already comple
ted in December 1978, required revision to charge the unexplained 
money of Rs. 4,00,000 to income-tax . The omission resulted in 
short levy of income-tax of R s. 3,91 ,000. 

The Ministry of Finance have stated that additional de
mand has been ra ised a nd collected in August 1982. 

3.1 8 Omission to levy capital Gains tax 

Under the provisions of the Income-tax Act, 1961, any gain 
arising on transfer o f a capital asset is chargeable to tax as in
come. For th~ p-urpose of computation of capital gains, the 
term ' transfer' has been defined to include 'sale, exchange or 
relinquishment of the asset or extinguishment of any rights 
the;cin'. It has been judicially held that, when a person brings 
his assets into a fir.n in which he is a partne1 as his capital contri
bution, his erstwhile sole title in respect of the assets would stand 
extinguished from the point of time when it is introduced as a 
capital asset io the firm in which he is a partner and this would 
co:lstitute "transfer" within the meaning of the term under the 
Act. 

(i) Wealth-tax return of an assessee for the assessment year 
1979-80 (assessmen t completed in November 1980) showed that 
the assessee had contributed half share of his lancl to a partner
ship firm from l December 1975 a s his capita l contribution. 



156 

The share of the assessee was valued at Rs. 2,50,000 and the 
amount was credited to his capital acco unt in the firm as against 
the original cost of the land of Rs. 39,223. The income by way of 
capital gains of Rs. 2,10, 777 for the assessment year 1977-78 
was no t brought co assessment leading to non-levy of tax o f 
R s. 95,415. 

The Ministry o f Finance have accepted the mistake and have 
stated that the assessment is being revised. 

(ii) Fo ur individuals transferred their movable (company 
share ) and immovable property to three firms in which they 
became partners, in the previous years relevant to the 
assessment years 1975-76, 1976-77 and 1977-78. The cost of 
acquisition of the assets was Rs. 4,16,543 and the consideration 
for which they were transfe1 red was R s. 12,27,000. Capital gains 
taA was not levied on the d ifference. The omission led to non
assessment of income of Rs. 8,10,457 involving non-levy of tax 
of R s. 3,57,908. 

The Ministry of Finance have accepted the omission in one 
case and stated that the assessment is being revised. Reply in 
respect of other cases, rep'Jrted to the Ministry in August 1982 
is awaited (December 1982). 

3.19 Incorrect computation of capital Gains_ 

Under the provisions of the Income-tax Act, 1961, capital 
gain on the transfer of a capital asset is computed with reference 
to the cost of acquisition of the asset or where the capital asset 
became the property of the assessee before Ist January 1964, 
at the option of the assessee, fair market value of the asset as on 
that date. 

In the assessmen t of an individual for the assessment year 
1977-78 completed in March 1981, a capital loss of Rs. 25,000 
was determined in respect of sale of nine buildings during the 
relevant previous year. The loss was arrived at by taking the 
aggregate fair market value as on Ist January J 964 at R s. 5.25,000 
as shown by the assessee and deducting therefrom the aggregate 
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sale value of the buildings of Rs. 5,00,000 . He v.cver, in the 
wealth-tax assessments for the assessment years 1963-64 and 
1964-65 (valuation dates being 31 March 1963 a r.d 31 March 
1964 respectively) the aggregate va lue of the said buildings was 
taken at Rs. 3,29,560 as shown by the assessec. Acccrdi11gly, 
in working out the amount of capital gain or loss arising n the 
transaction, the fair market value as on 1st January 1964 was to 
be taken at Rs. 3,29,560. On that basis a capital gain of 
Rs. 1,70,440 ought to have been assessed instead of a capital 
loss of Rs. 25,000. The incorrect substitution of the fair market 
value resulted in non-levy of tax of Rs. 85,617. 

The Ministry of Finance have accepted the mistake. 

3.20 Mistakes in assessment of partners of fi rm 

Under the Income-tax Act, 1961, where, at the time of comple
tion of assessments of partners of a firm, the assessment of the 
firm has not been completed and the final share income of the 
partners is not kno wn, the assessments of partners are to be 
completed by t aking their hare incomes from the firm on a 
provisional basis. In such cases, the assessments of the partners 
are to be revised subsequently to include the final share incomes 
when the assessment of the firm is completed . For this purpose, 
the Income-tax Officers are required, under instructions of the 
Central Boa1d of Direct Taxes issued in March 1973, to maintain 
a register of cases of p rovisional sha re income so that t imely 
action may be taken to revise the partners assessments and to 
ensure that such cases are not omitted to be rectified . Instances 
of default in the revision of partners' assess ments in such cases 
have been commented upon in paragraph 61 (I) of the Audit 
Report 1975-76, paragraph 59 of the Audit Report 1976-77, 
paragraph 53(b)(ii) of the Audit Repo1t 1977-78, parag1aph 54 
of the Audit Rep ort 1978-79, paragraph 3.11 of the Audit 
Report 1979-80 and paragraph 3 . J 8 of the Audit Report 
1980-81. 

The Public Accounts Committee, have from time to time ex
pressed their concern at the delay in the revision of provisicmal 
assessments of partners' share income after completion <'f the 
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firms' assesments and have taken serio us note of the failure to 
keep a proper watch over such cases in their recommendations 
made in paragraph 65 of their 2 1st Report (Third Lok Sabha), 
paragraph 45 of their 28th Report (Third Lok Sabha) and para
graph 2. 224 of their J 86th Report (Fifth Lok Sabha). 

While considering paragraph 3. l l of the Audit Report 
1979-80, the Public Accounts Committee in paragraph 5. 7 of 
their 85th Report (Seventh Lok Sabha) observed that they 
were d istressed to note that despite their earlier reccmmenda
tions and the action taken in pursuance thereof the situation 
had no t improved. 

Inspite of the remedial action taken by the department in the 
light of the recommendation of the Committee, instances have 
come to the notice of audit where the default continued to occur, 
as given in the following paragraphs. 

(i) For the assessment years 1973-74, 1978-79 and 1979-80, 
the assessment of an individual, who was a partner in a registered 
firm a long with his minor sons, was completed adopting !his share 
inco me provisionally as Rs. 39,886 Rs. ( - ) 10,254 (loss) and 
R s. 34,767 resp::ctively. The a sessing officer did not make an 
entry of the provisional share income adopted, in the register 
of ca<;es of provisional share incomes. The correct share incomes 
of the assessee and his minor sons were determined subsequently 
(in the firm's assessment order passed by the same assessing 
ofii.::e1") as R~ . 90,916 f.:>r the assessment year 1973-74, R s. 28,703 
l'0 r the asse5smen t year 1978-79 and Rs. 54,961 for the assess
m::1t y~ar 1979-80. Failure to amend the partner's original 
as~e ;;s ments to adop t the correct share incomes resulted in short 
levy of tax of Rs. 72,634. The department accepted the omis
sion. 

(ii) In the case of another individual, who was a lso a part
ner in the same firm, assessed by the same assessing officer, the 
l>hare of incomes for the asses ment year 1973-74 and 1979-80 
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were adopted provisionally as Rs. 53,J 82 and R s. 46,354 res
pectively. No entr ies were made by the Income-tax Officer in 
the register prescribed by the Central Beard of Direct Taxes to 
ensure revision of the original assessment for adopting the conect 
share income. In the fi rms' s assessmen t orders passed subse
quently for the assessment years I 973-74 and 1979-80, the correct 
share of incomes of t he assessee was determined as R s. 1,21,221 
and Re;. 73,280 respectively. The omission to revise the assess
ments of the partner on completion of firm~· assessment resulted 
in short levy o f tax of R s. 77,19 1. 

The Ministry of Finance have accepted the omiss ion and have 
stated that the assessments have been rectified. 

3.21 Omission to include income of spouse/minor children 

Under tbe p rovisions of the Income-tax Act, 1961, in compt.:t
ing the tota l income of a n individual, there shall be included all 
such income as arises directly or indirectly to the spouse/mi nor 
child of such individual from the membership of the spouse/ 
minor child in a firm carrying on a business in which such indivi
du:il is a part n ~r. The pr ovision does not apply in the case of a 
profession. 

( i) It has been judicially held that even where an individual 
reprc:>cnts a joint family, the pa1tnership is not between the fa mily 
a nd the other par tners but between the ind ividual perso
nally and the other partners. In such cases the kartha may be 
accounta ble to the family for the income received but the partner
ship is exclusively one between the contracting members. It 
fo llows that even in such cases, the clubbin g provisions cf the 
Act arc attracted . 

In the assessments of an individual fo1· the assessment years 
1977-78 to 1979-80 , completed in January 1981, February 1979 
and May 1981 sha re incomes of his spouse and of his minor son 
ari~ing from their membership in the firm in which the _'individual 
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was a partner in the capacity of kart ha of Hindu undivided family 
were not included in his ind ividual tota l income resulting in 
short compt.:tation of income of R s. 1,1 0,214 lleading to a sho1t 
levy of tax of R s. 67,246. 

The M inistry o f Finance have accepted the o mission and have 
reported that the assessments are being rectified. 

(ii) An ind ividual and his wife, both being doctors, were 
p artners with equal shares in a registered firm which was running 
a hospital. The income of the registered firm was subjected to 
tax a t higher rates a s applicable to firms carrying on business. 
F or the assessment year 1974-75 the firm was also allowed deve
lopment rebate which was admissible in the computat ion of 
business income only a nd no t in the computation of income 
from a profession. The firm had also obtained deposits exceed ing 
R s. 2 lakhs from the public for the expansion of business. Since 
the firm was thus accepted as one carrying on business and not 
profession, the income of the spouse was required to be clubbed 
in the hands of the hubar.d. Fa ilure to do so resulted in aggr~ 
gate short levy of tax of R s. 43,581 for t he assessment years 
1975-76 to 1978-79. 

The paragraph was sent to the Minist1y of Finance: in Sep
tember 1982; their reply is awaited (December 1982).1 

(iii) The Act a s a mended from Ist Ap1 il 1976 i ·rovides t hat 
in computing the to tal income of an individual there shall be 
included all such income as arises di1ectly or indirectly to a minor 
child of such individual from the admission of the minor to the 
benefits of partnership in a firm, even if that mdtvidual is no t a 
pa1 ~ner in the fi rm. 

Jn computing the to tal income of an individual for the assess
ment years 1977-78, 1978-79 and 1979-80, the incomes of his two 
minor sons amo unting to Rs. 49,531, Rs. 51 ,374 and R s. 47,098 
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ari ~ ing tn them in the res pc-ct ive previous years from their 
adm ission to the bene!lts of pat tncrshit- in a firm , were no t 
clubbed wit h his inco me. Consequently tax of Rs. 62,088 in 
the aggregate was short le-.ied fer the three years. 

The paragraph was sent to the Ministry of Fin ance in Augu st 
1982; th'!ir reply is awaited (D.::cember 1982) 

3.22 Avoidable payment of interest due to delay in implement
ing appellate orders 

Under the p~ovisio ••S o f the Income-tax Act, 1961 , where 
refund cf any amount paid by a n a ssessee before I st April 1975 
beco mes due to him as a result of an.y orders pa sed in appeal 
or o ther prcceed ings under the Act and the Incc me-tax Officer 
docs not grant the refund within a pericd cf three mcnths from 
the end of the month in which such order is passed , the Central 
G overnment shall pay to the assessee interest at 12 per cent per 
annum, o n the amount of refund due to the a ssessee from the 
da te immediately fo llowing the expiry of three months aforesa id 
t o the date on which the refund is granted. 

The Public Accounts Committee has observed on a number of 
occas ions that inordinate delays in payment c f refunds cause 
avoidable harassment to the assessees apart from los~ to the 
exchequer by way of interest. The Central Board of Direct 
Taxes had a lso iss ued instructio ns that the Income-tax Officers 
s hould dispose of such refund cases within a fo rtnight of the re
ceipt o f the app~llate orde.-s. Never- less instances of inordi
nate delays in making refund s continue to be no ticed. 

(i) The assessments of a n individual for the assessment 
yea rs 1955-56 to 1971-72 (except for the a ssess ment years 
1957-58 to 1959-60) were revised by the Income-tax Officer in a 
central circle in May 1979 to give effect to certa in o rders passed 
in favour of the a ssessee by the lncome--tax Appella te Tribunal 
in July 1973 to June 1976. The revi ions resulted in ;total refund 
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of tax of Rs. 3,00,650 to the assessee. As the Tribunal's orders 
passed in July I 973 to June 1976 were given effect to by the depa rt
ment only in May 1979, the department had to pay a sum of 
Rs. 1,43,266 towards interest on the refund of tax o f Rs. 3,00,650. 

Fu rther, whi le c::dculating the tota l amount of refund due to 
t he assessec, the department did not take into account a refu nd 
of Rs. 46,899 made to the assessee earlier in July 1969 in respect 
of the a ssessment year 1961-62. This resulted in excess refund, 
with a consequen tial inadmissible interest paymen t o f R s. 29,495. 

The paragra ph was sent to the Ministry of Fina nce in Augu~t 

1982; their reply is awaited (D ecember 1982) . 

(ii) An a sse see firm went in appeal agains t the assessments 
completed by the Income-tax Officer for twelve a ssessment yea rs, 
1957-58 to 1960-61, 1962-63 to 1967-68, 1971-72 and 1973-74. 
The appealla te a uthority passed orders there-on in 1962, 1964, 
1966, 1967, 1968, 1970, 1974, 1975 a nd 1977. On the basis o f 
those orders a refund of R s. 39,781 became due to the assessec. 
This refund was allowed by the department only in 1981. As 
a result of delay ranging from 3 to 18 years in giving effect to the 
aforesaid appellate o rders, the assessee was pa id interest of 
Rs. 40,315. 

One of the partners of the above men tioned firm, went in 
appeal against the assessments completed by the Income-tax 
Officer in his c~1se for nine assessment years 1958-59, 1960-61, 
1963-64 to 1967-68, 1970-71 a nd 1973-74. T he appellate autho
rity passed orders thereo n in 1964, 1968, 1974 and 1977. On the 
basis of those orders a refund of R s. 20,687 became due to the 
assessee. The refund was a llowed by the department only in 
1981. As a result of delay ranging from 3 to 16 years in this case 
in giving effect to the aforesaid a ppellate orders, the assessee 
was paid interest of Rs. 23,765. 

--
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(iii) Another assessee fi rm went in appea l against the asscs~ 
ments completed by the Income-tax Officer for eight assessmell L 
years 1945-46 to 1950-51, 1954-55 and 1957-58 . The a ppellaLi.: 
authc. rity passed orders thereon in 1955, 1956, 1957, 1963 and 
1968. Consequent upo n those orders a refund of R s. l ,08,273 
became due to the assessce. 

This refund was a llowed by the department only in 1976. 
As a result of delay ra nging between 7 a nd 14 years in giving 
effect to the aforesaid appellate orders, •he as5essee was pai<l 
i:lterest of R s. l ,02, 180. 

The total avoidable payment of interest by Govern ment in 
the:;e cases was Rs. 1,66,260. 

The Ministry of F inance have accepted the mistake. 

3.23 Non-levy or incorrect levy of interest 

(i) Under the Income-tax Act, 1961, where the return for an 
assessment year is furnished after the specified da te, the assesscc 
is liable to pay simple interest a(12 per cent per annum from the 
day immediately following the specified date to the date of 
furnishing of the return . 

A registered fi rm fi led its return of income for the assessment 
year 1977-78 in December 1980 i.e. after the expiry of 41 month~ 

from the due date i .e. Ju ne 1977. For the delay in furnishing the 
return interest of R s. 62,746 was payable by the assessee. The 
department,lhowever, did not levy interest in the assessment made 
in March 1981. The mi stake resulted in non-levy of interest of 
Rs. 63,418. 

