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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised by the 
Committee, do present on their behalf this Ninety-Seventh Report on 
Paragraph 2.1 of the Report of the Comptroller and Auditor General of 
India for the year ended 31 March, 1993, No. 5 of 1994, Union 
Government (Revenue Receipts-Direct Truces) relating to System 
appraisal-Functioning of Investigation Circles. 

2. The Report of the Comptroller and Auditor General of India for the 
year ended 31 March, 1993, No. 5 of 1994, Union Government (Revenue 
Receipts-Direct Taxes) was laid on the Table of the House on 10 May, 
1994. 

3. In this Repqrt, the Committee have noted with concern that in the 
five years from 1988-89 to 1992-93, out of a total of 10,348 search cases 
where final assessments have be.en completed in 3712 cases, i.e. 35.87% no 
c_oncealed income was detected: Considering the extraordinary and excep­
tional power granted ~o the Department in conducting search and . seizure 
operations, the Committee .have felt that there was an imperative need for 
a thorough grcrund'w()fk before undertaking search and seizure operations 
in order to enhance the success rate. 

4. The Committee have . expressed their deep. concern t~at the prosecu­
tion proceedings initiated in the number of case~ assigned to.lnvestigation 
Circles during the period 1988•89 to 1992-93 showed a declining trend. The 
Committee have recommended that the Ministry of Finance should look 
into the reasons for the sharp decline in the prosecutions launched in 
search cases and take necessary steps in order to ensure thitt· the 
prosecution provisions under the Direct Tax and other related Laws are 
effectively applied to create an appropriate impact and to subserve as a 
deterrent against tax evasion. Another disquieting feature observed by the 
Committee was that the rate of convictions against the prosecutions 
launched in respect of search assessments was dismally low. Of the 2729 
prosecutions launched in respect of 49,648 search assessments completed 
during 1990-93, the number of convictions was just 1664. The Committee 
are, therefore, convinced that those disturbing trends have to be carefully 
analysed at the Board/Ministry level and necessary corrective action taken 
with a view to ensuring that the offences committed arc sternly and 
effectively dealt with. In this connection, they have emphasised the need 
for improving the quality of legal assistance and have desired, that the 
Ministry of Finance in consultation with the Ministry of Law should 
seriously address to this issue and attempt to remove the dcficicnrjes 
arising· therefrom. 

(v) 
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s.~ The Committee have further expressed their deep concern that the 
instructions issued · by the Ministry of Finance for completion of regular 
assessments u/s 143(3) within a period of two years were being followed 
more in breach by the Assessing Officers. The Audit test check revealed 
that in 69 cases in seven Charges, regular assessments were not completed, 
in 25 cases in two Charges even assessment proceedings did not commence 
within the prescribed time, and in 364 cases in 10 Chargesr delay in 
completion of regular assessments ranged from 17 days to Five years 
beyond the stipulated period. The Committee have in this connection 
recommended that the Central Board of Direct Taxes should not rest 
merely with issuing executive instructions in the course of administration of 
Direct Taxes Laws, but also ensure that they arc faithfully implemented by 
all concerned. 

6. Another important area where the Committee found inordinate delay 
occuring related to the reopening of assessments after search and seizure 
operations. Under the Income Tax Act, 1961, in cases where incriminating 
material or assets arc seized, the dei::artmental authorities are required to 
reopen the relevant assessments. Executive instructions require that the 
notices to the assessces for re-opening completed assessments should be 
issued within six months from the date of search. The Committee have 
noted with unhappiness that in 161 assessments in nine Charges, there 
were delays ranging from one month to 61 months in issue _of notice for re­
opening the assessments. While deprecating the lack of seriousness (?f the 
Ministry in the matter, the Committee have desired that the Board should 
ens~re that the assessing officers follow the Board's instructions. · 

. 7 • One of the objectives for setting up the Investigation Circles was to 
im~rove the quality of search assessments and ensure quick follow-up 
action. The Committee have noted with astonishment that in 42 assess­
ments, mistakes/omissions were noticed which resulted in non-assessment/ 
unclerassessment of hrcomc/wealth of Rs. 3.34 crorcs with consequential 
non/short levey of tax of Rs. 1.05 crores. Expressing their dissatisfaction 
over the matter, the Committee have recommended that alL the cases 
mentio~ed ab~ve should be thoroughly enquired, with a view to taking 
corrective ~chon and also fixing responsibility. 

8· The Public Accounts Co~mittee have time and again emphasised the 
need to tone up Direct Taxes administration to effectively meet the 
menance of bl~ck money and evasion of taxes. The Committee have in this 
Report un~erhncd !he fact that search and seizure are exceptional powers 
c~nfcrr~d m e~ecptional circumstances for the purpose and, therefore, it is 
highly imp_eratlve that they should be exercised efficiently in unearthing 
conceal~~ m~ome an~ wealth _a~d also checking evasion of taxes. However, 
the def1c1e1~c1es and mcgular~t~es discuss1:;d in this Report dearly indicate 
that th~re IS _a need for a cntica) review of the existing· system of search 

_ and seizure m order to make 1t more cffccti'vc. The Committee have 
desired that the shortcomings/deficicneies-irregularitics discussed in this 
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Report should be dispassionately examined in all their ramifications and 
corrective action in the working/procedures or otherwise taken with a view 
to streamlining the search and seizure operations and the Investigation 
Circles and thereby achieving better results in unearthing black money and 
combating evasion of taxes. 

9. The Committee examined Audit paragraph 2.1 at iheir sitting held on 
29.11.1994. The Committee considered and finalised the report at their 
sitting held on 21.4.1995. Minutes of the sitting form Part-Ir of the 
Report . 

10. For facility of reference and convenience, the observations and 
recommendations of the Committee have been printed in thick type in the 
body of the report and have also been reproduced in a consolidated form 
in Appendix-II to the Report. 

11. The Committee would like to express their thanks to the Officers of 
the Ministry of Finance (Department of Revenue) for the co-operation 
extended by them in giving information to -the Committee. 

12. The Committee place on record their appreciation of the assistance 
rendered to - them in the matter by the Office of the Comptroller and 
Auditor General of India. 

NE~DELm; 
24 April, 1995 

4 Vaisakha, 1917 (Saka) 

BHAGWAN SHANKAR RAWAT. 
Chairman,. 

Public Accounts Committee. 

• Not printed (one cyclostyled copy laid on the Table of the House and five copies placed in 
Parliament Library) .-



REPORT 

FUNCTIONING OF INVESTIGATION CIRCLES 

Audit Paragraph 
This Report is based on paragraph 2.1 of the Report of the Comptroller 

and Auditor General of India for the year ended 31 March, 1993 (No. S of 
1994), Union Government (Revenue Receipts--Direct Taxes), which is 
reproduced as Appendix I. 

Relevance of Searches and Seizures 

2. The need to curb economic offences and combat tax evasion have 
engaged constant attention of the country. Government had from time to 
time introduced various measures including inter-alia conferring of powers 
of survey, search and seizure on the Income Tax authorities etc. with this 
end in view. 

3. This efficacy of the measures to unearth black money and check 
evasion of taxes had been of immense concern to the Public Accounts 
Committee. The Committee had not favoured measures such as Voluntary 
Disclosure Schemes. Schemes like Voluntary Disclosure etc. were also not 
favoured by Wanchoo Committee (December 1971), National Institute of 
Public Finance and Policy etc. (March 1985). The Public Accounts 
Committee in their 17th Report (1967-68) had also concluded that these 
schemes (1951 and 1965 sche1T1es) had not achieved their objectives and 
recommended suitable drastic measures to tone up the Direct Taxes 
Administration. The Public Accounts Committee in their 123rd Report 
(1978-79) had again expressed their dismay that the probfoin of black 
money had not been tackle effectively and recommended that the 
Government should take suitable drastic measures to tone up the direct 
taxes administration . 

4. It is in this background, that the relevance of such extraordinary 
powers, like search and seizure, can be appreciated. 

Organisation and functions 

5. Search and seizure operations arc conducted by the Investigation 
Wing of the Income Tax department. This wing is entrusted with the 
responsibility of planning executing search operations throughout the 
country. For this purpose, there are ten regional Directorates of 
Investigation, whose -work is monitored by five Directors General of 
Income T~ (~nves.tigation). The asscss'!l':nt w~rk is, however, assigned to 
the Inv~st1gat1on ·circles under the adn11mstrat1vc control of the respective 
Commission~rs of I~come Tax. After the reorganisation of the Income Tax 
Department m Apnl 1988, the work of assessment of all search and seizure 
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cases was transferred to Investigation Circles headed by Assistant 
Commissioners, except those cases which are assigned to Central Circles or 
to Deputy Commissioners of Income Tax (Assessment). 

I I 

6. '!;he total · number of officers deployed for search and seizure 
assessments and the total workload assigned to them· as per the 
information made available to the Committee by the Ministry of Finance 
(Department of Revenue) is as .under: 

Financial Y car 

1989-90 
1990-91 
1991-92 
1992-93 

Legal Provisions 

Total workload of search 
& ,seizure cases 

40504 
35014 
31284 
26545 

No. of Officers 
deployed 

189 
248 
257 
249 

7 • The powers of search and seizure under the Income Tax Act, 1961 are 
vested in various Income Tax authorities. Sections 132 and 132A of the 
Act read with Rules 112, 112A, 112B, 112C and 112D of the Income Tax 
Rules prescribe the procedure for authorising and conducting a search, 
making seizures and dealing with the seized assets. Similar powers under 
the Wealth Tax Act, 1957, are conferred by section 37A and 37B read with 
Rules 10 and lOA of the Wealth Tax Rules. 
Procedure 

· 8. 1:he work of the Assessing Officer begins with the receipt of the 
Appraisal Report from· Investigation Wing, alongwith the seized material. 
In all sea_rch and seizure operations und,ertaken by the Investigation Wing, 
an ".'-Praisal Report is required. to be prepared, containing, inter-alia, 
details of seizure of assets, surrender made under section 132(4) of the 
Income Tax Act, outcome of the search, and it indicates the prosecution 
an_d ~ncealment potential of the case; based on preliminary scrutiny of the s:~z~ do;uments. This is sent to the Assessing Officer within one month 
( b ahys dromd July l991) of the date of search. The seized material is also 
to e an e over to the A • 0 r· · h. h 'fi d · 1· 't sscssmg f teer wit m t e spec, 1c time 1m1 . 

h
9

.AThe_ Assessing Officer first passes an order under Section 132(5) of 
t e ct m cases where a . . 1 · · bl 

. d . . ny money, bullion, Jewellery or other va ua es 
afre sci;; ~/

stt
matmg undisclosed· income/wealth in a summary manner, 

a tder a 
I 

or! mg athn opportunity to the person concerned for being heard, 
an ca cu ates e amount of t d . f · 

d 1 • ax, etcrmmcs the amount o mtcrest 
payable an pen~ ty ln:'P?sable on the pc.son. with the prcviou$ approval 
of t)tc _Dcp_uty ommissioner of Income Tax. The assessing officer can 
retain 111 -his cuStody such . assets as would be sufficient to s:Ni_sfy the 
uggrcgatc amuunt of taxes, mtcrest and penalties stated in the order, and 
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is required to release the remammg assets, if any. After passing orders 
under Section 132(5), action for completion of regular assessment is taken 
up. .. 

Performance during 1988-89 to 1992-93 

10. The Audit review seeks to evaluate the post-search performance of 
the department, particularly the working of the ln'(estigation circles, based 
on the findings from test check of the records of 7,960 cases in 165 
Investigation circles, functioning in 75 Commissioners' Charges in various 
parts of the country during the period 1988-89 to 1992-93. 

11. The following table appearing in the Audit para indicated the various 
facets of "search" and "post search" functioning of the departmental 
machinery for the years 1988-89 to 1992-93:-

Year Opening Searches Total Numbers of Number of Income Tax involved 

Balance during cases where cases determined 

of search the year interim pending at in the orders 
cases orders were the end of passed 

passed each year 
during the 
year 
(percentage) 

(in crores of rupees) 

1988-89 1,390 3,321 4,711 2,927 1,784 244.92 245.52 
(62.13) (37.87) 

1989-90 1,786 1,900 3,686 2,717 969 246.71 225.31 
(73.71) (26.29) 

1990-91 932 2,195 3,127 2,243 884 275.80 2.57.28 
(71.73) (28.27) 

1991-92 884 1,356 2,240 1,455 785 329.64 238.96 
(64.95) (35 .05) 

1992.93• 785 1,960 2,745 2,016 729 590.68 564.87 
(73.44) (26.56) 

Total: 10,732 16,509 11,358 5,151 1,687.75 1,531.94 

•Provisional 

Delays in infirmities in passing orders 

12. The Committee desired to know the reasons for the large pendency 
of assessment though interim orders were required to be passed within 120 
days under Section 132(5) of the Income Tax the Act . The Ministry of 
Finance (Department of Revenue) in a note stated that the total searches 
requiring interim orders were only 12,122 as against 16509 mentioned in 
the Table, out of which 11,358 order under Section 132(5) had already 
been passed. Explaining the reasons for the delay. the Ministry s~at~d. that. 
in some cases it was possible that the search of a group or an md1v1dual 
commenced at an earlier date but the actual seizure was effected at a later 
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·date, when the warrant is executed. They also stated that it was also likely 
that · the balance 764 orders related to the last quarter. They, however, 
maintained that the orders have to be passed under Section 132(5) with 
120' 'days. · · · 

13. In 13 interim orders passed, mistakes and infirmities, like under 
estimation of income, omission to consider concealed incomes, non-. 
imposition of penalty, interest etc. were noticed. The Ministry have replied 
to 7 cases on the basis of the reports received from the concerned charges 
stating that . there was a technical delay in one case in issuing notice under 
Rule 112A. While it has been decided not to pursue for out of the above 
cases, in respect of 3, it has been brought to the notice of the Ministry 
by Audit that there replies were not relevant to the issued under 
consideration. In respect of these cases the Ministry hav1;. started that as 
the issue h1,1~ been dis.cussed during oral evidence further reply was not 
necessary. The Ministry have not replied to Audit in 6 of 13 cases. 

14. When asked about the number of cases pending passing of orders 
under Section 132(5) chargewise at the end of each year during 1988-89 to · 

· 1992-93, the Ministry stated that no record was maintained regarding the 
chargewise pendency of such orders. 

15. On being asked about the consequences of the failure ·to make 
orders within the stipulated time, the Ministry in a note stated'that in such 
cases, the sdzed assets cannot be retained by the Assessing Officer and 
_will have to be released to the person from whom the seizure is effected . 

. i6. Asked about the existing legal and administrative checks and the 
me?surcs that the Ministry propose to take to avoid such eventualities 
which could be detrimental to the interest of revenue, the Ministry of 
Fin~ncc ~Department of Revenue) in a post-evidence note stated that the 
orlilers . u_ndcr Section 132(5) were passed after approval of Deputy 
Co11:1_m_1ss1o?er of Incdme-tax of the Range and hence the existing legal a~d 
aiilmmistrat1ve checks were sufficient to ensure that , there were no delays m 
passin_g of the ,orders. 

Non-detection of concealed income 
17 · The Audit paragraph revealed that in the five years from 1988-89 to 

1992·93, out of a total of 10;348 search cases where final assessments were 
com~lctcd, in 3712 ~ascs, i.e. 35.87 per cent, no concealed income was 
detected. The Comm1-t~cc pointed out that the search and sc,izurc operation 
was ra the_r an exceptio!rnl _than routine operation which was conducted 
after carefully constdenng mformation relating to likely concealment of 
income and also the extent thereof. In view of the above and also the fact 
that 35 per cent searches conducted resulted in non-detection of concealed 
income, the Committee asked whether the Ministry of Finance did not 
agree th_at there was nec_d for more thorough groundwork before 
undertakmg search and ~eizure operations. The Ministry of Finance 
(Department of Revenue) 111 a note inter alia stated that the success rate of 



5 

65 per cent can by no means be considered a matter for anxiety and 
described the same as "fairly high". 

