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. I . 
This report for the year ~nded March 2007 has been prepared for submission to 
the President u,nder Articl,e 151(1) of the Constitution oflndia. 

i 

·Audit of Revenue Receipts - Direct Taxes of the Union Govern~ent is conducted 
· under section 16 of the cbmptroller and Auditor General oflndia (Duties, Powers 

and Conditions of S ervic¢) Act, 1971. 

The report presents the results of audit of receipts under direct taxes comprising 
corporation tax, income tax; wealth tax, interest tax etc., and is arranged in the 
following order: - • j . . . 

. !: ~ 

(i) . . . Chapter I include ~nformation on the arrangements for audit of directtaxes 
and mention the results thereof; · . l 

(ii) Chapter . Ir incdrporates important statistical . information on tax 
administration; I 

(iii) Chapte~ III mentic~ns issues arising :out of the test check qf assessments of 
corporation tax; i . 

I . 
·(iv) ChapterIV deals 'fith .results oftest check of i~come tax assessments; 

i - . . 
(v) . Chapter V highlights the results of test check of wealth tax and interest tax 

assessments. 
I 
I 

Th~ observations included in this report have been selected from the findings of 
·the test check conducted jduring 2006-07 and in earlier years which could not be 
covered ill the previous r~ports. 

v 
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[ OVERVIEW ) 

Chapter I: Introduction 

The Comptroller and Auditor General of India conducts the audit of revenues 
from direct taxes of the Union Government under section 16 of the 
Comptroller and Auditor General of India (Duties, Powers and Conditions of 
Service) Act 1971 . 

Nine hundred and sixty one observations with a tax effect of Rs. 1,749.97 
crore were issued to the Ministry as individual draft paragraphs, including 
542 observations involving revenue impact of Rs. 1,085.32 crore that has 
arisen from local audit conducted in earlier years. Nine hundred and eighteen 
observations involving revenue impact of Rs. 1,663 .50 crore have been 
included in this report. There was loss of revenue of Rs. 1,354.33 crore due 
to timely remedial action not being taken in 3,593 cases. 

Application of statistical sampling techniques revealed that most likely 
estimates of proportion of scrutiny and non-scrutiny assessments with 
mistakes in Maharashtra were 7 percent and 1 percent respectively whereas 
those in Delhi were 12 percent and 7 percent for assessments completed 
during 2005-06. The total revenue effect of audit observations observed in 
the sample of the assessments completed during 2005-06 in Maharashtra and 
Delhi were Rs. 5,247.47 crore and Rs. 2,407.17 crore respectively, which 
were 8. 65 percent and 9 .19 percent of the total direct taxes revenue collection 
in the respective state for the financial year 2005-06. 

Recovery of Rs. 1,462. 16 crore was made at the instance of audit in respect of 
1,348 cases during 2006-07. 

Out of a target of 12.33 lakh cases for disposal during 2006-07 only 3.67 lakh 
cases were seen by internal audit, leaving a balance of 70.27 percent. 

Department did not produce to audit 69,054 cases or 54 percent of cases not 
produced during earlier audits and requisitioned again in 2006-07 which 
included 213 cases not produced in three or more consecutive audit cycles in 
Andhra Pradesh, Gujarat, Kamataka, Madhya Pradesh, Maharashtra, Orissa 
and Tamil Nadu charges. Consequently, these cases could not be audited. 

Chapter II: Tax Administration 

Total collections from direct taxes increased from Rs. 83,088 crore in 2002-03 to 
Rs. 2,30, 181 crore in 2006-07 at an average annual rate of growth of 27.33 
percent. In the case of corporate assessees, 75. 78 percent of gross collections was 
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made at pre-assessment stage, of which 55 .20 percent was by way of advance tax. 
1n the case of non-corporate assessees, 89.55 percent of the gross collection was 
made at pre-assessment stage, of which 50.96 percent was by way of TDS. Total 
number of assessees grew from 2.85 crore to 3.13 crore during 2002-03 to 2006-
07 at a compound annual growth rate of 2.40 percent which was lower than the 
growth rate of 3 .24 percent during 2001-02 to 2005-06. The number of cases 
selected for scrutiny during 2006-07 was higher at 3.41 lakh as compared to 2.03 
lakh in 2005-06. There has been a progressive decline in completion of 
assessments from 89.87 percent in 2002-03 to 66.44 percent in 2006-07, and a 
corresponding increase in pendency over the last five years. The decrease in the 
number of officers deployed on assessment duty could be one of the reasons for 
the increased pendency. Uncollected amount of Rs. 1, 17,370 crore out of the total 
demand of Rs. 3,37,007 crore in respect of corporation tax/income tax and wealth 
tax comprised demand of Rs. 86,203 crore of earlier years and current demand of 
Rs. 31 , 167 crore outstanding as on 3 1 March 2007. The outstanding demand of 
corporation tax increased from Rs. 55,098 crore in 2005-06 to Rs. 64,683 crore in 
2006-07 and that for income tax from Rs. 40,289 crore to Rs. 51 , 771 crore. For 
wealth tax, the outstanding demand decreased from Rs. 9,491 crore in 2005-06 to 
Rs. 9 16 crore during 2006-07. Since the wealth tax collection during 2006-07 was 
only Rs. 240.33 crore, this sharp reduction seems inexplicable and merits 
investigation by the Ministry. The percentage of recovery of certified demand 
increased from 14 percent of total certified demand during 2005-06 to about 24 
percent during 2006-07. 

Chapter ID: Corporation Tax 

Receipts from corporation tax amounted to Rs. 1,44,318 crore which constituted 
62.71 percent of the total collection from direct taxes during 2006-07. The 
number of corporate assessees as on 31 March 2007 was around 4 lakh which 
represented an increase of 1.80 percent over the previous year. In respect of 
corporate asseesees, 665 audit observations involving undercharge of tax of 
Rs. 1,573 .64 crore and 21 observations involving overcharge of tax of Rs . 95.74 
crore on account of various irregularities in assessments, such as mistakes in 
computation, carry forward and set off of loss, implementation of appellate 
orders, computation of income under special provisions, allowance of 
depreciation, deductions not supported by actual payment, capital/non business 
expenditure, mistakes in adoption of correct figures/arithmetical errors, 
provisions, prior period expenses/deductions not admissible, reliefs, exemptions 
and deductions under chapter VIA, refunds/interest on refunds, non levy/short 
levy of interest, income not assessed, mistakes in summary assessments and the 
assessments involving overcharge of tax were issued to the Ministry of Finance 
for their comments. Six hundred twenty four cases involving undercharge of tax 
ofRs. 1,480.60 crore and 21 observations involving overcharge ofRs. 95.74 crore 
have been included in this chapter. The Ministry has accepted observations in 
204 cases involving revenue impact of Rs. 712.44 crore, till the date of 
preparation of this report. 
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Chapter IV: Income Tax 

Receipts from income tax amounted to Rs. 75,079 crore which constituted 32.62 
percent of the total collection from direct taxes in 2006-07. The number of 
income tax assessees as on 31 March 2007 was 3.09 crore, which represented an 
increase of 5.10 percent over the previous year. One hundred and eighty audit 
observations involving revenue impact of Rs. 43 .64 crore on account of various 
irregularities in income tax assessments such as mistake in computation of 
business income, incorrect allowances of deduction to undertakings engaged in 
developing and building housing projects, incorrect allowance of deductions in 
respect of export profits, application of incorrect rate of tax, non/short levy of 
interest, incorrect of computation of capital gains, incorrect allowance of 
liabilities, irregular refunds, mistake in adoption of correct figures, incorrect carry 
forward and set off of losses, incorrect allowance of depreciation, income not 
assessed, mistakes in summary assessments and cases of overassessment/ 
overcharge have been included in this chapter. The Ministry has accepted audit 
observations in 66 cases involving revenue impact of Rs. 12.80 crore till the date 
of preparation of this report. 

Chapter V: Other Direct Taxes 

Sixty nine cases of irregularities involving revenue impact of Rs. 33.94 crore on 
account of various irregularities in wealth tax and interest tax assessments such as 
mistakes in wealth not assessed due to non correlation of records of different 
taxes, non/short levy of interest, non inclusion of taxable assets in the net wealth 
and mistakes in assessment of chargeable interest have been included in this 
chapter. The Ministry has accepted observations in 25 cases (22 in wealth tax and 
three in interest tax) involving revenue impact of Rs. 4.66 crore (Rs. 34.48 lakh in 
wealth tax and Rs. 4.31 crore in interest tax) till the date of preparation of this 
report. 
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I 
Jl..1 D:irect taxes levied by Parliament comprise: 

@ Corporation tax 
e Income tax 
@ Wealth tax 
0 Interest tax 

· ® Fringe Benefit tax .. ·. 
e Securities 'fran.s~ctfons tax and 

. I 

0. Banking Cash Transactions tax . 

Laws relating to direct tlxes are administered by the Central Board of Direct 
Taxes (hereinafter called i'the Board'). The Board is under the overan control of 
the Department of Revenue, Ministry of Finance. Revenue from direct taxes 

· during 2006-07. was Rs. 2l3o, 181 crore. · Time series data on revenue from various 
direct taxes and other r~lated statistical :information on tax administration are 
presented in Chapter II . 

. 1.2. Audit of.direct taxes by the Comptroller and Auditor General of fadia is 
carried out under sectioti 16 of the. Comptroller and Auditor General of India 
(Duties, Powers and· Cotiditions of Service) Act, 1971. Audit covers the fidd 
offices and the Board andfinvolves examination of: 

(a). assessments through! test check; 
. . , I . . 

(b) rationale for issue of. instructions and circulars, and . . . l 
(c) . efficacy and adequacy of systems and procedure of tax coUection, appeals, 

·. and overall tax admihistration. · · 

Jl..3 After completion 1f audit of each assessment unit, audit observations are 
conveyed to the departmehtthrough a·local audit report. fa the case of important 
observations, a statement j of facts is issued tO the department for verification of 
facts and obtaining their comments. Important audit fmdiings are forwarded to the 

. Bo~rd and Ministry of Fi~ance in the form of draft p~ragraphs~ · Fmally, the Audit 
Report on direct faxes is f@rwarded to Parliament through the President of fadia. 

:U..4 . .The preface desJ

1

ibes the arrangement of this report. ·The Ministry's 
response, where furnished has been indicated in each case. Where the reply of the 
Ministry is not acceptable, the reasons have been mentioned along with the gist of 

the reply. I . · . 

1.4~1 -~e present_report1I contains 918 out of 961 audit.observations_ referred to 
the Mm1stry of Fmance. Table no. 1.1 below contams the details of draft 
paragraphs1 {DPs) issued ~o Ministry and included in the report. 

1 An audit ob~ervation issued t~ the Ministry seeking their comments 

3 
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Boarirll's 
commennts onn 
idlraJft 
paragrn]pllhs 

2005-06 

2004-05 

2003-04 

2002-03 

.905 

688 ! 

931 

980 l 

653 
' ' ;;;~~ll'.OJr~) ;'/ . 

1584.96 .· 
Income Tax 189 44.50 
Wealth Tax 69 2.13 
Interest Tax 7 31.91 
TotaR , 9:Il.8 lllfiilfii3.50 

I 
. . I • 

1A.2 Out of the above, 419 observations involving tax effect of Rs. 664.54 crore 
had arisen out of local audit conducted during' 2006-07 and the remaining 542 
observations involving tax effect of Rs.1,085.43 crore were noticed during local 
audit conducted in earlier years. ' 

. i 

1.5 · A separate Performance Audit Report no. 7, PA of 2008 (Performance 
Audit) containing. the results of system appraisals! has been prepared on the 

• I • • 

following subjects : 

® - Assessments of banks 
@ Appreciation of third party reporting/certification in assessment proceedings 
@ Assessments relating to infrastructure' development 

1.6 Cases with substantial tax effect are brought; to the notice of the Income 
tax Department and the Ministry in the form of ~'draft paragraphs'. As per 
Ministry. of Finance (Department of Expenditu(e} O.M. No. F 12(9) E. 
(Coord)/67, draft paragraphs should be disposed· of~ as expeditiously as possible 
and the comments of the Ministry intimated to audit within a period not exceeding 
six weeks. The replies of the Board to the draft paragraphs are considered before 
finalisation of this report. Table no. t.2 below cotitains the position of replies 
received from the Ministry along with follow .up! action taken on them and 
recoveries made in respect of.them tiH the finalisatiort of the report. 

I 

0 31 

1971.33 340 328.28 -51 62.52 339 1378.22 29. !13.75 24 44.98 53 58.73 

3490.55 36 9.28 299 780.95 293 2616.89 9 '1.29 56 219.69 65 220.98 

1852.65 74 59.68 425 752.93 172 -744.52 16 ;4.62 77 34.33 93 38.95 
I 

1419.20 168 64.07 468 600.77. 91 407:14 33 ;3.64 78 20.05 111 23.69 
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1.6.1 In respect of 31 ?ut of 961 DPs issued to the Ministry during 2006-07, 
recovery of Rs. 11.11 crore has been made by the department. The list of these 31 
DPs is given in Appendix l.. During 2006-07,. department made recoveries of 
Rs. 1,462016 crore in respect of 1,348 audit observations included in local audit 
reports/systems reviews during2006-07 and.earlier years. · 

. 1. 7 Audit of assessmJnts of .all direct taxes conducted between 1 April 2006 to 
31 March 2?07re~ealedJ16,735 cases of under assessment and 79 cases of over 
assessn:ent mvolvmg r~~enue effect of Rs.)0,742.76 cro:e and Rs. ~69.24 crore 
respectively. Assessmg officers accepted 3,127 audit observat10ns {18.68 
percent); did not accept 8;,298 observations (49.58 percent) and did not respond to 
5,310 observations (31.'p percent) involving t~x effect of Rs. 1,577.85 crore, 
Rs. 4,724.57 crore and RS. 4,440.34 crore respectively ofunderassessment. · 

1.8 Audit of direct tales is conducted on the basis of test check of assessment 
units and records. It w~s felt that it would help the Income tax Department in 
better tax administration if the proportion of audit. observations on test check basis 
could be extrapolated on 1~he. overall populatio. n viz. assessments completed by the 
Income tax Department. Consequently, since 2004-05 audit has adopted a risk 
based statistical sampling technique in which randomly selected cases from a wen 
defined stratified population of assessment records (forsampling design please see 

· Appendix 2) are subjedted to· audit i and the results are extrapolat¢d to the 
populationusing statistidal sampling techniques (for estimation procedure please 
see Append]]( 3). · · 

1.8.1 Since Maharashtra and Dellii together collect more than 50 percent,ofthe 
total direct tax revenue, jthe s~atistical . estimation techniq~e ~as been applied in 
these two states for the audll.t year 2006-07. so as to md:1.cate the extent of·· 
proportion of assessments with estimated mistakes in the entire population on 
account of faulty/incorrJct assessmenis by the assessing officers in these two 
sfates. This · informatioh can be utilised by the Board to streamline· its .tax 

. . I . . 

administration further ancl identify cases for selection for scrutiny, as also increase 
the revenue collection df the government. The Board can also minimise the 
occurrence of mistakes Ji assessments in future by taking corrective measures to 
improve the system. · I · · 

1.8.2 · ... Stratum-wise estimates of proportion of audit objection in respect. of 
M::iharashtra and Delhi ate given in Table nos.· 1 and 2 of Appendix 4 respectively. 

1.8.J Audit concludes that ihe most likely estimate (MLE) of proportion of 
scrutiny and non-scrutin~ assessments with mistakes were 7 percent and 1 percent 
respectively in Maharashtra and 12 percent and 7 percent respectively in Delhi 
for the assessme,nts comhleted during 2005-06. The total revenue effect of audit 
observations observed in I the sample of the assessments completed during 2005:..06 
in Maharashtra and Delhi were Rs. 5,247.47 crore and Rs. 2,407.17 crore I . . . 

respectively (Appendix-4, Table nos. 1&2), which were 8.65 percent and 9.19 
percent of the total dirett taxes revenue collection in the respective state for the 

I 
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Corporation 
tax and 
income tax 

financial year 2005-06·. Out of the above, Rs. 4,879.23 crore and Rs. 2,315 crore 
in Maharashtra and Delhi respectively related to mistakes observed in scrutiny 
assessments and Rs. 3 68. 2 4 crore and Rs. 92.17 crore respectively related to 
mistakes observed in other than scrutiny assessments. In this background, the 
estimated total revenue effect of audit observations for the entire population of 
assessments completed in the state is likely to be considerably high. The revenue 
effect of audit observations was higher in respect of scrutiny assessments, which 
are completed after due examination by the assessing officers, as compared to 
that in respect of assessments other than scrutiny assessments, in both 
Maharashtra and Delhi. Further, there were significant audit observations in the 
TOP-25 strata (top 25 cases in the unit in terms of turnover/gross income level) in 
other than scrutiny assessments in Maharashtra and in non scrutiny assessments 
in Delhi. The Ministry may accordingly consider giving a special focus to these 
areas while selecting cases for scrutiny. The reasons for the high percentage of 
errors in the scrutiny assessments also need to be investigated and addressed. 

1.9 The number of audit observations during 2006-07 relating to different 
status of assessees with their tax effect on corporation and income tax is shown in 
Table no. 1.3 below 

(Rs. in crore) 

T bl a e no. 1 3 d' b . : Au 1t o servations d . 2006 07 ur102 - on corporation an mcome tax 

SL. no. Status of assessees No. of audit observations Tax effect 

I Companies 7046 (43.94) 9465.45 (88.22) 
2 Individuals 5237 (32.66) 337.42 (3.14) 
3 Finns 2859 (17.83) 294.58 (2.75) 
4 Other assessees 894 (5.57) 631.81 (5.89) 

Total 16036 (100) 10729.26 (100.00) 
(Figures in bracket represent percent) 

1.9.1 Audit of direct taxes is carried out with reference to provisions contained 
in the Income Tax Act such as those relating to exemptions, deductions, capital 
gains, international taxation, minimum alternate tax (MAT) etc. Table no. 1.4 
below provides a broad overview of audit observations on underassessment in 
terms of the nature of mistakes noticed by audit under individua l sections of the 
Act. 

(Rs. in crore) 

Table no. 1.4: Nature of omissions in the assessment of income tax/corporation tax 

SI. Category of audit observations No. of Tax 
no. cases effect 
I Incorrect computation of business income 4506 4021.18 

2 Income not assessed 1430 1637.55 

3 Irregular set-off of losses 512 982.07 

4 Irregular exemptions and excess relief given 1835 834.24 

• The collection figures of financial year 2005-06 have been used since assessments were 
completed during 2005-06. 
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Talb>lle llllO• :E..41: Natme of ollllll)issfiollll.s iillll tllne assessmeIDl.t of iillllcome fax/corn>oiratiiorrn fax 

'~'1:•' 

5 

6 

7 

Non-levy/incorrect lev)r of interest for delay in submission of 
returns, delay in payment of tax etc. 
Mistakes in. computation of income and tax . I 

Mistakes in assessments of firm . . I 

8 . Irregularities in allowirig depreciation 
9 Incorrect application of rate of tax/surcharge etc: 

10 Mistakes m·assessments while giving effect to appellate orders 
11 Irregular computatfon M capital gains 

Omission/short levy ofipenalty 
13. Excess or irregular refiinds 
14 Avoidable or incorrect :payment of interest by Government 
15 Omission to club the iricome of spouse/minor· child etc. · 
16 Others I. 

I Tottan 

1238 552.07 

1075 381.42 

354 278.58 

1099 245.76 
485 241.92 

144 147.26 
278 143.78 
430 78.47 
397 68.19 
156 52 

16 0.32 
2081 1064.45 

1.9.2 Cat:gories depictld.atS~. ~~~- 1 and~ ~;·T:bl~ ~= 1.4 ~a~dy 'Incorrect 
computation of businessj incom,e' and . 'Irregular exemptions and excess relief 
given' account for the maximum number·· of audit observations about which 
further details are depicte~ in Table no. LS below : . 

1 

Tablle llllO. li.5: Review of c~tegrnry wiise objectiorrns 

Incorrect 28 37 Maharashtra, 75 
computation of Tamil Na:du & 
business income West Bengal 
Irregular 11 8 Tamil Nadu, 55 82 
exemptions and West Bengal 
excess relief & Maharashtra 
given 

- .. 

JJ..9.3 Similarly, 696 oJservations relating to wealth tax were issued :involving 
tax effect of Rs. 13.49 crbre. Table no. 1.6 below contains an analysis in terms of 
the nature of omissions. j . . 
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Otllne1r dl.Jind 
faxes 

Olllltst~llllllidlnllllg · · . 
. aml!iit 

olb>seirvatiolllls 

1. 

2 Incorrect valuation of assets · 

3. Non-levy or incorrect levy of additional wealth tax 
4 Non-levy or incorrect levy of penalty and non-levy of 

interest 
5 Mistakes in computation of net wealth 
6. Mistakes in calculation of tax 
7. . Incorrect status adopted 
8. Others 

I 
I:. 

I. 

35 0.36 

24 0.24 
.. 12 0.19 

32 0.17 
4 0.01 
0 0 

39 0.80 
B.49 

· · 1.9.4 Three obsentations relating to gift tax an4 interest tax were issued 
. involving ~ax effeft of Rs. 1:20 lakh as 111entioned in liable no. 1.7 below. 

(~. llllll Ilmklln) 

1. . Gift tax 0.20 
2 Interest tax 1 1.00 

Totail. 3 

1.Jiq} . According to departmental instructions,· obser\rations of statutory audit are . 
to· be replied to within a pefiod of six weeks. The Public Accounts Committee 
{Nirith-·LokSabha) in their 20th report under~cored the fact that responsibility for 
settlement of aud,lt observations rests with the depa~ment and it cannot remain 
content merely with sending replies to audit observ~tions .. Jn their action taken 
note, the M:iri.istry of Finance had stated- that they would .endeavour to see that the 
targets for settlement of audit observations were ~chieved.. However, large 
numbers of audin:'>bservations made in 2006-07 and! earlier years are still to be 
settled. 

1 

1.JW.1 As on 31 March 2007, 79,390 observations :mvolving revenue effect of 
. Rs. 28,654.54 crore were peridmg. This does not indude;the audit observations . 
communicated between 1 April 2006 to 31 :March 2007; · The year-wise 
particulars of the pendency are given in Tabfo no. 1.8.I 
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. (R§. Jinn ciroire) 

Tabile nno. 1.8: Obsenationns pennmnng ~th. irllepartmmeimt for fD.llllail adlionn 

Upto 2003-04 5if33 5921 309.43 57054 17543.06 

·2004-05 9914 510 43.05 10424 5.643.71 

2005-06 11454 5452j19 458 . 15.58 11912 5467.77 

'lI'ofail 72501 28286l48 
I 

6889 368.~6. 79390 286541.54 
I 

.JL.16.2 A total of 10,75~ ludit o~servations relating to income ~ax a~d corporation 
tax where tax involved inf each case exceeded Rs. W fakh; were pending as on 31 
March 2007 with revenu~ effect of Rs. 26,515.76 crore (as against 9,534 cases 
with a revenue effect of~s. 17,001.08 crore in 2005-06). The cases in respect of 

·. different charges are shown

1

. below in Table no. 1.9. 

(Rs. Jin crnre) 

Tablle nno. 1.9: Peirhirlllinng linncome/corpoiration fax cases where fax 
linnvdllveirll inn eaclh case .exceeded Rs. ·10llalklln . 

358.05 
2 Assam I 387.73 
3 Bihar ] 51 18.03 
4. UT Chandigarh 40 94.42 
5 Chhattisgarh 104 92.74 
6 Delhi. I 2032 4427.81 
7 Goa I 56 . 59.45 
8 ·Gujarat! 495 .· 468.11 
9 Haryana 106 99:70 
IO HimacnalPradesh 30 24.63 
11 Jammu]&.Kashmir 39 23.02 
12 Jharkhand -125 93.71 
13 Karnata:ka 154 291.76 
14 Kerala I 451 369.37 
15 Madhy~ Pradesh 212 455.09 
16 Mahara~htra 2786 8465.45 
17 Orissa I 151 284.26 
18 Punjab] 311 344.66 
19 Rajasthim 299 602.99 
20 Tamil Nadu ·1512 7636.20 
21 . Uttar Pr.adesh 451 393.89 
22 Uttaranchal . 47 610.26 
23 west Bengal -748·· 914.43 

Tohill 10756 26515.76 
I 

I 
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Remeili.all adimn 
time barred 

1.1«),3 Table no. L 10 contains data on pending audit observations relating to 
other direct taxes where the tax involve.d in each case exceeds Rs. 5 lakh. 

(Rs. Jinn crore) 

T!llblle nno; 1.10: Peml!linng cases oJf otllner dlli.Jr~d faxes 

1. Wealth tax ----~--410- 118.93 

2. Gift tax 12 21.25 

3. Interest tax 86 174.26 

4. Expenditure tax 4 0.93 

5. . Estate Duty 6 7.02 

Tofall :ns 322.39 

1.10.4 A total of 11,274 audit observations indicated in Table nos. 1.9 and 1.10 
above constituted 14.20 percent of the total obs~rvation,s. and accounted for 
Rs. 26,838.15 crore (93.66 percent) of revenue effect of the total pending cases. 
Departmentneeds to assign priority to settle observations with high tax effect. 

1.11 Table no. 1.11 below indicates targets for settlement of major statutory 
audit observations* for the year2006-07 according tq the department's action plan 
and their actual achievements: · - · 

Current 5396 4317 1735 80 
(4315.86) (3452.68) (1796.26) 

Arrear 10951 9856_. 4784 90 48.54 
5851.67) (5266.50)·' (3062.97) 

(Figures in brackets represent money value of rupees in c::rore) 1 

1.11.1 The action plan of the department for 2006-07 provided for 90 percent 
disposal in tefPlS. of the numbers of major audit oqservations in arrears and 80 
percent for current major audit observations. The ~ctual achievement was only 
48.54 percent and 40.19 percent respectively of the targets fixed. 

- • • I 

' ' ' 

1.12 The Board have issued specific instructions' for taking timely action on 
audit observations so as to avoid cases becoming barred by limitation of time and 

·An audit observation with tax effect of Rs. 50,000 and above. 
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lead~g ~o loss of reven~e. i The Public Accounts Committee (150th Report-Eighth 
Lok Sabha) had also recommended that the Board review the olid outstanding 

. I . . . 

observations in consultation with Audit. . . 

1.12~1. '.fhe status of audit bbservations issued prior to 2002,..03 was reviewed in 
2006-07 and. :in some charges,. several cases where. remedial action had become 
time barred ·were noticed. I Details of these cases have been forwarded to the 
respecti~re Commissioners. 1

1 

Table no. 1.12 contains the number of such cases 
along with the tax effect. · · . . 

~ (Rs. iiim, c,iroirel 

. a~e 
1. 192 9.44 
2. Bihari 151 2.05 
3. Delhi I 350 297.86 
4. Jharkh'.and 182 17.20 
5. Gu'arat 336 80.78 
6. Harayana 73 1.25 
7. Himachal Pradesh 19 0.19 
8. Kerala\ 13 0.23 
9. u. T .Cnandigarh 176 277.63 
10. Madhya Pradesh 515 34.22 

. 11. Maharashtra 1199 554.61 
12. Orissa I 130 74.91 
13. Punjab:· 39 0.09 
14 .. Rajastlian 218 3~87 

To tan 3593 :ll.354.33 
I 

1.13 As per the action pla~ of the department, all auditable cases pending as on 
1 April 2006 were required to be internally audited by 30 November 2006 and all 
auditable cases due for audit up to 31 December 2006 were to be audited by 31 
March 2007. . I, . 

LB.1 Out ofa target of·12j33 lakh cases f0r disposal during 2006-07, only 3.67 
Iakh cases were seen by\ internal audit leaving the balance 70.27 percent 
unchecked. Details are giveR in Table no. Ll3. 

I . 
. ! 

2004-05 13,87,549 5,99,243 7,88,306 
2005-06 12,77,910 I 12,77,910 4,71,777 8,06,133 
2006-07 12,33,242 ! 12,33,242 3,66,621 8,66,621 

11 
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Ountsfarrnidllirrng lllll!lldllit , 
olbiseirvatlidms of . 
lirrnternan auntdlftt 

· :H..13.2 There was declining trend in the number of observations made by internal 
audit. Eight thousand three hundred ninety two obsetivations were made in 2004-
05, 4,859 in 2005-06 and 3,132 in 2006-07 involving money value of Rs. 274.05 
crore, Rs. 375.62 crore and Rs. 61.10 crore respectively . 

. I! . ... ! 

· 1.:H.3.3 · Out of the 961 draft paras. issued to the Minis~y during 2006-07, only 63 
• (6;56 percent of draft paras issued) .. had been seen by ·internal audit of the 

department and the mistakes poirited out by statutory; audit had not been detected 
by internal audit in the cases checked by them. · 

lJl.3.4 As per the data furnished by the Directorate of Income tax (Income tax & 
.. Audit}, 'the dosing.balance o{ au~itable casys as.· on31 March of a financial year 

did not tally with the opening balance of auditable cases as on 01 April of the 
.·succeeding financial year . 

. J..14 According to departmental instructions, internal audit observations are to 
be attended to by the assessing officer within three tponths. However, i;is on 31 
March 2007, 6,688 audit obse!Vations of internal audit involving a tax effect of . 
Rs. 4l2.91 crore were pending.* This included 1,009 observations with money . 
value of Rs. 1.94 crore made during 2006-07. · 

Jl.14.1 Table no. 1.14 below contains information1 on maJor observations of 
internal audit and their settlement. 

2002-03 6,635 (1,430.33) '2,348 (452.13) 35 4,287 (978.20) 

. 2003-,04 5,151 (1,936.90) 1,466 (275.63) 28 3,685 (1,661.27) 

20.04-05. 5,333. (941.02) 2,2.96 (485.17) . 43 3,037 (455.85) 

2005-06 3,592 (849.58) 1,533 (170.79) 43 2,059 (678.79) 

2006-07 2,779 (702.35) 1,015 (299.24) 37 1,764 (403.11) 

(Figures in brackets indieate money 'value in rupees crore) 

1.14.2 The major cases settled during 2006-07 we.re only 1015 (37 percent). 
Openmg balances for 2_093.,04 :to 2006'-07 do not tallywith the closing balances 
for 2002-03 ·to2005'-0.6 respec;tively, .which were stiH ll:ri<f~r reconciliation in the 
department. · · · · · · · · 

•Source: Directorate of Income tax (Income tax and Audit) 
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Current 3132 (61.09) 1321 (4.01) 42.17 

Arrears 8369 (660.11) 8369 (660.11) 3492 (304.28) 100 41.73 

(Figures in brackets indicate money value of rupees in crore) 

I 

Achievements thus fell substantially short of the targets fixed. 
! . 
i 

· 1.15 Assessment recotds ·are scrutinised in revenue audit with a view to 
secU!ing an effective chedk on the assessment, collection and proper allocation of 
taxes and examining tha~ regulations and procedures. are being observed. H is 
incumbent on the · depa~ent to expeditiously produce records and furnish 
relevant :information to au'dit. 

I 

Ap]pHenlldlix-5 contains det~ils of records not produced to audit ·in previous audit 
cycles which were requisitioned again in 2006-07. Over 54 percent of cases not 
produced during earlier !audits and requisitioned again in 2006-07' were not 
produced to audit. Consequently, audit of such cases could not be carried out. 
Risk of loss of revenue in lsuch cases cannot be ruled out. 

Table no . .1.16 contains lstate wise details where records were not produced to 
audit in three or more corlsecutive audit cycles. Consequently, audit of such cases 
also could not be carried out. Details of such cases was communicated to the 
Board in November 2007.I 

Andhra Pradesli 3 50 
2 Gujarat I 0 14 
3 Karnataka I 10 27 
4 Madhya Prades)l 0 14 
5 Orissa I 0 87 
p Maharashtra I 8 12 
7 Tamil Nadu 0 9 

Tofail 192 21 2Jl3 

I 
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( CHAPTER II: TAX ADMINISTRATION ) 

2. t lncome tax, corporation tax and wealth tax constitute the principal 
elements of direct taxes. Income tax is chargeable on the total income of the 
previous year of every person. The term ' person' includes an individual, a 
Hindu undivided family (HUF), a company, a firm, an assoc iation of persons 
(AOP), a body of individuals (BOI), a local authority and an artificial juridical 
person. Income tax paid by companies is categorized as corporation tax. 

Wealth tax is charged for every assessment year on the ' net ' wealth on the 
relevant valuation date of every individual , HUF and company at specified rates 
on certain specified assets. No wealth tax is payable in respect of net wealth 
valued below Rs. 15 lakh with effect from the assessment year 1993-94. 

2.2 Thl; overall responsibility for the administration of direct taxes lies with 
the Department of Revenue which functions through the Income tax 
Department. The Income tax Department has a staff strength of around 59,000, 
w ith the Central Board of Direct Taxes (Board) at its apex. 

