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PREFATO RY REM ARKS

This report presents mainly the results of audit of the four 
major revenue heads, namely, Customs, Union Excise, Corpora­
tion Tax and Income-tax. The report has been arranged in 

the following order ;
(i) Chapter I sets out the revenue position and the main 

heads of revenue, classifying them broadly under 
tax revenues and non-tax revenues. The variations 
between the Budget Estimates and the Actuals in 
resp e ct of major heads of revenue are discussed in 

this Chapter.

(ii) Chapters II to IV  mention points of interest which 
came to n o t i c e , a u d i t  of Customs, Union 
Excise and Income-tax receipts.

(iii) Chapter V  deals with other revenue receipts. The 
G o v ern m en t of India have conveyed in May, 1964 

the formal consent of the President to conduct 
audit of Sales Tax receipts and refunds of the 
Union Territory of Delhi by the Comptroller & 
Auditor-General. After giving adequate training t® 
the req u isite  staff, arrangements have been made 
to conduct this audit on a regular basis from 
November, 1964. Certain cases of interest which 
came to notice in the audit of Sales T ax receipts are 
dealt with in this Chapter.

The points brought out in this report are those which have 
come to notice during the course of test-audit. They are not 
intended to, and are not to be understood as conveying any 
general reflection on the working of the Departments concerned.

f i )



a u d i t  r e p o r t , 1966
On  R evenxje R eceipts '

c h a p t e r  I
General

R e v e n u e  Position and Main Heads of Revenue
The total revenue receipts of the Government of India for the year 

+ /I + "Rq 2229-08 crores against an anticipated revenue 
1964-65 amounted 104-78 crores over the
o f  Rs. 2124-30 cro , realised this year has registered
budget estimate^ 9̂g3 _g4  nearly
an increase of Ks. 1961-62. Of the total receipts of
twice the amoun ^  1685-15 crores represent receipts
R ,. 2229 08 Corporation Tax, Taxes on income
under Customs, ; Revenue, State Excise
other than Corporate n j a x ,  &  ^  ^
Duties, Taxes on Vefecle ,
the balance represents receipts i  ̂ iq«a

2. A „  c .  the .»>' ” » i »  * "
and the two preceding years is ®

1962-63 1963-64
M a jo f H e*ds

Tax Revenues -.

increase 
1964-65 during 

three 
yesrs

1 . Custom s

I I . U n io n  E xcise D uties -

I I I . C orporation  T a x  .

IV . T axes o n  In com e  °***”
C orporation  T a x  ■

V . Estate D u ty

V I . T a le s  o n  W ealth

V I I . E xpenditu re T a x  •

V I I I .  G ift  T a i  .

X State E xcise D uties

X I I . Sales T a x  • ■ •

X n i .  O th er T axe* and D uti*»

O th er Iterss

T o t a l

2 3 4 5
(In  crores o fttu p e e s )

243-96 334 -75 3 9 7 -5 0 1 5 1-5 4

598-83 729-58 8 01-51 202-6$

220 06 287-30 313 -6 4 93-58

92-13 126-29 14 3 -16 51-03

0 0 6 0-42 — 1 -3 5 — 1-41

9 -5 4 , 0-50 10 - 52 0-98

0-20 0 1 3 0 -4 4 0 - 2 4

0 -9 7 I - I 3 2-22 l -> 5

*•26 1-62 1 -4 4 — 0-82

6 -6 5 9-01 11-2 3 4 -5 *

*•9 6 3-22 3 -5 2 0 -5 6

1 -2 7 1 -4 2 1-3 2 0-05

1180-89 1505-37 168 5-15 504-26



Major Heads 

I
Non-Tax Revenues ;

XIV . Stamps . . . .

X V I. Interest .

X X . Supplies and Disposals

X X I. Miscellaneous ^Departments

X X V . Agriculture

X X IX . Industries . . . .

X X X . Broadcasting . . . .

X X X II. Aliscellaneous Social and De­
velopmental Organisations

X X X V II. PubUc Works

X L I. Lighthouses and Lightships

X L II. Aviation . . . .

X LIV . Overseas Communication Service

XLV . Currency and Coinage .

X LV III. Contributions and Recoveries to­
wards pensions and other retire­
ment benefits

L . Opium . . . . .

L I. Forestj .

LII. Miscellaneous . . .

LIIX. Contributions from Railways .

L IV . Contributions from Posts and
Telegraphs . . . .

L V n i.  Dividends, etc. from Commercial
and other undertakings

L X . Extraordinary Receipts

L X IA . Receipts connected with the Na­
tional Emergcncyj 1962 .

Other items .

Total
increate:

T otal

Total Receipt!

1962-63 1963-64 1964-65 d-uring, ■ 
three 
years

2 3 4 5;
(In crores o f rupees).

4-84 4-81 4-85 o -o r

153-23 243-56 257 104-06

4-03 5-91 6-16 2-13.

1-70 1-49 1-87 0- IT

1-55 1-61 1-80 0-25;

35-04 16-05 12-72 — 22-32-

4-01 5-55 6-27 2-26

4-63 4-68 4-81 0 -i8

3-75 4-46 4-93 1-18

I 01 l - i l 1-33 0 -3 2

1-55 1-75 2-12 0-57.-

2-51 2-34 31-39 o -8B:

53-46 53-82 51-86 —  1-60;

1-95 1-14 2-39 0-44:

3-57 3-52 3-64 0-07'

4-42 2-24 2-22 — 2-20'

17-18 13-30 14-84 — 2-34'
20-37 24-82 23-25 2-88.

0-77 . 1-22 1-44 0-67-

3-74 4-37 6-89 3 15
54-86 63-20 122-46 67-60

19-25 31-37 0-56 — 18-69
6-99 7-21 6-84 — 0-15

404-41 499-53 543-93 139-52

1585-30 2004-90 2229-08 643-78



3. Variations between the Budget Estimates and the Actuals.
The variation of Rs. 104-78 crores between the Budget Estimates 

■and the Actuals is made up of an excess o f Rs 111-59 crores in  Tax 
Revenues reduced by  a shortfall o f Rs. 6-81 crores in  N on-Tax

Revenues : —
(In  crores o f  rupees)

t  S i  Tax Revenues 

Year

1 9 6 2 - 6 3

1963-64 

. 1964-65

^ B ) N on-Tax Revenues

1 9 6 2 - 6 3

1963-64 

-1964-65

- 4 . E . 3. „ n . f „ , . h c V . r l a t i « i »  b . t w e m  .h e  B u d g e t  E stim a tes  a . d

the Actuals (Tax revenues).

Though the total net variation between the Budget E s tta a te  and 
Actuals of all revenues realised by way of t a x »  ™ d  dut.es ,s 
1 1 1 .59 crores, the variation between the Budget Estimates and 

t h e  Actuals in so far as the principal heads o f tax revenues o f  Customs, 
TTxrise C orD oration  Tax and Taxes on mcome other than 

S ^ o r a t t o n  Tax only are c o n ce rn e d , it work* out to Rs. 113-44 crorea. 

T h e  figures are as follows:

3

I .  Custom s

II. U n ion  Excise D uti«s

I H .  C orporation  T a x

lY. T axes on  incom e other than 
Corporation T ax

Budget Actuals Variations Percentage.

998-75 1180-89 +  182-14 18-24

1356-33 1505-37 +  149-04 10-99

1573-56 .1685-15 +  111-59 7.09

382-18 404-41 +  22-23 5-82

479-85 499-53 +  19-68 4 -11

550-74 543-93 — 6 -8l 1-24

B u d g e t
E s t i m a t e

(In  crores o f  rupees)

Actuals Variation Percentage

336-37 397-50 +  61 ,13 18 -17

769-54 801-51 +  31-97 4 -15

296-67 313-64 +  16-97 5 -72

* 139-79 * 143-16 +  3 -37 J - 4 I

(•  Exclude the shares o f  net proceeds assignable to  States)

I. C u s t o m s .— The amount of the difference between the Budget 
Estim ates and the Actuals for this year Is the highest recorded over

367 A G C R — 2.



the past five years. The figures fo r  the period 1960-61 to 1964-65 ars" 
given b e lo w : —

(In  c r o re so f n ip e e r ) ;

Year Estimate Actuals Variation P ercentigt

1960-61 . 162-50 170-03 + 7-53 4 - 6

1961-62 189-64 212-25 +  22-61 ■ i r - j i

19« 2-63 207-82 245-96 +  38-14 i 8 - s

1963-64 • • 301-20 334-75 +  33-53 i l - i *

1964-65 336-37 397.50 +  61-13 i 8 - i r

The Ministry of Finance have explained that the main reasons f o r  
the variation between the Estimates and the Actuals during 1964-65 
are : (i) increase in additional duty of Excise, (ii) increased im ports 
generally and under Export Promotion Schemes, (iii) imposition o f  
regulatory duty, and (iv) adjustment o f Note Pass cases.

A  break-up of the Budget Estimates and the Actuals in respect 
o f the minor heads for  the year 1964-65 is set out with comparativ* 
figures for the previous y e a r :—

(In lakhs o f  ropee»)>
1963-64' pcfccnt- — P crcco^

Budget Actusls Vwia- Budget Actuals Varia- age

1964-63

Im ports

Bzport*

M U cclU ncotu .

Dtduct— Refunds
and Drawbacks — 8,J0 — 10,

tions

3)03>05 3.38j 53 + 35>48 l l ' 7 i  3j39)3^ 4>04>64 + 65,28 

3,93 3,37 - 5 8  ' 4 -68  2,96 M 3 - 5 3

2,70 3,73 + i >°3 38-15  2,75 4,22 + 1,47

- 2,38 ?8 - 8,70 - 13,79 - 5,09

i»*4>

S3-4r

38-Sl

T o t a l  . 3,01,20 3,34,75 33,55 H  3.36,37 3.97,50 61,13 1 8 -17

II. TJ-nion Eorcise.—The total B u d g e t  Estimates xuider the head “ I I -  
Union Excise Duties” were Rs. 769 • 54 crores. Against this, the Actnaly 
came to Rs. 801-51 crores showing an increase of Rs. 31-97 crores. 
This works out to 4-15 per cent as against 5 per cent last year 
(1963-64). Though the overall percentage o f variation has, thus, 
shown a decrease, large variations persist in some of the minor head*. 
The follow ing statement gives a list of such item s: —



(In lakh* of rupee*)

1964-63
i963-*4
Actual* . Budget Ettlmate^ Varla- Percent-

CommoJities Budget ------ -̂---- ------—  Total V ^ -  Percent- special Ba»ic Special Total tion ag«
Estimates Dutie* Dutiei Dutie* Dutie* Dutie*

X. Fiastic*

2. Sodium Silicate

1,50 2,06

5

43 i , 4»

5

98

5

65-33 1,00

40

40 2,40

40

4.51

69

90 5.41

69

3.01

29

133 -4* 

73-50
.0 , mO

3. WooUen Yarn 2,67 2,87 65 3,5a 85 31-84 3.69 1.33 4.92 2,02 5° 2,ga — 2,40 48 78

4. Electric Wire 
and Cables

5. Cosmetics

2 a s

1.50

3.59
28

3.59
1,70

1.34
20

59-55

13-33

3.40

I.a3 iS

3»40

1.50

4.94

1.73 35

4.94

3,08

1.54

58

45-*9 

38-67

6. Synthetic Orga­
nic Dye Stuff 3,48 1.76 17 1.93 — 55 32-18 l,8a •• 1,82 2.50 I 2,5? 69 37-9J

7. Vegetable N on- 
essential Oil

8. Electric M otor

75

T-M

I.+*

1,61 30 I.9I

67

47

89-33 

3* 64

1.70

1.42 28

1.70

1.70

i.08

1.93 39

i,*8

2,32

—<2 

62

36-4«  

36-47

9. A*bestos Cement 
Products

10. Caustic Soda

90

55

1.30

65

•• 1,30

65

40
10

44 44

i t ’ iS

1,20

60
•• 1,20

60

1,62

79

1,62

79

42

19

33

31-66

II. Rubber Pro­
ducts i.oa 58 18 7« — a6 25-49 1.35 *7 1,62 82 26 1,08 — 54 33-33

12. Wirelsis Receiy- 
in i sets 1,67 M 6 46 i . ja 35 14-97 1,30 43 1.73 1.75 55 2,30 57 32-9S



(In lakns of rupees)

1 9 6 3 - 6 4

Actuals
Total Varia­

tion
Percent­

age

Budget Estimates
■ Total

1 9 6 4 -6 5

Actuals
Total Varia­ Percent­

C o m jio o d U ie s  B u d g e t  ■ 
Eitimatcj B a s ic

D u t i e s
Special
Duties

Basic
Duties

Special
Duties

Basic
Duties

Special
Duties

tion age

1 3 .  M o t o r  V e h ic l e s

1 4 .  W o o l l e n  F a b r i c s  

I J .  F o o t w e a r

1 3 ,6 0

1 ,8 0

2 , 1 5

1 2 ,4 6

1 ,7 6

2 ,4 0

34

14 ,8 6

2 ,1 0

2,43

1 ,2 6

3 0

a8

9 - 2 6

1 6 - 6 7

1 3 - 0 2

1 1 ,0 0

1,8 0

3.20

2 ,6 0

36

1 3 ,6 0

2 ,1 6

3.20

1 4 .3 8

1 .2 4

2 ,2 3

3 .6 5

2 4

18 ,0 3

1 .4 8

2 ,2 3

4,43

— 6 8

— 9 7

3 2 - 5 7

3 1 - 4 8

3 0 -3 1

1 6 .  A r t i f i c ia l  S i l k  
F a b r ic s 1 ,0 * 1.55 2 6 1 ,8 1 79 7 7 -4 5 I . I 5 2 3 1 .3 8 1 .5 6 20 1 .7 6 38 2 7 - 5 4

1 7 .  R e f in e d  D ie s e l  
O i l  a n d  V a p o ­
r is i n g  O i l

1 8 . C o t t o n  Y a m

3 9 ,0 6

9 ,2 0

6 i , 5»

10 ,2 8

. 5 ,7 1

2,39

6 7 ,2 3

1 2 ,6 7

B .1 7

3.47

1 3 -*3  

3 7 - 7 2

59,00

1 8 ,1 6

5 .3 0

1.94

6 4 ,3 0

2 0 ,1 0

75 .’ 2

2 2 ,9 1

6,75

2 ,2 1

8 2 ,0 7

25,12

1 7 . 7 7

5.02

2 7 - 6 4

2 4 - 9 7

1 9 .  K i t r i c  A c id s ,  
e t c . 8S 1 ,08 1,0 8 23 2 7 - 0 6 8 1 8 1 •99 99 18 2 2 -2 2

ao. R e f r ig e r a t o r s  
i n d  Aircondi- 
t io n in g  m a c h in e s 1,33 1 ,2 8 49 1.77 44 3 3 - 0 8 1 ,4 0 47 1 ,8 7 1 ,6 7 60 2 ,2 7 4 0 21 -39

ai. P a t e n t  a n d  P r o ­
p r ie t a r y  m e d i­
a n s 5 .4 0 5 ,6 a 5 .6 2 2 2 4 - 0 7 5.55 5 .55 6 ,50 6 ,5 0 95 1 7 - 1 2

22. V e g e t a b le  p r o ­
d u c t s 1 3 ,4 4 1 2 ,3 4 2 ,2 4 1 4 ,5 8 1 , 1 4 8 -4 8 1 2 ,5 0 2,50 1 5 .0 0 10,86 2 ,0 6 12,92 — 2 ,0 8 I 3 -S7

23. C y c le s  a n d  p a r t s  
t h e r e o f 1 .6 S 1,72 1 ,7 2 7 4 - 2 4 1 ,6 5 •- 1 , 6 5 1,8 8 1 ,8 8 23 13. 3



a4. Jute Manufec-
tures 4,40 5,93 57 6,50 2,10 47-73 5,50 55 6,05 6,32 56 6,88 83 13-72

35. Sugar 63,80 52,11 • • 52,11 - -11,69 18*32 58.25 58,25 51,04 51,04 — 7,21 12-38

26. Diesel Oil 18,90 15,28 1,45 16,73 ■—2,17 11-48 16,40 1.50 17,90 13,89 1,23 15,12 — 2,73 15-53
27. Iron and Steel 

products 20,50 38,13 38,13 17,63 8-6 50,41 .. 50ytl 46,19 . . 46,19 — 4,22 .. 8-37

a8. Rubber Cess . •• 93 . . 92 92 1,64 1,64 1,64

29- Other items 
Collectively . 4,19,15 3,96,03 36,51 4,32,54 13,39 4,02,45 39,74 4,42,19 4,22,76 40,11 4,62,87 20,68 ..

T o t a l 652,98 639,21 54,82 694,03 41,05 •• 669,36 58,05 727,41 705,76 60,57 766,33 38,92

Deduct— Refunds 
and Drawbacks 4,50 7,47 a 7,55 3>05 5,77 , , 5,77 9,07 23 9,30 3,53
T o t a i. 648,48 631,74 54,74 686,48 38,00 663,59 58,05 721,64 696,59 60,34 757,03 35,39
Additional ex­

cise duties 47,86 43,34 —4,53 , . 48,13 44,71 — 3,42

Deduct— Refunds 
and Drawbadss . .  ■ •• •• •• 23 •• 23 ••

T o ta l— N et 
Rbvbnue

696,34 •• •• 729,58 33,24 •• 769,54 801,51 31,97 4-15

In  this connection, ± e  Ministry o f Finance ha\>e stated as follows —

“ The increased yields from duties on varioas mineral oils, paper, plastics, tyres. Rayon and Cotton yarn, motor vehi­
cles, matches and electr.c wires are due to increased production and clearances. A part o f the increase undei mineral oils is 
due to the enhancement o f  additional duties levied on them during the year. Levy o f  regulatory duty on mineral oils Vvi.h 
cif«ct from  1 7 -2 - 6 5  has also contributed for an increase in me revenue.”



>u
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III. Corporation Tax and IV-Taxes on Income etc.— T̂he total 
amount of difEerence between the Budget Estimates and the Actuals 
for 1964-65 is as fo llow s:—

Buget
Estimates

Corporation T a x ........................................296-67

T ies on income'other than Corporation
i*Ta*  .................................................. 139-79*

|V^^\»Eidudiag|;the share a»»ignable to States).

(In crores o f rupees) 

Actuals Variation Percentage

3 1 3 - 6 4

143- i6*

+  16-97

+ 3-37*

5-72

2-41

The above percentages of variations show an improvement from 
the position relating to 1963-64. The details of the variations under 
the various minor heads are indicated in the following statement



III. Corporation Tax
(i) Ordinary Collections® 

(« )  Excess Profits Tax 
(«i) Business Profits Tax . 
(iv) Sur-Tax .
(d) Super Profits Tax

T o t a i

r v . Taxes on Income other than Corporation T *x

(vt) Ordinary Collections®®
(w'O Surcharge (Central)

(« it )  Surcharge (Special)
(ix) Additional Surcharge (Union)
(*) Excess Profits Tax 

(xi) Business Profits Tax .

Shares o f  net proceeds Assigned to States 

T o t a l  .

(in lakh* ot nipert)
196S-64 1 9 6 4 - 6 5

Budget
Estimates

Actuals Increase(-t-) Percentr 
ShortfallC— ) age o f 

variation

Budget Actuals Increase(+) Percent- 
Estimates Shonfall(— ) age o f

variation

2,02,00

20,00

2 ,6 5 ,2 0  ( + ) 6 3 , 2 0s  (iv;
22,10 (+)2,I0

J I .I 9

10-5

2,89,17

6 ,5 0
1,00

2,97,73
( - ) l i

( i) i
1 3 ,2 6

2,75

+  8 ,5 6  

(—)ll 
+ 1 

( + ) 6 , 7 6  

( + ) i ,75
2 ,2 2 ,0 0  2 ,8 7 ,3 0 *  ( + ) 6 5 , 3 0  2 9 - 4 1  2 ,9 6 ,6 7  3 , 1 3 ,6 4  ( + ) i 6 ,9 7

1,91,05
5,00
3,95

1 8 ,0 0

3,25,70 ( + ) 34,65 
7 ,4 0  (+)2,40
4,83 (+ ) 88
7,47 — 10,53

,  (+)I9W (-)l (—)i

16-03
48

2 2 - 2 8

58-5

2 ,3 0 ,6 5

6,55
3,0 8
7 ,0 0

2 ,5 2 ,5 8
6,26
2 ,8 6

5,41

1 ,2 0 ,0 5  1 ,2 6 ,2 9 *  ( + ) 6 , 2 4 5-19 1,39,79 1,43,16 ( + ) 3,37

2 - 9 6

1 0 4 - 1 5

175

5 - 7 2

(+ ) 2i ,93

( - ) 2 2  
(— ) i ,59 f—)i 
C - ) l 7

9 - 5 1

4-43
7-14

22-71

(—)97.9S (—) !  19,29 C— )2I,34 21-78 (— )i,07,49 (—)i,23,77 (— )i6,28 15-14

2 - 4 1

© T h e  actuals against ‘ Ordinary Collections’ include receipts under the m inor head ‘Miscellaneous’ .
@ @ T h e  actuals against‘Ordinary Collections’  include receipts under the minor h eads’Miscellaneous’ a n d ‘Charges in  ngland.’ 
•Differs from  figure shown in 1965 Audit Report due to certain adjustments since made.

(a) T i e  actual amount is R». 33,000.
( i )  T he actual amount is Rs. 49,115.
(c ) T he actual amount is R j. (— )23,622.