Declining trend in prosecutions launclied 

18. The Income Tax Act provides for prosecution for certain defaults 
such as wilful attempt to evade tax, false statement in verification etc. The 
Audit paragrah revealed that the prosecution proceedings initiated in the 
number of cases assigned to investigation criclcs during 1988-89 to 1992-93 
showed a declining trend. The information gathered by the Committee in 
this regard revealed the following: 

Year 

1990-91 
1991-92 
1992-93 

Number of search 
assessments 

completed 

19498 
16375 
13775 

P.rosecutions Convictions 
launched obtained 

1629 1392 
775 154 
325 118 

4 19. The Committee desired to know the reasons for the sharp decline in 
the cases where prosecution proceedings were launched during the five 
years between_ 1988-89 and 1992-93, the Ministry of Finance (Department 
of Revenue) m a note enumerated the following reasons:-

"(i) The . i~mu?ity from levy of pcnalities granted by the disclosure 
p~ov1s1ons_ m the form of Explantion 5 to Section 271(1) (c) read 
with Se~t1~n 132_( 4) ·of the Income-tax Act, 1962, also grants 
automatic 1mmu111ty from prosecution unless some other grounds 
of concealment, making of false statement etc. arc found. 

(ii) There has been a conscious decision to launch prosecutions only in 
important cases in view of the mounting pendency of prosecution 
cases in the court and the inability of the judicial administration to 
speed up the disposal and concentrate on relatively important cases 
in filing prosecution complaints, Revised guidelines for prosecution 
under Direct Tax Laws were issued on 7.2.1991. Under these 
guidelines stress is laid on offences involving tax frauds, fabrication 
of evidence and major dcfautls relating to various other offences. 
It has been decided not to initiate prosecution proceedings in 
respect of smaller cases of defaults. 

(iii) Launching of prosecution depends on various factors such as 
establishment of concealment,. sustaining of the addition by 
appellate authorities, levy of penalty u/s 271(1) (c) and fulfilling of 
criteria laid down in various Instructions of CBDT from time to 
time. For the period under review, i.e. Assessment Year 1988-89 
to 1991-92 the relevant assessment proceedings may be in various 
stages of completion:" 
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20. Referring to the reason cited by the Ministry at (iii) above, the 
Coro'mittee asked whether it was necessary to await completion of 
assessment proceedings for launching of prosecution. In a note furnished 
after, evidence, the Ministry stated that it would be prudent to wait ~tleast 
till the first appeal was decided and when penalty was initiated till the levy 
of penalty. 

21. The Committee further enquired about the number of cases pending 
where prosecutions were yet to be launched and the steps initiated to 
expedite clearance of ·these cases, .the Ministry of Fiannce (Department of 
Revenue), irr a note stated that since it was not possible to anticipate 
launching of prosectuion in pending assessment proceedings, no statistics 
with regard to the pendency of cases where prosecutions are to be 
launched was maintained. 

22. Offering his comments on the manner in which prosecutions where 
presently being launched by the Income-tax administration the Secretary, 
Revenue stated in evidence:-

"Even under th·e existing procedure of law, the area of prosecution 
is one of the weakest links in the income tax administration. It is 
probably because we are not able to enforce the penal provisioM 
of the Jaw. This may be one of the reasons why people·think that 
they can get away by evading taxes.'' 

23. During the course of examination, the Committee were informed 
that the latest position on prosecution complaints launcned and disposed in 
respect of various offences under Direct Tax Laws and related IPC sections 
was as follows:-

Financial Comp- Convic- Acquittal Compoun- Total Year laints tion ding 
198&-89 7428 130 207 444 781 
1989-90 8929 181 234 223 638 
1990-91 3786 174 1698 437 2309 
1991-92 2448 165 169 153 487 
1992-93 1491 • 808 391 1301 102 
1993-94 941 57 570 507 1134 

24. Considering the fact that acquittals were high in the years 1990-91, 
1992-93 & 1993·94, the Committee asked whether any analysis had been 
made t_o _know th~ reasons for the same and the steps taken in this regard. 
The Mm1stry of Fmance (~cpartment of Revenue) in a note after evidence 
inter alia stated that the figures included statistics of acquittal on technical 
offence cases and that they had not studied the same. They also added that 
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acquittals were· a result of judicial pr.onouncements which cannot be 
interfered with. 

25. The Committee wanted to know. about the monitoring done by the 
Ministry to see that conviction goes up in the prosecutions cases launched, 
so that the deterrent effect was visible. The Ministry of Finance 
(Department of Revenue) in a note furnished after evidence stated that no 
analysis had been made of the rate of conviction; But important cases of 
prosecution were montiored by ensuring proper representation and by 
hiring special counsels in some cases. According to the Ministry, 
appointment of counsels were handi..;d by Ministry of Law in places where 
there was Branch Secretariat and at other places it was bound by the fees 
fixed by Ministry of Law. · 

26. When asked about the nature of legal assistance and steps taken to 
improve the quality of legal assistance, the Chairman CBDT, stated in 
evidence:- · 

"As far as the legal counsel is concerned, we have to tie up with 
the Law Ministry. The problem is to get good and competent 
counsel within the scope of the financial ter,ms that are offered by 
the Ministry of Law. We have a more significant problem in Delhi 
and Bombay where it is exclusively handled by the Ministry of 
La~. We have approached the Ministry of Law and we hope to 
arnve at a solution. '' 

27: The Co~mittee desired to know whether any measures were .. · 
c~ns1dered to ov~rcome the large pendency of complaints, the Ministry of 
Fmance, stated 10 a post-evidencr note that the problem was that there 
were no separate courts to try economic offences, let alone Income-tax 
offences in many States. Aa;ording to the Ministry where the State had 
created benches for economic offences, they were too few to take c~re of 
all economic offences. "The Department is helpless in this matter", stated 
the Ministry . 
Delay in Completion of regular assessments 

28. For completion of regular assessments in search and seizure cases 
the Department had proposed Action Plan for each financial year, settin~ 
out the "Key Result Area" and targets. In the Action Plan for the year 
1992-93, an annual target of disposal of a minimum of 50 core assessments 
was fixed and included as a Key Result,Area. Similarly, targets were fixed 
for the years 1988-8()..to 1991-92. On the basis of the statistics furnished by 
the 'various charges in the country (except Rajasthan, Gujarat, Delhi and 
Karnataka) Audit has pointed out that the shortfall of· completion of 
regular assessments ranged between 1102 to 3113 assessments during the 
years 1988-89 to 1992-93. On the basis of the statistics furnished by the 
Department, Audit had pointed out that in 14 charges completiom of 
regular assessments of search and seizure cases was not receiving due 
attention in the Investigation circles, created with upgraded charges. 
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29:' The Committee wanted to know the procedure followed for the 
completion of regular assessment of search and seizure cases. Explaining 
the ,Sfime, the Ministry of Finance (Department of Revenue) in a note 
stated that the regular assessment proceedings under section 143(1) are 
taken up by the Assessing Officer and are completed after providing the 
assessee due opportunities of being heard and taking into account the . 
evidence produced by him in support of his claim. Detailed investigations 
are carried out, seized material sifted and the assessec is confronted with 
evidence of concealment collected. Full opportunity is given to the assessee 
to argue and rebut the presumptions of concealment and then the 
assessment orders finalized quantifying the taxable income, including 
concealed income, if any, established by the Assessing Officer. Every 
assessment under section 143(3) is to  be completed within two years from 
the end of the assessment year in w�ich the income was first assessable. In 
case of reopened assessments, the order u/s 147 is to be passed within two 
years from the end of the financial year in which the notice u/s 148 of the 
Income Tax Act was served on the assessee. 

30. It has been pointed out by Audit that in 69 'Cases test checked in
.seven charges, regular assessments were not completed and in 25 cases in 
two charges even assessment proceedings did not commence within the two 
year period prescribed by executive instructions. In 364 cases. delay in 
completion of regular assessments ranged from 17 days to five years 
beyond the prescribed period of two years from the date of search in. 10 
lbarges. When enquired about the reasons for the delay' in completion of
these ,asseS$ments, the Ministry in a note stated:

"The delay in completion of assessments, as observed by the audit. 
does not relate to the time frame for assessment/re-assessment 
prescribed in the statute but is with reference to the time-limit
prescribed by Instruction No. 1886- issued on 18th July, 1991. The
Revenue Audit 11as related this Instruction to the period 1988-89 to
1992-93 whereas the effect of Instruction No. 1886 will be knownfrom Financial Year 1992-93 onwards. It may be mentioned thatthe, said instruction was issued to expedite the search assessments
and. by ancl large, the instruction has been adhered to".

31.
_
In thcir note. the Ministry also stated that the targets prescribed perassessmg officer had net only been achieved, but also exceeded. 

32. In this connectian the· .Secr.etary. Revenue stated in evidence: "I . n recent time 0ut lntV,estigatien Wing has been churning out largenumb_e� of cases, ,and' tihe war.klaad is piling up. So, we have takena dec15ian �o contr.al ,�be num.bcr- of cases so that we will be able toeliminate this bac'1l0g w,hieh has pi.ted up."
33. He further stated:

"There is a steady fa'll in the searches carried out over a pcr-ied offour years from 1988-89 to 1992-93. This is what we arc aiming at.
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In 1989, there was a big backlog. With the help of competent 
officers, we have been able to bring down the pendency. Our aim 
was to reduce seat'ches and seizure assessment. In July 1991, a 
circular was issued in which we · had mentioned laying down of 
clear cut time frame for each set of action t<;> be taken. We were 
aware of the slippages and slowing down of the assessment 
process. We do find that there is a consid(?rable improvement in 
the -searches and seizures assessment." 

34. The Committee pointed out that Audit's comment were_ based not 
only on Board's Instruction of July 1991, but also vis-a-vis specific annual 
targets laid down in Board's Action Plans for each of the financial year 
1988-89 to 1992-93 wherein there was a ·shortfall in each year. It was also 
point(?d out that even prior to July 1991; instructions bad statedly been 
issued by the Board on 4 May 1995 (Instruction No. 1621) emphasising 
the need for expeditious completion of assessments in search and seizure 
cases. Inspite of the concern expressed by the Board, he achievement as 
per norms laid down for assessing officer-wise, the overall pendency 
remained high. The Committee, therefore, desired to know the ways and 
m~a~s evolvl!d for arresting the pendency of such assessments. The 
Mmistry of Finance (Department of Revenue) in a note after evidence 
stated: 

"The main p.roblem is the lack of adequate manpower. The 
Board has been fixing_ very high and challenging target every year 
only to spur the officers to strive utmost. The ve~y fact that the 
carry forward pending cases came down from 40,000 at the 
commencement of 1988-89 to less than 20,000 at the end of 
Marc?·. 1993, p~oves this assertion. The Ministry has not denied 
the f1xmg of high targets and the contents of Instruction No. 
1621. But actual clearance in the field would depend on the 
complexity of the case, number of - connected cases to be 
examined e~c. _so lo~g as the officers achieve the target of 50 core 
cases that m itself 1s an achievement.•· 

35. The Audit review also pointed out the following types of 
deficiencies in various charges:-

(i) Non-achievement of the Action Plan stipulations that 

(a) pending assessment to be carried forward to the next year i.'lould 
be less than those ending at the beginning of the year; 

(b) after a search is carried out the relevant assessment should be 
completed within two years; 

(c) Hundred percent disposal of cases relating to the year 1989-90 to 
1991-92, which were more than two years old; and 

(ii) Non compliance of the Board's instructions of July 1991 stressing 
the need to expedite disposal of search and seizure cases, and 
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completion of search assessments within two years from the date of search. 

36. The Committee desired to know whether the ~inistry have initiated 
any action plans to overcome the various deficienci~~ pointed out by Audit 
as mentioned above during test check _of records. in various charges. ~e 
Ministry of Finance (Department of Revenue) in a note stated tha_t m 
order to ensure better follow up action including investigation and 
assessment of search and seizure cases, instructions had been issued by 
CBDT on 18.7.1991: 

Delay in reopening of assessments after $e,a,:ch and seizure operations 

37. Under the Income Tax Act 1961 whenever a search is conducted in 
the premises of an asseess and in~rimin~ting assets are seized, the asse~ee 
in treated as one who had concealed income/wealth. Consequently, notices 
are issued for reopening completed assessments. Executive instructions 
require such notices to · be issued . within six months from the date of 
search. A test check by Audit in Tamil Nadu, Bihar, Karnataka, Assam, 
Delhi, Andhra Pradesh, Haryana and Orissa charges revealed that in 

· 161 tegular assessment cases, the delay in issue of such notices ranged 
between one month to 61 months leaciing to consequential delay in 
finalisation of the assessment proceedings. ·The Committee wanted to know 
the reasons for such delays. The Ministry of Finance (Department of 
Revenue) in a note stated: 

"There has been no statutory delays in reopening of assessments. 
As per provisions of Section 149 of the Income Tax Act, 1961, a 
completed assessment could be reopened for reassessment; 

(i) within four years from the end of relevant Assessment Year; or 

(ii) beyond four years but within seven years of the relevant 
assessment year if the income believed to be escaping 
assessment exceeded Rs. 50,000; or 

(iii) beyond seven years but within 10 years of the relevant 
assessment year if the income escaping assessment exceeds Rs. 
1,00,000. 

Tbe assessment~ in item (ii) arnd (iii) are reopened with the prior 
a~p_roval of Chief ·Commissioner/Commissioner of Income_ Tax. 

Un~e)- Section 153, the Assessing Officer has been given !ime upto 
~o. years from the end of financial year in which notice under 
,ect_1on 148, reopening the assessment, is issued to complete the 
reassessment. · 

These are the ~tatutory ..limits which the Assessing Officer has to 
follow, failing ~hich action would get barred by limitation of t~m~. 
He?ce•. ther~ 1s no delay on the part of Assessing Officers m 
complying with statutory requirements." 
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38. The Ministry in their note, however added: 

"In order to expedite follow-up action and to ensure quick disposal 
of search and seizure cases, the CBDT issued Instruction No. 1886 

•. dated July 18, 1991, requiring issue of notices under Section 148 
wherever necessary within six months from the date of search. The 
Instruction was based on the CBDT's own appreciation of the need 
to take immediate remedial action in search cases. The delay 
referred to by the Revenue Audit pertains t~ the years 1988-89 to 
1991-92 and is based on the time frame prescribed by this 
Instruction of July, 1991 effect of which would have been known 
only from the Financial Year 1992-93 onwards" 

. 39. When asked about the steps taken to minimise mistakes in 
assessments, the Ministry in their note referred to the Instructions ( of 
18.7.1991) which according to the Ministry have reiterated the manner of 
monitoring search cases by Comissioners/Deputy Commissioners. 

Under-assessm~,tt of income and tax in regular assessments due to mistakes/ 
omissions 

40. One of the objectives for setting up the Investigation Circles was to 
improve • th~ quality of search assessm~nts and ensure quick follow up 
action . The Audit . has pointed out that in 42 assessments, mistakes/ 
omissions were noti~ed which resulted in non-assessment/under-assessment 
of income/wealth of Rs . 3.34 ·crores with consequent non/short levy of tax 
of Rs. 1.05 crores. The Committee enquired the reasons for mistakes/ 
omissions resulting in under assessment of income and tax noticed in 
regular assessments and the amount of loss · caused thereby in various 
charges during each of the year from 1988-89 to 1992-93. The Ministry of 
Finance in a note stated that the· mistakes or omissions which has resulted 
in under assessment of income and under charge of tax noticed jn the 
mustrative cases had occurred due to incorrect appreciation of f:tcts 
avaHable before the Assessing Officer or due to the failure to take 
consequential action in the case under assessment before the aSSCS$ing 
officer or in connected cases. According to them, wherever such mistakes 
pad been noticed, steps had been taken to rectify the mistakes or remove 
tbe omissions and recover the tax dues. ., 

41. On being ru:ked whether_ t~~ Ministry _had conducted any inquiry in 
diis regard and fixed respons1b1hty, the Mmistry of Finance (Deptt. of 
Revenue) in a note stated: 

"Wherever mistakes are noticed or brought to the attention of the 
Commissioner of Income-tax by the Audit, the C.I.T. satisfies 
him_self about the bo~afides of such_ i:nistakes, if necessary, by 
calhng for the explanation of the Assessing Officer who committed 
the mistakes. Follow-up action. j f .-and where necessary, is Ulen 
taken by the Commissioners of Incpme-Tax, Sim\lar procedure is 
being followed in the cases under consideration." · 
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42. in this connection. the Secretary, Revenue stated in evidence: 

"We admit that in a number of cases Audit has found faults with 
officers which were genuine. The Audit ·has helped us in finding 
out a · number of cases of under assessment. We agree that just 
for the fear of Audit they need not over assess the cases, because 
they can very well explain to the Audit why they have taken a 
p~rticular action. They can convince them that it was done not 
with any malafide intention." · 

Variations between Appraisal Reports and Assessment Orders 

43. In their instructions issued in July 1991, the Central - Board of 
Direct Taxes, had directed that the reasons for any variation between 
regular assessment order and Appraisal Reports as well as interim orders 
are required to be dearly recorded in regular assessment orders. During 
the course of audit fr was noticed that in several cases there were 
substantial variation between income and tax determined in regular 
assessments and that worked out in Appraisal Reports and orders passed 
under section 132(5). 