2.2.l Chart 1 shows the organisational set up of the Income tax Department. 
The Board consists of a Chainnan and s ix members, and has several attached 
and subordinate offices throughout the country. These offices function under 
1 16 Directors General of Income tax and Chief Commiss ioners of Income tax 
who oversee the work of the Directors/Commissioners of Income tax in their 
respective charges. Chief Commissioners of Income tax are stationed at 
different locations a ll over the country. They are in charge of the supervision, 
control and administration of their respective regions. Also, Directors General 
of Income tax (Investigat ion) stationed in different parts of the country are in 
overall charge of the investigation machinery in respect of their regions for 
curbing tax evasion and unaccounted money. The Chief Commissioners of 
Income tax/Directors Genera l of Income tax are assisted by Commissioners of 
Income tax/Directors of Income tax in their respective jurisdictions. The first 
appe llate machinery comprises Commissioners of Income tax (Appeals) who 
perform the work of disposal of appea ls against the orders of the assessing 
officers. 

2.2.2 The tables and figures below in this chapter have been co llected from the 
Board and attached offices such as the Directorate of Income tax (Public 
Relations, Printing, Publications & Official Language) (PRPP & OL), 
Directorate of Income-tax (Organisation & Management Services), Pr. Chief 
Controller of Accounts and Settlement Commiss ion. 
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2.3 Table no. 2.1 below shows the sanctioned strength of the officers of the 
Income tax Department as on 31 March 2007. 

T bl a e no. 21 s : anctione d stren2t h r m 0 0 cers 

Post Sanctioned strength 

CCIT 116 
CIT 698 

Addi. CIT 469 
Jt. CIT 647 

DCIT/ ACIT 1,934 
ITO 4,204 

Total 8,068 

2.3.1 Working strength of officers who were assigned assessment/non 
assessment duty is given in Table no. 2.2 below. 

Table no. 2.2: Working strength of officers on assessment and non-assessment duty• 

Nature of post 2004-05 2005-06 ·- 200&-07 

Asstt Non- Total Asstt Non- Total Asstt Non-asstt Total 
duty asstt duty asstt duty duty 

duty duty 

Addi. CIT/Addi 1,5 19 1, 173 2,692 1,173 532 1,705 11 39 642 1,78 1 
DIT/ Jt CIT/ Jt 
DIT/Dy.DIT/ 
Dy CIT/ Assn . 
DIT/Asstt. CIT 

IT Os 2,9 17 1,200 4, 11 7 2,628 887 3,515 2815 962 3,777 

Total 4,436 2,373 6,809 3,801 1,419 5,220 3,954 1,604 5,558 
(%age to total 

(65. 1) (34.9) (72.8) (27.2) (7 1.1) (28.9) strength) 

2.3.2 The deployment of officers on assessment duty in 2006-07 decreased 
from that in 2004-05 . This could be one of the reasons for the increase in 
pendency of scrutiny and summary c.is~s over the last two years (Paragraph 2.9). 

2.4 A comparative position of the budget estimates and actual collections of 
major direct taxes reflecting fiscal marksmanship is indicated in Table no. 2.3 
below. 

· Source: Directorate of Income Tax (Legal &Research),Research & Statistics Wing 
• Based on information from the field units of the Department who had reported these details till 
15 January 2007. 
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' 

'fable no. 2.3: Comparati~e positi.on of actual receipts vis-a-vis lbiundget estimates· 

2004-05 88,436iOO . 82,67958 . (-) 5,756.42 (-) 6.51 

2005-06 1,10,573!00 1,01,277.16 (-) 9,295.84 (-) 8.41 
,, 

2006-07 1,33,010~00 1,44,317.95 (+) 11,307.95 (+) 8.50 

2004-05 50,929~00 •' 49,268.12 (-) 1,660.88 ' (-) 3.26 

2005-06 •· 66,239ioo . .. 55,984.62 (-) 10,254.38 . (-) 15.48. 

2006-07 77;409!00 ' 75,079.31 (-) 2,329.69 (-) 3.01 

2004-05' 145.36 (+) 0.36 (+) 0.25 
2005-06. 250.35 H 14.65 (-) 5.53 
2006-07 265!00 240.33 ' (~) 24.67 (-) 9.31 

r . 

2.4.1 The actual colledtion durn;_g 2006-07 has been higher than the budget" 
estimates in case of corP.oration tax by 8.50 percent whereas it has been k>°wer 
than the budget estimates in th~ case of taxes on income other th~n corporation 
tax by 3.01 percent. . : · . . . · · 

i 
2.5 Direct tax. colle9tions, as sliown in Chart 2 below, increased from 
Rs~ 83,088 ciore in 2002-03 to Rs. 2,30,181 crore in 2006-07 at an average 
annual rate of growth ofi27.33 percent. The rate of growth which had increased 
from 20.07 percent in 2Q02-03 to over 26 percent in 2003-04/2004-05, declined 
to 24.44 percent in 2005106.and again increased to 39 percent :in 2006-07. 

·1 

I 
I 

' 

•Minor head wise detaiis giv~n in Appendix~6 
• I ' . 
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CHART 2: DIRECT TAX COLLECTIONS FROM 2002-03 TO 2006-07 
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2.5.1 Chart 3 below depicts the percentage share of direct tax collections from 
different states. Maharashtra had the largest tax collection followed by Delhi, 
Karnataka, Tamil Nadu, Andhra Pradesh and others. 

CHART 3: PERCENTAGE SHARE OF REVENUE COLLECTION OF STATES" 

C3 Maharashtra(37.67%) • Delhi(16.69%) D Kamataka(8.26%) 

DTamil Nadu(6.4%) • Andhra Pradesh(4.42%) a others(26.56%) 

•AU India collection figures of corporation tax and income tax are given in Appendix-7 and 
Head wise/State/UT wise break up of di rect taxes is given in Appendix-8 
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2.5.2 Overall direct tax ,collections, annual rates of growth, the ratio of direct 
tax.es to GDP and their bu9yancy are indicated in Table no. 2.4. 

I 
Table no: 2.4: Broad parameters of direct tax collections® 

' 
... -~ pc,<~%-t-\l\ ·. i~9:Q~i~~}l(:.z? ·tt~&~12tf(}~!,O~ ;,,,' ;;200¥-ds~rt ': 2oos;c'.J6,:? ?12'"""2006~ , ->·' ::c:.· ·. i ""J ~Ri; .".,,'?\';"::"»~<'-~'· _,, , ~_.,:,v0ovi-:;<r-~'·';,,)' .. ' , ,,,,;• "-'' 

Corporation Tax 46,JV2 63,562 82,680 1,01,277 1,44,318 

Income Tax 36,866 41,387 49,268 55,985 75,079" 
I 

Other DirectTaxes 50 140. 823 / 7,954 10,784 
I 

Total Diryct Taxes 83,0~8 1,05,089 1,32,771 1,65;216 2,30,181 

GDP 24,58,0,84 . 27,65,491 31,26,596 35,67,177 41,25,725 

Rate of growth (per cent) I 
Corporation Tax 26.p 37.66 30.08 22.49 42.50 

Income Tax 15.119 12.26 19.04. 13.63 34.11 
' 

Total Direct Taxes 20.p7 26.48 26.34 24.44 39.32. 

GDP 7.!16 12.51 13.06 14.09 15.66 

Tax Collections'.'"GDP Ratio (Per cent) 

Corporation Tax 1.88 2.30 2.64 2.84 3.50 
I 

Income Tax I.po 1.50 1.58 1.57 1.82 

Total Direct Taxes 3.p8 3.80 4.25 4.63 5.58 

Tax Buoyancy0 \ 

Corporation Tax 3}7 3.01 2.30 1.60 2.71 

Income Tax l.~6 0.98 l.46 0.97 2.18 

Total Direct Taxes 2.'59 2.12 2.02 1.73 2.51 
I 

' 

2.5.3 Overall direct tax.I collections as a percentage of GDP increased from 
3.38 per cent in 2002-03 tp' 5.58 percent in 2006-07. This increase was observed 
for both corporation and income tax. Overall tax buoyancy has increased from 

· 1.73 in 2005-06 to 2.51 ~in 2_006-07 which is marginally lower than the level 
attained in 2002-03. 

I 

2.6 Income tax is char~eable for every assessment year in respect of the total 
income of the previous ybar at the rates prescribed in the annual Finance Act. 
. I 

The Act provides for pre~assessment collection by way of deduction of tax at 
source, advance tax and payment of tax on self-assessment. Post-assessment 

. collection is the additional demand arising after assessment is completed. Table 
no. 2.5 below contains tletails of overall tax collected at the pre and post 
assessments levels and pefcentage ofrefunds in the last three years. 

I 
®source: I 
Tax collection figures - Pr. CCA, CBDT, NewDelhi, . I . 
GDP - CSO, Press release dated 31 May 2007 and Economic Survey 2006-07. 
•This differs from the figure of Rs. 75,093 crore reflected in the Finance Accounts. . 
u Tax buoyancy is measured!by the ratio of percentage change in tax revenues to percentage 
change in GDP. i 
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(Rs. in crore) 

Table no. 2.5: Details of tax collections for companies and non-companies at pre- assessment and post­
assessment stages 

Year Tax Advance Self Regular Other Total Refunds Net 
Deducted Tax Assessment Assessment Receipts CoUcctions Collections 
at source 

Corporate Asscssecs 
2004-05 14,654 73,<iJ4 4,8 15 2,888 8,898 1,05, 189 22,509 82,680 

( 13.93) (70.29) (4.58) (2.74) (8.46) (21.40) 
2005-06 21,429 66,625 5,549 18,624 12,6 10 1,24,837 23,560 1,0 1,277 

( 17.17) (53.37) (4.44) ( 14.92) (10.10) ( 18.87) 
2006-07 29,048 96,568 6,954 24,725 17,640 1,74,935 30,617 1,44,318 

( 16.60) (55.20) (3.98) (14. 14) (10.08) (17.51) 
Non-Corporate Assessces 

2004-05 29,319 16, 100 5,229 3,118 1,507 55,273 6,005 49,268 
(53.04) (29.14) (9.46) (5.64) (2.72) (10.86) 

2005-06 32,409 18,127 6,069 3,488 2,364 62,457 6,472 55,985 
(51.89) (29.03) (9.72) (5.58) (3.78) (I 0.36) 

2006-07 41 ,641 24,659 6,871 5,671 28,55 8 1,697 6,618 75,079 
(50.96) (30.18) (8.41) (6.95) (3.50) (8.10) 

Figures in brackets indicate percentage of total collection/refunds 

2.6.l In the case of corporate assessees, 75.78 percent of gross co llections was 
made at the pre-assessment stage, of which 55.20 percent was by way of 
advance tax. In the case of non-corporate assessees, 89.55 percent of the gross 
collection was made at the pre-assessment stage, of which 50.96 percent was by 
way of TDS. Net collection after deducting pre assessment collection in the 
case of corporation tax was Rs. 11 ,748 crore (8.14 percent of net collection) and 
that in case of income tax was Rs. 1,908 crore (2.5 percent of net collection). 

2.6.2 Refunds as a percentage of total collections in respect of corporate 
assessees as well as non corporate assessees declined from 18.87 and I 0.36 in 
2005-06 to 17.5 1 and 8.10 respectively in 2006-07, although in absolute terms 
these figures had increased. 

Table no. 2.6: Category wise details of deduction of tax at source 

Category Amount of tax deducted Per cent of total tax deducted 
~Rs in crore 

2004-05 2005-06 200<>-07 2004-05 2005-06 2006-07 
Salaries 17,34 1 17,941 23,12 1 39.44 33.32 32.70 
Interest on securities 1,849 1.871 2,292 4.20 3.48 3.25 
Dividends 852 752 834 l.94 1.40 1.18 
Interest 7,833 10,585 14,557 17.81 19.65 20.60 
Winnings from lottery or 318 233 445 0.72 0.44 0.63 
crossword puvJes 
Winnings from horse races 11 17 27 0.03 0.03 0.04 
Payments to contractors and sub- 2,535 9,638 12, 127 5.76 17.90 17. 16 
contractors 
Insurance commission 523 967 1,2 18 1.19 l.80 l.72 
Payment to non-residents and 12,711 11 ,834 16,068 28.91 2 l.98 22.72 
others 
Total 43,973 53 838 70 689 100 100 100 
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2.6.3 Contribution from[salaries to totalTDS declin~d from 33.32 percent. in 
2005~06. to the current leyet of32. 70. percent. Other rmportant sources which 
contnbuted to TDS were f terest, payments to contractors, sub-contractors and 
non-residents. · These four! sources together contributed about .93 percent of total 
TDS collections as indicatJd in Table no.2.6.. . . · 

. 2.6.4 Every perso11 responsible for deducting tax at source under the Act has. to 
submit a return within thb prescribed time and in the prescribed form to the · · 
incom~ tax authority .. I~ ~ase ~f failure, penalty ~qual t~ a sum of one hundred 
rupees for every day dunng which the default contmues, 1s payable. . 

. .. . .. ·.· I. ·.··· . .·. . .· 
2.6~5 In 2006-07, out of 5 ,57 lakh returns to .be. filed by tax deductors, only 

. . . I . . 

3.30 fakh returns were filed aind 2.27 lakh returns had not been filed. The 
. . 1 · • ·. . • 

· percentage of non-:-filers has mcreased from 39 percent m 2005-06 to 41 percent 
in 2006-07 

2. 7 · During 2002-03 to 2006-07, the total number of assessees for direct taxes 
grew from 2.85 crore to 3.13 crore at a compound annual growth rate of 2.40 

. . I . . . . . . . 

percent which was lower than the· growth rate of 3..24 percent during 2001-02 to 
. ·.· . •· I . . . 

2005:-06.. Non .. corporatf assessees constituted 98.73 .·percent of the total 
. . assessees whereas corpon:J,te _assessees comprised L27 percent. The number of 

no~-corporate assessees ~creased :from2.81 crore in 2002.,.03 to 3.09 crore·in 
2006-07. i.e., at a compotlnd annual rate of growthof 2.40 percent. Category 
wise .details of the increasJ are indicated in Table no. 2.7 below: . · 

I 
. " I 

Tabfo no; 2. 7: Category wise iilmcrease of nmirn' coirporall:e assessees over ll:lhte Hasll: 5 years 
.•. 200 

·.•(Number in la,ld!) 

255.25 Q73.30 1.72 88.46 
lB. 21.89 I 27.87 6.22 7.79 9.02 
ce 0.88 I 5.79 60.16 0.31 1.87 
n· 2.98 I 2.00 (-) 9.49 1.06 ·. 0.65 

']['otall 28]..00' 308.96 2.4® mo ].0® 

I 

2.7.l 
below 

. . . I . . . . . . . . . ·. . . 

The share of assessees with mcome/1oss of Rs. 2 lakh and above but 
Rs. 10 lakh and ·those with income/loss of Rs. 10 lakh and above 

I . 
~_._~~~~~~~--ii~ 

® Source : All India CAP-II Statement regarding Workload & Disposal of Income Tax 
Assessments for March 2007 j 

.., Category 'A' non corporate assessees-Assessments with income/loss below Rs. 2 lakh. 

° Category 'B' non corporate issessees - Assessments with 'income/loss of Rs.2 lakh and above 
·· .. but below Rs.10 lakh. . I · · . 

:i!:!~~ory 'C' non corporate! assessees - Assessments with income/loss. of Rs.10 l~kh and 

° Category 'D' non corporate assessees - Search and seizure assessments. 
I . . 
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Corporate 
assessees 

increased, whereas those with income/loss below Rs. 2 lakh and search and 
seizure assessments decreased during the period 2002-07. Maximum growth 
rate was observed in the category of assessees with income/loss of Rs. 10 lakh 
and above, whereas category of search and seizure assessments experienced a 
negative growth rate during this period. 

2. 7.2 Number of corporate assessees increased from 3.65 lakh in 2002-03 to 
4.00 lakh in 2006-07, at a compound annual growth rate of 2.32 per cent. 
Category wise details of corporate assessees are indicated in Table no. 2.8 
below: 

T bl a e no . 28 p fil f t . . ro 1 e o corpora e assessees 

Income 2002-03 2006-07® Compound Share in total assessees 
level annual growth 

2002-03 2006-07 rate 
(Number in lakh) (Perceota1?.e) 

A• l.83 2.05 2.88 50.14 51.25 
B• l.29 1.25 (-) 0.78 35.34 31.25 
c• 0.39 0.68 14.91 10.68 17.00 
n· 0.14 0.02 (-) 38.52 3.84 0.50 

Total 3.65 4.00 2.32 100 100 

2. 7.3 The share of assessees with income/loss below Rs. 50,000 and those with 
income/loss of Rs. l 0 lakh and above increased while those with income/loss of 
Rs. 50,000 and above but below Rs. 10 lakh and search and seizure assessments 
decreased during 2006-07 as compared to 2002-03. Maximum growth rate was 
observed in the category of assessees with income/loss of Rs. t 0 lakh and above. 
Categories of assessees with income/loss of Rs. 50,000 and above but below 
Rs. l 0 lakh and search and seizure assessments experienced negative growth 
during this period. 

2. 7.4 The number of companies limited by shares at work, according to the 
Department of Company Affairs (DCA) as on 31 March 2007, was 7,43,678 
which included 6,53,024 private limited companies and 90,654 public limited 
companies. Therefore, there were 3.44 lakh companies which were registered 
with Registrar of Companies but were not on the records of the Income tax 
Department. This number has increased from 3.39 lakh in 2005-06. Ministry 
should investigate the reasons for the difference between the number of 

® Source : All India CAP-II Statement regarding Workload & Disposal of Income Tax 
Assessments for March 2007 
• Category' A' corporate assessees- Assessments with income/loss below Rs.50,000 

• Category 'B' corporate assessees - Assessments with income /loss of Rs.50,000 and above but 
below Rs. I 0 lakh 

•Category 'C' corporate assessces - Assessments with income/loss of Rs. I 0 lakh and above. 
· Category 'D' corporate asscssees - Search and Seizure assessments. 
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companies registered witp DCA and the number of companies on the records of 
the IncollJ.e tax Departm~r· . . .. _ - · · · . · 

2.8 The Act has made 1t mandatory . for every person to quote his/her 
Permanent Account Nubber (PAN) in documents pertaining to specified · 
transactions. In order to bomply with the provisions of the Act it is necessary to 
allot j' AN at the earliest tf persons who apply for it. ·. . · 

2.8.1 With a view to enhancing the efficiency of PAN services, the Income tax . . . . I 
. Department had outsourqeda part of the process for allotment of PAN to the 

UTI Technology Services Ltd. (illITSL) and the National Securities Depository · 
Ltd (NSDL) with effect

1

1 from 1 July 2003. · Table no. 2.9 shows statistics 
furp.ished by the Board relating to PAN allotme:qt for the period 2004-QS .to 
2006:..07. Out of90.31 lakh applications due for disposal, 79 .48 lakh PAN cards 
,were dispatched during 2006-07. The closing balance shown at the end of the 

. . . . I . 

yearirt column 6 as cakulated by auditdoes not tally with the closing balance in . . . I . . . . . . 
column 7 as shown by thF Board. The.reasons for the very large differences in 
the figlires requires to be rvestigated by the Board. 

Table llJ!,«JI, 2.9: All[Qtmelffit oflPAN JfJrnllirn 1.41l20041to31.3.2007 tllnrmn !bi l!Jl'IISL/ NSlllJL 

1 
2004-05 
2005-06 
2006-07 

assessmelffits of 
·. lilfficome tax · 

·2 .3 I 41 5 6 7. 
4,93,396 55,01,215 . 59,Q4,611 57,67,733 2,26,878 3,25,735 
3,25;735 62,94,680 66,20,415 58,98,470 7,21,945 3,53,705 
3,53,105. 86,77,138 90,30,843 79,48,426 10,82,417 4,37,960 

I 

2.9 .:Under the Act, tJe_ tini~ limit for the· completion of assessments and 
reassessments is two yeats from the end of the assessment· year in which the 

. income was first assessa*e or one year from the end ·of the financial year in 
which a retUni-or a revised return relating to the relevant assessment year is filed 
under section 139(4) and 139(5). Position of the assessments of income and 
corporation tax during the last five years is indicated in Table nos. 2.10 and 2.11 
below. 

. 2002-m 49,530 . . 8,44,885 8,94,415 
2003-04. 1,90,464 3,88,275 
2004-05 2,46,241 4,39,258 
2005-06 2,21\739 2,03,486 4,25,225 

. 2006~07 . 1,86~05~ 3,40,949 5,27,005 
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l'lllblle nno. 2.11: lP'osUftoim olfiim:ome fax amll 11:or orntioim fax assessmeim11:s" 

2003-04 3,88,275' 

2004-05 4,39,258' 

2005-06- 4,25,225: 

2006-07 5,27,005: 

· lP'oslitioim of 
· ll\ssessmeim11:s 
of wealltlbt fax 

, ... 

IlllJ . 
7 22 005•• 
' '' 

38,29,250 
80.72) (10.13) 

2,69,78,376 2, 73,66,651 1,90,885 57,88,771 
49.17) (21.16 

2,62,98,066 2,67,37,324 2,28,392 60,33,493 
cs2.oo) 22.57 

3,28,21,007 3,32,46,232 19~,527 1,03,66,464 
45.75 31.18 

3,14,45_,896 3,19,72,901 2;85,022 1,04,47,267 1,07,32,289 
(~4.08) (33.22) (33.56 

2.9.1 The number of cases selected for scrutiny durµig 2006-07 was higher at 
3.41 lakh as compared to 2.03 lakh in 2005-06. The percentage of assessments 
completed after scrutiny and in summary manner have decreased as a result of 
which the total pendency has increased from 31.18 percent in 2005-06 to 33.56 

. percent in 2006-07. · In fact, there has been a progressive decline in the 
completion of assessments from 89.87 percent in 2Q02-03 to 66.44 percent in 
2006-07 resulting in a steady :increase in pendency ov,er the lasf five years. The 
decrease in the riumber of officers deployed on asses~ment duty could be one of 

· the reasons for the increased pendency as also mentioned at paragraph 2.3 .2 of 
this report. ' 

' ' 

2.9'~2 The. following table gives the comparative position of the number of 
wealth tax assessments due for disposal and actually completed during 2002-03 
to 2006-07: 

Talblle Imo. 2.11.2: Posittioim of weall11:Iln fax assessmeim11:s 

2003-04 
2004-05 
2005-06 
2006-07. 

$~L··· 

1,28,186 
1,09,777 

' 57,475 
76,670' 
41,074 

82,720 (75.34) 
32,310 (56.22) 
52,859 (68.95) 
28,045 (68.28) 

24,210 {18.82) 
27,057 (24.66) 
25,165 (43.78) 
23,811 (31.05) 
13,029 (31.72) 

2.9.3 Although the numb.er of wealth tax assessments due for disposal 
decreased by 46.43 percent froni 76,670 in 2005-06: to 41,074 in 2006-07, the 
number of wealth. tax assessments completed deqreased substantially from 

"Details of status wise break- up of income tax assessments completed are given in Appendix-9 
u 5, 24, 194 cases out of 7, 22,005 cases pending for scrutiny in: 2002-03 had been converted 

·· into sUmmary assessment in 2003-04. · ·· · , · 1 
• 
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52,859 in 2005-06 to 28,045 in 2006-07. The pendency of wealth tax 
assessments as a percentage of assessments due during 2006-07, therefore, 
remained at around the same level of the previous year. 

2.10 The Act provides that when any tax, interest, penalty, fine or any other 
sum is payable as a consequence of any order, a notice of demand shall be 
served upon the assessee. The amount specified in the notice has to be paid 
within 30 days unless the assessing officer, on application, extends the time for 
payment to be made by the assessee. The Act provides that an appeal against an 
assessment order would be barred unless tax on the returned income is paid 
before filing the appeal. The amount which remains unpaid, becomes arrears of 
demand. Table no. 2.13 below contains details of income tax, corporation tax 
and wealth tax collected and remaining uncollected during 2002-03 to 2006-07. 

(Rs. in crore) 

Table no. 2.13: Income tax including corporation tax' and wealth tax@ collected and 
11 t d rema1run2 unco ec e 

Year Tax collected Tax remainin2 uncollected 
CT IT WT Total CT IT WT Total 

2002-03 46,172 36,866 154 83, 192 35,057 32,581 2, 122 69,760 
2003-04 63,562 41 ,387 136 1,05,085 37,63 1 50,386 1,398 89,415 
2004-05 82,680 49,268 145 1,32,093 39,204 83,977 1, 148 1,24,329 
2005-06 1,01,277 55,985 250 1,57,512 55,098 40,289 9,491 1,04,878 
2006-07 1,44,3 18 75,079 240 2,19,637 64,683 51,771 916 1,17,370 

2.10.1 Uncollected amount of Rs. 1,17,370 crore out of the total demand of 
Rs. 3,37,007 crore in respect of corporation tax/income tax and wealth tax 
comprised demand of Rs. 86,203 crore of earlier years and current demand of 
Rs. 31 ,167 crore outstanding as on 31March2007. The outstanding demand of 
corporation tax increased from Rs. 55,098 crore to Rs. 64,683 crore and that for 
income tax from Rs. 40,289 crore to Rs. 51 , 77 1 crore during the year as compared 
to last year. For wealth tax, the outstanding demand decreased from Rs. 9,491 
crore in 2005-06 to Rs. 916 crore during 2006-07. Since the wealth tax 
collection during 2006-07 was only Rs. 240.33 crore, this sharp reduction seems 
inexplicable and merits investigation by the Ministry. 

2.10.2 Out of the outstanding demand for corporation tax and income tax of 
Rs. 1, 16,454 crore, total uncollected demand stayed/kept in abeyance was 
Rs. 47,274 crore in 2006-07 which was higher than the corresponding figure of 
Rs. 40,776 crore in 2005-06. The details of stages where these amounts are . 
stayed/kept in abeyance are depicted in Chart 4. 
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CHART 4: AMOUNTS STAYED/KEPT IN ABEYANCE 

1001 1741 

Rs In c ro re 
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c rTAT ( tU88) 

• rT Authculty (1 27 • 5 ) 

• Atslrlctlon on t e MlllllUtS 0 • 181 
• Prolec ltn oss e ssmenls (312•1 

• Un••r su .220 ' 27lA (1008 ) 

2.11 Every demand of tax, interest, penalty or fine, should be paid within 
thirty days of the service of the notice of demand. In case an assessee defaults 
in payment, the assessing officer may forward a certificate specifying the 
demand of arrears to the tax recovery officer (TRO) for recovery of demand. 
The latter will serve a notice on the defaulter requiring him to pay the demand 
within fifteen days. If the amount is not paid within the time specified in the 
notice or within the extended period, if any, the TRO shall proceed to realise the 
amount together with interest leviable for default in payment of tax demand by 
attachment and sale of the defaulter' s movable property or by attachment and 
sale of the defaulter' s immovable property or by arrest of the defaulter and his 
detention in prison or by appointing a receiver for management of defaulter' s 
movable and immovable properties. 

2.11.1 The administrative machinery of tax recovery has been strengthened by 
allocating one TRO exclusively for each range consequent to the 
implementation of the scheme of restructuring of the department. The demands 
certified to TROs and amount recovered is indicated in Table no. 2.14 below: 
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1I'albfo l!llo. 2.141: 'Jfax irl!emam!ls ceirtiftiellll to the fax recovery olffnceir al!lldl i!llennnalllldl irecoveirei!ll 

2004-05 14,217.55 5,078.01 
(16.16) 

2005-06 26,357.35 5,285.09 31,642.44 .. 4,433.04 27;209.40 
(14.01) 

2006-07 27,209.40 8,015.86 35,225.26 8,521.40 26,703.86 
(24.20) 

Figures in brackets indicate demand certified recovered during the year as a percen!llge of total certified demand 

i 
2.U.2 Recovery of certified demand has increased from 14 percent of the total 

. I . . 

certified demand during 2005-06 to about 24 percent during 2006-:07. 
I 

. . I . 

2.U.3 As per Board's ~struction no. 1567 of 1984, cases of certified arrear 
demand involving Rs. 10,000 or below in respect of which recovery was not 

. I 

made for more than five; years are to be identified and considered for possible 
write off. The department identified Rs. 32.37 crore of such arrears in respect of 
1,16,019 assessees for possible. write off and Rs. 3.98 crore was thereafter 
written off in respect of ~5:,303 assessees. 

I . 

2.12 . If an assessee faHs to furnish return of income/wealth or files a false 
return or fails to produ~e accounts and documents, penalty is leviable. The 
assessee is aliso liable to lbe prosecuted for the offence. Penalty is also leviable 
for failure to deduct or pay tax. Table no. 2.15 indicates that out of 8.50 lakh 

. cases where penalty pr~ceedings were initiated, only 0.59 fakh cases (6.90 
percent) were finalised dyring the year as compared to .10.67 percent in 2005-06. 
Total pendency has incre~sed from 6.56 lakh cases at the end of2005-06 to 7.91 
lakh·cases at the end of2006-07. 

; 

'll'ablle mio. 2.15:. Iimcm!llle tax ca~es wine1re Jlllellllallfy 1m1ce~id!ings Ji.immateid!, disposed off amll pemlhillllg 

2004-05 3,31,185 2,32,380 5,63,565 73,774 4,89,791 

2005-06 4,89,791 2,44,774 . 7,34,565 78,383 6,56,182 

. 2006-07 6,56,182 1,93,495 8,49,677 58,610 7,91,067 

2.12.ll Out of 58,610 penalty cases disposed off during the year, penalty was 
I . . 

imposed in 38 percent or 22,392 cases. Over 59 percent of the penalty cases 
. ! 

t Year wise breakup is given ht Appendix-IO 

. I 
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4isposed off related to concealment of income. T~ble no. 2.16 below gives the · 
details. 

Concealment 34,449 2717.02 
. Other than concealment 24,161 9,3ll 230.82 
Tofall 58,6.rn 22,392 2,9417.841 

2.12.2 The number of cases where penalties were : imposed decreased from 
36,839 in 2005-06 to 22,392 in 2006-07 and the amouht of penalty imposed also 
decreased from Rs. 5,046.07 crore to Rs. 2,947.84 croie during the same period. 

2.13 Chapter XIV-B of the Act governs, the assessment of search cases. The 
time limit for completion of block assessment is two !years from the end of the 
mo!lth in which the last ofthe authorisation:s for search was executed. Table no. 
2.17. summarises _the position of prosecutions · 1aunc~ed, convictions obtained, 
offences compounded and acquittals allowed: ' . . 

Talbfo 1!110. 2.Jl7: Prnsecutimns famrnchedl, comictimns olbtahnedl, o1ffeIIBces com mmded al!lld ac wttalls 

2004-05 

. - 2005-06 

2006-07 

.e~~~~~:S&~~-~-~~~J&; 

11,545 . 326 · 11,871 39 125 

11,746 71. 11,817 1 28 69 11,748 

2.13.l Only 0.58 percent of total cases for prosecution were disposed off during 
2006-07·and about·41 percent of these· cases resulted in acquittal. Only one out 
of 69 cases disposed off resulted in conviction. · 

2.:Il.4 Where the amount of tax paid exceeds the amount of tax payable, the 
assessee is entitled to a refund of the excess amount Simple interest at the 
prescribed rate is payable on the amount of such refund. Refund of any amount 
as a result of any order passed in appeal or other proceedings is also admissible 
along with simple interest at the prescribed rate·: 
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2.004-05 1,23,615 • 2,80,862 . 4,04,477 1,00,730 

2005-06 1,00,730 2,30,967 3,31,697 55,051 

2006-07 55,051 2,55,917 3,10,968 . 2,64,957 46,011 

. . I 
2,14,] Pendency of ref\md. claims results in outflow of revenue from 
government by way of in*rest. Over 15 percent of the refund claims remained 
outstanding at the end of ~arch 2007 as compared to 17 percent at the end of 
March 2006. Details are given .in Table no. 2.18 above .. 