The M inistry of Finance have accepted the mistake and have 
stated that the a ssessment has been revised raising addi tiona l 
demand of tax of Rs. 63,418. 
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(ii) Under the Income-tax Act, I 961 , where on making regu
la r assessment, the Income-tax Officer finds that any person has 
not . ent a statement of advance-tax payable by him, computed 
in the manner la id down in the Act or has not sent an estimate -f 
of his current inco me and the advance-tax payable by him on the 
current income if he has not been previo usly a scssed by way of 
regular assessment, s imple interest at the rate of 12 per cent per 
annum fro m the Ist day of April next following the financial year 
upto the date of regula r assessment is payable by the assessee. 

An asscssec filed his income-tax return fo r the assessment 
year 1978-79 in April 1979 declarin g his income a s Rs. 10,880 
!>taring that he was a sala ried employee. His tax consultant, had , 
however, filed another return injfavour of the assessee in a busi
ness ward . ta ting, the assessee was dealing in textile trade and 
money lending business. T he Income-tax Officer a ssessed the 
income of the assessec to the best of his j udgement for the assess
ment year 1978-79 on 3 1 March 1981 at Rs. 6,00,000 including 
inc me of Rs. 10,880 and levied a tax of Rs. 3,90,080. The 
assessee had pa id self-assessment tax of Rs. 445 and tax deducted 
at source of R s. 100 totalling to Rs. 545. No advance-tax was 
paid by him. 

For failure to send the estimate of advance-tax, interest 
amounting to Rs. J ,40,220 was chargeable against which interest 
of Rs. 35,090 only was levied. Tl~i s resulted in short levy of 
interest of R s. 1,05, 130. 

The Ministry of Fina nce have accepted the mistake and have 
stated that the assessment has been revised raising additiona l 
dem:ind of R s. 1,05, 130. 

3.24 Irregular set off of loss 

Under the provisions of the Income-tax Act, 1961, unab~orb

cd busine s l os~ brought fo rward from a n earlier assessment years 
can be set cff in subsequent assessment years only again. t busi
ness income. 
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In the case of a n a~ses~ee, for the a e. ~ment yea r 1980-8'1 
brought forward business los of Rs. 86,274 was set off aga inst 
income from capita l gains, resulting in a short demand of tax of 
Rs. 40,634 including interest leviable for the delayed filing of the 
return. 

The Mini!>t r) of Finance ha ve accepted the mista ke. 

3.25 Mistakes in giving effect to appellate orders 

(i) Under tl1c lncom >tax Act , 1961. a~ a pplica ble with 
effect from the assessment year 1969-70, a dom-::s tic company 
or a non-corp J rate tax payer, resident in India, incurring ex
penditure after 29 February 1968 wholly and exclusively on any 
of the items specified in the Act in connection with the develop
ment of expo rt markets is entitled to a weighted deduction from 
the taxable income at the rate of c•nc a nd o ne-third ti mes the 
amount of uch expenditure incurred by hirn during the previous 
year. 

fn its income-tax assess ments for as. c sment years 1176-77 
and 1977-78 co mpleted in May 1977 a nd November 1977 res
pectively, a regi tered firm claimed the benefit of export market 
development a llowance in respect of expenditure of Rs. 52,350 
and Rs. 2,52,67 1 incurred in the respective previous years. On 
the department a llowing only the normal deduction the as essee 
preferred an appeal, which was a llowed by the Appella te Tribu
na l. While re-determining the income pursuant to the appellate 
order in July 1979 the depa rtment deducted the entire expendi
ture of R . 52,350 and Rs. 2,52,67 1 instead of only o ne-third 
thereof. The incorrect deduction re ulted in under-a sessment 
of income of R~ . 2,03,367 involving short levy of tax of 
Rs. 1.38. 732 both in the hands of the firm and its partners. 

The Mini t ry of Finance have accepted the mistake and have 
~ Lated that the assessment has been rectified. 

(ii) In computing the income of a n assessee firm for the 
assessment yea r 1976-77 (assessment done in December 1976) 

cla im for deduction towards certa in items of expenditure to the 
S/19 C&AG/82-12 
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extent of R s. J .97,277 wa~ disa llowe I by the Inco me-tax Officer. 
The a~sessment '' a:. amended in i\'l<.:y 1977 ;'. ~ a result of orders 
of the Appellate Assistant Commissioner. allowing the claim 
of the asse see towards the deduction. The department preferred -Y 
a further appeal to the Appella te Tribuna l which in its o rders of 
Decem ber 1978 upheld the disallowance to the extent of 
R s. 1,33.277. Orders of the Appella te Tribunal were, however. not 
given effect to till Aud it pointed out the omi sion in October 
1981. This resulted in non-collection of tax of R s. 95,010 in the 
hands of the firm and partners. 

T he M inistry of Finance have accepted the omi ssion . 

Other Topics of Interest 

3.26 Short levy of rax 011 lottery 11 1i1111i11gs 

According to an amendment made lo the Income-tax Act, 
in 1972, winnings from lotteries are subject to income tax under 
the head " Tncome from other source<.". 

An individual who won a prize amount of R . 11 .25 lakh in 
a State Lottery conducted in Ja nuary 1978 received a urn of 
R s. 7.36.875 on 3 1 March 1978 h) cheque. afte r deduction of 
R s. 3,88 , 125 towards tax deductible at source. The cheque was 
encashed in April 1978. He filed a return of income fo r the 
assessment year 1979-80, in which he decla red only five-twentieth 
of the prize m0ney of R s. 11.25 lakhs as his income. c laiming 
that, under an agreement entered into in April 1977 a nd reduced 
to writing in J anuary 1978. hi parents a nd three siste rs were 
entitled to the balance prize money at three-twentiet h each. The 
claim wa accepted by the derartment in h is income-tax assess
ment for the assessment year 1979-80 completed in May 1980. 
The a~sessments of the o ther five persons were a lso completed 
levying tax on their respective share~. The agreement had not. 
however, been witnessed by any one. There was no evidence in 
support of the claim th at the individua l who won the prize was 
under a contract ua l obliga tion to share the prize money with the 
five relative . The department ought to have therefore assessed 
the entire winnings in his hands and this wou ld have resulted in 

c . 
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a net additiona I demand of tax of Rs. l ,21,830. Also, as the prize 
amount has been paid in March 1978 itself (by cheque). th r 
correct assessment year for charging the relevant income was 
1978-79 and not 1979 -80. 

In another case. an individua l won Rs. 5,00.000 in another 
State Lottery in April 1978 and c laimed that. under an agree
ment entered into with twenty six others five days before the 
draw. six of them were entitled to two shares each and th( remain
ing twenty one persons to one share each. Accepting the claim , 
the department assessed (June 1979) only a sum of Rs. 15,150 
in bis hands. Others were also assessed separately on their res
pective shares of the prize amou nt. As the twenty seven person 
had joined in a common purpose with the object of producing 
income, they constituted an association of persons, on whom 
the enti re pri ze money of Rs. 5,00,000 should have been assessed 
in a sin gle assessment. The department ' s action in making sepa
rate assessments in the hands of the twenty seven persons in 
respect of their respective share resul ted in sho rt levy of tax of 
Rs. 1,46,885. 

The total sho rt levy of tax in the two cases was Rs. 2,68,715. 

The M inis try of Finance have sta ted tha t the issue is not free 
from doubt a nd it could not be ~aid with certain ty whether the 
income in such a case is to be as essed in the <;tatu of a n indivi
dual or a~ associa tion uf per on<;/body of individuab. 

1.27 Mistake in reopening the assessment 

An assessee did not file the income-tax return for the assess
ment year 1977-78 inspite of notices issued to him under the 
Income-tax Act. The assessment was there upon completed by 
the Income-tax Officer to the best of his judgement in December 
1979 determining the income at Rs. 2,04.250. A notice of de
mand was served on the assessee for an amount of Rs. 1,43,257 
including a um of Rs. 31,332 on account of interest for non
submission of return. The assessee applied for reopening of the 
assessment in February 1980 and the application was rejected 
by the Income-tax Officer in April 1980 and the intimation to 
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this effec t was acknowledged by the assessee in May 1980. How
ever, the Tncome-tax Officer reopened the assessment in June 
1980 on the ground that the notice of demand relating to the 
original assessment made in December I 979 was not signed by 
him and therefore, was not valid. T he mere fact that the notice 
of demand was nofsigned by the Tncome-tax Officer did not nullify 
the assessment o rder passed by him in December I 979 and the 
mistake in re-opening the a~~essment. resulted in non-recovery 
of tax of Rs. 1.43.257. 

The Minist ry of F inance have accepted the mistake and have 
stated that the assessment has been rectified raising a demand of 
Rs. 1,43,257 . 

: 
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CHAPTER 4 

OTHER O fRECT TAXES 

A. WEALTH-TAX 

4.01 In the financia l years 1977-78 to 198 1-82, wealth-tax 
receipts vis-a-vis the b udget estimates were as given below :-

Year 

1977- 78 
1978-79 
1979-80 
1980--81 
1981-82 . 

(•Provisio nal). 

Budget Actual 
Estimates 
--------

(Rupees in crore ) 
54.90 48 .46 
55 .00 55.41 
60.00 64.47 
65.00 67 .43• 
66 .00 78.12• 

4.02 The arrears of demand pending collection and number 
of cases pending assessment as at the end of the years 1977-78 
to 1981 -82 are given below :-

Year 

1977- 78 

1978- 79 
1979- 80 
1980--81 

1981- 82 
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No. of cases Arreus of 
pending assess- demand pcriding 
ment a t the end collection at the 

of end of 

(Rupc.:s in 
crores) 

3,14,224 56.41 
3,31,561 184. 08 

4.32,988 180 . 54 
4,99,903 217 . 11 
5,67,381 208.92 

---
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4.03 During the test audit of assessments made under the 
Wealth-tax Act. 1957 conducted during the period from I April 
1981 to 31 Marc h 1982. the following types of mistakes were 
noticed :-

(i) Wealth escaping assessment. 

(ii) Incorrect valuation o f immovable properties. 

(iii) Incorrect valuation of partners' interest in part nership 
firms. jewellery, etc. 

(il1) incorrect computation of net weal th. 

(v) Incorrect exemptions and reliefs. 

(vi) Mistakes in appl ication of rates and calcula tion of tax . 

(vii ) Non-levy of additio nal wealth-tax . 

(viii) Short levy of penalty. 

(ix) Delay in remedial ac t ion leading to loss of revenue. 

(x) Dela) in action on interna l a udi t objection . 

(xi ) Mistake in giving effect to appellate o rders. 

A few important cases illust rating these mis takes arc given 
10 the following paragraphs. 

4.04 Wraith escaping assessment 

(i ) From the income-tax records of an assessee, an ex-ruler. 
for the assessment year 1977-78, it wa noticed. that he had gifted 
9066 sq . ft. of land ituated o utside the compound of hi palace 
during the relevant previous year. The value of the gifted land 
was determined by the departmental valuer in March 1980 a t 
Rs. 2,26,650. The assessee had no t shown this land in the returns 
of bis wealth fo r the as essmcnt year 1973-74 to 1976-77 no r 
was it assessed to wealth-tax by the department in those year . 
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Taking the value of land at R s. 1.80,000, Rs. 1,95,000, 
Rs. 2,10,000 and R s. 2,25.000 on the respective valuation date, 
relevant to the assessment years 1973-74 to 1976-77, wealth aggre
gating Rs. 8,10.000 escaped assessment due to the failure of the 
assessing officer ro corr~lat~ as essment records of the assessee 
unde r various direct ta,"Xes. The consequent non-levy of 
wea lth-tax was of Rs. 44.430 a nd of additiona l wealth-tax 
of Rs. 53. 100 in these year .. besides non-levy of penalty for 
concealment of wealth . 

The Minist ry of Finance have accep ted the a udit objection 
and stated (October 1982) that the assessments have been reope
ned fo r rectification. 

(ii) Under the provision s of the Wealth-tax Act, assets 
compri ing the estate o f a deceased person held by any speci fic 
legatee on any valuation date are to be included in the wealth 
of such specific legatee on that valua tion date. 

[n computing the net wealth of a female assessee for the 
assc sment years 1975-76. 1976-77 and 1977-78 in December 
1977 and Ma rch 1980. certain properties comprised in the estate 
of her deceased husband (who had died in May 1974), held by 
her on the relevant valuation dates as sole lega tee under his 'will' 
o f March 1.968, were.not inc luded in her wealth but were assessed 
separately in her hands as lega l h ~ ir of her husband. Non
aggregation of the value o f the estate with her net wealth resulted 
in short computa tion of her separa te wealth by R s. 9,13,300 with 
consequent unde rcharge of tax of Rs. 43, 143 for the three assess
ment years. 

The Ministry of Finance have accepted the mistake and have 
sta ted that re-asses ment proceeding have been initiated. 

(iii ) Unde · the provisions of the Wealth-tax Act, 1957, 
wealth-tax is chargeable in respect o f each assessment year on the 
net \\ealth of the assc-;see a -., un thl! valua tion da te (which ha~ 



172 

been defined m the Act as the last date o f the 'previous year·, as 
defined in the Income-tax Act) corresponding to that a sses ment 
year. Date of commencement of previo us year o nce chosen and 
used by the a sse see canno t be changed except with the consent 
of the Income-tax Officer and the change may be a llowed by 
him upo n such co nditio n as he may th.ink fit. Since wealth-tax is 
chargeable o n net weal th, as on a particular date, the Board had 
issued executive instructions in 1968, 1976 a nd 1980 to the effect 
that Inco me-tax Officers, while agreeing to a ny request of a n 
assesscc for a change in the 'previo us year', sho uld ensure that 
liability to wealth-tax would no t be adversely affec ted. 

In the case of three individuals, the department a llowed in 
March 1979 a change of 'previous year' fro m 31st March to 
31st May in respect of the income derived fro m an asset which 
was valued a t R . . 3,33,333 fo r the assessment year 1976-77 in 
each case (the three individuals were co-owners o f the asset) . 
Corn;equently, there was no p revious year relevant to the 
assessment yea r 1976-77 fJr th ! i ncom'!-tax ass~ssm !nt in 
respect o f its income and therefore no valuat io n date for 
this asset relevant to the a ssessment year 1976-77. But for the 
change, the value of the asset would have been assessed to wealth
tax for the assessment year 1976-77 in a ll the three cases. The 
o mission to consider the implicr.tion o f the assessces' request fo r 
a change in the previo us year in disregard to the standing instruc
tions of the Board resulted in total undercharge of tax of 
Rs. 62,713 fo r the assessment year 1976-77 in these three 
cases. 

On being po inted out (February 1982) by Audit. the depart
ment enhanced the assc~smcnt under ' Cctio n 25(2) of the Act in 
a ll the three case'. 

The paragraph was ~enl to the Mini try of Finance in Augu~ t 

a od Septem ber 1982 ; their reply is awaited (Dcc~mbc r 1982). 

' 

--
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4.05 Under-assessments in the cases of members of an in
dustrial family group 

(i) Unquoted equity sh.ares in a number of priva te limited 
companies, controlled by a la rge indu trial hou. c. were held , 
a mong o thers. by mem bers of the family group, private fami ly 
truHs created by them and pa rtnership firms wi thin the group. 
in which a number of such trusts h.ad joined as partners. A tes t 
check (November 1981) of wea lth-tax assessments of thirteen 
such priva le disc retiona ry trusts for the as~essment year l 976-77. 
co mpleted in Ma rch 1981, showed tha t the depa rtment had va lued 
these shares a t their fa ir ma rket value whi le valuing them a. a n 
a sset of the members of the fami ly o r corpus of the t rusts, bu t 
only at their book value reflected in the relevant ba lance-sheet' 
of the pa rtner hip firms while valuing the share interes ts of the 
trusts in them as partners. Omission to adopt market value 
of the unquoted equity ha res in the case of these partner-t ru ts 
a~ well resulted in under-assessment of wealth-tax of R~. 4,57.384 
fo r the a -;ess ment year 1976-77. 