44. It has been pointed out by Audit that against an income of Rs. 
13.54 crores determined initially in 15 cases, income of Rs. 93.02 lakhs 
only was determined in the regular assessments. Further. as again~t tax of 
Rs. 2.82 crores initially determined in 35 cases. the amount finally 
determined was only Rs. 42 takhs. Similarly. the income shown in 
Appraisal Reports at Rs. 806.90 lakhs in 25 cases was finally assessed at 
Rs. 86.40 lakhs. 

45. Drawing attention of the Ministry to the afore stated facts , the 
Commit-tee desired to know whether the Ministry had reviewed/ 
reassessed all the cases where huge loss of money has taken place due to 
large variations between concealed income/wealth as me!)tioned in 
appraisal reports and as assessed in orders passed under Section 132(5) 
and thereafter in regular assessments · and if so. the detail! of action 
t.aken i~ . this regard, chai;ge-wise, du;ing the years 1988-89 to 1992-93. 
The ~m1Stry of Finance (Deptt. of Revenue) in a note stated that the 
Appra15al Repott prepared by the Assistant Director (Investigation) 
evaluates and indicates the Jines of investigation. The order under section 
13~(5) by -the. A~sing Officer is also a summary order framed with the 
~Ject of estimating the likely tax-liability of the person from whom 
seizure ~as been effected in order to retain or release the seized assets. 
The regular assessment ordj:r is however. passed after detailed 
investigati011s and_ a!ter giiving due o~portunity to the assessee. According 
to them, the vanat1on between the concealed income/wealth mentioned 
in Appraisal Report and io orders U/s 132(5) and the final assessment 
ordet passed under Section 143(3) cannot be termed as "huge loss of 
money" attd hence there was no need to review or reassess the cases 
where such variations occur. 



46. In this connection. the Chairman, CBDT stated in evidence: 
•·The variation between these two papers is inevitable because 
these two papers are drawn for two different purposes". 

47. The Committee drew attention of the Ministry to two specific cases 
mentioned in the Audit para 2.1.13(ii) & (iii) pointing out the extent of 
variations to the tune of Rs. 117 lakhs and Rs. 17.28 lakhs which did 11:ot 
stand to reason. When asked the reasons for such abnormal variations and 
the concrete measures proposed by the Ministry to minimise them, the 

. Ministry of Finance in a note furnished after evidence inter alia stated: 
'"Such variations do not always reflect poorly either on the 
appraisal report or the final assessment order. It is not . always true 
that final assessment results in downward variations vis-a-vis the 
appraisal reports. An in-house study revealed that at least in 15 big 
cases there was an upward revision at the time of regular 
assessment." 

Success rate in appellate proceedings 

48. One of the measures of ascertaining the quality of assessments in 
Investigation circles was the success rate · in appellate proceedings. On the 
basis of the statistics furnished by 58 Commissioner's charges Audit has 
pointed out that out of tax of Rs. 467 :47 crores determined in 2985 interim 
orders passed under section 132(5), tax of Rs. 125.95 crores (26.94 per 
cent) only. including interest and penalty was finally determined after 
appeal effect in regular assessments completed during the years 1988-89 to 
1992-93. A test check in Madhya Pradesh and Tamil Nadu charges 
revealed that in 28 cases. out of assessed tax demand of Rs. 14.59 crores. 
raised in interim orders and regular assessments, in appeal, tax demand of 
Rs. 6.15 crores (42.15 per ~ent). was deleted and tax demand of ~s. 6.90 
crores (47.31 per cent) was set aside. Similarly, in Madhya Pradesh, 
Karnataka, Chandigarh and Haryana charges, against income of Rs. 448.41 
lakhs estimated/assessed in 24 cases. amount or Rs. 125. 76 lakhs was 
deleted and Rs. 256 lakhs was set aside in appeal. 

49. The Committee wanted to' know the reasons for the assessments not 
standing the test of appeals. The Ministry of Finance (Deptt. of Revenue) 
in a note stated: · 

50. 
been 

'"It is not correct to generalise that assessments in search cases do 
not stand the test of appeal. In a substantial number of cases 
additions are sustained. ' 

In individual cases, however. there may be some weakness in the 
assessment, _arising mainly because of non-cooperation by the 
assessee dunng the assessment process . This might persuade the 
appellate authority to' either set aside the assessment or on 
occasion, allow certain deductions in the additions made" . 

The Committe_e fu~ther enquired whether the appellate orders have 
analysed to identify the infirmities resulting in failure of the 



14 

Department-' in defending their action; and the steps taken for improving . 
the performance in appellate proceedings. The Ministry of Finance (Deptt. 
of Revenue) in a note stated: . 

"Appellate orders in individual cases are always analysed and 
eumined ·in detail to determine whether the order has to be 
appealed against or accepted on merits. There can be several 
reasons for relief being granted by appellate authorities. 

Supervisory officers have been instructed to closely minitor some 
of the more important assessments, especially search and seizure 
assessments, so that the degree of success in appellate proceedings 
is higher. Income-tax Department has consciously selected -and 
appointed officers of proven ability to represent the department 
before the Income-tax Appellate Tribunal. For some of the more 
important cases, the department also appoints special counsels to 
represent the Department ." 

51. In this connection. Secretary, Revenue stated iri evidence: 

"Coming to the number of cases that have been acquitted or set 
aside, there has been a general complaint that income tax officers 
over assess the cases. This has been the general complaint and has 
.been mentioned in Dr. Raja Chelliah's report also. He has 
mentioned that the number of assessment orders that have been 
set aside are quite substantial and this kind of assessment is not 
justified. Sir, I admit with a sense of trepidation that many of our 
officers do this kind of an assessment to a large extent, for fear of 
audit. And it have pointed out some mistakes and in a number of 
cases action had been initiated against the officers. So officers are 
on the side of caution, make a higher assessment and let the 
appellate authorities take the decision ." 

52. He further added: 

"There is also pressure on the Government that in all these cases 
where orders have been set aside in appellate courts like High 
Court and Supreme Court, we should initiate action against the 
officers for causing inconvenience to the assessees,. Various 
Committees which have gone into this issue also suggested that if 
there is a over assessment and if that ·assessment is set aside by the 
court then it should be taken as a deliberate attempt to harass the 
assessee. So, penal action should be taken against the officer 
concerned . Of course, we cannot act on this because the officers 
may become demoralised. But definitely the Audit has helped us 
in unearthing many· cases where that has been evaded or avoided.•· 

53. In reply to a question, the Committee were informed inter alia that 
the details regarding income and tax assessed during regular assess~ent 
relating to the interim orders and the outcome in appellate proceedings 
were not maintained separately . Asked whether it did not adversely affect 
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the department in obtaining the requisite feedback and initiating necessary 
corrective action, the Ministry of Finan_ce (Department of Revenue) in a 
note furnished after evidence stated that it was not possible to keep all the 
particulars upto the date of disposal of final appeals segregated case wise 
and year wise. This was because some times the additions/demand become 
final after several years. According to the Ministry, the efficacy of a search 
has to necessarily be judge by seizure effected, surrenders u/s 134( 4) and 
the addition made during the assessment by the AO. 

54. The Committee further enquired as to how the cases of weak/ 
defective assessment orders continued to be reported, inspite of the . . 
priority accorded and attention supposedly bestowed on search cases and 
whether it did not reflect on the role of the supervisory authorities charged 
with monitoring and guidance of search assessments. The Ministry of 
Finance in a note stated: 

"It would not be correct to generalise that all search and seizure 
assessments are either tardy or weak. ·A study by DOMS (Sample" 
size 164) revealed that out of Rs. 20 ··crores added, 47% of 
additions were sustained in appeal. Though search assessments 
constitute only 5% of total assessments , addition of over Rs . 1 
lakh was made in over 30% cases of scrutiny. •· 

Non-levy and short-levy of penalty 

55. Under the Income Tax Act , 1961 , penalty is leviable where, in the 
course of a search, the assesse is found to be owner of any unexplained or 
undisclosed money, bullion, jewellery or other valuable article or thing. 

56. The Audit has pointed out that in nine cases under various Charges 
penalty leviable (Rs. 3024 lakhs) for concealment .of income (Rs. 55.40 
lakhs), was not levied/short-levied. · · 

57. It was also been pointed out by Audit that in contravention of the 
instruction of the Central Board of Direct Taxes, in eight cases under two 
Charges penalty proceedings we"i:e dropped without approval of · the 
competent authority, viz. ; , the Deputy Commissioner of Inceme Tax-

58. The Committee wanted to kn0w the reasons for non-levy/short-levy 
of penalty and the proceedings being dropped·eventually. The Ministry· of 
finance (Deptt. of Revenue) in a note stated that there had been no short-
1evy/no~-levy of pen~lty in six ?ut of ~he nine cases pointed out by Audit. 
pro~eedm~s were e1t~er ~ndmg, or . _P~~~lties levied were dropped on 
merits which was a d1scret10nary quas1-Jud1cial function of the Assessing 
officer. . 

59. Simi~arly, accor~in~ to the Ministry penalty proceedings were 
dropped with the perm1ss1on of DCIT in seven of the eight cases pointed 
0 ut by the Audit. 

60. When the Committee further enquired whether these cases/matte~ 
bave been gone into and any preventive steps taken to check the 
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recurrertce of such cases in future. the Ministry of Finance (Deptt. of 
Reven!le) in a note stated that as the objections have been found not 
acceptable in most of these c~es. no follow-up action was, therefore, 
necessary. 

Non-collection of revenue assessed 

61. The audit paragraph ha~ revealed non-collection of tax/penalty/ 
interest of Rs. 42.11 crores levied in regular assessments of search and 
seizure cases in West Bengal and Tamil Nadu charges during 1988-89 to 
1992-93. The Committee equired the reasons for the same and also the 
current status. The Ministry of Finance (Deptt. of Revenue) in a note 
stated that the arrear position in respect of search of Tamil Nadu charge 
referred to by the Audit had been examined and it was found that arrears 
could not be collected because search assessments had been subjected to 
appeal before various appellate authorities. Therefore. till the appeal was 
disposed off the demand was either kept in abeyance or instalments 
granted for payment of taxes. The Ministry added that in six cases there 
had been partial collection of arrear demand and efforts were still on to 
collect the balance amounts. 

62. They further stated that arrears of Rs. 39 crores in respect of Search 
and seizure cases of West Bengal charge were mainly attri~uted to: 

(a) Demand raised in the assessment orders pertaining to search 
years being disputed and appealed against by the assessees; and 

(b) In some cases. time taken to carry out adjustment of the seized 
cash and other assets towards demand raised. • 

63. When the Committee asked to furnish a complete list of other States 
of the country showing uncollected revenue after search & seizure 
operations. the Ministry c;;f Finance (Deptt. of Revenue) in· a note stated 
that no separate statistics of uncollected revenue. state-wise. is maintained 
in respect of search & seizure operations. 

64. On being asked by the Committee regarding the steps taken to _make 
adequate arran~e_ments for timely collection of the assessed revenue m the 
country. th~ Mmtstry of Finance (Deptt. of Revenue) in note furnished to 
the Committee. stated: • 

"When an assessec is in default in making the payment of tax, the 
Tax Recovery Officer would proceed to recover the demand from 
such assessee by attachment and sale of the assessee's movable and 
immovable property. arrest of the assessee and detention in prison 
and appointing a receiver for the management of the assessee's 
movable and immovable properties. 

The Assessing Officer also resorts to other modes of recovery 
like attachment of bank account/sundry debtors . 
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The work of the Assessing Officer is overseen by the hig~er 
officers, Deputy Commissioner, Commissioner and C~1ef 
Commisssioner of income-Tax. For this purpo;;e, the Assessmg 
Officer submits dossier reports. The dossier reports, involving 
demand over Rs. 10 lakhs, are also forwarded to the Chief 
Commissisoner of Income-ta,c. Dossiers, involving demand above 
Rs. 1 crore, are forwarded to the Director of Income-Ta,c 
(Recovery)." 

65. In this context. the Secretary Revenue, stated in evidence: 
"There is hardly and rapport established between the tax collecting 
machinery and the tax payer in India. World over the tax payer is 
considered a client. That kind qf relationship has not been 
established in India." 

Monitoring of functioning of Investigation Circles 
66. With a view to ensuring adequate and proper follow-up action in 

search cases, the Board _have issued instructions in July, 1991 requmng 
each Commissioner and Deputy Commissioner of Income Tax to monitor 
at least 5/10 of the search cases respectively, every year. Test check by 
audit in some charges revealed that monitoring was either not being done 
or was being done partly. 

67 • The Committee desired to know the checks exercised on the 
investigation circles to ensure effective monitoring action, the reasons for 
lack of regular effective monitory by the concerned/authorised officers as 
per the instructions issued by CBDT and the concrete steps taken for 
effective monitoring, the Ministry of finance (Department of Revenue) in a . 
note s~ated: · · 

"Monitoring of assessments in important cases was first introduced 
in September 1988 through a Scheme of Control Mechanism. An 
in-house study had revealed slippages in the follow up action 
consequent to the completion of the search. Following this 
I~struction No. 1886 wa~ issued in July. 1991, laying down certai~ 
time frames for specific follow-up actions 1·n h 

h scare cases. 
Thereafter. t e assessments follow the normal · · · 
I "d d f II momttonng pattern a1 own or a assessment proceedings. · 

Recently. in December 1993 it d . . 
monitoring and control f ' was . ecided to remforce 
t f . o assessments in search cases by 
rans ernng cases relating to searches conducted from 1 8 1993 . 

the metros of Bombay Calcutta Delh" M d · · m 
to the Central Circles:" ' 1

• a ras and Ahmedabad 
68. The Committee further asked. bo 

supervisory officers in monito . ~ . ut the role played by the 
Chairman CBDT deposed . nng "dand guidmg the search assessments, the 

• m ev1 ence: 
"The instruction are that befo · 

h re an assessmg officer completed a scare assessment he consult h" · ' s IS superiors at every stage." 
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69. He further commented: 

"Right through the enquiry,, he consults his immediate superiors. 
Depending on the amount, the case is supposed to be monitored 
't>y the Deputy Commissioner, Commissioner, Chief Commissioner 
and the Board. We have a system to see that action is going on 
schedule. Some good results have com·e out of it. The overaU view 
is not that bad." 

Improper Maintenance of R~cords 

70. In order to facilitate control, quick transmission of relevant data to 
various supervisory authorities as well as for quicker follow-up action, 
atleast five registers are required to be maintained by Assessing Officers, 
dealing with search assessments. 

71. According to the Audit review, these r,egisters were either not 
maintained or wherever maintained, they were not in the prescribed 
proforma or were otherwise incomplete. The Audit test check revealed 
non-maintenance of registers of applications for relief against orders passed 
under Section 132(5), for granting extension of time for retention of seized 
records, for retention of books and documents under Section 132(8), of 
inspection of seized books and documents etc. Submission of these 
registers to the competant authorities, wherever required, was also not · 
regularly done. Alongwith this the periodical reports, monthly as well as 
quarterly, which were prescribed and which were required to be submitted 
to the competent authorities, were not prepared at all and wherever 
prepared, these were not submitted to the concerned authorities in time. 

72. In this context, the Committee wanted to know about the reasons 
for defe~ive/imp~o~er maintenance of important basic registers and non­
preparat1on/subm1ss1on of report to higher authority in various charges and 
the action taken for streamining the maintenance of basic records, the 
Ministry of finance (Department of Revenue) in a note stated: 

"The instruction of the CBDT on maintenance of various registers 
are, by and large, adhered to in most charges. The non­
main~en_ance or improper maintenance of registers and delayed 
subm1ss1on of reports pointed out by· the audit have been taken 
note of and the supervisory authorities like Commissioners and 
Deputy Commissioner of Income-tax are being asked to ensure 
that basic records are maintained properly. 