! ' 

Tall>Ile nm. 2.:19: Cases resID!ll~Inlg Ji.RD. relfumdl as a resllllllt of aJPIJPleilllate ordleirs allllidl revlisliollll 
orders etc 

~~~~~ 

27,090 45,032 72,122. 69,931 (97%) 2,191 
2,191 29,178 31,369 29,296 (93%) 2,073 
2,073 15;565 17,638 16,121 (91%Y 1,511 

. i 
2,]4~2 Disposal of refunq cases resulting from appeHate orders and revision 
orders etc. has declined from 69,931 cases (97 percent) to 16,127 cases (91 
percent) in 2006-07. A:ftet appeal/revision orders were received, 1,511 cases, or , 
nine percent'of the total bases where refunds were ~ue to assessees remained 

. pending at the end o~ 2006

1
'~07 .. Details are given in TaMe no .. 2.19 above ... 

· , · · · ·. . . (Rs. m crnire) · 

214 0.13· 2.58 
243 3 1 0.02 0.00 
244 29,684 1571.73 38,710 15.52 14.70 

244A 45,59,980 3,658'..39 39,59,413 4,559.16 16,986.47 
. 45,89,676 3,865.98 39,98,127 4,574.83 :17,003.75 

t 

. . i . 
2.14.3 Government refunded Rs. 37,235 crore from gross collection of 
Rs. 2,56,632 crore (Table! no. 2.5) and paid interest amounting to Rs. 17,004 
crore (Table no. 2.20) which worked out to 46 percent of the amount refunded 

I 
•Data furnished by Directorate·[!oflncome Tax (Legal&. Research), Research & Statistics Wing 
is provisional · 

. . 
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during 2006-07, The number of assessments on which iriterest was paid had 
. decreased by twenty five percent from 39.98 lakh in 2005,.06 to 29.83 lakh in 

2006-07, The amount ofinterest paid on refunds by the department, however, 
increased from Rs. 4,574.83 crore in 2005.:06 to Rs. i 7,003.75 crore in 2006-07. 
The g~vernment needs to :investigate reasons for the ~teep jump of3.7 times and 

. take appropriate steps to :immediately arrest it. · · 

2,14,4 Audit had earlier coinmented in Audit Reports of 2004, 2005, 2006 and 
2007 that the government was following an incom~ct procedure of accounting 
for interest paid on refunds. mterest payment is a eharge on the Consolidated 
Fund oflndia and is, therefore, payable through a proper budgetary mechanism. 
Accordingly, Minor Head "interest· on refunds" is i operated under the Major 
Head "2020-Collection of Taxes on Income and Expenditure". However, no 
budget provision for 'interest on refund' was made in the budget estimates for 

. 2006-07 and the expenditure on inten~st on refunds ~mounting .to Rs. 17, 003. 7 5 
·crore .was treated as reduction in revenue. Account~g of interest on refund as 
reduction in revenue is incorrect as this :interest wasi never collected in the first 
instance. Interest on befated refunds of excess taxi should be budgeted as an 
expenditure item which, :infact, was done in the Budget Estimates 2001-02 when 
Rs. 92 crore was provided in the demand of 'Direct Taxes' under the Major 
Head '2020 - Collection of taxes on Income & Expepdifure' towards interest on 
belated refund of excess tax. However, subsequently at the Revised Estimates 

, • . • I 

stage the eadier practice of showing the interest on excess· refund as deduct 
receipt was reverted to. The incorrect practice is sti~l being followed and needs 
to be rectified. · 

2,15 · The overaU cost of collection of income and .corporation taxes increased 
from Rs. 1,048 crore in 2002-03 to Rs. 1,216 crore in 2006-07. However, cost 
per rupee of corporation tax collected. declined frorh 0.26 paisa in 2002-03 to 
0.11 paisa in 2006-07. For income tax, the cost of collection per rupee declined 

·from 2.51 paise in2007-03 io L40 paisejn2006-p7.' Cost of coUection per 
·assessee, however, increased for corporation tax and; income tax during the year 

· as: compared to the previous years. The position of cost of collection as depicted 
by the department needs to be viewed against the background that 89 .. 55 percent 

. and 75.78 percent of gross collections during 2006~07 from non corporate and 
corporate assessee.s respectively, were realised at the pre-assessment stage i.e., 
in the form of advance tax, TDS and selfassessnie'nt :tax. Annual fluctuations in 
the cost of collection of corporation and income tax are indiCated in Table no. 
2.2i below. · 
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Corporation Tax I 121 129 f41 147 
Income Tax I 927 979 1077 954 

Corporation Tax · i · 3315 3468 3,710 3,740 
Income Tax 329 340 · 402 325 

162 
1054 

0.11 
1.40 

20:06JD'1 

4050 
341 

2J.6 ff an assessee is nJt satisfied with his assessin~nt or refund order, he can 
file an appeal with the Cqmmissioner (Appeals) and thereafter with the mcome 
Tax Appellate . Tribunal CfT AT). On any question of law arising out of such 
order an assessee· may appeal to the High· Court and Supreme Court. The 
assessee can also initiate 'Vfrit proceedings under Article 226 of the Constitution. 

Z.16.]. Clauses 6A to secton 250 and 2A to section 254 have been inserted in 
the Act, with effect from~· June 1999, indicating the time limits for disposal of 

. an appeal, which are one )!ear for CIT(A) and four years for ITAT. 

Appeals for 
disposal 
Disposal 
Pending 

1,75,201 

67,360 
1,07,841 

63,814 

27,021 
36,793 

13,823 16,413 

5,945 7,279 
7,878 9,134 

2.16.2 As per the instructions of the Board, each CIT (Appeal) is required to 
dispose off a minimum ~f 60 appeals per month, and a total of 720 appeals 
annually. Thus, about 2.03 fakh appeals could have been disposed off during the 
year on the basis of the wbrking strength of 282 CIT (Appeals). Table no. 2.22 
above shows that only o!67 lakh appeals were disposed off and the average 
annual disposal per CIT (A} during 2006-07 was only239 appeals. 

I . 
. I. .. - . 

I 

I ' 

I 

I 
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Cases settled 
by Settlement 
Commission 

Table no. 2.23 Appeals, references and writ pending with Supreme Court/High Court/ 
I T A II t T .b J d . 2006-07 ncome ax .ooe a e rt una unn2 

Authority with Cases for disposal Cases disposed Cases pending 
whom pendin2 

Supreme Court 3,23 1 136 3,095 
High Court 33,826 l ,957 3 1,869 
ITAT 47,998 8,7 14 39,284 

2.16.3 Out of the cases referred to Supreme Court, High Court and ITAT till 
March 2007, 96 percent, 94 percent and 82 percent cases respectively remained 
pending as shown in Table no. 2.23. 

2.17 An assessee may, at any stage of a case relating to him, make an 
application to the Settlement Commission to have the case settled. While 
making such an application, an assessee shall make full and true disclosure of 
his income (not disclosed before the assessing officer) and the additional amount 
of income tax payable on such income. The Settlement Commission 
admits/rejects the application after calling for a report from the Commissioner. 
Out of 3,667 cases pending before the Settlement Commission, 350 cases (9.54 
percent) were settled. Percentage of disposal in respect of income tax and 
wealth tax, as shown in Table no. 2.24 below increased marginally during the 
year as compared to 2005-06. 

Table no. 2.24: Cases settled by the Settlement Commission 

Year Opening Addition Total cases Number of Percentage Number of 
balance for cases of cases cases 

disposal settled settled pending 

Income Tax 

2004-05 2,767 427 3, 194 372 11 .65 2,822 

2005-06 2,822 477 3,299 30 1 9. 12 2,998 

2006-07 2,998 601 3,599 349 9.70 3,250 

Wealth Tax 

2004-05 66 N il 66 I 1.52 65 

2005-06 65 2 67 0 0 67 

2006-07 67 I 68 I 1.47 67 

Table no. 2.25: Cases pending admission/held u~ with Settlement Commission 

Nature of cases 31 March 2006 31 March 2007 

Cases pending admission before Settlement Commission 730 880 

Cases held up with Settlement Commission for want of 374 479 
comments of the department 
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2.17.1 About 41 percent qf3,317 pending income tax and wealth tax cases were 
· either pending admission !with Settlement Commission or held lip for want of 
comments from the department. · . 

2.18. · Atotalrevenue deLand of Rs. 215.52 crore was written off during 2006-. 
·I . 

Revenue demand 
written off 07 on the grounds of the assessee having died leaving behind no assets, 

becoming untraceable or being alive but with no attachable assets/amounts etc. 
Out of the above, 79 · p~rcent pertained to cases where the assessees were 
untraceable anq about 19 lpercent pertained to cases where the assessees were 
aHve but had no attachable! assets. Table no. 2.26 contains the details. 

I (Rs. nnn ICJW!l"e) 
I 

Table no. 2.26: Category-wise detallls of reve~ume demands W!l"Rttenn offdmnllllg 2006-07 
~~~;;;;;s;;~ 

(a) Assessee havirig died leaving behirid no 
assets/become insolvent/gone into 1.45 452 2.30 468 3.75 
liquidation or are defunct. 
(b) Assessee being untraceable. 79 0.45 6512 169.91 6591 170.36 

( c) Assessee having left India 0 0.00 3530 0.29 3530 0.29 

( d} Assessee who were alive but had no 
attachable assets/amounts being 

1364 0.17 21,091 40.69 21,455 40.86 
petty/amounts written off as a result of 
. scalirig down of demand and other reasons 
(e) Amount written off on groun<:Is of 
equity or as a matter of international 
courtesy, . or where time, labour and 

0 0.00 2747 0.26 2747 0.26 
expense involved in legal remedies for 
realisation are considered disproportionate 
to the recovery. 

Total :459 2.«n - 341332 2Jl3.45 341,79]. 2Jl5.52 

I 
I 

i. 
! 
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Chapter Summary 
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3.1 Records of the M~try of Finance, the Department of Company Affairs, 
·indicated that there were!7,43,678 companies limited by shares at work as on 31 

March 2007, which induded 6,53,024 private limited companies and 90,654 
public limited .companie~. · Besides, there were· 3846 companies with liability 
limited by guarantee and. associations not for ·profit· and 520 companies with 
unlimited liability. Howe~er, as per the records of the Income tax Department, the · 
number of company asse~sees as on 31 March 2007 was 3,99,627 as compared to 
3,92,573 as on 31 March 2006. 

I 
3.2. During 2006-07' I corporation tax receipts were Rs. 1,44,318 crore as 
against Rs; 1,01,277 in 2Q05-06, constituting 62.71 percent of the total direct taxes 
collection aggregating fil. 2,30,141 crore. Talbile llll.O; 2.41 of chapter III of this 

· report contains the detailsl 
I . 

3.3 Table no. 2.11 bdlow paragraph 2.9 of this report contains particulars of 
. I 

· assessments due for dispo;sal, assessments completed and assessments pending. 

3.4 Audit issued 665 draft paragraphs involving undercharge of tax of 
Rs. 1573.64 crore and !21 · draft paragraphs involvmg overcharge of tax of 
Rs. 95.74 cror-e to the Ministry of Finance between May 2006 and October 2006 · 
for eliciting their comme~ts. The internal audit of the department had seen only 
48 of these cases and had not noticed the mistakes poii:J.ted out in this report. · 

l ' 

3.5 Six hundred andltwenty fol!!" draft paragraphs involving undercharge of 
Rs. 1480.60 crore and -~1 cases involving overcharge of Rs. 95.74 crnll"e are 
indicated in the succeed~g paragraphs. Each paragraph indicates a particular 
category of mistake and starts with a suitable preamble followed by 
combined/consolidated. revenue impact of all observations of similar nature. 
Cases with money value 6fRs. 10 crore or more have been illustrated in the body 

. I 

of the text while those of Rs. one crore or more but less than Rs. 10 crore each are . •. I 
given in the table under t~e related category. 

I 

I 

3.6 The Ministry·ofFinance have accepted the audit observations in 2@4 cases 
involving aggregate rev~nue impact of Rs. 712.44 crn:re. In 1([])3 cases, the 
Ministry have not accept~d the audit observation. In the remainmg·cases, replies 
have not been received. Replies of the Ministry have been examfued and suitably 

I 

incorporated in the report.
1 

3. 7 Where the net reshn of computati~ri under the head 'profits· and gains of 
business or profession' is 1a loss to the assessee and such loss cannot be whoUy set 
off against income under ~ny other head of the relevant year, so much of the foss· 

. as has not been set off !shall be carried forward to the following assessment. 
' 

I 
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year/years to be set off against the profits and gains of business or profession of 
those years. No loss shall be carried forward for more than eight assessment years 
immediately succeeding the assessment year for which the loss was first 
determined. 

3.7.1 Where there has been an amalgamation of a company owning an industrial 
undertaking or a ship or a hotel, with another company, then the accumulated loss 
shall not be set off or carried forward and the unabsorbed depreciation shall not be 
allowed in the assessment of the amalgamated company unless the amalgamated 
company holds continuously, for a minimum period of five years from the date of 
amalgamation, at least three-fourths of the book value of the fixed assets of the 
amalgamating company acquired in a scheme of amalgamation, and continues the 
business of the amalgamating company for a minimum period of five years from 
the date of amalgamation. In case of non fulfilment of the above conditions, the 
set off of loss or allowance of depreciation made in any previous year in the hands 
of the amalgamated company shall be deemed to be the income of the 
amalgamated company chargeable to tax for the year in which such conditions are 
not complied with. 

3.7.2 Assessing officers did not apply the above provisions correctly, which 
resulted in short levy of tax aggregating Rs. 414.22 crore in 59 cases in Andhra 
Pradesh, Delhi, Gujarat, Haryana, Karnataka, Kerala, Maharashtra, Orissa, 
Rajasthan, Tamil Nadu and West Bengal. Four cases are illustrated below: 

3.7.3 In Delhi, CIT IV charge, the assessment of a company, Mis Engineering 
Projects India Ltd., for the assessment year 2002-03 was completed after 
scrutiny in January 2005 determining a loss of Rs. 378.90 crore. Audit 
examination revealed that while making the assessment, the loss was taken as 
Rs. 378.90 crore against the returned income of Rs. 11 .22 crore. After adjusting 
the brought forward losses/unabsorbed depreciation to the extent of income, the 
income of the assessee for the relevant previous year should have been assessed as 
' nil' . Omission to do so resulted in overassessrnent of loss by Rs. 378.90 crore 
involving potential revenue impact of Rs. 135.27 crore. 

3.7.4 The Ministry has accepted (December 2007) the above observation. 

3.7.5 In Maharashtra, CIT I, Mumbai charge, the assessment of a company, 
Mis Alstom Project India Ltd., for the assessment year 2001-02 was completed 
after scrutiny in December 2003 determining an income of Rs. 12.70 crore under 
special provisions, as the income under normal provisions was ' nil' after setting 
off the brought forward business loss of the amalgamating company to the extent 
of the available business income of Rs. 20.36 crore, and allowing carry forward of 
balance loss of Rs. 318.31 crore. Audit examination revealed that 75 percent of 
the book value of fixed assets of the amalgamating company amounting to 
Rs. 32.01 crore was not held by the amalgamated company as on 31 March 2001 , 
the effective date of amalgamation as per records of the assessee company. As 
such the set off and carry forward of business loss claimed by the assessee and 
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allowed by department 'fas not in. order. _The omission to disallow it resulted in 
underassessment of inco:me of Rs. 338.67 crore involving potential and positive 
revenue impact ofRs.1 y.53 crore and Rs. 6.98 crore respectively .. 

3.7.6 In Andhra Pradesh, CIT IH, Hyderabad charge, assessment of a company 
I 

Mis Sanghi Spinners India Limited, for the assessment year 2003-04 was 
completed after scrutiny in February 2006 allowing carry forward of loss of 
Rs. 252.65 crore to be set off against the income -of the subsequent assessment 
years.. Audit examinat~on revealed that for the assessment year 2003-04, the 
assessee company.actua,ly had a net profit of Rs. 8.58 crore which had been set 
off against the accumulated losses of Rs. 261.23 crore relating to the earlier years, 

. thus determining· 'nil' iii.come for assessment year 2003-04. Thus, the loss of 
Rs. 252.65 crore was actually the balance of ;;i.ccumulated losses of earlier years 
and not loss incurred fot the assessment year 2003-04. This mistake resulted in 

. incorrect determination 9f loss of Rs. 252.65 crore involving a potential revenue 
impact of Rs. 92.85 cror~. 

3.7.7 In Maharashtra, ~IT IV, Nagpur charge, the assessment of a company, 
Mis Bilt Graphics PapJrs Ltd., for the assessment year 2003-04 was completed 
after scrutiny in Octobet 2005 determining an income of Rs. 7 .52 crore. Audit 

- . I . . 

examination revealed tqat the assessee had brought forward business loss of 
Rs. 168.64 crore pertainipg to the assessment years of 1998-99 to 2002-03 which 
was further allowed to b~ carried forward though.the assessee had positive income 
of Rs. 7.52 crore: Similarly, the assessee had also claimed and was allowed 
unabsorbed depreciation lof Rs. 4.45 crore pertaining to the assessment year 2003-
04, although positive inbome of Rs. 7.52 crore was available after allowing the 
admissible depreciation i of the current year. Further, as against the loss of 
·Rs. 31.95 crore dete~ed after scrutiny in March 2005 for the assessment year 
2002-03, total loss of Rs. 69.03 crore was irregularly allowed to be carried 
forward for the· assesstiient year 2003-04. The omissions resulted in excess 
allowance of carry fotward of business loss and unabsorbed depreciation 
aggregating Rs. 49.05 cr©re involving potential revenue impaet of Rs. 18.02 crore. 

3.7.8 The Ministry has !accepted (December 2007) the above observation. 

·i . 
3.7.9 12 cases are shm';'n m Table no. 3.1 below: 

sie'ssee c'o1rina y ·ssmeiit412 i,, 'FYJ.),e 'th . 'tOf inist~ke1L' ' 
p· ct:rw~hi~~;"e; .. / e'~~~' f(;:L ofasl~s;iiientf :, "~ ' :p;~; . · · 

f--~+-'-'--~--=------'~-'--"-'-'f-'-'--~---'-"---'-'-+-~-,-~~-+-

M/ s Sussen Asia 2003-04 Scrutiny The assessee had claimed and was 
Ltd, March 2006 allowed carry. forward of business 
CIT ID, Pune loss and unabsorbed depreciation 

aggregating Rs. 15.98 crore though 
no such business loss · and 
unabsorbed depreciation was 
available. 
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SI Assessee company/ Assessment Type/month Nature of mistake Revenue 
no. CIT charge year of assessment impact 

2 Mis Binani Cement 2002-03 Scrutiny As against actual assessed loss of 4.53 (P) 
Ltd. March 2005 Rs. 26.44 crore, carry forward of loss 
CIT Central I, of Rs. 39.12 crore was allowed. 
Kolkata 

3 Mis EID Parry (I) 2002-03 Scrutiny As against available loss of Rs. 25.45 3.7 1 
Ltd. March 2005 crore, carry forward o f loss of 
CJT I, Chennai Rs. 32.84 crore was allowed. 

4 Mis Herbal Life 2003-04 Scrutiny As against carry forward loss of 3.22 
International Pvt March 2006 Rs. 73.80 lakh, loss of Rs. 7. 12 crore 
Ltd. was set off. 
CIT IV, Delhi 

5 Mis Reliance 2003-04 Scrutiny As against carry forward loss of 2.97 (P) 
Telecom Ltd. January 2006 Rs. 39.08 crore, Rs. 47. 17 crore was 
CIT ill, Mumbai set off. 

6 Mis Zensar 200 1-02 Scrutiny Business loss of Rs. four crore was 2.43 
Technologies January 2004 incorrectly set off against income 
CIT II, Mumbai from other sources. 

7 Mis Nav Auro 2003-04 Scrutiny The assessing officer had incorrectly 1.89 (P) 
Investment Pvt. Ltd. December assessed the loss as Rs. 5.36 crore 
CIT V, Delhi 2005 against the actual loss of Rs. 20.69 

lakh. 
8 Mis ICICI Web 2003-04 Scrutiny Brought forward loss of Rs. 4 .03 l.52 

Trade Ltd. October 2005 crore, which had already been set off 
CIT IV, Mumbai in the scrutiny assessment for earlier 

assessment year 2002-03 completed 
in January 2005 was again set off. 

9. Mis The Travancore 2002-03 Scrutiny Carry forward of loss of Rs. 7.56 l.40 (P) 
Cochin Chemicals January 2005 crore as per return filed in October 
Ltd. 2002 was not revised to Rs. 3.63 
C IT, Cochin crore as per the revised return filed in 

October 2003. 
10 Mis Fidelity 2002-03 Scrutiny As against available carry forward of 1.30 

Textiles Ltd. February loss of Rs. 0.66 crore, set off of 
CJT I, Chennai 2005 Rs. 4 .18 crore was allowed. 

11 Mis Zora Pharma 2002-03 Scrutiny Incorrect adoption of loss of Rs. 6.92 1.22 (P) 
Ltd. March 2005 crore as against the correct loss of 
CIT IV, Rs. 3.51 crore. 
Ahmedabad 

12 Mis Pinnacle Trade 200 1-02 Scrutiny Although the value of the quoted 1.16 
& Investment Ltd. February shares was adopted at lower rates, 
CIT IV, Kolkata 2004 this was further reduced by Rs. 2.03 

crore through adjustment against the 
diminution in the value of shares. 

P: denotes potential tax 

Irregularities 
in allowance of 
depreciation 

3.7.10 The Ministry has accepted (November and December 2007) the 
observations in the cases at SI. no. 1, 3, 9, 10 and 12 of Table no. 3.1 above. 

3.8 In computing the business income of an assessee, a deduction on account 
of depreciation on the cost or written down value of building, plant and 
machinery, furniture, fixtures etc., is admissible at the rates prescribed in the 
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Income Tax Rules, 1962 provided the assets are owned by the assessee and used 
for the purpose of the business. Written down value in respect of a block of assets 
is required to be reduced by the moneys payable on any asset which is sold or 
discarded or demolished or destroyed during the relevant previous year together 
with the amount of scrap value, if any. In terms of the Board's circular no. 740 
dated 17 April 1996, a branch of a foreign company in India is to be treated as a 
separate entity for the purpose of taxation and depreciation. It has been judicially 
held 1 that charging of depreciation is mandatory before the deductions are 
calculated. 

3.8.1 Where in any assessment year full effect cannot be given to any 
depreciation allowance owing to there being no profits or gains or less profits or 
gains under the head ' profits and gains of business or profession', such 
unabsorbed depreciation shall be carried forward in subsequent year(s) and shall 
be set off against profits and gains from any business or profession for that 
year(s). 

3.8.2 Assessing officers did not apply the above provisions correctly, which 
resu lted in short levy of tax aggregating Rs. 158.30 crore in 54 cases in Andhra 
Pradesh, Assam, Delhi, Gujarat, Haryana, K.arnataka, Madhya Pradesh, 
Maharashtra, Punjab, Rajasthan, Tamil Nadu, Uttaranchal, Uttar Pradesh and 
West Bengal. Two cases are illustrated below: 

3.8.3 ln Maharashtra, CIT I, Mumbai charge, the assessment of a company 
Mis Associated Cement Co., for the assessment year 200 1-02, completed after 
scrutiny in March 2004 determining taxable income of Rs. 43.47 crore under the 
special provisions of the Act, was subsequently rectified in April 2004 allowing 
carry forward of unabsorbed depreciation of Rs. 340.55 crore and Rs. 174.31 crore 
relating to the assessment years of 2000-01 and 200 1-02 respectively. Audit 
examination revealed that in the rectification order for the assessment year 2000-
01 passed in February 2003, unabsorbed depreciation of Rs. 45.82 crore pertaining 
to assessment years 1998-99 and 1999-2000 only was allowed to be carried 
forward and no unabsorbed loss/depreciation pertaining to assessment year 2000-
01 was carried forward. Thus, carry forward of unabsorbed depreciation of 
Rs. 340.55 crore relating to assessment years 1998-99, 1999-00 and 2000-01 in 
April 2004 as against the available amount of Rs. 45.82 crore was not in order. 
The mistake resulted in excess carry forward of unabsorbed depreciation of 
Rs. 294.73 crore involving potential revenue impact of Rs. 103.1 6 crore. 

3.8.4 The Ministry has accepted (December 2007) the above observation. 

3.8.5 In Maharashtra, DIT (IT), Mumbai charge, the assessment of a company, 
Mis Ballast Ham Dredging, for the assessment year 2001-02 was completed after 
scrutiny in March 2004 determining an income of Rs. 30.79 crore after allowing 
depreciation of Rs. 22. 76 crore, which also included depreciation of Rs. 22.16 

1 CIT vs Mahindra Mills (243 ITR 56) (SC) 
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crore allowed on a vessel viz. 'HAM 316 '. Audit examination revealed that the 
vessel 'HAM 316' was temporarily imported in India by the asses see company 
during January 2000 and moved out of India during December 2000. The 
assessee company was a permanent establishment of a foreign company covered 
by domestic laws of India. The assessee did not pay any consideration to its 
parent company to get ownership of the vessel in India, nor realised any amount 
when the vessel was re-exported. The assessee, therefore, had no ownership over 
the vessel. Besides, when the vessel was brought into India from the parent office 
in January 2000, the transaction was treated as a purchase, but when the vessel 
was transferred back to the parent office in December 2000, the transaction was 
not treated as a sale. Instead, the written down value of the vessel was shown as 
nil on 31 March 2001. For both the reasons discussed above, the assessee was not 
eligible to claim depreciation on the vessel. lrregular allowance of depreciation of 
Rs. 22.16 crore resulted in underassessment of income to that extent involving 
revenue impact of Rs. 15.32 crore (including interest). 

3.8.6 Six cases are shown in Table no. 3.2 below: 

(Rs. in cr ore) 

Table no. 3.2: Irrel!Ularities in allowance of depreciation 

SI Assessee company/ Assessment Type/month Nature of mistake Revenue 
no. CIT charge year of impact 

assessment 
I Mis Ajmer Vidyut 2003-04 Scrutiny The assessee had claimed and 8.38 (P) 

Vitaran Nigam Ltd. March 2006 was allowed depreciation of 
CIT, Ajmer Rs. 23.04 crore on fixed assets 

against the correct amount of 
Rs. 23 lakb. 

2 Mis Daksbin 2003-04 Scrutiny The assessee had claimed and 5.02 
Haryana Bijli Vitran March 2006 was allowed depreciation of 
Nigam Ltd. Rs. 13.65 crore on plant and 
CIT, Hisar machinery (contributed by 

consumers free of cost) on 
which no depreciation was 
admissible. 

3 Mis Mabarastbra 2002-03 Scrutiny The assessee had claimed and 3.96 (P) 
State Electricity March 2005 was allowed depreciation of 
Board Rs. 11 .11 crore on assets which 
CIT I, Mumbai were not put to use. 

4 Mis Genecol 2003-04 Best The asses see was allowed 2.88 
Industries Ltd. judgment depreciation of Rs. l 0.21 crore 
CIT Ill, Mumbai assessment as against the allowable amount 

March 2006 of Rs. 3. 12 crore worked out in 
the statement of depreciation 
enclosed with the return. 

5 Mis NHPC Ltd. 2001-02 Scrutiny The assessing officer did not 2.8 1 
CIT,Faridabad March 2004 add back depreciation of 

1 

"'· 7. I 0 crn<e deb;t..i lll the 
accounts under prior period 
adjustments. 
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SI Assessee company/ Assessment Type/month Nature of mistake Revenue 
no. CIT charge year of impact 

assessment 
6 Mis !spat Profiles 2002-03 Scrutiny Depreciation was irregularly 1.61 

lndia Ltd. January 2005 claimed and allowed on plant 
CIT I, Kolkata and machinery which was 

inoperative, as the company' s 
plant was locked s ince June 
2000. 

P: denotes potential tax 

Irregular 
allowance of 
deduction not 
supported by 
actual payment 

3.8. 7 The Ministry bas accepted (December 2007) the observations in the cases 
at SI. no. 3 and 5 of Table no. 3.2 above. 

3.9 Deductions specified under section 43B of the Act are allowable only on 
actual payment for certain types of expenditure. From I April 1988, tax, duty or 
any sum payable as interest on any loan or borrowing from any public financial 
institution or a state financial corporation or a state industrial investment 
corporation actually paid by the assessee on or before the due date of filing the 
return of income are allowed as deduction. 

3.9.1 As per explanations 3C and 3D inserted below section 43B vide the 
Finance Act, 2006 with retrospective effect from I April 1989 and I April 1997 
respectively, any interest which has been converted into a loan or borrowing or 
advance but has not been actually paid, shall not be allowed as deduction in the 
computation of income. It has been judicially held 1 that conversion of interest 
into loan does not amount to payment of interest for the purpose of section 43B. 
CBDT has also clarified2 that conversion of interest into loan or borrowing or 
advance does not amount to actual payment. 

3.9.2 Irregular allowance of deductions towards actual payments resulted in 
short levy of tax aggregating Rs. 126.07 crore in 25 cases in Delhi, Gujarat, 
Jharkhand, Karnataka, Kerala, Maharashtra, Rajasthan, Tamil Nadu and West 
Bengal. Two cases are illustrated below: 

3.9.3 In Maharashtra, CIT 111, Mumbai charge, the assessment of a company, 
Mis Mangalore Refinery and Petrochemicals Ltd., for the assessment year 
2003-04, was completed after scrutiny in November 2005 determining a loss of 
Rs. 1251.75 crore after allowing deduction of Rs. 204.23 crore under section 43B. 
Audit examination revealed that the assessee had claimed and was allowed 
deductions of Rs. 97.36 crore and Rs. 75.99 crore against ' provision for custom 
duty concession availed pending future export obligations' treating it as paid 
against future export obligation. In this case the assessee had availed of custom 
duty concession against future export obligations and was required to make 
payment of custom duty only if the future obligat ions were not fulfilled. Since the 

1M/s KaJpana Lamps and Components Ltd. vs CIT (255 rTR 491 ), (Madras High Court) 2001 
2 Circular no. 07/2006 dated 17 July 2006 
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assessee did not make actual payments towards cttstom duty, allowance of a 
deduction against provision created was not in order and the deduction claimed 
was required to be disallowed. The omission to disallow the deductions 
aggregating Rs. 173.35 crore resulted in underassessment of income to that extent 
involvin:ga revenue impact of Rs. 63.71 crore. 

3.9.4 Audit examination further revealed that th~ assessee was allowed a 
deduction of Rs: 204.23 crore on account of interest :claimed as paid. The total 
sum of interest claimed as paid included Rs. 95.17 crore being interest payable on 
term loans from financial institutions upto March 2002, which were converted into 
loans in the previous year 2002-03, and hence deemed to be paid. As the 
conversion into loan did not amount to repayment as per the provisions of Section 
43B, the allowance of deduction was irregular. The omission resulted in 
underassessment of income of Rs. 95.17 crore involvihg potential revenue impact 
of Rs. 34.98 crore. 

3.9.5 Eiglb.t cases are shown in Table n~. 3.3 below:, 

(Rs. Jil!ll crore) 

Minerals Ltd. 
C]['][' I, Cl!nenmaft 

2 Mis Shree Digvijay 2002-03 
Cement Co. Ltd. 
CIT, Jamllllagar 

3 Mis Karnataka State 
Financial 
Corporation 
CIT JI, Ballllgafore 

1996-97 

2000-01 

Scrutiny 
February 2006 

Scrutiny 
March 2005 

Scrutiny 
February 1999 

Revision after 
appellate order 
in April 2002 . 

Scrutiny 
February 2003 

Deduction of Rs. 11.97 crore 
(including prior period 
expenses! of Rs. 1.57 crore) 
was incorrectly ·allowed 
towards nomination charges 
which· w~re not actually paid 
to the Government of Tamil 
Nadu. 
The assessee had incorrectly 
claimed : and was allowed 
deductions of Rs. 9.62 crore 
on acCOUlft of bonus, interest 
on loans :etc., which did not 
relate to the relevant previous 
year. Besides; interest on 
·sales tax/royalty/electricity 
duty . wa~ also irregularly 
allowed as deduction. 
As against the aggregate 
actual li~bility of Rs. 5.83 
crore towards interest tax 
payments Rs. 11.11 crore 
were al:lowed in these 
assessment years. 

"includes potential revenue impact of Rs. 1.08 crore pertaining to assessment year 2000-01 
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r~~~~; T~~1~ie~~ZEf~{'.·_J· f?·1~.st!:~f8f'~f
1

'.',~~~:!~~J:;) ~t :.;.'.t•·.~~~e.rr~s~~~~~;·-·_-.f ,:··~;~~~~i::, 
4 Mis Instrumentation 2003-04 Scrutiny Deduction of Rs. 7.51 crore 2.76 (P) 

Ltd. October 2005 was incorrectly .· allowed 
CIT, Kohll towards company and 

employee's provident fund 
contribution which pertained 
to assessment year 2002-03. 

5 Mis Mis Tide! Park 2001-02 
Ltd. 

Scrutiny 
March 2004 

The assessee had incorrectly 2.09 (P) 
claimed and was allowed 

CIT ][, Chennai 
2002-03 Summary 

July2004 

deductions of Rs. 2.11 crore 
and R. 3.53 crore towards 
interest to Mis TIDCO which 
was not actually paid. 

6 Mis Roofit · 2002-03 Scrutiny 
March2005 · 

Deduction of Rs. 5.56 crore 
was incorrectly allowed 
towards interest on term loan 
to banks and financial 
institutions which were not 
paid. 

1.99 
Industries Ltd. 
CIT Central I, 
Mumbai 

! 
i 

7 Mis Hyundai Motor 2001-02 
India Ltd. 
CIT i, Chennai 

8 Mis Uniworth Ltd. 2002-03 
CIT IV, Kolkata 

'· 

Scrutiny 
.March2004 

I 
I 

Scrutiny 

I 
March 2005 

i 

I 
I 

I 

The assessee had incorrectly 1.83 (P) 
claimed and was allowed 
deduction of Rs. 4.63 crore 
towards excise duty which 
was not remitted to 
Government account before 
the filing ofreturll. 
Excess liability Of Rs: 3.88 1.38 (P) 
crore against foreign . 
exchange difference between 
sundry debtors and sundry 
creditors was not backed by 
actual remittance. 