The Ministr) of Finance have accepted the audit objection m 
principle. 

(ii) With a view to facilitating co-ordination, the assess
ment of individuals a nd Hindu undivided familie belonging to 
a family group owning several industries were centralised in a 
particular income-tax ward (Ward A). The a sess ment of one 
Hindu undivided fami ly belonging to the group was, however. 
left in a different ward (Ward B). [n the incc me-tax records of 
that rami ly for the assessment year 1972-73, the Range Inspecting 
Assistant Comm issioner remarked that the assessments should not 
have been dealt with within Ward B as there were a number of 
inter-connected transactions within the fami ly group and valua
tion of shares in private companies of the family group was an 
intricate matter. The Inspecting Assistant Commissioner asked 
for "proposal" for transferring the case to another ward . The 
propo al for transfer of the case was submitted by the Income-
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tax Officer in May 1973 b·ut no further action was taken in the 
matter. 

While computing the net wealth in the case of the Hindu 
undivided family, belonging to this well-known industrial family 
group in respect of the asses ment years 1972-73 to 1978-79 
(assessmc11ls completed ia February 1979 and March 1980), the 
Wealth-tax Officer B-ward valued the unquoted equity share 
held by the asses ee in two private limited companies on tbe 
basis of the valuation report' of a registered valuer. The registe
red valuer had valued the shares of the lirst company at 
Rs. 2,253, Rs. 2,668, Rs. 2,456, Rs. 1,642 and R . 1,572 per share 
in respect of the as essmcnl years 1972-73 to 1976-77 respectively 
and of the second company at R . 63 and Rs. 53 per share for the 
assc sment year 1977-78 and 1978-79 respectively. The valua
tion of the shares of the first company bad . howev~r. been re
ferred in Ward A to the departmental valuer in the case of 
another assessec belonging to amc family group in October 
1976 and he. in hi report of February 1977. had determined 
their market value as R . 7,400 per share as on 3 1 ~t December 
1973. Further. in the case of the second company which came 
into being from 1st January 1974, as a result of ama lgamation of 
the first company with another company belonging to the same 
family group on tbe basis of pa rticulars available, the value of 
each share as on 3 lst March 1974 would work out to Rs. 343. 
The failure of the Wealth-tax Officer (Ward B) to get the shares 
o f the above compaoie valued by the departmental valuer 
or to ascertain the valuation adopted in respect of these share 
by the asses ' ing officer of Ward A, dealing exclusively with asses$
ment of the othe r member of the family group of the assessee, 
resulted in con iderable undervaluation of wealth and conse
quent shor t levy of wealth-tax. Taking the value o f R s. 7,400 
per share determined by the departmental valuer, as on 31 st 
December 1973, for each ha re of the first company and adopt
ing a value of R ·. 343. being the value worked out a on 31st 
March 1974 on tbe ba<;i of available particular for each hare 
of the second co mpany, there was a total under-as essment of 

.: 
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\vealth of Rs. 70. 15 lakh with a total short levy of wealth-tax 
of Rs. 2.32 lakhs for the assessment years 1972-73 to 1978-79. 

The M i11istry of Finance have accepted Lhc mistake~ for the 
:i.ssessment yen.rs 1974-75 to 1978-79 but have :.lated that no 
rl.!medi:i. I action. is possible. For the a~scssmen t years 1972-73 and 
1973-74, the Mini try have not accepted. stati ng that the valua
tion wa~ done a per wealth-tax rul.;:s . 

4.06 Tiicorrect valuation of partners' share i11 fprest in parrner
s!iip firms 

(i) It has been j udicia lly held that 'goodwill ' of a business. 
as a going concern. is a valuable asset. Consequently, it is a 
chargeable asset according to the provision of the Wealth-tax 
;\ct. 

A ru le in the Wealth-tax Rules. 1957 lays down the method 
of valuation of sha re interest of an assessee in the assets of a 
business, as a going concern. It provides that " in the case of 
goodwill p urchased by the assessce for a price, its market value 
or the price actua lly paid by him, whichever is less, is to be taken 
to be its value . ., A residu1ry provision in t he said rule a lso pro
vides that " in the case of any o ther asset, not di closed in the 
balance-sheet of the bu incss, its market value, as on the valua
t ion date, is to be adopted". Lt was pointed out to the M inistry 
o f F inance in March, 1975 t hat if the value of goodwill , not pu r
chased or not disclosed in the bala nce-sheet of the partnership, 
is not included in the assets of the firm under th-: aforesaid resi
duary provision. a valuable a set chargeable under the substan
tive provisions of the wealth-tax Act, 1957 would escape asse~s
mcnt. This was again pointed out in paragraphs 64(ii) of the 
Audit Report, 1977-78, when t he Minist ry of F inance replied (May 
1978), ·'The matter has been examined in consultation with the 
Minist ry of Law on whose advice the amendment to t he rules 
is under considera tion of the Board". Further act ion is awaited 
(Dec~· mber 1982). 
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(ii) In the case of partners of a partnership firm. the value 
of goodwill of the firm was omitted to be considered in computing 
their share interest in the firm for the assessment year 1976-77. --{'"' 
The omission resulted in under-assessment of wealth of 
R . 94,65, 122, in the aggregate, leading to a total tax under-
charge of R s. 5. 70.469 in one year alone. 

Further, the partnership fi rm, manufacturing bidis, had crea
ted reserve accounts by crediting thereto, purportedly, provisions 
for bonus, provisions under the Bidis and Cigar Acts, etc. These 
reserves stood at Rs. 69,72,048 and R s. 80,85,990, as on the 
balance-sheet dates relevant to the assessment years 1975-76 
and 1976-77 respectively. The Wealth-tax Officer found that the 
fi rm had no liabilitie corresponding to these provisions as on 
the relevant balance-sheet date and hence decided to include 
these amounts in the share interest of the partners for tevy of 
wealth-tax for thes~ assessment year~. Such inclusion for the 
assessment year 1975- 76 wa~ a lso approved by the Commissioner 
o f Inco me-tax (Appeals). It was. however, noticed in audi t 
(January 1982) that , in the ca c of three partner:., the Wealth
tax Offh!r had omitted to include the proportionate part of the 
reserves in their net wealth and , in the ca e of three other part-
11ers, he lz.ad computed their share in the rese.rvc~ shon by 
Rs. 6,64.274. These mistakes had rc:.ulted in . hort levy of wealth
tax of R s. 52,380 in these six cases fo r the as essment year 
1975-76. Fo r the assess mcnt year 1976-77, the re9Crvc aocount 
cred it was incorrect ly taken a::. R s. 70,85,990 as against the 
correct figure of Rs. 80,85,990. This mistake led to an under
~sessment of wealth of Rs. 9.30,000 in the hands of ten 
partner cf the firm and a short levy of wealt h-tax of Rs. 35,91 5 
for th-: asses~ mcnt year 1976-77. 

The combined effect of these mistake was, thus, an 
under-assessment of tax a f R . 6.58.764 for the a sc:.smcnt year' 
1975-76 and 1976-77. 
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Tho: parag raph wa<; se nt to th~ Minis try o f Fi nance in Sep
tember 1982. Th ~y have accepted the mistake in t he econd part 
of th ~ para3raph; t h ~ reply to th~ fi r:\t part ir; awaited (December 
1982). 

4.07 lncvrrect Val11atio11 of iu1mo11ab/e properties 

(i) The total value of wealth of a Hindu undivided family 
was R~. 8 lakhs. In March, 1979 , a partial par titi o n was clfecterl 
a~ a result o f which the Hindu undivided family was left with 
a part of land and a building complex, consisting of residential 
ho uses, offices etc. constructed the reon valued at R5. 3 lakhs. 
The depart mental Valuation cell fixed the value of the entire 
prop.:: rty before partition as R s. 13,36,000 (land R s. 6.91, JOO and 
bciild ings Rs.6,44,984).The Wealth-tax assessments of the assessec, 
the H indu undivided family , fo r the assessmen t yea rs 1970-71 to 
1976-77 were finali ed by the d epartment between Septem ber 
1977 and March 1981, takingthevalueofthe shareoftheassessee 
in thi:! property as Rs. 5,01,000 represen ting 3/8th of the value of 
R ~. 13,36.000 fixed by the Valuation Cell . The following 
mistake.:; we re no ticed in the assc~smcnts :-

( I ) The value of R s. 5,01,000 adopted in the a sess mcnts for 
1970-7 1 to 1975-76 was not co rrect. The vall1c of the 
bui ldings and p ro rata 'value o f land retained by the 
assessec fa mil)' a n10unted to Rs. 7.83, 120. 

(2) Fo r the a sses:. ment year 1976-77. the value of the cntin: 
building complex. including o ffice etc. was frozen a t 
Rs. 5.0 1,000, the sa me value a s adopted for the asse~~
ment )ear 1971-72. According to the law, the value 
frozen sho uld have been restricted to the value of o ne 

resident ial bui ld ing onl~r. 

The total sho rt levy Of!ax was Rs. 2,1 3,000 for a ll the se-ven 
a se ment years 1970-71 to 1976-77. 
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The Ministry of Finance have accepted the mi, takes a r.d si ~~

ted (November 1982) that reel ificat ion fo r the a sessment years 
1970-71 to 1972-73 has become time-barred and for the asses -
ment year-. 1973-74 onwards, act ion i. h~ing taken . 

(ii) Two specified Hindu undivided fam ilies, a~ co-owner-... 
had one-eighth sha re each in a "chincona estate" which wa~ 

sold fo r Rs. 36. 30 lakhs in February 1980. Taking t-he sale in t0 
acco unt, the values of their interests in the estate for purpcses of 
wealth-tax assessment fo r t he assessment year 1975-76 were fixed 
(March 1980) by the department as R s. 3,67,865 a nd R s. 3,67,440 
respectively as against Rs. 83,572 and Rs. 79,376 returned by 
them . However, in the wealth-tax assessments o f one of these 
families for the subsequent assessment years 1976-77 t o 1978-79, 
the depar tment did not adopt the enhanced value; instead the 
value of R s. 1,04,753, Rs. 1,59,142 and R . 1,80,552 a s returned 
were accepted (January--March 1981), resulting in under
as essment of net wealth o f Rs. 6,59,148. 

In the w..::tlt h- tax assessment o f the o ther famil) for the 
assc:;. men t year 1976-77, completed in March 1981, ~ similar 
o mis. ion was made a nd the returned value o f R . l ,0~,755 wa~ 
accepted as aga inst the valu<.: of Rs. 3,67,440 adopted for th, 
earlier :~~<>e sment year. 

T he to ta l ~ lw n levy 1Jf \\ ealth-1<1.x in the two (;H !> C.: ~ \\a1> ol' 
R .. 42.~06 . 

The Mini~ try o f Finance have acn!pteJ the mi~take:. i11 bo th 
the c:be, and have stated that action is being taken f•' r rectifica
tion (N ovember 1982). 

(ii i ) Five asse see:. (specitkd Hindu urd iviJed fam ilil' ') \\CI C 

co-, wner. o f a house p~operty with equal share . . The , ·alue o l 
the pro perty as o n 31March1972 wa. a rrived at Rs. 16,14,000 
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by the departmental Valuation Officer . The valrer hnci adoped 
a rate of 260 per )q .metre for l and~ compri~ed ir the properly. 
The valuation r·..:p ort also indicated that the rat<:: p·~ r sq. meter 
of land a s on 31st M arch 1975 was R s. 420. 

While, in the a sessment fcir t he as~es~men t yu:r 1976-77, 
the Weallh-tax Office r adopted the value <if lan cl at Rs. 462 per sq . 
met re (Rs. 420 as on 31s t March 1975 plu 10 per cert fo r appre-
1.:iat ion. in its value in one yeu), for the assessment y~·ar 1975-76 
(both the assessments were completed in Marc l1 1980) he adopted 
the value of land as Rs. 260 only. The o mission to adopt the 
co rrect value of land for .the assessment year 1975-76, a~ indicated 
in the valuation rep :> rt , re u lted in under-assessmen t o f wealth 
by R . 7,43,900 wi th a to tal sho rt levy or tax of Rs. 55,100. 

The pa ragraph was sent to the Mini try o f Finance in August 
l 982; their reply is awaited (December 1982). 

(iv) The net wealth o f a•1 a:. essee, computed in December 
l 978 fort he a:. es ment year 1977-78, included 240 acres of rubber 
planta tion. This was valued at Rs. 1,80,000 at the ra tec fRs.750 
per acre on the ba is o f the report o f an approved valuer. Thi::. 
rep::> rt had been prepared three years ea rlier when the approved 
valu·:: r had stated that the rubber plant ~ were c nly fc ur years'c ld 
and .were not mature fo r t apping. With the expir y of three years 
a~ on the relevant valuation date (31 s t Ma rch 1977), therubher 
tree~ had , h':)\vevcr. fully gro,, n and were ready fe r tapping. 
~'Lirthe r, acco rdi t~g to. the Rubber Bc·a rd, the cos1 of1 a isir-g·a full 
grown rubber plantat ic·n frc m the plantirg sta ge to yield ~tage 

(seven year ) in the ~ l ate wa~ not le% than Rs. 6,000 per acre. 
The adoption c f the rate of R . 750 per acre in stead o f Rs. 6.000 
per acre re ulted in short levy o f wealt h-ta x of R~ . 28,882. 

The Mi 11istry of finance have accepted t he mistake and have 
sta ted tha t additional demand o f Rs. 28,882 has been raised . 
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4.0, Non-reference of cases f or val11aion to Valtlation Cell 

(i) While pursuing certain objections noticed in the a~ es -
m~nt o f wea lth o f an assessce fo r the assessmen t years 1972-73 
to 1974-75, i! was suggested by Audit in Septem ber. 1977 tha t the 
va lue o f building~ owned by the assessee being in exce1.1. o f 
nqn~s five lakhs (a' valued by an a pproved va luer) , the propertic~ 

might be got revalued by t he depa rtmental Valuation Onicer . 
The suggestion was not accepted. In the assessments fo r the 
assessment years 1975-76 to 1978-79 also . the valuation 0fthose 
properties was not re ferred to the departmental Valuation Officer 
(assessme'lt ' finalised in Februa ry 1979) a lthough :, uch a re fe
rence was ma ndat o ry under the Wealth- tax Act read with 
instructions of the Centra l Board o f Di rect Taxe o f December 
197 1. O:i t he omis ion again being pointed out in a ud it (Novem
b~r 1979), the propertie were ~pt va lued by the depa rtmental 
Va luat ion Officer. who deteremi ned the value of the propertic::. 
for the as e ment years 1975-76 to 1978-79 at R . 9,34,000, 
R -;. 13,3 1,500, Rs. 1354,900 a nd Rs. 14.09,400, as against 
R . . 5.57,400, R . 5,60.000, Rs. 7,20,000 and R s. 8,67,000 included 
in the net wealth of the asscssee in the respective years in the 
a~sessment!:> co mpleted in Februa ry 1979. 

T he Ministry of F inance have accepted the o mis:.ion and have 
s tated that the assessment have been revi ~ed ra ising a dditional 
dema nd of tax of Rs. 1.18.985. 