The CBDT Instruction No. 1886 dated July 18, 1991 laid down vario~s 
steps for ~ffective monitoring of search and seizure cases. As part of this 
exercise. the CIT/DCIT will also ensure adequate maintenance of 
registers/reports .•· 
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In this connection, the Secretary, Revenue, deposed in evidence: 
"Under the administrative structure of today which has be~n built 
up over the last three to four decad~s we have be:n catering to a 
particular set of conditions maiiltainmg ma_nual registers. W~ have 
been grilled several times in this Com~1ttee as well as 1~ the 
Standing Committee about the way in ~h1ch som~ of the re~1ste!s 
are being maintained. It is not -physically possible to mamtam 
proper registers for about 1.5 crores t~payers .. If the per~onnel 
are asked to do it they will only be writmg registers entermg ~ll 
the papers that keep pouring in. But the fact of. the_ matter is, 
people do not generally go through these p~pers 1D time due to 
the volume. Only the Audit comes and pick_ up some of ~he 
papers and can find faults. Exceptii\g the scrutiny cases which 
they take up based- on the guidelines issued by the Department 
they do not go through all the papers.•· 

Lack of coordinaiton in Assessments 

74. The departmental 'Search & Seizure Manual 1989' as well as 
instructions require that in order to ensure that action is taken by all 
Assessing Officers on similar lines inrespect of assessments of all assessees 
of a group, the Assessing Officer dealing with one assessee should keep 
in close touch with officers dealing with other assessees of the group. 
Similarly, as per the Manual as well as the departmental instructions, the 
investigating wing of the . Department as well as the Assessing Officer 
should maintain coordination/liasion with other departments and 
enforcement agencies, like Revenue Intelligence, Enforcement 
Directorate, Cll:stoms and -· Central Excise Department, · Sales Tax 
Department etc. Audit have, however, pointed out cases of violations of 
the manual and departmental instructions in West Bengal and Gujarat 
charges. 

75. The Committee desired to know about the. departmental machinery 
prescribed in this behalf and the steps taken to ensure eMective co­
ordination between various wings of the Department as also between 
other Departments/enforcement agencies, the Ministry of Finance 
(Department of Revenue) in a note stated: 

"Co-~rdination between -various wings of the Department as well 
as with other Departments/agencies has always received 
con_sider~ble att_entio~ of the CBOT and has been duly reflected in 
various mstruct1ons issued from time to time, such as: 

(i) I~struction No. 794 dated ~0.11.1974 regar~ing Co-ordination with 
sister Enforcement Agencies -Central Exci$e & Customs· 

(ii) Instru~ti~n No. SO? _dated 25.11.1974 regarding N;ed for 
estabhshmg proper has1on with Sales Tax Department; 

(iii) Instruction No. 1886 dated 18.7.1991 regarding coordination 
between Investigation Wing and the Assessment Units; 



(iv) Coordination Committee have been constituted at different levels to 
effect closer co-operation between the various agencies." 

Non-productidh of recordslinf t1rmation to Audit 

76. It has been pointed out by Audit that the review was C(?nducted in · 
spite of extreme reluctance on the part of departmental authorities at 
various levels. to produce relevant records .especially the Appraisal 
Reports, even after the Board had' issued instructions in April, 1991 ior 
making available all records, including appraisal reports to Audit. These 
instructions of the Board were later modified (March 1993) resulting in 
withholding of appraisal reports from Audit. 

77 . The Committee desired to know as to why the Department 
considered it necessary to withhold them from Audit. In a note furnished 
initially. the Ministry stated that Appraisal Reports were confidential 
documents and making them available to Audit might be prejudicial to 
investigation and taking up of follow-up action in othe·r years or in case of 
other members of the group or in connected cases. The Ministry further 
stated that these reports are prepared in a summary manner only to assist 
the Assessing Officer by indicating the lines of investigation. 

78. On being questionned further as to why. the instructions issued in 
Mar.ch 1993 had not been withdrawn, the Secretary. Revenue stated in 
evidence. ..we will iss:ie such orders to-day itselr'. A copy of the 
instructions da~ed 29 November, 1994 issued by the Ministry in this behalf 
was later furnished to the Committee. 

In this context, the Chairman, CBDT deposed:-

"lt was supplied till about March 1993. There have been aberrations 
which should not have occurred. There was no intention to deny it." 

80. As regards non-furnishing of inform,ation to Audit , the Ministry in a 
note stated that there were delays in compiling and furnishing information 
for the five y~ars sought by Audit. They added that information was, 
however. fumIShed but after the desired date in March 1993 . 

Need for streamlining the working of Investigation Circles 

81. The Committee desired to· know the year-wise break-up of concealed 
income brought to light during 1988-93 by search and seizure operations, 
the tax that was assessed as payable and that was actually realised. In a 
note furnished to the Committee, the Ministry of Finance (Department of 
Revenue) stated that no separate data was being maintained on those 
lines. 

82. Enquired as to how in the absence of the aforesaid data, they. 
evaluated the extent of usefulness of the search and seizure operati_ons, the 
Ministry replied that it was not possible to keep all the particulars upto the 
date of the disposal. of the final appeals as they sometimes beco_me.s, final 
after several years. Therefore, according to the Ministry . the efficacy had 
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to be judged by the seizure effected, surrenders under Section 132( 4) and 
the addition made during the assessment by the assessing officer. 

83. Asked about the cost of administering the Investigation Circles 
during the period 1988-93. the Ministry in another note stated that the 
Investigation Circles were part of the overall set-up under the 
administrative control of various Chief Commissipners of Income-tax 
(CCIT) and •hence, the cost for the same formed part of the CCIT ai:id no 
separate budget was prepared for them. The overall cost of administering 
the Income-tax Department during the year 1992-93 was 1.63% of gross 
collections of direct taxes. 

_84. The Committee wanted to know the steps initiated by the Ministry to 
collect · all requisite data by means of proper management information 
system. The Ministry of Finance in a note stated that the Department has 
gone for major computerisaiton of its working from January 1995. The 
computerisation process has started in Delhi. Bombay and Madras. It was 
hoped to network the entire country's income tax work soon. Among the 
softwares that are being developed. the interest of investigation work 
including maintaining search and seizure data for proper follow up were 
also being taken •care of. 

85. On being asked about other measures proposed to be taken in order 
to make the functioning of investigation circles more effective in 
unearthing black money and checking tax evasion. the Ministry in a further 
note stated:-

"ln order to improve the functioning of Investigation Circles. the 
Ministry is evolving : Management Information System on 
computers. The senior officers of the rank of D.C.I.T and C.I.T. 
are also required ta carry out regular . inspection of these circles 
and also ot m0nitor search . and seizure cases so that· the entire 
m~~erial evidence gathered_ during _the course of. search is properly 
u
1 

t!dhsed to un
1
_earth thax evhaston. Thi~ year greater emphasis is being 

a1 · on qua 1ty rat er t an quantity in respect of sea h w 
h k . "d bl . re cs. e 

ope to ma c cons1 era e achievements in this direction.'' 
Amendments proposed in the Finance Bill, ]995 

86. Under the present scheme. the undisclosed ineom 
result of the searches conducted.- have to be related to t~ u;~rthed as a 
in which the income was earned A new Sch e ' erent years 
finance Bill. 1995 by which u~disclosed in eme hads been proposed in the 

ch h II be come . etcctcd as a result of 
sear s a assessed separately at a flat rate of 600;. It h . b d 
that the proposed provision seeks to make h o. as ecn state 
search cases cost-effective Th . ! e procedure of assessment of 
stated to be as follows (Ref· e ~easons for mtroduc_ti?n of this scheme are 
the Finance Bill, 1995.):- · emorandum Explammg the Provisions in 

- Ill 

"Searches condueted,_ by the -lmiome-tu Department are important 
means of unearthing black maney. However, under the 



.. , 22 

__ present scheme, valuable time is lost in trying to relate the 
undisclosed incomes to the different years. Tax evaden 
generally manage to divert the focus to procedural and legal 
issues · and often invent new evidence to explain undisclosed 
income. By the time search-related assessments are completed, 
the effect of the search is considerably diluted. Legal battles 
continue for . many years to decide which income is assessable 
in which assessmen! year-:. No finality is reached and the seized 
assets remain with the Department for a long time. 

In order to make the procedure of assessment of search cases 
cost-effective. . efficient and meaningful, it is proposed to 
introduce a new scheme of assessment of undiclosed income 
determined as a result of search u/s 132 or requisition UIS 
132A. Under this scheme, the undisclosed income detected as a 
resuh., of any . search initiated, or requisition made, after 
30.6.1995 shall be assessed separately as · income of block of 
years. Where the previous year has not ended or the due date 
for filing a return of income for any previous year has not 
expired, the income recorded on or before the date of the 
search or requisition in the books of accounts or other 
documents , maintained in the normal course. relating to such 
previous year shall not be included in the block.•· 

Simplification of Direct Tax Laws 

87. During the course of examination the Co~mittee drew attention 
of_ the Ministry of Finance towards the· complex nature of the existing 
Dtrect Taxes Laws and desired to be apprised of the steps 
cont~~plate_d so as to make it simpler for compliance and 
adm1mstrtat1on, the Secreatary Revenue, deposed in evidence: 

"The In_c~me Tax {\ct was passed in 1961. It is now , 33 years 
old. Ongmally, it had 298 sections. But today, if I remember 
correctly, it contains over 500 sections. In addition to that, 
the~~ . Income tax law~ bristles with exemptions, deductions, 
facihtJ~, . censure clauses and various types of other 
comphcations which have been introduced an account of the 
changing economic -ambience and approach in this country. 
Now, the present thinking is that, to the extent possible, we 
shou_ld_ have a . tax policy which is very simple, easy to 
admm1ster and easy for the people to understand. Tod~y, if 
anyone reads any section of the Income tax laws and tnes to 
understand_ them, excepting few sections, may be ten per cent 
of the ~ctJons. he will only be frustrated. Section_ like ~ HHC 
and vanous oth~r provisions of the . law is wntten m such 
convoluted English that some sentences run to 10-20 lines and 
it is difficurt to understand. As the Secretary of . this 
Department I feel that this Act should be replaced by a simple 
Act which a common man can understand.•· 



23 

88. He further added: 
"Simplification 0f the existing law will again be difficult. I have gone 
through · it several times with my colleagues." 

89. The Committee were further informed during evidence that a group 
had been constitute·d in the CBDT to recommend measures for 
simplification of Direct Tax Laws, Thyy enquired about the time frame 
within which the task was expected to be completed. The Ministry of 
Finance (Deptt. of Revenue) in a note furnished subsequent to evidence 
stated: 

"It is expected that the Group will be in a position to submit its 
recommendations by the end of September, 1995". 

90. The need _to curb economic offences and combat tax evasion have 
engaged constant attention of the country. Government have from time to 
time introduced various measures including inter-alia conferring of powers 
of survey, search and seizure on the Income tax authorities with this end in 
view. Search and seizure operations are planned and executed by the 
Investigation Wing of the Depliftment. However, the assessment work of 

I . 

these cases is assigned to th.e • Investigation Circles headed by Assistant 
Commissioners of Income Tax, except those wh,ch are assigned to Central 
Circles or to Deputy Corngiissioners of Income Tax (Assessment). The. 
powers of search and seizure, dealing with seized assets etc. are governed by 
Sections 132 and 132 A of the Income Tax Act, 1961 read with Rules 112, 
112A 112B, 112C and 112D of the Income Tax Rules. Similar powers are 
conferred by Section 37 A and 37B of the Wealth Tax Act, -1957 read with 
Rules 10 and IOA of the Welllth Tax Rules. In all search and seizure 
operations . undertaken by -the Investigation Wing, an Appraisal Report is 
required to be prepared and sent to the Assessing Officer within 45 tlays. In 
/nter-alia contains details of seizure of assets, surrender made, outcome of 
the search presentation and potential of the case etc. based on preliminary 
scrutiny of the seized documents. The Assessing Officer initiitlly p~sses an 
order within 120 days in terms of Section 132(5) of the Act in a summa 
111anner towards the tax, interest and penalty imposable on th ry 

ft f I e person, 
'fherea er, action or comp etion of regular assessment is t k T 
~udit review seeks an evaluation of the post search p i a en up. he 
pepartment particularly the working of the Investigatiot ;r~an~ of the 
the findings from test audit of records of 7960 case . ire es a~d on 
Circles, functioning in 75 Commissioners Charg . s ID _165 Investigation 
country covering the period 1988~89 to 1992~;3 m ;;rious ~arts of the 
Committee emerging from th A di . · e findmgs of the 

. e u t review are summed in th . succeeding paragraphs. up e 

91. Under Section 132(5) ~f the Income Tax 
first passes an order within 120 days of the da;e 1:;1 !he Aslsessing Officer 
where an · seizure n search cases 

Y money, bullion, Jewellery or other valuabl i d stimar • . es are se ze 
e mg undisclosed mcome I wealth in a summary manner afte; 
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affording an opportunity to the person concerned for being heard. The 
Assessing Officer then calculates the amount of tax, determines the amount 
of Interest payable and · penalty Imposable on the · person with the prior 
approval of the Deputy Commissioner of income Tax. A test check by Ajidlt 
of Interim orders passed, revealed mistakes and Infirmities like 
underestimation of Income, omission to consider concealed Incomes, non­
Imposition of penalty, Interest etc.; As regards the 13 cases mentioned, the 
Ministry of Finance on the basis of the reports received from the Charges 
concerned replied'. to 7- cases stated that there had been a "technical" delay 
In only one case~ The Ministry, however, admitted that no record of the 
pendency charge-wise, was complied and maintained. The Committee desire 
that the Mlnlsti-y should thoroughly analyse the Infirmities In the 3 of the 7 
cases mentioned above In which their reply was considered as not relevant 
by Audit and also the position prevailing In all the charges and take suitable 
measlµ'el to avoid such eventualities which could ~ - detrimental to the 

. Interests of revenue. The Ministry should als.o send their speclOei: replies to 
the remalnlnJ 6 cases after due vetting by Audit 92. 

92.. The Committee are concerned to note· that In the five years from 
1988-89 to 1992-93,. out of a total of 10,348 search cases where final 
usessmenta have been completed•, In 3712 cases i.e. 38.87% no concealed 
income- was detected". The Committee are, however, surprised that the 
Ministry of Finance seem to be contented with the present rate of success. 
The Mt.m.uy stated that the success rate of only 65 percent can by no 
means be considered a matter of anxiety and described the same as fairly 
hip·. The Committee are not Inclined to share this sense of complacence. 
Consldwhlt the- extnordinary and exceptional power granted to the 
Depar~nt In, eonduetlng sean:h and seizure operations, the Committee are 
of the view that there ls an Imperative need for a thorouah aroundwork 
before· undertaklna search and seizure operations In order to enhance the 
success rate. 

93. The Income Tax Act, 1961 provides for prosecutions for certain 
defaults. such as wllfill attegipt to evade tax,. false statement 1n verification 
ete. Tile Com~te.e ue deeply concerned to note. that the prosecution 
proceedllll8 lnldated In th, number of cases assl1ned to In,v,estl1ation Circles 
durl~ the peried, 1988-89 to 1992-93 showed a decllnin&. trend·. In .fact, the 
CommUtee's, eUIQlnation revealed out of a total number of 49,.6,48· search 
assessmenh completed, d'llrin1 1990-93. prosecuUons were Launched, In 2729 
cases ooJ,y.. C-1•~ eao•ah, the cases. of prosecutions launched sharply 
declined from, 1629 lb 1~91 to 775 1n 199·1-92 and: 325 in. 1992~93. 
Evidently, the low alUllber of prosecutions. launched· 1$. a pointer to the fact 
that even, aftu· &«.I....._ hlc.rllllbtatln& material; In search cases, the 
Deparma.enti wen UDalillil• to, establleh ID1lDf. cues, ef &ax evulen, The 
MfDJs&ry of FmalM• atllib.llted; t1at1 llllarp., decllhe- la die· prosecuatea 
proeeedlnp llaunehed: to t1ie hltmwd'ty pr.evhhct for. ht dlla. reaar.d uncter 
certain proiv-ltloa1 of lnceme- tu l.aw·, the deetslen of· GO¥ermnent to tauncb 
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h · t1 t rs like necessity to await 
prosecution in important cases only, ot er ac O 

1 1 
laid down In 

completion of assessment proceedings, fulftlllng of er ter a etc While the 
various instructions of the Central Board of Direct Taxes • bla d 
Committee do recognise the need for layln1 . greater stress on err~ 
relatively more important cases, they are not fully convinced of some O e 
other causes put forth by the Ministry. For example, since the search c-:5 
are taken up on the basis of the Incriminating ~!lterials collected by e 
Department, the Committee feel that it is not necessary to await decision of 
the first appellate authority for launching prosecution particularly when 
such cases unfortunately tend to linger on at various appellate stages. The 
Committee would, therefore, recommend that the Ministry . of Finance 
should look into the · reasons for the sharp decline in the prosecutions 
launched In search cases and take necessary steps In order to ensun that 
the prosecution provisions under the Direct Tax and other related Laws are 
effectively applied to create an appropriate Impact and to subserve as a 
deterrent against tax evasion. 