P: denotes potential tax 

3.9.6 The Ministry has accepted (December 2007) the observations in the cases 
at St no. 2 and 5 of Table no. 3.3 above. 

I 

3.10 Any expenditure, J
1
ot being in the nature of capital expenditure laid out 

wholly or exclusively for the purpose of business, is allowable as deduction in 
computing the income chargeable under the head 'Profits and gains of business or 
profession'. It has beeri. judicially held that 

(i) if the expenditurd is made for acqurring or bringing into existence an 
asset or advantag~ for the enduring benefit of the business, it is properly 
attributable to cap~tal and is of the nature of capital expenditure1

; 

(ii). loss on account qf cost incurred on abandoning of technology before 
being put to use is not an allowable deduction as it is in the nature of 
capital expenditur~2; and , 

I 

1 Mis Assam Bengal Cement Co. :.vs CIT (1955) (27 ITR 34) (Supreme Court) 
2 Mis Kanoria Chemicals & Industries Ltd. vs CIT (1995) 78 Taxman 455 (Calcutta High Court) 

. I 
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1 

2 

3 

4 

(iii) expenses incurred before the commencement of business cannot be 
considered as revenue expenditure under section 3 7 ( 1) I. 

3.10.1 Incorrect allowance of capital expenditure in working out taxable income 
resulted in short levy of tax aggregating Rs. U4.25 crnre in 341 cases in Delhi, 
Gujarat, Maharashtra, Tamil Nadu and West Bengal. Orrn.e case :i.s illustrated 
below: · 

3.1®.2 In Maharashtra, CIT IU, Mumbai charge, tlie assessment of a company, 
Mis Relill:imce Tefocom Ltd., for the assessmentyear 2003-2004 was completed 
after scrutiny at a loss of Rs. 209.12 crore in Januar§ 2006, which was allowed to 
be carried forward for future set off. Audit examination revealed that the assessee 
had claimed and was allowed a deduction of Rs. 23~;18 crore inthe computation 
of income towards 'loss on account.· of cost Uicurred on abandonment of 
technology of basic division'. Since the cost ·incurred on abandoning of 
technology of basic division was in the nature of capital expenditure, it was not an 
allowable deduction and was hence required to be disallowed. The omission to 
disallow it resulted in underassessment of income to:the extent ofRs. 233.18 crore 
involving potential revenue impact of Rs. 85.69 crore, 

3.10.3 Nirrn.e cases are shown in Talbine l!lo. 3.4 below: 
(Rs. nlffi crnre) 

~lf1fssessmeJmf ;<\ 

2003-04 Scrutiny The eX:pense ofRs. 7.77 crore 
Insurance Co, Ltd. January 2006 incurred but not reported in 
CJIT Jr, elhlennnnali respec~ of foreign inward 

claims pertaining to the 
assessment year 1995-96, 
required· to be disallowed as 
per d¢cision of· the ITAT, 
Chenriai in assessee's own 
case were not disallowed. 

Mis TISCO Ltd. 2000-01 Scrutiny Incorrect allowance of capital 3.39 (P) 
en TI, Munmlbai March 2003 loss bf Rs. 8.80 crore. on 

account of limekiln project, 
which. was abandoned before 
completion. 

Mis Central 2000-01 Scrutiny Expenditure of Rs. 4.34 crore 2.79 
I 

Warehousing March 2006 debite,d as expenditure on 
Coq)oration 'unab~orbed overheads on 
en JI, Dellhl capital overheads' being 

capital in nature was not 
disallowed. 

Mis Balmer Lawrie 2002-03 Scrutiny Investment written off of 2.32 (P) 
&Co. March 2005 Rs. 6 .. 50 crore being capital 
OT Il, Koillkafa in natµre was not disallowed . 

• 
1 CITvs Mohan Steel Ltd. (2004) 191 CTR (ALL) 279 
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;:§!. . ,l:!tA.ssesse'e company 
. lllQ.f <':· : :'~fi char' ~. / 

· 5 Mis Airport 2002-03 Scrutiny The assessee had incorrectly 
Authority of India 
CI'JI' JI, DeRlhl 

6 Mis Bhartiya 2003-04 
International Ltd. 
en JI, Deihl 

7 Mis Bata India Ltd; 2003-041 
CIT JI, Kolkata 

I 

! 
8 Mis Central Inland 2003-041 

Water Transport 
Corporation Ltd. 
CU IJI, Konlkata 

9 Mis Countrywide 2002-03! 
Consumer Financial I 

Services Ltd. · 
I' CJ!TIV, IDeHhi 

August 2004 claimed and was allowed 

Scrutiny 
March 2006 

Scrutiny 
March2006 

Scrutiny 
February 2006 

Scrutiny 
February 2005 

capital expenditure of 
Rs. 4.56 crore towards 
compensation payable for 
acquisition ofland. 

The assessee had incorrectly 
claimed and was allowed 
capital expenditure of 
Rs. 3.50 crore on account of 
overseas · market brand 
development expenses. 

The assessing officer 
disallowed only the net 
amount of technical 
collaboration fees paid 
instead of the entire amount. 
Capital expenditure of 
Rs. 3.05 crore on account of 
'Survey Docking Repair' was 
irregularly treated as deferred 
revenue expenditure. 
Capital loss on sale of loan 
portfolio was irregularly 
allowed by the assessing 
officer. 

1.77 

1.24 

1.12 (P) 

1.04 

· P: denotes potential tax 

I 
i 

3.:10.4 The Ministry has :accepted (December 2007) the observation in the case at 
St no. 2 of Table imo. 3.4 above. I . . 

·j 

I 

3.U An aggrieved as~essee can appeal to the Commissioner of Income Tax 
(Appeals) against the o~der of an assessing officer who shall comply with the. 
directions given in the appellate order. Further appeal is also permitted ·to be 
made on questions of fa6tand law to Income Tax Appellate Tribunal and on the 
questions of law alone t~ the High Court and the Supreme Court thereafter. Any 
mistake committed while giving effect to an appellate order . results in 
underassessment/overass~ssment of income. · 

I . 

3.:U.1 Assess~g of:fice~s did not implement appellate· orders correctly, which 
resulted in short levy of tax totalling Rs. 105.68 crore in 9 cases in Gujarat, 
Haryana, Maharashtra, Qrissa, Rajasthan, Tamil Nadu arid Uttaranchal. One case 
is illustrated below: 

. i . 
3.llJl.2 hi Haryana, CIT, Hisar charge, the assessment of a ·company, 

·Mis Pa.rlkash Industrie~ Ltd., for the assessment year 1999.:.2000,.was finalised 
in scrutiny manner in March 2002 determining a loss of Rs. 33.40 crote. The 

! 
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assessee had fi led an appeal before the Commissioner of Income Tax (Appeals) 
against this assessment order and was allowed a relief of Rs. four lakh in February 
2006. Audit examination revealed that the assessing officer while giving effect to 
the appellate orders, incorrectly determined the net loss as Rs. 274.21 crore 
instead of Rs. 33.44 crore. The mistake resulted in overassessment of loss of 
Rs. 240.77 crore involving potential revenue impact of Rs. 84.27 crore. 

3.11.3 F our cases are shown in Table no. 3.5 below: 

(Rs. in crore) 

Table no. 3.5. Mistakes m 1mp1 ementation of aooeUate order 

SI. Assessee Assessment Type/month 
no. company/ year of 

CIT char2e assessment 
l Mis SatrraShtra 

Cement Ltd 
Ranavav 

2001-02 Scrutiny 

CIT, Jamnagar 

2 Mis OTIS 1998-99 
Elevators (India) 
Ltd. 
CIT II, 
Mumbai 

3 Mis Kapil Roller Block 
Flour Mills period 
(Private) 
Limited 
CIT, Hisar 

4 Mis NALCO 2002-03 
CIT, 
Bbuwaneswar 

March 2004 

Scrutiny 
February 
2001 
Revision 
January 2002, 
March 2006 
(to give effect 
to appellate 
order and 
ITATorder 
respectively) 
Best 
judgement 
assessment 
I April 1987 
to 
29 May 1997 
January 2000 
Scrutiny 
February 
2005 

Revision 
July2005 

52 

Nature of mistake Re\1enue 
impact 

The assessee went in appeal 8.39 
against disa llowance of 
expenditure of Rs. 35.36 crore on 
account of interest payment 
against which the appellate 
authority disallowed only 
Rs. 7.07 crore. While giving 
effect to appellate order, the 
assessing officer reduced only 
Rs. 7.07 crore instead of balance 
amount of Rs. 28.29 crore. 
While giving effect to appellate 
order m March 2006, the 
assessing officer disallowed the 
claim of the assessee for 
payment of Rs. 8.28 crore 
towards voluntary retirement 
scheme treating it as capital 
expenditure but omitted to add 
back it to taxable income. 

While giving effect to appellate 
order, out of the total addition of 
Rs. 5.96 crore, addition of 
Rs. 1.33 crore only was made. 

Against the deduction of 
Rs. 187.69 crore towards export 
profit allowed by the appellate 
authority, the assessing officer 
allowed Rs. 191.88 crore. 

6.64 

3.20 

1.67 
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3.11.4 The Ministry has accepted (November and December 2007) the 
observations in the cases at SI. no. 1 and 2 of Table no. 3.5 above. 

3.12 An assessee is liable to pay interest under d ifferent provisions of the Act 
for certain types of defaults on its part, namely: 

3.12.1 Where in any financia l year, an assessee who is li able to pay advance tax 
has fai led to pay such tax or where the advance tax paid by such assessee is less 
than ninety percent of the assessed tax, the assessee sha ll be liable to pay simple 
interest at the rate of one percent (two percent upto May 1999, one and one-half 
percent upto May 200 I and one and one-fourth percent upto 7 September 2003) 
for every month or a part thereof reckoned from l April next following such 
financial year to the date of determination of total income by processing the return 
of income and where a regular assessment is made, to the date of such regular 
assessment on the amount equal to the assessed tax, or as the case may be, on the 
amount by which the advance tax paid fa lls short of the assessed tax. 

3.12.2 Where any amount of tax is paid under sub section (1) of section l 15JA by 
an assessee company for any assessment year, then credit in respect of tax so paid 
shall be allowed to him in accordance with the provisions of section l 15JAA. In 
accordance with the provisions of sections 2348 and 234C, interest should be 
calcu lated after giving credit of advance tax!TDS. There is no provision in the 
Act to treat MA T 1 credit as an advance or prepaid tax. The provisions of section 
2348 have been amended prospectively from l April 2007, allowing the set off of 
MAT credit against the assessed tax. 

3.12.3 The assessee should pay any demand for tax within thirty days of service 
of notice of the relevant demand. Fai lure to do so attracts simple interest at a 
prescribed percentage for every month or part thereof from the date of defau lt till 
actual payment. 

3.12.4 Assessing officers did not comply with the above prov1s1ons, which 
resulted in short levy of tax aggregating Rs. 93.34 crore in 52 cases in Andhra 
Pradesh, Delhi, Gujarat, Haryana, Kerala, Maharashtra, Punjab, Orissa, Rajasthan, 
Tamil Nadu, Uttar Pradesh and West Bengal. One case is illustrated below. 

3.12.5 In Maharashtra, CIT III, Mumbai charge, the assessment of a company 
Mis Reliance Industries Ltd., for the assessment year 200 1-02 was completed 
after scrutiny in March 2003 and rectified in March 2004. Audit examination 
revealed that while working out the interest for default in payment of advance tax 
under section 2348, MAT credit of Rs. 135.03 crore was first set off against the 
total tax and interest was charged on the balance tax. The incorrect set off of 
MAT credit before calculation of interest under section 2348 has resulted in short 
levy of interest of Rs. 59.4 1 crore. 

1 MAT stands for Minimum Alternate Tax worked out under special provisions of section I l 5JA 
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· 3.12.6 Siix cases are shown in Tab!te llll«i>. 3.6 below: 

Mis Mahanagar 
Telephone 
Nigam Ltd. 
CiT Jrn, · Deilllmi 

2. Mis Soundcraft 
Industries Ltd. 
en JI, M llilmlbaJi 

3. Mis Reliance 
Ports & 
Terminals Ltd. 
cum, 
Mllirmlbait 

4 ·Mis NG 
Departmental 
Store 
en n, IDeilhl 

5 Mis Damodar · 
Valley 
Corporation 
cnm, 
Kolllkafa 

6 Mis Minal Oil 
and Agro 
Industries (P) 
Ltd. 
CJI'f JI, 
Allnmnieirllabairll 

2002-03 

2002-03 

1995-96 

2003-04 

Block 
period 

Scrutiny 
February 2005 · 

Best 
judgement 
March2005 

Summary 
February2003 
reopened/ 
finalised under 
section 147 
March 2006 
Scrutiny 
March 1998 

Fresh 
assessment 
M:arch2005 
Revision of 
scrutiny 
January 2006 

Block 
assessment 
1April1995 
to. 
27 September. 
200,1 

(JRs. Jinn crnl!"e) 

Advance ta~paid by the assessee 
fell short of 90 percent of the 
assessed tax which attracted levy 
ofinterest tinder section 234B. 
Interest for !default in payment of 
advance t~x was levied at 
Rs. 6.94 crore as against the 

. I .· . 
. correct amount of Rs. 11.56 
crore. · 
Interest for:default in payment.of 
advance tax was levied at 
Rs. 63.68 crore as against the 
correct amount of Rs. 67.93 
crore. 

Interest fqr I default in payment of 
advance tax was wrongly 
charged till the date of the 
original . a~sessment in March 
1998 instead upto the date of 

· fresh asses~ment in· March 2005. 
Tax demand cif Rs. 98.90 crore 
was not ·paid but ·was fully 
adjusted against the refund of a 

. subsequent: year. · Belated 
adjustment 

1 

of tax demand 
attracted levy of interest. 
The origmal tax demand of 
Rs. 40.58 ci:ore raised in October 
2003 was reduced to Rs. 10.32 
crore in February. 2005 · after 
giving effect to appellate order. 
The fresh ' demand was raised 
without charging interest for non 
payment of tax demand raised 
earlier, for .. the period from 
November.• 2003 to February 
i005. 

8.41 

4.62 

4.25 

3.04 

1.98 

1.55 

3~:Il.2.7 The Ministry has accepted (November 'and December 2007) the 
observations in the cases at sn. lll!O. 1, 2, 5 :illl!ld 6 of'f~lbllle no. 3.6 above. 

. ' 
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3.13 Assessing officers have to determine and assess the income correctly in 
'scrutiny' assessments. Different types of claims together with accounts, records 
and all documents enclosed with the return are required to be examined in detail in 
scrutiny assessments . The Board have issued instructions from time to time to the 
assessing officers and their supervising officers to ensure that mistakes in scrutiny 
assessments do not occur. 

3.13.1 Audit noticed that assessing officers had adopted incorrect figures, 
committed arithmetical errors, allowed claims twice, and did not add back 
inadmissib le claims to income, resulting in short levy of tax of Rs. 71.95 crore in 
40 cases in Delhi, Jharkhand, Karnataka, Maharashtra, Rajasthan, Tamil Nadu, 
Uttar Pradesh and West Bengal. Two cases are illustrated below: 

3.13.2 In Delh~ CIT I charge, the assessment of a company, M/s Motorola Inc., 
for the assessment year 2002-03 was completed after scrutiny in March 2005 
determining an income and tax liability of Rs. 60.23 crore and Rs. 23.49 crore 
respectively. Audit examination revealed that while computing the tax liability, 
the assessed income was taken as Rs. 23.49 crore against the correct figure of 
Rs. 60.23 crore worked in the assessment order. Consequently tax liability was 
worked out as Rs. l 0.31 crore as against correct amount of Rs. 23.49 crore. The 
mistake resulted in short levy of tax of Rs. 22.25 crore including interest. 

3.13.3 The Ministry has accepted (December 2007) the above observation. 

3.13.4 In Delhi, CIT ll charge, the assessment of a company, Mis Mahanagar 
Telephone Nigam L td., for the assessment year 1994-95 was completed after 
scrutiny in November 2004 determining an income of Rs. 948.40 crore. Audit 
examination revealed that while making the assessment, the assessing officer 
disa llowed Rs. 11. 73 crore on account of 'Provision for pension and gratuity'. 
However, while computing the total taxable income, he did not add back this 
amount. The mistake resulted in underassessment of taxable income of Rs. 11 . 73 
crore involving short levy of tax of Rs. 18.68 crore including interest. 

3.13.5 E ight cases are shown in Table no. 3.7 below: 

(Rs. in crore) 

T bl a e no. 37Mi tk . d f f . . s a es m a op ion o correc t fi 11?.Ure sl •th . I . k an metica nusta es etc. 

SI. ame of the Assessment Type/ Nature of mistake Revenue 
no. assessee/ year month of impact 

CIT charge assessment 
I Mis ONGC 2003-04 Scrutiny Rs. 8.01 crore capitalised 5.89 (P) 

Yidesh Ltd. February on account of exchange 
CIT V, Delhi 2006 fluctuation during previous 

year was added back 
instead of being deducted 
from income. 
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Incorrect 
allowance of 
provisions 

SI. Name of the Assessment Type/ Nature of mistake Revenue 
no. assessee/ year month of impact 

CIT chari?e assessment 
2 Mis K J S lndia 2003-04 Scrutiny Claim of the assessee to 4.09 (P) 

Pvt Ltd. October carry forward unabsorbed 
CIT II, Delhi 2005 depreciation and business 

loss of Rs. 11 .14 crore was 
disallowed by the assessing 
officer but not given effect 
to while calculating tax. 

3 Mis Rajasthan 2003-04 Scrutiny lncome of Rs. 3.80 crore 2.79 (P) 
Renewable November was adopted as loss. 
Energy 2005 
Corporation Ltd. 
CIT, Jaipur 

4 Mis Mahana gar 1994-95 Scrutiny Prior period adjustments of 2.41 
Telephone November Rs. 28.65 crore disallowed 
Nigam Ltd. 2004 by the assessing officer 
CIT ll, Delhi were added back to the 

extent of Rs. 27. 15 crore. 
5 Mis Timken 2003-04 Scrutiny Taxable income was taken 2.28 

India March as Rs. 28.74 crore instead 
CIT, 2006 of Rs. 32.92 crore due to 
Jamshedpur an arithmetical mistake. 

6 Mis Pataka 2003-04 Scrutiny Expenditure towards 1.57 
Industries (P) March Director's commission was 
Ltd. 2006 allowed at Rs. 6.4 7 crore 
CIT CentraJ l, against actual payment of 
Kolkata Rs. 2.21 crore. 

7 M/s Cinevistas 200 1-02 Scrutiny An amount of Rs. 3.63 1.44 
Communications March crore disaJlowed by the 
Ltd. 2004 assessing officer was not 
CIT XJ, added back. 
Mumbai 

8 M/s Ballast 2003-04 Scrutiny Disallowances of Rs. 2.88 1.21 (P) 
Nedam Dredging February crore on account of prior 
DIT 2006 period expenses, 
(International depreciation and loss on 
Taxation), sale of assets were not 
Mumbai added back. 

P: denotes potential tax 

3.13.6 The Ministry has accepted (December 2007) the observations in the cases 
at SI. no. 3, S, 7 and 8 of Table no. 3.7 above. 

3.14 A provision made in the accounts for an accrued or known liability is an 
admissible deduction, while other provisions do not qualify for deduction under 
the Act. It bas been judicially held 1 that in order for a loss to become deductible, it 
must have actually arisen or be incurred and not merely anticipated as certain to 
occur. It has also been judicially held2 that if a business liability is existing in the 

1 CIT vs Indian Overseas Bank , 151 ITR 466 (Madras H1gh Court) 
2 M/s Bharat Earth Movers vs CIT ( 112 Taxman 61-2000) (Supreme Court) 
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I 

accounting year, the dedultion should be allowed although the liability may ha;e 
I . 

to be discharged at a future date. · · · 
I . 

I . . -
· 3.14.1 Irregular allo.wanc;e of different types of provisions resulted in short levy 
of tax aggregating Rs. 5~.75 crore in 27 cases in Delhi, Haryana, Karnataka, 
Kerala, Maharashtra, Otjssa, Uttar Pradesh and West Bengal. One caisie is 
•illustrated below: 

I 
. I - . 

3.14.2 ·In West Bengal, tIT IV, Kolkata charge, the assessment of a company, 
Mis Gamu.da WCT (I~dia) Pvt Ltd., for the assessment year 2003-04 was 
completed after scrutiny m February 2006 determining an income of Rs. 33.43 
lakh.with a tax demand of Rs. 12.29 lakh. Audit examination revealed that the 
assessee debited in its ac~ounts, a sum of Rs. 38.04 crore towards 'Provision for 

·- foreseeable losses on co~struction contracts', and it was allowed as deduction. 
·Since mere provision do~s not qualify for deduction unless written off in the 
accounts, the said amoun'.t was required to be disallowed and added back. The 
omission to do so resulted in underassessment of income of Rs. 38.04 crore 
involving revenue impact ;of Rs. 19.05 crore including interest. 

3.14.3 The Ministry has ~ccepted (October 20~7) the above observation. 
I 

3.14.4 In Delhi~ CIT V charge, the assessment of a company, Mis Pawan Hal!ls 
Helicopters Ltd., for the assessment years 2002-03 and 2003-2004, were 

·.completed after scrutiny ib December 2004 determining income at Rs. 87.02 crore 
and Rs. 28.28 crore resp~ctively. Audit examinatio11 revealed that the assessee 
claimed and was allowed\ a deduction aggregating Rs. 22.68 crore against ad.hoc 
provision towards revision of pay and allowances of employees pending 
finalisation of settlement

1

s. As the provision was made for an unascertained 
liability, it .was required jto -be disallowed. The omission to do so resulted in 
underassessment of incol\Ile· of Rs. 22.68- crore involving short levy of tax of 

. Rs .. 10.63 crore including µiterest. 

3.14.5 Eight cases are shbwn in Table no. 3.8 below: 
- . . I . 

(Rs. in crnre) -

Mis IFB Industries 
CIT IV, Kolkata 

2002-03 

1· 
I ., 

2003-04 

rovisiOns 

!~fa~i¥i~~1n1!i' . 
Scrutiny Irregular allowance of 
March 2005 deduction of Rs. 11.15 

crore on account of 
provision and write off for 
non performing assets. 

Scrutiny As against provision for 
-March 2006 bad· and doubtful debts of 
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-Rs. 1.28 crore claimed by 
the assessee, Rs.12.89 
crore was allowed. 

2.66 
2.33 (P) 
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Mnstmlke nnn 
COllllllJPlfillfatfiiiJ>nn 
of nnncolllllle 
UJIJID.d.eli" s][iiecfan 
jplJl"OvllSilo!InS 

CIT XV, Kolllkafa 

Mis Phillips · 2003'-04 
Medical Systems 
India Ltd. 
CIT VID, Mnnmll>an 

5 Mis ESAB India 2003-04 
Ltd. 
CIT VTI, Mnnmll>an 

Scrutiny_ 
February 2006 

Scrutiny 
March2006 

Scrutiny 
February 2006 

Incorrect allowance 
adhoc provision 
Rs: 7.42 ·crore against 
likel~ rise in wages. 
Incorrect · allowance of 
provision of Rs. 4.29 
crorei towards doubtful 
debt ~nd advances. 
Incotj:ect allowance of 
deduction of Rs. 5.80 
crore: towards provision 
for ~ales tax debited in 
profit and loss account. 

2.17 

2.13 (P) 

6 Mis Infrastructure 
Leasing & Financial 
Services 

2002-03 Scrutiny 
February 2005 

Incorrect . allowance of 
provision of Rs. 4.24 
crore' towards investments 
held 1 as non · strategic 
investment ... 

1.52 

en x, Mllllimlban 

7 · Mis Hooghly Dock 2003-04 
and Port Engilleers 
en !, Kolllkafa 

;8 Mis Land Base India 2000-01 
Ltd. 
cnr Irr, ID>enlhln 

. P: denotes potential tax 

Scrutmy 
February 2006 

Scrutiny· 
March 2003 

Incon-ect allowance of a 
prov1s10n. of Rs. 3.30 
crore! towards payment of 
interest though · no loan 
liability existed and there 

· 1 

was ~o scope for any such 
liabilitytowards interest. 
Incorrect allowance of 
provision of Rs. 2. 77 

. cron::: towards 
construction work 
expenses . 

1.21 (P) 

1.07 (P) 

3,14~6 The Ministry has accepted (November and December 2007) the 
observations in the cases at SR, JIMll, 1 aJIRd 2 of Tal!Jle mlo, 3J~ above. 

. . 

3,15 Where in the case of an· assessee being an Indian company, the total 
income as computed under this Act in respect of any previOJIS year is less than 3 0 
percent of its book profit~ the total income:of such assessee chargeable to tax shall 
be deemed to be. an amount equal to thirty percent of such profit. For this 
purpose, book profit means the ·net profit as per profitland loss account prepared· in 
accordance with the Companies Act, 1956 subject to certain additions/deletions. 
. . I -

3,15.1 Where any amount of tax is paid under section 115 JA by an assessee, a 
credit in respect of tax so pai~ in excess .over the ta:i. 9:fl.der nprmal provisions of 
the Act sh~ll be allowed in accordance with the prov~sions of section l 15JAA, to 
be set off in a· succeeding year only when tax becomes payable on the total income 
computed under the normal. provisions of the Act. • Such set off shall not be 
allowed beyond the ·fifth year immediately succeeding the assessment year in 
which tax·credit becomes allowable. 
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3.15.2 Further, where any amount of tax is paid under section l 15JB by a 
company for any assessment year commencing on l April 2006 and any 
subsequent assessment year, then credit in respect of tax so paid shall be allowed 
to the company in accordance with the provisions of section l I 5JB from the 
assessment year 2006-07 onwards. 

3.15.3 If the income tax payable on the total income as computed under the 
normal provisions of the Act in respect of the previous year relevant to the 
assessment year commencing on or after l April 200 I is less than seven and one­
half percent of its book profit, such book profit shall be deemed to be the total 
income of the assessee and the tax payable by the assessee on such total income 
shall be the amount of income tax at the rate of seven and one-half percent. 

3.15.4 Mistakes in the computation of income under special provisions resulted in 
short levy of tax aggregating Rs. 46.54 crore in 35 cases in Delhi, Goa, Gujarat, 
Haryana, Karnataka, Kerala, Maharashtra, Tamil Nadu and West Bengal. One 
case is illustrated below: 

3.15.5 In Tamil Nadu, CIT I, Chennai charge, the assessment of a company, 
Mis. Tamil Nadu News Print and Papers Ltd., for the assessment year 2003-04, 
was completed after scrutiny in March 2006 determining an income of Rs. 68.07 
crore under the special provisions of the Act. The assessment for the assessment 
year 2004-05 was processed in a summary manner in March 2005 and revised in 
June 2005 determining an income of Rs. 67.03 crore under the special provisions 
of the Act. Audit examination revealed that while completing the scrutiny 
assessment for the assessment year 2003-04, income under the normal provisions 
of the Act was arrived at Rs. 32. 77 crore after deducting the carry forward losses 
of previous years and allowing deduction under sections 80 HHC, 801A and 80M. 
The income tax and the surcharge on the income computed in the 
scrutiny/summary assessment under the normal provisions of the Act worked out 
to Rs. 12.04 crore and Rs. 8.82 crore as against Rs. 5.36 crore and Rs. 5.15 crore 
computed under the special provisions of the Act for the assessment year 2003-04 
and 2004-05 respectively. Even though the tax under the normal provisions was 
higher than the tax under the special provisions, the assessments were completed 
by the department based on the income under the special provisions. Omission to 
assess the income under the normal provisions of the Act in these years resulted in 
aggregate short demand of tax of Rs. 13.28 crore (including interest). 

3.15.6 Five cases are shown in Table no. 3.9 below: 
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(Rs. in crore) 

Table no. 3.9. Mistake m computation of income under special provJS1ons 

SI. Assessee Assessment 
no. company/ year 

CIT charee 
I Mis Fascel Ltd. 2002-03 

CIT II, 
Ahmedabad 

2 Mis Reliance 2003-04 
Industries Ltd. 
CIT III, 
Mumbai 

3 Mis Godrej & 2003-04 
Boyce Mfg. Co. 
Ltd. 
CITX, 
Mumbai 

4 Mis Tamil 1997-98 
Nadu Cements 
Corporation 
Ltd. 
CIT I, Chennai 

5 Mis ONGC 2003-04 
Videsh Ltd. 
CIT V, Delhi 

6 Mis Sun 2000-0 I 
Pharmaceuticals 
Industries Ltd. 
CIT Ceotral 
Il, Ahmedabad 

Type/month 
of 

assessment 
Scrutiny 
March 2006 

Scrutiny 
January 2006 

Scrutiny 
September 
2005 

Scrutiny 
March 2005 

Scrutiny 
February 
2006 

Scrutiny 
March 2005 

Nature of mistake Revenue 
impact 

Provision for doubtful debts and 8.75 
contingencies aggregating Rs. 13.62 
crore was not added to the net profit 
to arrive at book profit. Besides, as 
against the admissible deduction of 
Rs. 13.36 crore on account of 
unab orbed depreciation/ brought 
forward losses, only Rs. 1.33 lakh 
was allowed. 
As against the tax credit of Rs. 6.98 6.52 
crore and Rs. 56.53 crore pertaining 
to the assessment years 1999-2000 
and 2000-01 available for set off 
under the special provisions of 
section l l 5JAA, tax credit of 
Rs. 7 .87 crore and Rs. 62. l 6 crore 
respectively was allowed 
The assessee company debited its 2. l 0 
profit and loss account by Rs. 25.75 
crore on account of goodwill 
expenses of the company, Rs. 64.31 
lakh on account of investment in US 
64 scheme and Rs. 23.13 lakh 
pertaining to expenses incurred on 
amalgamation and demerger. All 
these expenses being capital in nature 
were required to be added back to the 
net profit to arrive at the correct 
amount of book profit. 
While computing book profit, cess 1.76 
and surcharge on cess of Rs. 20 crore 
were added as against the correct 
amount of Rs. two crore only. 

Book profit under special provisions l .42 
was wrongly assessed at Rs. 3.23 
crore instead of Rs. 3 .44 crore as 
worked out in the profit and loss 
account. Besides, the assessee 
charged capitalised expenditure of 
Rs. I 6.0 I crore to the profit and loss 
account instead of the correct amount 
of Rs. 2.05 crore. 
Book profit was reduced by the 1.06 
written off amount of R&D 
expenditure of Rs. 7.0 I crore which 
did not fall m the category of 
prescribed adjustments. 
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3.15.7 The Ministry has ~cc·epted (December 2007) the observation in the case at 
SI. no. 1 of Table no. 3~9 !above. 

I 
3.16 . Income chargeab'e under the head "Profit and gains of business or 
·profession" is to be computed in accordance with either the cash or i:nercantile 
system of accounting regularly employed by the assessee. Where the assessee 
follows mercantile system of accounting, the annual profits are worked out on due 
or accrual basis i.e. after providing for all expenses. for which a legal liability has 
arisen arid taking .credit for all reyeipts that have become due regardless of the:ir 
actual receipt or paymentJ Only such expenses are allowable as deduction from a 
previous year's income as! are relevant to that year.. - - . 

I . 

I -
3.16.l Non compliance ~ith the above provisions resulted in short levy of tax 
aggregating Rs. 42.52 cr~re in. 33 cases in Delhi, Gujarat, Kerala, Maharashtra, 
Tamil Nadu and ·west Be4gal. One case is illustrated below 

- 3.16.2 In Delhi,- ·CIT I icharge, -the assessment _of a company, Mis Aiirpoirt 
Authority of India Ltd.] was completed for the assessment year 2002-03 after 
scrutiny in August 2004~ determining an income of Rs. 901.53 crore. Audit 
examination revealed t~at the assessee had claimed and was allowed an 
expenditure .of Rs. 32.93 crore on account of prior period expenses, which was not 
added back fo the incomeiofthe·assessee at the time of scrutiny. The omission to 
do so resulted in underassbssment of income of Rs. 32.93 crore involving revenue 
impact ofRs. 15,66 crore.j 

3.16.3 Six cases are shown in Table IlO; 3.10 below: 

Corporation oflndia 
Ltd. 
CIT ID, Mumbai 

(Rs. hn crore) 
- -

Prior period expenses of 
Rs. 18.40 crore were not added 
back. 

- .2 Mis Ispat Profiles 2002-03 
India Ltd. 

Scrutiny 
January 2005 

Accrual of interest of Rs. 12.35 4.41 (P) 
crore was incorrectly claimed 

CIT I, Kolkata and allowed as deduction 
though it was admissible on 
actual payment only as per 
practice adopted by the assessee 
under section 145. 

3 M/sNABARD 2002-03 Scrutiny The assessee being a fmancial 3.07 
CIT ID, Mumbai January 2005 corporation was eligible for 

deduction of Rs. 470 crore only 
towards a reserve created and 
maintained under section 
3 6(i)( viii) as against 
Rs. 478.60 crore allowed by 
the assessing officer. 

61 



Report No. CA 8 of 2008 (Direct Taxes) 

Income not 
assessed 

SJ. Assessee company/ Assessment Type/month Nature of mistake Revenue 
no. CIT charge year of assessment impact 

4 Mis National 2003-04 Scrutiny The assessee bad claimed and 2.96 (P) 
instruments Ltd. January 2006 was allowed deduction of the 
CIT I, Kolkata entire expenditure of Rs. 10.08 

crore instead of Rs. 2.01 crore 
being one fifth thereof towards 
voluntary retirement scheme 
under section 35DDA. 