(ii) The wealth-tax asses ments of two Hind u undivideJ 
famil ies fo r the assessment years 1972-73 to 1977-78 a nd 1972-73 
to 1975-76 respectively were co mp leted between September 1972 
a nd March 1978 in which value of 1761 sq . yds. of land, owned 
by each of them in a n industrial city, was assessed , as returned, 
at R-;. l ,25,000 and Rs. 1,30,000 respectively on the basi of 
certificate (March 1972) of an a pproved valuer . T he la nd had 
been given on lease for fifty years a t Rs. 25,000 per annum in 
each case, with opt i rn of renewal for the next fifty years. The 
approved valuer valued the land at Rs. 71 per 11q . yd . As the 

y 
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property had been rented out, the valuation was required to be 
done more appropriately under the "income-capitalisation " 
method under the relevant instructions of the Board. When 
this requirement was po inted out in audit (October 1979) in one 
of these cases, the department did not accept the views of Audit. 

In the subsequent audit (February 1982), however, it was no ti
ced lh:it a reference was made (February 1980) by the Wealth
tax Officer to the departmental Valuation Officer who vttlued 
(June 1980) these properties under the "income-capit~.l isa ti on 
method" as R s. 4,08,300 for the c.ssessment yea rs 1972-73 to 
1975-76 and Rs. 3,50,000 fo r the assessment years 1976-77 to 
1977-78 . Based on these values, the wealth of the as!>cssecs 
bud been under-as~esscd by R s. 15,83, 110 for the assessment 
ye-ars 1972-73 to 1977-78 in one case and R s. l l,1 8.J 70 for the 
asscsmcnt years 1972-73 to 1975-76 in the other case, in the 
aggregate, involving total short levy of tax of Rs. 74,254 . 

The Ministry of Finance have accepted the a udi t objection in 
one case; their reply is awa ited in the other (Decembl."r 1982). 

4.09 Incorrect valuation of jewellery 

(i) The value of gold jewellery, weighing 14300 grams owned 
by an individual wa s ?.ssessed at R . 5,80,200, Rs. 5,70.200, 
R s. 6,30,200, R~. 6,30,200 a nd Rs. 7 ,75,000 for the assessment 
ycan; 1975-76 to 1979-80 respecti vely. Applying the value of 
gold per 10 grams of R s. 526, R s. :531, R s. 561, Rs. 665 and 
Rs. 850 respectively ;!S on 3 1 ~1M:!reh1 975, 31st March 1976, 31st 
M::rch 1977, 31st Murch 1978 and 3 1st M arch 1979, the value of 
jewellery on valur,tio n dates relevant to the assessment ye<~rs 

1975-76, 1976-77, 1977-78, 1978-79, and 1979-80 would be 
Rs. 7,52,180, R s. 7,59,330, R s. 8.02,230, Rs. 9,50,950 a nd 
Rs. i 2, I 5,500 respectively. The undervluatin~of jewellery resu lted 
in an aggregate undcr-a~sessment of wealth of R s. 12.93.490 
with consequent . hort levy of tax of R~ . 39,796 for th :~ sses -
ment years 1975-76 to 1979-80. 
S/!9 C&.l\G/82-13 
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The case was required to be checked in the internal audit under 
the standing instructions of the Board; however, it was not rn 
checked. 

The Ministry of Finance have accepted the audit objection 
and stated (September 1982) that additional tax collected on 
rectifica tion of the assessment is of Rs. 39,796. 

(ii) In the wealth-tax assessments of an individual for the 
a ssessment years 1975-76 and 1976-77, completed in Ma rch, 
1980 and February 198 l respectively, the following omissions 
were noticed:-

(a) The value of jewellery as returned by the assessee for the 
assessment years 1971-72 to 1974-75 was Rs. 32,000 with 
a plea a lso that a part o f the jewellery had been Jost. 
Rejecting the plea, the Wealth-tax Officer assessed the 
value of jewellery owned by the assessee as Rs. 3,80,000 
for the assessment year 1974-75. Having regard to that 
assessment, the jewellery received by the assessee on the 
death of a relative and appreciation in its value, the value 
of jewellery chargeable fo r the assessment years 1975-76 
and 1976-77 would be Rs. 4,32,000 and Rs. 4,64,800. 
The value charged was, however, Rs. 32,000 and 
Rs. 70,000 respectively. The value of jewllery was, 
thus, under-assessed by Rs. 4,00,000 and Rs. 3,94,800 
respectively. 

(b) The balance of Rs. 13,221 standing to the credit of the 
assessee with a trust a nd assessed in earlier years was not 
assessed to wealth during the a ssessment years. 

(c) In the assessment year 1976-77, the wealth in the form 
of loans receivable, inherited by the assessee, was taken 
at Rs. 1,57,322 as returned . As per the assessment for 
the assessment year 1975-76, the correct value of these 
loans was Rs. 2,57,322. 

y' 
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The cumulative effect of these min akes was under-assess
ment of wealth by Rs. 9,08,02 1 with consequent short levy of 
wealth-tax of Rs. 56,586. 

The Ministry of Fi11ance have accepted the mistakes in princi
ple. Report regarding rectification and recover y of the demand is 
awaited. (Decembe1 1982) 

4.10 Incorrect computation of n<.'t wealth 

The net wealth of an asscssee amounts to the aggregate value 
of a ll his assets reduced by the aggregate value of all debts 
owned by him on th~ valuation dat..:. 

(i) In computing the net wealth of an individual belonging 
to a big industria l family and a ssessed in a central circle for the 
a ssessment year 1976-77 at Rs. 24,75,521 in November 1976, 
deposits of R . 4,20,073 of the assessee~wi th:a family-banker and 
his interest worth Rs. 4,25,000-' in a family business concern, 
tho ugh 1eturned by the assessee, were not included in his net 
wealth for that year. The omission led to short levy of wealth
tax of Rs. 62,337. 

The paragraph was forwarded to the Ministry in September 
1982 and their reply is awaited (December 1982). 

(ii) An assessee claimed to own 50 per cent share of a pro
perty, the balance 50 per cent share remaining with her two 
sons. It was also claimed by the assessee that, as per agreement 
of November 1964, she with her two sons had formed a partner
ship firm transforming:the ownershipJof the property in the three 
pa rtners into partnership property. Registration under the 
Income-tax Act was not granted to the fi rm by Income
tax Officer. The Appella te Tribunal, on appeal by 
t he a.ssessee, a lso held in August 1976 that the whole 
property belonged to the assessee. The Wealth-tax Officer 
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accordingly fina lised the wealth-ta x a ssessments fo1 the assess
ment yea rs 1973-74 to 1975-76 in N ovember 1979 and March 
1'80 including the full value of the p1operty in her net wealth . 
However, in doing so , deduction on account of certain liabi lities 
on account of investments made by her two sons and not belong
ing to the assessee,/as depicted in the balance-sheet of the fi rm, 
being Rs. 1,99,200, Rs. 2,08,646 and Rs. 2,23,300 for the assess
ment years 1973-74, 1974-75 a nd 1975-76 respectively, were 
incorrectly a llowed . 

The incorrect a llowance led to short levy of wealth-tax of 
R s. 47,059. 

The M inist ry of Finance have accepted the mistake and have 
reported that additional dema nd of Rs. 47,059 had been raised 
m March I 982. 

(iii) In comp uting the net wealth of an assessee for the 
as5cssment year 1977-78 in March 1980, provision for gratuity 
amounting to Rs. 10,90,420 which was only a 'contingent' liabi
lity was incorrectly treated as 'debts owed' by the assessec a nd 
a llowed a s deduction. The mista ke led to sho rt levy of wea lth
tax of R s. 34,259. 

The Ministry of Finance have accepted the mi~take a nd have 
reported that it has been rectified a nd additional tax of 
Ri;;. 34,259 co llected. 

(iv) In hi s wealth-tax returns for the assessment years 1958-59' 
t l ) 1973-74, an assessee (individua l) d isclosed his life-interest 
ina waqf at R~ . 11 ,581, R s. 11,7 18, Rs. 14,886, Rs. 11 ,9 17, 
Rs. 14,690 ::i.nd R . 8,595 und the . a mc wa<: :;doptcd in the :.:. s~ess
mcnt·' comp~i:ted in March 1979. FN the as~essment year 1975-76, 
such inh.:rc' t retu ~ncd •~ t R :~ . 8,500 wa'-, h0\\'evcr, ~cdctermined a t 
Rs. 3,65,300 in th '' a~ses~mcnt made m February l 980 and was. 

--
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~onfirmed in appeal. However, the value of the life-interest 
shown a nd assessed in the earlier assessment years 1968-69 to 

......,\,- 1973-74 was not revised, there being no beneficial interest for the 
assessment year 1974-75. The omission resulted in short levy of 
wealth-tax of Rs. 3,42,243. 

The paragraph was sent to the Ministry of Finance in July 
1982; their reply is awaited (December 1982). 

(v) The wealth-tax assessments for the the assessment years 
1975-76 to 1979-80 in respect of the estates of two deceased 
assessees (husband and wife) were completed through executors 
(their two sons). One of the assessees had died in April 1974 
and the other in November 1974 and their valuation d&tc was 
31st December each year. As per the wi ll executed by the 
assessees, the two sons would be full owners of their estates after 
their death. No other person would have any right, title or 
interest in the property which had come to their shares. As 
the will came into operation a fter their death and as the entire 
property and its income devolved on the sons as per the will, 
the wealth-tax assessments for the assessment years 1975-76 to 
1979-80, completed by the department separately in the hands of 
the executors of the est<lte of the deceased persons, were not in 
order. The entire estate was chargeable to tax in the hands of 
the two sons in equal shares alongwith the sons' wealth. The 
omission resulted in total short levy of wealth-tax of Rs. 1,91,320 
for the assessment years 1975-76 to 1979-80. 

The Ministry of Finance have accepted the omission in each 
case a nd have stated (November 1982) that notices for rectifica
tion have been issued. 

(vi) In the wealth-tax assessment of a specified Hindu undivi
ded family (a big industrial group) for the assessment years 
1975-76 and 1976-77, completed on 31st March 1980 and 23rd 
March 1981, the values ofassessee's 1/4th share interest in two 
trusts were taken at Rs. 2,62,353 and Rs. 2,96,525 respectively. 
However, in the case of another beneficiary of these trusts, 
having similarly I/4th interest in them, the values assessed were 
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Rs. 9,63,716 and Rs. 12,87,7 10 for the assessment years 1975-76 
and 1976-77 respectively. Omission to adopt the higher values 
in the case of the asscssee resulted in under-assessment of wealth 
of Rs. 7,01 ,363 and Rs. 9,91,185 with consequent total short 
levy of wealth-tax of Rs. 75,241 for the two assessment years. 

Identical mistake in the case of another Hindu undivided 
fa mily within the group led to under-assessment of wealth of 
Rs. 7,01,363 and of tax of Rs. 27,353 for the assessment year 
1975-76. 

The combined effect of the mistakes in the two cases was 
short levy of tax of Rs. 1,02,594. 

The Ministry of F inance have accepted the mistake in both 
the cases and have stated (November 1982) that the assessments 
have been set aside to be done again after including the 
asscssees' interest in the corpus of the trusts. 

4.1 1 Incorrect allowances and exemptions 

Under the provisions of the Wealth-tax Act, 1957, exemption 
is admi >Sible from wealth- tax in respect of any one building, being• 
a building which immedia tely before the commencement of the 
Constitution (Twenty-sixth Amendment) Act, 1971, was the 
official residence of a ruler by virtue of appropriate declara tions 
by the Central Government. The exemption ceases on the dea th 
of t he ex-ruler. 

fn the case of the esta te of a deceased ex-ruler (date of death 
17th August, 1957), wealth-tax assessments for the assessment 
years 1965-66 to 1975-76 were finalised in March 1979, Feb
rua ry J 980, and June 1 980~in the hands of its executrix . Earlier 
assessments could not be done due to a lacunae in the Act which 
was rectified by an a mendment wi th effect from the a ssessment 
yea r 1965-66. In these assessments, the aforesaid exemption in 
respect of one house pro perty known as "New Palace including 
Nazar bliag" was allowed, as claimed. Since, however, the ex-ruler 
had died a nd the residence ceased to be officia l residence of a n 
ex-ruler, the exemption was not ad missible. The incorrect exemp
tion of the property valued at Rs. 5,50,000 resulted in under
assessment of wealth to tha t extent in respect of each year and 

../ 
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a total short levy of wealth-tax of Rs. 3,98,919, including addi
tional wealth-tax on this urban immovable properly for the 
assessment years 1965-66 to 1975-76. 

The case was not checked in the internal audit. 

The Ministry of Finance have accepted the mistake a nd have 
stated (November 1982) that remedial action has been initiated. 

4.12 Incorrect application of rt1Les and calculation of tax 

(i) Under the provisions of section 21(4) of the Wealth-tax Act, 
1957, where shares of beneficiaries in a priva te trust are in
determinate or unknown, wealth-tax is levied as if the persons 
on whose beha lf or for whose benefit the assets are held, are an 
'individual', at the rates specified in the Schedule to the Act or 
at the flat rate of one and one-half per coot, whichever is more 
beneficial to revenue. Further such private trusts, under 
certain specified circumstances, are not entitled to exemp
tion in respect of specified investmc.nts which is admissible to 
other assessees upto a ceiling limit of Rs. 1.50 lakhs in regard to 
their investments in company sha res, assets of industria l under
takings, etc. 

Five private family trusts were created by members of an 
industrial family group in favour of unborn sons or would-be wife 
of members of the family (including mi w:>rs) as per 
deeds executed in 1973-74, by transferring to each trust as 
corpus, 60,000 equity shares in a reputed company belonging 
to that family group. According to the deeds of the trust, the 
sole beneficiary could be any one of the many specified persons 
depending on the occurrence of alternate contingent events. As 
such, the beneficiaries for whom the assets were held were.them
selves not known or determinate on th( relevant valuation dates in 
any of these trusts. Further, t he net wealth assessed for the assess
ment years 1973-74 to 1978-79 in January 1978 and October 
1979 in the sta tus of 'individual' included investments in shares 
and deposits in banks which were not entitled to exemption. 
However, while assessing the trusts in respect of these assessment 
years, the department inc'Jrrcctly allowed exemption of Rs. 1.50 
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Jakhs in respect of each assessment year in each c.ase. The depart
ment also charged wealth-tax at the rate prescribed in the Sche
dule to the Act applicable to 'individuals', although tax at the 
flat rate of one and one-half per cent would have been more 
beneficial to revenue. The incorrect allowance of exemption 
in respect of shares in companies and incorrect application of 
tax ra te resulted in short levy of tax of Rs. 99,900 in respect of 
the six assessment years. 

While not a ccepting the audit objection, the Min istry of 
Fina nce stated that the share of the beneficiary in each trust 
was definite a nd k nown. It has been pointed out to them that 
the beneficiaries being unbo rn persons or would be wives were 
unknown on the relevant va luation dates. 

(ii) The net wealth assessable in the hands of an individual 
for the assessment year 1977-78 was determined at Rs. 34,04,400 
in October 1979. The assessing officer, while computing the wcalth
tax leviable, incorrectly applied the rates of tax applicable for 
the assessment year 1976-77 and calculated the tax at Rs. 65,960 
instead of the correct amount of Rs. 91,252. The assessee 
was a lso karta of his Hindu undivid{':d family. The net wealth of 
the family for the assessment year 1977-78 was determined a t 
Rs. 24,92,948 in September 1979. A similar incorrect application 
of rates of 1976-77 to this assessment of the Hindu undivided 
family (specified) for the assessment year J 977-78 led to calculation 
of tax as Rs. 53,485 against the correct amount of Rs. 71,344. 
Further, in the assessment in the status of 'individual', the value 
of a car being R s. 44,000 above the exemption limit of 
R s. 30,000 was omitted to be included. 

These mistakes had the combined tax effect of short levy of 
total wealth-tax of Rs. 43,1 51 in the two cases. 