94. Another disquieting feature observed by the Committee was that the 
rate of convictions against the prosecutions launched In respect of search 
assessments was dismally low. Of the 2729 prosecutions launched in respect 
of 49,648 search assessments completed during 1990-93, the number of 
convictions was Just 1664 • . In fact, the Committee's examination revealed 
that the number of acquittals In respect of the prosecutions complaints 
· launched a1alnst the offences committed under Direct Tax Laws and related 
IPC sections as a whole Itself was very high. Similarly, the prosecution 
complaints launched which were disposed of In a year had been 
substantially lower than tho.se ftled. The Committee are, therefore, 
convinced that those disturbing trends have to be carefully analy_. at the 
Board / Ministry level and necessary corrective action taken with a view to 
ensuring that the offences committed are sternly and effectively dealt with, 
The Committee, In this connection, emphasise the need for improvlnl the 
qual~ty of le1al assistance and would, therefore like the Ministry of Finance 
In consultation with the Ministry of Law to seriously address to tllll laue 
and attempt to remove the deftclencles arlsln1 therefrom. 

9S, The regular assessment of search and seizure cases are taken up by 
the Assessing Officers under Section 143(3) of the Income Tax Act, IHI. In 
their instructions issued on 4 May, 1985, the Central Board of Direct Taxes 
had emphasised the need for expeditious completion of assessments la aearch 
and seizure cases. The Board, In their subsequent lnstructlom luued on 18 
July, 1991 had directed that such assessments should be completed within 
two Years from the search. It ls a matter of deep concern to tbe Committee 
that these Instructions are beln1 followed more In breach by the Auessln1 
Officers. The Audit test check revealed that In 69 eases In seven Cbar1es, 
replar assessments were not completed, In 25 ca1e1 In two Charaes even 
as1e11ment proceedlna• did not commence within the prescribed two yean 
time, and In 36' cases In 10 Charges, delay In completion of rqular 
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assessments ranged from 17 days_ to Five yJars beyond the stipulated period. 
Distressingly, instead of rectifying this unedifying. state of affairs, the 
Ministry of Finance have sought to justify this inordinate delay by seeking 
to draw -an unjustifiable distinction beJween "statutory delay" and delay 
arising out of executive instructions. According to them, these delays related 
to the tun~ frame laid down in the Executive instructions and not in the 
Statute. This explanation of the Ministry is totally unacceptable and the 
Committee have no doubts, whatsoever, that the instructions have been 
issued by the Board-after assessing the exact position prevailing in the field 
formations. The Committee, therefore, desire that the Central Board of 
Direct Taxes should not rest merely with issuing executive instructions in 
the course of administration of Direct Tax Laws, but also ensure that they 
are faithfully implemented by all concerned. 

96. For completion of regular assessments _in search and seizure cases, the 
Board had also laid down Action plan for e11ch financial year setting out the 
''Key Result Areas" and the 'targets to be achieved. The Committee regret to 
note that there had been subs~antial shortfalls ranging between 1102 to 3113 
assessments vis-a-vis the specific annual_ targets laid down in the Boards' 
Action plans for each of the financial years 1988-8? to 1992-93. The 
Ministry of Finance attributed the pendency and 'the resultant shortfall to 
lack of adequate man-power, fixation of ·"very high and challenging" t~rget 
by the Board etc.. The Committee are amazed over this explanation and 
cannot accept the fact that targets had been laid down by the Board without 
assessing the ground realities. The Committee are of the view that targets 
should be fixed realistically based on a proper o & M study. Targets if 
fixed ab-initio at levels which are unattainable cannot spur the personnel to 
higher level of performance. On the .other hand they can be demotivated by 
unrealistic targets. They, therefore, desire the Ministry to examine the 
matter and ensure that t6e targets laid down by the Board are actually 
achieved. 

97. The Committee's examination .also revealed that the completion of 
replar assessments of search and seizure cases have regretfully not been 
receiving due attention in the Investigation Circles created with upgraded 
charges. Apart from non-completion of assessments within the prescribed 
period, various other deficiencies .were also observed in different Charges 
particularly with regard to the stipulation laid down in the Action plan in 
respect of carrying forward pending assessments to the next year, non­
oompllance of Board's instructions dated 18 July, 1991 etc. What has, 
however, distressed the Committee is that instead of rectifying the situation, 
the Ministry have simply stated thaf the instructions issued earlier (i.e. July, 
1991) would take care of such deficiencies. The Committee deplore this 
casual approach and desire the situation to be remedied forthwith. 

98. Another important area where the Committee found Inordinate delay 
occurring related to the reopening of asse&sments after search and Seizure 
operations. Under the Income Tax Act, 1?61, in cases where incriminating 
material or assets are seized, the departmental authorities are required to 
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• · t t· ons require that the reopen the relevant assessment. Executive ms rue _ 1 

notices to the assessees for re-opening completed assessments · s~ould be 
issued within six months from the date of search. The Committee are 
unhappy to note from a test check by audit that in 161 assessments in nine 
Charges, there were delays ranging from one month to 61 mont~s in :s: 
of notice for re-opening the assessments. Unfortunately, mStea 
ascertaining the precise reasons for _such delays, the Ministry in this case 
also sought _to justify the lapses by stating that there had been no statut~ry 
delay in reopening the cases and that it was only in terms of ~xecutive 
instructions. The Committee have no reason to believe that the time limits 
were laid down by the Board in the Executive instructions without taking 
care of the precise circumstances. While deprecating the lack of seriousness 
of the Mfnistry in the matter, the Committee desire that the· Board should 

· ensure t!:tat the assessing officers follow the Board's instructions. 

99. The order passed under Section 132(5) is of an interim nature and as 
such, while fmalising the regular assessment, the a!isessing officer is 
expected to make complete investigations and frame an assessment which 
can stand appellate scrutiny. In fact, one of the objectives for setting up the 
Investigation Circles was to improve the quality of search assessments and 
ensure quick .follow-up action. The Committee are astonished to note from 
Audit test ·check,"that in 42 assessments, mistakes/ommissions were noticed 
which resulted in n()n-assessment/under-assessment of income/wealth of 
Rs. 3.34 crores with tonsequential non/short levy of tax of Rs. I.OS crores. 
The Ministry of Finance stated that the mistakes or omissions in the 
illustrative cases had occurred due to incorrect appreciation of facts 
available before the assessing officer or due: to the failure to take 
consequential action in the case under assessment or in connect~d cases. 
According to the Ministry, wherever such mistakes had been noticed, steps 
had been taken to rectify the mistakes or remove the omissions and recover 
the tax dues. The Committee cannot remain satisfied with the reply. They 
d~sire that all the cases mentioned above should be thoroughly enquired, 
with a view to taking corrective action and also fixing responsibility. The 
Committee would like to be informed of the precise ·action taken thereon. 

100. In their instructions issued in July 1991, the Board bad directed that 
the reasons for any variation between regular assessment order and 
Appraisal Reports as well as interim orders are required to be clearly 
recorded in regular assessment orders. The Committee are surprised to note 
that against an income of Rs. 13.54 crores determined initially in 15 cases, 
an income of Rs. 93.02 lakhs was only determined. Further, as against tax 
of Rs. 2.82 crores initially determined in 35 cases, the amount finally 
assessed was Rs. 42 lakhs only. Similarly, the income -shown in the 
Appraisal Reports at Rs. 8:01 crores in 25 cases was finally assessed at 
Rs. 86.40 lakhs. Obviously, this Indicated that either the estimates were 
wild or the assessments were not being carefully framed. The Ministry of 
Finance stated that the Appraisal Report prepared by the Assistant Director 
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(Investigation) evaluates and Indicates the lines of Investigation; the order 
Issued under Section 132(5) by the Assessing Officer is also a summary 
order framed with the object of estimating the likely tax liability of the 
person fr(?_m whom seizure bas been effected in order to retain or release the 
seized assets whereas the regular assessment order was passed after detailed 
investigation and after giving due opportunities to the parties. Therefore, 
according to the Ministry the variations were inevitable. The Committee do 
agree that some differences between these documents are bound to occur; 
however, in their opinion, large scale variations such as those pointed out 
by Audit in the illustrative cases involving differential amounts of Rs. 1.17 
crores, Rs. 17 lakhs etc. do not seem to stand to reason. The Committee, 
therefore, recommend that the Ministry of Finance should ensure that the 
reasons for the variations are invariably recorded by the assessing officers 
in the regular assessment orders and evolve a method whereby cases 
involving wide variations as the ones mentioned above are subjected ta a 
meaningful review. 

101. One of the measures of ascertaining the quality of assessments in 
Investigation Circles was the success rate in appellate proceedings. The 
Committee note with serious concern that the record of the Department on 
this score is not very inspiring. The statistics furnished by 58 
Commissioner's charges revealed that out of tax of Rs. 467.47 crores 
determined in 2985 interim orders passed under Section 132(5), tax of 
Rs. 125.95 crores (29.94 per cent) only, including interest and penalty was 
finally determined after appeal effect in regular assessments completed 
during the year 1988-89 to 1992-93. In several Commissioner's charges, 
s11b~ntial portion of assessed tax demand was found to have been set aside 
in appeal. The Committee, therefore, recommend that a sample of the more 
important cases pointed out by Audit should be taken and a case study 
nn-1ertaken with a view to identifying the exact infirmities resulting in the 
failure of the Department in defending their action and for improving the 
performance in appellate proceedings. There is also a pronounced need for 
the supervisory officer to improve the quality of monitoring of the more 
important assessments relating to search .and seizure cases so as to enhance 
the degree. of success in appellat! proceedings. 

102. Under the Income Tax Act 1961, penalty is leviable where, in the 
course of a search, the assessee is found to be the owfler of any unexplained 
or undisclosed money, bullion, jewellery or other valuable article or thing. 
The Committee find from the Audit paragraph that in nine cases under 
various charges, penalty amounting to Rs. 30.24 Jakhs leviable for 
concealment of income of · Rs. S-5.40 lakhs was not levied or short levied. 
The Ministry of Finance contended that there had been no short/non-levy of 
pe~alty In six out of the nine cases pointed out by Audit owing to the 
proceedings being pending or the penalties levied were dropped on merits 
by the assessing offii-~. The Committee are not convinced by this. They 
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desire that the Ministry should thoroughly examine the circumstances In 
which the pen:.ities leviable were· not actually enforced in all the cases 
mentioned above. Efforts should also be made to pursue and expedite the 
proceedings where the assessments are pending so as to ensure collection of 
the legitimate dues of the Government at · the earliest. 

103. Yet another shortcoming observed by the Committee was that even 
in cases where demands were raised, recovery was . pot being vigorously 
pursued. Test audit checks revealed non-collection of tax/penalty/lntereSl 
of Rs. 42.11 crores levied in regular assessments of search and seizure cases 
in West Bengal and Tamil Nadu charges during 1988-89 to 1992-93. The 
Ministry of Finance attributed this to the dispute ~y the assessee, or 
pendency in appeal, time taken to carry out adjustmerit of the seized cash 
and other assets towards demand raised etc. They also stated that In Tamil 
Nadu, there had been partial collection of arrear demand and that efforts 
were still on to collect the balance amounts. The fact that a sizeable amount 
of revenue assessed In searches and seizure assessments remains uncollected 
In just two Charges for a fairly long period would seem to indicate that the 
manner in which &uch cases are presently being pursued needs a critical 
examination. The Committee, therefore, desire the Ministry of Finance to 
analyse the reasons therefor and ensure that concerted efforts are made to 
vigorously pursue the demands issued and realise the governmental dues in 
time. ··· 

1~4. The Committee find .that with a view to ensuring adequate and 
proper follow-up action in search cases, the Central- Board of Direct Taxes 
in their instructions issued in July, 1991 had directed that each 
Commissioner and Deputy Commissioner of Income Tax should monitor 
atleast 5/10 of the top search cases respectively every year. The 
Committees' examination, however, revealed that monitoring was either not 
being done or was beign done partly. What has further concerned the 
Committee ls that the various registers and reports presented and which 
were,. In_ fact, the basis for exercising effective monitoring and control of the 
funct1on10g of the Investigation Circles, were either not maintained or 
improperly maintained. The Committee recommend that these shortcomings 
should be urgently addressed to by the Ministry of Finance for appropriate 
corrective action. 

105. The Search and Seizure Manual as well as the departmental 
instructions require the Assessing Officers to keep in close touch with other 
officers concerned of the Department and also maintain co-ordination/ 
liaison with outside departmtnts/agencies like Revenue Intelligence, 
Enforcement Directorate, Customs and Central Excise Department, Sales 
Tax Department etc. for effective follow up of search and seizure. Audit 
scrutiny has, however, found several deflciencles on this score particularly 
In West Bengal and Gujarat charges. In the light of the above, the 
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Committee desire that -the Ministry of Finance should ascertain the manner 
in whkh co-ordination is actually put into practice presently and review the 
efficacy of the present instructions/arrangements in this regard with a view 
to en.soring better co-ordination and thereby achieving better results in 
combating tax evasion. 

106. The Committee note that _the Central Board of Direct Taxes has 
issued instructions in April, 1991 to all the Chief Commissioners/ 
Commissioners for making available all records, including Appraisal 
Reports. Unfortunately, these instructions were later modified in March, 
1993 resulting in withholding of appraisal Reports from Audit in. the course 
of undertaking the present review. Besides, the Committee were informed 
that in several Charges, other records and statistical information was also 
not produced to Audit or not submitted in time. The Committee take a 
serious view of this aberration. While they feel relieved that the instructions 
of March, 1993 have since been withdrawn in pursuance of the assurance 
given by the Revenue Secretary to the Committee during the course of oral 
evidence, the Committee desire that the Ministry of Finance should take 
necessary steps to ensure the records requisitioned by C&AG for Audit in 
all cases to enable the C&AG to discharging its constitutional functions. 

107. The Committee note that in the present system or" working, several 
vital data relevant to the search and seizure operations are not being 
maintained. This included, yearwise break-up of concealed income brought 
to light by search operations and the tax collected thereon; · uncollected 
revenue in respect of search and seizure cases, data on the income sustained 
in appeals, charge-wise details regarding the number of cases pending 
passing of interim orders under Section 132(5) of the Income Tax Act, 1961, 
details of the number of cases pending launching of prosecution etc. The 
Committee are of the view that the Ministry of Finance should · strive to 
evolve an appropriate data system so that a better evaluation of the extent 
of the usefulness of the search and seizure operations could be attempted. 

108. The Audit review under examination is based on the findings from 
test check of records of 7,960 cases in 165 Investigation Circles, functioning 
in 75 Commissioners charges in various parts of the country. The review 
had brought to light several cases of irregularities, omissions, mistakes etc. 
having an important bearing on revenue collection. The Ministry of Finance 
bad furnished details of such irregularities etc. to the Committee in respect 
of a few illustrative cases only. Evidently, the Ministry are yet to collect the 
entire details. While expressing their unhappiness over the same, the 
Committee, therefore, desire that the Ministry of Finance should obtain 
details of the irregularities, ommissions etc. of all the cases pointed out in 
the review and pursue these cases to their logical conclusions and take 
necessar! steps to recover the legitimate dues of the Government. Steps 
should also be taken to fix responsibility of the officials concerned for the 
various ommlssions/commlsslons. 
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109. The Public Accounts Committee have time and again emphasised the 
need to tone up Direct Taxes administration to effectively meet the menace 
of black money and evasion of taxes. The Committee would like to 
underline the fact that search and seizure are exceptional powers conferred 
in exceptional circumstances for the purpose and, therefore, it is highly 
imperative that they are exercised efficiently in unearthing concealed income 
and wealth and also checking evasion of taxes. However, the deficiencies 
and irregularities discussed above clearly indicate that there is a need· for a 
critical review of the existing system of search and seizure in order to make 
it more effective. In this connection, the Committee note that in the Finance 
Bill, 1995 a new scheme has been introduced under which undisclosed 
incom,e detected as a result of search shall be assessed separately at a flat 
rate of 60%. It has been stated that the proposed new procedures would 
reduce the delay in assessments and make the operations more effective. 
The Committee would await the enactment of the scheme, its actl•al 
implementation and efficacy. Meanwhile they desire that the shortcomings/ 
deficiencies/irregularities discussed in the preceding paragraphs should be 
dispassionately examined in all their ramifications and corrective action in 
the working/procedures or otherwise taken with a view to streamlining the 
search and seizure operations and the Investigation Circles and thereby 
achieving better results in unearthing black money and combating evasion 
of taxes. · 

110. The complex nature of the Direct Tax Laws has been a matter of 
intense debate. During evidence, the Committee were informed that a group 
had been constituted in the Central Board of Direct Taxes to recommend 
measures for simplification of·Direct Taxes Laws. The Committee have been 
informed that the Group was ·expected to sumbit its recommendations by 
the end of September, 1995. The Committee would like to be Jipprised of 
the progress made in the task. 