5 Mis Mahindra 2003-04 Scrutiny Legal and professional charges 2.03 (P) 
World City March 2006 of Rs. 5.52 crore pertaining to 
Developers Ltd. earlier years were incorrectly 
CIT ill, Chennai allowed as deduction. 

6 Mis Pentagon 2002-03 Scrutiny Hire purchase leasing finance 1.74 
Screws & Fasteners July 2005 charges of Rs. 3.90 crore 
Ltd. pertaining to the earlier years 
CIT V, Delhi were incorrectly allowed as 

deduction. 
P: denotes potential tax 

3.16.4 The Ministry has accepted (November and December 2007) the 
observations in the cases at SI. no. 3 and 4 of Table no. 3.10 above. 

3.17 The total income of any previous year of a person who is a resident 
includes all income from whatever source derived which is received or which 
accrues or arises or is deemed to accrue or arise during such previous year unless 
specifically exempted from tax by the provisions of the Act. Further, profit and 
gains derived by a newly established undertaking in a free trade zone or by a 
newly established hundred percent export oriented undertaking from the export of 
articles or things or computer software are also exempt from tax subject to the 
fulfilment of conditions prescribed in the Act or notified by the Government from 
time to time. 

3.17.1 Non compliance with the above provisions resulted in short levy of tax 
aggregating Rs. 37.78 crore in 29 cases in Andhra Pradesh, Delhi, Gujarat, 
Karnataka, Maharashtra, Rajasthan and West Bengal. Eight cases are shown in 
Table no. 3.11 below: 

(Rs. in crore) 

Table no. 3.11: Income not assessed 

SI. Asses see Assessment Type/month Nature of mistake Revenue 
no. company/ year of assessment impact 

CIT charge 
I Mis Orissa 2003-04 Scrutiny The assessee exhibited in 7.38 

Construction May 2005 accounts contract receipts of 
Corporation Rs. 42.47 crore only as 
CIT, against the correct amount 
Bhubaneswar of Rs. 58.79 crore. 

2 Mis Double Dot 2000-01 Scrutiny Non compete fee of Rs. nine 6.46 
Finance Ltd. March 2006 crore received and offered 
CIT IV, by the assessee was not 
Mumbai considered for taxation. 
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relief 

3 
Corporation Ltd. 
CITV, 
Mumbai 

4 Mis Tamil Nadu 
Small Industries 
Corp. Ltd. 
CIT I, Chennai 

5 Mis Madras _ · 
Fertilizers Ltd~ 
CIT ill,. 
Chennai 

.1 Januacy 
1990 to 26 
Ju1y200'.o 

2003-041 

' 

·2003-041 
' 

. 6 Mis Tamil Nadu 2002-03ll 
Power Finance 
& Infrastructure 
Development 

·Corp.Ltd .. 
CIT I; Chennai 

7 Mis Indian Oil 
Corporation Ltd. 
CITX, 
Muinbai 

8 Mis Pharmacia 
India Pvt. Ltd;; · 
Mumbai 
CIT, Faridabad 

2001-021 
! 

2003-041· 

I 

Best 
jµdgement 
July2002 

Scrutiny 
December 
2005 

Scrutiny 
December 
2005 

Scrutiny 
March2005 

Scrutiny 
March 2004 ' 

Scrutiny 
March 2006 

Report No. CA 8 o/2008 (Direct Taxes) 

During search and seizure 
- operation department 
assessed the value of closing 
stock· at Rs. 6.78 crore 
involving undisclosed 
income of Rs. 67.76 lakh. 
On a notice issued to the 
assessee to clarify the 
source of income, it failed to 
furnish the clarification and, 
therefore, the entire closing 
stock was required to be 
taxed. 
Principal loan amount of Rs. 
10.85 crore was waived by 
the Government of Tamil 
Nadu was not offored for tax 
but was treated as capital 
reserve. 
Interest of Rs. 8.38 crore for 
the . period from.· April to 
October 2002 on the 
principal amount of loan 
was claimed and allowed 
twice . 
Interest and penal interest of 
Rs, 5.88 crore shown as 
accrued was not recognised 
as income :as per NBFC 
Prudential norms and 
offered for tax. 
Interest income of Rs. 11. 78 
crore received by the 
assessee during the relevant 

. previous year was not 
offered to tax 
The assessing officer did not 
take into account· the 
business income of Rs. 2.20 
crore and total· income was 
incorrectly calculated at 
Rs. 9.28 crore instead of 
Rs. 11.48 crore. 

4.59 

3.99 

3.19 

2.66 

1.44 

1.11 

3.18 For ·computation 6f the total income, no deduction shall be allowed in 
respect of expenditure incµITed by the assessee. in relation to income which does 

· not form part ofthe total i*come under the Act. · _ . 
! 

3.18.1 Mistakes·· in application of the above provision resulted in irregular 
aUowance·of exemptions ~nd excess reliefinvolving. short levy of tax aggregating 
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Rs. 29.11crorein16 cases in Delhi, Gujarat, Maharashtra and Tamil Nadu. One 
case is illustrated below: 

3.18.2 In Maharashtra, CIT I, Mumbai charge, the assessment of a company, 
Mis Housing Development & Finance Corporation Ltd., for the assessment 
year 2004-05 was completed after scrutiny in January 2006 determining an 
income of Rs. 610.39 crore. The assessment was rectified in March 2006 and 
assessed at taxable income of Rs. 566.90 crore. Audit examination revealed that 
in the scrutiny assessment order of January 2006, the assessing officer disallowed 
and added back an amount of Rs . 46.59 crore being the proportionate expenditure 
attributable to earning the exempted income of Rs. 86.62 crore under section 
10(33). However in the rectification order of March 2006, the assessing officer 
inadvertently reduced the disallowed expenditure of Rs. 46.59 crore added back to 
the total taxable income computed after scrutiny in January 2006 resulting in 
underassessment of Rs. 46.59 crore involving revenue impact of Rs. 16.71 crore. 

3.18.3 Three cases are shown in Table no. 3.12 below: 

Table no. 3.12: Irre2ular allowance of exemption 

SI. 
no. 

Assessee Assessment 
company/ year 

CIT char2e 
Mis Zylog 200 1-02 
Systems Ltd. 
CIT I, Chennai 

2002-03 

2 M/s Maars 2000-0 I 
Software 
International Ltd. 
CIT III, 
Chennai 

3 M/s 2002-03 
Santhanalakshmi 
Investments Ltd. 
CIT ill, 
Chennai 

Type/month 
of assessment 

Scrutiny 
February 2004 

Summary 
March 2003 

Scrutiny 
December 
2002 

Scrutiny 
February 2005 

64 

(Rs· in crore) 

Nature of mistake 

The assessee had incorrectly 
claimed and was allowed 
exemptions of Rs. 5.50 
crore and Rs. 8.40 crore 
under section l OB against 
expenses incurred in foreign 
currency for providing 
technical service outside 
India towards product 
development for two 
assessment years 
respectively. 
The assessee company had 
incorrectly included other 
income including interest 
income aggregating Rs. 4.0 I 
crore towards income 
exempt under section I OA 
and claimed exemption 
accordingly which was 
irregular. 
The assessee had claimed 
and was allowed deduction 
of Rs. 3.05 crore towards 
interest on fixed loans 
utilised for earning exempt 
income. 

Revenue 
impact 

5.41 

1.56 

1.05 



Incorrect 
allowance of 
deductions 
under Chapter 
VIA 

Incorrect 
allowance of 
deduction in 
respect of 
profits retained 
for export 
profits business 

Incorrect 
allowance of 
deductiol!ll 
towards inter­
corporate 
dividend 

1 
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I 

. I 
3.19 Where any dedudionis allowed·under Chapter VIA (80C to 80U)¢ in 
respect of an income of the nature specified in that section which is included in 
the gross total income of the assessee,> then, for the. purpose of computing 
deduction under that secti.bn, the amount of income of that nature as computed in 
accordance with the pro~isions of this Act (before making any deduction under 

·. . I • 
chapter VIA) shall alone, be deemed to be the amount of mcome of that nature 
which is derh~ed or rec~ived by the asses see and included in his· gross total 

income. .· . . I . · . . 

3.19.1 Deduction m resp~ct of export profits 1s allowed on profit denved from 
export of specified goods or merchandise if the sale proceeds of such goods or 
merchandise are brought into India and received in· convertible foreign exchange 
within the specified period, subject to other specific conditions prescribed in the 
section itself. As per proviso to section 80HHC inserted by Taxation Law 
(Amendment) ~A.ct 2005 (~ith retrospective effect from 1 April 1992), in case of a 
net loss in export busine~s, relevant proportion of the same loss shall be set off 
against the export incentive for arriving at the amount of deduction admissible 
under section 80HHC. Both the export incentive and profit/loss from export 
business contribute to the :~mount of admissible deduction. 

3.19.2 Where the gross total income of a domestic company, in any previous 
year, includes any income by way of dividends from another domestic company, 
there shall be allowed in!computing the total income, a deduction of an amount 
equal to so much of the I amount of income by way of dividends from another 
domestic company as do~s not exceed the amount of dividend distributed by the 
former company on or before the due date. CBDT vide Its circular no. 657 issued 
in August 1993 clarified that for assessment year 1996-97 and subsequent years, 
dividend from the Unit 1jru:st of India will not be. eligible for deduction towards 
inter-corporate dividends.[ 

I 
3.19.3 Incorrect application of the provisions of chapter VIA resulted in short 
levy of tax aggregating Rs. 17.52 crore in 41 cases in Andhra Pradesh, Delhi, 
Gujarat, Kamataka, Keraila, Maharashtra, Uttar Pradesh, Tamil Nadu and West 
Bengal. Five cases are shown in Table no. 3.13 below: 

. .· . I · (Rs. imt cirrnre) 

CITI, 
Chennai 

• except section 80M 

The . assessee · company had 
incorrectly · claimed and was 
allowed deduction in respect of 
inter corporate dividend of 
Rs. 14.27 . crore as · against 
Rs. 10.71 crore which was actually 
·distributed before the due date. 
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Excess allowance 
of refund I 
interest on 
refund 

SI. Asses see 
no. company/ 

CIT char2e 
2 Mis Lindsay 

International 
Pvt. Ltd. 
crrm, 
Kolkata 

3 Mis Mauria 
Udyog Ltd. 
crrm, 
Kolkata 

4 Mis Jakson 
Ltd. 
CIT il, 
Delhi 

5 Mis 
Securities 
Trading 
Corporation 
of India Ltd. 
CIT I, 
M umbai 

Assessment 
year 

2003-04 

2003-04 
2004-05 

2003-04 

2003-04 

Type/month 
of 

assessment 
Scrutiny 
January 2006 

Scrutiny 
June 2006 

Scrutiny 
February 
2005 

Scrutiny 
February 
2006 

Nature of mistake Revenue 
impact 

For claiming deduction towards 1.42 
export profits, the assessing officer 
considered export turnover as 
Rs. 114.98 crore as against the 
correct figure of Rs. I 09 crore as 
per the accounts of the assessee. 
The assessee company suffered a 1.30 
net loss of Rs. 2.27 crore and 
Rs. 9.23 crore in two assessment 
years respectively which was not 
set off against export incentives for 
arriving at the deduction towards 
export profits. 
For claiming deduction under 1.15 
section 80lA, expenses aggregating 
Rs. 4.97 crore on account of 
consumable stores and 
installation/job expenses were 
incorrectly treated as 
manufacturing expenses. 
Instead of charging tax on the 1.04 
income of Rs. 2.83 crore fi-om the 
units of UTI offered by the 
assessee under the head ' income 
from other sources', the assessing 
officer irregularly allowed 
deduction of the entire amount 
towards inter-corporate dividend. 

3.20 Where as a result of any order passed in assessment, appeal, revision or 
any other proceedings, refund of any amount becomes due to an assessee, this 
may be granted in cash or adjusted or set off against the outstanding dues to the 
assessee for any assessment year. 

3.20.1 Interest on excess payment of advance tax, tax deducted or collected at 
source and any other tax or penalty becoming refundable will be paid at the rate of 
one percent (since reduced to two third percent with effect from 1 June 2002 and 
one half-percent from 8 September 2003) for every month or part of month for the 
period from I April of the relevant assessment year to the date on which the 
refund is granted. No interest will be payable, if the amount of refund is less than 
ten percent of the tax determined under summary or on regular assessment. 

3.20.2 Where as a result of an order under section 154, 155, 250, 254, 260, 262, 
263 and 264, the amount of refund on which interest was payable has been 
increased or reduced, the interest thereon shall be increased or reduced 
accordingly. 
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3.20.3 ff the proceedings !resulting in refund is delayed for reasons attributable to 
the assessee, whether whdHy or in part, the period of delay so attributable to him 

I 

shaH be excluded from the period for which interest is payable. 

· 3.20.4 Non compliance ~ith the above provisions by the assessing officers 
resulted in excess allowance of refund or interest on refund totalling Rs. 6.68 

. crim1re in ]_@ cases in Guj~rat, Kamataka, Kerala, Maharashtra and West Bengal. 
Twim c3lses are shown in JiaMe Jill@.3.li4 below: 

. I . (Rs. n1111. crnire) 
-~ . . ' 

Table 1111.1Ill. 3.R4: Excess alfowaJll\ce oif ~eifum.d/n1111.teiresto1111. irelfumdl 

cnm, 
MlIBmlbian 

2 Mis Life 2000-01 
Insurance 
Corporation of 
India 
Cl!T Jr, Munmban 

crore was w6rked out as Rs. 5.12 
crore instead of the correct 

Scrutiny amount of Rs. 2.72 crore. 
March2000 

Revision 
after 
appellate 
order 
March 2003 
Scrutiny 
January 
2003 

Revision 
March 2003 

.The assessing officer had 
incorrectly granted interest of 
Rs. 2.93 ttore on refund for the 
period from 1 April 2003 to 15 
March 2005 as against the correct 
amount of Rs. 1.43 crore. 

1.50 

3~2]_ focome tax 'is chjgeable for every assessment year in respect of the total 
income of the previous ye~r of an assessee·according-to the rates prescribed in the 
relevant Finance Act. 1 

I . 
3.21.li Audit noticed sho1 levy of tax due to incorrect application of correct rate· 
of tax in twim cases invo;lving revenue impact of Rs. 4.88 c1nrme in Delhi and 
Maharashtra. Ol!lle case is\shown in Talbillel!ll(]). 3.15 below: . c{· 

1 Mis Rolls Royce 
PLC 
ID U, lDleilllrui 

1997r 
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(Rs. ftl!Il crntre) 

Tax on . the income 
Rs. 18.98 crore was 
charged at 48 percent 
instead of 55 ercent. 
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Mftstalkes frllll 
compllllfamim11 of 
caJPlftfall gaftnns . 

Jinncoli"1red 
ailfowallllce of 
i!lleirlllllldfollll 
towardls lblai!ll 
i!llelblts 

3.2]..2 The Ministry has accepted (December 2007) ~he observation in the case at 
St lllO. :Il. of Table no. 3.15 above. 

. ' 

3.22 Any profit and gains arising from the transfer of a capital asset shall be 
. chargeable to income tax under the head 'capital garns' and is taxable in the year 
ili which the transfer took place. The mode of con)putation of capital gains in 
respect of long-term capital asset provides for deduction,· from the consideration 
received, of the cost of acquisition of assets and t~e cost of any improvement 
thereto and of expenditure incurred wholly and exclusively in connection with 
such transfer. 

3.22.1 Where full value of consideration received; or accruing as a result of 
transfer of any capital asset falling within a block of assets, on which depreciation 
has been allowed under the Act, exceeds the written down value of the block of 
assets at the beginning of the relevant previous year, the excess shall be deemed to . 
be capital gains arising from the transfer of short term: assets. 

3.22.2 Where a capitarasset is converted by the owner thereof into, or is treated 
by him as stock-in-trade of a business carried. on by him, such conversion or 
treatment shaU be treated as transfer and capital gain thereon shall be computed as 
per section 45(2). Further, as per Supreme Court's dbcision1

, the business income 
. shall be computed on the difference between: the sale iproceeds and the fair market 
value of the asset as on the date of conversion into stdck-in-trade. 

3.22.3 Assessing officers did not apply the above provisions correctly, which 
resulted in short levy of tax aggregating Rs. 2.36 crmre in :fD.ve caises in Tamil 
Nadu and Maharashtra. · · 

3.23 Any bad debt or part thereof which is written off as irrecoverable in the . 
accounts of the assessee for the previous year, iis an allowable deduction .. 
However, no such deduction shall be allowed unless such debts or part thereof has 
been taken into account in· computing the income of the assessee of the· previous 
year in which the amount of such debt or part thereof ~is written off, or of an earlier 
previous year. 

3.23.1 Mistakes in the allowance of deduction towaid bad debts resulted in short 
levy of tax aggregating Rs. 2.26 crore in three cases 'in Gujarat and Maharashtra. 

·3.23.2 Two cases are shownm Talbilie n~. 3.16 below:· 

1 LT. vs Bai Shirinbai K Kooka (1962) 46 ITR 86 
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Excess CJredllit off 
tax dledlUJidedl at 
SOUllll"Ce 

1 

1 · Mis ::Kin~tic Firiance 
Ltd.· 
CU V; lP'umme 

2 Mis PRS Share 
Finance Pvt. Ltd. 
Co. 
CJI'f lIV, MWlllllbali 

2001-02 

I 

Scrutiny 
March 2003 
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The assessee had claimed 
and was. allowed 
deduction of Rs. 2.33 
crore towards bad debts 
which had ·.already been 
considered in the profit 
and.loss accoilnt. 
The assessee had claimed 
and · was allowed 
deduction of .. Rs. 2.13 
crore towards bad debts 
on account of short 
recovery of payment 
which was not considered 
in computing the mcome 

. of the · relevant previous 
year. 

1.06 

3.24 The Income Tax Act, 1961, provides that tax deducted at source under the 
provision of the Act and 

1

paid.to the C~ntral Government shall be treated as a 
. payment of tax on behal~ of the person from whose income the deduction was 

· · made and cr~dit shall be given to him for the amount so deducted on production of 
· .. a~c.ertificate to that effect. i . · · · · · / 

3·.24~1 Excess. credit of t1x deducted at source resulted in short demand of tax 
aggregating Rs. 2.~1 crn~e _in f!ve cases in Delhi, Karn~taka, Kerala and West 
Bengal. One case 1s showp m Talhne n@. 3.17 befow~ . 
. \ . ~:firm Cll"Olr~) 

CIT JI, Kollkata 

Scrutiny 
November 2004 
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The assessee company 
was merged with another 
company in ·.October 
1997. The assessing 
officer had allowed credit 
of tax deducted . at source 
of Rs. 95.26 lakh 
attributable to income for 
the full year instead of 

· Rs. 9.52 lakh allowable in 
respect of half yearly 
income actually assessed 
prior to the merger of the 
company.· 

1.26 
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Mistakes in 
summary 
assessments 

3.24.2 The Ministry has accepted (December 2007) the observation in the case at 
SI. no. 1 of Table no. 3.17 above. 

3.25 Consequent to the amendment of the Income Tax Act with effect from 1 
June 1999, no prima facie adjustment can be made by the assessing officer in an 
assessment completed in summary manner. However, unentitled benefits availed 
of by the assessees in summary assessments can be withdrawn and mistakes 
rectified under the powers separately available to the assessing officers under the 
Act. The Board have also issued instructions in August 1995 and in November 
2006 for initiating remedial action with regard to audit observations on summary 
assessments. 

3.25.1 Out of 686 draft paragraphs sent to Ministry during the year in respect of 
corporation tax, 145 draft paragraphs involving revenue impact of Rs. 149.30 
crore related to summary assessments in the states of Andhra Pradesh, Assam, 
Delhi, Chandigarh (UT), Gujarat, Goa, Haryana, Karnataka, Kerala, Madhya 
Pradesh, Maharashtra, Orissa, Punjab, Rajasthan, Tamil Nadu, Uttar Pradesh and 
West Bengal. Five cases are illustrated below: 

3.25.2 In Tamil Nadu, CIT I, Chennai charge, the income tax return of a 
company, Mis Eonour Technologies Ltd., for the assessment year 2004-05 was 
processed in a summary manner in December 2005 determining a loss of 
Rs. 25.12 crore. Audit examination revealed that the assessee had debited 
Rs. 40.26 crore in the profit and loss account towards impairment of assets 
relating to its Singapore branch. Under the Income Tax Act, any write off of 
capital asset amounts to capital Loss and any write off of block of assets amounts 
to short term capital loss. As the capital loss/short term capital Loss could be 
adjusted only against capital gains, the adjustment against the business income 
was irregular. This resulted in underassessment of income of Rs. 15.14 crore 
involving aggregate revenue impact of Rs. 15.58 crore, including potential tax of 
Rs. 9.01 crore. 

3.25.3 In West Bengal, Kolkata II charge, the assessment of a company, 
Mis Central Inland Water Transport Corporation Ltd., for the assessment 
year 2004-05 was processed in a summary manner in January 2006 determining a 
loss of Rs. 46.66 crore including business loss of Rs. 41.34 crore. Audit 
examination revealed that the assessee had claimed and was allowed to carry 
forward business loss of Rs. 41.34 ~rore even though the return was not filed 
within the time limit prescribed in the Act. The mistake resulted in excess carry 
forward of business loss of Rs. 41 .34 crore involving potential revenue impact of 
Rs. 14.83 crore. 

3.25.4 In Maharashtra, DIT (International Taxation) Mumbai charge, the return 
of a foreign company, Mis P & 0 Nedlloyd BV, based in Netherlands, for the 
assessment year 2004-05 was processed in a summary manner in October 2004. 
The company earned a freight income of Rs. 375.23 crore from operation of ships 
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in futemationaltrafficanq had a 44 percent share in partnership with a U .K based 
fordgn company. Audit examination revealed that the assessee . had claimed 
exemption of the above u}conie under the provision8 of Article SA of the Double 
Taxation Avoidance Agr~ement between India and U.K. However, during ~he 
scrutiny assessment for t~e assessment year 2003-04 in December 2005, similar 
exemption was denied on the grounds that Articles·9(5) and 8(A)ofthe fodo~u.k. 

. _ _ . . treaty were not applicabl~ to the asses see, arid the· freight income fQr assessment 
year 2003-04 was assess~d under section _172(2) considering seven and one-half 

. percent of. total freight teceipts as . taxable in com~. : ()Ii similar grounds, the 
assessable mcome for the

1 
assessment year 2004-05 would. work out to Rs. 28.14 

crore, considering 7.5 Bercent of freight income of Rs. 375.23 crore. The. 
omission to select the return for the assessment year 2004.;.05 for scrutiny . 
assessment and failure tq apply provisions of sect.ion i 12 of Income Tax Act -
resulted in income esc~ping assessment to extent of.Rs. 28.14 crore, involving 
revenue impact of Rs. 1 LS4 crore. - · 

• ·. . . I 

- I 
I . 

3.25.5 In Orissa; CIT, J!3hubaneswar charge, the assessment of a company, 
Mis Orissa Sponge !iron !Ltd., for the assessment year 2002-:03 was processed in 
summary· manner in Mar4h 2004 .. Audit examination revealed that the assessee 
made additions to the pl~nt and machinery in July 2001 of Rs. 39.01 crore for 
waste heat recovery bas~d power plant and claimed 100 percent. depreciation 
towards additions. Howeyer, as per Income Tax Rules, the assessee is entitled to 
only 25 percent on such 

1

additions, and the allowable depreciation works out to 
Rs. 9.75 crore._ ~esides,I t~e~ assessee ha~ ~lso claimed and was allowed 100 
percent deprecmtion on aod1tion to the· b111ldmgs for. waste heat recovery. based 
power plant as. against thJ admissible rate of 10 percent. Thus, excess claims of 
depreciation by the assess.be on plant and machineryas well as buildings resulted 

· in ov~rstatement of loss I involving potential tax ofRs. 11.55 crore, induding 
potentialtax of Rs. 1. U cj°re. ·· · · 

3.25.6 In Tamil N adil, <PKT I, Trichy charge, the assessment :of a company, · 
Mis Tamil! Nadu State riransport Co_irpo:rattion Ltd., for the assessment years , 
1999-2000 to 200.2-03 wt;re processed m summary manner between March 2000 
and F~bruary 2003 detertpming 'nil' income for 1999'-2000 and 2000-01 and a 
.loss of Rs. 8.40 crore and, Rs. 12.96 crore for the assessmentyears 2001-02 and 
2002-03 respectively. . Tlie income under the special provisions of the Act was 
also computed as 'nil' ih ·view of the book business loss of Rs. 2.46 crore 
pertaining to the assessmeht year 1997-98. Audit examination revealed-that while. 

.. I . .. . . . 

the accident compensatiotj claims were paid from the insurance fund _to which the 
·company inade contribution from .. time to time and to the extent required for 

- -meeting claims, provisiob. was also made in the accounts towards. 'No. fault 
liability' under the Motor I Vehicles Act in respect of cases pending in the 8ourt. 
Accordingly, -aggregate cqntribution to insurance fund of Rs. 24.16 crore in these 
assessment years was deblted to Profit and Loss. account. As the amount debited 

·in the Profit and Loss Acdounts were contingent in nature,. the~e were required to 
be disallowed. . Omissionj to ,do so . resulted in excess carry forward of loss.es of 

. I . 
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earlier years resulting in an aggregate potential revenue impact of Rs. 9.00 crore 
for the four assessment years and also non demand of tax of Rs. 1.41 crore under 
special provisions for the assessment years 2001-02 and 2002-03. 

3.25.7 Twenty one cases are shown in Table no. 3.18 below: 

Table no. 3 18: Mistakes 10 summary assessments 

SI. Assessee Assessment 
no. company/ year 

CIT chare:e 
I Mis Uniworth 2000-01 

Ltd. 
CITIV, 
Kolkata 

2 Mis 2002-03 
Metropolitan 
Transport 
Corporation 2004-05 
(Chennai) Ltd. 
CIT ID, 
Chennai 

3 Mis YKK India 2004-05 
Ltd. 
CIT VI, Delhi 

4 Mis Hindustan 
Photo Films 
Manufacturing 
Company Ltd. 
CIT I, 
Coimbatore 

2003-04 

2004-05 

5 Mis Tidel Park 2001-02 
Ltd. 
CIT I, Chenrlai 

2002-03 

6 Mis Mahanadi 2003-04 
Coal Fields Ltd. 
CIT, 
Sambalpur 

Type/month of 
assessment 

Summary 
February 2006 

Summary 
October 2004 

Summary 
September 2005 

Summary 
December 2004 

Summary 
March 2004 

Summary 
October 2004 

Summary 
March 2004 

July 2004 

Summary 
December 2003 
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Nature of mistake 

Capital gain of Rs. 15.74 
crore was irregularly set 
off against business loss 
of Rs. 32.59 crore. 
Deduction of Rs. 17.01 
crore was irregularly 
claimed and allowed for 
contribution towards 
employees' provident 
fund which was not 
remitted within the due 
dates to the Fund account 
as prescribed in the 
respective statute. 
After adjusting brought 
forward losses, 
assessment was 
completed at a loss of 
Rs. 15.65 crore as against 
' nil ' income. 
Provisions for 
contingencies and 
provision for doubtful 
debts aggregating 
Rs. 6.60 crore and 
Rs. 6.79 crore 
respectively debited under 
the head 'other costs' 
were not disallowed. 
Depreciation on electrical 
fittings was claimed and 
allowed at 25 percent as 
applicable to plant and 
machinery instead of I 0 
percent applicable to 
furniture and fittings. 
The assessee had claimed 
and was allowed 
deduction of Rs. 6.07 
crore towards leasehold 
charges which was 
required to be disallowed 
and added back. 

(Rs. in crore) 

Revenue 
impact 

9.31 

6.12 (P) 

5.61 (P) 

4.50 

3.47 

2.44 



7 2004-05 
Finance Ltd. 
CIT TI, Kolkata 

8 Mis Ankita 2002-03 
Deposit and 
Advances PVt. 
Ltd. 2003-04 
CIT, Shimla 

9. Mis .Lakshmi 2002-03 
·Machine WorkS 
Ltd;· 
CIT II, 
Coimbatore 

10 Mis Tractor and 2001-02 
Farm Equipment. 
Ltd. 
CIT 1[, Chennai 

11 Mis STI India 
Ltd. 
CIT Il, Indore 

·u M/sHPL .. 
Cogeneration. 
Ltd .. 
qTIJI, 
Kolkafa 

2002-03 

2003-04 

·I. 

Suminary 
February 2006 

Summary 
February 2003 

Summary 
March 2004 

Summary 
December 2002 

Summary 
July2002 

Summary 
March2003 

Summary 
March2004 
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Provision for diminution 
in value of investment of 
Rs. 6.87 crore was not . 
·disallowed. 
Deduction of Rs. 5.0~ 
crore and Rs. 17 lakh 
under section 80G was 
allowed without 
documentary proof 
Besides, · profits on the 
sale of shares to the extent 
of Rs. 4.99 . crore artd. 
Rs. 33 lakh were taxed at 
10 percent treating it as 
short term capital gain 
instead of business 
income, as the assessee 
was engaged in trading of 
shares. 
While working out 
deduction towards export 
profits, the assessee 
considered income/ 
turnover of export units 
only, disregarding 
income/ loss froin other 
units. 
The asses see paid 
2, 10,000 pounds for 
services in India (net of 
tax) and 8,40,000 pounds 
for services rendered 
outside · India. The 
assessee had deducted tax 
at source from the 
payments · made for 
services in India but did 
not ·deduct tax at source 

. for services. rendered 
outside India.' 

Payment of .interest of 
Rs. 5.60 crore · on funds 
borrowed but not utilised 
for business puiposes was 
required to be disallowed. 

Deferred tax liability of 
Rs. 24.89 crore was not 
disallowed while 
calculating book profits. 

2.32 

2.18 

2.11 

1.97 

1.96 

1.96 
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SI. Assessee Assessment 
no. company/ year 

CIT cbaree 
13 Mis Varun Flair 2004-05 

Filteration (P) 
Ltd. 
CIT VI, Delhi 

14 Mis SBI Home 2003-04 
Finance Ltd. 
CITffi, 
Kolkata 

15 Mis Jessop & 2001-02 
Co. Ltd. 
C IT I, Kolkata 

16 Mis Aditya 2000-0 I 
Transl ink (P) 
Ltd. 
CIT II, Kolkata 

17 Mis Ballast 2004-05 
Nedam 
International (P) 
Ltd. 
CIT IV, 
Baroda 

18. Mis East Coast 2002-03 
Consultancy and 
Infrastructure 
Ltd. 
CIT I, Chennai 

19 Mis Veera 2003-04 
Venkata 
Lakshmi 
Textiles (P) Ltd. 
CIT, 
Rajamundry 

20 Mis Pioneer 2003-04 
Wincon Ltd. 
CIT III, 
Chennai 

Type/month of 
assessment 

Summary 
March 2005 

Summary 
March 2004 

Summary 
December 2002 

Summary 
March 2002 

Summary 
November 2004 

Summary 
February 2003 

Summary 
January 2004 

Summary 
January 2004 
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Nature of mistake Revenue 
impact 

Entire amount of brought l.58 
forward loss of Rs. 4.54 
crore pertaining to earlier 
years was set off against 
the income of Rs. 13 . 12 
lakh only instead of 
allowing set off of 
balance amount m 
subsequent years. 
Provision of Rs. 4.05 1.49 (P) 
crore for depreciation in 
the value of investments 
was not disallowed. 
Interest of Rs. 3.63 crore 1.44 (P) 
payable to a public 
financial institution was 
incorrectly allowed 
without its actual payment 
within the relevant due 
date of filing the return. 
Expenditure of Rs. 2.02 1.44 
crore on replacement of 
an entire block of plant 
and machinery, which 
was capital in nature, was 
not disallowed. 
Tax deducted at source of 1.18 
Rs. 12.03 crore was not 
credited to Government 
account, making the 
assessee liable to pay 
interest for default in 
payment. 
Depreciation on bridge 
built on BOT basis was 
claimed and allowed at 25 
percent instead of I 0 
percent as applicable to 
buildings. 
Against the loss of 
Rs. 9.84 crore returned by 
the assessee, loss of 
Rs. 3.21 crore was 
allowed in computation 
statement. 
Deductions of Rs. 1.70 
crore and Rs. 1.33 crore 
towards "provision for 
stock obsolescence' and 
'provision for depletion in 
value of work in progress' 
were not disallowed. 

1.17 (P) 

1.14 (P) 

1.1 I (P) 
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P: denotes potential tax . 

Summary 
January 2005 
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Loss was assessed at 
Rs. 3.04 crore as against 
acttial business loss of 
Rs. 1.98 crore. 

. . . . . . I . . . . .. 

3.25.8. The Ministry has kcc~pted (August and December 2007) the observations 
in the cases at SH. no. 3, 5~ 6 and 19 of Table no. 3.18 above. . 