Both the assessments were required to be checked in internal 
audit. 

The M inist1 y of Finance have accepted the mistakes and 
have stated (November 1982) that amount of additional 
demand raised is Rs. 43,151 on rectification). 
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(iii) From the assessment year 1974-75, the Schedule to 
the Wealth-tax Act, 1957 was amended to provide for a higher 
rate of tax for every Hindu undivided family having at leas I one 
member with assessable net wealth exceeding Rs. one la kh. 

In th.rec cases of such specified Hindu undivided families, 
non-application of the higher rates of tax' led to undercharge of 
tax of R 5. 86,783 for different assessment years between 1974-75 
and 1976-77. 

The Ministry of Finance have accepted the mistakes. 

(iv) As per the Schedule to the Wealth-tax Act, 1957, appli
cable to the assessment year 1976-77, where the net wealth of an 
individual exceeds Rs. 15,00,000, tax leviable is Rs. 40,000 plus 
8 per cent of a mount by which the net wealth exceeds 
Rs. 15,00,000. 

In assessing a n individua l having wealth of Rs. 23,88,969, 
the sum of Rs. 40,000 was not included in the tax but only 8 per 
cent of Rs. 8,88,969 was computed as tax in the assessment 
made on 3 lst March 198 l. This resulted in undercharge of tax 
of Rs. 40,000. 

The case was not checked by the internal audit. 

The Ministry of Finance have accepted the mista ke and have 
stated that additional demand of Rs. 40,000 has been raised. 

4.13 Non-levy of additional wealth-tax 

Under the Wealth-tax Act, 1957, before its amendment by 
the Finance Act, 1976, where the net wealth of an individual or a 
Hindu undivided family included building or lands (other than 
business premises) o r any rights therein, situated in an urban 
a rea, additional wealth-tax was leviable on the value of such 
urban assets exceeding rupees five lakhs. 

(i) The net wealth of an individual for the assessment 
year 1976-77, assessed on 30 March 1981, included inter alia 
urban immovable properties valued at Rs. 23,48,200 on which 
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:~ddi liona l wealth-tax of Rs . 1,12,374 was leviable. The depar t
ment did not levy any such tax. The omission resulted in under
charge of wealth-tax of Rs. 1 ,85,823 including a mistake in cal
culation of tax for the assessment year 1976-77. 

The case was not check'.!d in interna l a udit. 

The Ministry of Finance have accepted the omission and have 
stated (October 1982) that additiona l tax demand of Rs. 1,85,823 
has been raised. 

(ii ) The net wealth of an individual for the assessment years 
1972-73 to 1976-77, included urban immovable assets valued at 
Re;. 8,78,200, Rs. 9,12,424, Rs. 9,38,454, Rs. 9,11 ,454 a nd 
Rs. 10,50,00()irespectively. Additional wcalth-tax~of Rs. 1,36,048 
was not, however, levied. 

The case was checked in internal audit but the omission was 
not noticed. 

The M inistry of Finance have accepted the omission and have 
stated that additional tax demand of Rs. 1,36,048 has been raised. 

(iii) The net wea lth of an individua l for the assessment year 
1976-77, assessed o n 30th March, 1981, included urban immov
able properties valued at Rs. 23,78,250 on which additional 
we.Ith-tax of Rs. 1,21 ,478 was Jeviable. The department did 
not levy this tax . 

The Ministry of Finance have accepted the omission and have 
stated (October 1982) that additional wealth-tax of Rs. 1,21,478 
has been charged on rectification. 

(iv) In pursuance of an audit objection, the assessment of 
an ac;~e. see for the assessment year 1976-77 was revised in 
Augu'>t 1980 to adopt a higher value, a s determined by the 
departmental Valuer in.March 1979, in respect of urban lands 
owned by the a ssessee. However, the Wealth-tax Officer did not 
levy additional wealth-tax o n the value of urban property. Simi
larly, in the revised assessmenL~ for the assessment years 1971 -72 

< 
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to 1976-77, completed in March 1980 adopting higher value for 
the property, the additional weal th-tax was not levied. Thus, 

-.y total tax no t levied amounted to Rs. 75,052. 

The case was not checked in the in terna l audit. 

The M inistry of F inance have accepted the omission and have 
statl.:d (September 1982) that additional demand of Rs. 75,052 
h~L<; been ra ised. 

(v) The net wealth of a Hindu undivided family for the 
a55cssment years 1971-72 to 1974-75, assessed in November 
1978, included urban immova ble properties valued at more 
than the exemption limit of Rs. 5 lakhs on which additional 
wealth-tax was lcviable. The department, however, did not levy 
the tax. The omissio n resulted in non-levy of additional wealth
tax of Rs. 1,05,523 fo r the fo ur assessment years. 

The paragraph was sent to the Ministry of Finance in June 
1982; their reply is awaited (December 1982). 

(vi) Non-levy of additiona l wealth-tax was a lso noticed in 
audit in many other cases . Of these, in eight cases in six 
Commissioners' charges, the under-assessment of tax was of 
over Rs. 20,000 each for various assessment years between 
1965-66 and 1976-77. The aggregate short levy of tax in these 
eight cases was of the order of Rs. 3,61,54 1. 

The paragraphs were sent to the Ministry of F inance bet ween 
J u'le 1982 and September 1982. They have accepted the short 
levy in three cases ; their reply is awai ted in the remaining five 
cases (December 1982). 

4.14 No11-levy /short levy of penalty 

Under the provisions of the Wea lth-tax Act, 1957, penalty is 
leviable where the assessing officer is satisfied tha t an assessee 
has, without reasona ble cause, failed to furnish the wealth-tax. 
return within the p rescribed time or has concealed the particulars 
of any asset or debts. Upto March 31, 1976, the penalty levia ble 
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was a sum for every month, during which the default continued, 
equal to half per cent of the net wealth assessed, as reduced by the 
amount of ini tial exemption but subject to a maximum of equal 
to 100 per cent of the net wealth assessed. The Act was a mended 
with effect from April I, 1976 to provide that the penalty should 
be equal to two per cent per month of the assessed tax for every 
month during which the default continued. As regards cases 
where the default took place prior to the a mendment and conti
nued after the amendment, the Central Board of Direct Taxes 
issued instructions (February 1977) that such default being a 
continuous one, the penalty should be imposed for every month 
during which the default continued, by applying the unamended 
provisions for the period prior to I April 1976 and the amended 
provisions thereafter. However, in April 1981, the Supreme 
Court held that: 

(a) the defau lt was not continuous but was a single default, 
committed on the last date on which the return had to 
be filed and that 

(b) the pena lty should be imposed in accordance with the 
law in force on that day. 

In view of the j udgement, the aforesaid instructions of Feb
ruary 1977 were withdrawn by the Board in October 1981. 

(i) An assessee, a Hindu undivided family, filed its returns 
of net wealth for the assessment years 1971-72 to 1974-75 in 
February 1978, much later than the respective due dates (31st 
July of the assessment year) or dates extended by the Wealth-tax 
Officer. The periods of delay ranged between 43 months and 
71 months. While completing the assessments, the Wealth-tax 
Officer ordered initiation of proceedings for levy of penalty for 
delay in fil ing returns. These proceedings were concluded on 30th 
March 1981, levying p~nalties of Rs. 155, Rs. 1,135, Rs. 1,150 
and Rs. 1,198 (in total Rs. 3,638). The penalties levied were, 
however, incorrectly computed by reference to the assessed 
tax under the amended provisions introduced with effect from 
1st April, 1976 for the entire period of delay. Under instructions 

( 
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or the Board issued in February 1977, the default was a conti
nuing one and the penalty Jeviable by reference to the assessed 
n ·~t wealth for the period from due dates of fi ling of 1cturns to 
31st March 1976 under law then in force a nd by reference to the 
assc.~scd tax fro m 1st April 1976 to the dates of filing the re turns 
would a mount to R . 28,541. 

But as per the law enunciated by the Supreme Court in Apri l 
1931 . the penalty leviable o n the ba is o f assessed net wealth for 
the entire period to the da te or filing of returns would amount 
to Rs. 2,72,436. The omission to rectify the levy of penalty led 
to shore levy of minimum penalty of Rs . 2,68,798 for the a ssess
ment years 197 1-72 to 1974-75. 

The Ministry of F inance have accepted the o missio n and have 
stnkd (December 1982) that p roceedings to enha nce the penalty 
have been initiated. 

(ii) For the assessment year 1972-73, an individua l did no t 

file his wealth-tax return (due o n 31 July 1972) despite issue of 
no tices by the department. The assessment was comple ted 
(March 1979) ex p ar te on a net wealth of Rs. 7,82, 115, r~ising 

a demand of tax o f Rs. 10,642. A penalty of R s . 16,814 
was also imposed (March 1981) by the department for 
failu re to fi le the return, but it was calculated in accordance 
wi th the provisions introduced after 3 lst March, 1976 and in 
force in Ma rch 1979, when the wealth-tax assessment was comp
le ted. On the basis of the principle laid down by the Supreme 

Court in its decision in April 198 1, the penalty leviable would 
work out to R s. 2,69,434. 

T here was thus short levy of penalty o f Rs. 2,52,620 resulting 
from faih.trc to rectify the penalty order a fter the aforc~aid 

dcci-iun of the S·.ip:·cm ~ Co urt of April 198 1. 

The Min istry of Finance rave accepted the a udit object ion 
in part. 

(iii) Tn the case of a n individual, the wea lth-tax a~scssmcnt 
for the a ssessment year l 972-73 was completed in December 
1974 but was sub~cquently reopened and redone (M a rch 1979) 
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to include concealed wea lth of R s. 1,53,935. The Wealth-tax 
Officer levied in March 1981, as part of the revised proceedings, 
a penalty of R s. 4,060 fo r the concealment, apparently applying 
the pena lty provisions preva iling on the date of passing the pe
nalty order. As the concealment of wealth in the case was ma<le 
when the relevant wealth-tax return was filed i.e., before the 
a mendment o f the penalty provisions with effect from I April 
1976, the correct amount of minimum penalty leviable was 
Rs. 1,53,935. 

The Ministry of Finance while accepting the mi~takc have 
stated (October 1982) that the exigibil ity of penalty itself is 
before the appellate authorities. 

(iv) No order imposing a penalty can be passed after the 
expiry of t wo yea rs from the end of the financial year in which 
the proceedings, in the course of which action fo r imposition 
of penalty has been initiated, are completed. 

For the assessment year 1969-70 to 1975-76. a resident in
dividual filed wealth-tax returns in September 1977, long after 
they were d ue. For the three earlier assessment years 1966-67 
to 1968-69, he filed returns even much later in January 1979. 
While completing the assessments of a ll these ten assessment 
years in March 1979, the Wealth-tax Officer noted in the records 
that action would be taken for levy of penalty for the belated 
filing of the returns and, in respect of the assessment years 1970-71 
to 1975-76, for concealment of wealth a nd made the necessary 
entries in h is Register of penalties to watch due completion o f 
the penalty proceedings. However, no fur ther steps were taken 
by the department to impose penalty, the minimum leviable 
being R s. 9,i4,169. 

The Ministry of F inance while accepting the omission have 
stated that remedial action has become time-barred. 

4. 15 M·istake in giving effect to appellate orders 

(i) An assessee owned several house p roperties including 
one used for self-occupation , which were included in the assess
ments for the assessment yea rs 1964-65 to 1973-74 concluded 

( 
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iu March 1974. The asscssee disputed the basis of valuation o( 
rented p roperties and went in appeal. The appellate authority 
set aside (February 1979) the a ssessments for being redone on 
the basis of certain guidelines. While revising the assessments, 
as per the directions of the appellate authority, in March 1981, 
the Wealth-tax Officer did not include the value of the self
occupied prop\! rty in his net wealth for the assessment years 
1964-65 to J 973-74 and made a refund of Rs. 1,64,41 2 to the 
a3sessce. Thi s omissio n resulted in uude;-assessment of wealth 
of Rs. 19,64,700, in the aggregate, with a total short levy of 
tax of Rs. 60,054 . 

The Ministry of F inance have accepted the omission and have 
stated (October 1982) that additional demand of Rs. 60,054 was 
raised and collected. 

(ii) In the wealth-tax assessment of a Hindu undivided 
family for the assessment year 1974-75, revised in February, 
J 979 to give effect to certain Appellate orders and, in the assess
ment fo r the assessment year 1975-76 completed in Ma rcl!, 
1980, the a ssessing officer incorrectly allowed deduction towards 
wealth-tax liability of Rs. 2,60, 774 as relating to the assess
ment year 1973-74 and Rs. 4,94,287 as relating to the assess
ment years 1973-74 a nd 1974-75 instead of Rs. 16,340 and 
Rs. 60,767 respectively payable after appearrevision. Th is resulted 
in under-a55cssm~nt of wealth by Rs. 2,28,858 and Rs. 4,01,950 in 
respect of the assessment years 1974-75 and 1975-76 respectively 
with short levy of tax of Rs. 48,039, in the aggregate, in respect 
of the two asse.;sment years. 

The case was required to be checked in internal audit under 
the stand ing instruct ions of the Board ; it was, however, not so 
checked. 

The Ministry of Finance have accepted the mistakes and sta
ted (October 1982) that the same alongwith certain others have 
been rectified and addi tiona l tax of Rs. 41,921 collected. 
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4. l 6 Undue delay in rem edial action on internal audit objection 

A:::.; :> rding to the e·<ecutive instructions issued in 1977, mis-
tak0s p0 inted out by int~rnal audit parties of the department ~ _,. 
should be rectified by the assessing authorities promptly; the 
remedial action should be initiated withi n a month and comple-
ted, as far a> possible, wi thin three months of the report of internal 
audit. 

ln the wealth-tax a ssessments of a Hindu undivided family 
for the a ssessment years 1974-75 and 1975-76, completed in 
September J 975 and May 1976, t'he department v~lued certain 
for.:~ ign immovable properties owned by the family making 
addi tion of 50 per cent to their book value and charged wealth
tax at the lower ra tes of tax applicable to Hindu undivided fami 
lies having no member with individual net wealth of over 
R c;. I ,O:l,000. A member of the family (mother of the kartha), 
whose n·~t w;o:alth fo r the asses ment year 1974-75 was determined 
in Apri l 1976 a s not assessable, being below Rs. I lakh, owned 
similar immovable properties in the foreign country. In her 
case the department had accepted the book value a nd made no 
addition of 50 per cent similar to that made in respect of the 
fa mily itself. The internal audit par ty of the department pointed 
out in August and December 1976 that on a similar revaluation 
of the propert ies, the net wealth of the lady member fo r the 
assessment year 1974-75 would exceed Rs. 1,00,000 and that, in 
co n<>equence, the net wealth of the fami ly would attract the higher 
rates applicable to specified Hindu undivided familie s. The short 
levy/non-levy of tax totalled Rs. 59,905. 

Acting on the internal audit no tes, the dep '1 1tment issued a 
notice to the fe male member in April 1977 for th<:- assessment 
yea: 197-4-75. o notice wa. issw;d for the a c:;scssment year 
1975-76. Even the notice issued for the assess ment ycai 1974-75 
w:i<> 11ot f0llowed up by th·.-: dcp::i.rtmcnt. No action wa <> a l o 
t~k..!n to rc-o:)cn th•; a~>es~ment uf the H indu undi vided family 
[or either of the rw0 a<;sessmcnt years. 