The Ministry’s explanation regarding the overall variations be ­
tween the budget estimates and the actual collections of Corporation' 
Tax and Income Tax is as follows:

(i) Larger profits in the Corporate Sector.
(ii) Measures taken to improve the tax collection by tightening, 

the assessment and collection measures.
(iii) Completion of larger number of assessments.

As regards the variation under the head “ Super Profit Tax” , the 
Ministry of Finance (Deptt. of Rev.) have stated that since “Super 
Profit Tax” was abolished in 1964-65, it was anticipated that only a  
small collection would be made under this head. With regard to  
“ Super Tax’, the Ministry have stated that the variation is due to
(i) increase in the level of corporate earnings in the relevant year 
which could not be anticipated, and (ii) inadequate data available in. 
the first year of its levy.

10



5. Variation between the Budget Estimates and the Actuals o f 
Non-Tax Eevenues.

The reasons for the variations between the Budget estimates and 
the Actuals for the year 1964-65 under some of the heads of non-tax 
revenues are indicated below : —

11

Major Head 

(I)

Budget
1964-65

(2)

Actuals Variatioiu 
1964-65

(3) (4)

Reasons for variations

(5)

(In crores o f rupees)

I. Interest 25a'14 357-2? + 5 '1 5  The increase was mainly duo
to higher capital at charge o f 
the Railways and also P.&T.—  
due to larger expcndture both 
in 1963-64 and 1964-65—  
than ori^nally anticipated. The 
rate o f  interest adopted at the 
Budgetjstage was 3 • 82 per cent, 
which was increased to 3 84 
per cent for adjustment during 
the year.

2. Industries I4'S4 12-72 — 2-12 Mainlj;, lesser adjustment due to
abolition o f surcharge on iron 
and steel with effect from  
March, 1964.

3. Broadcasting j - i i  6-27 + 1 -9 1  Mainly, due to realisation o f
more radio licence fees. A  
part o f the increase is due to 
the adjustment o f  previous 
years’ receipts in 1964-65.

4. Kolar Gold Mines 3-02 I - 59 — 0-43 Mainly, because a part o f the
gold received from the Kolar 
Gold Mines could not be refin­
ed in the Mints and taken to 
Government stock before the 
close o f the financial year.

5. Extraordinary Re­
ceipts 140-31 122-46 — I7'85 Mainly, due to receipt o f  

lesser grants from the U. S. 
Govdnm cnt under P.L. 480 
Aid Programme than originally 
anticipated.

6. MisccUan.'ous

267 AGCR—3.

0-42 14-S4 + 5 -4 2  Mainly, due to refund o f un­
utilised grants by the State 
Governments, gain by exchange 
on dollar transactions and 
writing off o f unclaimed depo­
sits to revenue.



6. Cost of Collection.
The expenditure during the year 1964-65 mcurred in collecting the 

principal items of tax receipts together with the corresponding figures 
for 1963-64 are shown below : —
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o f Rcvemie< _ 1963-64
(In crores o f rupees) 

1964-65

Gross
collec­
tions.

Expendi­
ture incur­

red on coll­
ections

Percentage 
o f expen­
diture on 
revenue 

collections

Gross
collec­
tions

Expen- 
diture 

incurred 
on col­
lections

Percent­
age of 
expen­
diture 
on the 
revenue 

collections

(I) W (3) (4) (5) ■ (6) (7)
I. Customs 334-75 •14 1-2 397-50 4-62 1-2

II. Union Excise 729-58 1-2 801-51 9-77 1-2
III. Income Tax and
IV. Corporation Tax 532-88 6-72 1-3 580-57 7-75 1-3

Though the cost of collection in terms of percentage has remained 
almost the same as that of the tast year, the actual amount of 
expenditure for collection of custom duty has increased by 48 lakhs- 
Income-Tax and Corporation Tax has increased by 1-03 crores and 
in the case of Centra) Excise by fi2 lakhs.

The increase of Rs. 48 lakhs in the cost of collection of Customs 
revenue was stated to be mainly due to (i) sanctioning of additional 
posts for Bombay and Calcutta Customs House, (ii) expenditure for 
newly taken over Customs administration in Goa for the whole year 
1964-65 (the date o f taking over the Customs administration in Goa 
Daman and Diu is 19th December, 1963), and (iii) enhancement of 
the rate of dearness allowance during the year 1964-65.

The increase of Rs. 82 lakhs in the cost' of collection of Un’ on 
Excise Duties was stated to be mainly due to (i) accrual of annual 
increments as well as sanction o f-new  posts in 1964 and (ii) r e ­
vision of dearness allowance, house rent and City Compensatory 
allowance in 1964.

The increase of Rs. 1 03 crores in the cost of collection of Income- 
Tax (including Corporation Tax) was stated to be mainly due to
(i) a large number of posts created in 1964 and (ii) revision of 

dearness allowance, house rent and City Compensatory allowances 
in 1964-65.



7. Annuity Deposit
Under the Finance A ct of 1964, every person who is resident in 

India (excepting individuals o f foreign nationality, registered firms, 
co-operative societies and companies) and whose total income exceeds 
Es. 15,000, is required to make an annuity deposit at specified rates. 
T he amoxmt of annuity deposit is deducted from  the total income 
fo r  the purpose of assessment to tax, but repayment of the annuity 
is  taxable in the year in which the annuity is received.

For the year 1964-65 it had been estimated in the Budget of the 
Central Government that Rs. 67 crores would be realised by w ay of 
annuity deposit. The actual realisation, however, fell short of this 
estimate by Rs. 27 crores, that is, by more than 40 per cent. The 
amount collected and accounted for was Rs. 40'28 crores.

13



• CHAPTER II 
Custom s  R eceipts

8 . The total receipts from Customs Revenue during the year 
1964-65 were Rs. 397-50 crores, derived as under:—

(а) Customs i m p o r t s ....................................... 404,64,02,584
(б) Customs e x p o r t s ...............................................................  2,42,58,360
(c) MisceUaneous........................................................................ ............ 4.22,00,768

Gross revenue . . . . . .  411,28,61,712

(— ) Deduct Refimds and drawbacks . . . .  13,78,51,407

Total net revenue . . . . . . . 397,50, 10,305

It will be seen from  the above that the bulk o f the collectionsi 
is from Customs imports.

9. A  test audit of the various customs stations revealed a total 
short levy of customs duty to the extent of K's. 8-11  lakhs and an 
excess levy of Rs. 94,866. Besides this, other defects and lacunae 
in customs procedure and two cases of loss of customs duty due to- 
fraudulent alterations of Bills o f Entry were noticed.

10. The short levy of duty of Rs. 8,11,172 has arisen on account 
of the following reasons :—

(a) Wrong classification o f  goods ■ . . Rs. 3,57,188
(i) Non-levy o f countervailing duty • . . . Rs. 1,69,373
(c) Mistakes in calculations . • . . . Rs. 99,033
(ci) Duty levied at rates lower than those prescribed . Rs_
(e) Other reasons . . . . . . .  . R j i,i3 ’,79o

8̂- 8,11,172

Under-assessments arising out of wrong classification of eood» 
[Category (a) above] have .shown a striking increase over those 
detected and reported in the Audit Reports of previous years • _

Rs.
1962-63 88,918
I5K53-64................................................... ■ • . 87,53a
1964-65 3,57.188



Some instances of the types of defects categorised above are 
m entioned in the paragraphs that follow.

11. Short levy due to wrong classification o f goods under the 
Indian Customs Tariff.

(1) ‘Michigan Tractor’ Model 175 imported in May, 1963, was 
assessed by a custom house to duty at the concessional rate of 15 
per cent, ad valore.m applicable to “Earth shifting machinery” under 
item 72 Indian Customs Tariff. The relevant catalogue, invoice and 

■other documents were called for in audit to verify the correctness 
o f the assessment. On a re-examination of the relevant documents 
as a result of this audit query, the Custom House itself decided that 
the Tractor was correctly assessable to duty as a ‘Conveyance’ under 
item 75 Indian Customs Tariff @  50 per cent, ad valorem  with 
countervailing duty @  12J per cent, ad valorem  under item 34(4) 
Central Excise Tariff. The consignment was re-assessed accordingly 
and the consequential difference in duty of Rs. 1,11,165 recovered 
from  the importer. Report regarding re-assessment of similar cases 
o f tractors is awaited.

(ii) In a m ajor Custom House, ‘Pig Tin Grade G ’ imported in 
January, 1964 was allowed clearance without pajnnent of duty 
classifying it as ‘Tin scrap and Tin plate scrap’ under item 69(1) 
Indian Customs Tariff. However, as the Custom House had some 
doubts regarding the correctness of the classification imder item 
69(1 ), the matter was referred to the Central Board of Customs and 
■Central Excise for a ruling. According to general instructions of 
the Board, the Collector should, in such cases, assess the goods at 
the rate most favourable to Government. This, however, was not 
done. In their ruling dated 6 th February, 1965 the Board ordered 
that the goods should be assessed under item 70(1) Indian Customs 
Tariff as a result o f which a sum of Rs. 89,796 became recoverable 
in this case. Action to this end has not yet been taken.

12. Non-levy of countervailing duty.
(i) A  consignment of “ Cementing aggregate mounted on auto­

mobile and spare parts” valued at Ks. 1,53,499 and imported in 
September, 1963 was assessed to duty by a Custom House as “ con­
veyances not otherwise specified” under item 75 Indian Customs 
Tariff at 55 per cent, ad valorem, whereas a similar equipment of 
the same assessable value imported by the same party was assessed

io  duty at the composite rate o f 78-25 per cent, ad valorem  com ­
prising the basic customs duty under item 75 Indian Customs Tariff,
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surcharge thereon and countervailing duty for “motor vehicles 
not otherwise specified” under item 34(4) Central Excise Tariff^ 
On this discrepancy being pointed out, the short levy of Rs. 35,689 
being the countervailing duty in thfi former case was recovered b y  
the Custom House

(ii) “Armatures” (component parts of Electric D.C. M otors) 
were assessed by a Custom House in June 1961, as component parts 
of machinery over | H.P. at 15 per cent, ad valorem  under item 72 (3) 
Indian Customs Tariff without levying the countervailing duty 
assessable on ‘Rotor’ under item 30(4) Central Excise Tariff.

On the omission being pointed out, the Custom House replied 
that as the term “ Rotor”  was technically applicable only to squirrel 
cage A.C. Motors, no countervailing duty was leviable on armatures 
for D.C. Motors. Since the practice obtaining in this regard in other 
Custom Houses was different, the Custom House was required ta 
obtain a ruling of the Central Board in the matter. As, however 
the Custom House maintained that their practice of not levying 
countervailing duty on armatures was quite in order, the matter was 
referred to the Board by Audit in September, 1962. The Board 
agreed with Audit and ordered in January, 1963 that armatures of 
D.C. Motor should be charged to countervailing duty under item 
30 (4) Central Excise TarifE. As a result, the short levy of Rs. 37  3 4 3 : 
in six cases has been recovered

13. Mistakes in calculation of duty.

Countervailing duty of 11 per cent. leviable on a consignment 
o f Fire-proof Fireclay wares (Porcelain) imported in August 1963  

was wrongly worked out in a Custom House as Rs. 6,997-60 P  ' 
instead of Rs. 69,976-00 P resulting in a short collection of Rs. 62,978 

On the mistake bemg pointed out. the difference was recovered 
from  the importers.

14, Duty levied at rates low er than those prescribed.
A consignment of “ under ground telephone cables” imported in 

March, 63 was assessed to duty by a Custom House under item 7 3 (1 ) 
Indian Customs Tariff read with item 33-B Central Excise Tariff at 
the composite rate of 62-75 per cent, (basic Customs duty 50  pgr 
cent, ad valorem. 10  per cent, surcharge on duty and Countervailing 
duty at 5 per cent, on the asses.sable value plus duty, i.e. I55 per cent.) 
in vogue prior to 1st March, 1963. As the basic cu!5toms duty undei
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item 73(1) was raised to 60 per cent, ad valorem  with effect from  
1st March, 1963 the correct duty leviable on the consignment was at 
the composite rate'of 74 -3 per cent. On being pointed out, the short 
levy of Rs. 14,495 was recovered.

15. Other reasons.
(a) Loss of revenue due to a procedure not in accordance with 

statutory provisions.
Any special commission or rebate on the' invoice value of goods 

allowed to an importer by the foreign supplier under a special 
arrangement between them which is not allowed to other importers 
of the same or similar goods should be included in the value o f the 
goods for purposes of assessment to duty. The quantum of addi­
tion to the assessable value of goods on account of such special 
commission or rebate is usually determined by the Department 
after scrutiny of the importers’ books. As the scrutiny of the 
account books involves time, the Central Board of Revenue in a 
circular letter of November, 1956 had permitted the 
issue of a special demand under section 39 of the Sea Customs Act, 
1878 pending the scrutiny of the books, for an amount estimated by 
the Customs authorities to be payable as a result of the examination 
of account books. Accordingly, the practice in the Custom Houses 
had been to assess such goods on the declared value and to load that 
value with an ad hoc addition of 20 to 25 per cent, of such value for 
purposes of issuing demand.

A particular importer questioned the legality of such a demand 
amounting to Rs. 5 lakhs made by a Custom House, through a writ 
petition filed in I960 in a High Court. The Court held that since 
ad hoc demands were not capable of being substantiated at the 
time of importation/assessement of the goods, the demand notices 
issued under section 39 of the Sea Customs Act, 1878 were not legal 
The demands had, therefore, to be withdrawn even though a sum 
of about Rs, 62,500 was recoverable from the importer as a result 
of the investigation of his books. This loss of revenue could have 
been averted had the Custom House assessed the goods provisionally 
under section 29-B of the Sea Customs Act, 1878 even at the initial 
stage pending investigation of the books.

The Ministry while confirming the aforesaid facts have, however 
replied that the demands in this case were issued at a time whon 
the practice of resorting to section 39 of the Sea Customs Act, 1878 
was in vogue and hence application o f section 29-B of the said Act

17



could not be contemplated then. They have, however, added that 
revised instructions were, issued in October, 1960 pointing out the 
correct procedure.

(b) Irregularities in payment of overtim e fees.

In the course o f test audit of payments of overtime fees to the 
Appraising and Examining officers of the Appraising Department of 
a major Custom House, the following irregularities resulting in 
over-payments to the extent of about Rs. €,013 were noticed.

(i) Double and treble payment of overtime fees for the some 
piece of work, by utilising the same documents and credit 
particulars in preparing the bills for different months;

(ii) Over-payments resulting from  errors in totalling the 
individual entries in respect of each official in preparing 
the bill for a particular m on th ;

(iii) Double payment of overtime fees for the same spell of 
overtime work for different parties.

The irregularity at item (i) above was rendered possible by the 
omission on the part of Custom House to keep a note of the pay­
ment of overtime fees to the officers, on the original documents. 
The irregularity mentioned at serial No. (iii) was mainly due to the 
fact that no proper care was exercised in endorsing overtime 
vouchers with particulars of amounts creditable to the Government.

Of the sum of Rs. 6,013, Rs. 5,972 have since been recovered. 
The Department has been requested to examine all the records 
relating to payment of overtime fees during the past years so that 
the amount of such irregular payments to each official, the frequency 
o f  overpayments and the total quantum of overpayments could be 
assessed. The Ministry while confirmmg the above facts have stated 
that disciplinary action has been initiated against the officials res­
ponsible.

16, Loss of revenue due to fraudulent alterations in Bills of Entry.
(a) The Internal Audit Departm ent of a Custom Bouse found 

that on a consignment of 18 cases of art silk yam  imported in 
October, 1964, a sum of Rs. 7,305-30 only had been collected as duty 
instead of Rs. 27,305-30 which was the correct amount of duty pay­
able on the consignment. The Internal audit branch raised an 
objection for the short realisation of Rs. 0,000. As no reply to this 
objection was received ^rom the Accounts Departments, enquiries
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w ere made which revealed that the objection along with the original 
B ill of Entry had neither reached the Accounts Department nor was 
it traceable in the Custom House. The duplicate copy o f the BiU 

o f  Entry was also found missing from  the Internal audit after it
was received there.

As the loss of both the copies of the Bills o f Entry appeared 
suspicious, departmental investigations were made which revealed 
that only a sum of Rs. 7,305-30 had been shown as paid m the pay- 
in-slip of the Cash Department, whereas the triplicate copy o f 
the Bill o f Entry obtained from the Custom House agent showed 
the amount of Rs. 27,305-30. On interrogation, an employee of the 
Custom House agent admitted having made fraudulent alteratio«s 
in  the amount of the duty stamp both on duplicate and triplicate 
copies In his statement he also implicated a clerk in the Internal 
A udit Department o f having conspired with him to defraud Govern­
ment revenues to the extent of Ks. 20,000 on this consignment. A  
demand for Rs. 20,000 has been issued to the concerned importers 
and the Custom House clearing agents. The clearing agents, it is 
stated, have inform ally promised to make the payment. The 
amount has not yet been paid. (December, 1965).

Further investigations carried out so far have revealed four 
m ore cases of fraudulent alterations of Bills o f Entry by  the sar»e 
clearing agent involving an amount of Rs. 44,725 98. In two o f 
these four cases, a lower amount o f duty has been paid by mani­
pulating the figure of duty entered in the duty stamp and in the 
rU t o f the tw o cases, no duty at all had been paid and the goods 
w ere cleared by affixing forged duty-paid stamps.

A  final report regarding completion o f the investigation is 
awaited.

(b ) A  case of loss of revenue in a particular Custom Hou»e on 
a c c o u n t  of fraudulent alterations in Bills of Entry was reported in 
para 21 of the Audit Report (civil) on Revenue Receipts, 1965. A  
.im ilar case was reported from another Custom House in March, 
1965. The facts are as under

Since 1961 a group of persons two of whom possessed customs 
passes issued to them as clerks of licensed Dalals were unauthorised- 
IV operating as clearing agents in collusion w ith  some Custom 
House Agents and Dalals, and were defrauding customs duties by  
tampering with the quantities declared in the Bills o f Enlry, for
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goods like art silk yarn and unexposed cinematograph films assess­
able at specific rates of duty. The duty defrauded in 38 consign­
ments worked out to Rs. 1,70,381. The full extent of the fraud on 
all the consignments cleared by the group is reported to be still 
imder investigation.

17. Short levy due to omission to revise incorrect assessment on 
receipt of a tarifi ruling.

According to executive instructions issued by the Central Board 
of Revenue in 1924, when a ruling issued by the Central Board of 
Revenue or the Government of India in the interpretation of the 
Customs Tariff shows that the practice of any Custom House in 
the assessment of goods has been incorrect, ordinarily no proceedings 
shall be taken under section 39 of the Sea Customs Act, 1878 if it 
appears that duty has been short levied previous to the receipt of 
the ruling in the Custom House.

Aircraft materials of special shape or quality are assessable to- 
duty at a concessional rate under an, exemption notification dated 
21st December, 1957 of the Government of India. In a tariff ruling 
issued by the Central Board of Revenue in February, 1961 it was 
ordered that items like paints, varnishes, thinners, adhesive cement 
etc. are general purpose articles and could not be regarded as Air­
craft materials qualifying for assessment at the concessional rate. 
In a Custom House, such articles were being assessed wrongly as 
Aircraft materials prior to the receipt of the tariff ruling. The 
Board’s ruling of February, 1961 was given effect to in that Custom 
House with elfect from May, 1961, the date on which the ruling 
was received in that Custom House. However, no action was taken 
to recover the differential duty on paints, varnishes, etc. imported 
and assessed as aircraft materials at the concessional rate prior 
to that date, but on which no duty had been paid at the time of 
receipt of the tariff ruling.

It was pointed out in audit (June, 1962) that the Board’s instruc­
tions of 1924 would only apply to cases where duty had already 
been actually short levied prior to the receipt of the tariff ruling 
and not in cases where only the assessment had been made without 
the duty thereon having been paid by the parties. The Custom 
House did not agree and referred the matter to the Board in 
November, 1963. The Board agreeing u ith  the views of Audit 
clarified in October, 1964 that all assessments on which dutv had 
not been paid as on the date of receipt of a Tariff ^
House should be subjected to the higher duty as per the ruling
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The Ministry have repUed that on a review of the past importa­
tions it was found that 20 cases involving a total duty o f Rs. 31,947 
required revision on the basis of the tariff ruling and 30 more 
relating to the year 1961 remained to be reviewed. (December.

1965).

18. Delay in the disposal of confiscated goods.

Confiscated lead pencils worth about Rs. 1,83,000 were lying 
undisposed of since 1958 onwards m. a Land Customs Collectorate. 
In 1961, Audit suggested that in order to avoid damage or depre­
ciation in the value of the goods, the goods might be utilised 
departmentally in accordance with the Board’s general instructions. 
In reply to an audit query in 1964 regarding utilisation as suggested, 
the department furnished the following particulars

fO  Total value o f pencils supplied to —
( a )  R a i lw a y s  . . • • • • •  J

(b) Other Govt. Departments. • • • •
(2 )  Total credits received so far from Railways and other

Govt. Departments . • • •
i ,4 4 , i 6 i -6 2

(3) Undisposed o f penc : . .

The pencil, remaining u„dW »Bed of have been sent to another 
Custom House tor disposal. These pencils along w „h  other stocks 
ot confiscated pencils reeei.ed different Custom Bouses
remaining stacked in the Custom House godown. tor a long per.od 
awaiting their disposal by the Controller Stationery and Prmtmg, 
rurther delay in their disposal is likely to damage and deteriorate the 
p » c ils . The Ministry have reported that the r.pre.ental.ve ol the 
Stationery Offlce had inspected the pencils and sorted them out m 
April. W 5  and that efforts are being made to dispose of the balanfe 
by the Collector of Customs.