. I 

· 3.25.9 Th~ Ministry . ha~ not . accepted . (December 2007) the observations at 
pa:ragiraph no. 3.25.2, 3?r5.4, 3.25.6, 3.25;7 and St nos. 2, 4, 7 to 12, 14 and 16 
ti{]) 21 of Table 11110. 3.18 above on the grounds that the assessments in the above 
cases were summary ass~ssments. The reply is not tenable as mistakes arising 
from summary assessm~nts conferring otherwise unentitled benefit on the 
assessees and prejudicial to interest of revenue could be rectified under the powers 
~ilable to the assessing bmcers under the Income tax Act. The Board have also 
issued instructions (Augu~t 1995) and reiterated the instructions.(November 2006) 
that remedial action shou~d invariably be initiated where an assessment was made 
under summary scheme and the observation pointed outby Audit could not have · 
been considered under th9 provisions of section 143(1) of the Act · 

I . . . 

. 3.26 Although cases ofi overassessment/overcharge·are being tegufarly featured 
ill the reports of the Comptroller and Auditor General of India, mistakes relating 

· to overcharge continue tb occur .. During test check in audit during 2006-07, 
overassessment of incom~ was noticed in 20 cases involving overcharge of tax 
totalling Rs. 95.23 ciroire( in Andhra Pradesh, Delhi, Gujarat,·. Madhya Pradesh, 
Maharashtra, Orissa, Tanlil Nadu and West Bengal. Three cases ·are illustrated 
below: - j · · . · 

I . 
3;26.1 fu Maharashtra, QIT IH, Mumbai charge, the assessm~nt of a company 
Mis Rellfance Port & 'Jfeb:nin::nls Ltd., for the assessment year 2001-02 :finalised 
after scrutiny in Novemb~r 2003 determining an income of Rs. 10.49 I~ was 
subsequently revised in March 2006 .at taxable income of Rs. 280.06 crore. Audit 

. examination revealed tha~ the interest leviable for default in payment of advance 
tax was calculated at Rs.i 73.65 crore for the period from April 2001 to March 
2006 .as against the cotrect amount of Rs. 32.12 crore for the period from 

.... . I • • . . 

November 2003 (date jof ongmal assessment) ·to March. 2006 . (date of 
reassessment). The mistake resulted in overcharge of interest of Rs. 41.53 crore. . . ··.I . . . . . 

I 

3.26.2 In Maharashtra, CIT VIH, Mumbai charge, the assessment of a company 
Mis H({)tel Cmrpimratfon Jr India, for the assessment year 2003-04 was completed 
after scrutiny in March 2,006 determining an income of Rs. 70.92 crore. Audit 
examination revealed that the entire taxable· income was derived from long-term 

. I . . . 

·capital gain and hence ·was required to be charg~d at 20 percent instead of 35 
·- . I . 
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percent as lev:i.ed by department. Incorrect application of rate oftax resulted in 
excess levy of tax aggregating Rs. 24.22 crore .(including interest) .. · 

3.26.3 In Maharashtra, .CIT. HI,· Mumba:i. charge, the assessment.of a company, 
Mis .Nudemr PoweJr CIOlQDoiratnon IOlf llndfa, for the assessment year 2000,.01, 
initially processed in, S'ummary manner .in March2002 determining an income of 
Rs~ 122.44 crore and allowing refund of Rs. 86.17 crore, ·wa,s completed after 

. scrutiny iri February 2003 determining taxable inconde of Rs. 424.61 cro;re, This 
was· subsequently revised in October 2005 to Rs. 446~Q2 crore and demandof 
Rs.10.87 crore was raised. Audit examination revealed that while computing the 
tax demand of. Rs. 10.87 crore in October 2005, ,interest of Rs. 12.91 crore 
charged towards excess refund was not ;:i.dmissible. Refund payable to assessee as 
per order of October 2005·worked outto Rs. 8821 crore as against Rs. 86.17 
crore calculated at sunnp.ary stage and as such no excess refund had been made at·. 
summary stage. The irregular charge of interest ofR~. 12.91 crore towards excess 
refund was required to be withdrawn. . . . . 

3.26.4 Five cases ar~ shown in TaMe no: 3.1~ below: 
(Rs. ii.rm croire) 

1 Mis United India 1998-99 · 
Irisurance Company 
Ltd. 
C.JI'JI' TI, Cilnemnmaii 

2 Mis Dredging 2002-03 
C6rporati on of India 

·Ltd. 
CUI, 
Viisalkllnapatrrnam 

! 

3 Mis Gruh Finance 1997-98 
.Ltd. 
CJIT, Allnmeid!afuadl 

4 Mis Bathina . 2002-03 
Technologies 
(India) 
C]['J[' JI, Hydernfuadl 

5 Mis Mahanadi Coal 2003-04 
F~elds 
CJ!T J[J[, Samfuail][llW" 

Revision 
December 2004 
·Scrutiny 
February 2005 

Scrutiny 
·March2000 
Revision 
July2002 

Scrutiny 
March2005 

Revision 
September 2005 
Scrutiny· 
February 2006 . 

Durillg i revision tax was 
. I 

levied at 40 percent instead . 
of the ;correct rate of 35 
percent.• 

Self assessment tax paid by 
the asst:ssee in Jilne. 2002 
was erroneously considered 
to be paid in June 2003 
resulting in excess levy of 
interest.• 
Interest : on default in 
payment of advance tax was 
levied at · E.s. L78 crore 
·instead · · of the . correct 
amount of Rs; 19.50 lakh. 

· Interest for belated filing of 
·return ~as levied at Rs. 2.07 
crore as' against the correct 
amount of Rs. 73.63 lakh. · 

Interest on default in 
. payment of advance tax was 
levied at · Rs. 22.45 crore 
instead • of the correct 
amount of Rs. 21.29 crore . 

2.00 

1.58 

. · 133 

1.17 

. 3.21{ji.5 The Ministry has accepted (December 2007). the observations in all the 
cases of 'JI'albKe Irn.o. 3,19 above. ·· · · 
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Chapter Summary 

Audit issued 198 observations with a revenue impact of Rs. 46.54 crore 
involving various irregularities, omissions and mistakes to the Ministry of 
Finance. The Ministry had accepted 66 observations involving revenue impact 
of Rs. 12.80 crore till 7 December 2007. 

(Paragraphs 4.4 and 4.6) 

Assessing officers committed mistakes in: 

• computation of business income in 18 cases involving revenue impact of 
Rs. 7.58 crore. 

(Paragraph 4. 7 .2) 

• allowing deduction to an undertaking developing and building housing 
projects in six cases involving revenue impact of Rs. 5.65 crore. 

(Paragraph 4.8.2) 

• allowing deduction in respect of export profit in 22 cases involving revenue 
impact of Rs. 5.24 crore. 

(Paragraph 4.9.2) 

• app lication of correct rate of tax in eight cases involving revenue impact of 
Rs. 3.62 crore. 

(Paragraph 4.10.1) 

• levy of interest in 29 cases involving revenue impact of Rs. 2.98 crore. 
(Paragraph 4.11.1) 

• computation of capital gains m two cases involving revenue impact of 
Rs. 2.42 crore. 

(Paragraph 4.12.1) 

• allowing deduction to co-operative societies and allowance of liability in 10 
cases involving revenue impact of Rs. 2.08 crore. 

(Paragraphs 4.13.2 and 4.14.1) 

• allowing refund, adoption of correct figures and carry forward and set off of 
losses in 12 cases involving revenue impact of Rs. 1.98 crore. 

(Paragraphs 4.15.1, 4.16.1 and 4.17.2) 

• computation of depreciation, levy of surcharge and not assessing income in 
18 cases involving revenue impact of Rs. 80.48 lakh. 

(Paragraphs 4.18.1, 4.19.1 and 4.20.1) 
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( CHAPTER IV: INCOME TAX ) 

4.1 The number of assessees (other than companies) borne on the books of 
the Income tax Department as on 31 March of 2006 and 2007 were 2.94 crore 
and 3.09 crore respectively as given in Table no. 2.7 of chapter JI of this 
report. 

4.2 During 2006-07, income tax receipts were Rs. 75,079 crore compared to 
Rs. 55,985 crore in 2005-06 and constituted 32.62 percent of the direct taxes 
collection. Table no. 2.4 of chapter II of th is report shows the details. 

4.3 Table no. 2.11 of paragra ph 2.9 of cha pter II of this report contains 
the particulars of assessments due fo r disposal, assessments completed and those 
pending. Details of demands remaining unco llected during the last five years 
are given in Table no. 2.13 of chapter II of this report. 

4.4 Audit issued 187 draft paragraphs invo lving undercharge of tax of 
Rs. 44.57 crore and 11 draft paragraphs invo lving overcharge of tax of Rs. 1.97 
crore to the Ministry of Finance between May 2007 and October 2007 for 
comments. The internal audit of the department had seen only 11 of these cases 
and had not noticed the mistakes pointed out in this report. 

4.5 Out of the 198 draft paragraphs issued to the Ministry, 169 cases 
involving undercharge of Rs. 41.67 crore and 11 cases involving overcharge of 
Rs. 1.97 crore have been included in this chapter. Each paragraph indicates a 
particular category of mistake and starts with a suitable preamble fo llowed by 
the combined/consolidated revenue impact of all observations of simi lar nature. 
Cases with money value of Rs. 75 lakh or more have been illustrated in the body 
of the chapter while those of Rs . 20 lakh or more but less than Rs. 75 lakh each 
are given in the table under the related category. 

4.6 Out of 180 cases included in this chapter, the Ministry of Finance have 
accepted audit observations in 66 cases invo lving aggregate revenue impact of 
Rs. 12.80 crore. In two cases, the Ministry have not accepted the audit 
observation. In the remaining cases, replies have not been received (till 7 
December 2007). Replies of the Ministry wherever received, have been 
examined and suitably incorporated in the report. 

4. 7 Mistakes in computation of business income 

4. 7.1 The Income Tax Act, 196 1, provides that in a scrut iny assessment, the 
assessing officer wi ll make a correct assessment of the total income or loss of 
the assessee and determine the correct sum payable by him or refundable to him 
on the basis of such assessment. Income under the head "profits and gains of 
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business or profession" is computed in accordance with the method of 
accounting regularly employed by the assessee. 

4.7.2 Non compliance with the above provisions while computing business 
income was noticed in 18 cases, resulting in short levy of tax aggregating to 
Rs. 7.58 crore in Gujarat, Himachal Pradesh, Maharashtra, Rajasthan, Uttar 
Pradesh and Union Territory of Chandigarh. Three cases are illustrated below: 

4.7.3 "Dividend stripping transaction" in which shares/units are purchased 
"cum-dividend" and sold at a loss after receiving the dividend has been held to 
be a tax avoidance device, distinct from business or trading transaction. It has 
been judicially held 1 that purchase of shares with arrear dividend was a capital 
purchase and that the cost of acquisition of securities was required to be reduced 
by the amount of dividend. It has also been judicially held2 that the loss arising 
from such "dividend stripping transaction" did not qualify for adjustment against 
business income. The Income Tax Act was subsequently amended by insertion 
of section 94(7) with effect from the assessment year 2002-03, which states that 
the loss arising out of purchase and sale of securities/units shall be ignored to the 
extent of dividend/income. 

4.7.4 In Maharashtra, CIT Central II, Mumbai charge, the assessment of an 
individual, Shri Vinod H. Biyani, for the assessment year 2000-01 was 
completed after scrutiny in March 2002 determining an income of Rs. 33.56 
lakh. Audit examination revealed that during the previous year relevant to the 
assessment year 2000-01, the assessee had purchased units from mutual funds of 
Rs. 21.00 crore and had received dividend of Rs. 4.88 crore on the date of 
purchase. The units were redeemed for an amount of Rs. 15 .49 crore after two­
three days of the purchase. Dividend of Rs. 4 .88 crore received was claimed as 
exempt under section l 0(33) and the total loss of Rs. 5.51 crore sustained by the 
assessee was adjusted against the short-term capital gain. 

Units of the mutual funds had been purchased at 'cum dividend NA V (net asset 
value) price' and had been redeemed at ' ex-dividend NAV price'. The 
investment was made with the intention of receiving the dividend, which was 
exempt under section 10(33) of the Act, with anticipated loss in sale. The 
purchase and sale were thus part of a dividend-stripping transaction. Therefore, 
in view of the Supreme Court's ruling, the allowance of loss of Rs. 5.51 crore 
was not in order, resulting in underassessment of income of Rs. 5.51 crore 
involving short levy of tax of Rs. 2.43 crore (including interest). 

4.7.5 In Maharashtra, DIT (Exemption), Mumbai charge, the income tax 
assessment of an AOP, Mumbai Metropolitan Region Development 
Authority, for the assessment year 2003-04 was completed after scrutiny in 
March 2006 determining an income of Rs. 5.21 crore. The assessing officer 
disallowed the exemption claimed by the assessee under section 11 of the Act 

1 
{75 !TR 191 } CIT vs lndia Discount Company (SC) ( 1969) 

2 {75 ITR 544} Lupton (Inspector of taxes) vs F.A. & A. B. Ltd. (In the court of Appeal) (1969) 
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and taxed thein,come treatmg it as a focal aiithoiity. Audit examination revealed 
that the assessee ha~ not I con~idered ~s. 2.46 ·crore rec~ivable as penal interest 
on short-'term deposits kept.with pubhc sector undertakings and Government of 
Maharashtra~· Further,.the asse~see had als'o not accounted for lease premium of 

. . .. .... • .1 • . ··. . . . 

Rs. 2. 82 crore receivable from Bombay Suburban Electric Supply Company. ·As 
the assessee was following the mercantile system ofaccolinting, accrued income 
relating tO these activities! s~ould have been added back. · The omission to ·do so 
resulted in underassessment of income of Rs. 5.28 crore with consequent short 
levy of fax of Rs. 2.29 crdre (including interest). ·· · . 

4.7.6 . Section ·69C of thl Income Tax Act, 1961, provides that where, in any 
financial year, an assesJee has incurred any expenditure and he offers no 
explanation about the soo/ce of income of such expenditure or part thereo( or 
the explanation, if any, offered by him is not satisfactory, the amount covered by 
such expenditure or part ~hereof is deemed to be the income of the assessee for 
such financial year. Further, notwithstanding anything contained in any other 
provisio:vs of the Act, su~h unexplained expenditure which is deemed to be the 
:income of the assessee shall not be allowed as deduction under any head of 

income. I . . · . . . . · · · .. 

4.7.7 In Maharashtra, CIT I, Pune charge, the assessment of a firm, Mis Nav 
Maha:ra:sht:ra .Port. Lam.~ Cement mdustries, ·for the as.sessment year 200 l-02 
was completed after scrutiny. in July 2003 determining a loss of Rs. 26.50 lakh. 
Audit examillation reveJled that. during the previous year relevant to · the . . . . I . 

assessment year 2001-02!, the assessee had paid Rs. 2.50 crore to Mis N.M. 
CoqJoration Ltd.,· Sangli,I for the purchase of animal feed. The amount was 
neither shown in the purchase/sales. acc.ount, nor in the closing stock. Therefore, 
Rs. 2.50 crore ·should Have been treated as unexplained expenditure and 
9isaUowed under section ~9C of the Act· and added back to the total income of 
the assessee. The omission resulted in underassessment of income of Rs. 2.50 
crore involving short levy of tax of Rs. L 19 crore. 

4. 7J~ Tlhiree cases are sliown in Table llllO. 4.1 below: 
. . . I 

2003-04 
Scrutiny I 
December 
·2005 

· The assessee had earned aggregate . interest 
income of Rs. 4. 73 crore from fixed deposits 
and refund of income tax in these assessment 
years and included it in . the business income 

2004-05 February for. computation of eligible remuneration to its 
· · 2006 · partners instead ·of reducing it (being the 

-income from other sources) before computing 
2005-06 March 2006 eligible remuneration. This resulted in 

· aggregate excess payment of remuneration of 
Rs. J .26 crore involving revenue impact of 
Rs.53.47 lakh .. 
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2 Mis I Shivam 2004-05 
Overseas 

Scrutiny 
March 2006 

The assessing officer hadlfailed to. add back 
Rs. 64.45 lakh ori accotint of unexplained 
investment ··from undisclosed · •sources, 
resulting in underassessment of income 
involving revenue impact dfRs. 28.90 lakh. 

28.90 

cni 
Cenntr21Il, 

I 

Lllllirllllnfanna 
3 Shri!Mukesh · 2001-02 

R. Shah _.--. 
Scrutiny 
Maich2004 

Closing stock of Rs. 47.lOilakh not credited to 
the profit and loss account! and not considered 

23.76 

• • • . . I· . . . • cirr; 
' I. 

while computmg taxable :mcome resulted m 
non levy of tax ofRs. 23.76 lakh. Cennprnll ~. 

Annmedlalbaidl 

1Inncoir1red 
21Illl1urw21nnce of 
dledlundfonn tl:o 
1lllnnillle1rfalkfurngs 
enngageall Jinn· 
deveiloJPlnnng annidl 

· .. lbunJilldJinng llnounsJinng ' 
prnjeds 

4.7.9 The Mirnistry has accepted (December 2001) audit .observation in the 
case at Sil. 11m. 2 of Talb>Ile 1111®. 4.1 above. [ 

I 

l 
4.8 lllllC([))fred al!Jlowall1lce of dedUictimn to undertalkill1lg§ engaged :fin 
developiinng and buftlldii.l!D.g hmllsing prn]eds . I 

41.8.:n. Section-80XB(10) of the Income Tax Act, prdvides that deduction to the 
extent of hundred per cent of the profits derived in afty previous year is allowed 
in the case of an undertaking developing and building housing projects approy~d 
before the specified date by a local authority subjecti to the conditions spycified 
therein. The provisions were amended with effect fn;hn 1 April 2005 inserting a . 
clause which stipulated that exemption ·would pe available to su~h an 

. undertaking ifthe shops and commercial establishments included in the housing 
projects did not exceed Jive percent of the agiregate built· up area or two 

. ' . . 3 
thousand square feet, whichever was less. The KTA'J\' Mumbai Bench held that 

. the construction of shops or commercial place cannot be considered a housing 
project for the purposes of application of the provis~on of section 80IB (10) of 
the Act and that even if one condition is violate&, the benefit of the entire 
deduction' would not be available. The Tribunal also held that the aforesaid 

. amendment in section 80IB would have prospectiv~ effect from 1 April 2005 
-arid thus denied. the deduction in respect of housing projects with commercial 
space, which were approved before 1 April 2005. . . 

4.8.Z Audit noticed · mistakes in aUowance of dbductions to undertakings 
developing and building: housing projects resultfug :in short levy of tax 
aggregating Rs. 5.65 Cl!"@ll"e in six teases in Bihar, Ma~arashtra and Uttar Pradesh. 
Fouir cases are iHustrated befow: 

4.8.3 fa Maharashtra, CIT 25, Mumbai charge, the assessment of a firm, 
· Mis H. D. Elffiterprise§, for the assessment year 20p4-05 was completed after 

scrutiny in January 2006 determining .an income !of Rs. 2.00 crore. Audit 

I. 

3 Mis Kaukik Developerns DCIT Circle 3, Thane (ITA, 1961, no. 532/M/06) 
/ : .. 
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I . . 
examination revealed thatithe assessee was allowed deduction of Rs. 5.38 crore 
tinder section 80IB (10) I of the Act. Since the assessee had developed a 
residential housing cum dommercial project with shops, the assessing officer 
had restricted the deductldn to the proportionate amount of profit attributable to 
the construction of the rbsidential built up area. However, in view of the 

. I . . 

aforesaid provisions of the Act and the ITAT's decision that the amendment in 
section 80IB would hav9 prospective effect from 1 April 2005, the entire 

· - deduction should have been disallowed. The omission to do so resulted in 
underassessment of incomb of Rs. 5.38 crore with consequent revenue impact of 
Rs. 2.36 crore (including ii\iterest). · · 

. I 

I 

4.8.4 In Maharashtra, CfIT. 4, Mumbai charge, the ass~ssment of a firm, 
Mis _Gi~lal & Co., for Ith~ ~ssess~~nt year 2001'-02 was completed _after 
scrutmy m May 2003 detemnmng an llicome of Rs. 12.36 lakh after allowmg a 
deduction of Rs. 2.75 cr~re under section 80IB in respect of the. profits on 
development and constru<btion of housing project. One of the conditions for 
claiming deduction · und~r section 80IB for an undertaking engaged in 
developing and building h~msing project is that the size of plot of land should be . 
a minimum of one. acre (~3,560 sq. ft). Audit examination revealed that the 
assessee utilised land J.11.easuring 5,919 square feet for development and 
construction of the projectj . The condition for claiming deduction was, therefore, 
not fulfilled. The omission to disallow deduction under section 80 m resulted in 

. . I 
underassessment of income of Rs. 2.75 crore involving revenue impact of 
Rs. l.43 crore (including ibterest). 

i 
' 

4.8.5 . In Maharashtra, QIT 19, Mumbai charge, the assessment of a firm, 
· Mis Vinamra Develope:Fs, for the assessment years 2002-03,. 2003-04 and 

2004-05 were completed ~fter scrutiny in January 2006 determining an income 
of Rs. 1.00 lakh; Rs. 4.28 ~akh and Rs~ 1.85 lakh respectively. The assessee was 
allowed deduetion of Rs. ;28.01 lakh, Rs. 1.20 crore and Rs. 51.78 lakh under 

· section 80IB (10) of the Act for these assessment years. Since the assessee had 
developed a residential housing cum .·commercial project with shops, the 

c assessing officer had restbcted the deductipn to the proportionate amoilnt of 
profit attributable to the cbnstruction of residential built up area. However, Jin 
view of the aforesaid pro~isions of the Act and the ITAT's decision, the entire 
deduction should have been disallowed. The omission to do so resulted in 

I . . 

underassessment of income aggregating Rs. 2.00 crore with consequent revenue 
impact of Rs. 97.26 lakh (tcluding interest). · . · 

4.8.6 The Ministry has a9cepted (December 2007) the above observation. 
I . 

Other issues 

4.8.7 ·Section 80IB oftht1Income Tax Act, 1961; provides that where the gro~s 
total income of an assessde includes any profit and gains derived from certain 
industrial undertakings, th~ assessee shall be allowed deduction of twenty-five· 

. I . 

i 
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J!l!llCOll'Jred 
allllow~mice ~f 
dedlUllC~Ollll llllll 
l!'esJllled oJf 
ex]!llort JpnrnJl:iilts · 

- i 

percent (or thirty percent where the assessee.is a c0mpany), of the profit and 
. gains derived from. such industrial undertaking, for -~ period of ten consecutive 

· assessment years (or twelve consecutive. assessment· years where the assessee is 
a cooperative society), beginning with the initial assessmentyear. 

. ! 

Hi Uttar Pradesh, CIT, Allahabad charge, assessrr{ent of a firm, Mis ABC 
Inirlhllstries, Tllkara, Mirzapur; for the assessment y6ar 2004-05 was· completed 
·after scrutiny in. December 2005 determining· 'nil' . income after allowing 
deduction of Rs. 3.32 crore under section 80 IB.. Audit examination revealed 
th~t the mcome of Rs. 3.32 crore .included Rs. l.~7 crore .relating to duty 

. I 

drawback. - As the income from duty drawback was not derived from an 
industrial undertaking engaged· in eligible business; deduction on it was _not 
admissible. The omission to ·disallow it resulted in short computation of income 
of Rs. 1.57 crore involving revenue· impact of Rs. 77.39. lakh (including 
interest). 

. . ! 

I·,. 

' 

4,9 .-lmtC([])Jt'll"e,ct allJl.([])~al!ll.Ce ([])f declludfon illll inespectjo:fe.X.jpll!Hi prnfi.fa 

4,9,1 . The method of allowance. of deduction inre~pect of export profits has 
been described in paragtaplht 3;19.1 ofchapte.r m of this report. 

4.9.2 . Audit noticed mistakes in computation of exp9rt profits resulting in short 
levy of tax. aggregating Rs, 5,24 CJrnl!"e in22 cases in! Delhi, Gujarat, Kamataka, 
Kerala, Maharashtra, Punjab, Tamil Nadu, Uttar PradFsh and West Bengal. One 
ease is illustrated below: ! 

4,9~3 fa Maharashtra, CIT ·27, Mumbai charge, the .. assessment of a firm, 
Mis Afolka · Exports, for the assessment year 200,1-02 was· completed after 

·scrutiny in February 2004 determining an incmrle of Rs. 4.02 crore after 
. : allowing deduction of Rs. 8.93 crore under section !80HHC as claimed by the 

assessee. Audit ·examination revealed that 90 percent of the export incentives 
. . . . ... · I. 
mcluded DEPB· hcences of Rs. 4.19 crore. As export turnover of the assessee 
ex.ceeded i Rs. 10 crore, it was required to fulfill !the eligibility criteria for 
availing the deduction of DEPB as per proviso inserted in section ·80HHC(3) by 
Taxation Laws (Amendment) Act, 2005. The. asse~se·e. failed to produce any 
evidence regarding fulfilhnent of the prescribed cQnditions and was thus not 
entitled to deduction in respect of DEPB credit . The omission to exclude it 
resulted in excess allowance of deduction of Rs! 3.01 crore under section 
80HHC of the Act involving short levy of tax o~f Rs. 1.69 crore including 
interest. · · ! 

! 

4,~A The Ministry has accepted (December 2007)the above observation; 

4!.9.5 · Five c~ses are shown in TaMe no; 4,2 below:j 
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(Rs. in lakh) 

Table no. 4.2: Incorrect allowance of deduction m res l)ect of exnort profits 

SI. 
no. 

2 

3 

Name of the 
assessee/ 

CIT cban?e 
Mis Atlas Exports 
CIT 12, Mumbai 

Shri Satish 
Kumar Agrawal 
CIT Central U, 
Delhi 

Assessment 
year 

2001-02 

2002-03 

Shri K. 2000-01 
Ravindranathan 
Nair 
CIT, 
Thiruvananthap 
uram 

Type/ 
month of 

assessment 
Scrutiny 
March 2003 

Scrutiny 
March 2004 

Scrutiny 
January 
2005 

Nature of mistake Revenue 
impact 

Export incentives of Rs. 7.44 crore 71.44 
considered for allowing deduction were 
inclusive of DEPB premium of Rs. 1.94 
crore although the assessee was not 
entitled to the deduction as he fai led to 
produce any evidence regarding fulfillment 
of the conditions given in the third proviso 
to section 80HHC (3) of the Act. This 
resulted in excess allowance of deduction 
of Rs. I .40 crore. 
While calculating the deduction, the loss of 53.74 
Rs. 68.37 lakh incurred on the export of 
trading goods was not considered resulting 
in excess allowance of deduction of 
Rs. 1.37 crore. 
Excess export turnover and claim of 
deduction relating to disclaimer certificate 
of Rs. 3.21 crore and Rs. 64.62 lakh 
respectively, were considered for 
allowance of deduction under section 
80HHC resulting in excess allowance of 
deduction of Rs. 38.62 lakh. 

38.62 

4 Smt Seema Ajay Scrutiny 
Jar"ary 

While computing deduction under section 
80HHC, deduction of Rs. 1.33 crore 
allowed under section 801A was not 
reduced from the gross total income, 
resulting in excess allowance of deduction 
of Rs. 58.47 lakh. 

29.09 

5 

Application of 
incorrect rate of 
tax 

Ranka 200 1-02 
CIT II, Baroda 

2002-03 

2003-04 
Mis Shah Naresh 2003-04 
Kumar & 
Company 
CIT 14, Mumbai 

October 
2004 

March 2004 
Scrutiny 
March 2006 

The assessee was allowed deduction under 
section 80HHC at the rate of 100 percent 
as against the allowable rate of 50 percent, 
resulting in excess allowance of deduction 
of Rs. 44.08 lakh. 

22.24 

4.9.6 The Ministry has accepted (December 2007) audit observations m the 
cases at Sl. no. 1 and 5 of Table no. 4.2 above. 

4.10 The Income Tax Act, 1961, provides that income tax is chargeable for 
every assessment year in respect of the total income of the previous year of an 
assessee according to the rates prescribed under the relevant Finance Act. 

4.10.1 Audit noticed that the assessing officer did not apply the above provision 
correctly in eight cases in Maharashtra, Madhya Pradesh, Punjab, Rajasthan and 
Tamil Nadu, which resulted in short levy of tax of Rs. 3.62 crore. Three cases 
are illustrated below: 
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Nmn/slhlon1 llevy olf i 

Jiml.teres11: 

41.rn.2 In Tainil Nadu, CIT H, Chennai charge, thei assessment of an AOP "", 
. Mis T:llmill Na«l!u Uirballll DievefopmientFummdl, for the assessment years 2000-01 

. . . . . I . 

and 2002-03 to 2005-06 were completed l?etween M~rch 2003 and March 2006 
under scrutiny determining an income of Rs. 21-41 crore, R!:!. 33.36 crore, 
Rs. 25.01 crore, Rs. 19;02 crore and Rs. 1.60 crore r,espectively. The assessee 
filed its .returns of :income for these assessment yea~s ·admitting 'nil' income 
after claiming exemption of its entire income under SFCtion 11 of the Act citing 
that it was a trust founded for serving the public interest. While completing the 

• • • I • 

scrutiny assessments, the assessing officer rejected the claim and assessed the . 
mcome treating it as AOP on the ground that the ~ssessee's operations were 
conducted on commercial principles. Audit examination revealed that the 
profits were shared.at percentages variable from year to year by its members and 
tax was levied at the rate applicable to the AOP/BQI•. · 'However, where any 
member of the AOP was chargeable. to. tax at a rate !higher than the ma:ximmn . 
marginal rate, tax was required to be charged at th~ higher rate applicable on 
that portion of the total income of the AOP which w~s payable to the member. 
The omission to do so resulted in short levy of tax of Rs. 1.39 crore. 

4.10.3 In Maharashtra, CIT 14, Mumbai charge, the assessment of a firm 
Mis Krislhllllallrn.mmll" & Co., for the assessment year 1994-95. was in:itiaHy 
completed after scrutiny in March 2002, and was :furtl!ier revised in January 2005 
to give effect to appellate order .. Audit examination r~vealed that while-re~:i.sing 
the assessment, the assessing officer had levied tax on long term capital gain for 
the assessme_nt year 1994-95 at the rate of 20 percent against the correct rate of 
30 percent, resulting in short levy of tax of Rs. 96.40 ~akh (iricluding interest). 

I 

. .:tl0.4 The Ministry has accepted (December 2007) the above observation. 

4.1®.5 In Punjab, CIT I, Ludhiana charge, th~ assessment of a firm, 
• - - • - I • 

Mis Eaistmal!ll. Intiell"n211tfomi1!, for the assessment year 2003-04 was completed 
after scrutmy in March 2006 determining an income: of Rs~ 17.43 crore. Audit 
examination revealed that tax was incorrectly levied at the rate of 30 percent on 
the assessed income as agamst the correct rate of tax of 35 percent along with 
applicable surcharge, resulting in short.levy of tax of Rs. 91.51 lakh. 

41.10.6 The Ministry has accepted (December 2007) the above observation. 

i. 
4.H The provisions regarding levy of interest for delays in filing return of· 
income, payment of advance tax.and default in payment of demand have been 
described in paumgirnplhl 3.12·of chap11:ier Jl:H of this report. · · 

4.11.1 Audit noticed short fovy of interest for delays, in filirig return of income, 
payment. of advance tax and default in payment of demand aggregating Rs. 2.98 

""AOP:.Association of person 
• BOI: Body of individual . 
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crore in 29 cases in Bihar, Delhi, Gujarat, . Kamataka, Madhya Pradesh, 
Maharashtra, Punjab, Raj~sthan, Tamil Nadu, Uttar Pradesh and West Bengal. 

I . 

4.11.2 Three cases are shown in 'fableno.·4.3 below: 

I (Rs. iJ[JI Ilakb.) 

Table no. 4.3: Non/short levy of interest 

v,:s1 

2 
Swaminarayan 
Co-op Bank Ltd ... 
CIT ID, Baroda . 

1999-200r Scrutiny. 
March 2003 

Sliort levy of interest of 
Rs. 46.03 lakh for non filing 
ofretllm. 
The assessee paid interest of 
Rs. 6.83 .crore to various 
persons on fixed deposit 
receipt, buJ did not deduct tax 
at source resulting-in-non JeyY_. 
of interest of Rs. 45.42 lakh. 

45.42 

3 Mis New Gujarat 2001-02 Scrutiny Th~ assessee was liable to pay 
March 2006 · interest of Rs. 21.27 lakh for 

fate filing of return. 

21.27 
Tin Printing 
Wor).<:s 
CIT Ill, Baroda 

. i 
4.12 The I:i:lcome Tax Act, 1961, provides that any profit or gain arising from 
transfer of a capital asset !effected in the previous year is chargeable to tax under 
the head 'capital gains' 4nd shaffbe deemed to be the income· of the previous 
year in which the transfe~ took place. Tax on such capital gains is chargeable· at 

· the rate prescribed. i 

4.12.1 Audit noticed mi~takes in the compu~ation of capital gain resulting. in 
short levy of tax of Rs. 2;.42 cll"O.re in two cases in Kamataka and Kerala. One 
case is illustrated below: : · 

i 
4.12.2 In Kerala,, Trivrndrurri. charge, the assessment of an individual, 
Dr. P.N. Bhaskaran, for1 .the assessment year 1999-2000 was completed after 
scrutiny in January 2oq3 determining an income of Rs. 1.50 crore. While 
computing the total incmpe, capital gain of Rs. 3.73 crore arising from the sale 
of land for a total consideration of Rs. 3.75 crore was allowed as exemption 
under section 54 EA, sin~e. the entire sale consideration was invested in UT! 64 

' • I 

scheme. Audit examinatjon revealed that the assessee was in possession of the 
said· asset for a period l~ss than 36 months. The capital gain on its sale was, 
therefore, assessable as short-term capital gain and the assessee was not entitled 

. I . . ..• 

to the exemption alloweµ under section 54 EA. The irregular. allowance of 
exemption. resulted. in :ynderassessmer;it of income of Rs. 3.73 crore with 
consequent revenue impaft of Rs. 2.27 crore. 