> 
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The omissio ns to complete the remedial action in these cases 
were p ointed out in aud it in Nove mber 1979. Thereafter, the 
department co mple teJ the assessment p roceedings in respect of 
the female member in Februa ry-March 1980, a nd those i11 res
pect of the H indu u11divided fa mily fo r the a scssment years 
1974-75 and 1975-76. T he additional demand raised in the case 
of the Hindu ur1dividcd fa mily for the assessment yea r 1974-75 
was Rs. 27,714. T he deta ils of additional dema nd ra ised in the 
case of the lady member a nd for the assessment year 1975-76 
in respect of the Hindu undivided famil y arc a wa ited (J uly 
1982). 

Th0 pa ra.graph wa s sent to the M inistry of Fi na nce 111 

Sep tem ber 1982; their reply is a waited (December 1982). 

B - Gift Tax 

4.1 7 Gift-ta x i~ levied on the aggregate va lue of a ll gifts 
made by a person during tfa: releva nt prcviou yea r. All trans
fers of p roperly which a re made without adequate con~idcration 
in money o r money's worth ace liable to tax unlc:,s ~pccia lly 

exempted by lbe Gift- tax Act. The term 'property' l'o r the pur
pose of Gift-tax Act connotes not only tangible movable and 
immovable property includ ing agricultural land but also o ther 
va luable right a nd interests. 

4.18 The receipts unJ cr gift-tax in the financial years 1977-78 
to 1981-82 compared as under with the budget es timates of these 
years:-

Year 

1977- 78 
1978-79 
1979-80 
1980-81 
1981- 82 

(•Provisional). 

S/19 C&AG/82- 14 

Budget 
Estimate 

(in crores of 
rupees) 

5.50 
5.75 
5.75 
6.25 
6. 25 

Actual 

5.55 
5.85 
6.83 
6.SJ • 
7. 74* 
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4.19 Number of cases pending a ssessment and the arrears 
of demand are given below : -

Year No. of pending Arrears of 
assessments demand at the 

1977-78 

1978-79 

1979- 80 

1980-81 

1981-82 

22,925 

21,807 

27,403 
38,226 

53,100 

end of 
(In erorcs of 

rupees) 

6 .97 

17. 72 

15 .77 

29.52 

31.16 

4.20 Du ring the te t audit of assessments made uucler the 
Gift- tax Act, 1958, conducted during the period fro m l Apri l 
1981 to 31 Ma rch 1982, the following types of mistakes were 
noticed : 

(i) Gifts escaping assessment. 

(ii) Non-levy of tax ou deemed gifts. 

(iii) Incorrect calculatfon of gifts, a n<l 

(iv) Mistakes in calculation of tax. 

A few important case of these mistakes are given in the 
following paragraphs : 

4.21 Gift escapi11g assessment. 

(i) Under the provi ions of the Gift- tax Act, 1958, a non
resident individual is liable to be charged to tax on the value of 
property gifted by him if the property is situated in India. The 
Board of Direct Taxes issued instructions in May 1981, laying 
down guidelines for the determination whether a remittance o f 
foreign exchange or foreign currency from abroad to a donec in 
India would constitute gift of property situated in India or other
wise, for t he levy of gift- tax. Accordfog to the i n~ tructions, where 
the property in such foreign exchange or currency is delivered to 

• 

-
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the donee in India, i.e. wh~;- the cheque or bank draft is sent by 
the donor to the donee in India on his own by post or otherwise, 
the gift would attract liability to gift-tax. Earlier, the Bombay 
High Court, following the principles laid down by the Supreme 
Court in a case, had held (July I 975) that in such cases the receipt 
would be al the place where the cheque is delivered to the add
ressee. On the same principles, if the donor makes transfers or 
remittances through the agency of banks, on his own i.e. without 
prior request of the donee, the remittance would constitute gifts 
for the purposes of levy of gift- tax. 

A non-resident individual had made remittances of 
Rs. 18,00,000 to his wife and minor children residing in India . He 
was assessed to wealth-tax as a ' resident but not ordinarily resi
dent' person . The remittance were, however, not assessed to gift
tax . Escapement of the gift from tax resulted in non-levy of gift
tax of Rs. 6,04,000 for the assessment year 1978-79. 

In anl)ther case in the same ward, a non-resident individual 
remitted an amount of Rs. 12,00,000 lo his relatives residing in 
India through a bank. This a mount was credited to donees ' 
bank accounts in India. The remittance were not assessed to gift
tax for the assessment year 1976-77. The omission resulted in 
non-levy of gift- tax of Rs. 3,34,500. 

In yet another case an assessee gifted Rs. I , 15,800 and 
Rs. 92,536, in the previous years relevant to the assessment years 
1978-79 and 1979-80, to his married daughter, wife and grand
children by making remittances of foreign currency through a 
bank in Washington for credit to the donees' account~in a bank 
in India . These gifts were not, however, charged to gift- tax. 
The omission ted to non-levy of total gift- tax of Rs. 50,436 
(including the effect of aggregation of gifts under the provisions 
of the Act) for the assessment years 1978-79 and 1979-80. 

The Ministry of Finance have accepted the mistake in the 
first case ; their reply is awaited in the remaining two cases 
(December 1982). 

S/1 9 C'&AG/82-15 
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(ii) Under section 2(xii) of the Gift-lax Act. 1958 ,gift is a 
transfer by one person to another of any existing movable or 
immovable properly made voluntarily a nd without considera
tion in money or money's worth. 

It was seen from income-ta·{ assessment records of an indi
vidual that he transferred unquoted equity shares in a private 
limited company, jewelleiy and silver utensils to his would-b-.. 
wife before his marriage on 20th December 1974. ln response 
to a no tice to levy gift-tax, the assessee claimed in his reply on 
6th July 1978 and the assessing officer accepted (February 1981) 
that no gift-tax would be leviable a <> the transfer wa<; in considera
tion of consent of the would-be wife to marry the assessee. As, 
however. there was no consideration in mo ney or money's worth 
for the transfer of these assets. va luing Rs. 4.S 1,437. the transfe r 
attracted levy of gift-ta'\ of Rs. 93, 109 for the assessment year 
1976-77. The incorrect acceptance of the claim of the assessee 
led to escapement of gift- tax of Rs. 93.109. 

The ca e wac; required to be checked in the internal audit 
under the standing instructions of the Board : however. it was 
not so checked . 

The Mini try of Finance have accepted the mistake. 

(iii) An assessee fi led his wealth-tax re turn for the assess
ment year J 976-77 in Sep tember 1976, declaring a net wealth 
of Rs. 6,46, 136, including a sum of Rs. 3,86,430 bei ng the value 
of 1500 unquoted equity shares of a p rivate limi ted company. 
The assesc;ee fi led a revised return for the same assessment year 
in Septembe r 1977, declaring a net wealth of only Rs. 3,50,88 1, 
including a sum of Rs. 1.28,8 10 as the value of 500 unquoted 
equity shares of the aforesaid private limited company. This 
assessment wa~ done o n 12th Ma:ch l 981 . A scrutiny by Audit 
(August. 198 1) of the wealth-tax returns fi led by the assessee 
for the subsequent assessment yea rs revealed that the assessee 
had gifted the remaining 1000 such shares of the returned value 
of Rs. 2.57.620 to a private family trust which subsisted for the 
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sole benefit of hi s minor son. The gift-tax leviable on these 
. nares sett led on trust was of Rs. 44,655. However, no gift-tax 
return was filed by the assessee no r any proceedings for levy of 
gift-tax had been taken by the ward by making use of the infor
mation available in the wealth-tax assessments of the assessee. 
The omission on the part of the assessing officer to co rrelate 
assessment records of the assessce under different direct tax.es 
led to escapement of tax of Rs. 44,655. 

The Ministry of Finance have accepted the onuss1011 and 
~ lated (October 1982) that notice under section 16(1) of Act 
was issued on 17th November 1981. 

4 . 22 Non-levy of tax on deemed gifts 

Under the Gift-tax Act , 1958, where property is transferred 
otherwise than fo r adequate consideration, the amount by wh ich 
the market value of the property on the date of the transfer 
exceeds the declared consideration shall be deemed to be a gift 
made by the transferor. 

(i) The value of any property transferred by way of gift 
is the price which it would fetch if sold in the open market on the 
date on which the gift is made. TI1e va lue of unquoted equity 
shares in a company, where such shares are not saleable in the 
open market, may be determined under o ne of the two recognised 
methods viz . the 'yield method', by reference to the p rofit earni ng 
capacity. maintainable profits, dividends, etc. and the 'break-up 
value' method, by reference to the to tal assets of the company. 
Under the later method, the Board in their instructions of May. 
1975 laid down that assets, for the computation of the value of 
net assets of the co mpany, woulrl be taken at their market value, 
including also the value of its good will and this later method is 
prescribed in the Gift-tax Rules, 1958. 

An assessee sold in September 1976, 7810 unquoted equity 
shares of a private limi ted co mpany at a declared consideration 

\ 
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of R s. 562 per share. The a ssessing Officer did no t indepen
dently determine the fair ma rket value of these sha res on the date 
of g ift under t he G ift-tax Rules. In the absence of market value 
of the a ssets o f the co mpany, including the value of its goodwill , 
ascertained a nd kept o n reco rd by the assessing officer, the ' break
up value' based o n the bor1k value o f the assets, as disclo~d in 
the balance-sheet of the company, would not give the correct 
value of the sha res. T herefore, the market value of these shares 
on the basis of the 'yield method ' by refe rence to a verage ma in
tainable p rofits of the co mpany was computed by A udit which 
worked out to Rs. 924 per sh are. Tho ugh the excess of th is 
market value over the de:clared sa le consideratio n would attract 
levy of gift- tax as deemed gift, the a ssessee did no t fi le any gift
tax retu rn. The department a lso d id no t initiate any gift-tax 
proceedings. The o missio n led to escapement of deemed gift 
of Rs. 28,27,220 a nd gift-tax of Rs. 13,23, 165 for the assessment 
year 1977-78. 

The Ministry o f F inance have accepted the o m1ss1on and 
have stated (No vember 1982) that notice to bring the e~caped 
gift to tax ha <> been issued. 

(ii) An assesscc. a Hindu undivided family, sold in the p re
vio us year relevant to the a ssessmc:i t year 1977-78, la nd measuring 
10401 square ft. to a pa rtnersh ip firm for R s. 83,500 (va lued by a 
registered valuer at Rs. 80,000). Wife a nd son of the k artha 
of the family were two o f the th ree partners of the firm . The 
market value of the la nd was determined at R s. 3, 73,930 on a 
reference for valuatio n to the departmental Valuer. While the 
capital gains by reference to the market value so deter mined 
were computed o n the sa le and subjected to tax, no action was 
taken by the department to levy gift-tax a s required under the 
Gift-tax Act. The assessee a lso did no t fi le a ret u rn. T here 
was, thus, an escapement of deemed gift o f R s. 2,90,430 i.e .. 
the excess of the ma rket va lue over the declared considerat ion, 
involving no n-levy o f g ift- tax of Rs. 52.857, besides pena lty 
leviable for no n-filing o f return . 

.,,_ 
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The M inistry of Fina uce have accepted the omission ID 

principle. 

(iii) A building situated in a commercial a rea in a big cit} 
and used as a hotel was jointly owned by two ind ividuals. The 
property was sold in October, 1975 for a declared considerat ion 
of Rs. 12, 10,000. On a reference by the Income-tax Officer , 
the departmental Valuer estimated the value of tho property at 
Rs. 15,64,000 on the date of sa le. Accordingly, capi tal gains 
tax was levied but assessment proceedings were not initiated fo r 
levy of gift-ta x on the deemed gift of Rs. 3,54,000. The omi~sion 
resulted in 11011 -levy of gift-tax of Rs. 51,800 for the assessmen t 
year 1976-77. 

The case wa5 required to be checked in internal audit but 
was no t checked. 

The Ministry of Finance have accepted the audit objection 
in principle and have sta ted that the assessee had prefer red an 
appea l again t the income-tax assessment. 

4 . 23 Incorrect valuation of unquoted equity shares 

Under the Gift-tax Act , 1958, the va lue of a gifted property 
shall be es timated to be the price which in the opinion of the 
G ift-ta x Officer it would fe tch if so ld in the open market. The 
Gift-tax Rules lay down tha t the va lue of unquoted equity shares 
in private limited co mpanies should be a scerta ined wi th reference 
to the value of total assets of the company. As the provisions 
of the Gift-tax Act a re pari meteria with those of the Estate 
Duty Act, 1953, in regard to the valuation of unquoted equi ty 
shares, the instructions, issued by the Board under the Esta te 
Duty Act fo r valua tion of such shares, are equa lly applica ble 
to gift-tax cases. Under the Esta te Duty Act, the Board had 
issued instructions in May 1965 and July 1965 that the value of 
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unquoted equity sha re should be de termined on the basis of 
ma rket value and not the book value of the assets of the co m
pa ny. 

The prov1s10n on valuatio n of unquoted equity sha res in 
the Wealth-tax Act, 1957 a nd rules fra med thereunder a rc diffe
rent fro m those in the Gift-tax Act a nd the Estate Duty Act. 
Even then the Board, in their executive instructions issued in 
March 1968, extended the wealth-tax instructions for tlie valua 
tion of unquoted equity !> hares to the esta te du ty a nd gift-tax 
cases. The incorrect ex tension of these instruct ions to esta ie 
duty cases was commented upon in paragraph 72 of the Audit 
Report 1972-73 a nd, in consequence o f recommendations of the 
Public Accounts Commillee in paragraphs 5. 51 of 1heir 21 lth 
Repor t (Fifth Lo k Sabha) in rela tion to this a udit paragraph, these 
instructio ns were wi thdrawn by the Board in October 1974 
both fo r e tate duty a nd gift-ta x cases. l t was then tated that the 
valuation should be done in accordance with the instructions of 
May 1965 and July 1965. It was fur ther clarified in May 1975 tha t 
the value of the to ta l assets of a company would also include 
the value of goodwill of the company whether or not hown a 
such in its bala nce-shcel. 

Instance~. however, continue to be noticed where incor rect 
va luation of unquoted equity shares in companies made in di ~

regard of the aforesa id provisio ns of the Act a nd rules a nd instruc
tion<; of the B ard resulted in undercharge of gift-tax. Cases 
of ~uch under-assessments have continuously been commented 
upon in the past Audit Reports. 

(i) Jn paragraph 4.05 of this Audit Report, instance of under
assessment of wea lth-tax in cases of members of an industria l 
family group have been given. A few case of under-assessments 
of gifts made by members of the same industrial group are given 
below:-

(a) Jn paragraph 4 .05(ii) of this Report , fa ilure to transfer 
wea lth-tax cases ofa H indu undivided fam ily within the industrial 
group from a wa rd (Ward B) to the wa rd in which o ther cases 

• 
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of individuals. Hindu undi vided familie~ . tru~ t~ etc. belonging 
to the industrial group were centra l i~ed (Ward /\) ha<. been men
tioned. A simil ar case relating to short levy of gift-tax is 
menti Jned below:-

The Hindu undivided family which was being assessed in 
Ward B gifted 75 unquo ted equity shares of a private limi~ed 
company on 29th and 30th March, 1973 to t\U fami ly trust . 
The Gift-tax Officer assessed the gifts for the assessment year 
1974-75 in Ma rch 1980 valuing each share at R-, . 2,668 a s deter
mined by an a pproved valuer. ln Ward A where the other Hindu 
undivided fa milies a nd individua ls o f fami ly group were assessed , 
the shares of the same company were valued at Rs. 7,035 per 
sha re (as against Rs. 7 .400 determined by the dcp:i. rtmenta l Valuer 
in February, l977) in the gift-tax re-assessmc1t (July, 1978) 
o f another family in respect of gift made by it on 30th March . 

1973. The adoption o f the lower value in the assessment made 
in Ward B in March, 1980 (R <; . 2,668 as againq R<; . 7,035) led 
to undervaluation of gift by R s. 3,27,525 wh.ich resulted in under
charge of tax of Rs. 82.767 for the a~ses ment year 1974-75. 