19 Other topics of interest.
During scrutiny of the records o f a major Oostom House it was 

observed that there bad been .ro proper coordination between the 
Port Trust and the Custom House in the matter of landM  goods. M  
r e s u l t ,  duty was not recovered on certain packages landrf but sub-
sequent y found missing. The total number «  suĉ h p a ^ g e s  and

r i involved, during the period 1st April,
lt5 6 r3 T sT M a rcT l9 6 5  as estimated by the Custom House were 2867 
packages and Rs. 7,52,286 respectively. The Custom House could 
not intimate the value of missing goods.
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Particulars of similar instances in other ports are awaited.
The Ministry have replied that the duty on 749 packages amount­

ing to Rs. 3,74,500 (arrived on a notional estimate) could not be re­
covered in the absence of a specific provision in the Sea Customs Act, 
1878 and as regards the remaining cases dealt with after 1st February, 
1963 they had the power to forego the revenue under the Customs 
Act, 1962.

20. Arrears.
The total amoimt of customs duty remaining unrealised as on 

31st October, 1965 was Rs. 47-46 lakhs as against Rs. 112-08 lakhs 
for the corresponding period last year. Out of the sum of Rs. 47-46 
lakhs, Rs. 22-16 lakhg have been outstanding for more than one year.

21. Remissions aiid abandonments of revenue.
The total amount of Customs Revenue remitted, written or 

abandoned during the year 1964-65 is Rs. 14,93,046.
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CHAPTER i n  

U n io n  E x c is e  D u t o b

22. The receipts under the Union Excise Duties during the year 
1964-65 were Rs. .801-51 crores, registering an increase of Rs. 71-93 
crores over that of the previous year. This increase has occurred 
mainly in respect of the following commodities:—

(1) Refined Diesel Oils and Vaporising Q a
(2) Cotton Yam.
(3) Tobacco.
(4) Iron and Steel Products.
(5) Motor Spirit.
(6 ) Rayon and Synthetic Fibres and Yam.
(7) Kerosene.
(8 ) Motor Vehicles.
(9) Artificial or Synthetic resins and plastic materials.

(10) Iron in any crude form.

23. Results of test audit in general.
A  test audit of the documents and records maintained in the 

offices of the Chief Accounts Officers and in 1439 out of 2323 Central 
Excise ranges, revealed under-assessment and loss of revenue to the 
extent of Rs. 5 ■83 crores, as summarised in the following table

Name o f the commodity

Tobacco 

V. N. E. OUs 
r*inti 
TyK»
Cotton Yarn 

Cotton Fabrics 
Refrigeration and Air-Conditioning appliances

Odwi Commodities . . • •

T otal

Total imount o f 
andei-assessment

(Rs. in laklu)

199-75
I2 -8I
li-ao
afi'oo
38 » l

2j».33
>4-75
52-90

383-65
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The under-assessments/losses of revenue have arisen mainly on 
account of the following: —

(R s. in  lakhs)

(а) W r o n g  fixation o f assessable values • • • 41-12

(б) Non-levy o f  duty on goods cleared as pre-excise stock 1 ’ 45

U) Under assessment/loss o f revenue arising from misdassi- 
fication......................................... ..... ■ ■ ■ ■

( i )  Incorrect appUcation o f exemption orders . 58-17

(«) Assessment at lower rates o f duty • • • ■ I94 '89

( f )  Other failures to apply the provisions o f the Act cor­
rectly and p r o m p t l y ....................................................

24

221-51

T o ta l  . 583 -65

The more important cases of the under-assessments and losses of 
revenue are discussed in the following paragraphs.

24. Under-assessment/loss of revenue arising from wrong fixation 
of assessable values.

(a) In terms of ‘Explanation’ under section 4 of the Central 
Excises and Salt Act, 1944, “ no abatement or reduction of declared 
ex-factory price” shall b e  aUowed except in respect of ‘trade dis­
count’ and “the amount of duty payable” for the purpose of ascer­
taining the assessable value of an article subjected to ad valorem  
assessment. Where, however, the declared price includes elements 
which are attributable to post-factory processes and thereby refer­
able to the sales organisation, as distinct from  the manufacturing 
unit proper, the Board in a clarification issued in November, 1957 
instructed that such elements should first be excluded from the 
declared price to arrive at the ex-factory price.

In the case of a foot-wear manufacturer whose declared price 
was inclusive of (i) sales organisational expenses, (li) trade dis- 
coimt and (iii) Central Excise duty element, it was noticed in 
Audit that a “flat discount” on accoimt of (a) their expenses like 
distribution charges, travelling expenses, advertisement expenses, 
etc which were referable to sales organisation and (b) trade dis­
count both being at a stated percentage of the declared price, was 
allowed to be deducted from  the declared price of the footwear for 
the purpose of ascertaining the Central Excise duty element included 
therein. B u t  i n  terms of the provisions of aforesaid Act and also 
Board’s orders of November. 1957, referred to above, ex-factory 
orice s h o u l d  have first been ascertained by deducting the salea
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organisational expenses (at the stated percentage of the declared 
price) from  the declared price. Trade discount is one of the 
elements of ex-factory price and is calculated at the stated per- 
■c-ntage of the ex-factory price and not of the declared price if such 
declared price includes sales organisational expenses. The deduc­
tion of the ‘flat discount’ from  the declared price thus resulted in 
lowering the ex-factory price and thereby the assessable value. This 
resulted in a loss of revenue to th^ extent of Rs. 9,60,821 for the period 
from  March, 1964 to October, 1964.

The draft para was sent to the Ministry on 10th November, 1965 
and the Ministry replied in February, 1966 that the method of w ork­
ing out the assessable value is being ascertained.

(b) The duty on patent or proprietary medicines was levied by  
the Finance Act of 1961 under Tariff item 14-E. The duty is on 
ad valorem  basis and statutorily the assessable value is to be fixed 
in accordance with the provisions of section 4 of the Central 
Excises and Salt Act, by finding out the wholesale cash price. How­
ever, the Central Board of Revenue issued instructions in April, 1961 
stating that where a manufacturer voluntarily agreed to declare his 
wholesale price at a rate which was not less than 25 per cent, low er 
than the pubUshed retail price for medicine, the assessing officer might 
accept such price for the purpose of assessment without insisting on 
production of evidence for verifying the wholesale price. This 25 
per cent is towards discounts allowed on the consumer’s list price. In 
another circular issued in September, 1961, the Board confirmed that 
if the actual discount ascertainable in any case was less than 25 per 
cent only the actual discount should be taken and not the higher per­
centage of 25. The ingredients of the Board’s order were thus : —

(1) that the value declared should be not less than 25 per cent, 
low er than the published retail p rices ;

(2 ) that the acceptance of this was discretionary with the 
Collector who was not prevented from verifying the actual 
figures in any particular case :

'(3) that if the actual discounts were lower than 25 per cent, 
only the lower discounts should be allowed.

In September, 1961, however, the then Secretary, Revenue Depart­
ment, during his visit to one o f the Collectorates issued verbal instruc- 
tions that the intention of the orders issued in April, 1961 was “ to 
accept the assessable prices strictly within Section 4 or the publicised 
retaW prices less 25 per cent or nett trade prices less 10  per cent 
u^hichever m ay he in favour  of the as.’̂ essee and that there was no 
intention to verify whether the actual discounts granted worked out



to the above percentages” . Following the verbal instructions, the 
Collector allowed the higher discoiuits of 25 per cent or 10 per cent, 
without verifying the actual discounts and asked the Board to confirm, 
specifically, Secretary’s verbal instructions in this regard. The Board 
did not confirm these instructions but on the contrary clarified in a 
letter issued in March, 1962 that the percentages of 25 and 10 were 
the maximum admissible and that if a manufacturer declared a 
lower discount, the assessable valtie should be determined only with 
reference to such lower discounts. Even after the receipt of this 
clarification, the wrong procedure of allowing the maximum discounts, 
was continued in some cases till 19th May, 1962. Thus, as a result 
of Secretary’s verbal instructions which were illegal and which he 
subsequently failed to confirm in writing, Government lost a revenue 
and manufacturers in a particular region gained an advantage of 
Es. 1,97,570 during the period from 26th April, 1961 to 18th May, 1962. 
Further, in Audit’s view, it is doubtful if the instructions issued 
regarding determination of assessable value in this case, by allowing 
discounts with reference to the consumer’s price or the retailer’s 
price are in accordance with the provisions of Section 4 of the Central 
Excises and Salt Act, 1944.

(c) Central Excise duties are leviable on refrigerators on an ad 
valorem  basis. Under section 4 of the Central Excises and Salt Act, 
1944, the value for purposes of assessment shall be the wholesale 
cash price for delivery at the place of manufacture or the nearest 
wholesale market. From this wholesale price, no abatement or re­
duction shall be allowed in determining the assessable value except 
in respect of trade discotint.

According to the orders of the Government of Indie, any dis­
count which has been allowed only under a particular contract and 
is not generally available to any independent wholesale purchaser 
is not admissible for deduction in ascertaining the assessable valu« 
of the article. The Government of India had further clarified that 
any price charged to a sole selling agent o f distributor is not an 
acceptable price for purposes of assessment.

A  factory manufacturing refrigerators in one of the Collectoxates 
was, under an agreement, allowing to its sole selling agents a trade 
discoimt of 10 per cent. This trade discount was not allowed to any 
independent dealer other than the sole selling agents. The factory 
wa,  ̂ deducting this trade discount even in respect of the refrigerator 
cleared from the factory premises to its own show-rooms. Tne fac 
tory wa* paying excise duty on the assessable value arrived at after 
deducting thia discount in r^pect of the sales to sole selling aeent* 
and the clearances for the show-room. s agent*
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^  irresular deduction of trade discount in the
sales t o ^ s o l e ^ s «  t“

“ 7 f5 4 r fo r  the period l o m  March, 1961 to March. 1964. On this 
S n g  p o r te d  out, a supplementary demand has been .su e d  by the

Department. *v,„ assessable values of chinaware and
r /e  in t l f S s e  of a P ^  manufacture, were fixed

rporcelainw >_ quarterly periods from  October. 1962 to
■in December, 1964 ?  „v,pr than those declared by the manu-
D e c e m b e r ,  1964 at^amoun^s^^^ the subsequent quarterly periods were

S o ^ 'h ig h e r  The manufacturer represented against the fixation of 
a l s o  nigner. _ manufactured by him were allowed
" t l f c ' / o T  h bond, a. the prices declared by  him.
clearance, on manufacturer, while selling the goods

t o  the differential duty am o««tln8  t ,  Es. 77,739 »  recovered
Deoartment has issued a demand for the recovery of this

11 for the recovery of the differential duty from  ■amount as w ell as lor tne i J InUlrs
O ctober, 1962 to December, 1964, amountmg to Rs. 2 75 lakhs

(e) Iron and steel products are assessable at 5 per cent ad v a lo r ^ .  
I t  wa noticed that in two factories the wholesale cash price, on the 
t  nf Which assessable value was fixed, had been determmed in- 
c o r L t ly .  Consequently, there was an under assessment of Rs. 78 100 
:* r ro th  these cases for the period December, 1962 to February, 1964. 
O n this being pointed out, necessary demands were raised and the

FoTtte^ 'Sterm ination of th,» assessable value, deduction Is 
allowed from the declared price (inclusive of duty) to the extent of 
"h e  amount of duty payable by the manufacturer. It was however. 

 ̂ 4. ■ rase of two tyre manufacturers, deduction onnoticed that in the ase of

account of basic at the full rates notwithstand-
.j>vcise duty in anotner, was , , . . ,
Z  the fact that one of these factories did not pay any special ex-
Tise duty at all and paid basic duty at a concessional rate and the
Tther factory had paid special excise duty, at less than full rate,

undCT an has resulted in an under-assessment-]^is.rregularuym assessni

On t S n g  pointed out, the Department has so far 
31st May, 1965. On this
raised demands to the extent ■ >
267  AGCR—5.



(g) The price o f certain refrigeration and air-conditioning machi­
nery was approved by the department for the purpose of levy o f 
excise duty on ad valorem  basis during the period from March, 1962. 
to February, 1965. However, the manufacturer was charging from, 
the wholesale dealers, warranty, packing, forwarding and publicity 
charges in addition to this. Since these charges form part of the 
wholesale price, the Department was requested in June, 1964 to 
review the assessable' value of the machinery. The assessable value 
was revised upward with effect from 22nd February, 1965 after tak­
ing into account the above-mentioned charges. A demand for differ­
ential duty amounting to Rs. 64,920 for the period from 20th Novem­
ber, 1964 to 21st February, 1965 was raised against the manufacturer 
and realised.

The Department has been requested to work out the loss o f  
revenue for the period from March, 1962 to 19th November, 1964 as the 
claim on this account has become time-barred. The Ministry have- 
stated that the figure of loss of revenue is being ascertained and steps, 
are being taken to fix responsibility for the lapse.

25. Non-levy of excise duty on goods cleared as pre-excise stock.
Electric wires and cables became dutiable with effect from 24th 

April, 1962. The Central Board of Revenue issued instructions that 
stocks of electric wires and cables which were in a fully manufac­
tured condition and ready for delivery on the midnight of 23/24. 
April, 1962 wer,e to be treated as pre-excise stock.

In one factory in a Collectorate, it was noticed that a number o f' 
drums of cables had been allowed clearance without payment of duty 
as pre-excise stock after 24th April, 1962 even though these articles 
had not been included in the pre-excise stock declaration filed by 
the manufacturer. On this being pointed out, demands for Rs. 30,605: 
were raised and recovered.

The Ministry have stated that the circumstances in which irregular 
clearance was given without payment of duty are being enquired 
into.

26. Under-a^sessment/loss of revenue arising from misclassificatioiu
(a) The T arff definition of Patent or Proprietary medicines w a» 

revised with effect'from 24th April, 1962 to include under this item, 
such preparations which had on themselves or their containers a name, 
mark svmbol. iTwno,£<ram or a label inrlic ting the connection between 
the medicines and the person who hnd the right to use the name or 
mark In December, 1962, the B .irrt clarified that if a label was used
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so as to highlight the name of the manufacturer to a greater extent 
than that of the name of the medicine, the preparation would fall 
within the revised definition of the Tariff item and attract levy of 
duty. It has come to notice that there were delays even upto Aug^ist, 
1963 in examining the labels of medicines to determine whether they 
fall within the revised definition. Recovery of duty in respect of 
these cases was not made until the date of communication of the 
results of scrutiny of the labels to the manufacturers. In some of 
the cases that have come to notice, the loss of revenue on account of 
such delays amounted to Rs. 1,94,148.

(b) Tablewares are chargeable to duty at 15 per cent ad valorem 
while other articles of chinaware and porcelainware under category 
“not otherwise specified” are to pay duty at 10 per cent ad valorem. 
Conventional items of tableware like vegetable dish, bogithala, 
Kashmiri bowls, tumblers, etc. which are generally associated with 
dinner sets in Indian homes were assessed in one Collectorate at 
10 per cent ad valorem  instead of at 15 per cent. Audit pointed out 
in September, 1963 that these items should be properly classified 
as tablewares but no action was taken by the Collectorate to rectify 
the assessment until the Central Board of Excise and Customs pointed 
out the same misclassification in February, 1964. On account of the 
wrong classification, there had occurred a loss of revenue to the extent 
of Rs. 30,702 for the period August, 1962 to February, 1964.

Similar misclassification relating to Kashmiri bowls in another 
Collectorate also came to the notice of Audit resulting in a loss of 
revenue to the extent of Rs. 17,036.

(c) Offset paper weighing 85 grammes and above per squart 
metre is not used for printing or writing but for drawing as reported 
by the Tariff Commission in 1959. Having regard to this, the Central 
Board of Revenue clarified in August, 1963 that such paper should 
be assessed under Tariff item 17(1). However, it, was noticed in 
Audit that such paper cleared by a factory during the period August 
1963 to April, 1965 was assessed at a lower rate of duty treating it 
as falling under item 17 (3) instead of at the higher rate applicable. 
This incorrect classification has resulted in a short-levy of Rs. 1,49,409. 
The department has since i-aised a demand in May, 19C5. Report of 
recovery is awaited.

The Ministry, while admitting the audit objection, have replied 
that the initial misclassification arose becau.Se the local Central Excis? 
officers misinterpreted the Board’s ruling of August, 1963.

V I''.
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(d) Tractors are assessable as motor vehicles with effect from 
1st March, 1960. Tyres for tractors should also, therefore, be classified 
and assessed as tyres for motor vehicles under Tariff item 16(1). 
The rate of duty for tyres of motor vehicles is 40 per cent ad valorem.

It was, however, noticed in one factory that tyres for tractors were 
assessed at the lower rate of 15 per cent treating them as “ all other 
tyres” instead of at the correct rate of 40 per cent. Consequently, 
there has been an under-assessment to the extent of Rs. 20,27,722 
during the period from 1st January, 1963 to 30th June, 1964. On this 
being pointed out by Audit in August, 1964, the Government of India, 
issued a notification on 3rd April, 1965, exempting tractor tyres from 
so much of the Central Excise duty as was in excess of 15 per cent, 
in order to regularise the under-assessment. Recoveries of past 
arrears have been avoided by giving retrospective effect to the notifi­
cation from 1st March, 1960.

(e) According to an order issued by a Collector of Central Excise 
on the 17th January, 1964, only glass tubings of 4 to 10 mm bore and 
1 mm wall thickness, if made from neutral glass, were to be assess­
ed at 5 per cent ad valorem  as “ laboratory glassware” under Traiff 
item 23A(2). As this order was to take retrospective effect subject 
to rules of limitation, glass tubings of the above size not made 
from neutral glass and those of other sizes were to be assessed under 
Tariff item 23A(4) at 15 per cent ad valorem  with retrospective 
effect. It was however, noticed in the case of one glass factory that 
glass tubings of sizes other than 4 to 10 mm bore and 1 mm wall 
thickness made from neutral glass were assessed to duty at the rates 
of 5 per cent and 10 per cent ad valorem  respectively instead of at 15 
per cent ad valorem. Besides, no demand for special excise duty 
leviable prior to the 1st March, 1 9 6 4  had also been raised. On these 
omissions, being pointed out, the Departmont raised demand for 
Rs. 32,327 for the period from 1st Match, 1961 to 30th November,.
1964.

27. Incorrect application of exemption orders.

(a) Under a notification issued i»  A p r il,  1962 by the Government 
of India, which was amended in June, 1962, the first 20,000 sq. metres 
of cotton fabrics cleared in a month for home consumption from any 
processing factory are exempt from payment of duty in excess of the 
duty leviable on such fabrics at the time of the entry into the factory. 
Whil.' auditing th<- assessments of some of the processing/dye 
it was noticed that cotton fabrics bleached in one factory and cleared



• processor for dyeing/printing wer®
under bond to an mdep applying the exem ptioa
cleared free of duty from  ^bove. It was noticed that
relating to 2 0 ,0 0 0  s ' ! - - a g a i n s t  the 2 0 ,0 0 0  sq. metres quota
ti,e clearances were ^ ^ ,3 5 3  „ f  that
of the first factory. As o y
leviable at the time of J  ^  duty payable
b . , „ m p t e d , i t w a s h d d m  , ,

at the time of °   ̂ their final clearance from  the second
recovered  in full at the t amount
factory and only that portion of t o

payable at * e  time o 20.000 sq. metres quota o f the
cou ld  b e  exem pted w W e co m p ^ ^ J  by  the Collectorate
second processor. Accepting the views o f
amounted really to an evasio clearances from  24th A pril,Audit, the collector renew ed ^

1962 and has raised demand

rfl.^tion issued in November, 1963, sugar
(b) According to a ^otifica

produced in any factory in  ̂ 9̂ g5

auring the 1 9 6 3 , which is in excess of the quantity
and ending with 31st O'^^ober ^„„esponding period in 1962, is
produced by the factory d g standard rate. Audit
entitled to a concessional rate J  ^^3 this concession was al-
noticed that in the case by  them in 1963 even
lowed on the entire quan 1 y  factories during the
though there « . s  „ „  p » d „ c
corresponding period admissible only on the quantity
cation the concession  ̂ the normal
o f sugar produced y corresponding period o f
quantity ^^^tory which did not produce any sugar at
1962 and cannot app y agree with this view  and held
,11  , „  1962. ■ »*  „ „  M gat was produced In 1!W2, the
that in the case of a ^  , tion of 1963 should be deemed to be the 
entire quantity o f concessional rate. It may be men-

“ „“ S  th ,T ^ ™ h "n  interpretation would be unrealistic, b e c a t . e : -
„vtpndina the concession does not apply 

? o \ T .c to rV w l.t c l , ju t uot produce any quantity of sugar

during 1962^ ^^^gsion to a factory which did not pro-
(ii) extending the con anamoly o f a

duce any sugai" at
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higher rebate being given to a t a l l e r  quantity of pro­
duction in the case of such a factory as compared to a 
factory which produced a much larger quantity of sugar . 
in 1963 and had also produced sugar in 1962.

The'total amount of concession incorrectly given to all such sugar 
■ ,actorL  has not been ascertained, but in respect of two "  men- 
.tioned above, there was a loss of revenue of Rs. 2,71,182.

The rates of duty under the compounded levy scheme for
■ vegSable non-essential oils were laid down by the Government on 
S  L i s  ot the ..ormal production of e x p o t o  and were re ated to 
xne octb pv-Dpllprs with reference to the length and
the dimensions of such expellers If the dimensions were
diameter of the chamber of ^  ^
UBher the

” f chambers of the expellers by omitting the space occupied by
Of the Cham inserted at the ends o f  the chambers.
J h e s T l e ^ S  were also accepted by the departmental officers and 
duty was charged accordingly.