I . 
I 
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4.13 Irregular deduction allowed to co-operative societies 

4.13.1 The Income Tax Act, 1961, provides that where the gross total income of 
a co-operative society includes any income from carrying on the business of 
banking or providing credit facilities to its members, deduction shall be allowed 
on the whole of the amount of profits and gains of business attributable to any 
one or more of such activities of the co-operative society. It is further provided 
that deductions wi ll be made from gross total income after setting off 
unabsorbed losses, depreciation, etc. of the earlier years, before allowing any 
deduction under chapter VIA. 

4.13.2 Audit noticed mistakes in computation of deduction under section 80P in 
five cases resulting in short levy of tax aggregating Rs. 1.18 crore in Gujarat, 
Maharashtra, Rajasthan and West Bengal. Three cases are shown in Table 
no. 4.4 below: 

(Rs. in lakh) 

Table no. 4.4: Incorrect aUowance of deduction to cooperative societies 

SI. Name of the Assessment Type/ Nature of mistake Revenue 
no. assessee/ year month of impact 

CIT char2e assessment 
I The Churu 2003-04 Scrutiny The assessee had brought 33 .33 (P) 

Central December forward losses from earlier 
Cooperative 2005 years and hence deduction 
Bank Ltd. of Rs. 1.06 crore was not 
CIT Ill, admissible. 
Jaipur 

2 Mis Wardha 2002-03 Scrutiny The assessee had received 30.91 
District December Rs. 64.54 lakh on account of 
Central 2004 commission and Rs. 0.50 
Cooperative lakh as income from other 
Bank Ltd. sources which were allowed 
CITO, as deduction though not 
Na1mur admissible. 

3 Mis Scrutiny The assessee was a central 27.09 
Bardhaman 2003-04 December cooperative milk producers 
Co- 2005 union, which was not a 
operative primary co-operative 
Milk 2004-05 February society. Thus, it was not 
Producers 2006 eligible for deduction. 
Union Ltd. Deduction aggregating to 
CIT, Rs. 57.7 1 lakh was, 
Bardhaman however, incorrectly 

allowed. 
(P: denotes p otential tax) 

4.13.3 The Ministry has accepted (December 2007) audit observations in the 
cases at SI. no. 1 and 2 of Table no. 4.4 above. 
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4.14 Certain deductions being cess, fee or any sum payable by an assessee as 
employer by way of contribution to any provident fund, superannuation fund or 
gratuity fund etc. are deductible on actual payment basis. It is further provided 
that such expenditure would be allowable only if the payment is made before the 
due date of tiling of the return. 

4.14.l Assessing officers allowed liabilities without actual payment by the due 
date or payments being made before the due date of filing of the return, resulting 
in short levy of tax of Rs. 90.24 lakb in five cases in Gujarat, Maharashtra, 
Rajasthan and West Bengal. One case is shown in Table no. 4.5 below: 

Table no. 4.5: Incorrect aUowance of liability 

SI. Name of the Assessment Type/ 
no. assessee/CIT year month of 

charge 
I Shri Bharat S. 200 1-02 

Shah 
CIT 2, 
Mumbai 

(P: denotes potential tax) 

assessment 
Scrutiny 
March 2004 

Nature of mistake 

The bank interest and charges 
debited to the profit and loss 
account included Rs. 1.44 crore, 
which was due to exchange loss on 
foreign currency loan. This was 
only a notional loss, for which no 
payment had been made to the 
bank. The omission to disallow 
this inadmissible deduction 
resulted in overassessment of loss 
involving potential revenue impact 
of Rs. 50.39 lakh. 

(Rs. in lakh) 

Revenue 
impact 

50.39(P) 

Irregular refunds 4.15 The Income Tax Act, l 961, provides that where, as a result of any order 
passed in assessment, appeal, rev ision or any other proceedings under the Act, 
refund of any amount becomes due to the assessee, the assessing officer may 
grant the refund or adjust or set off the refund against outstanding dues of the 
assessee for any assessment year. 

4.15.l Audit noticed that assessing officers had allowed excess refund and 
interest in four cases in Andhra Pradesh, Gujarat, Haryana, Himachal Pradesh, 
and Kamataka involving revenue impact of Rs. 84.14 lakh. One case is shown 
in Table no. 4.6 below. 
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Mlisfalkes lillll 
aidloJllltiiomi of 
coirired fngmes 

Illllconed cany . 
foirWairidl . alllldl set : 
off of fosses 

Shri Dinesh 
Kumar Singh 
cnrr, 
Ballllgafoire 

2005-06 Scrutiny Exces~ interest on . the· 
· March 2006 refund: of Rs. 68.68 lakh 

was :allowed due to 
mistake in adoption of. 
period! of interest in 
excess! by 14 months 
while calculating interest. 

(Rs. lillll llalklln) 

68.68 

~J.5.2 The Ministry has accepted (December 2007) the above observation. 

· 4.Jl6 Assessing officers have to determine and ass~ss the ipcome correctly in 
scru~iny assessments. Accounts, claims, records and all documents are to be 
examined in scrutiny assessments.. The Board hav6 issued instructions to . the 
assessing officers and their supervising officers tp ensure that mistakes in' 
assessments do not occur. · · 

4.16.l Audit noticed that assessing officers had adopted incorrect figures and 
committed mistakes in computatio~ of total income resulting in short levy of tax · 
aggregating to R.s. 57.44 falkh in fnve cases in K$"nataka, Madhya Pradesh, 
Maharashtra and Tamil Nadu. One case is shown in lfalble !Dl.O. 4.7 below: · 

1 Symbiosis 2003-04 
International 
Centre for 
Education 
CJL'l!'ID,Pume 

Scrutiny 
March2006 

The assessing officer .had 
adoptea assessed income 
as Rs.; 1.12 crore against 
Rs. 1.62 crore, resulting 
in sh~rt levy · of tax . of 
Rs. 22.'23 lakh .. : 

(R.s. itllll llalkRn) 

22.23 

4U.7 · The Income Tax Act, 1961, provides that where the net result of the 
computation under the head 'profits and gairis of the business.or profession' is a 
loss to the assessee and such loss, including depreci~tion, cannot be wholly set 
offagamst income under any other head of the relevant year, so much of the loss 
as has not been set off shall be carried forward tq the following assessment 
year/years to be set off against the 'profits and gains of business or profe~sion'. · 
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4.17.1 No loss under the head 'business income' shall be carried forward and 
set off against business mcome of future years, unless the return- of loss was 
filed on or before the due tlate. . . 

4.17.2 Audit noticed shoh levy of tax aggregating to Rs. 56.55 faklhl in tlhuree 
. cases in Gujarat, Mahara~htra and Rajasthan, as the assessing officers did not 
. apply the above provisiohs correctly. One case 1s shown in Taible Jllll!J). 4.8 
below: . I 

Chemicals 
CIT 19, 
Mumbai 

I . .~~~~ 

2003-04 

I 

The assessing 
allowed excess carry 
forward of business loss of 
Rs. 1.33 crore resulting in 
potential revenue impact of 
Rs. 48.71 lakh. 

· (P: denotes potential tax) 

. . I . 

4.18 The Income Tax: IA.ct, 1961, provides that in computing the business 
. income of an assessee, ~ deduction on account of depreciation on the fixed · 

assets is admissible at the prescribed rates and on the written down value. . 

4.18.1 Assessn:;g officers !committed mistakes in allowing depreciation in Seven 
cases, which resulted m ; short levy of tax aggregatmg to Rs. 34.47 falklhl m 
Andhra Pradesh, Delli~ G*jarat, Punjab and Uttar Pradesh. 

. I . 
4.19 Income. tax including surcharge is charged at the rates prescribed in the 
. relevant finance Act. [ . · 

i 

·· 4.19.1 Assessirig officersi did not levy surcharge at the rate prescribed in the 
Finance Act resulting. mi short demand of Rs. 25.16 fakh in siix caises in 
Jharkhand, Madhya Prade~h and Punjab. . · . 

I . I 

4.20 The Income Tax Act, 1961, provides that income tax shall be charged for 
every assessment year in respect of total income of the previous year of every 
person. · The term "incobe" has an inclusive definition under the Act and 
includes capital gains, unekplained investment etc. · · 

I 
41.20,1 Audit noticed short levy. of tax aggregating to ~- 2@.85 faldn. in fnve 
cases in Bihar; Kamatak~, Maharashtra, Punjab, Rajasthan and Tamil Nadu as 
the assessing officers had hot assessed all income to tax. . 

4.21 Consequent to the I amendment of the In~ome Tax Act, 1961 with effect . 
from I June 1999, no priima facie adjustment can be made by the assessing 

I . 
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officers in an assessment processed in a summary manner. However, benefits 
availed of by the assessee in summary assessments to which he is not entitled, 
can be withdrawn and mistakes rectified under the powers separately available 
to assessing officers under the Income Tax Act. 

4.21.1 During test check of income tax assessments, audit noticed mistakes in 
43 cases of summary assessments involving revenue impact of Rs. 9.26 crore in 
Bihar, Gujarat, Haryana, Himachal Pradesh, Jharkhand, Karnataka, Kerala, 
Maharashtra, Orissa, Punjab, Tamil Nadu, Uttar Pradesh, and West Bengal. 
One case is illustrated below: 

4.21.2 In Orissa, CIT, Cuttack charge, the assessment of a co-operative society, 
Baaitarani Gramya Bank, for assessment year 2002-03 was processed in 
summary manner in October 2002. Audit examination revealed that although as 
per the tax auditor's certificate, the brought forward loss was only Rs. 24.67 
crore, the assessee had adopted a figure of Rs. 39.64 crore and had set off the 
current year's income of Rs. 14.40 lakh against the loss, carrying forward 
Rs. 39.49 crore as the net loss. This resulted in excess carry forward of loss of 
Rs. 14.96 crore involving potential revenue impact of Rs. 4.58 crore. 

4.21.3 Four cases are shown in Table no. 4.9 below: 
(Rs· in lakh) 

Table no. 4.9: Mistakes in summary assessments 

SI. 
no. 

I 

2 

3 

4 

Name of the Assessment Type/ Nature of mistake Revenue 
assessee/ year month of impact 

CIT char2e assessment 
M/s Booz Allen 2004-05 Summary Excess set off of brought 66.30 
& Hamilton February forward business loss of Rs. 1.22 
(Lndia) Ltd. 2005 crore. 
DlT,Mumbai 
Mis Kalahandi 2005-06 Summary The asses see had debited a 62.71 (P) 
Anchalick September provision of Rs. 2.04 crore to the 
Gramya Bank 2005 profit and Joss account resulting 
CIT, in undcrassessment of income by 
Sambalpur a similar amount. 
Mis D-2 2002-03 Summary Excess claim of deduction of 24.71 
International; February Rs. 60.94 lakh under section 
CIT XVIII, 2003 80HHC. 

. 
Kolkata 
M/s Ambika 2004-05 Summary The assessee had not taken into 20.67 
Cotton Ginning December account sales income of 
Factory 2004 Rs. 52.74 Jakh resulting 10 

CIT ID, Baroda underassessment of income by a 
like amount. 

4.21.4 The Ministry has accepted (December 2007) the audit observation in the 
case at SL no. 2 of Table no. 4.9 above. 
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4.22 Audit ~oticed avo~dable mistakes attributable to negligence on the part of 
the assessing officers re~ulting in overcharge of tax aggregating to R§. :D.o9'1 
c:ro:re in 11 cases in Biliar, Gujarat; Jharkhand, Maharashtra:, Rajasthan and 
West Bengal. Fm1ur casesll are shown in Table no. 4.10 below: . · 

I ~~~ 

I 19~9-2000 Scrutiny Excess levy of interest of 43.15 
Ramachandran 2000-01 March2004 Rs. 43.15 lakh under 
CIT I, Mumbaii. I section 234B. 

2 Mis Pan ch deep 2002-03 Scrutiny Excess levy of interest of 34.35 
I 

Consultant .I September Rs. 34.33 lakh under 
I 

CIT lIV, I 2005· section 234A. 
I 

Ahmedabad I 
3 Shri H. H. 19~8-99 Scrutiny Excess levy of interest of 33.93 

Maharao Bhim 19r2000 March2001 Rs. 33.93 lakh under 
Singh sectiqn 234A and 234B. · 
CIT,Kota. 

4 Shri Ketan B. 2000-01 Scrutiny Excess levy ofinterest of 22.34 
Shah 

I 

March 2003 Rs. 22.34 lakh · under 
CIT I,Barnda section 234B. · 

I 

4.22.1 The Ministry has Jccepted (December 2007) all the audit observations in 
• . I 

Table no." 4.10 above~ 
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[ CHAPTER V: OTHER DIRECT TAXES ) 

A-Wealth tax 

5.1 The number of wealth tax assesses as per the records of the Income tax 
Department as on 3 I March 2006 and 2007 were 99,694 and 57,772 respectively. 
There has been a sharp decline ( 42 percent) in the number of wealth tax assesses 
as on 3 I March 2007 when compared to the figure as on 31 March 2006. The 
Ministry needs to investigate the reasons for the sharp decline in the number of 
assesses. 

5.2 During 2006-07, wealth tax receipts constituted 0. J percent of the direct 
tax collection. Collection of wealth tax in 2006-07 was Rs. 240.33 crore as 
compared to Rs. 250.35 crore in 2005-06, a reduction of Rs. I 0.02 crore. Table 
no. 2.3 of chapter JI of this report has the details. 

5.3 Table no. 2.13 of chapter JI of this report contains particulars of wealth 
tax assessments due for disposal, completed and pending. Details of demands 
remaining uncollected during the last five years are given in Table no. 2.12 of 
chapter II of this report. 

5.4 Audit issued 70 draft paragraphs involving undercharge of wealth tax of 
Rs. 2. J 4 crore between May 2007 and October 2007 to the Ministry of Finance for 
their comments. Internal aud it of the department had seen only four of these cases 
and the mistakes pointed out were not noticed by it. 

5.4.1 Out of the 70 draft paragraphs issued to the Ministry, 62 draft paragraphs 
involving revenue impact of Rs. 2.03 crore have been included in this chapter. 
Each paragraph indicates a particular category of mistake and starts with a suitable 
preamble fo llowed by combined/consolidated revenue impact of all observations 
of simj lar nature. Cases with money value of Rs. five lakh or more have been 
illustrated in the body of the chapter while those of Rs. three lakh or more, but less 
than Rs. five lakh each are given in the table under the related category. 

5.5 Out of the 62 cases included in this chapter, the Ministry of Finance has 
accepted audit observations in 22 cases involving aggregate revenue impact of 
Rs. 34.48 lakh. In one case, the Ministry has not accepted the audit observation. 
In the remaining cases, replies have not been received up to 7 December, 2007. 
Replies of the Ministry wherever received, have been examined and suitably 
incorporated. 
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5.6 Non correlation of assessment records 

5.6.1 The Board have issued instructions (November 1973, April 1979 and 
September 1984) to assessing officers for ensuring proper coordination amongst 
assessment records pertaining to different direct taxes and for simultaneous 
disposal of income tax and wealth tax assessment cases so that there is no evasion 
of tax. 

5.6.2 The net wealth chargeable to tax comprises certain assets specified 1 under 
section 2(ea) of the Wealth Tax Act subject to adjustment of any debt owed by the 
assessee in relation to any of the specified assets on the valuation date. 

5.6.3 Non correlation of income tax assessment records with other direct taxes 
resulted in non levy o f wealth tax aggregating to Rs. 1.82 crore in 52 cases in 
Andhra Pradesh, Delhi, Gujarat, Goa, Karnataka, Kerala, Maharashtra, Tamil 
Nadu, Union Territory Chandigarh and West Bengal charges. Five cases are 
illustrated below: 

5.6.4 In Maharashtra, CIT I, Mumbai charge, the income tax assessments of a 
company, Mis Highrise Properties Pvt. Ltd., for the assessment years 1998-99, 
J 999-2000 and 2001-02, were completed after scrutiny in November 2003, 
November 2003 and February 2004, determining an income of Rs. 29.98 lakh, 
Rs. 80.78 lakh and Rs. 75.46 lakh respectively. Audit examination revealed that 
the assessee had received a rental income of Rs. 40.20 lakh, Rs. 1.08 crore and 
Rs. 1.07 crore during the previous years relevant to these assessment years from 
commercial properties, which was chargeable to wealth tax. However, neither did 
the assessee file its return of net wealth nor did the department initiate any wealth 
tax proceedings resulting in non levy of wealth tax aggregating to Rs. 60.61 lakh 
(including interest). 

5.6.5 ln Maharashtra, CIT Central l , Mumbai charge, the income tax assessment 
of a company, Mis Rama Chemical India Pvt. Ltd., fo r the assessment year 
2001-02 was completed after scrutiny in March 2004. Audit examination revealed 
that the assessee had received rental income of Rs. 77.85 lakh and security deposit 
of Rs. 7 .81 crore during the previous year relevant to the assessment year 2001-
02. However, the assessee was not assessed to wealth tax under the Wealth Tax 

1 
Specified assets include following items : 

• Any building or land appun enant thereto whether used for residential purposes or for the purpose of mainta ini ng a 
guest house or otherwise including a farm house situated within twenty-fi ve kilometers from local limits of any 
Municipality or a Cantonment Board, 

• Motor cars (other than those used by the assessee in the business of running them on hire or as stock-in-trade), 

• Jewellery, bullion, furniture, utensils or any other article made wholly or panly of gold, silver, platinum or any other 
precious metal or any alloy containing one or more of such precious metals, 

• Yachts, boats and aircrafts (other than those used by the assessce for commercial purposes), 
• Urban land and 

• Cash in hand, in excess of fifty thousand rupees, of individuals and Hindu undivided families a nd in the case o f other 
persons any amount not recorded in the books o f account. 
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I . 
Act. This resulted in lunderassessment of wealth of Rs. 20.47 crore with . . •· .. - -· I . . .. 

consequent short levy of wealth tax of Rs. 30.44.lakh (including :interest). 
. . . i . 

I 
5.6.6 In Maharashtra, qIT 7, Mumbai charge, the income tax assessment of a 
company, M/:51 lRa!t§nlkllail & C@. JPvll:. JLtdl., for the assessment years 1999-2000 •and 
2000-01 were completed ~fter scrutiny in January 2005 determining an income of 
Rs. 7.59 lakh and Rs. 18.38 lakh respectively. Audit examination of the income 
tax assessment reco~ds reyealed that the asses see had received income on account 
of warehousing receipts of Rs. 21.77 lakh and Rs. 28.02 lakh respectively which 
was assessed as income jfrom house property. The assessee had also received 
interest fre_e security dep~sit of Rs. 23.50 lakh and Rs. 22.00 lakh in connection 
with this property for these· assessment· years. However, neither did the asses see 
file· its return of net w6alth nor did the department initiate any wealth tax 
proceedings, resulting in hnderassessment of wealth aggregating to Rs. 5.89 crore 
involvin~ short levy of w~ahh tax of Rs, 10.35 lakh (including interest). 

i 
5.6.7 · In West Bengal, CIT I, Koll<:ata charge, the income tax assessment of a 
company, M/§ Marnlln.allll! §@nns lillllll.dl C@llllllJ[lllilllIBY (lfmllfa) 1Lll:d., for the assessment 

I ·. . 

year 2003-04 was completed after scrutiny Jin March 2006. Audit examination 
revealed_ that the assesse~ had rental income of Rs. 60 lakh from factory building 
lease4 out for commercial purposes. As the building was used for commercial 
purposes, the annual re~t received/receivable was subject to wealth tax under 
·section 2(ea) of the Wcialth Tax Act, 1957 and its value should have been 
·determined in accordancJ with the provision of schedule HI, Part B of the Act. 
The assessee was, therefote, liable to pay wealth tax for the assessment year 2003-
04. However, neither did the assessee me any return of wealth nor did the 
department initiate wealth tax proceedings, resulting in underassessment of wealth 
aggregating to Rs. 5.23 ctore, involving non levy of wealth tax of Rs. 6.85 lakh 
(incfoding interest). . j . 

I 
' 

5.6.8 ·In Tamil Nadu, CIT Ill, _Chennai charge, the mcome tax assessment of a 
company, M/§ RKKR Sll:~ell§ ILM., for the assessment years 2001-02 and 2002-03, 
was completed in stimm~ry/scrutiny manner in December 2004 and March 2005 
respectively, determining 'nil' income. Audit exammation revealed that the 
assessee owned free hold land valued at Rs. 2.68 crore. The assessee was, 
therefore, liable to pay ~ealth tax for these· assessment years. However, neither 
did the asses see me any r~tum of wealth nor did the department initiate wealth tax 
proceedings. This result~d in underassessment of w·ealth aggregating to Rs. 2.53 
crore, involving non levy brwealthtax ofRs. 5.06 lakh .. 

5.6.~ )Fllve Ctal§e§ are sho!wn in 1Lablle llll@. 5.3 below: 
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Table no. 5.3: Non correlation of assessment records 

SI. 
no. 

Name of the 
assessee/CIT 

charge 
I Mis Jute & 

Export Ltd. 
CIT I, Kolkata 

2 Mis Sri Vasavi 
Hotels and 
Properties (P) 
Ltd., CIT III, 
Hyderabad 

3 Mis Crown 
Timbers & 
Foods (P) Ltd 
CIT Ill, 
Kolkata 

4 Shri A.V. Joy 
CIT, 
Ernakulam 

5 M/s Amigo 
Securities (P) 
Ltd. 
CIT, Baroda 

Assessment 
year 

2003-04 

2001-02 
2002-03 

2003-04 

2004-05 

2002-03 

2003-04 

2001-02 

2002-03 

Type/ 
month of 

assessment 
Scrutiny 
March 2006 

Scrutiny 
September 
2004 

Summary 
March 2003 

March 2004 

Swnmary 
January 
2005 

March 2006 
Summary 
October 
2002 

March 2003 

Nature of mistake 

The assessee had rental income of Rs. 35.35 lakh 
from factory building and godown let out for 
commercial purposes and it was assessed under 
the bead "Income from house property". The 
annual rental income so received was subject to 
wealth tax under section 2(ea) of the Wealth Tax 
Act, 1957 and its value should have been 
determined in accordance with the provision of 
schedule III of the Act, which was not done. 
The assessee company was in possession of gross 
wealth of Rs. l.34 crore and Rs. 1.35 crore for 
assessment years 2001-02 and 2002-03 
respectively in the form of vacant land which 
attracted the provisions of the Wealth Tax Act. 
However, this was not offered for wealth tax. 
The assessee bad rental income of Rs. 18. 94 lakh 
and Rs. 19.22 lakh during the assessment years 
2003-04 and 2004-05 respectively. The annual 
rental income received was subject to wealth tax 
under section 2(ea) of the Wealth Tax Act, 1957 
and its value should have been determined in 
accordance with the provision of schedule Ill of 
the Act. This was not done. 
The assessee owned urban land valued at 
Rs. 1.40 crore for the assessment years 2002-03 
and 2003-04, which was not offered for wealth 
tax. 

The assessee held commercial land valued at 
Rs. 1.65 crore and Rs. I. 73 crore for assessment 
years 2001-02 and 2002-03 respectively, which 
was not in the nature of stock in trade. Thus, it 
attracted the provisions of the Wealth Tax Act, 
but was not offered for wealth tax. 

(Rs. in lakh) 

Revenue 
impact 

4.33 

4.18 

3.85 

3.40 

3.07 

5.6.10 The Ministry has accepted (October 2007) audit observations in the cases 
at Sl. no. 2 and 3 of Table no. 5.3 above. 

Non/short levy of 
interest 

5. 7 Mistakes in levy of interest 

5.7.1 The Wealth Tax Act, 1957, provides that where the return of net wealth for 
any assessment year is furnished after the specified due date or is not furnished, 
the assessee shall be liable to pay simple interest at the rate of one percent (two 
percent upto May 1999, one and one-half percent upto May 2001 and one and 
one-fourth percent upto 7 September 2003) for every month or part of the month 
from the date immediately following the due date to the date of filing the return, 
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or where no return is furni~hed, to the date of completion ofregular assessment on 
the amount of tax deterroi4ed in regular assessment. . . 

5,7,2 . Demand of tax shJulid be paid.by an assessee with~ the tlln.e specified in 
the Act. Failure to do so tould attract interest at the rate of one per~ent for eyery 
month or a part thereof fr<:>m the date of default till the actual date of payment of 

.. demand. Interest for. bel~ted payment. of tax was required to be cakulated and 
charged within a week of the date of final payment of tax demand. 

5,7,3 Assessing officers did not comply with the.above provisions, or applied 
them incorrectly, resulting in short levy of interest aggregating lb, ~'U~7 falkltn in 
fo11111r cases in Bihar, Dellhi and West Bengal charges. Tw([]) ~mses are shown in 
'f albiRe n«», §A below: 

.. . . . !JRs· inn Halklbt} 

1 Shri S.K. Bansal 
CIT Ceimtirmil, 
Pmmmm 

2000-01 
2001-02 

Bestj 
judgement 
Mar6h ·· 
2005 

Aggregate interest of Rs. 4.14 lakh for non 
filing of returns was not levied. 

4.14 

2 Mis Kedar Nath 
Fatepuria 2000-01 

Scrutiny 
I 

Febqiary 
Aggregate short levy of interest of Rs. 3.60 
lakh for delay in submission of returns. 

3.60. 

en IDI? Kollllrnfa · 20051 

Nmn finnicilunsfimn olf 
fanlblile msse1ts Jlnn 

·tt11nenne1twemil1tlln 

2001-02 . Mar<fh 
2005, 

. . ,. - . ~ . ~ . ' ~ 

5,7.4 The Ministry has jccepted (December 2007) the audit observation in the 
case at Sil, J!ll@, 2of1r211blle ml@, 5.41 above. 

I 
i 

. I 

5,8 · Weall!l!n. escapftllll.g a§sessmillennt 

5,8,1 The We~hh Tax Abt, 1957, provides that from assessment year 1993-94, 
'assets' will, inter aHa, inqlude guest house and all residential buildings, urban 
land, motor cars other thari those used :in the business of running them on hire or 

• I 
as stock m trade. I 

5,8,2 Assessing officers did not include such taxable assets in five cases in 
Kerala, Maharashtra and Tamil Nadu charges resulting in short levy of tax· 
aggregating to Rs, 7,24 falklln. · 

I 

! 
I 

5,9 Misfakes nlffi vailTil!atfon illlf assets 

§,9,1 The Wealth Tax Adt, 1957, provides that the value of any asset other than 
cash is determined on the ~aluation date in the manner laid down in schedule IH to 
the Act. 
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5.9.2 Assessing officers did not adopt the co~eci value of assets resulting in 
under valuation of Rs. 2.93 crmre involvmg short ldvy of wealth tax of Rs. 4.65 
fakh (:indudmg interest) m two cases in West Beng~l charge. OlDle case is shown 
in T211Me llll.«J>. 5.5 b~low: ! 

. (Rs. Illffi llalklln) 

M/s!Martin 
Bum Ltd. 
cJI']li][J[ 

1997-98"' Scrutiny· 
March· 
2005 

Audit examination reveal~d that in addition to 
rent of Rs. 50:28 lakh, the tenants had also borne 
muriicipal taxes of Rs.· 20.~6 lakh which were not 
added to the rental incoll}e fot arriving at the 
capitalised value of the bJlilding under Rule 5 
Explanation l(b)(i) of partf B schedule III of the· 
Wealth Tax Act, resulting in ~derassessm.f!nt of 
wealth involving revenue nppact of Rs. 4~05 lakh. 

Genneirnn 

JResmtllts 
of allllidlfit 

Ko Ilka fa 

! 

I 

· Sfatlllls of 1repllfiesi 
receftveidl from tllnel 

. Mftnn!stry ofi 
Ffinnannce 

i 
I 

' 

! 

5.10 The Finance Act, 2000 abolished the Interest Tax Act, 1974 with effect 
from l April 2000. Interest tax is, therefore, not chargeable m respect of any 
interest accruing or arising after 3 ~ Marcfr2000 .. No, budgetestimate for revenues 
from interest tax have been made from the financial year 2000-01 onwards. 
However, pending interest tax assessments are reqJired to be completed without 
~~ . ! 

' . 

5.11 Audit issued seven draft paragraphs involving revenue. impact of Rs. 31.91 
crore from May 2007 to October 2007 to the M:i.nistry of Finance for comments. 
Internal audit of the department had not seen these c~ses. 

! 

5.12 AH the seven draft paragraphs . issued to Ministry have been included in 
this chapter. Each paragraph indicates a particula! Jategory. of mistake and starts 
with a suitable preamble followed by combined/cons:olidated revenue impact of all 
observations of a, similar nature. Cases with mon~y value.of more than Rs. 10 
lakh have been illustrated in the body of the chapter.: · 

. ' : - l .. 

5.13 Out of seven cases included. in this chapted the Ministry of Finance has 
accepted audit observations in three. ca~.es involvink revenue impact of Rs. 4.31 
crore. In the remaining cases, replies· have not be:en. received (till 7 December 
2007) .. Repli~s of the Ministry wherever received, have been examined and 
suitably. incorporated. 

'"Scrutiny assessment completed in March 2005. 
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5.14 Non correlation of records 

5.14.1 The Board have issued instructions (November 1973, April 1979 and 
September 1984) for ensuring proper co-ordination amongst assessment records 
pertaining to different direct taxes and for simultaneous disposal of income tax 
and other direct tax assessments, so that there was no evasion of tax. 

5.14.2 The Board clarified in March 1996 that 'finance' charges accruing or 
arising to hire purchase finance companies are in the nature of interest chargeable 
to interest tax. The Board had further clarified in 1998 that if the transactions are 
in substance in the nature of financing transactions, hire charges should be treated 
as interest income subject to interest tax. 

5.14.3 Assessing officers did not comply with the instructions of the Board 
resulting in non levy of tax of Rs. 26.53 crore in three cases in Delhi and Tamil 
Nadu, as discussed below: 

5.14.4 In Delhi, CIT VI charge, the income tax assessments of a company, 
Mis Motor General Finance Ltd., for the assessment years 1995-96, 1996-97 
and 1999-2000, were completed after scrutiny in March 2002, determining an 
income of Rs. 73.43 crore, Rs. 87.74 crore and Rs. 6.52 crore respectively. Audit 
examination revealed that the assessee had earned interest income of Rs. 169.82 
crore in these financial years, on account of hire-purchase charges and bill 
discounting charges, but had not filed interest tax returns for these years. This 
resulted in non levy of interest tax of Rs. 22.64 crore (including interest) . 

5.14.5 In Tamil Nadu, CIT III, Chennai charge, the income tax assessments of a 
company, Mis Park Town Benefit Fund Ltd., for the assessment years 1999-
2000 and 2000-0 l were completed after scrutiny in March 2005 determining an 
income of Rs. 3.51 crore and Rs. 19.61 lakh respectively. Audit examination 
revealed that the assessee company had received interest on loans and advances of 
Rs. 35.84 crore and Rs. 32.37 crore respectively. Although the assessee company 
was liable to file the interest tax return and pay interest tax on the interest income, 
neither did it file its interest tax return for the two assessment years, nor did the 
department initiate any action in this regard. This resulted in underassessment of 
chargeable interest of Rs. 68.21 crore and non levy of interest tax of Rs. 3.89 
crore, including interest for non filing of interest tax return and non payment of 
advance tax. 

5.14.6 The Ministry has accepted (December 2007) the above observation. 

5.15 Mistakes in assessme11t of chargeable interest 

5.15.1 The Interest Tax Act, 1974, provides that credit institutions including 
banking company/public financial institution were chargeable to interest tax on 
their interest income from the assessment year 1992-93 till the assessment year 
2000-01. Interest income chargeable to tax included interest on loans and 
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advances, commitment charges on unutilised portion of any credit sanctioned and 
discount on promissory notes and bills of exchange. 

5.15.2 Assessing officers did not apply the above provisions correctly resulting in 
short levy of interest tax of Rs. 4.96 crore in two cases in Maharashtra as 
discussed below: 

5.15.3 In Maharashtra, CIT 3, Mumbai charge, the interest tax assessments of a 
banking company, M/s ICICI Bank Ltd., for the assessment years 1999-00 and 
2000-01 were completed after scrutiny in March 2002 and March 2003 
respectively. Audit examination revealed that while computing the chargeable 
interest income, the assessee had reduced the amount of interest tax of Rs. 177.19 
crore (Rs. 85 .98 crore in assessment year 1999-2000 and Rs. 91.21 crore in 
assessment year 2000-01) from the interest that accrued to it and this was allowed 
by the assessing officer. Since as per the provisions of the Interest Tax Act, no 
deduction other than interest which is established to have become bad is 
allowable, the said interest tax element should have been added back. Omission 
to do so resulted in short levy of interest tax of Rs. 4.85 crore (including interest). 