New Delhi; 

24 April, 1995 

4 Vaisakha, 1917 (Saka) 

BHAGWAN SHANKAR RAWAT, 

Chairman, 
Public Accounts Committee. 



APPENDIX I 

(Vide Para-I) 

Audit Paragraph 2.1 the Report of the C&AG of India for the year ended 
31 March. 1993. No. 5 of _ 1994. Union Government (Revenue 
Receipts-Direct Taxes) relating to System Appraisal-Functioning of 

Investigation Circles 

Introductory 

2.1.1 Various measures including, inter-alia, conferring of powers of 
survey, search and seizure on the Income Tax authorities, have been 
introduced by the department, from time to time. to curb economic 
offences and combat tax evasion . 

. The efficacy of the measures to unearth black money and check evasion 
of taxes has been commented upon by various expert committees, as well 
as, the Public Accounts Committee. Measures such as, the voluntary 
disclosure schemes to combat tax evasion have not found favour with these 
committees. The Wanchoo Committee in their report on Black Money 
(December 1971) had strongly opposed the idea of introduction of any 
general scheme of disclosure of concealed income either now or in the 
future. A study conducted by the National Institute of Public Finance and 
Policy, in March 1985. had brought out that these schemes did not blunt 
the underlying causes of black money generation. All that they did was to 
provide a temporary fillip to revenue collections. The Public Accc-unts 
Committee in their 17th Report (1967-68) had also conluded that these 
schemes (1951 and -1965 schemes) had not achieved their objectives and 
recommended suitable drastic measu{es to tone up the Direct Taxes 
Administration. The Public Accounts 'committee in their 123rd Report 
(1978-79) had again expressed their dismay that the problem of black 
money had not been tackled effectively and recommended that the 
Government should take suitable drastic measures to tone up the direct 
taxes administration. It is in this background. that the relevance of such 
extraordinary powers. like search and seizure. can be appreciated. 

Organisational set up 

2.1.2 Search and seizure operations are conducted by the Invesigation 
wing of the Income Tax department. This . wing is entrusted with the 
responsibility of planning and executing search operations throughout the 
country. For this purpose, there are ten regional Directorates of 
Investigation, whose work is monitored by five Directors General of 
Income Tax (Investigation). The assessment work is, however. assigned to 
the Investigation circles under the administrative control pf the respective 
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Commissioners of Income Tax. After the reorganisation of the Income. Tax 
department in April 1988. the work of assessment of all search and s~1zure 
cases was transferred to Investigation circles headed by Assistant 
Commissioners, except those cases which are assigned to Central circles or 
to Deputy Commissioners of Income Tax (Assessment). 

Law and Procedure 

2.1.3. The powers of search and seizure under the Income Tax Act are 
vested in various Income Tax authorities. Sections 132 and 132A of the 
Act read with Rules 112, 112A, 112B, 112C, and 112D of th~ Income Tax 
Rules prescribe the procedure for authorising and c~n~uctmg a search, 
making seizures and dealing with the seized assets. Similar powers un~er 
the Wealth Tax Act, 1957, are conferred by section 37A and 37B read with 
Rules 10 amt--1.0A of the Wealth Tax Rules. 

----Section 132 of Income Tax Act was intended to achieve two limited 
objectives: 

(i) to get hold of evidence bearing on the tax liability of a person. which 
the said person is seeking to withhold from the assessing authority; and 

(ii) to get hold of assets rep;esenting income believed to be undisclosed. 
income and apply.ing so much of them, as may be necessary, in discharge 
of the existing and anticipated tax liability of the person concerned. 

The work of the assessing· office,r begins with the receipt of the appraisal 
report from the Investigation wing, alongwith the seized material. In all 
search and seizure operations undertaken by the Investigation wing, an 
appraisal report is required to be prepared, containing, inter-alia, details of 
seizure of assets, surrender made under section 132(4) of the Income Tax 
Act, outcome of the search, and it indicates the prosecution and 
co_ncealment potential of the case, based on preliminary scrutiny of the 
seized documents. This is sent to the assessing officer within one month 
(45 days from July 1991) of the date of search. The seized material is also 
to be handed over to the assessing officer within the specified time limit. 

The assessing officer first passes an order under Section 132(5) of the 
A~t in cases where any money, bullion, jewellery or other valuables are 
seized, estimating undisclosed income/wealth in a summary manner, after 
affording an opportupity to the person concerned for being heard, and 
calculates the amount of tax, determines the amount of interest payable 
and penalty imposable on the person, with the previous approval of the 
Deputy Commissioner of Income Tax. The assessing officer can retain in 
his custody such assets as would be sufficient to satisfy the aggregate 
amount of taxes, interest and penalties stated in the order, and is required 



34 

to release the remaining assets, if any. After passing orders under Section 
132(5); action for cm~pletion of regular assessment is taken up. 

Scope of Audit Review 

2.1.4. This review seeks to evaluate the post-search performance o{. the 
department, particularly the working of the Investigation circles, and 
analyse the efficacy of the existing system .. The audit observations 
incorporated in the subsequent paragraphs are based on the findings from 
test check of the records of 7,960 cases in 165 Investigation circles, 
functioning in 75 Commissioners charges in various parts of the country. 

Constraints 

2.1.5. The review was conducted in spite of extreme ·reluctance on the · 
part of departmental authorities at various levels, to produce relevant 
records especially the appraisal reports, even ·after the Board has issued 
instructions in April, 1991 for making available all records, including 
appraisal reports. These instructions of the Board were liite_r modified 
(March 1993) resulting in withholding of appraisal reports from Audit. The 
appraisal reports were to be examined with a view to ascertaining whether 
Board's instructions of July 1991, requiring recording of reasons for 
variations in assessment orders and findings in the appraisal reports were 
followed. Some instances, in which the appraisal reports were produced 
and where there were substantial differences in the concealed income 
estimated therein and the assessments for which reasons were not recorded 
though required under the instructions of the Board, have been 
commented upon in paragraph 2.1.13 of this review. 

Highlights 

2.1.6(a) With a vie'Y to collecting evidence in respect of tax evasion and 
to withhold assets for early liquidation of tax liability, Income Tax Law 
empowers the department to undertake searches and to seize unaccounted 
assets like cash, jewellery etc. The 'task is undertaken by the Investigation 
wing of the department which prepares an appraisal report after search and 
forwards it to the Investigation Circles where search assessments are made. 
The department had been reluctant to produce complete records in many 
of the charges.· 'In Tamil Nadu (some circles and some Commissioners of 
Income Tax), Uttar Pradesh and Kerala charges, the investigation circles 
refused to supply records and statistical information, especially the 
appraisal reports in Tamil Nadu and Uttar Pradesh charges. As availability 
of records is the prime necessity for conducting a review on a selected 
topic, the department's reluctance to produce the entire record hampered 
efforts to mak~ a comprehensive appraisal of the entire scheme. 

(b) An evaluation of available data on searches and seizures, including 
the statistics furnished by the Ministry of Finance for the years 1988-89 to 
1992-93 revealed the following:-

(i) Out of a total number of 16,509 search cases during the five year 
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period 1988-89 to 1992-93, orders under section 132(5) were passed in only 
11,358" cases. The fate of the remaining 5,151 cases was not known. 

(ii) The concealed income detected and assessed in 11,225* cases where 
interim orders were passed, worked out to Rs. 1687.75 crores. There was 
no corresponding data on the income sustained in appeals. 

(iii) Out of the total of 10,348 cases where fi!l.al assessments were 
completed during the five-year period, 6,636 assessmen~s (64.12 percent) 
were completed indicating some concealed income and m the rest of the 
3,712 cases (35.88 per cent) no concealed income was detected or 
established. 

(c) The Income Tax Act, provides for prosecution for ~<:rt~in defaults 
such as wilful attempt to evade tax, false statement in venfica1on etc. As 
per statistical information furnished by 53 Cpmmissioners' charges, 
prosecution proceedings were initiated in 173 cases as against 6,462 cases 
assigned to investigation circles during 1988-89 to 1992-93. Such a low 
number of prosecutions launched is a pointer to the fact that even after 
considering incriminating material in search cases, the department could 
not establish many cases of tax evasion. 

(d) For completion of regular assessments in search and seizure cases, 
the department proposed Action Plan for each financial year, setting out 
the 'Key Result Areas' and targets. In the Action Plan for the year 1992-
93, an annual target of disposal of a minimum of 50 core assessments was 
fixed and included as a Key Result Arca. Similarly, targets were fixed for 
the years 1989-90 to 1991-92. The statistics furnished by the department 
revealed that in 14 charges completion of regular assessments of search and 
seizure cases was not receiving due attention in the Investigation circles, 
created with up-graded charges. 

(e) A test check by Audit of the regular assessments has pointed out 
delays occurring at every stage of assessment. In cases where incriminating 
material or assets are seized, the departmental authorities are required to 
re-open the relevant assessment . In 161 assessments there were delays 
ranging from one month to 61 months in issue of notice for re-opening the 
assessments. In 69 cases test checked in seven charges, regular assessments 
were not completed and in 25 cases in 2 charges even assessment 
proceedings did not commenced within the two year . period prescribed by 
executive instructions. In 364 cases, delay in completion . of reg~lar 
assessments ranged from 17 days to 5 years beyond the prescribed period 
of 2 years from the date of search in ten charges. 

(f) One of the objectives for setting up the Investigation circles was to 
improve the quality of search assessments and ensure quick follow-up 
action. A review of regular assessments revealed the following:-

(i) In 42 assessments , mistakes/omissions were noticed which resulted in 

• Variation in the figures to be · reconciled hy the Ministry, 
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non-assessment/undcrasscssmcr1t of income/wealth of Rs. 3.34 crores with 
consequent non/short levy of tax of Rs. 1.05 crores. 

(ii}-There were large scale variations in the income estimated in orders 
passed under section 132(5)/appraisal reports and income finally asse·ssed. 
Against an income of Rs. 13.54 crores determined initially in 15 cases, 
income of Rs. 93.02 lakhs only was determined in the regular assessments. 
Further as against tax of Rs. 2.82 crores initially determined in 35 cases. 
the amount finally determined was only Rs. 42.00 lakhs. Similarly, the 
income shown in apraisal reports. at Rs. 806.90 lakhs in 25 cases was finally 
assessed at Rs. 86.40 lakhs. · 

(iii) Even in cases where demands were raised. recovery was not being 
vigorously pursued. In West Bengal charge alone. tax of Rs. 36.56 crores 
and penalty of Rs. 3.04 crorcs was pending collection in case of 
assessments completed during the years 1988-89 to 1991-92. 

(g) One of the measures of ascertaining the quality of assessments in 
Investigation circles was · the success rate in appellate proceedings. The 
statistics furnished by 58 Commissioner's charges revealed that out of tax 
of Rs. 467.47 crores determined in 2985 interim orders passed under 
section 132(5), tax of Rs. 125.95 crores (26.94 percent) only, including 
interest and penalty was finally determined after appeal effect ih reguiar 
assessments completed during the years 1988-89 to 1992-93. A test check in 
Madhya Pradesh and Tamil Nadu charges revealed that in 28 cases, out of 
assessed tax demand of Rs. 14.59 crores raised in interim orders and 
regular assessments. in appeal. tax demand of Rs. 6.-15 crores (42.15 per 
cent). was deleted and tax demand of Rs. 6.90 crores (47.31 per cent) was 
set aside . Similarly. in Madhya Pradesh. Karnataka, Chandigarh and 
Haryana charges, against income of Rs. 448.41 lakhs estimated/assessed in 
24 cases. amount of Rs. U5.76 lakhs was deleted and Rs. 256 lakhs was 
set aside in appeal. 

(h) The registers and reports which were the basis for monitoring of the 
functioning of the investigation circles. were either not maintained or 
improperly maintained. As these are important tools for close monitoring 
this areas requires special auention and care. 

Non-production of records/Information 

2.1.7 Besides the appraisal reports, in several charges, other records and 
statistical information was also not produced to Audit. For instance, in 
Andhra Pradesh Gujarat, Chandigarh and Uttar Pradesh, no information 
was given regarding the number of cases assigned to Investigation Circles, 
number of cases in which interim orders were passed and cases in which 
regular assessments were framed thereafter. In Delhi (except one 
Commissioner of Income Tax) and Kerala charges. no information was 
furnished regarding monitoring of search assessments at various 
supervisory levels. In Rajasthan, Delhi (except one CIT) and Gujarat 
charges. information regarding achievement of Action Plan targets was not 
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furnished. Similarly. in Delhi charge, the prescribed registers for search 
and seizure cases were not made available for audit scrutiny. 

Statistical data 
2.1.8 The following statistical information furnished by the Ministry 

indicates various facets of 'Search' and 'post search' functioning of the 
departmental machinery. for the years 1988-89 tP. 1992-93: 

(i) the following are the partieulars of the total number of cases where 
orders under section 132(5) were passed together with the tax involved: 



Year Opening Searches Total Number Number Income Tax 
balance during the of case of case determined involved 

of search year where pending in the orders 
cases interim at the passed 

orders were end of 
passed · each year 
during 

the year 
(percentage) 

(in erores of rupees) 

1988-89 ' 1,390 3,321 4,711 2,927 1,784 244:92 2<1.5.52 
(62.13) (37.87) 

\,J 

1989-90 1,786 1,900 3,686 2,717 969 246.71 225 .31 OQ. 

(73.71) (26.29) 

1990-91 932 2,195 3,127 2,243 884 275.80 257 .28 
(71.73) (28.27) 

1991-92 884 1,356 2.240 1,455 785 329.64 238.96 
(64.95) (35.05) 

1992-93* 785 1,960 2,745 · 2,016 729 590.68 564.87 
(73.44) (26.56) 

Total 5777 10,732 16.509 11,358 5,151 1.687.75 1,531.94 
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Thus the peqdency of assessments at the end of the respective years 
ranged from 26.29 to 37 .87 per cent of the total number of cases to be 
assessed during that year. 

(ii) Separate statistics furnished by the Ministry indicate that in the five 
years from 1988-89 to 1992-93•, out of a total of 10,348 search cases where 
final assessments were completed, in 3,712 cases (35.87 per cent), no 
concealed igcome was detected. 

(iii) Out of 10,732 searches conducted between the period 1988-89 and 
1992-93, the number of prosecutions launched, cases compounded and the 
number in which convictions were obtained for these five years, is 
mentioned below: 



Number of prosecutions · launc)lect 

Year Opening During Total Number of Number in Number of P(}reentage 
balance th.e' year cases which cases ·of pending 

compounded convictions pending cases 
were 

obtained 

-1988-89 9,062 4 ,447 13.509 262 52 13,247 98.06 

1989-90 12,883 4,421 17,304 214 19 17,090 98.76 

1990-91 16,822 1,607 18.429 1,392 1561 11;037 92.44 

1991-92 . 1_7.037 725 17.762 154 67 17,608 99.13 

1992-93* 17,608 319 17.927 118 472 17,809 99.34 ~ -

* Provisional. 
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(iv) According to information furnished to audit by 53 Commissioners' 
charges, 6.462 cases were assigned to Investigation Circles. Of these, 
prosecution proceedings were launched in 173 cases only during 1988-89 to 
1992-93. Information in respect of rt;!maining charges was not made 
available (December 1993). 

Non-achievement of Action Plan targets especially with regard to completion 
of regular assessments in search cases. 

2.l.9(a) Consequent on re-organisation of the department from 1 April 
1988, the Investigation Circles were to be manned by senior officers for 
speedy and quality disposal of search and seizure assessment. Towards this 
end, the department proposed Action Plan for each financial year setting 
out 'Key Result Areas' and targets. In the Action Plan for the year 1992-
93, an annual target -of a minimum of 50 core assessments was fixed and 
included in the Key Result Area. Core assessment means assessment of the 
year to which seized material relates. Similarly, targets were fixed for the 
earlier years from 1988-89 to 1991-92. According to the Departmental 
statistics furnished the statement below indicates the targets, achievements 
and shortfalls of various charges in the country.@ 

@ Except Rajasthan, Gujarat and Delhi charges where from information 
was not available. Information received from Karnataka was nt>t 
furnished in the prescribed form . 