In April, 1962, the error was realised by the Department and in 
c  f j h p r  1962 the Collector issued instructions for re-assessment 
Septembe , ’ original dimensions of the expellers.
o f duty 0  accordingly disregarding the reduction in length

- - d  for short-levy of duty of
T  Tl 32 lakhs till- September, 1962 in respect of 141 units. The
S lle c to r  also reported the matter to the Central Board of Revenue 
Collector F short-levy was due to erroneous action
Etatmg inter ata  ̂ mis-statement of facts by
T  T f  c m r t s  m e  demands for Bs. 11.32 lakhs were subae- 
a i n T y  withdrawn by the Collector under in.touctions of the Board,
the grounds for withdrawal inter aha being;

(i) the reduction was initially accepted by the local Central 
Excise officers; and

(ii) the demands were partially time-barred.
in plain (straight) reel issued in ‘hanks’ was exempted 

(d , t „d er a notification issued in February, 1963. In the case 
Irora u y manufacturing cotton yarn, exemption was, how-
of tw o ac on  cotton yarn issued in ‘hanks’ without

whether the yam  was of cross reel or plain (straight)
. ijeing pointed in Audit, the records of the factories 

w ^ e  exam ined in detail by the departmental authoiities and as a



w eult it was found that yarn in cross reel was being irregularly • 
exempted from Central Excise duty. The amount short levied came 
to  Rs 75 780 in two Collectorates. This amount has since been 
realised The Ministry have replied that the circumstances in which 
the local Central Excise officials failed to assess cross-reeled yarn, 
are being looked into and such action, as may be warranted, w ill be

Under instructions issued by Government relating to levy of 
tobacco excise duty, the assessment of tobacco must be based on 
the condition in which it is presented for assessment and the tobacco 
must be physically identifiable as such for assessment under the 
relevant Tariff Stalks of tobacco are entitled to preferential rates of 
duty Accordingly, they should be assessed as stalks only when they 
are identifiable as such. Stalks when broken into bits or crushed 
into powder cannot be assessed as stalks but should be assessed at 
a  h i g h e r  rate applicable thereto. It was noticed in a Collectorate
that during the period 1st April, 1963 to November, 1964, crushed 
stalks were assessed at the incorrect preferential rates On account 
o f this, there had occurred a loss of revenue of Rs. 26,72,463 for this 
neriod This practice was continued even after the Central Board 
o f Excise and Customs clarified in a letter issued in December, 1964 
that crushed stalks should be charged at higher rates. The under­
assessment due to collection of duty at a lower rate after the issue 
o f  the clarificatory letter worked out to Rs. 3,97,532

(f) Under a notification issued in October, 1960, manufacturers 
producing water-paintg. oil-P«ints and enamels whose total_ output 
taken together did not exceed 150 metric tonnes in a financial year 
were granted exemption from duty in respect of the first 50 metric 
tonnes of their clearances in a year. The Government clarified in 
February, 1964 that this concession was applicable only to manu­
factures who produced both water-paints and oil-paints and enamels 
and not to those who produced water-paints alone or oil-paints 
and enamels alone in a year. It was noticed in Audit that several 
manufacturers, who produced only one of these items, namely oil 
paints and enamels or water-paints, were given the benefits o f the 
concession, even though the notification was clear that it should be 
applied only to cases of manufacturers who produced both hese items. 
By extending the concession contrary to the notification the Depart- 
ment has lost a total duty of Rs. 7,63,085 m four Collectorates alone 
Tftm- the draft para had been sent to them, the Mini.^try have issuec 
a  notification (on 18th December, 1965) with retrospective effect 
L m  1st October, I960 extending concession to manulacturovs pro 
ducing only one of these items.
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(g) Motor vehicles fitted with duty paid internal combustion. 
e n g S s  are exempt from so much of the duty (including counte^ 
vailing duty) leviable thereon as is equivalent to the amount of d u ^  
already paid on such engines. It was subsequently clarified b y  
the Board that the exemption granted to the interna combustion, 
engines going into the manufacture of a motor vehicle would in­
clude every thing that the internal combustion engine is made oL 
It is apparent that the Board’s clarification will not apply in respect 
of accassories not fitted to internal combustion engines as an mtegral 
part of such engines.

A  manufacturer imported unidirectional dyna-starters (electric 
motors) and paid countervailing duty at the rates applicable to- 
electric motors. These starters were fitted as accessories to the 
internal combustion engines, which were fitted to the motor vehicles 
c l e a r e d  b y  t h e  manufacturer. The incorrect exemption granted 
towards countervailing duty on these dyna-starters fitted only as 
accessories, resulted in a loss of revenue of Rs. 78,874 (approximate) 
for the financial years 1963-64 and 1 9 6 4 -6 5 .

In their comments, the Ministry have stated that the Collector a t  
Central Excise is being advised to raise demands for duty.

28. Assessment at lower rates of duty.
Soecific rates of duty have been prescribed for cotton fabrics-

depending on the average count of yarn used in such fabrics. By a
noUfication issued in June, 1962. the Central Government made the- 
levy applicable at two stages .

(1) at the grey stage ; and
(2 ) at the processed stage.

The rate at the processed stage is an additional levy depending on. 
the type of processed cloth and is Payable on the duty-paid or- 
exempted grey cloth used for processmg. Duty is thus, leviable 
firstly on the full quantity of grey cloth produced at the rates pres­
cribed and a further duty is recoverable on the processed fabrics- 
cleared as such at the rates appropriate thereto.

It was seen in Audit that in certain factories which had the facilities 
of clearing the grey cloth for processing in bond, the duty finally 
levied and recovered on the grey cloth so cleared was based on the 
quantity of processed cloth actually produced therefrom and not on 
the larger quantity of grey cloth which had been removed in bond. 
This was because a portion of grey cloth got converted into fents, 
rags and chindies at the Ume of processmg. As under the terms
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of the notification issued in June, 1962, duty recoverable was on the 
full quantity of grey cloth issued in bond, the Government has lost 
revenue to the extent-of Rs. 1,93,50,840 in seven Collectorates only.

The Ministry have replied that it was not the intention that the 
grey stage duty should first be recovered and only should the duty- 
paid cotton fabrics allowed to move to a processing unit. The Law' 
Ministry, however, expressed the view that the language of the 
notification issued in June, 1962, points to the conclusion that the 
intention is that the duty should be calculated at each stage, viz.,
(i) grey stage and (ii) processed stage, whether such processing 
takes place in a composite mill or in a separate unit to which the 
grey fabrics might have been removed in bond. It is interesting to 
note that although the language of the notification issued in June,
1962 was thus clear and specific, the Collectorates continued to violate 
its terms which has resulted in the loss of revenue mentioned above.

29. Other Omissions and Irregularities.
(a) Under assessment of tobacco cured in whole leaf form and 

used /o r  the manufacture of biris.

The Finance Act of 1959 amended item 4(I)(5) of the First Schedule 
to the Central Excises and Salt Act, 1944, and prescribed that non­
flue-cured tobacco of certain physical specifications if not actually 
used for the manufacture o f cigarettes, smoking mixtures for pipes 
and cigarettes and biris would be subject to duty at 50 P per Ib. An 
explanation was also inserted under the Tariff item to th^ effect that 
such varieties of unmanufactured tobacco used in the manufacture 
of* biris as the Central Government, by a notification in the official 
gazette, may specify in that behalf, shall not be deemed to fall with­
in sub-item (5) of item 4(1), but shall be subjected to the higher rate 
o f duty as specified in sub-item (6 ) o f item 4(1).

Thus, under the substantive part of the Tariff item 4 (I) (5) as 
amended in 1959, tobacco cured in whole leaf form and packed or 
tied in bundles, hooks or bunches or in the form of twists or coils 
is to be subjected to the lower rate of duty if two conditions are 
satisfied; (a) it had to conform to the physical specification prescrib­
ed and (b) it was not actually used for the manufacture of biris. If 
tobacco cured in whole leaf form was actually used in the manufac>- 
ture o f biris it would be subject to the higher rate of duty under 
item 4(1) (6 ), since such tobacco would fall outside the scope o f item 
4(I)(5) (iv).
267 AGCR—6 .
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It was, however, noticed in Audit that in some of the Collec- 
torates, the higher rate of duty was not levied in respect of the 
tobacco cured in whole leaf form, even though it was known that 
the tobacco was cleared for use in the manufacture of biris. It has 
been explained that the higher rate of duty could not be imposed 
.in such cases till a notification was issued by the Government speci­
fying the variety as a variety used for the manufacture of biris. No 
such notification has been issued by the Government so far.

The omission to levy higher duty on the tobacco cured in whole 
leaf form but used in the manufacture of biris has resulted in loss 
of revenue of Rs. 1,68,49,359 during the years 1963 and 1964, in seven 
Collectorates.

(b) Failure to draw periodical samples and jailure to act promptly 
on chemical test reports.

A duty of 25P per kilogram was imposed on shoddy yarn from 
24th April, 1962. The Central Board of Revenue in a letter issued in 
April, 1961 had defined shoddy woollen yam  as yarn containing 95 
per cent, or more of shoddy wool having upto 5 per cent, of 
virgin wool or other fibres. It was noticed that in a Collectorate no 
attempt was made to draw samples of shoddy yarn manufactured by 
a factory till March, 1962. A  sample was drawn by the Sector Officer 
only on 29th March, 1962 and sent for analysis to the Deputy Chief 
Chemist. The Deputy Chief Chemist after analysis intimated the 
results on the 1st May, 1962 to the effect that the sample contained 
89-9 per cent, of wool (mainly shoddy) and 1 0 -1  per cent, of other 
fibres (regenerated cellulose). No action was, however, taken on the 
test report although the sample did not conform to the definition of 
shoddy yam. Subsequently, in' June, 1962, the Board issued a letter 
revising the definition of shoddy woollen yarn as yam containing 80 
per cent or more of shoddy wool. This definition was given retros­
pective effect and no demands were raised in this case.

The loss o f revenue in this case on account of non-levy of duty 
on the basis of the test report is estimated at Rs. 2,71,122 for the 
period from 1st March, 1961 to 2 2 nd June, 1962,

(c) Incorrect levy of duty based on weight instead of by volume.

Prior to 1st March, 1963, Central Excise duty on liquid paint could 
be levied on the basis of weight, if sold by weight, and on the basis 
of volume, if sold by volume. The duty on the basis of weight was, 
however, less than the duty leviable if assessment was made
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on the basis of equivalent volume measure. In one State, liquid 
paint could only be sold by volume with effect from  1st January, 1962, 
as the State Government prohibited the sale of such liquid paint by 
weight from that date.

Notwithstanding the above prohibitory orders of the State, liquid 
paints were cleared by weight, instead of by volume, in certain 
factories under two collectorates within that State and assessment 
was also made on the basis of weight. Since the licensee could seU 
the paint only by volume after 1st January, 1962, the Central Excise 
duty should have been levied on that basis under Tariff item 
14(l)(4)(iii) instead of by weight. By not doing so, the Government 
lost a revenue of Rs. 1,47,756 for the period from 1st January, 1962 to 
28th February, 1963.

The Ministry have replied that the Central Excise Department 
was not aware of the prohibitory orders in question issued by the 
State 'Government as no copy of the notification was received in any 
Central Excise formation upto 8th June, 1965 when a copy of the 
notification was obtained from the State Government by the 
Collector of Customs and Central Excise. In seven cases, verification 
conducted has since revealed that the paints had been sold by 
volume. In these seven cases, the differential duty amounting to 
Rs. 10,420 has since been realised. As regards the other cases, the 
legal position is stated to be under examination.

(d) Non-recovery of special excise duty.

One of the paper mills was clearing white pulp board on payment 
of the concessional rate of Central Excise duty contemplated in the 
Government o f India, notification issued m March, 1964. However, 
special excisa duty at 20  per cent, o f the basic excise duty prescribed 
in Tariff item 17 was omitted to be levied on such clearances. This
has resulted in a loss of revenue of Rs. 73,362 for five months. The
Ministry have stated that instructions have been issued to recover

the amount.
(e) U n d e r - a s s e s s m e n t  o f excise duty  or̂  iron and s te e l products.

The rate of excise duty on iron and steel products was Rs. 110The rate ox excise > ^
ner metric tonne with ellect from ’
L  reduced by Rs- 2 2  per metric tonne if the products had been 
manufactured from  old and used scraps, thus brmgmg the effective 
rate on such products to Rs. 88  per metric tonne with effect from

1st March, 1964.
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In one Collectorate, the excise duty on the products was recover­
ed at Rs. 38 per metric tonne from 1st March, 1964 to 30th Septem­
ber, 1965 after allowing a further rebate of Rs. 50 per metric tonne 
which was admissible if the product had been manufactured from 
ingots. The additional rebate of Rs. 50 per metric tonne was not 
allowable as the product had been manufactured out of old and used 
scrap and not from ingots. The duty short recovered on this account 
works out to Rs. 2,03,584.

(f) Loss of revenue due to withdrawal oj demands.
During 1960-61, a licensee received under bond, five consignments 

of tobacco coming under the Tariff description 4 I (6 ) . These consign­
ments were subsequently cleared (without subjecting the tobacco to 
any processing within the warehouse) during the period November, 
1960 to April, 1961. The description of the tobacco shown in the 
assessment documents, however, was tobacco other than fJue-cured 
in whole leaf form for b ir is -4  I (5 )(iv)” which carried a lower rate 
of duty than 4 1(6). The clearance at the lower rate of duty was 
permitted by the Department without verifying the physical form 
of the tobacco presented for assessment as required under depart­
mental instructions. Subsequently, the Department raised demands 
tor diiferential duty to the extent of Rs. 22,942. However, on a 
revision petition filed by the party, out of the sum of Rs. 22,942, 
demands amounting to Rs. 16,675 were cancelled on the ground that 
they were time-barred. The failure on the part of the Department 
to verify the correctness of the description noted by the licensee in 
the assessment documents and to ensure beyond doubt the physical 
form of tobacco, at the time of clearance, has resulted in the loss of
revenue of Rs. 16,675.

(g) Irregular refund oj duty.
With effect from  24th April, 1962 duty was payable on copper and 

copper alloys (containing not less than 50 per cent, by weight of 
copper). A  factory manufactured 1099-496 metric tonnes of copper 
rods out of copper bars imported to 24th April 1962 and on
which no countervailing duty had been paid. Initially, duty was 
charged at Rs. 100 per metric tonne on these rods but the entire duty 
o f Rs. 1 09,950 was subsequently refunded to the factory on the 
ground that the copper rods were rolled from pre-excise copper bars 
and that these were already in the market. The rods were fresh 
product and were cleared from the factory after introduction of duty 
and sw such, duty was payable. The refund of Rs. 1 1 0  Jakhs was 
thus, irregular.
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From  1st March, 1963 the duty on copper in crude stage (which  
includes bars and rods) was raised from  Rs. 100 to Rs. 300 per m etric 
tonne The same factory manufactured 2267-978 metric tonnes of 
coDPer rods out of copper bars imported prior to 1st March, 1963 
on w hich countervailing duty at Rs. 100 per metric tonne had been
naid When t h e s e  r o d s  were cleared from  the factory on or after
1st March 1963 differential duty at Rs. 200 per metric tonne was 
assessed and realised. But subsequently, the entire amount o f duty 
viz Rs 4  53,595 was refunded to the factory on instructions from  the 
Central Board of Revenue. The refund here was also irregular as 
the copper bars were processed into copper rods and were cleared 
after the duty had been raised by Rs. 200 per metric tonne and 
therefore, the differential duty was chargeable on the quantity clear­

ed as copper rods.

The Ministry have replied that the amount of duty of Rs. 1,09,950 
referred to in the first paragraph has since been recovered by 
adjustment in the account current of the party.

As regards the amount of Rs- 4-54 lakhs, the Ministry’s conten­
tion is that the copper rods produced out o f bars having paid duty 
at Rs 100 per metric tonne prior to 1st March, 1963, should not be 
subjected to duty again after 1st March, 1963, specially when the 
secondary producers manufacturing goods from another crude form  
^ ere  not subjected to licensing control.

30. Other Topics of Interest.
(a) Delay in withdrawing exem ption in the case of m ixed yarns.

Rayon and synthetic iibres and yarn are assessable to duty under 
Tariff item 18 at Rs. 9 per Kg. However, by  a notification issued 
in December 1956, the duty on staple fibre yarn was reduced to 
-  annas per lb and by subsequent notifications issued between 1957 
I d  1962, staple fibre yarn was completely exempt from  duty. In 
tbP case o f manufacture of mixed yam  spun out of terylene fibre and 
l o L n  fibre or terylene fibre and woollen fibre, the Central Board 

, Revenue issued instructions in April 1963, that they should be 
as cotton yam  or woollen yarn if the mixtures contained 

w  than 1 0  per cent, by weight of cotton or w ool, as the case 
be That i s ,  e v e n  i f  the mixed yam  contained 90 per cen t 

1 and only 10  per cent- cotton or woollen fibre they would
^ “̂ s e L d  as cotton or woollen yarn. Subsequently, in October 1964, 
^  !Lrv,ntion given to staple fibre yarn was withdrawn and the 
^ v e rn m e n t of India, by a fresh notification introduced higher rates



in respect of both staple fibre yarn and mixed yarn where the content 
of the natural fibre is not more than 40 per cent.

The Ministry have explained that the change could have been 
made only in October, 1964 after the exemption from duty in respect 
of staple fibre yam  was withdrawn. If this is so, it is not clear why 
the change made in October, 1964, could not have been made in 
April, 1963 itself by withdrawing the exemption in respect of staple 
fibre yarn to the extent it was used for mixing with cotton and wool.
If this had been done, the Government would have gainjed in revenue 
to the extent of Rs. 35 ■ 12 lakhs during the period between 1st April,
1963 to 15th October, 1964 in three Collectorates alone.

(b) Electric wires and cables are assessable to duty at 15 per cent 
ad valorem. Some varieties of the wires and cables had no whole­
sale market and were sold only at rate contract prices. Where there 
is no wholesale market for a product, for purposes of determining 
the assessable value the price at which articles of the like kind and 
quality are sold or are capable of being sold has to be ascertained.

It was noticed in two Collectorates that the Department accepted 
for the purpose of assessment different rate contract prices contracted 
by the manufacturers with the different parties for articles of the 
like kind and quality at the same time and not the highest price at 
which the goods were capable of being sold as contemplated in the 
Act. By thus departing from  the provisions relating to the fixation 
o f assessable values, a loss o f revenue of Rs. 2,67,293 has occurred 
during the period 12th June, 1961 to 30th June, 1963.

(c) Incorrect exemption given under Khadi and other Handloom 
Industries Development (Additional Excise duty on cloth) 
Act, 1953.

An additional excise duty in the form of ■'handloom cess’ is 
leviable on all cloth woven from any material including silk, artificial 
silk, staple fibre and wool, under the provisions of the Khadi and 
other Handloom Industries Development (Additional Excise duty on 
cloth) Act, 1953. Under that Act, the Government are given the 
power to exempt by notification, from  the whole or any part of the 
additional excise duty, any variety o f cloth which is for the time 
being exempt from the duty of excise imposed under the Central 
Excises and Salt Act, 1944. Thus, exemption, partial or whole, can 
be given from the handloom cess only on those varieties o£ cloth 
which are exempt from the duty imposed under the Central Excises 
and Salt Act, 1944,
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Cut pieces of cotton fabrics known as fents were wholly 'pxempt 
from basic duty till 29th February, 1960 after which date, this exemp­
tion was withdrawn and specific rates of duty were imposed.

However the Government of India issued executive instructions 
in February I960 that handloom cess would not be leviable on fents 
even after 1st March, 1960. The instructions were followed by a 
notification issued on 22nd April. 1960 exempting cut pieces of cotton 
fabrics from levy of handloom cess. The instructions issued by the 
Government of India and the notification which fol owed it, are 
nltra vires the provisions of the Khadi and other Handloom Industries 
Development (Additional Excise Duty on Cloth) Act, 1953. As this 
variety of cloth pays excise duty under the Central Excises 
and Salt Act, whatever be the rate of that excise duty, the Govern 
ment of India have no powers to exempt it from  the payment of the

^^''Fro°m27th April, 1962, fabrics o f cotton, w ool and silk manufac­
tured on handloom (when processed) were subjected to excise duty 
under the Central Excises and Salt Act, 1944. No additional excise 
duty in the form of ‘handloom cess’ was, however, levied and

’"‘" 'T re 'T m ou n rm volved  in this run to well over Rs. 30 lakhs and 
it is extraordinary that the exemptions should have been granted 
without even verifying whether the Government had power to do so.

(d) Arrears of Union Excise D uties*

below : —

Commodity

Unmanufactured tobacco 
Refined Diesel Oils 
V_ N. E. oils
Vceetable product . 
Paints and Varnishes 
Soap . 
paper . •
Cotton fabncs •
Iron and Steel products 
All other commodities

T otal

ng as on 1st April, 1965 in
1109-84 lakhs as given

Pending Pending Total
for more for more
tkan one than one

year month 
but not 

more 
than 
one 
year

239 09 73-45 3I2 -S4
I I -90 107-39 119-29
20-38 3-16 23-5430-79 -30 31-09
13-69 4-31 18-00
13-81 2-07 15-88
19-41 12-25 31-66
24-75 108-54 133-29

9-45 4-02 13-47
263-55 147-53 411 08

646-82 463-02 HO9-84

♦Figures were furnished by the Ministry of Finance,



(e) Remissions and abandonments o f claims to revenue*
The total amount remitted, abandoned or written-oft during 

1964-65 was Rs. 2,65,923. The reasons for remissions and writes- 
off are as follows; —
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No. of Amount
cases Rs.