5.15.4 In Maharashtra, CIT 10, Mumbai charge, the interest tax assessment of a 
company, M/s Infrastructure Leasing & Financial Services Ltd. , for the 
assessment year 2000-01 was completed under section 8(2) of the Interest Tax Act 
in March 2003, determining chargeable interest income at Rs. 249.03 crore. 
Subsequently, the assessment was revised in September 2003 determining a 
chargeable interest of Rs. 127.86 crore. Audit examination revealed that the 
assessee had recovered "delayed payment charges" of Rs. 5.72 crore in respect of 
leasing and financial transactions. As these charges were related to finance 
charges, these were required to be included in chargeable interest income. The 
omission to do so resulted in underassessment of chargeable interest income of 
Rs. 5.72 crore involving short levy of interest tax of Rs. 11.43 lakh. 

5.16 Excess grant of interest on refund of interest tax 

5.16.l Section 21 of the Interest Tax Act, 1974 read with section 244A of the 
Income Tax Act, 1961 , provides that where refund is due to the assessee, the 
assessee shall be entitled to receive simple interest thereon at the prescribed rate 
for every month or part of the month comprised in the period from the 1 April of 
the assessment year to the date on which the refund is granted. 

5.16.2 The assessing officer did not apply the above provision correctly resulting 
in excess grant of interest of Rs. 38.60 lakh in one case as discussed below: 

5.16.3 In Maharashtra, CIT 1, Mumbai charge, the interest tax assessment of a 
company, Mis Life Insurance Corporation of India, for the assessment year 
1998-99 was completed in November 2004 determining chargeable interest of 
Rs. 1606.50 crore after allowing refund of Rs. 5.29 crore of interest tax while 
giving effect to IT AT' s order. The said order was rectified in January 2005 under 

104 



Nonn/sllnoirtt- Ilevy 
@lf llllllll:iell'teSll: 

Report No. CA 8 of2008 (Direct Taxes) 

section 17 of the Knterest Tax Act in order to allow credit for regular payment of 
tax, which · was not allowed earlier. Audit examination· revealed that while 
computing the interest pJyable on the refund for. the period from 1 April 1998 to 

. I . -~ . 
31 January 2005, the as~essing officer aUowed an interest of Rs. 72.61 crore as 
against the admissible interest of Rs. 72.22 crore. The incorrect aUowance 
resulted in excess paymeJt of:i.nterest ofRs. 38.60 lakh to the assessee. 

· 5J.6.4 The Ministry has Lcepted (December 2007) the above observati6n . 
. ·. - ·. .. I - . . . .. . . · .. 
5.17 Mft§1l:a.lkes iillll Ilevy off nntell"e§t 

5J.7.1 Th~ Interest_· Tal Act, 1974, provides that interest for default and 
deficiency :i.n interest taxi payments in advance, delays :i.n paying demand raised 
and defaults/delays in fillng of return aie leviable in the same manner and at the 
same rates as for defaults I of a similar nature under the Income Tax Act. 

5.17~2 The· assessing off1cer did not comply with·thls provision resulting in non 
levy of interes~ ~fRs. 3.~r lakltn :i.n ([])l!lle Ca§e in Tamil Nadu. \ . 

5~17.3 The Mm1stry has accepted (December 2007) the above observatmn. 

New Del!llni · 
DaJJted: ~ Jall1lUJiairy 21CHO~ 

NewDellin 
Dated:- l Jeill'il!Jiaill'y 2~lll0l8 

(S1UJ1ll81A KmSHNA.N) 
Pri.JIB.cnpall DnJrectm· oif Receipt Amdlnt 

(Dn!t"ed Taixce§) 

(VIJAYENDRA N. KAUlL) 
()ornmp1l:ir({])Illltell" aim([!! A.1!ll<dlitm· Geimernil ({])f lllll«llna 
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f!;~cpn,Ji~pt~~1~1' // 
(Relfe~redl ttl(JI nl!Il lP'mragirmJ!Diln 1.6.1) 

Rec«llvierl.te§ · maHdle nllR ~e§ped @1f D°P§ n§§Ullteill! dlmillllg ZQJ)(!Jl({i)-«»7 
I 

G.T.N. Textiles Ltd. 

Star Diamond Co 
(Belgium) NV 
Board of Secondary 
Education Orissa 
Strides Acrolab Ltd, 

Karnataka Food and 
Civil Supplies . 
Corporation Ltd. 
USVLtd. 

Mis USVLtd. 

Shri Jagdeep Singh 
Chandail 
D.B. Bandodkar and 
Sons Ltd. 
NHPCLtd. 

Tata TD Asset 
Management Pvt. Ltd. 
Heaven Diamond Pvt. 
Ltd. 
Escorts Ltd. 

Jind Co-operative 
Sugar Mills Ltd. 
Raman Boards Ltcl 

Meenakshy Lucky 
Centre 
Shri Ravi Shastri 

Mis Sparrow 
Electronics Ltd. 
Smt. A Sridevi 

The Kangra Central Co­
operative Bank Ltd. 

Kochi 

DIT(IT) 
Mumbai 
Cuttack 

i 

Mumbai-Xi 

I 
Bangalore-'1 

I 
Central-III) 
Mumbai I 
Central-ml 
Mumbai I 
Panchkulal 

Goa 

Faridabad j 

Mumbai-II 
I 
i 

Mumbai-IX 

I 
Central-II, I 
Delhi · 
Hisar j 

i 
Mysore I 

Kottayam j 

Mumbai- I 
XVIII I 

Goa 

Chennai-IV 

I 
Shimla 

2003-04 

2003-04 

2002-03 
2003-M 
2003-04 

1997-98 

2003-04 

2003-04 

2002-03 

2004-05 

2002-03 

2003-04 

2000-01 

2003-04 

1995-96 

2000-01 to 
2001~02 

2000-01 

2002-03 

2002-03 

1998-99 

1997-98 
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Incorrect computation ofbusiness 
income 
Irregular set-off of losses 

Non-levy of interest for delay in 
filing of return 

. Incorrect allowanc.e of deduction 
under section 80l'IHC 
Mistake in computation of income 
and tax 

Incorrect allowance of deduction 
towards export profits 
Incorrect payment of interest on 
irregular refunds 
Income not assessed 

Mistake in computation of income 
under special provisions 
Irregular payment of interest on 
refunds 
Incorrect allowance of expenditure 

Mistakes in assessment while 
giving effect to appellate orders 
Short levy of interest under section 
234B 
Excess or irregular refunds 

Irregular exemptions and excess 
relief given 
Excess refund 

Irregular exemption under section 
80RR 
Non levy of tax under special 
provisions 
Wealth not assessed 

Excess payment of interest on 
refund 

73.48 

65.17 

32.59 

27.29 

27.00 

26.91 

26.32 

23.30 

22.59 

20.01 

12.83 

12.34 

10.14 

9.26 

8.55 

5.97 

5.47 

5.29 

3.85 

3.40 
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s 
22 Udaya TV Ltd. Chennai-IV 2002~03, wealth not assessed 2.43 

2003-04 
I 

I 

23 Pritam Chand Stokes .· Shimla . 2002-03 to . Income not assessed 2.22 
2003-04 

! 

24 Ms .Rachna Dogra Shimla 2003-04 Mistakes in ·computation of 2.14 
business!income · 

25 Shri Raghunath Singh Shimla 2003-04 Irregularj allowance of depreciation 2.06. 
26 Shri. D. Coimbatore- 2001-02 . Wealth riot assessed . 1.73 

Sachithanantham m I 

27 Wipro Ltd. Central, 2003-04 . Mistake in computation of wealth 1.47 
Bangalore tax ! 

28 ·1 Shri James G Oommen Trivandrum 1999-2000 Wealth riot assessed 1.02 
to 
2001-02 

29 · Haryana Sheet Glass Central-In, 2001-02 Wealth riot assessed 0.69 
I 

Ltd. Delhi 
30 Khandwala Securities Mumbai-IV 2002-03 to Wealth riot assessed. 0.61 

2005-06 
I 

I Ltd. i 
31 Shri M. Babanna Bangalore- 2003-04 to . Wealth escaping assessment 0.39 

I 

IV 2004-05 I 
Tofali UH.22 

! 
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Appendix 2 
(Referred to in Paragraph 1.8) 

Sampling design adopted in direct-tax audit 

Two-stage stratified sampling technique has been adopted in each state: 

Selection of first stage units (FSU): 

Population for selecting a sample: All the auditee units (assessing officers) in Maharashtra. 

The population is stratified into three strata based on predefined audit risk 

( 1) High-risk stratum: 100% selection 
(2) Medium-risk stratum: 50% units selected by SRSWOR 1• 

(3) Low-risk stratum: 33% units selected by SRSWOR. 

Selection of second stage units (SSU): 

Population from which the sample is selected: 
officer. 

All the assessment records of the assessing 

The assessment records (or the assessed tax returns) are further stratified into six sub-strata as per 
predefined audit risk pertaining to the assessment year 2005-06. 

(I) Scrutiny cases: I 00% audit 
(2) Top 'Audit Database'2 cases: I 000/o audit 
(3) Top 25 cases in the unit in terms of turnover/ gross income level: 

100% audit 
(4) Cases giving effect to AppeaJ order: an optimum sample selected by CSS3 

(5) Refund cases subject to a limit: an optimum sample selected by CSS 
(6) Remaining cases: an optimum sample selected by CSS 

Optimum sample sizes of assessment records independently for the relevant sub-stratum is derived 
based on Cochran's sample size formula with appropriate audit risk, 2% margin of error and 2% 
expected audit objections. 

1 SR.SWOR: .$.imple Random _$.ampling WithQut _Replacement 
2 An independent database prepared by audit of ' higb risk ' assessees 
3 CSS: Qircular Systematic _$.ampling 
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I 
·1 

I 
I 
I 

- I . 
I 

!- . 

I 
I 
I 

. . A:ppen«llh.3 . J 
· (]Relfeirirei!ll 11:1{])i nl!ll lP'armgir:nJl»Iln ll8) 

/ 

. Let · hil/ ~ Observed (audited) value. of the· chai:ac,ter yJor the j 1i Assessment ;llecords (Tax-returns) of 
. . . .• . . I . . . . . . .. · • 

the Il1h Second Stage Stratum(SSS) oftheft1h Assessing Officer in the Jk.1h First Stage Stratwn (FSS). · 
. . I . . 

I 
A 

I 
. ! 

Y =JEsltllm:n11:e (Extrapolated value) of population .total Y 
. '-- --.:· ._.__ ._-

- - - ·- . 
· 3 N nk. 6· N n "kl . • 

i - I ___!_I>:L • · ik/t Ykilj · ·· · .. 
k=:I nk· i=I Z=I nw j=I~. · .· I 

. I . 

. ·. ! . 

Where Nk =Total n.umbet of Assessing Officers (FSUs)fathe k1f FSS. 
. . . . .. . I . 

nk ~Number of Assessing Officers (FSUs)audited in th,~·k1hFSS. 
i 

. Niki= Total numbe~ ofAssessmeiit Records (SSUs) iii t~e iihFSUofk1hFSS 
. . .··. ·.······· ! .·.· . 

in the llh SSS. i 

. . . . . I . 
nikl =Number of Assessm~ntRecords (SS,Us) audited itj tii~ iih FSU oik1h FSS 

. ; - .. - - ·- . ' ' 

1' ,. 

in .the l1h SSS. l 
! 
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Appenndlnx 4! 
(JRefon~idl to ftrrn lP'arngraqpilln :ll..8.2) 

HJ 13800 12638 45756030363 
M' 3909 3684 -1415837591 
.Ls 12103 11621 1620466366 

Sc1mti11 298ll.2 2711)1413 418711)12334132{) 
H 2 373 351 133303 
M 2 24 23 140662 
L 2 27 27 0 

Non- udit database 
Scmtin ses6 4124 40Jl 27311)165 

H 3 2186 1955 3030519109 
M 3 . 1524 1392 22468855 
L 3 3957 3765 10687943 

Non-
Scrntin Top257 7667 7llll2 ·306367511)107 

H 4 917 646 97672779 
M 4 . 221 200 0 
L 4 456 414 0 

Non-
Scrntin Appeal8 Jl.511)14 ll.260 11Ji76727711Ji 

H 5 2388 2154 22919907 
M 5 962 921 13687249 
L 5 1609 1572 I 53043783 
H 5.1 2393 283 11097317 
M 5.1 1322 245 658665 
L 5.1 7261 999 4521945 

Non-
Senn tin Refund9 Jl.511)135 6Jl.74 1059128866 

H 6 25932 11390 285441864 
M 6 29121 7622 42030471 

\. 

L 6 991953 12683 87362994 
Non- i 

Scmtin Remaining ll.0417006 i 3Jl.611Ji5 41Jl.418353211Ji 

'll'otall JlJl.02438 I 74585 5247472Jlll66 I·' 

I 
1 First stage units 
2 Second stage units 
3 High~risk stratum · 
4

· Medium-risk stratum i 5 Low-risk stratum · . I . I . 
6 An independent database prepared by audit of 'high risk' asse~s.ees 
7 Top 25 cases in the unit in terms of turnover/gross income level · 
8 ·Cases giving effect to Appeal order . · i 
9 Refund cases subjectto a-limit ! 

111 

954 7.58 
357 9.98 
596 5.21 

Jl.11)107 7 
2 o.55 
2 8.7 
0 0 

4 1 
28 1.45 
32 2:62 
49 1.31 

Jl.011)1 2 
8 1.1 
0 0 

0 0 

8 1 
'22 1.08 
13 1.41 
29 1.82 
8 3.74· 

0.03 
13 0.76 

86 
53 0.42 
61 0.79 

104 1.35 

2Jl.8 1 

2332 1 
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Table no : 2 

State: Delhi Assessments comoleted durim! 2005-06 
1Fsu1 SSU2 

HJ I 
M4 I 
Ls I 

Scrutinv 

H 2 

M 2 

L 2 
Non- Audit databasi 

Scrutiny cases6 

H 3 

M 3 

L 3 
Non-

Scruti ny Top257 

H 4 

M 4 

L 4 
Non-

Scruti ny Aoneal1 

H 5 

M 5 

L 5 
Non-

Scrutiny Refund
9 

H 6 

M 6 

L 6 
Non-

Scrutinv Remainin2 

Total 

1 
First s tage units 

2 Second stage units 
3 High-risk stratum 
4 

Medium-risk stratum 
5 Low-risk stratum 

Population- Sample size Revenue effect 
size in the sample 

(Rs. lakh) 

9127 7478 230835.5 
751 688 174.47 

1266 1016 489.9 
11144 9182 231499.9 

77 49 0 
0 0 0 
0 0 0 

77 49 0 
2700 1440 11 85.03 
300 300 5.59 
925 925 378.69 

3925 2665 1569.31 
1633 760 53.61 

40 26 0.71 
25 25 0 

1698 811 54.32 
523 1 3163 565.84 

555 549 I 1.61 
1270 1270 12.82 

7056 4982 580.27 
77038 12134 6758.86 

120735 1725 33.6 
323911 3138 220.54 

52 1684 16997 7013 
545584 34686 240716.8 

6 An independent database prepared by audit of' high risk' assessees 
1 Top 25 cases in the unit in tenns of turnover/gross income level 
8 Cases giving effect to Appeal order 
9 Refund cases subject to a limit 

112 

Audit Year: 2006-07 
No. of Estimated 

assessments with percentage 
errors in sample of audit 

observations 

1018 14 
36 6 
59 6 

1113 12 
0 0 
0 0 
0 0 

0 0 
25 3 
II 4 
53 6 

89 3 
8 I 
I 5 
0 0 

9 I 
26 I 

13 2 
20 2 

59 I 
143 I 

58 2 
301 11 

502 7 
1772 7 
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§'f.ATEWJI§E IDIETAJOL§ OJF UCORD§ NOT JP'ROIDIUCEIDI 1ri0 AUIDlI'lr llN 
JEARLJIER YJEAR§ MID lRlE lITT§Ul!ONED AGAI!N llN WOifii-07 

~~ 

·. 1 · · .. 4016 3164 78.78 
2 Assam 16 16 . 100 
3 Chhattisgarh 294 279 94.90 
4 Jharkhand·· 125 32 25.60 
5 Gujarat .4799 . 2851 59.41 
6 H na 691 240 34.73 
·7 Himachal Pradesh I 917 74 8.07 
8 Jammu & Kashmir 1. 385 89 23.12 
9 Kamat aka 11160 8927 79.99 
10 Kera la I 2637 632 23.97 
11 Madhya Pradesh ·I 2000 1893 94.65 I 
12 - Orissa I 1325 1200 90.57 
13 Punjab 5091 4055 79.65 
14 UT Chandigarh 1370 1296 94.60 
15 . Rajasthan 3021 1701 56.31 
16 Tamil Nadu I . 52io 2710. 52.02 I 

17 Delhi · 16830 4724 28.07 
18 Maharashtra 5781 3241 . 56.06 
19 West Bengal ·' -3386 326 . 9.63 ! 

'JI'oll:all ifiit!Ji054 37450 541.23 

\ 

I 
I 
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i 
i 

I 
I 

(i) Income tax ori · 1,10;940.00 i,26,6F.7;8 c+tl5,737'78 (+) 14.19. 

.__ _ _._companies .- . . i . · . . 

I g~ ~::p;=--=-~~~~::~~= 1~::~~if-=-·-z--
f -. - . . . . ---·············'-···--···-----· -··-· ·'·----·····--· -·'··-···!.: ..... ::.: ___ .. ___ . ·-·-·----·---· -·····---

1· (iv) Netcollllecttifomi. • · ll,33,0H.ooy : ll,4l4l,-3ll 7.~5 (-+}lll,307:95 (+) 8.50 

• · .• f OOU - Taxes. omi focorrnne ~ltlllleir ltb~mi. coiJPo~atnoiffi fax 
jt---,--T--'--------.,---r-------'~--o--~--.....;~-+'---.--,..-----....-..----~ 

I (i) Income.tax 71,389.00: · , 72/f.'JA.16._' _ (+) §3:S;76 . (+) !..J!_. 
·i. (ii) -§;~harge-~:-'--'·-·'··-·-··-'--------·'···· 3,74LOO·;- ···:--:- ·· :nf"Qp~c:---(~)2§65~:10. (-)79.26 
I . . ·---·------···-···--·· .... : . ....: ____ . --··. ·'·-- --· -· -·-···--··-· ----·-·----

i. (iii} _9_!~~~receip~s::,_~ c: ......... ___ 2,27~:..2,~-'--'· . '2,078:~5 .·. . (-}200.35 H 8.89 · 
I (iv) Neltconnectiollli. n,4109:00 ·------,5:«}1i~I·······-B~i~i"i9~- --(~-3.®V __ _ 

·. ·1. "' i . · .. "i 
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Appendlnx 7 . 
[Relferel!llce: Pimngraplln 2.5/'falblle Imo. 2.41] 

Pradesh 
2,363.57 4,059.58 . . 5,298:93 30.53 . 2,460.13 2,477.86 4,607.63. 85.95 4,823.70 6,537.44 9,906.56 . 51.53 

Assam 961.36 520.16 306.13 (-) 41.15 532.48 1,175.63. . 1,512.58 28.66 1,493.84 1,695,79 1,818.71 7.24 
Bihar 151.95 140.41 100.94 (") 28:11 277.52 448.87 445.81 (-) 0.68 429.47 589.28 546.75 (-)·7.2i 

Chattisgarh . 871.27 416.57 857.07 105.74 573.57 745.18 659.38 (-) 11.51 1444.84 1161.75 . 1,516.45 30.53 
Delhi. 13,362.34 18,512.26 29,039.11 56.86 6,834.95 6,769.71 8,180.46 20.83 . 20,197.29 25,281.97 37,219. 57 47.2i 

---GoT -5l7:7T -. --sro:r5- ---1~229:-40- -. -51:15- -214:94- --258:91- -.-390.80- --50:94- --.~-792:7-1- --~--1;069;06- - --l-;620;20- ---;--51~-;5;5-

Gujarat 2,444.03 3;080.89 4,968.43 6L26 2,524.59 2,971.72 3,941.97 32.64 4,968.62. 6,052~61 8,910.40 47.21 
Haryana 589.04 866.62 1,356.98 56.58 1,060.61 . 1,218.87 1,716.00 40.78 1,649.65 2,085.49 3,072.98 47.35 

HP 43.55 60.97 241.21 295.62 208.13 169.82 168.52 (-) 0.76 251.68 230.79 409.73 77.53 
J&K 74.70 128.48 170 .. 31 32.55 . 133.90. 109.81 204.72 86.43 208.60 . 238.29 375.03 57.38 

Jharkhand 255.80 431.79 672.84 55.82 868.47. 534.99 763.96 42.79 1,124.27 966.78 1;436.80 48.61 
Karnataka 5,930.74 7,386.03 9,931.98 34.46 4,521.69 6,224.82. 8,430.36 35. 43 10,452.43 13,610.85 1$,362.34 34.90 

· Kerala 832.53 576.15 784.86 36.22 912.42 1,069.56. 1,295.75 21.14 1,744.95 1,645.71 2,080.61 26.42 
MP 1200.91 1295.56 1,765.28 36.25 642.94 915.64 758.81 (-) 17.12. 1843.85 2211.20 2,524.09 14.15 

Maharashtra 33,210.22 38,011.81 54,69L89 43.88 15,008.17 17,642.76 24,999.17_ 41.69 48,218.39 55,654.57·· 79,691.06 43.18 
· Orissa 1,805.53 1;766.00 1,862.20 5.44 393.81 634.81 1,425.17 124.50' 2,199.34 2,400.81 3,287.37 36.92. 

Punjab 494.59 248.42 817.83 229.21 1,197.80 l,407.72 1,322.10 (-) 6.08 · 1,692.39 1;656.14 2,139. 93 29.21 
Rajasthan 767.20 1,177.09 2,884.26 145.03 889.77 912.48 ·1;446.25 58.49 1,656.97 2,089.57 

.• 
4,330. 51 107.24 

Tamil Nadu 4,7i4.85. 6,505.11 9,226.64 41.83 . 3,560.82 3,929.50 5,060.27 28.77 8,275.67 10,434.61 14,286.91 36.91 
UP 763.69 1,068.97 1,454.42 36.05 2063.81 2,073.27 2,712.46 30.83 2;827.50 3,142.24 4,166.88 32.60 

Uttaranchal 7,353.38 8,584.45 9,132.35 6.38 370.25 489.26 504.11 3.03 7,723.63 9,073.71. 9,636.46 6.20 
West Bengal 3,507.47 5,042.43 6,907.18 36.98 2,189.18 2,192.85 2,587.47 17.99 5,696.65 7,235.28 9,494.65 3L 22 

Union 
398.65 318.17 487.57 53.24 198.68 420.58 553.51 31.60 597.33 738.75 1,041.08 40.92 

Territories 
CTDS 64.44 269.09 130.14 (-) 51.63 1,569.49 I 1190.00 1,392.05 16.97 1,633.93 1,459.09 J,522.19 4.32 
'll'<Jtall 82,679.58 1,0ll,277.16 144,317.95 42.49 49,268.12 55,984.62 75,079.3ll 34.ll.O 1,31,947.70 1,57,261.78 2,19,397.26 39.51 
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Appendix 8 

(Reference: Paragraph 2.Sffable no. 2.4] 

(Rs. in crore) 

- "- - · - - - - - -- - -~.- - - - -State/UT wise break uo of o· ··- - -

States 0020 0021 0023 0024 0026 0028 0031 0032 0033 0034 0036 Total 
Corpn tax Income Hotel Interest Fringe Expdr Estate Wealth Gift Sec. Bao. 

Tax Rect Tax Ben. Tax Duty Tax Tax Trans Cash 
Tu. Tax Tax Tran. 

Tax 
Andhra Pradesh 5298.93 4607.63 0.08 0.55 230.60 4.72 0.00 7.95 0.02 1.95 20.57 10172.99 
Arunachal 0.00 6.30 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 6.30 
Pradesh 
Assam 202.62 1269.87 0.00 0.00 6.33 -17.14 0.01 0.82 0.00 0.00 0.11 1462.62 
Bihar 100.94 445.81 0.00 0.11 6.69 0.01 0.00 0.28 0.00 0.00 O.Q3 553.87 
Chhatisgarh 857.07 659.38 0.00 0.03 8.63 0.00 0.00 0.25 2.14 0.01 0.12 1527.63 
Delhi 29039.l l 8180.46 0.00 1.33 1073.29 7.94 0.89 34.87 l.23 1.28 59.22 38399.62 
Goa 1229.40 390.80 0.00 0.01 20.22 0.40 0.00 1.40 0.00 0.00 0.09 1642.32 
Gujarat 4968.43 3941.97 0.07 0.68 182.78 2.64 0.03 7.23 0.00 0.18 4.44 9108.45 
Haryana 1356.98 1716.00 0.00 0.29 118.21 0.58 0.00 3.05 0.00 0.00 1.04 3196.15 
Himacbal 241.21 168.52 0.00 0.00 5.82 0.86 0.00 0.04 0.00 0.00 0.01 416.46 
Pradesh 
Jammu& 170.31 204.72 0.01 0.01 4.06 0.01 0.00 0.31 0.00 0.00 O.Q3 379.46 
Kashmir 
Jharkhand 672.84 763.96 0.00 0.08 24.76 0.62 0.00 0.29 0.00 0.00 0.07 1462.62 
Kamataka 9931.98 8430.36 l.52 0.94 561.46 1.81 0.02 21.57 0.01 0.08 65.08 19014.83 
Kerala 784.86 1295.75 0.00 0.02 48.85 4.77 0.00 1.92 0.36 0.00 16.61 2153.14 
Madhya 1765.28 758.81 0.04 0.11 39.58 -0.01 0.00 0.55 0.10 0.00 7.85 2572.31 
Pradesh 
Maharashtra 54691.89 24999.17 0.45 6.38 1986.08 17.13 0.68 99.66 0.42 4632.38 275.09 86709.33 
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Manipur 8.49 0.36 0.00 0.00 0.00 0.00 0.00 0.04 0.00 0.00 0.00 8.89 
Meghalaya. .66.37 118.10 0.00 0.00 1.67 0.00 0.00 0.16 0.00 0.00 0.05 ll.86.35 
Mizoram 0.00 0.08 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.08 
Nagaland 1.00 10.08 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01 llU9 
Orissa 1862.20 1425.17 0.00 0.00. 21.20 0.01 0.00 0.54 0.00 0.00 0.23 3309.35 
Punjab . 817.83 1322.10 0.02 0.15 51.52 3.66 0.00 5.06 0.00 0.02 0.34 2200.69 
Rajasthan 2884.26 1446.25 0.00 0.02 58.01 7.75 0.00 4.12 0.01 0.00 1.05 4l4l®ll.4l7 
Sikkim 1.15 18.24 0.00 0.00 0.00 ·- 0.00 ... 0.00 0.00 o.oo 0.00 0.00 ll.9.39 
Tamil Nadu 9226.64 506Q.27 0.05 0.34 381.29 16.97 0.02 20.33 0.04 

.. 

7.87 33.72 ll.47417.54 
Tripura 26.51 89.56 0.00 0.00 2.33. 0.00 0.00 0.10 0.00 0.00 0.07 llll.8.57 
Uttar Pradesh 1454.42 2712.46 0.00 0.16 80.68 6.76 0.00 5.93 0.01 0.22 1.59 4\262.20 
Uttaranchal 9132.35 504.11 0.00 O.ol 106.62 . 0.09 . 0.00 2.73 0.00 0.00 0.76 974l6.67 
West Bengal 6907.18 2587.47 0.02 -6.39 263.45 0.71 0.00 20.44 o.oi 1.52. 18.80 9793.2][ 
'll'otall (i) ll4l3700.24l .73ll33.75. . 2.26 4.83 5284l.ll2 6®.28 ll.66 239.64 4l.34) 41645.50 506.95 227583.57 

.. 

. //~ 

"" 
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States 0020 0021 0023 0024 0026 0028 0031 0032 0033 0034 0036 
Corpn tax Income Hotel Interest Fringe Expdr Estate Wealth Gift Sec. BC'IT TotaJ 

Tax Rect Tax Ben. Tax Duty Tax Tax Trns. 
Tax Tax Tax 

Union Terretories 
Andaman and 
Nicobar 3.2 1 7.35 0.00 0.00 0.67 0.00 0.00 0.00 0.00 0.00 0.00 11.23 
Islands 
Chandigarh 404.43 476.05 0.00 0.09 28.44 1.73 0.00 0.60 0.01 0.00 0.06 911.41 
Daman 9.40 0.06 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 9.46 
Diu 0.77 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.77 
Dadra and 

0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 N.Haveli 

Pondicheny 64.58 68.77 0.00 0.00 2.81 0.00 0.00 0.09 0.00 0.00 0.00 136.25 
Lakshadweep 0.00 0. 13 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.13 
Silvassa 5. 18 1. 15 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 6.33 
Total (ii) 487.57 553.51 0.00 0.09 31.92 1.73 0.00 0.69 0.01 0.00 0.06 1075.58 

Total (i) &(ii) 144187.81 73687.26 
CTDS (Prov) 130. 14 1392.05 1522.19 
Grand Total 144317.95 75079.31 2.26 4.92 5316.04 62.01 1.66 240.33 4.35 4645.50 507.01 230181.34 
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ApJPlellil<dlh ~ 
[lR~ffel!"errnce: IParagraJPIIln 2.9ffalb>Ile rrno. 2.:IlJl] 

___ I - _- ~ _ _ _ . - _ _ _ (Rs. Jirrn ~rnre) 
'(Jij 

- -• --- " - -- - --- - : - I - -., - . .. - - - - -, ·' - - -
§fattuns-Wlise lb>irealk-llllJPI ~f lirrncome fax (Jirrncllllllidllirrng <CorJPloraIDiorrn fax) assessmerrntl:s 
comJPIIletl:eidl idlllilil"iirrng t!:llne: years Zdb(D4-05 fo :?Qb(D6,.(D7 

~ij~~ 
(a) Individu~ls 1,86,94,801 2,10,64,691 1,96,19,354 

(b) Hindu undivided faniilies 4,56,426 4,97,202 4,42,411 
I-

(c) Firms 8,55,678 9,32,508 8,60,422 

(d) Companies 2,98,713 2,86;790 2,05,718 

(e) 
-: .• --- -- I 
Others (including tru~ts) 3,98,213 98,517 1,12,707 

-------.. ·-·-----· 
1rofall I 2,(D7,(D3,831 ' 2,28,79,768 2,U,40,6U 

1. Category 'A' Company 25,158 
I 

l,27,461 '10,204 44,098 14,954 83,363 I 
Assessments I 

Non- I 

Company 
2,70,194 ~,72,86,000 1,17,755 1,84,22,772 1,52,439 88,63,228 

I -

2 CategoryB Company 13,440 78,866 5,843 39,625 ·7,597 39,241 
(lower) I 

., 

Assessments Non-
58,202 j 26,85,027 27,551 17,21,324 30,651 9,63,703 

.company 

3; Category 'B' Company 10,531 I 92,979 4,932 57,876 5,599 35,103 
··.·-

(higher) 
Non-assessments 24,118 9,21,113 11,563 5,75,370 12,555 3,45,743 

company . ' 

4. Category 'C' Company 32,551 50,319 16,332 23,911 16,219' 26,408 
Assessments Non-

_Company 
43,448 '1,99,585 25,808 1,11,486 17,640 88,099 

5. Category 'D; Company 5,569 280 2,681 216 2,888, 64 
Assessments Non- I~ Company 

43,794 4,266 19,314 1,951 24,480 2,3-15 

<ComJPlanny 87,249 I 3,49,9(D5 39,992 1,65,726 47,257 1,84,179 
I 

'JI'otl:all Nmn- i 

<ComJPlarrny 
4,39,756 ~.rn,95,991 2,(Dli,991 2,(D8,32,903 2,37,765 1,02,63,088 

i 

0 W.••~ '< 

119 



. \ 

.CA 8 of2008 (Direct Taxes) 

. I 
I 

I 

i 

! i . 

. A.. .,ll• 1 . I 
. · . pjp)(el!llullX .i(D . •.·. ,.- I ·. 

· [Refoirerrnce: lP'auragirapiln 2.Hf]['albille; lln«ll~ 2.JIAI] 

2ocH~o2 and earlier:years' 
2002~03 

2003~04. '\ 

2004~05 

2005~06 
2006~07 

. . ·.· I 
,:~· . .·· 1· 

' 
I 

··: l,61,577 

120 

24,035 
18;450 
20,450 
21,096 
33,437 . l 

i 
i 
j 
I 

' • I 

! 

I 
.. 1· •. 

3,618.82 
1,926.92 ... 
1,943.66 . 
2,658.lO 
3,171.34 
13385.02 .. 

I •. 1.1 1 
)_ 

\ 
. --''I 

::·;Ji 
:.\. 

.. ··. 

\ 

··-'-
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