(Number of assessments) 
--

Year Targets Targets Achieve- Short-
Prescribed to be ments falls 

achieved 

1988-89 75 percent of the assessments to be completed by 31 6834 3923 2911 
March 1989, out of those brought forward as on 1 April 
1988 which will get time barred after 1 A~ril 1989 but on 
or before 31 March 1990. 

1989-90 Disposal of minimum 50 core assessments per annum per 8104 4991 3113 
Asstt. Commissioner subject to the following: 

!.Disposal of 100 percent assessments relating to sear.ches 
conducted upto 31 March 1988. 

2.Pendency to be carried forward as on 1 April 1990 should 
not be· more than the pendency as on 1 April 1989. 

1990-91 Disposal of minimum 50 core assessments per annum per 6081 3735 2346 ~ 

Asstt . C'Ommissioner subject to the following:- N 

!.Disposal of 100 per cent assessments relating to searches 
conducted upto 31 March 1989. 

2.Pendency to be carried forward as on 1 April 1991 should 
be less than the pendency as on 1 April 1990. 

1991-92 Disposal of minimum 50 core assessments per annum per 6116 3811 2305 
Asstt . Commissioner subject to the following:-

!.Disposal of 100 per cent assessments relating to searches 
conducted upto 31 March 1990. 

2.Pendency to be carried forward as on 1.4.1992 should be 
less than the pendency as on 1 April 1991. 

1992-93 1. Minimum 50 core assessments. 2589 1487 1102 
2.100 per cent disposal of assessments relating to searches 

conducted upto 31 March 1991 to be achieved by 31 
December 1992. 
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A -test check in Tamil Nadu, Madhya Pradesh, Bombay, Calcutta, Kerala 
and Orissa charges revealed that the completion of regular assessments of 
search and seizure cases was not receiving due attention in the 
Investigation circles, created, with upg~aded charg~s. Consequently, the 
desired objective underlying the formation of the circles, could hardly be· 
achieved. The deficiencies noticed in achievement c:if various targets of 
Action Plan, are discussed in the succeeding paragraphs:-

(b) Accordin~. to successive Action Plans, pend mg assessments at the 
end of the year, which are to be carried forward to the next year, should 
be less than those pending at the beginning of the year. 

In Tamil Nadu charge, a test check of ·4 Investigation circles under two 
Commissioners of Income Tax revealed non-achievement of these targets 
as illustrated below:-

CIT 
charge 

A. 

B. 

Year 

1988-89 
1989-90 
1990-91 
1991-92 
1992-93 

No. of assessments pending completion 

At the beginning 
of the year 

8 
16 
29 

158 
206 

At the end 
of the year 

16 
29 
38 

206 
289 

(c) (1) Action Plan targets have also laid down that after a search is 
carried out the relevant assessment should be completed within two years. 
Thus for searches made up to .31 March 1990, assessments are required to 
be made up to 31 March 1992. A test check revealed that: 

(i) In Calcutta charge, in 10 Investigation circles, the targetted disposal 
of 50 search and seizure assessment cases was not achieved by 5 circles and 
7 circles could not attain the targetted disposal of the pending cases, for 
the.years 1988-89 to 1992-93. the extent of shortfall noticed ranged from 4 
per cent to 100 per cent. However, in most of the cases, the percentage 
ranged from 21 to 71. 

(ii) In Bombay charge, the number of assessment cases which were more 
than 2 years old were 664 as on 31 March 1989, 2,484 as on 31 March 1991 
and 2,098 as on 31 March 1992. 

(2) Apart from Action Plan targets, the Board also issued instructio~s in 
July 1991, stressing the need to expedite disposal of search and seizure 
cases, and completion of search assessments within two years from the date 
of search. 

In 12 charges test checked, audit scrutiny revealed that, in 69 cases, 
regular assessments had not been completed and in 25 cases assessments 
were not commenced within the prescribed period. In 364 cases, where 
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these assessments were completed, there was delay in completion beyond 
the prescribed period of 2 years ranging from 17 days to 5 years. 

SI. Charge No. of cases · Period of No. of cases where 
.No. where delay delay assessments not 

occurred (in days) 
beyond Completed Commenced 

prescribed (Period of 
period delay) 

1. Andhra 38 17 to 1720 
Pradesh 

2. Tamil Nadu 160 90 to 2070 04 
3. Karnataka 24 60 _ to -540 17 

4. Orissa 5 111 to 436 

5. Punjab 6 90 to 390 

6. Assam 23 210 to 1050 19 20 
(14 to 740 

days) 
7. Madhya 6 5 

Pradesh (2 years 5 
months) 

8. West Bengal 43 76 to 315 11 

9. Delhi 18 150 to 1440 

10. Chandigarh· 40 270 to 1470 
(UT) 

11. Kerala 7 60 to 720 5 

12. Rajasthan 7 

Total 364 69 25 

(d) Action Plan targets also stipulated 100 per cent disposal of cases 
relating to the years 1989:90 to 1991-92. which were more than two years 
old. 

A test-check revealed that in Kerala charge .the targets fixed for ·100 per 
cent disposal of search and seizure cases for the year 1991-92 could not be 
achieved in 4 Investigation circles. In 2 Investigation circles under a 
Commissioner's charge, only 30 per cent targets could be achieved whereas 
in two other circles only 65 per cent •and 70 per cent targets could be 
achieved . 
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Infirmities _noticed in passing orders under section 132(5) of the Income Tax 
Act, 1961. 

2.1.10 In cases of search and seizure, where any money. bullion. 
jewellery or other valuable article or thing. has bee~ seized: the assessing 
officer must make an estimate of t_he undisclosed mcome m a summary 
manner and pass an order under section 132(5). within 120 days of the 

date of seizure. 

Test check revealed that in Maharashtra, Tamil Nadu. Andhra Pradesh 
and Gujarat charges, in 27 cases, there were delays ranging between 3 days 
to 870 days in passing such an order. Further, in 1~ such order~ ~assed, 
mistakes and infirmities, like underestimation of mcome, om1ss1on to 
consider concealed incomes, non-imposition of penalty, interest etc. were 
noticed. Two cases of West Bengal charge are mentioned below, by way of 
illustrations: 

(i) In a ease, where search was made on 31 December 1991. the 
assessing officer. in his iterim order passed on 20 May 1992, estimated 
Rs. 14.32 lakhs as the concealed income and worked out tax liability of 
Rs. 31.08 lakhs (including p~nalty). The Commissioner of Income Tax. in 
his orders dated 1 June' 1992, held that the valuables seized should be 
returned to the assessee as the interim order passed suffered from legal 
infirmities and the notice issued in this connection. was also defective. 

(ii) In another case. the aSS!!SSee disclosed Rs. 50 lakhs as concealed 
income, consequent on search operations. In the .order passed under 
section 132(5), the assessing officer held that as the assessee did not pay 
any tax on the said disclosure, immunity from penalty was not available to 
him. However, while framing the order. he omitted to levy the penalty of 
Rs. 26.03 lakhs. 

Delay in re-opening of assessments after search and seizure operations. 

2.1.11 Under the Income Tax Act 1961 whenever a search is conducted 
in the premises of an assessee and incriminating assets arc seized. the 
assessee is treated as one who had concealed income/wealth . 
Consequently. notices arc issued for re-opening completed assessments. 
Executive instructions require such notices to be issued within six months 
from the date of search. 

A test check in Tamil Nadu. Bihar. Karnataka. Assam. Delhi. Andhra 
Pradesh. Haryana and Orissa charges revealed that in 161 regular 
assessment cases, delay in issue of such notices ranged between one month 
to 61 months as shown in the statement below, leading to consequential 
delay in finalisation of the assessment proceedings: 
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SI. Charge No. of assessments Period of 
No. where delays were delay 

noticed 

1. Tamil Nadu 86 One month to 4 years 
2. Bihar 1 2 years 
3. Karnataka 12 2 months to over one 

year 
4. Assam 22 21 months to 42 months 
5. Pelhi 3 22 months to 43 months 
6. Andhra Pradesh 2 25 months and 49 

months 
7. Haryana 9 35 months to 61 months 
8. Chandigarh(UT) . 14 28 months 
9. Orissa 12 4 years 7 months 

Total 161 

Mistakes/omissions resulting in under assessment of income and tax noticed 
in regular assessments. 

2.1.12 The order passed under section · 132( 5) is of an interim nature and 
as such, while finalising the regular assessment, the assessing officer is 
expected to make complete investigations and frame an assessment which 
can stand appellate scrutiny. In the Action Plans formulated by the Board, 
the objective of improving the quality of search and seizure assessments 
has been repeatedly stressed. However, many of these assessments 
continue to be made in a perfunctory manner. 
. In 42 cases test-checked in 12 charges, mistakes/omissions were noticed 
which resulted in non-assessment/underassessment of income/wealth of 
Rs. 3.34 crores, with consequent non/short levy of tax of Rs. 1.05 crores. 
In addition, avoidable payment of interest of Rs. 20.59 lakhs was also 
noticed in one case. 

A few cases are mentioned •below, to illustrate the nature of these 
omissions: 
Maharashtra Charge 

(i) While completing the regular assessment of a firm for the assessment 
year 19tJ0-91 in March -1993, the assessing officer determined that the 
assessee firm ·received 'unaccounted money' which was not spent on the 
project end not included in the books of accounts. However, he made an 
aggregate addition of Rs. 44.08 lakhs to 'work in progress' and only 15 per 
cent over this amount i.e. Rs. 6.61 lakhs was brought to tax, As the entire 
amount of unexplained money was· required to be taxed in terms of section 
69A of the Income Tax Act, 1961, the action of the assessing officer was 
not correct resulting in under-86Sessment of income of Rs. 44.08 lakhs with 
coosequent short levy of tax of Rs. 29.06 lakhs. 
Bihar Cluu-ge 

(ii) In a search case, an . assessee was found to have taxable net wealth 
for assessment year-s 1983-84 to 1989-90, but no wealth tax proceedings 
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were initiated by the Department. The om1ss1on resulted in wealth of 
Rs. 152 lakhs escaping wealth tax of Rs. 2.35 lakhs (including interest) . 

Glljarat Charge 

(iii) In the case of a private limited company, the return of income for 
assessment year 1989-90, was filed in March 1992. It was mentioned in the 
note attached with the computaJion of income filed . along with the return 
that the return did not include the income of the assessee company 
disclosed during the search operation on 29 March 1989. The Director of 
the company declared, under section 132(4). an amount of Rs. 33 lakhs as 
unaccounted income of the company. Ho'Yever. it was seen during the 
course of scrutiny of the asssessment records of the assessee that the 
assessment had not been completed for the assessment year 1989-90, 
though the regular assessment for subsequent year 1990-91 was done on 
10 March 1993. The time limit for completion of assessment for the 
assessment year 1989-90 expired on 31 March 1992 according to the 
provisions of the Income Tax Act, 1961. The assessment has thus become 
time barred and the undisclosed income of Rs. 33 lakhs escaped 
ass~ssment involving short levy of _tax of Rs. 19.05 lakhs. · 

Variations between the concealed income/wealth as mentioned in appraisal 
reports and as assessed in orders passed under Section 132(5) and thereafter 
in regular assessments. 

2.1.13 The Central Board of Direct Taxes issued instructions in July 
1991 that the reasons for any variation between regular assessment order 
and appraisal reports as well as . interim orders arc required to be clearly 
recorded in regular assessment orders. During the course of audit it was 
noticed that in several cases there were substantial .. variations between 
income and tax determined in regular assessments anci that worked out in 
appraisal reports and orders passed under Section 132(5) . 

In Maharashtra. Delhi. Gujarat. Tamil Nadu. Karnataka. Rajasthan. 
Haryana, Kerala. West Bengal. Assam. Punjab. Orissa and Andhra 
Pradesh charges, test check revealed that against income of Rs. 13.54 
crores in 15 cases and tax of Rs. 2.82 crores in 35 cases estimated in 
interim orders passed , the income and tax were determined at Rs. 93.02 
lakhs and Rs. 42.00 lakhs respectively in the regular assessments. Similarly, 
against the income of Rs . 806 .90 lakh~ estimated in appraisal reports in 
25 cases. only Rs. 86.40 lakhs was determined in1regular assessments. No 
reasons were, however. assigned/r~corded for variations for not 
considering/partly considering the income/tax in the completed regular 
assessments. Such abnormally large variations between the basic records 
such as appraisal reports and interim orders passed and regular assessments 
would imply that either highpitched estimates were made in appraisal 
reports and orders passed under Section 132(5) or the regular assessments 
were highly defective. 
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A few illustrative cases are mentioned below: 

Gujarat Charge 

(i) In the case of a group of assessees. the group floated 3 investment 
companies. The total share S,6lpital of these companies was Rs. 1.50 crores. 
The appraisal report mentioned that the public issue of share capital of 
Rs. 1.50 crores by the three companies floated by the group, was benami 
and fictitious. According to the appraisal report in the cases of most of the 
shareholders. cash was first deposited in their accounts and subsequently 
the cheques were issued . Immediately after the search. statcment.s of some 
of the shareholders were recorded. These persons filed an affidavit stating 
that they had not invested in the shares of tht said companies. The amount 
was given to them by one of the members of this group. It was suggested 
in the appraisal report that the share-holding of the persons who filed an 
affidavit should be called for from the· Registrar of companies and amount 
of such holdings was required to be added as unexplained investment to 
the total income of the person who gave them the money for investment. 
However, the assessing officer did not take any action in this regard and 
thus the potential tax liability on the benami and bogus investment of Rs. 
1.50 crores was not included in the assessable income. 

Punjab Charge 

(ii) During a search conducted (July 1990) at the business and residential 
premises of two assessees. the investigation officers found evidence of 
undisclosed income of Rs. 130 lakhs including cash~ gold jewellery and 

· substantial investment in house property. This was indicated in the 
appraisal report. In the regular assessments for the assessment years 
1989-90 to 1991-92 completed during February 1991 to March 1992. the 
total income of the two iissessees was assessed at Rs. 13.19 lakhs only. 
Thus undisclosed income amounting to Rs. 116.81 lakhs remained 
unasscsscd resulting in loss of revenue of Rs. 163.69 lakhs (including 
interest and penalty). 

Kera/a Charge 

(iii) A search was conductect" at the business premises of an individual 
assessee in September 1989. In Interim order passed in January 1990, 
concealed income of Rs. 20.18 lakhs was estimated for assessment years 
1985-86 to 1989-90. However. in regular assessments for these years. 
income of Rs. 2.90 lakhs only was assessed in the assessments completed in 
March 1991. 

Department has stated that all the points in the appraisal report and 
order under section 132(5). have been examined while completing regular 
assessments. This was not borne out by the facts as per assessment records. 
obviously. either the assessment under section 143(3) or the order under 
section 132(5) was incorrect. 
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Defective assessments made in search and seizure cases which did not stand 
the test of appeal. 

2.1.14 One measure of determining t.hc effectiveness of search and 
seizure operations is the establishment of the fact of concealed income and 
to sec whether additions made on this score, stand the test of appeal. 
Cases were noticed where orders passed under section 132(5) were wholly 
or substantially deleted at subsequent stages. As per. statistics furnished ~y 
58 Commissioners charges, out of tax of Rs. 467.47 crores demanded m 
2985 interim orders passed under Section 132(5). tax of ~s. 125.95 crores 
(26.94 per cent) only including interest and penalty was fma~ly demanded, 
after appeal effect, in regular assessments completed dunng t~c years 
1988-89 to 1992-93. Test check in Madhya Pradesh and TamJ! Nadu 
charges, revealed that out of 487 cases reviewed. in 28 cases, against the 
tax demand of Rs. 1458.61 lakhs in orders passed under regular 
assessments, tax demand of Rs. 614.82 lakhs (42.15 per cent) was deleted 
and tax demand of Rs. 690.09 lakhs (47.31 per cent) was set aside in 
appeals. Similarly, in Madhya Pradesh. Karnataka. Chandigarh and 
Haryana charges, against income of Rs. 448.41 lakhs estimated/assessed in 
24 cases, amount of Rs. 125.76 lakhs was deleted and Rs. 256 lakhs was 
set aside in appeal. While deleting the additions. it was held by appellate 
authorities that either the seizure was fully and properly explained by the 
assessecs or sufficient opportunity was not given by the assessing officers to 
them to explain discrepancies in accounts. Defects in framing the 
assessments were also pointed out. 