Remission of revenue due to loss by
(a) F i r e ............................................................. 58 31852
(6) F l o o d ................................................... 57 25923
(c) T h e f t ................................................... 13 4879

, Abandonment or write-off on account of
(a) Assessees having died leaving behind no

62 16390
(b) Assessees being untraceble 32 68681
(c) Assessees having left India 12 1704
(d) Assessees being alive but incapable o f Pay­

i8o 101379ing d u t y ........................................
(e) Other reasons 42 15215

T o ta l 456 265,923

(f) Frauds and evasions*
The following statement gives the position relating to the number 

of cases prosecuted for offences under the Central Excise Law for 
fraud and evasion, together with the amount of penalties imposed 
and the value of goods confiscated: —

(i) Total number o f offences under the Central Excise Law
prosecuted in courts • • . • •. 25

(ii) Total number of cases resulting in conviction . . . .  11
(iii) Total value of goods seized • • .. Not available
(iv) Total value of goods confiscated .. .. Rs. 11,680
(v) Total amount of penalties imposed .. .. Rs. 6,22,455
(vi) Total amount of duty assessed to be 

paid in cases where levy of duty was
adjudged . .  ■ • .. ■ • ■ Rs. 31,33,276

(vii) Total amount of fine adjudged in lieu
of confiscation .. ..  • ■ • • • ■ Rs. 5,75,622

(viii) Total amount settled in composition .. Rs. i,io,312
(ix) Total value of goods destroyed after

confiscation ■ ■ • • ‘ ' ■ • • Rs. 63,239
(x) Total value of goods sold after con­

fiscation •• • • • • • Not availabla

•Figute* were ftmiishcd by the Ministry of Finance.



CHAPTER IV

CORPORATION ™ '

•51 The total proceeds from both Corporation Tax and Taxes on
■ other than Corporation Tax (excluding the portion of income-

sipned to the State Governments) reached a high
t a x  w h i c h  was assigned t to Rs. 456-80 crores, the
peak for the Rs. 13-27 crores and Rs. 2-74
highest ever ^ Sur-tax and Super-profits tax collec-

3 1 “  :;r c .iv X  ~
and 1964-65 are as under:

1 9 6 2 - 6 3  1 9 6 3 - 6 4  1 9 6 4 - 6 5

, 2 2 0 - 0 6  2 8 7 - 3 0  3 1 3 - 6 4

o i e r  th 'a n  Corpora'tion Tax . 9 - i 3 1 2 6 - 2 9  X4 3 - i 6

^9 Results o£ test audit in general.
During the period from 1st September, 1964 to 31st August, 1965;

TsessmenT of tax of Rs. 36-88 lakhs in 1408 cases. Besides this, 
^ v era l defects in following the prescribed procedure also came to

^^^oTthr totat o f 9141 cases of under-assessment, there was a short 
le w  of tax of Rs. 768-67 lakhs in 653 cases alone. The remaining

18 cases accounted for an under-assessment of tax of Rs. 95-81 lakhs. 
The position regarding the rectification of the cases o f under- 

ac<;pc:cTnpnt mentioned above is indicated
The position regaramg tne 

assessment and over-assessment mentioned above is indicated

b e l o w . No. o f Amoxmt o f tax
cases

U n d e r - a s s e s s m e n t  : ( I n  la k h s  o f  R s . )

/   ̂ or^being"
the Department of Revenue at einstanc 480-86

(6) c L e “  where nu V t e ^ o f
because o f  tune-oar resuiiu<» j j5

’ M  s„ta,5 » s ̂ V s tr y  and are under verification a a

■ examination in ano’t ■

(6) S w s  ' no recti'ficaton action i»
possible because o f t ^ ^ ^
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1200 29.38

10 0-42
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8-46

368-42

3-73
5-14

j- -Ro afi4-48 lakhs has been the result 33. The under-assessment of Rs. 8b4 laKns ndb
of the following lapses: —

fi"! Errors and Omissions attributable to
c a r e le s s n e s s  a n d  n e g l ig e n c e  a n d  f a i lu r e  t o  3 5

a p p ly  t h e  c o r r e c t  r a te  o f  t a x

(2) Incorrect determination o f income under 
the head ‘ Salaries . • • ■

(■o') Incorrect determinat'on o f income under
t h e  h e ^ d  ‘  H o u s e  p r o p e r t y  • • • ,

(4) Failure to compute the income from busi- go
ness properly ■ • ■ •

l<\  F a i lu r e  t o  c o m p u t e  t h e  in c o m e  f r o m  
S f v i d e n d s  a n d  in t e r e s t  o n  s e c u r i t ie s  p r o ­

p e r ly  . • • • • •

" IS S s S S  '
S i n  cases o f breach o f the cond.t.ons 
p r e s c r ib e d  i n  t h e  la w  . • • *

(7 ). I n c o r r e c t  c o m p u t a t io n  o f  
c a p it a l  g a in s  a n d  o m is s io n  t o  l e v y  t a x  o n

capital gains . • • •

(8 ) I r r e g u la r  s e t - o f f  o f  lo s s e s

(9 ) I r r e g u la r it ie s  c o m m it t e d  w h i ^ ^ a k i n g  ■
a S s s m e n t s  o f  f ir m s  a n d  p a r t n e r s  . .

(10) Irreg u la r exemptions and excess reUefs
g iv e n

(11) Failure to levy super-tax on companies 
correctly

(12) Failure to levy additional super-tax in the
case of companies . ■ • '

(13) Irregular grant o f refunds
(14) Non-levy o f penal interest -
( 1 5 )  Mistakes committed while giving effect

to appellate orders . • • •
(16) I n c o m e  e s c a p in g  a s s e s s m e n t

( 1 7 )  I n c o r r e c t  determination o f super profits,
tax and sur-tax . • • •

(18) Other lapses . . ’ ' '

Some instances of the types mentioned above are discussed i<>

the following paragraphs:
S4 Errors and omissions attributable to carelessness and negligenC'’ 

and failure to apply the corrcct rates of tax. 
fa-i A  n o n - r e s i d e n t  who had not opted to be assessed at the rate? 

appUcable to the world income, is required to pay income-tax at th^

44
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pnd super-tax at a flat rate of 19 per cent or at the 
“ 1 “  c a S ; "  the L a i  income whichever is higher.

nnn residents it was noticed that the flat rate of 
10 super-tax was applied even though the tax payable at
19 per cent income were higher. This resulted
S^a^ndSSst̂ ^^^^^ tlx  to the extent of Bs. 1 - n  la.hs.

The Ministry have stated that action is being taken to rectify the

" ''T b T rc tm p a n y  while returning its total income for the assessment 
lotq 60 iL luded a share income of Rs. 40,19,611 from a register- 

year 1959-60  ̂partner. In working out the total income of
ed firm m w ic Officer first deducted from the total in-
the company 44,19,611 instead of the correct figure of
r «  19 6S ' . ” X n , d  by »  .dded the correct
fncorre «  ascert.med from the Arm's asse»r,re„t.

The t o f !  mcome « . s ,  thus, u.der-assessed b ,  4 l .k h . resulth^
, r r.f tax of Rs 2,13,983. The Mmistry have accepted the

m i S r  i p o r t  « a t d l » g  rectification and recovery Is awaited.

. . The total income of a non-resident banking company for the 
nq=!essment year 1961 -62  was computed on the basis of its Profit and 
Loss Account in which the assessee had debited an amount of Rs. 98,247 

c h .d  debts The Income-tax Officer held that out of this amount, 
Rs 61 509 was admissible as deduction, the balance of Rs. 36,738 

J^ing inadmissible. This inadmissible amount should have been 
added back to the net amount.

However while computing the income, the Income-tax Officer 
. tead of adding Rs. 36,738 to the net profits returned, wrongly de-

ted the sum of Rs. 61509 resulting in an under-assessment of
, T3 00 947  Thp consequent short levy of tax amount- income by Rs. ^

A to Rs 61 896 The Ministry have accepted the mistake. Report
S g a r d i n g  r e c t i f i c a t i o n  and recovery of t a x  is awaited.

(d) The income returned by a company for the assessment year 
195 9 -6 0  was 'not accepted by the Department. The Income-tax OfR- 
er estimated the income and determined that a sum of Rs. 1,25,153 

to be added to the income returned. But while computing the 
L o m e  only a sum of Rs. 12,515 was actually addod, r ‘ - M.ilting in

short levy of tax of Rs. 5 8 ,0 0 7 . The Ministry have reported that 
the mistake is under rectification.
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in  another case, the income for assessment yea. ^5^ 60 w -  ^  
termined at Rs. 3.37,230, but while f
Rs. 2,37,230 with the result that tax was short levied t h e ^ " ^ .
Rs. 73,500. The Ministry have accepted the mistakje. P 
ing rectification and recovery is awaited.

<«> ' “ a "s trjp  1.
‘not ordinarily g cent unless he opted
. .  m . ™ ™  rat. “  o J s  I r l d  This t o -
to be taxed at the r a ^  PP „verloolied by one Inoome-
portant change in the In test-checked by Audit in
tax Officer with the res  ̂ tax a m o u n t in g  to
his circle, revealed an unae E v e n  f o r  the subsequent
R . ,20J 6480f . r . h e a s , e . s m e « ^ ^ ^ ^
assessment year, these mi department have been requested
*  —  c“ .  a™  tbe . e , . t  o< . . .  . e . e „  .  awa.ted.

The Mimatry, while
26 cases involving a tax o
as the assessees had a re ^  19,26,634, steps are being taken
ing 70 cases, involving a tax ot Kb.

to recover. ‘Salaries’ .

35. I n c o r r e c t  eterm employee who has income from
(a) Under the Inborn income a portion o£ his ex­

salaries is entitled to d e d

penditure in maintaining entitled to proportionate
thie purpose of his j„ ia i wear and tear from such use.
allowance r e p r e s e n t in g  counts is to b e  determinedThe amount to b e  allowed on both

by the I n c o m e - t a x  issued instructions in 1956 that
The Central j^jght be taken roundly from 25 to

the expenses for m incurred during the year on the
50  per cent of t^ ^ ^ ^ ^ e V a n c e  subject to a maximum of Rs. 1200 
maintenance ot t allowanc^e for wear and tear, the rates
per annum. As purposes of computing income from
of depreciation pres actual amount to be
business migbt be ^ the same proportion as adopted for
allowed was to be  ̂ maximum of Rs. 1,200. In
maintenance, subject here g
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1957 the Board issued further instructions that as it had been re ­
presented to the Board that in the case of very senior officers th e ^  
S o w a n ce s  were not adequate, claims for higher amounts, i f  made

should be referred to the Commissioner of by  these sen.or offleers s h o ^  b
Tnfome-tax w ho would aeciut; . ,
" ^ 0 1  each case. However, neither in practice nor m  aw, f t e
f  i the expenditure incurred on the mamtenance of a con-

r ; '  e : ' o f w e a r  a n . tear ^
a s  expenditure admissible under the head Salaries.

A  random check of a s s e s s m e n t s  o f some very  senior officers in 
J  r-haree revealed that i n  a num ber o f cases, the

one C— „  ft e  monetary Hmit o f Ea, 1,200 h a . 
m axim um  imi ^  claims in excess o f these limits have been

aU ow erw rttaut getting the sanction of the Commissioner o f  Incomo- 
L l s  instructed in the letter o f the Central Board of I

w“  noticed that one senior ofBcer o f Goverm ncnt had eia.med that
, u^A been used 100  Per cent for official purposes and 

his private ^  assessee for an earlier assessmentthat this was adm itted The sâ ^̂ ^

a m o u L i n g V S .  2 ,1 0 0 . As he did not furnish any details either of
the car expenses or of the nature o f the repairs done the repairs
l e r e  presumed to be of a capital nature not connected with the
Irm a ^  maintenance expenditure o f the car ana hence were disallow-
Td Z  the Income-tax Officer. Of the remaminR amount of
I  9  9 7 S 75 per cent was a l l o w e d  by  the Incom e-tax Officer m  his

l e n t  order passed on 2 2 nd February, I960. Subsequently, the 
assessment by the Commissioner of
I n c o m e - t a  special powers under section 33-A o f the
I n c o m e - t a x  u  a s  to fiive the assessee the advantage
7 S e r  m aintenance allowance exceeding the permissible lim it 

of Rs. 1,200 by more than 100 per cen .

.Phe D raft paragraph was sent to the^Ministry in Novem ber 1965 
.n d  no rep ly  has so far been received (Fe^,ruary. 1966),

W hile determ ining the income from  salary, entertainment 
d e c e i v e d  by an em ployee is added to the incom e but a 

allowance under certain conditions m  the case of non­
deduction is a actual amount of the allowance re-
G o v e r n m e n t  emp oyees  ̂ whichever is the least. An

ceived or 1 /5  jnjposed in this respect is that the em ployer
important receipt of such allowance regularly from  the
must be contm  ■ y



same employer from a date prior to 1st April, 1955. This condition 
was over-looked in two cases resulting in an under-assessment of 
tax of Rs. 14,400 for the years 1962-63 to 1964-65.

36. Incorrect determination of income under the head ‘House pro­
perty’ .

An assessee and his wife owned several house properties in a city, 
the income from which was assessed in the hands of the assessee as 
income from property upto the assessment year 1955-56. In the pre­
vious year relevant to the assessment year 1956-57, the house proper­
ties which fetched an annual rent of more than Rs. 50,000 were trans­
ferred on lease on a monthly rent of Rs. 1,750 to a private Limited 
Company in which the assessee and his wife were the sole share­
holders. The Income-tax Officer while making assessments for 1956-57 
and 1957-58 held that the lease rental as stated in the deed, had 
been deliberately understated. He accordingly assessed the income 
from the properties on the basis of the gross rental which the assessee 
used to receive from his' properties. However, for the subsequent 
years 1958-59 and 1959-60 the Income-tax Officer failed to do this 
and took the income from property on the basis of the rent noted 
in the lease-deed. This resulted in an under-assessment of tax of 
Rs. 74,942.

The Ministry have replied that action has been taken to rectify 
the mistake. The result of the action is awaited.

37. Failure to compute income from business properly.
(a) While determining the income of a registered firm for the 

assessment year 1955-56 the Income-tax Officer took the value of the 
opening stock of certain shares held by the firm at Rs. 28,02,209 against 
Rs. 25,96,374 which was the value adopted for the very same shares 
as the closing stock for the assessment year 1954-55. This resulted 
in an under-assessment of tax of Rs. 1.84,126 in the hands of the six 
partners of the firm. This paragraph was sent to the Ministry in 
November, 1965 but no reply has been received so far (February,
1966).

(b) A  registered firm, the income of which was estimated for the 
assessment year 1960-61 had wrongly debited a sum of Rs. 4,12,273 
to the purchase account of the year although the amount pertained 
to purchases in the preceding year. The Income-tax Officer made a 
note of this fact in the assessment order also. However, while com­
puting the taxable income from the net loss returned by the assessee
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Income-tax Officer did not disallow this 
for the subsequent y e ^  income was short assessed by
Wrong debit. Thus, e jgj-.ggsessment of tax of Rs. 3,54,554.
Rs. 4,12,273 resulting m  an regarding recovery
The mistake has since be 
is awaited.

.he P - v i s - r r s
madp by a non-resident company to 

It was noticed that pay a s s e s s m e n t  years 1957-58 to
its subsidiaries as subve as revenue expenditure even
1962-63 were allowed y  ^ This result-
though t h e s e  paym eii

S £ r . " 2 : . . e , „ . , e c . « e .

. ,  a private Limited Company held more than
(d) Two Directors company. During the previous year

60 per cent of the shares ,002-63 and 1963-64, they w ere paid
relevant to the assessmen ^^esides remuneration, for services
a total commission of Rs. oe.

rendered.
» Act no bonus or commission for services 

Under the Incom '  expenditure if such sum would have
rendered would be an It was accordingly pointed out
been payable as profi s com m ission to these two shareholders
in audit that sums paid ^.^j^gnds if it had not been paid as
would have reached accepted the view and have stated
com m ission. T h e  Mim JrY have^ac ^P  ̂  ̂ The additional
that action has been a  ̂ regarding rectification and reco-

. on pmnlnver to an unrecogmsed provident

r:
.■ .A  that in one case, contributions made to an un­

it  was noticed that m a, deductions in-
^cogn ised  o ! W  to the extent ol Rs, 27.510. The
volving an mistake and the additional demand of
r S S . r i h e e „ — .



In four other cases, contributions made to an unapproved gratuity 
fund were allowed for the assessment years 1962-63 and 1963-64 in­
volving a short assessment of tax to the extent of Rs. 1,10,197.

(f) For working out the incomes from Construction contracts, the 
gross payments received by contractors should be taken as the basis 
-without allowing deduction for amounts withheld as security deposit. 
Turther, the cost of any materials supplied to the contractor should 
also be added to ascertain the gross receipts.

While auditing a project circle it was found that in the case of
13 contractors, only the net payments received by them after de­
duction of security deposit were taken as the basis for determining 
their total incomes for the years 1963-64 and 1964-65. In one of
these cases, the total income for these assessment years was taken
on the basis of the payment received after deduction of cost of 
materials suppUed to the contractor. These omissions resulted in 
an under-assessment of tax to the extent of Rs. 51,243.

This paragraph was sent to the Ministry in October 1965 but no
reply has been received so far (February 1966).

(g) A  Financial Corporation which is engaged in providing long 
term finance for industrial development in India is entitled to an 
allowance not exqeeding 1/lOth o f its total income in respect of any 
special reserve created by the Corporation. As the percentage is to 
be applied to the total income excluding the special reserve, the 
amount to be allowed has to be taken at 1 / l l t h  of the total income 
as computed before making deduction for such a reserve. It was, 
however, noticed in audit that in two cases the allowance was allow­
ed at 1/lOth of the total income before deduction of the reserve 
which resulted in short-levy of tax of Rs. 2-94 lakhs, for the assess­
ment years 1961-62 to 1964-65.

(h) A  company borrowed a sum of Rs, 44 ■ 3 lakhs in the previous 
year relevant to the ‘assessment year 1960-61 and invested the 
entire amomit for the purchase of shares of its two subsidiary com­
panies of which the assessee was the managin,<  ̂ agent. The interest 
paid by the company on this borrowing was allowed by the Income- 
tax Officer as a deduction from its business income instead of from 
its dividend income derived from the shares in which the borrowed 
capital was invested.

The same prpcedure was adopted for the subsequent years 1961-
62 to 1963-64. By this method, the business income of the company
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which was liable to a higher eiiective rate of super-tax than the 
inter-corporate dividend income got reduced and consequently the 
company’s super-tax .liabiHty was reduced by  Rs. 1 .1 0 ,0 0 0  (appro­
ximately) for the four years 1960-61 to 1963-64.

This paragraph was sent to the Ministry in June 1965 but no 
reply has been received so far (February, 1966).

38. Failure to compute the income from Dividends correctly.

Under the Income-tax Act, if a person transfers shares before the 
declaration of dividend, thus shifting the right to receive the divi­
dend to another person, the dividend attributable to the period upto 
the date of transfer should be assessed as the income of the trans­
feror, even though on the date the dividend is declared, the trans­
feree is the owner of the shares. This provision is aimed at prevent­
ing avoidance of tax by selling shares on the eve of declaration of 
dividend and repurchasing them later. In computing the dividend 
income in such cases, the credit on account of tax deducted at 
source from dividends should not be given to the transferor.

In certain cases of assessees belonging to three different groups, 
in assessing the dividend income for the assessment years 1958-59 
and 1959-60 in the hands o f the persons who made such transfer the 
department grossed up the dividend income, and gave credit for the 
tax deemed to have been deducted at source The grossing up of 
the dividend income and the grant of tax credit in these cases of 
transferors was illegal. The erroneous assessments have resulted in 
excess refund of Rs. 1,05,709 in all these cases of three groups. The 
Ministry have replied that instructions have been issued for recti­
fying the mistakes.

39. U n der-assessm en t a risin g  fro m  w ro n g  com p u ta tion  o f  d e p re c ia ­
tion  and developm enit rebate  and  fa ilu re  to  w ith d ra w  d e v e lo p ­
m en t reb a te  in  cases o f  b reach  o f  th e con d ition s  p re scr ib e d  in  

th e law .
Under-assessments arising from incorrect computation of depre­

ciation and development rebate in cases where tax-payers have com - 
r^ifted breach of the conditions prescribed under the Act, w er« 
noticed in 979 cases involving an amount of Rs. 368-42 lakhs.

(a) A c c o r d i n g  to the rules fram ed under the Incom e-tax A ct, 
extra  shift allow ance admissible at the rate of 50 per cent o f  the

ormal allowance should be proportionate to the num ber o f days 
during w hich  the m achinery or plant w orked dou ble /m u ltip le  shift 
taking the number o f days in a year as 300 for the purpose. In
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eleven cases of companies for the assessment years 1956-57 and 1958- 
5 9  to 1964-65 this provision was overlooked and the extra shift al­
lowance was granted at the maximum of 50 per cent of the normal 
allowance, without restricting it proportionately to the number of 
days during which there was double/multiple shift. This resulted 
in an under-assessment of tax of Rs. 8-93 lakhs in the 11 cases.