The Ministry of Finance have accepted the mistake. Report 
o f rectifica tion is awai ted (D~cember 1982). 

(b) Thr~c assessees, being priva te fa mily t rusts contributed 
as their ca pita l in different firms. on their being taken as partners 
in the previou<; year relevant to the a ssessment year 1974-75, 
unquoted equity shares of three different priva te limited compa nies 
contro lled by the family gro up creating these tmsts. The values 
o f these shares, credited to the capita l account~ of the assessees 
in the firm were Rs. 1,800. Rs. 1,404 and Rs. 122 per share a s 
against the market values of Rs. 7,730, Rs. 3,650 and Rs. 219 
respectively per hare, as determined by the departmenta l Valuer 
a nd adopted by the Income-tax Officer in various income-tax 
assessments. Another assessee, a lso a priva te fa mily trust of the 
group, introduced as capital in the fi rm on its entry as a partner 
in the previous year relevant to the assessment year 1976-77, 
unquo ted equity sha res of a family private limited company a nd 
the value of the share was credited to its capital account in the firm 
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at Rs. 1,713 per share, as ag&inst the fair market value of Rs 
7,200 per share. In the case of the first three assessees, the e;r;cess 
market value of the shares over the amounts credited to their 
capital accounts in the firm was of Rs. 15,94,209, Rs. 14,72,873 
and Rs. 2,62, 707 and in the case of the fourth a sessee, the cxce~~ 

was of Rs. 6,03,570. These amounts a ttracted levy of gift-tax 
as deemed gifts. However, they were not subjected to gift-tax . 
The omission resulted in non-levy of gift-tax of Rs. 9,90,709 
in the assessment year 1974-75 in the case of the first three assessees 
and Rs. l ,36,071 for the assessment year 1976-77 in tile case of 
the fourth assessee. The aggregate non-levy of gift-tax was 
of Rs. 1 i,26,780. 

The Ministry of Finance have accepted the omission in prin
ciple. 

(c) Another assessee belonging to the same industrial house 
returned the value of gift of 188 unquoted equity shares of a 
private limited company controlled by the family, made during 
the previous year relevant to assessment year 1973-74, as Rs. 
5,01,584 computed at Rs. 2,668 per share. The Gift-tax Officer, 
while fina li <:in~ the assess ment in March 1979, determined the 
value of the shares as Rs. 13,22,580, computed at Rs. 7,035 per 
share. The departmental valuation Officer had, however, valued 
th.e shares at Rs. 7,400 each. This value had been adopted in 
the gift-tax assessments of two other assessee~ within the family 
group for the assessment year 1973-74. Had the rate of Rs. 
7,400 per share been adopted in this case, the gift would be more 
by Rs. 68,620 and gift-tax leviable would have been more by 
R s. 27,448. 

The case was required to be checked by the internal audit 
under standing instructions of the Board ; it was, however, not 
~o checked . 

The Ministry of Finance have accepted the audi t objection 
in principle. 

(d) In the gift-tax return for the assessment year 1971-72 
tiled by an assessec belonging to the same mdustrial house, 
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the va lue of 59 unquoted equity shares in a private limi ted com
pany (within the family group) gifted by him was shown as 
Rs. 1,51,J58 a t Rs. 2,568 per sha re. The Gift-tax Officer adopred 
(March 1979) the value of these sha res at R s. 2,652 per share and 
assessed the gift at Rs. 1,56,409 . However, in the case of a nother 
assessee within the family group, tht: va lue per share of the same 
company for the assessment yea r 1971-72 had been a dopted as 
R s. 5,124. Adopting this va lue, the va lue of 59 shares gifted by 
the asscssee would be Rs. 3,02,316, as against the va lue of 
R s. 1,56,409 adopted by the Gift-tax Officer. The underva luatiOn 
of these shares, thus, resulted in under-assessment of taxable 
gift by R!". 1,45,907 with conseqw.:nt short levy of gift-tax of 
Rs. 36,477. 

T he case was required to be checked in interna l audit under 
the stancling instructio ns of the board ; however, it was not so 
checked. 

The M inistry ofFinance have accep ted the unde rvaluation . 

(ii) T hirty members (individuals, Hindu undivided families 
a nd priva te family trusts) of another industrial family group 
together ~old in February 1978, 4,436 unquoted equity sha res of 
a private l imited company controlled by the family, to a partner
ship firm at a decla red considera tion of R s. 3,450 per share. 
The firm was a lso owned by members of the family group. The 
value oft.be shares as on 31st March, 1978 was determined under 
the Wealth-tax Rules a t Rs. 3,813 per share. This value was 
based on the boo k va lue of assets with a deduction of 15 per cent 
for non-declaration of dividends. Under the Gift-tax Rules, 
value was to be computed on the basis of the market value of 
a c;sets and without any deduction. The market values of assets 
were not ascerta ined . The disa llowance of the inadmissible 
deduction of 15 per cent a lone would ra ise the value to Rs. 4,486 
per share and even on that basis there would be a deemed gift 
of Rs. 45,95.636 a ttracting levy of gift-tax. No gift-tax p rocee
dings were, however, initia ted . The omission led to non-levy 
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of gift-tax of Rs. 7,3 1,938 for the assessment year 1978-79. 
The under-assessment would be more, if the value of shares is 
correctly determined under the Gift-tax Rules. 

The M inistry of Finance have accepted the omission and 
have stated that notices have been issued for rectification. 

(i ii) Gift-tax assessments of an individual for the a.s5essment 
years 1976-77 and 1978-79, c::>mpleted in January 1981, rev~aled 
that he h<:1.d gifced 403 unquoted equity shares of a private limited 
com:n .:iy to his son in O :;tob~r 1975 and 1750 such ~har<!s of 
the same company, alongwith cash and jewellery, to his spouse 
in December 1977. While valuing the shares, the assessing officer 
incorrectly adopted the break-up value method as prescribed under 
the Wealth-tax Rules allowing 15 per cent discount to arrive al 
the market value of the gifts. In this case also the market values 
of the a<>sets of the company were not ascertained . The d is
allowance of the inad 'llissible deduction of 15 per cent alone 
would raise the value of sha\"i!3 from Rs. 296 each to Rs. 348 ~ach . 
The adop'.ioo of inc::> rr.:::::t method of valuation led to undervalua
t ion of gifts to th~ exteilt of R<i. 62,062 a:id Rs. 5,95,350 for the 
assessment years 1976-77 and 1978-79 respectively. The 
assessing officer d id not a lso aggregate these gifts for rate 
purposes as required under the provisions of the Act. 

The cumulative cffoct of these mistakes was an undcrcl:J.a gc 
of ta x of Rs. 2,16,729 for the assessmcut yea:-s 1976-77 and 1978-79. 
The und~r-aw~ssm3nt would be more if th, shares wer~ wrrcctly 
valued under the G ift-tax Rul% o::i the basis of market value of 
a<;S'!!S of the c::>mp1ny, includ i:-tg the value of its goodwill. 

The Ministry of Finance have accepted the mistakes and h2.ve 
stated (December 1982) thc:t action is being taken for revision. 

(iv) During the p~ev ious year relevant to the assessment 
year 1976-77, three ass. ssees (piiva te family trusts) sold 3,855 
unquoted equity shares of a company a t Rs. 250 per shar.:!. 
It was noticed that the fa ir market value of these s 1ares (as d is
closed from thP, wealth-tax return of a shar~holder ofth,e company) 
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was Rs. 544 per share as on 31 st March 1975. A;, the declared 
l;Jnsid ~ration on these sales was less thau the fair market value 
o f fae shares, there was a deemed gift on which gift-tax. was 
leviable. No gift-tax prnceedi11gs were, however, initiated. 

For gift-tax purposes, the shares would have to be valued 
under t he G ift-tax Rules based on the market value of a ;;scts 
of tile company, including the value of its goodwill. Even on the 
b:i.si:; of the value of Rs. 544 p~r share determined for wealth-tax 
purposes, there was a deemed gift of Rs. 11,33,370 on which a 
gift-tax: of Rs. 2,24,090 was leviable. The under-assessment o f 
gifc-tax W.)uld be .more if the shares were correctly valued under 
the Gift-tax Rules. 

The Ministry f Finance have accepted the mistakes aud have 
stated that, on rectification of the assessment the amount of 
additi na l tax ra ised is Rs. 2,24,090. 

4. 24 Incorrect valuation of other gifts 

An i:ldivid:ial 1m.de a gift of agric:1ltural land to his three 
sons iu January 1970 but did not fi le the gift-tax return in spite 
o f n:>ticcs issued by the department. The Gift-'..ax Officer 
(Ward A) d0termined the value of gift as Rs. 1,83, 760 (at R s. 
4,000 pc; bigha) and mad;! the a.ssessme:it ~ r the a<;c;c ;>:ncnt 
year 1970· 7 1 i D--::;ember 1977. Omission to include l 0 high as 
of land a ad incorrect valuation of land at R s. 4,0::>0 per bigha, 
wh,:J. c:>;n;n~cd to t!l. :-ates of 5. 6,500 and R'.;. 8,800 p')r higha 
i:1 the srn '! a;.- .a a d::>p td in tw;:, o:he assessments, was p->inted 
out i;i auditi-1 May, 1978. Tae as5·:!ssment was revised in N<>vcm
ber, 1979, rectifying the mistake in regard to the extent of lane not 
included in the a ssessment under Com:nissioner' s reviewing powers. 

It wa> n0tic)d in audit in Septembe; , 1979 that-

(a) The assesscc filed his wealth-tax return with Wcalili-tax 
Officer (Ward 'B') for the a ssessment year 1970-71. 
showing wealth of Rs. 26,000 including the agricultural 
lands already gifted. The Wealth-tax Officer completed 
tile assessment in March , 1972 in the status of H indu 
undivided family estimating the value of the agricul:uraJ 
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land as Rs. 3,57.000 at Rs. 10,218 per l'bigha, after obtain
i ng the approval of the Inspecting Assistant Com mi. sioner 
and Commissioner for the valuation. The assessment 
was also confirmed in appeal in December 1974. The 
as. essment wa , however, revised in December 1977 
to nil wealth on the ground that the land had been gifted 
away in January 1970; 

(h) The assessce fi led a gift-tax return for the a ssessment 
year 1970-7 I for the same gift in October 1978 with the 
Grft-tax Officer (Ward C) in the same district showing 
the value of land at Rs. 16,000. The assessment \Vas 
completed in December, 1978 fixing the value of the gift 
at Rs. I ,83,000. 

(c) The omission to correlate the gift-tax asses ment made 
in December I 978 taking the val uc oflo.nd at Rs. 1,83,000 
with the wealth-tax assessment made earlier in 1972, 
wherein the value of land adopted as Rs. 3.57,000 had 
<;ecured the approval of the appellate authority in Decem-
ber. 1974 and non-adoption of this higher value. resulted -f-
in short levy of gift-tax of Rs. 34,725. 

On being pointed out (May 1978) in audit. the Commissioner 
of Gift-tax in his orders of December, 1980 cancelled the gift-tax 
assessment made in December, 1978 upholding the status of the 
assessce as individual, as adopted in the ac;scssmcnt maue in 
Decemhcr, 1977 and revised in November. I 979. Action for 
the revision of the viJ lue of the gift to Rs. 3,57,000 involving short 
levy of tax of Rs. 34.725 is awaited (DecembCT 1982). 

The paragraph was sent to the Ministry of Finance in August 
1982; tlteir reply is awaited (December 1982). 

4. 25 Incorrect calculation of tax 

On n taxable gift of R s. 8,51,000 for the assessment year 
1976-77, tax was levied incorrectly at Rs. 1,61,700 against 
Rl'. 2.11.800 chargeable. The mistake arising from a calculation 
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erro r in wo rking out the c hargeable tax resulted in short cha rge 
amounting to Rs. 50. I 00. 

The case wa5 required to be checked in the internal audit 
but it was not checked. 

The Ministry of Finance have accepted the mistake a nd have 
i;tated that additional demand of Rs. 50, 100 has been ra.ised . 

C- ESTATE DUTY 

4.26 The receipt under estate duty in the financial yc:Hs 
1977-78 to 1981-82 compared a s under with the budget ec;tiruates 
of these years :-

Year Budget Actuals 
Estimate 

(In crores of rupees) 
----

1977- 78 10 . 75 12 .30 

1978- 79 J 1.00 I:l.08 
1979- 80 12 .00 14.05 

1980-81 13 .00 16.31' 
1981- 82 15 .00 20. 31• 

(•Provisional). 

4. 27 The arrear5 of ~ mand and the number of assessment.s 
pending as a t th 0 end of various assessment years were a <> follows : 

Year 

1977- 78 
1978- 79 
1979-80 
1980-81 
1981-82 

N o. of assess-
mcnt pending 

28,287 

28,278 
34,891 
35,862 
36,581 

Arrears of 
denP"·l 
(In crvres of 

rupocs) 

17 .52 

17. ll 

17.23 

~7.65 

:io. 13 
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4. 28 During the test a udi t of assessmentsf.made under. the 
Estate D~1:y Act 1953, conducted during the period from I Apri l 
1981 to 31 Marc;1 1982, the following types of mista kes result ing 
m unde;-asscssmcnt of duty were noticed :-

(i) E.~tates escaping assessment. 

(ii ) Jnc,:mect val ua tion of assets eompi ising esta tes. 

(iii) rncorrect exemptions and rel iefs. 

(fr) Mistakes in computation of the principal value of the 
e tate. 

(v) Non-levy of interest and 

' (vi) Mis takes in giving effect to appellate orders. 

A few iu<;tances of these mistakes arc given in the following 
paragr;1phs. 

4 . 29 Estates escaping assessment 

(i) From the income-tax/wealth-tax assessment 1ecords of 
a n as..:!~scc, it was noticed that the assessee, who had died in 
June 1970, held deposits of Rs. 4,00.000 in a fi rm a nd owned 
im movable p roperty valued at Rs. 1,00,000. This information 
wa<; not. passed on by the a<;sessing officer to the Assistant Control
ler of E!<:tate DD-ty for initia tion of estate d uty proceedings on 
co ming to know of the death. The accouatable person of the 
decea..00. a.l"O did not file any acco unt of his estate with the Assis
tant <:::ontrollcr . Failu;c on the pa rt of the assessing officer to 
act upon repeated instructions of the Boa rd of D irect Taxes 
issued on 10th January 1973, 15th November 1973 and 11 th 
April 1977 for co-ordination of assessments under di fferen t 
direct ta.xc~ and non-init iation of estate duty proceedings 
resulted in escapement of estate duty of Rs. 72,000. 

The- Ministry of F inance ha ve accepted the omissio n. Report 
regar~ing duty d ,maad raised is a waited (November 1982). 

(i~) The estate duty account of a person (died in August 
1977) filed by the accountable person in February 1978 included 
a book · debt of R s. 1,02, 187, comprising his individual estate 
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and a iium of Rs. 2,050 being 50 pe; cent share in the balance 
on cotnpillsory deposit forming part of the estate of his late father. 
However, while computing the principal value of the estate in 
Janua;y 1980, the assets a long with 40 per cent share in the deve
Jopmc;it rebate reserve fund ·Of a registered firm, in which the 
deceased had been a partner during hi~ life-time, were not 
includ ~d~ The omission resulted in under-assessment of estate by 
Rs .. 1,32,06 1 and short levy of duty of Rs. 50,270. 

The C?.5e wac; require!d to be checked in internal audit, but 
was· not so checked . 

The Ministry of Finance have accepted the omission. Report 
regarding demand raised and rccovc;ed is awaited (December 
1932). 