The Ministry have accepted the mistakes in all the cases involv­
ing the under-assessment of Rs. 8-93 lakhs of which Rs. 1-04 lakh was 
recovered and Rs. 9,338 was lost to Government as the rectification 
has become time-barred..

(b) One of the conditions for the grant of depreciation is that the 
total amount of depreciation shall not exceed the original cost of 
the asset. This condition was over-looked in the assessment of two 
cases (a firm and a company), resulting in a total under-assessment 
o f tax of Rs. 31,240 while making the assessments for the years 1962-
63 and 1963-64.

An amount of Rs. 19,197 has since been recovered as a result of 
rectification action taken in the case of the company. The details of 
recovery action in the other case are awaited.

(c) Under the provisions of the Income-tax Act, 1922, the special 
concession by way of additional depreciation on plant and machinery 
installed after 1st April, 1948 was admissible only upto the assessment 
year 1958-59. An instance where this special concession was wrongly 
allowed in the assessment year 1959-60 was reported in the Audit 
Report on Revenue Receipts, 1963. Similar irregularity was found 
during test check of assessments of Avo companies for the assess­
ment year 1959-60 resulting in under-assessment of tax of Rs. 3-88 
lakhs. The mistakes in all the cases have been accepted by the 
Department. Out of Rs. 3 '8 8  lakhs, a sum of Rs. 3-47 lakhs has so 
far been recovered in three cases. Intimation regarding recovery in 
the remaining two cases is awaited (February, 1966).

(d) For the assessment year 1962-63 a company was allowed a 
development rebate of Rs. 2,70,535 on various assets although the 
particulars thereof were not furnished by the assessee, as required 
undor the rules.

At the instance of Audit, the Income-tax Officer obtained the 
particulars of the various assets which disclosed that the assets in­
cluded second h and machinery on which development rebate was n ot
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Ant 1961. development rebate is admis-
(e) Under the “ ' / I ; , , ,  „ J  , „ r  .h ,  purp.«= ot

sible on new '  i„„s  year in which it i, instaHed, or
business in respect of P  ̂ succeeding year, then, in respect 
if first put to use in the ,  ^^^ate is not admissible if the
of that previous y  . immediately
machinery or plant IS fix s ^ p u ^ t ^
succeeding the year of ^  -s t^ or even in the im-

r d f a t T r —

: " r  i C t  S 'a . : " » s  led .0 .hort. w  o ,  t a .  to the

extent of Rs. 50,352.
, •„ jmi<!'3ible onlv where an assessee debits

ffl " •  *° 
“ d T r l c r n t  and credits a corresponding portion to a reserve

account.

Tn 12 cases it was noticed that development rebate was allowed 
In 12 cases it wa , , fell short of the 75 per cent, pres­

even though the reserve
bribed. The under-assessment m tnese cat.e 

lakhs.
the mistake in 11 cases involving a 

t a x '^ f^ R ^ ^ la ^ "  V t h e  remaining case, the Ministry’s reply

has not yet been received.

(g) Tw o essential conditions p rescn b ^  by the Income-tax A ct 
ror admissibility of development rebate are t h a t -

r  of T X  w i t ^ a l / r i o d  of 8 years next follow ing the
year in which the reserve is created ; and

 ̂ tv,P assets in respect of which the development rebate was
(u) the transferred within a period

T d g h t years except when such sales or transfers are made 
to G o v e L ie n t , local authority or a statutory corporation 
°  in connection with amalgamation of compames or con­

version of a firm into a company.



(1) In the case of three eompanies it was noticed that a part of the 
development rebate reserve was withdrawn and credited back to  
the Profit and Loss Account. Thereafter, the amount was utilised 
for distribution of dividends during the previous years relevant to the 
assessment years 1960-61, 1961-62 and 1962-63. Accordingly, under 
the provisions o f section 35(11) of the Income-tax Act, 1922/section 
155 (5) o f the Income-tax Act, 1961 read with the instructions o f the 
Central Board of Direct Taxes issued in July, 1964 the entire develop­
ment rebate of Rs. 5-93 crores allowed during the assessment years
1959-60 to 1962-63 in these three cases should have been deemed to 
be wrongly allowed and the concerned assessments rectified with­
drawing the rebate.

In one o f these three cases, the Ministry have replied that though 
the development rebate reserve created was utilised for declaration 
of dividend, on account of a subsequent appellate order the total 
income turned out to be a loss. The Ministry have accepted the mis­
take in another case and an additional tax of Rs. 49,596 has since 
been recovered.

In the third case, the assessments for two years 1960-61 and 1961- 
62 have since been rectified by the department raising an additional 
demand of Rs. 2-53 crores. Action taken for the assessment year
1962-63 involving a tax of Rs. 14-40 lakhs in this case is awaited.

(2) In 11 cases where the assets were transferred or sold withm 
the period o f 8 years, the development rebate granted was not with­
drawn, resulting in a total under-as&essment of tax of Rs. 2'82 lakhs.

40. Incorrect computation of income vmder capital gains and 
omission to levy tax on capital gains.

In the previous year relevant to the assessment year 1960-61, an 
assessee made a capital gain of Rs. 91,032 by selling away his house 
property for a sum of R s . 2,51,032. The Assessing OfScer allowed the 
capital gain to be adjusted in fu ll towards the cost of a new residen­
tial building c o n s t r u c t e d  by the assessee and hence no tax on capital 
gains was levied. Under the Incom e-tax Act, such adjustment is 
permissible only when the assessee ‘purchased’ a new property for 
the purpose of his own residence and not for ‘construction’ o f resi­
dential building. The wrong adjustment of capital gain by the 
department had resulted in under-assessment of tax of Rs. 28,828. 
The Ministry have accepted the mistake and reported that action is 
being taken for rectification.
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50
41 Irregular set-o ff o f  losses.

• ,  l o s s  of Rs. 64.748 relating to the years
In the case of a company, in the year 1959-60,

1950-51 to 1956-57 was earn 1 95 9 .6 O, the Income-tax
Wut while c o m p l e t i n g  ^^ere was
Officer set-off a sum o f  K ■ . ■  ̂ the tax pay-
an under-assessment of mcome by
able was Rs. 74,417.

nlied that the necessary demands have been 
The Ministry have replied tha

raised to recover the sum of Rs. . 

and partners.
t iq59-60. a firm claimed grant of regis-

(a) F o r  t h e  assessment yea application for regis­
tration although It did not hi jurisdiction to assess
tration with the Inco refused registration and assessed
it. The I n c o m e - t a x  unre^stered firm. No
the firm in February, against the refusal of the
appeal was filed by the assesse however, on appeal
I n c o m e - t a x  Officer grounds, the assessment
filed a g a in s t  the , x  Officer was directed to make a
was set aside and the Income-tax^Ufflc Income-tax
f r e s h  a s s e s s m e n t  after in  F e b r u a r y  1964, treated it as a
Officer, while ^assessing duplicate copy of the original
r e g i s t e r e d  firm a d m i t  assessee in
application whicn wa ^ different Commissioner’s
1959 before an Inco larity, there has resulted an under­
charge. On accoun o assess-
assessment of tax of Rs. d^.yyu m
ment year 1959-60.

,rrv in c on business of runnmg crossword prize
(b) A firm was ca  ̂ ^^^kly paper. It was allowed

competitions and pu notwithstanding the
registration tor ne y g  ^j^e Court judgment crossword prize 
, , c t  that „ ,d iu m  of newspapers is in the nature of
competitions th g ^^nsidered as ‘trade and com m erce.
gambling and pharat Gambling Act No. 51 of 1949
According to  ̂ ^ ^ 3  prohibited. Therefore, under the
as well. ^  in an illegal activity cannot be considered a.s a
law, a firm enfe b
partnership.



The registration granted to another firm con^sting of the same- 
partners and carrying on the same business
charge was canceUed and the decision was upheld by the High Court, 
f o r m a t i o n  was also available on the file at the t.me the regis­
tration was allowed by the Income-tax Officer.

By aUowing registration wrongly there has been a loss of revenue 
of over a lakh of rupees. The Ministry while accepting the mistake 
have stated that the assessment cannot be rectified as it has become 
time-barred.

43. Irregular exemptions and excessive reliefs given.
(a) The rebate from tax admissible under the scheme of ‘tax

holiday’ to a new industrial undertaking depends upon the capital 
employed in the undertaking. The rules for computation of the capital 
employed provide that in the case of depreciable assets acquired by 
purchase prior to the computation period, their value for the purpose 
should be taken to be the written down value of the assets as per 
definition in the Income-tax Act. The term ‘written down value has 
been defined as the actual cost of the assets reduced by all depreciation 
actually allowed under the Act. In three cases assessed in one 
Income-tax Officer’ s ward and in two cases assessed in different 
wards the initial depreciation allowed in the year of installation on 
the assets acquired prior to 1st April, 1956, was not deducted while 
arriving at the written down value, with the result that there was 
L  „ „ d L . « » s m e „ t  of tax to the extent 0„ t
recovery of Rs. 25,334 has become time-barred. The Mimsti-y have 
stated that the mistakes in other cases are under rectification.

(b) If an Indian company pays dividend deducting tax therefrom 
in respect of any previous year r e l e v a n t  to the assessment year 1960-61 
and later, wholly or partly out of its profite a c t u a l l y  charged to m- 
come-tax in any assessment year previous t o -1960-6 it ,s entit ed to 
a rebate of 10 per cent, of the amount of dividend attnbutable to the 
income actually charged to tax in th^ earlier assessment years. For 
this purpose, the dividend declared in respect of any previous year is 
considered first to have come out of the distributable income of that 
year and the balance, if any, out of the undistributed part of the in­
come of one or more prior years.

A dividend of Rs. 1-68 crores declared by a Company in Sep­
t e m b e r  1961 was incorrectly taken in Its assessment as relating to 
the previou.s year relevant to the assessment year 1961-62 instead 
of to the previous year relevant to the assessment year 1962-63. This
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if^.1 in the computation o f Rs. 1,06,48,953 as the divi- 
eventuaUy resu devious year relevant to the assessment yeardend attributable to the previous y
pHor to 1 9 6 0 -6 1  on w h i^  a^tax reU ^

Had the divide previous year relevant to the assessment
o f t h n i ^ d e / d  of RS. 1-68 c r „ e s  could have

year 1962-6 P ^.gt^i^^table income of the previous year

rfT van t W the assessment year prior to 1960-61^ TaH og into aoconnt
relevant to .  r .  1-20 crores declared by the company on
a  further °  the previous year relevant to the
18th Decem er, company was actually entitled to a
assessment year 9,26,541 in the assessment

’ ' ^ ^ ^ 9 6 3  6 ? ’? ^  incorrect method followed in this case had resulted 
" ' " "  n f  e x c r  allowance of income-tax relief of Rs. 83,303 and 

^ nuent to the relief of Rs. 9,26.541 having been granted in 1962-63 
consequent t 5 4  the chargeable profits for Super Profits Tax
“ “ “  rd n ced °to  that extent with consequent tax eHeot of Ks. 5,55,925. 
w ere reduced Ministry m November, 1965 but

T r e p r S t e n  received »  (ar (February, W  
I „  two other c e . ,  two companies were allowed rebate of 10 per

cent though no such relief was admissible firstly because the dividend 
L d  not been paid in the relevant previous years and secondly beoa.a.e 
fhe ^ v id en d s were entirely attributable to the profits and gams 
arising after the assessment year 1959-60. ™ s  resulted in an un- 
d e r - a s s e s m e n t  o f  tax t o  the extent of Rs. 42,523. The Mmistry 
f a v e  a c c e p t e d  the mistakes. Report regardmg rectification and

’"“ ^ r T n 'p r r l S p h  75(a) of the Audit Report, 1965, three cases w ere
H where on a c c o u n t  of erroneous grossing u p  of dividends an 

cited w  g occurred, of which a
n n d e r - a s s e s s m e n t  of more man rv=
sum of Rs. 98,439 had become time-barred.

...^ ila r  mistakes came to the notice of Audit in two other cases 
, ^ the test-check of a s s e s s m e n t  documents of an Income-tax ward.

S r i n c o m e l x  O f f i c e r  grossed up the net dividends received by the 
mpanies at 100 per cent, taxable profit although the certificate 

T v , ;  the'̂  company paying the dividends showed a much smaller 
issue y  resulted in an excess tax credit of Rs, 56,704 which

refunded to the two companies.
Ministry while accepting the mistnke have stated that rectift-

• ^is not possible due to the operation of time bar. Thus, a l o «  
56 704 ha® occurred to the Government in these two cases.



44. Failure to levy super-tax on companies correctly.

(a) The Finance Acts of 1956 to 1959 provided for the levy of ad­
ditional super-tax on companies distributing dividend on ordinary 
shares in excess of 6 per cent, of the paid up capital. This additional 
super-tax was levied by way of reduction of the rebate from  super-tax 
admissible to the companies, and if in any year the amount of rebate 
due was insufficient to absorb the reduction on account of the excess 
distribution of dividend, the unabsorbed portion o f  reduction in 
rebate should be carried forward for being set ofE against the reliefs 
available for subsequent years. These provisions were overlooked 
while assessing a company with the result that an unabsorbed reduc­
tion in rebate of Rs. 2,18,950 was omitted to be set-off against the 
super-tax rebate of Rs. 4,97,429 of a subsequent year. This resulted 
in a short levy of tax to the extent o f Rs 2,18,950.

The Ministry have stated that the mistake is being rectified. The 
report of completion of the rectification and recovery of the amount 
is awaited.

Three more of such cases were noticed in another charge involving 
a short levy of tax of Rs. 70,252 of which Rs. 23,560 cannot be re­
covered, having become time-barred.

(b) The Finance Act, 1963 provides for reduction of rebate on 
tuper-tax allowable to companies in the event of companies issuing 
bonus shares.

In the case of a company which issued bonus shares of Rs. 9 lakhs 
during the previous year relevant to the assessment year 1963-64, no 
reduction in rebate was made resulting in a short-levy of tax to the 
extent of Rs. 1,12,500.

The Ministry have accepted the objection and stated that the 
mistake has been rectified, raising an additional demand of Rs. 1,12,500.

45. Non-levy of additional s u p e r - t a x  on companies in which the 
pubUc are not substantially interested.

(a) Prior to 1965, a company was regarded as a company in which 
the public were not sub.stantially interested if the affair.s o f the 
company or shares carrying more than 50 per cent, o f the total 
voting power were at any time during the previous year controlled 
or held by less than six persons. This would be so even if the per­
sons who held the shares are public limited companies, unless the 
parent company being a public limited company holds the entire 
share capital of the subsidiary company.
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In two cases, Audit came across an omission on the part of the 
Income-tax Department to correctly classify companies the bulk of 
the shares of which were held by less than six persons including 
public limited companies. Consequently, there was a failure to 
levy additional super-tax on the undistributed income of these com­
panies to the extent of Rs. 6-99 lakhs. On this being pointed out, 
the Ministry have replied that rectification action has been taken. 
The Ministry have been requested to initiate action in all similar 
cases where this omission had occurred. Their report is awaited.

(b) Companies in which the public are not substantially interested 
should distribute within 12 months of the close of the previous year 
a statutory minimum percentage of their distributable income to 
their shareholders. Failure to observe this requirement of law makes 
the company liable to the levy of additional super-tax at the rate of 
37 per cent, of the distributable surplus.

It was noticed in one Income-tax ward that this additional super­
tax had not been levied in the case of two assessees who had failed 
to make the distribution in spite of the fact that substantial surplus 
was available with them for the relevant previous years. The 
under-assessment of super-tax on account of the non-levy came to 
Rs 88,381. The Ministry have rephed that necessary demands have 
been raised, out of which a sum of Rs. i 6̂,916 has been collected.

46. Irregular grant of refunds.
Many cases of excess refunds allowed by the Department errone­

ously have come to notice. Of these, wrong or double credit for 
advance tax had formed a good part.

(a) In working out the net demand payable by a company, a 
of Rs 92 500 was deducted on account of advance tax payment 

fTr” the a s s e s s m e n t  year 1959-60. Actually the company had paid a 
of Rs. 15,000 only as advance tax in respect of this year, of 

wH ch Rs. 10,000 were paid within the due date and Rs. 5,000 later. 
T h i s  r e s u l t e d  i n  an excess tax c r e d i t  of Rs. 77,500. The Ministry have 
r e p l i e d  that the mistake has been rectified. Report regarding 
recovery is awaited.

fb) An assessee paid an advance tax of Rs. 30,300 for the assess- 
t year 1963-^4. She did not pay any advance tax for the assess- 

v -ar 1962-63, but the Income-tax Officer while completing 
"pnts for 1962-63 and 1963-64 in June, 1963 and March 1964 

assessm allowed a deduction of Rs. 30,300 for each o f these two 
from the tax payable and refunded in July 1963 an amount 

^^R^ 16 246 inclusive of interest, for the assessment year 1962-63.



On this being pointed out, the Department have rectified the mis­
take and collected the excess payment of Es. 31,024 inclusive of 
interest wrongly allowed in October, 1964.

(c) An order under section 35 of the Income-tax Act, 1922 granting 
a refund of Rs. 45,749 was passed by an Assessing Officer, in June 1962, 
for the assessment year 1951-52 w hi'e giving effect to a Tribunal’s 
decision in the case of the firm in which the assessee was a partner. 
This refund was adjusted against the demands of Rs. 16,993 and 
Rs. 28,756 due from  the assessee for the assessment years 1956-57 and 
1957-58 respectively. Again another rectification order was passed 
in September, 1964 in respect of the same assessment granting a 
refund of Rs. 49,882 ignoring the refund already gi’anted by way 
of adjustment in June, 1962. This resulted in an excess refund o f 
Rs. 45,749. The Ministry have accepted the mistake and the excess 
refund has also since been recovered.

47. Non-levy of penal interest.
In paragraphs 65 and 75(b), (c) and (d) of the Audit Reports 

1964 and 1965 respectively, cases were cited where the Income-tax 
Department failed to levy interest prescribed by law. Short recovery 
of interest on account of this failure is on the increase.

During this year, a total amount of Rs. 17-72 lakhs towards non­
levy of interest has been noticed in audit.

A  new company which failed to pay advance tax in respect of 
the assessment year 1952-53 was assessed to a tax of Rs. 80,750 for 
that year. At the time of the assessment the Income-tax Officer 
should have issued a demand notice for penal interest of Rs. 9,973 
for the assessee’s failure to pay the advance tax. This was not done 
with the result that the rectification has now become time-barred.

48. Mistakes committed while giving effect to appellate orders.
In his appellate decision of the assessment order for assess­

ment year 1958-59 in the case of a company; the Appellate Assistant 
Commissioner held, inter alia, that an amount of Rs. 1,94,552 being 
exjjenditure incurred on repairs to a ship prior to its sale should 
be treated as expen.ses of sale and hence permissible as a deduction 
in the computation of capital gains. The effect of this decision was- 
to increase the business income of the assessee by Rs. 1,94,552 with 
a corresponding reduction in its capital gains. This observation of 
the Appellate Assistant Commissioner was confirnned by the Appel­
late Tribunal in further appeal. While giving ejlect to the Tribu­
nal’s orders, the Income-tax Officer omitted to increase the busin«!s
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income and reduce the capital gains by Rs. 1,94,552. As no super­
tax was leviable on capital gains, the omission resulted in an under­
assessment of tax to the extent of Rs. 27,537. The Ministry have 
stated in reply that the assessment has since been rectified and the 
additional demand raised.

49. Income escaping assessment.

'"■a) In terms of the definition of ’D m dena' under the Income-tax 
Act, 1922, the amounts paid by a private company as advance to its 
shareholders w ill form part of the taxable income of the share­
holder. A n individual who was the Managing Director o f a private 
limited company received a sum of Rs. 30,696 as advance from the 
company during the previous year ended 16th August, 1958. W hile 
computing his total income for the assessment year 1959-60, the 
Income-tax Officer omitted to include this amount in his taxable 
income for the year. Though the mist.aKe had been pointed out 
in audit as early as November, 1961, no timely action was taken 
by the Department with the result that rectification became time- 
barred on 1st April, 1964. The revenue lost to Government on this 
account works out to Rs. 20,316 (approximately). The Ministry 
have accepted the mistake and have stated that recovery is time- 
barred.

(b) A  Hindu Undivided Family consisting of two brothers had 
income from house property. From 1962-63, the Income-tax Officer 
failed to consider the income of one of the houses in the hands o f 
the family. In his assessment order dated 30th September, 1961 for 
the a.ssessment year 1961-62 the Income-tax ofJicer held that the 
ownership of the entire propertv vested in the mother in 1943 itself 
when her husband died and that the property was transferred to her 
two daugnters-in-law under a will after her death. The house pro­
perty said to have been vested in the mother in 1943 was however 
actually constructed during the period from  1950-51 to 1954-55 at a 
cost of Rs. 1,32,170 from the funds of the Hindu Undivided FamUy as 
r e c o r d e d  by the assessee in Part VI of the Return of Income for the 
a s s e s s m e n t  years 1953-54 and 1954-55. It was also found that the 
I n c o m e - t a x  Officer himself appended a note dated 31st May, 1 95 6  in 
the a s s e s s m e n t  order for 1954-55 to the effect that the property in 
q u e s t i o n  was constructed at a cost o f Rs. 1,00,300, debited to the 
accounts of the Hindu Undivided Family. Thus, it was clear that 
the p r o p e r t y  was owned by the Hindu Undivided Family and not 
by the m o t h e r .  By over-looking all these facts, there has resulted
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an under-assessment of tax amounting to Rs. 21,324 during the as­
sessment years 1961-62 to 1964-65. This paragraph was sent to the 
Ministry in November 1965 but. no reply has been received so far 
(February 1966).

^c) The assessment records of an individual revealed that he had 
received a sum of Rs. 17,976 as interest from a company which was 
utiUsed by him for purchase of shares in another company. The 
assessee, however, failed to disclose this interest income in his re ­
turn The Department failed to notice the omission resulting in an 
undercharge of tax to the extent of Rs. 14,534. The Ministry have 
replied that the mistake has been rectified. Report of recovery of 
tax IS awaited.

50. Other lapses.
(a) Incorrect adoption oj ‘previous year’.

■\ccording to the provisions of the Income-tax Act, share income 
o f  a partner from a registered firm is assessable in the hands of the 
partner for the same previous year as adopted in Arm’s case. A  
-ompany which closed its accounts on :̂ Oth June, 1959 included 
therein its share incomes from several registered Arms which closed 
their accounts on 30th September, 1958/31st March, 1959 and the 
entire share income was charged to tax in the assessment year 1960-
61 instead of in the a s s e s s m e n t  year 1959-60. Thus the contravention 
o f the provisions of the Act had, not only resulted in postponement 
o f the demand by a year but also resulted in snort-levy o f tax of 
Rs 4 23 161 as the company rates of taxation for the assessment year
1960-61 were lower than those for the assessment year 1959-60.

Similarly due to the assessment of share incomes of R s .  6,79,098, 
i n  the hands of the same a s s e s s e e - c o m p a n y  from two firms, in the 
assessment year 1957-58 instead o f  i n  the assessment year 1956-57, 
a n  under-assessment o f tax of R s .  21, a resu

In reply the Ministry have stated that
( a )  the I n c o m e - t a x  Officer had followed the practice o f his 

predecessors;
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fb) the p r o c e d u r e  adopted by the Income-tax Officer 
examined and approved by higher authorities;

was
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and (c) that though there was an under-assessment of Rs. 4-45 
lakhs for the two years as pointed out by Audit, there has 
been an over-assessment in the assessment years 1962-63,
1963-64 and 1964-65 resulting in extra revenue of Rs. 10-S 
lakhs and thus there was no loss o f Revenue.

It is not clear how an over-assessment can justify an under­
assessment when both are against the provisions of the law.

(b) Failure to take timely action leading to loss of revenue.

In order to protect themselves against the loss resulting from  
over-production, the Jute Mill owners under a mutual agreement 
imposed some restrictions upon their worldng time, accordmg to 
which the weaving capacity of the jute mills was curtailed on an 
agreed basis and a percentage of the looms was sealed. The sur­
plus loom hours available in a jute mill which does not utilise the 
loom  hours allotted to it are transferable for monetary considera- 
non  to other Jute Mills which can utilise it.

One Jute Mill owned by an unregistered firm purchased the 
surplus loom  hours of another mill during the previous year re­
levant to t h e  a s s e s s m e n t  year 1957-58 on payment o f R s .  1,43,328, 
This expenditure was debited to the Profit a n d  Loss Account of the 
firm and was also allow,ed by the Income-tax Department in the 
a s s e s s m e n t  (completed on 26th March, 1962) as admissible expen­
diture As the expenditure was c f  a capital nature, this irregular 
allowance was pointed out to the Department on 7th October, 1963 
bv audit On the 29th January, 1964 instructions were issued by the 
c L t r a l  Board of Direct Taxes for disallowing such expenditure in 
th hands o f the purchaser of loom hours. Under the provisions of 
l i e  Income-tax Act, a Commissioner of Income-tax is empowered 
to revise order of an Income-tax Officer prejudicial to revenue with-
• a period of two years from  the date of the assessment order. 
Even though the time left after the receipt of instructions of the 
Central Board of Direct Taxes was sufficient for revision o f the 

ssment by the Commissioner (i.e. within 25th March, 1964), no 
* ^ o n  was taken in this case, leading to a loss of revenue of 
r V  1 20,396, demand for which cannot be raised now because of the 
operation of lime-bar.

The Ministry have, however, stated in loply that necessary 
ction has been taken to request the Appellate Assistant Commis- 

sioner before whom an appeal is pending against the assessment, for 
suitable enhancement on this account.



51. Over-Assessments.

(a) During the previous year relevant to the assessment year
1961-62, a statutory corporation received from the Government 
grant-in-aid of Rs. 2-50 lakhs which was credited to the Profit and 
Loss Account, and as such was included in the net profit returned 
for income-tax purposes. At the time of the assessment proceedings 
the Corporation claimed that the amount of Rs. 2-50 lakhs should 
not be brought to tax. The Income-tax OfHcer rejected the claim 
and added the amount of Rs. 2-50 lakhs to the net profit which had 
already included this amoimt. Thus, there was an over-charge of 
tax by Rs. 1-25 lakhs. The Ministry have stated that the mistake 
has been rectified under section 154 of the Income-tax Act, 1961.

(b) Under an agreement entered into between the Government 
o f India and. a foreign Foundation, taxes on the salary income of 
the Foreign Advisers attached to that Foundation in India are borne 
by the Central Government. For this purpose, the Ministries con­
cerned send to the Income-tax Department statements showing the 
salaries paid to these advisers and the tax leviable thereon.

For the assessment year 1960-61, the assessment of income of 5 
Foreign Advisers was made once on lOth July, 1961 on the basis of 
the salary statements sent by the Ministry of Food and Agriculture 
and again on 7th August, 1961 on receipt of similar statements sent 
by the Ministry of Finance (Department of Economic Affairs). This 
resulted in double assessment of tax on the salary income of these 
advisers. Th,e tax collected in excess amounted to Rs. 2-84 lakhs. 
The Ministry have stated that action is being taken to rectify the 
mistake.

(c) Certain income of co-operative societies, exempt from taxa­
tion, is to be included in the total income tor rate purposes and 
rebate is to be allowed on such exempt income at average rates.

In the case of 7 co-operative societies assessed in one charge, the 
Income-tax Officer allowed a rebate of special surcharge on that 
part of the income which he classiiied as unearned income and on 
another part of the income classified by him as earned income ex­
ceeding Rs. 1 lakh included in the exempt income. Due to this 
incorrect procedure followed, there v/as an ^ver-assessment of 
Rs. 1,27,057 for the assessment years 1957-58 to ]963_64. The Minis­
try have accepted the mistakes in six cases. In the remaining case 
Ministry’s n-ply for the assessment yoars 1957-58 to 1961-62 
a>,\aited. (February, 1966).
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52. Defects in following the prescribed procedure involving risk 
o f loss of revenue.

The Income tax Act provides for deduction of tax at source from  
the salaries paid by any person. A ll sums deducted at source by 
private employers towards tax should be paid to the credit of the 
Central Government within one week from the date o f such de­
duction or from the date of receipt o f chalan from  the Department 
by the employer. The private employers, under the Income-tax 
Rules, must also furnish the Income-tax Department a monthly state­
ment showing particulars of employees, salaries paid, tax deducted 
at source, date on which tax credited to Government etc. Further, 
an annual rerurn in the prescribed form should also be rendered 
bv the private employers within 30 days from 31st March in each 
year. Under the Act, if an employer does not deduct or after de­
ducting fails to remit the sum into Government account, he should 
be treated as an assessee in default, and relevant penal provisions 
in the Act invoked in such cases.

In order to ensure that tax is deducted and deposited in all cases 
and also to see that the annual arid monthly returns are submitted 
in time, departmental instructions provide for the maintenance of a 
Register of Employers. On receipt of the annual return, the Income- 
tax Officer should check that total tax shown as deducted during the 
financial year in respect of each employee is correct, that the entire 
amount deducted has been credited to Government account by each 
employer and in cases of default, take penal action.

During test-check conducted in a few  Income-tax Offices m 10 
Commissioners’ charges, the following irregularities were noticed in 

this regard: —
(1) T h e  Register of Employers was not maintained properly 

a n d  c o n s e q u e n t l y  t h e  department could not have exercised 
any control over the receipt of returns, correct deduction 
•>f tax at source and remittance of the tax collected into 
Government account.

(2) From the information available in the income-tax offices 
it was noticed that the monthly and annual returns are 
still due from the employers to the extent indicated be­
low :—

1963-64 1964-65

M o n t h l y  r e t u r n s ..........................................................  1 6 1 4  1 5 1 1
A i u i J a l  r f t i i t n i  4 2 0 1, 6 6 7 7
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(3) In the cases where returns were received the Department 
had failed to check the correctness of tax deducted at 
source and raise demands for balance of tax due. The 
following short deduction of tax was noticed in audit.

Year No. of cases Amount

1963-6 4 ...........................................  218 i ,7 i >624
1964-65 . . . . .  246 1,13,116

(4) According to the rules if the tax deducted at source is not 
credited to Government account within one week from the 
date of deduction, penal action has to be taken on the 
employers. In the following cases of (i) delay in remit­
tances (delay ranging upto sixteen months) and (ii) non­
remittance of tax deducted at source, no such penal action 
was taken by the Department.

(i) Delay in remittance ;
Year No. of cases Amount

1963-64 . . . • . 22? 18,52,862
1964-65 . . . • . 191 16,72,735

(ii) Non-remittance of tax collected into treasury :
Year Amount

Rs.
1963-64 . . . • . .36 68,756
1964-65 . . . . .  40 1,03,697

(5) The statutory provisions relating to deduction of tax at 
source from payments of salaries are not being complied 
with by most of the foreign Missions in India. A  test- 
check of the records sent by ten Missions revealed that 
only one Mission was deducting lax at source and was 
sending the prescribed annual statements to the Depart­
ment. Three Missions did not deduct tax at source but sent 
the prescribed statements. The remaining six Missions 
neither furnished the statements nor deducted the tax at 
source.

53, O ther top ics  o f  interest.

(a) Companies which derive dividends from Indian companies 
formed and registered after 31st March 1952 and are engaged in an 
industry for the manufacture or production of any of the articles 
specified in a schedule attached to the Incorne-tay Act, need not, 
pay super-tax on the dividend so received.



A  company was mainly engaged in the manufacture o f an optical 
bleaching agent with a particular trade name. It secured a licence

• from  the Government in August, 1955 under the Industries (D evelop- _ 
ment) Regulation Act lay claiming that the product manufactured by 
it was a dye-stufi falling under item 20 of the list of articles specified 
in section 56A of the Income-tax Act, 1922.

The company accordingly made a claim for the purpose of income- 
tax a s s e s s m e n t 'that the product manufactured by  it was a dye-stuff 
and therefore the dividend declared by it must be_ exempt from  super­
tax in the hands of the companies holding its shares. This was 
accepted and the companies receiving dividends from  this company 
have been getting exemption o f super-tax on the dividend income.

Before the Central Excise authorities it was however, claimed by 
the.assessee that the product was not a dye-stuff in the practical sense 
since it was not used for dyeing cloth. On a chemical analysis by 
the Centra] Excise authorities this product was found to be neither 
a dye-stuff nor a synthetic organic derivative used in a dyeing process 
and accordingly, it was exempted from payment of duty.

As on the result of a chemical analysis, the bleaching agent 
manufactured by this company had been proved to be not a dye-stuff 
and on that score the company also has been enjoying exemption from  
Central Excise Duty, a contrary decision for the purpose of Income- 
tax A ct has resulted in a wrong exemption being given to the divi­
dends declared by this company. The amount of tax lost due to non- 
l e w  of Super-tax on dividends received by six companies from  the 
said com pany for the years 1958-59 to 1963-64 comes to Rs. 24-16 ,

lakhs.
In their reply, the Ministry have stated that the Directorate 

.-"eneral o f Technical Development (Dyes and Explosives etc.) had 
^assified the bleaching agent as a dye-stuff. It is not clear how  
rhis was done even though the Company itself has stated before the 
Central Excise Departm ent that it is not a dye-stuff in the practical 
sense and that even the Customs Department does not treat it as

' '" ‘ '^he Ministry have added that the phraseologies ' used in the
me tax Act and in the Central Excise tariff are not identical and 

r ° u n f a i r  to interpret the one in the light of the other. It is not clear 
'  what grounds o f fairness the different phraseologies which mean 

^  same thing entitle the Company to get exemption from  one 
n  nartment on the claim that it is only a whitening agent and not 
a dye-stuff and from  another a rebate on the claim that it is actually

a dye-stuff.
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(b) Under the provisions of the Income-tax Act, relief from tax 
is admissible to newly established industrial undertakings on their 
profits and gains to the extent of 6 per cent, of the capital employed 
for a period of five years from, the year in which they begin to . 
manufacture goods or produce articles. This concession was extend­
ed to shipping companies also under executive instructions issued m 
1951 and relief allowed to them on the basis of the capital outlay 
o f the ships. As one of the primary conditions to be fulfilled for the 
grant of the relief under the Act is that the industrial undertaking 
must manufacture or produce articles, the extension of the relief to 
ships which do not manufacture or produce articles amounts to an 
extra legal concession.

In four cases falling in one Commissioner’s charge, the t ^  
exempted on account of this extra legal concession came to Rs. 53-85
lakhs.

(c) Under the provisions of the Income-tax Act depreciation and 
development rebate are admissible on assets owned by an assess^. 
In the case of assets acquired through hire purchase system, the 
transfer of ownership thereof in favour of the hirers, happens only 
after the last instalment of hire charges are paid to the vendors. 
Since the assets do,not become the property of the hirers, no depre­
ciation and development rebate are allowable to them, while com­
puting the taxable income. This view was upheld in February 1962 
by the Madhya Pradesh High Court in a case. The Supreme Court 
also in a judgment delivered in November, 1964 held that in the 
case of hire purchase agreement, sale fructifies only when option is 
exercised by the intending purchaser after fulfilling aU the terms of 
the agreement. Only when all the terms of the agreement are satis­
fied and the option is exercised, a sale takes place of the goods which 
till then had been hired.

The Central Board of Revenue in their circular of March, 1943 
reiterated in July, 1963 issued instructions that depreciation and 
development rebate are allowable in the case of assets acquired 
through hire purchase system. These instructions are contrary to the 
provisions of the Act and the judicial pronouncements. During test 
•check, it was found that in 24 cases where the Income-tax Officers 
followed the Board’s instructions and wrongly allowed depreciation 
and development rebate, the under-assessment of tax amounted to 
Rs. 6,79,221.
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ThP Draft oaragraph was sent to the Ministry in November, 1965 
. u t ^ o  r ° ;fy  i s  so Z  been received (February, 1966).

54. Super Profits Tax
Short levy Of super profit. due . .  e r r ^ o u .  of charge-

able profits.
TT  ̂ Sucer Profits Tax Act 1963 the tax is payable on the
Under th P .greeable profits of a company exceed the

of s trn t^ d ^ ^ ^ ^ ^ ^ ^  First Schedule of the Act. the
T a r ^ a b le  profits shall be computed after excluding the items men- 
chargeao f  i n c o m e - t a x  and super tax payable by the
tioned in ru e i n c o m e  under the provisions of Rule 2.

In one case m ^ ^ 3  taken as

Id u c t ib le  and the M t chargeable proBt was am ved  at
the sum a , frojn the gross income-tax and super-tax pay- 
r  T h L  t i  . . .  paid on the m vlden . „ a s

‘. ^ u c t L  twice. This restnted to an t « d e . . ™ e „ t  o , t a ,  o .
Rs 96 300 for the assessment year 1963-64.

Thi’s paragraph was sent to the Ministry in October' 1965 but 
no reply has been received so far (February, ).

55. Income-tax demands written off by the Revenue Department 
duriug the year 1964-65.

during the year 1964-65, the Income-tax department have written 
tiH of ^7 47 072 of which Rs. 11,92,533 relate to Cora- 

off a dema assessees other than Companies. The
panies an furnished by the Ministry, in the case of both
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Companies Non-companies T o t a l

I. Assessees having died ,  
leaving behind no
assets, or have gone 
into liquidation or 
become insolvent ;

(а) Assessees having 
died leaving 
behind no assets

(б) Assessees having
gone into liqui­
dation _ •

(c) Assessees having 
become insolvent

II. Assessees being un-
traceable

III. Assessees having left
India

IV. For other reasons :
(0  Assessees who 

are alive but have 
no attachable as­
sets

(it) Amount being 
petty etc.

(iii) Amount written 
off as a result o f 
settlement with 
assessees

(iv) Demands ren­
dered unservice­
able by subse­
quent develop­
ments such as 
duplicate de­
mands wrongly 
made, demands 
being protective 
etc.

V. Amount written off 
on grounds o f equity 
or as a matter o f inter­
national courtesy or 
where the time, labour 
and expenses involv­
ed in legal remedies 
for realisation are 
considered dispropor­
tionate to the amount 
or recovery

No. Amount
Rs.

No. Amount
Rs.

No. Amount
Rs.

24 1,93,719 24 1 ,9 3 ,7 1 9

39 8,o i,z68 39 8,01,268

10 90,160 10 90,160

39 8,01,268' 34 2,83,879 73 10,83,147

25 3,91,265 123 2,00,356 148 5,91,621

21 2,84,960 21 2,84,960

1 1 3 12,11,905 1 1 3 12 ,1 ,905

•• 1 7 97 1 7 97

•• • « I8 63,65,630 18 63,63,630

3 3 ,0 7 ,7 1 2 3 2,07,71 2

1 5 1 77,85,344 1 5 1 7 7 ,8 5 ,3 4 4

64 1 1 ,9 2 ,5 3 3 32 9 8 5 ,5 4 ,5 3 9 393 97,47,073



56. Arrears of Tax Demands*
At the end of 31st March 1965. the total outstanding demand of 

Corporation Tax and Incom e-tax amounted to Rs. 341-70 crores. 
Separate figures for Corporation Tax and Taxes on incom e other than 
C oreora tio fta x  are not available as the Ministry have stated that no 

"ustics are kept tor this purpose. The .m ount ot Es. 341 -70 
™ r e s  .s  compared to actual realisatlou during 1964-65, works out to 
75 per cent. The corresponding figures for the years ending March 
1963 and March 1964 are as foUows

R s .  in  %  o f  t o t a l  
c r o r e s .  r e a l i s a t io n

Y e a r  e n d i n g  M a r c h  1963 2 8 2 - 3 7
Y e a r  e n d i n g  M a r c h  1 9 6 4  ■

The years to which the arrear demand of Rs. 341-70 crores related

are as f o l lo w s :-
Y e a r

Arrear. o f 1954-55 ■ ; ! ! 1^6:9^Arrears o f  1 9 5 5 - 5 6  to  19 6 2 -6 3

ArrearB re atmg to 1963 64
Arrears relating to I904 05 • --------------

T otal 341-70
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One of the reasons for the amounts remaining outstanding is stay 
of collections o f tax granted by the various appellate authorities on 
„ „ e a l s  and revision petitions. The figures relating to the number 
orcases in which the tax has been stayed together with the amount 
Z  tax stayed as on 30th June, 1965, are given below. The corres- 
^ n d in g  position as on 30th June, 1964 is also indicated below.

N u m b e r  o f  c a s e s  in  A m o u n t  o f  t a x  
w h i c h  t a x  w a s  s t a y e d  s t a y e d

( I n  c r o r e s  c f  R s . )  
30-6-65 30-6-64 30-6-65 ;o-6-6if

( a )  Before Appellate Asstt. C o m m i s s io n e r s  6 5 9 3  3785 I 7;47 i |;3 7

( i )  B e f o r e  T r i b u n a l s  • '  • . 2 1 2  357 3 - 6 7  3'44
( s )  B e f o r e  H i g h  C o u r t s  • • 3 6  2 2  0 - 7 7  o '44

8332 4*96 25-13 : o .38

The of case, pending with the Appellate Assistant Com-
as on 30th June, 1965. is 1,20,736, the corre&pondmg figure 

TOissioners, ^  number of revision petitions
for the las Commissioners of Income-tax as on 30th June 1965,

^The year-wise break-up of the pending appeals/revision

— tiin^nis. r, .



petitions as on 30th June, 1965 with reference to the year of insti­
tution of appeals is given below.

Appeals with Revision Peti* 
Year o f institution. Appellate Asst, tions with

Commissioners. Commissioners- 
o f Income-tax
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1953-54
1954-55
1955-56
1956-57
1957-58
1958-39
1 9 5 9 - 6 0
1960-61
1 9 6 1 - 6 2
1962-63
1963-64
1964-65
1965-66

2
2

I I
2 4
36

10 4
182
253
786

2,948
10,433
66,242
39.713

I
6
5

19
47
73

10 6
1 4 6

314
931

2,236
876

T o t a l 1,20,736 4,760

57. Arrears of Assessments*

(a) As on 31st March, 1965 17-85 lakhs cases were outstanding 
with Income-tax Offioers pending assessment. The number of cases 
pending for the corresponding period last year was 12-26 lakhs. The 
vearwise breakup of the outstanding cases is shown below : —

Year N°-
asscsiments.

i j« o -6 i  t n d  e i r l i e r  y e i r »
1 9 6 1 - 6 2  . . . .  7 3 ,4 8 8
1 9 6 2 - 6 3  . . . • ■ ■ ■ ■ •  1,52 = 44 0
1 9 6 3 - 6 4  . • • • • • • ■  3>86,556
I96i -6i II.43.13I

T o t * i  . i 7,*4.515

Cat«gorywise break-up of the cases tluit are pending is ss 
follow*; —

(0  Business c « e J  hiving income o v e r  Ks. 25,000 
(11) Business c»ses h»ving income over Rs- 15.000 but not 

exceeding Rs. 25.000 ■
( h i )  Businesi cises having income o f over K s ,  7,500 but 

not exceeding Rs. 15,000 • •
(1*) All other cases except those mentionea m category (c) 

and refund cases ■
(v) Small income scheme cases, Government salary case* 

and non-Govetnment salary cases below Ks. 18,000 ,

T o t a l

9 7 .6 5 7

95.941

2,53.457

9.71.451

3,65,009

1 7 ,8 4 ,5 1 5

•The figures given in this paragraph were furnished by the Ministry o f Fii.ancc.