(iii) The p1~ncipal value of the estate of a deceased person 
wa.S.piOvisionaUy taken as Rs. 6,41,240 in the assessment comple
ted in August 1980. Accordin_g to the details returned by the 
accountable person in June 1980, the. net p rincipal value pf. his 
estate worked out to Rs. 10,02,072. No reasons were recorded 
by th0 assessing officer for taking the value of the estate in the 
assessment below the returned value. The short computat ion 
of the principal value of the estate by Rs. 3,60,834 resulted in 
Cl\Y,al)croent of duty of Rs. 55, 197. 

The paragraph was sent to the Ministry of Finance in June 
1982 ; their reply is awaited (Decem ber 1982). 

4 .30 lucorrcct exemptions and reliefs 

(i) Under the Estate D uty Act. 1953 where gjft-tax has been 
paid in 'respect of a property and that property is deemed to 
p'ci.sS,fo> levy of esta te d uty also, the estate d uty paya ble under 
th~· Act shall be reduced by an amount equal to the amount 
of gift-tax pajd in respect of i t. When, however, U1e gift-tax 
1x1.id happened to be more than the estate duty payable, reduc
tion Ilas to be confined to the amount of estate d uty payable. 
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The principal value of the estate of a person, who dte t n 
April 1971 , was determined as Rs. 9,59,164 in April, 1979. As 
a result of appellate orders of September J 979, the p rincipal 
value of the estate was re-determined as Rs. 4, 10,606 in January 
1981, on which the estate duty payable was Rs. 49,470. T l1c 
estate included a property in respect of which gift-ta x of 
Rs. 1 ,05,250~had been'paid:(March]l 971) on_a~gift of R s._5,00,000. 
Instead of reducing the estate duty by Rs. 49,470 and bringjng 
the liability of duty to nil, the Estate Duty Officer incorrectly 
set off the entire gift-tax and allowed a refund of Rs. 55,780 in 
January, 1981. This mistake resulted in incorrect refund of 
Rs. 55,780 to the Accountable person. 

The Ministry of Finance have accepted the mistak~ ar:.d 
have stated (September 1982) that additional d uty of Rs. 55,788 
ha<l been ra ised and collected . 

(ii) Under the Estate Duty Act, the movable property of 
a deceased person, situat~d outside India, shall be included 
in the principal value of his estate. if, at the time of his death, 
he was domiciled in India and excluded if his domicile was in 
a foreign country. The domicile shall be determined in accor
dance with the provisio ns of the Indian Succession Act, 1925. 
According to that Act, the domicile of origin of a person prevails, 
until a new domicile is acqui red, which is done by taking up 
a fixed habitation in a country other than that of the domicile 
of origin. 

The estate duty assessment order made in February J 980 
in respect of a deceased person showed that he wa domiciled 
in India at tb.e time of his death in November 1977. Movea ble 
property valuing Rs. I ,97 ,000 situated outside India was, thus, 
not exempt from estate duty. However, its value was· not 
included in the principal value of the estate pas ing on his d~th. 
The omission led to under-assessment of the e:.tate by Rs. 1,97 ,000 
with short levy of estate duty of Rs. 49,000. 

The case was required to be checked in internal audit ; how
ever, it was not so checked. 

~ I 

J. 

-
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The Ministry of Finance, while accepting the audit objcctio"'1 
have stated (November J 982) that remedial action is being 
initiated . 

4.3 1 Mistakes in computation of principal !'Glue of estates 

(i) Under the Estate Duty Act, l953, the estate of a decea<:ed 
person sha ll include the value of ces er of his coparccncry interest 
in the common property of a Hindu undivided family of which 
he is a member. The Act further provides that the share~ of 
lineal descendants in such common property are a.lso to be 
included in his estate for rate purposes but not for l.evy of d uty. 
According to the Board's clarification issued as early a5 in Octo
ber 1959 and reiterated in July 1976, since a sole surviving 
coparcener enjoys absolute powers to dispo e of or a.l ie!latc the 
entire coparcenery property, the property. which pa<; es on the 
death of such a coparcener, is the entire common p roperty of 
the family. 

(a) While determining (October and December 1977) the 
p rincipal value of the estate of two deceased persons 
who were sole surviving coparceners of their respective 
Hindu undivided families, governed by Mitakshara 
School of Hindu Law, only a part of the value of the undivided 
family properties was added to the principal value of their 
respective estates and not the whole of it. The incorrect com
putation of the principal value of the estate in the two cases 
resulted in undervaluation of the estates by Rs. 3,74.932 and 
short levy of duty of Rs. 65,844 in the aggregate. 

Both the assessments were checked by the Special Audit 
( lnternal Audit) Party, but the mistake was not noticed . 

The Ministry of Finance have accepted the mistake in both 
the ca:.es and have stated (September 1982 and October 1982) 
that a ssessments are being re-ope11ed for rectification. 
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(b) A karta of a Hindu undivided family (died in October 
1979) wa<; its sole surviving coparcener. The value of the family 
propertJ was computed at Rs. 4,50,438 and in the estate duty 
asscs.;m::nt made in September 1980 only half the value of the 
propei'LJ i.e. Rs. 2,25,219, was included. Non-inclusion of the 
run value of this property led to short computation of the 
p•incipal value of the estate by Rs. 2,25,219 and consequent 
sho;· lcv: of duty of R~. 43,574. 

The ca e was not checked in the internal audit. 

The paragraph was sent to the Ministry of F inance in June 
1982 ; their reply is awaited (December 1982). 

(<:) Jn t he case of a person, who expired in April 1978, the 
r ri :cipa1 va lue of the esta te passing Oil his death, inclusive of 
his Ol\C-fvu.-~h share in the properties of a Hindu undivided family 
of which he was karta, wa taken provisionally at Rs. 4,98, 700 
(July 1980). Three-fourth share of his three lineal descendant<;, 
bein3 his sons, in the p roperties of the Hindu undivided family, 
arnoanting to Rs. 2,80,308, was, however. not included in the 
principal value of his estate for rate purposes. The mistake 
resulted h short levy of duty amounting to Rs. 28,002. 

Tnc paragraph wa':l fo1wu.rded to the Ministry of Finance in 
Sept~mbet 1982; their reply i awaited (December 1982). 

(ii) ln the dctr;: rmination (December 1980) of the principal 
value of the estate of a person (died i a September 1978) the 
following mistakes were noticed :--

(a) One-third share of the property belonging to a Hindu 
undivided family comprising the decea sed, his wife and his 
nephew was included in th~ net principal value of the estate of 
the deceased. As wife takes a share on a partition between 
father and his sons and not otherwise, the deceased's share interest 
in th·~ ab ve Hindu undivided family was 50 per cent and not 
onc-lh1:-d. 
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(b) Half of the common p:op~rty of a smaller Hindu undi
vided fa mily, in which the deceased was the sole coparcener 
g0vcr:ied by Mitak:shara School of Hindu Law, was included in 
the p-incipal value of t he estate. Since the deceased was the 
'' le .n.-viving c::>parccner enjoying absolute power to dispose 
of ,r alie nate the entire common p roperty, the entire value of 
the )"Jp~rty of thi· :>m'.l.llcr fami ly passed o n his death and was 
incJudfole in the p rincipal vaiue of his estate. 

(c) The value of a business concern in Bombay which had 
been :?.ken n <; individual property of the deceased in hi~ wealth
tax assessment for the assessme:1t yea r 1978-79 wa3 not included 
in his estate. 

As a result of ti10 mistakes, the estate of the deceased was 
u d~r-as:;e sed by R<>. 2,50,696 with c::>n eque:it duty effect of 
Rs. 72,725. 

The case was required to be \;hecked m internal audit but 
it was not eh:!cked. 

Th;:: Ministry of F inl.lace have accepted the mistake and have 
stated {December 1982) that proceedi ngs have been ini tiated for 
r.~ctifying them. 

4.32 Incorrect valuation of unquoted equity shares in private 
companiC's 

According to the prov!Slons of the Estate Duty Act, 1953 
u.nd executive instruction<; issued by Central Board of Direct 
Taxes in October 1974 and May 1975 unquoted equity shares 
in a p rivate limited compa11y are to be valued for the purpose of 
levy of estate d uty by reference to market value of the assets of 
the ~ompany as on the date of death. Where the market value 
of the various assets cannot be readily ascertainable, the value 
o f 'as-.ets as shown in the balance-sheet of the company, as on 
the date nearest to the death, is to be taken allowing suitable 
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a ppreciation to provide for the increase in \'aluc of th0 <lSSCts. 

The provisions relating to the valuation of c;hares under the 
Wealth-tax Acl, 1957 and rules thereunder are not applicable to 
valuatio n under the Estate Duty Act. 

(i) In the estate duty assessment (completed in Apri l 1980) 
in respect of the estate of a person, who died in Juoe 1976, the 
assessing officer adopted the value of unquoted equity shares in 
a private eompa1iy, incorrectly by taking the value of shares at 
their face value of Rs. 100 each, as returned , instead of wm king 
out the value as per market value of assets of the company. 
The valuation was not done even under the break-up value 
method ua.der the wealth-tax rules by reference to book value of 
the assets of the company, as reflected in its balance-sheet as on 
31st March 1976. Even on this basis (without allowing discount 
for non-declaration of dividend), the value per share would be 
Rs. 240.50 and no t Rs. 100 adopted as returned. The under
valuation of the share , computed by reference to the value of 
R . 240. 50 per share, resulted in under-assessment of the principal 
value of the estate by Rs. J ,56,892 (Rs. 1,47,525 in indivi
dual assets and Rs. 9,367 in Hindu undivided family a.sse1 s) 
leading to short levy of estate duty of Rs. 47,032. Under-assess
ment of estate duty would be more if valuation were correctly 
don'! under the Estate Duty law. 

rn their reply the Ministry of Finance have justified the asess
ment on the basis of book value of assets after allowing deprecia
t ion as per f.T. Rules. Their attention has been invited (March 
1982) to Board's instructions to the effect that valuation for 
purposes of estate duty hac; to be determined on the basis of 
market value of a ~cts. 

(ii) While making estate duty assessment in December 1980 
in respect of the estate of a person, who died in September 1978, 
the market value of 1193 unquoted equity shares held b:y the 
<leceased in a p;·ivate company was estimated by the departrncn1 
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at Rs. 1,24,300 by adding Rs. 5,000 to tne face value of thes1.:· 
shares of Rs. l, 19,300. The market value of the shar was. 
however, computed under the break-up value method under 
the Wealth-tax Rules, 1957 at Rs. 3,24,937 for his wealth-tax 
assc-.smcnl fo r the a sessment year 1978-79. A the break-up 
value of unquoted equity shares for estaLe duty was to be based 
on the market value of the assets of the company, including its 
goodwill, instead of only on their book value as reflected in its 
balance-sheet, the market value of these shares for levy of estate 
d ttty could not be less than Rs. 3,24,937 adopted in the wealth
tax asscs~ment. In the absence of particulars regarding the 
market value of the assets, based even on the va lue of 
R'>. 3,24,937 itself, there was under-assessment of the estate by 
Rs.2,00,637. This, alongwith an incorrect allowance~of deduction 
of Rs. 40,000 meant for a residential house for a letout house 
property, led to total under-assessment of estate by Rs. 2,40,637, 
involving duty of Rs. 46,352. 

The case was required to be checked in internal audit, but it 
wa.- not checked. 

The Ministry of Finance have accepted the mistakes and 
have stated (December 1982) that the assessment is being rectified. 

(iii ) l n the estate duty assessment in respect of another 
person, who died in September 1971 , the provisions of law were 
not kept in view by the Estate Duty Officer while completing the 
assessment in December 1980. The valuation o[ 7,600 unquoted 
equity shares of a private limited company was incorrectly done 
under the break-up value method under the Wealth-tax Ru les. 
Even in doing so, the following mistakes were committed : -

(a) In computing the net assets of the company, the value 
of equity share capital of the company was incorrectly deducted 
a~ an allowance fo r liability. 
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(b) The value of net a ssets was divided by the number of 
shares a s 4,40,000 (as on 31st Dect>mber 1971) instead of2,20,000 
(as on 31st December 1970). 

Consequently, t he value of each share was worked out a s 
Rs. 14 .39 a<: again~t Rs. 38. 75. The resultant unde1-asscssmcnt 
of net p rincipal value of the estate was R~ . 1,85,136 wi th short 
levy of du ty of Rs. 28,344. Under-assessment of duty would 
be more if valuation were done con ectly under t he estate duty 
law. 

The Ministry of Finance have accepted the mistake a nd have 
stated (November 1982) that remedia l action I.las been init iated . 

4.33 Non-levy of interest 

The Estate D uty Act, 1953 provides that every person accoun
table for estate duty charg~able undP.r the Act :.hall, within six. 
months of the dea th of the deceased, deliver to the Controller 
a n acc~unt in the presc ribed fo:::m of a ll propert ies in respect of 
which d uty is charg~able . Tile period of six months ca'1 be 
extended by the Controller on such terms 2s are p:::cscribed in 
the Esta te Duty Rules which include payment of ~aterest at six 
per cent per a nnum. Delay beyond the period of exten sion in 
filin g fac account of the estate entails penalty a t the d isc:etion 
of the Contro ller. 

A person d ied in July 1973. On a n applicat ion filed by the 
a0c.:)Untable p erson, time was allowed for filing the return on or 
before 30th November 1974. The return was actually filed only 
on 16th Janua ry 1975. It was noticed (Octobe; 1981) tha t 
interest of Rs. 26,865 for the extended period from Ja'lt:ary 
1974 to November 1974 wa'> not cfl.arged. M oreover, prnbatc 
fee of Rs. 2,063 paid in resp ;ct of certain shares in a private 
limited company valued a t Rs. 62,000 for the purpose of probate 
application was incorrectly a llowed to be deducted from estate 
duty even when the va lue of these shares was returned and 
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accepted by the Controller as ni l and no estate duty was payable 
in respect of them. 

Thus, besides penalty not levied, there was a short levy of 
estate duty and interest of Rs. 28,928. 

The case was required to be checked in internal audit but it 
was not checked. 

The Ministry of Finance have accepted the omission and have 
stated (September 1982) that on rectification additional tax 
demand raised is of Rs. 28,928. 

4.34 Mistakes in giving effect to appellate orders 

While giving effect to appellate orders .. in the estate duty 
case of a deceased person (died in February 1"967), the follow
ing mistakes were committed : 

(a) Income-tax liability of Rs. 10,96,562 for the assessment 
ycai 1966-67 which included Rs. 1,76,491 , being interest v.nder 
the Income-tax Act, 1961 upto February 1971 for short-payment 
and non-payment of advance tax, was allowed in full instead of 
being restricted to the amount cha rgeable upto the date of di:.ath 
in February 1967. Excess liability so a Uovved to be deducted 
was Rs. 1,46, 734. 

(b) In allowing the wealth-tax liability of Rs. l 5,S3,668 
for the assessment year 1963-64, interest of Rs. 82,333, charged 
und0: the Act for the period of delay in its payment after the date 
of death, was incorrectly allowed as liability. Further, tax of 
Rs. 1,50,000 which had been paid by the deceased on 31-3-1964 
(prior to his death) was not taken into account while computing 
the allowable tax liability. Excessive liability allowed for 
outstanding tax, thus, totalled Rs. 2,32,333. 

(c) While giving effect to the reduction in value of shares of 
a company ordered by the Income-tax Appellate Tribunal, an 
excess deduction of Rs. 40,000 was made. 
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The mistakes led to under-computation of the estato by 
Rs. 4, 19,067 resulting in short levy of estate duty of R s. 3,56,207. 

The paragraph was sent to the Ministry of Finance in Septem
ber 1982; their reply is awaited (December 1982). 
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