73

Status-wise break-up of the pending cases'is indicated b e lo w : —

(;■) Individuals ■ • •
(ri) Hindu undivided Families 

(iVi) Firms ■ • ' '
(iv) Companies ■. ■ • _
(v) Other Associauon o f persons

T o t a l

13,83,648
1,27,811

2,27,030
28,094
17.932

i7>84>SI5

The n u m b e r  of assessments completed out of the arrear assess- 
ments and out of the current assessments during the past'five years-

F i n a n c i a l  y e a r .

(I)
1960-61

1961-63

1962-63

1963-64

1964-65

Number o f assessments completed Number o£  
assessments-No. o f -  

assess­
ments for 
disposal

Out o f 
current

Out o f  
arrears

Total pending at 
the «nd o f 
the year

(2) (3) (4) (5) (6)

18,26,013 7>32,248 4.74.647 12,06,895 (66-1% ) 6,19,117

20,21,330 8,06,265 5,02.658 13,08,923 (64'8% ) 7.12,407

21,18,376 7.96,815 5.12,902 13.09.717 (59-4% ) 9,08,659

27,09,107 9,23,670 5.60,031 14,82,701 (54-7 % )

36,26,144 11.54.834 6,86,795 18,41,629 (50-8? : ) 17.84,515

(Figures in brackets in column 5 represent percentage o f  cases disposed 
of to total number of assessments for disposal).

Arrears continue to increase both in absolute terms and in per­

centage.
(b) Pendency of Super Profits Tax and Sur Tax Assessm ents* 

The figures relating to the disposal of the Super Profits Tax assess- 
and Sur Tax Assessments as on 1st April, 1965 are as under: —  

® Sur-t»xSuper
Profits

t a x .

(1) Number o f cases for disposal during 1964-65
(2) No. o f  cases dispensed o f  provisionally
( 3 )  No. o f  cases disposed o f finally
(4) Am ount o f  demand r a is e d  o n  p r o v is io n a l  a s s e s s m e n t s

(5) A m o u n t  c o l l e c t e d  o n  p r o v is io n a l  a s s e s s m e n t s

(6) Amount o f  d e m a n d  r a is e d  o n  f in a l  a s s e s s m e n t s

(7) A m o u n t  of J t m a n d  c o l l e c t e d  o u t  o f  (6) .

(8) Numbet o f cajes jw n d m g js  o n J i-^ -l^ S ^  ■

2343 1247
68 426

767 221
Rs. 76-35 12-20

(lakhs) (crores)

Rs. 56-38 11-46
(lakhs) (crores)

Rs. 2<:S-o8 3 '46
(lakhs) (crores)

Rs. 194-49 3-08
(lakhs) (ciores)

1476 1026

paragraph were furnished by the Ministry.



(c) Pendency of Excess Profits Tax and Business Profits Tax 
lassessments* : —

The number of assessments disposed of during 1964-65 and of 
those pending on 31st March 1965 under the Excess Profits Tax Act, 
1940 and Business Profits Tax A ct, 1947 are indicated below : —

(1) Total number o f cases pending for disposal by way o f
final assessment as on 1-4-64 . • • • •

(2 )  T o t a l  N o .  o f  ca s e s  o f  ( i )  in  w h ic h  p r o v is io n a l  a s s e s s ­
m e n ts  h a d  b e e n  c o m p le t e d  .  .  • .

N o .  o f  c a s e s  in  w h ic h  r e - a s s e s s m e n t  p r o c e e d in g s  i f  
a n y  s t a r t e d  d u r in g  1 9 6 4 -6 5  ( E x c e s s  P r o f i t s  T a x  A c t )
(i.e., number o f cases added during the year)

(4) Total number out o f ( i )  and (3) disposed o f during the
y e a r ........................................ ' • '

( 5 )  Total number pending as on 31st March, 1 9 6 5

(6) The amount o f tax (approximately) involved in 5

As the Excess Profits Tax Act, 1940 and Business Profits Tax Act, 
1947 have ceased to be in force in the years 1947 and 1950 respectively 
the need for completion of these pending assessments is obvious. 
Although the Excess Profits Tax Act does not prescribe a time-limit 
for completion of assessments, it is obviously unfair both to Gov- 
€rnment and to the assessees that assessments should remain un­
completed for about 20 years.

58. Refunds*
The number of refund applications outstanding as on 31st March, 

3965 is 7,225 involving an amount of Rs. 88-80 lakhs. The figure for 
the corresponding period ending 31st March 1964 was 7195 involving 
an amount Rs. 32-51 lakhs. The break-up of the refund applications
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E.P.T. B.P.T

116 26
awaited awaited

22 nil

21 6
117 20

awaited awaited

(i) Refunds outstanding for less than a year as on 31st 
March, 1965

(it) Refunds outstanding between i and 2 years as on 31st 
March, 1965 . . . • ■ ■  

(m ) Refunds outstanding for 2 years and more as on s jjt  
March, 1965 • ■ ' ■ ' ■

(it;) Interest paid to assessees for delayed refunds

No. of Amoimt in­
cases volved 

(in thou­
sands of 

Rs.)

6629 7562

483 731

113 587
4 4

1961, the Central
'Government have to pay interest at 6 per cent, per annum on all 
refund claims outstanding for more than six months.

*The figures in thi» paragraph are as furnished by the Ministry.



59. Scheme of voluntary disclosure *

The Finance Act, 1965 introduced a scheme of voluntary dis­
closure of income. According to this scheme, if an assessee who has'- 
omitted to return any part of the income, filed a voluntary disclosure 
prior to 31st May 1965, he would be entitled to have the income dis­
closed assessed" at a flat rate of 60 per cent. If this disclosure was 
made prior to 31st March, 1965, and tax was also paid thereon on 
or before that date, a concession of 3 per cent, in tax was given. 
The following table shows the number of assessees who gave voluntary 
disclosures, the total amount of income declared, the total amount , 
o f tax collected and outstanding upto 31st August, 1965.

(1) No. o f  assessees who gave voluntary disclosures . 2001

(2) Total amount o f income declared . . . .  Rs. 52,18,81,496

(3 ) T ax payable on the income declared . . . Rs. 30,80,33,220

(4) T a x  collected . i- . • • . . Rs. 21,97,02,148

(5 ) Balance o f tax outstanding . . . . . Rs. 8,83,31,072

T h e total tax levied as a result o f  the Schcm e is Ices than 10  percent 
o f  one year’s revenue.

60. Frauds and evasions*

(a) ( i )  No. o f  cases in which penalty under [section’28(i)(c)/
271 (I) W  was levied in 1964-65 • . . . i

(2) No. o f cases in which prosecution for concealment o f
income was launched . . . . . .  ^8*

( i)  N o o f  cases in which composition was effected without
launching prosecution . . . . . .  N il

(4) Concealed income involved in ( i )  to (3) . • Rs. 34=27,67,602

(5) Total amount o f  penalty levied on ( i )  • • . Rs. 4,03,70,610
(6) Extra tax demande^l on concealed income in item 4. Rs. 5)05,24,538
(7) Cases out o f (2) in which convictions were obtained . Nil
(8) Composition money levied in respect o f  cases in (3) . Nil

(9) Nature o f punishment in respect o f (7) • • • Nil

(•Figures are provisional)

(b) The following table shows the number of searches ordered by 
the departm ent during 1964-65 and 1965-66 (upto 31st August, 1965), 
the total value of jewellery, cash, etc. seized, the number of assess-
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•The figures iu paragraph are as furnished by the Ministry.
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19 6 4 -6 5 19 6 5 -6 6  
( u p t o  3 1 - 8 - 6 5 )

399 1 5 7

1 4 7  la k h s 5 6  la k h s

48 2 1

1 nf roncealed income involved,aneiits compteted and the amount ^

(I ) T o t a l  N o .  o f  e a ses  in  w h ic h  s e a rc h e s  a n d  

se iz u re s  w e r e  m a d e

( 3 )  S  n u m b e r  o f  ca s e s  in  w h ic h  a s s e s s m e n ts  

w e r e  c o m p le t e d

(4 )  f o u n t s  c o n c e a le d  in  ca s e s  r e fe r r e d  t o  m  ^  ^

item (3) ■ ’ ' ' ’ , , ,
, ,  ,  . R s .  1 0 1  la k h s  3 la k h s

(5 )  T a x  in v o lv e d  in  i t e m  (,4 J • " '

(6 )  P e n a lt y  le v ie d  in  c a s e s  in  w h ic h  a s s e s s m e n ts  1, 32,592
w ere- c o m p le t e d

( 7 )  N o .  o f  ca se s  in  w h ic h  P^osec^on, w e r e
la u n c h e d  o u t  o f  t h e  ca s e s  m  i t e m  C3)  •

(8) R e s u lts  o f  p r o s e c u t io n s  . ■ • •

It wUl be seen that searches and seizures
1. ■«/> mnrp than valuables worth Rs. 36,000 on

•assessees ^  nalty of only Rs. 69.337 was levied
an average income of over Rs. 235 lakhs in
-on an assessment of conceaiea
a964-65 and no prosecution has been launche ■



CHAPTER V  
O t h e r  R e v e n u e  R e c e ip t s  
Ministry o f Home Affairs 

Sales Tax Receipts of Delhi Administration.

SI The audit of the Sales Tax Receipts of the Union Territory of 
-n .ih i’ was commenced in November, 1964, the Government o f India 
having given its consent in this behalf in May. 1964.

62 Delay in finalisation o f assessment leading to loss o f revenue. 
During 1956, assessments amounting to Rs. 4,785 and Rs. 1 0 2  

 ̂ , V. j  to 1952-53 and 1953-54 respectively in the case of
lakhs an appellate authority for being
a certam grounds. No action, however, was taken in this

till December, 1965 when, in reply to the audit objection 
raised in August, 1965, the Department stated that action to make 
x e a s s e s s m e n t  in these cases was being taken The Ministry stated 

T iq66> that there has been gross delay m finalismg the
(m  January ) finalise them early.

xe-assessmen s 1 9 5 4 -5 5  and 1955-56 could not be made
The assessments for the y^dis u
w ithin the prescribed period of 4 years also and these have now

.l3ecome ^ ^ 3  granted registration certificate on 6th
. ^ V l9 6 2  (actually delivered in January, 1964) though he had ap- 
1 ’for it on 23rd May, I960. It was decided, however, to determine 

. r  L  liability at a later date. But this was not taken up till Audit 
the tax 1 August, 1965 ; the tax liability was fixed with effect

May I960 on 30th Septem ber, 1965. This delay in fixing 
t ^ r t a x  l i a S  led to the assessment for 1960-61 becoming barred

Tn regard to the assessments for the years 1954-55 and 1955-56 
tinned in case (i) also in case (ii) , the assessees deposited 

T  advance on the basis of the returns filed by them. The
rtment has held that as tax recoverable accordmg to the re- 

filed has already been credited to Government, no loss of re- 
. involved in these cases. This contention does not appear 
rrect as unless the assessments are actually made, it cannot 

^^ rw h e th e r  the amounts o f tax deposited in advance were the 
^  '"^ctually recoverable under the Act from the assessees. This 
amounts a accepted by the Ministry (January 1966).
position nas
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63 Non-recovery of Sales Tax and ultimate write ofiE.
A sum of Rs. 5.88 lakhs representing sales tax recoverable from, 

a certain dealer for the period from 16th January. 1953 to 5th March, 
1956 was written off by Government in November, 1964 
fact that the dealer was reported (on 14th October, 1955) by the 
Collector, Delhi as untraceable either at his shop or at his residential
address.

-The dealer filed an appeal against the assessments of tax amount­
ing to Rs 1-42 lakhs, from 16th January. 1953 to 31st March. 1954. 
On 23rd January, 1956, the date fixed for hearing of the appeal, he 
sought an adjournment of the case through his Counsel on medical 
groL ds but this request was rejected by the appellate authority and 
The assessments were confirmed by it on 31st January. 1956. ex-parte. 
Sales returns for the months of May to August. 1955 duly signed by 
him were also filed with the Department on 17th November. 1955. 
The Department also noticed in February, 1956 that he was doing 
business in an another locality of Delhi. The circumstances ^ d e r  
which his whereabouts were not ascertained by the Department 
directly through him or through his Counsel or otherwise to enforce 
the above recovery of tax are not known.

The tax amounting to Rs. 4-46 lakhs (assessed ex-parte) for the 
subsequent two years mz.. 1954-55 and f  5-56 also remained un­
recovered. This recovery was reported to the Collector after 3/2 

. years of the completion of the assessments.
I t  has also been n o t i c e d  that while reporting the c a s e  t o  the Col- 

lector, Delhi for making recovery of the outstanding amounts, in- 
^omnlete address of the dealer was furnished to him inasmuch as 
the address given did not indicate the exact location of the shop and 
only the street in which the shop was l o c a t e d  was mtimated.

According to the departmental inquiry, reports of October, 1953, 
February 1954 and February. 1956. the dealer had been shifting his 
business premises from time to time without mforming the Depart­
ment, as required under Section 16 of the Bengal Finance (Sales 
Tax) Act 1941 as extended to the Union Territory of Delhi. He also 
furnished certain evidence supporting the deductions claimed by 
him for having sold certain goods outside Delhi but the same, on 
verification made in July, 1954. were found to be inadmissible be­
cause the transport companies through which the goods were stated 
to have been sent were not in existence. However, no steps were 
taken by the Department to proceed against him in terms of Section



•22 of the Act. Incidentally, it may be mentioned that according 
to the inquiry report of October, 1953, the dealer had a very bad 
xeDutation and he was reported t.o be defrauding the Government 
on a very large scale. He finally appeared in person before the 
Department in January, 1955.

The Department stated in January, 1966 that the assessments in 
question might have been far less if the dealer had attended the 
hearings and produced proof in support of the deductions claimed 
by him on account of goods sent to places outside Delhi, etc., instead 
of allowing the assessments to be made ex-parte. The basis of this 
-contention is not clear as the evidence produced by the dealer was 
found to be incorrect on verification conducted by the Department 
and he, on being requested on several occasions, refused to produce 
any other evidence in support

64. N on -p rod u ction  o f  declaration s o r  p rod u ction  o f  d e fe c t iv e  de­
cla ra tion s tow ard s sales.

(i) Under the Central Sales Tax Act, 1956, sales tax at conces- 
:sional rates on inter-state sales to registered dealers is leviable pro­
vided declarations in the prescribed form giving the particulars of the 
-dealers to whom the sales have been made are furnished by the 
assessees. Similar concession is also permissible in respect of sales 
made to Government departments if the prescribed form indicating 
the full particulars are furnished.

The declarations for sales amounting to Rs. 10-65 crores were not 
made available to A udit as these were kept in gunny bags or in heaps 
and it was not possible for the Department to link them with the 
respective sales. Consequently, Audit has not been able to verify 
whether sales tax has been correctly charged in respect of these 
sales.

(ii) In a number of cases, it was noticed that thp declarations 
did not show the number and date of registration of the dealers to 
whom the goods have been sold by charging sales tax at concessional 
rates. The declarations also bore additions and alterations which 
were not attested by the purchasing dealers. In view of this, it is 
not known how the Department satisfied itself that the sales have 
been made only to the genuine registered dealers.

(iii) A ccording to rule 26 of the Delhi Sales Tax Rules, 1951. 
sales made to local registered dealers can be deducted from the 
amount of gross turnover for the purpose of determining tlie assess­
able amount and dealers claiming this reduction are required to file a
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with the registration numbers o f 
complete list ® been made. It was noticed that

r s ™ ^ ; r r r . r . - r . " -  •» - ■

tions and lists of sales mention shortage of staff and
not been preserved systema c ŷ ^̂  sub-para (ii) is how -

S  r ™ r d “ =u.v=7«” <>■"“ > » « * « “ ' "  “  ° ‘S r ‘ t  

? x i t o t L t ; r e S a S =
l  b .  doe to sh «rt.g . of staff. The nomber ol „ ,w  c .se . surveyed
during the same year is not known.

66  A r r e a r s  o f  a s s e s s m e n t .
It was noticed in audit that 84092 cases were outstanding on 

1st Apnl 1965 with the Sales Tax Office pending assessir.ent. The 
approximate tax involved in these cases could not be ascertamod.. 
l i e s e  outstandhig cases related to the years mdicated b e low .--

The number of assessments completed and pendency thereof 
during the past three years is given below

» 1“ "NJn
Financial year
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N o  o f  o f  a s s e s s m e n ts  %  ^ o .  o f
a s s e s s m e n t s  c o m p le t e d  ca s e s  a s s e s s m e n ts -

d is p o s e d  p e n d in g  
O f

1962-63

1963-64

1964-65

L o c a l
C e n t r a l

L o c a l
C e n t r a l

L o c a l
C e n t r a l

P o s it io n  as o n  
1-4-65 =  84,092

f o r  
d is p o s a l

32>5o7
24,515
38,273
29j208
44,226
33,831

Y e a r
1961-62
1962-63

1963-64
1964-65

15,747
11,247
16,634
11,923-
19,918
14,042

48-44%\ 
4 5 -87% J
43-46% \
40-82%/

41-5% }
47-33

42-32

43-50

l6 ,760 
13,268
21,639
17,285
24,308
19,789j TO j lyj/oy

Year-iuise breakup of arrears
Local
2,85s

C e n t r a l
2,382

• 21.453 17,407

22,357 17,638

Total
5,237

38,860

39,995

T otal 84,092

■ ' 7 i j ; ; ; ; ; ; r V b ^ c k e t 8  in  c o l u m n  3 o f  ca ses
t o t a l  o f  a 5 s e .s m e n t s  f o r  d .s p o s a l) .

c a s e s  d is p o s e d  o f  t o  th '



67. Other topics of interest.

Irregular exclusion of sales tax collections from  turnover.

(a) Under the Central Sales Tax A ct, 1&56.

According to rule 1 1 (2 ) of the Central Sales Tax (Registration 
and turnover) Rules, 1957, Central sales tax collected by a dealer 
is to be deducted from  the gross turnover for determining the tax­
able turnover. This concession was withdrawn with effect from  
1st October, 1958 but re-introduced with effect from  10th June 1961. 
It has, however, been observed during local audit that the deduc­
tion on account of the tax was continued to be allowed from 1st 
October, 1958 to 1st June, 1961 resulting in under assessment of tax 
of Rs. 3'30 lakhs (approximately).

The Ministry have replied that while modifying the Rule in 1958 
it was not the intention of the Government o f India that deduction 
in respect of the tax element should be discontinued. Tt has further 
been stated that the Rule was modified because ^he same purpose 
will be achieved by section 9-A (o f the Central Sales Tax A ct) 
which was newly incorporated, and that to clear certain doubts in 
the matter. Rule 11 was amended. Section 9-A merely prohibits any 
dealer other than a Registered dealer from  coUecting sales tax It 
does not state that the sales tax so collected shall not form  part of 
the turnover. According to the Central Sales Tax Act, ‘turnover' 
means the aggregate of the sale prices received and ‘sale-price’ 
means amount payable to a dealer as consideration for sale o f anv 
goods less any sum allowed as cash discount. Therefore the sales 
tax collected by a dealer being part of sale consideration must be 
included m turnover unless specifically exempted, as has been done 
with effect from 10th June, iggj.

(b) Under the Local Sales Tax Act.

Prior to 1st October, 1959, the amount o f tax included in thp 
amount of turnover was deducted from the gross turnover to arrive 
at the taxable turnover under section 5(2) of the Bengal TTino,, 
(Sales Tax) Act, 1941  (as extended to the Union Territory of D elhiT  
With the deletion of sub-clause (b) under section 5(2) with effp.t

r , “ e r r '  

- t— ; :  s . * -  -
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The Ministry have replied that the deletion of section.5(2) (b) 
did not change the position in law having regard to the simultaneous 
insertion of section lOA of the Act. This, however, does not appear 
to be the correct legal position because section lOA does no more 
than specify that sales tax shall not be collected by a person other 
than a registered dealer. Such a prohibition does not imply that 
sales tax collections shall not form part of the consideration which 
is subject to tax.

Ministry of Health
68. Non receipt of Income declarations from  patients.
Under Government orders issued in January, 1959, all patients 

(other than those covered by the C.G.H.S. Scheme) who get treat­
ment from O.P.D. a n d  whose income exceeds Rs. 250 per mensem 
are required to pay certain fees in respect of various medical exami­
nations, laboratory tests, use of ambulance etc. Before being ex­
amined or getting ambulance facilities, such patients are required 
to sign a declaration of their income in a prescribed form. No such 
declarations were, however, actually being obtained from the patients 
by the Safdarjang Hospital except in the case of anti-rabic treat­
ment and ambulance services. However, fees for medical exami­
nations etc.. voluntarily paid by the patients during the three years 
ending 1964-65, amounted to Rs. 9,379- In the Willingdon Hospital, 
where such declarations were being obtained the receipts amounted 
to Rs. 20 697. In the absence of income declaration forms, the extent 
to which there had been leakage of revenue in the Safdarjang 
Hospital could not be verified.

New  Delhi;

The ’ th Ap;C, 1966. Accountant General, Central Revenues.

Countersigned,

N e w  D e l h i; Comptroller and Auditor General of India.
Date "th April. , i960

-3M GIPND-TS-Wing-2«7 A.G.C.R.
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