Illustrative cases of this kind are mentioned below: 

Madhya Pradesh Charge 

(i) In the case of an assessce, as a result of search operations in August 
-1989, income for two assessment years 1987-88 and 1988-89 was assessed 
exparte as under: 

Assessment Year 

1987-88 
1988-89 

Income Assessed 

Rs. 31. 70 lakhs 
Rs. 15.20 lakhs 

Date of Assessment 

28 March 1990 
27 March 1992 

On assessee's appeal, the assessment for the assessment year 1987-88 was 
set aside by Income Tax Appellate Tribunal in May 1992 on the ground of 
denial of reasonable opportunity of being heard to the asscsscc. 
Assessment for assessment year 1988-89 was set aside by the Commissioner 
of Income Tax (Appeal) in July 1992. rejecting the contention of the 
assessing offieer that non-attendance on the day M hearing. which was a 
Sunday, constituted non-compliance by the asses!lee. Thus in these two 
assessments,. demand could not be raised, and these were still pending 
(January, 1993). According to the appraisal rep(?rt (August, 1989) 
concealment was also noticed in respect of assessment year 1986-87. 
However. the assessing officer did not re-open the assessment for this year 
and thus concealed income for this year remained to be assessed. 



Tamil Nadu Charge 

(ii) Similarly, a review of 78 cases revealed that in 17 cases, the 
assessll_!ents were fully/partially knocked down at the appellate stage. Tax 
and foterest amounting to Rs. 873.92 lakhs levied by the department was 
reduced to Rs. 153.70 lakhs in appeal, indicating that the assessments 
made in these cases were not carefully made. In one such case, a search 
was conducted in June, 1988. The assessing officer completed exparte 
assessments for assessment years 1984-85 to 1988-89 in March, 1991. In 
appeal, all these assessments involving tax and interest of Rs . 128.40 lakhs, 
were completed set aside by Commissioner of Income Tax (Appeal) in 
February, 1992 with the remarks that the assessments were done in a 
hurried manner. 

Non-levy and short levy of penalty 

2.1 .15(a) Non-levy and short levy of penalty for concealment of income 

Under the Income Tax Act, 1961, penalty is leviable where, in the 
course of a search, the -assessee is found to be the owner of any 
unexplained or undisclosed money, bullion, jewllery or other valuable 
article or thing. 

In Assam , West Bengal, Delhi and Tamil Nadu charges, in- 9 cases test 
checked, penalty of Rs . 30.24 lakhs leviable for concealment of income, 
was not levied/short levied on concealed income of Rs . 55.40 lakhs (in two 
cases of Assam charge , amount not quantified). 

(b) Penalty proceedings dropped without approval of Deputy Commissioner 
of Income Tax 

The Central Board of Direct Taxes issued instructions in July, 1991 that 
where penalty for c9ncealment of income under section 271(1)(c) is not 
initiated or is to be dropped after its initiation, it will be done only with 
the approval of Deputy Commissioner of Income Tax. 

In 7 cases (Tamil Nadu charge) and in one case (West Bengal charge), 
penalty proceedings initiated for the assessment years 1980-81 to 1991-92 
(relating to Tamil Nadu cases) and for 1989-90 (West Bengal case) , 
involving penalty of Rs. 28.22 IIlkhs , for concealed income, were dropped, 
without the approval of the competent authority. 

Tax/Penalty/Interest levied in regular assessments lying uncollected 

2.1.16 In cases where search assessments have been been framed, 
demands raised in several cases remained uncollected. For instance, in 
West Bengal charge, tax of Rs. 36.56 crores and penalty of Rs. 3.04 crores 
determined in regular assessments of search cases during the years 1988-89 
to 1991-92 remained uncollected . Similarly. in Tamil Nadu charge, in 
14 cases relating to assessment years 1983-84 to 1992-93 completed 
between February, 1989 and March , 1993, collection of tax and interest of 
Rs . 2.51 crores which was chargeable. was pending. 
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Lack of effective monitoring 
2.1.17 With a view to ensuring adequate and proper follow up action in 

search cases, the Board have issued an instruction in July, 1991 requiring 
each Commissioner and Deputy Commissioner of Income Tax to mol)itor 
at least 5/10 of the top search cases respectively, every year. 

Test check by audit revealed that monitoring was either not being done 
or was being done partly. 

For instance, in Tamil Nadu charge, one Commissioner of Income Tax 
monitored only 19 cases during the years 1991-92 an~ 1992-93 .. Th~ other 
Commissioner of Income Tax did not furnish the details of momtormg and 
two Deputy Commissioners of Income Tax did not monitor " any search 
cases. Similarly, in Bihar out of 2 Commissioners of Income Tax charges, 
in one · charge no monitoring was done while in another charge only two 
cases were monitored during the 5 years period 1988-89 to 1992-93. In 
Calcutta charge, of the 52 search cases in one circle, only 3 cases were 
monitored by the Deputy Commissioner of Income Tax, during the year 
1991-92. In Punjab charge out of 350 cases required to be monitored by 
seven Deputy Commissioners of Income Tax during 1988-89 to 1992-93, 
only 139 cases were monitored. 
Defective/improper maintenance of records 

2.1.18(i) With a view to ·· facilitating control, quick transm1ss1on of 
relevant data to various supervisory authorities as well as for quicker 
follow-up action, at least 5 registers are required to be maintained by 
assessing officers, dealing with search assessments. 

A review of the maintanance of these registers revealed that most of the 
registers were either not maintained or wherever maintained, these were 
not in the prescribed proforma or were otherwise incomplete. Many 
important columns in the registers were left blanks. Submissjon of these 
registers to the competent authorities, wherever required, was also not 
regularly done. 

The different types of deficiencies noticed in test check are mentioned 
below: 

(a) Register of application, for relief against orders passed under section 
132(5) 

In Tamil Nadu charge, in one circle, the register was not maintained for 
four years and in 5 circles it was not maintained properly with many of the 
columns having been left blank. In Madhya Pradesh circle, the register was 
?ot submitted to the competent authority periodically. In Uttar Pradesh, 
its maintenance was not in the prescribed proforma. 

(b) Register for granting extension of time for retention of seized records 

In Tamil Nadu charge, the register was maintained in three circles but in 
one circle many columns were left blank. In Assam charge, it was not 
maintained in 3 circles and in 2 circles, it was not updated. In Uttar 
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Pradesh and Kerala charges, it was not maintained in the prescribed 
proforma. 

(c) Register Jot retention of booh and documents under section 132(8) 

In 'Famil Niidu, in four circles, its maintenance was not in the prescribed 
format. In Assam, Uttar Pradesh and Kerala charges, the register was not 
maintained in almost all the circles test checked. Wherever it was 
maintained, its maintenance was not in the prescribed proforma. The 
registers were also not posted uptodatc. 

(d) Register of inspection of seized books and documents 

In Assam and Uttar Pradesh charges. the register was not maintained at 
all in the circles test checked . In Tamil Nadu, Kerala and Calcutta charges, 
it was not maintained in the prescribed proforma. 

(ii) Non-preparation/submission of reports 

Test check reve~led that the periodical reports, monthly as well as 
·quarterly. which were prescribed and which were required to be submitted 
to the competent authorities, were not prepared at all and wherever 
prepared. these were not submitted to the concerned authorities in time 
For instance, in Tamil Nadu circles a review of 306 monthly reports for the 
period April, 1988 to March. 1993. on the progress of assessments in cases 
having concealed income of Rs. 10 lakhs or more. received · from 7 
Commissioners of Income Tax charges. disclosed that the submission of 
these reports was delayed upto 45 days in 140 reports . Further, a review of 
100 quarterly reports of search and seizure assessments in 5 Commissioners 
of Income Tax charges pertaining to the period April, 1988 to March, 
1993, revealed similar delays ranging from 3 days to 75 days in 46 such 
reports in four commissioners' charges. 

Other topics of interest 

2.J.19(a) Lack of co-ordinarion assessmenrs 

The departmental ·search & Seizure Manual 1989' mentions that in 
order to ensure that action is taken by a:11 assessing officers on similar lines 
in respect of assessments of all assessecs of a group, the assessing officer 
dealing with one· assessee shoqld keep in close touch with officers dealing 
with other assessees of the group. 

(i) In West Bengal charge, in respect of one assessee of a group, the 
assessing officer, in the interim order passed, estimated income of 
Rs. 13~5 lakhs bein~ the assessee's share of undisclosed profit declared by 
a firm as · concealed mcome. However. in the case of another assessee of 
the same group assessed in another circle. the assessing officer omitted to 
add Rs. 26.71 lakhs being his share of profit in the said firm . Similarly, in 
another case, a sum of Rs . 4 lakhs being 20 per cent share of undisclosed 
profit (Rs. 20 lakhs) of a firm was added to the income of_ part_ners by one 
assessing officer, but during regular assessment the said disclosure of 
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Rs. 20 lakhs was not taken into account in the assessment of the firm. No 
reasons for exclusion were recorded in the assessment order. 

(ii) in Gujarat charge, as per appraisal report in a case, land for a 
project was purchased in September, 1986. and the cost of land was shown 
as Rs. 38 Iakhs in the accounts seized. In the audited accounts the cost of 
land was shown as Rs . 29.64 lakhs only, implying that the difference of 
Rs . 8.36 Iakhs treated as undisclosed income was paid in cash outside the 
books of accounts to the land owners. This fact was ·also admitted by the 
assessee during the search. However, no action has been taken by the 
assessing officer to pass on this information to the assessing officer having 
jurisdiction over the owners of the land, so that the tax on capital gain 
could be levied on such amounts and penal action taken for not showing 
the amount in the books of accounts. 

(b) Failure to co-ordinate with other departments on valuable information 
established during search 

. The Search and Seizure Manual, 1989, as well as departmental 
mstru~tions; require the investigating wing of the department as well as the 
assessmg officer to maintain co-ordination/liaison with other departments 
a1~d enforcement agencies, like Rcv.enue Intelligence, Enforcement 
Directorate, Customs and Central Excise department, Sales Tax 
department etc. Instances have come to notice where such other 
departments/agencies were n~t informed of violation of other laws. For 
example, in Gujarat charge, in case of an assessee who was found to have 
acquired gold ornaments worth Rs. 82.05 lakhs out of unaccounted 
business transactions , no information was passed on to th·e Sales Tax 
department of the State . 

The review was referred to the Ministry for comments in September. 
1993; their reply has not been received so far. 
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APPENDIX II 
Conclusions and Recommendations 

Ministry/ 
Department 
concerned 

3 

Conclusion/Recommendation 

4 

WO Finance The need to curb economic offences and 
(Deptt. of combat tax evasion have engaged constant 
Revenue) attention of the country. Government have 

from time to time introduced various measures 
!ncluding inter-alia conferring of. powers of 
suryey, search and seizure on the Income tax 
authorities with this end in view. Search and 
seizure operations are planned and executed by 
the Investigation Wing of the Department. 
However, the assessment work of these cases is 
assigned to the Investigation Circles headed by 
Assistant Commissioners of Income Tax, except 
those which are assigned to Central Circles or 
to Deputy Commissioners of Income Tax 
(Assessment). The powers of search and 
seizure, dealing with seized assets etc. are 
governed by Sections 132 and 132A of the 
Income Tax Act, 1961 read with Rules 112, 
112A, 112B, l12C and 112D of the Income Tax 
Rules. Similar powers are conferred by Section 
37A and 37B of the Wealth Tax Act, 1957 read 
with Rules 10 and lOA of the the Wealth Tax 
Rules. In a11 search and seizure operations 
undertaken by the Investigation Wing, an 
Appraisal Report is required to be prepared 
and sent to the Assessing Officer within 
45 days. It inter-alia contains details of seizure 
of assets, surrender made, outcome of the 
search, presentation and potential of the case 
etc. based on preliminary scrutiny of the seized 
documents. The Assessing Officer initially 
passes an order within 120 days in terms of 
Section 132(5) of the Act in a summary manner 
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towards the tax, interest and penalty imposable 
on the person. Thereafter, action for 
completion of regular assessment is taken up. 
The audit review seeks an evaluation of the post 
search performance of . the Department 
particularly the working of the Investigation 
Circles based on the findings from test audit of 
records of 7960 cases in 165 Investigation 
Circles, functioning in 75 Commissioners 
Charges in various parts of the cvuntry covering 
the period 1988-89 to 1992-93. The findings of 
the Committee emerging from the Audit review 
are summed up in the succeeding paragraphs. 

Under Section 132(5) of the Income Tax Act, 
1961, the Assessing Officer first passes an order 
within 120 days of the date of seizure in search 
cases where any money, bullion, jewellery or 
ot~er valuables are seized, estimating 
undisclosed income/wealth in a summary 
-manner after affording an opportunity to the 
person concerned for being heard. The 
Assessing Officer then calculates the amount of 
tax, determines the amount of interest payable 
an~ penalty imposable on the person witb the 
pnor approval of the Deputy Commissioner. of 
Income Tax . .I). test check by Audit of interim 
orders passed, revealed mistakes and infirmities 
like underestimation of income, omission to 
consider concealed incomes, non-imposition of 
penalty, interest etc. As regards th~ 13 cases 
mentioned, the Ministry of Finance on the basis 
of the reports received from the Charges 
concerned replied to 7 cases stated that there · 
had been a "technical" delay in only one case. 
The Ministry, however, admitted that no record 
of the pendency charge-wise, was co,npiled and 
maintained. The Committee desire that the 
Ministry should thoroughly analyse · :ihe 
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infirmities in the 3 of the 7 c~es mentioned 
above in which their reply was considered as 
not relevant by Audit and also the positioll 
prevailing in all the charges and take suitab!C . 
measures to avoid such eventualities whicb J 

could be detrime. ntal to the interests of revenue:• 
The Ministry should also send their specific 
replies to the remaining 6 cases after du' 
vetting by Audit. 

. r 
The Committee are concerned to note that iJl , 

the five years from 1988-89 to 1992-93, out of 8 

total of 10,348 search cases where ' 
finaf assessments have been completed; in 3712 
cases, i.e. 35.87% no concealed income ws.S 
detected. The Committee are, howeve!• 
surprised that the Ministry of Finance seem tO 
be contented with the present rate , of success· 
The Ministry stated that the success rate of onlY 
65 percent can be no means be considered • 
matter of anxiety and described the same aS 
fairly high. The Committee are not i9Elined tO 

share _this sense of complacence. ConsiderillS 
the extraordinary and exceptional power 
granted to · the Department in conducting searc~ 
and seizure operations. the Committee are o 
the view that there is an imperative need for 9 

thorough groundwork before undertaking searcb 
and seizure operations in order to enhance th' 
success rate . 

The Income Tax Act, 1961 provides fo! 
prosecutions for certain default such as wilful / 
ittempt .to evade tax, false statement i~ 
verification etc. The Committee are deeplY 
concerned to note that the prosecutio~ 
proceedings initiated in the number of cases( 
atalgned to Investigation Circles during the 
period 1988-89 to 1992-93 showed a declininJ 
trend. In fact, the Committee's examinatioJI 
revealed out of a total number of 49,648 searcb 
assessments completed during 1990-93, 
prosecutions wi;re launched in 2729 cases only. 
Curiously enough, the cases of prosecutions 

,IJ14J6 
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launched sharply declined from 1629 in 1990-91 
to 175 in 1991-92 and 325 in 1992-93. Evidently, 
the low number of prosecutions launched is a 
pointer to the fact that . ~ven after considering 
incriminating material in search cases, the 
Department were unable to establish many 
cases of tax evasion. The Ministry of Finance 
attributed the sharp decline in the prosecution 
proceedings launched to the immunity provided 
for in this regard under certain provisions of 
Income tax Law, the decision of Government to 
launch prosecution in important cases only, 
other factors like necessity to await completion 
of assessment proceedings. fulfilling of criteria 
laid down in various instructions of the Central 
Board of Direct Taxes etc. While the 
Committee do recognise the need for laying 
~reater stress ·on bigger and relatively more 
important cases, they are not fully convinced of 
so~~ of • the other causes putforth by the 
Mm1stry. · For example, since the search cases 
are ta_kf.1!. up <;>n the basis· of the incriminating 
maten~ls collected -ey the department, the 
Co~?11ttee feel that it is 11ot necessary to await 
dec1S1o_n of the first appellate authority for 
launchmg prosecution particularly when such 
cases unfortunately tend to linger on at various 
appellate stages. The Committee would, 
therefore, recommend that the Ministry of 
Finance should look into the reasons for the 
sharp aecline in the prosecutions launched. in 
search cases and take necessary steps in order 
to ensure that the prosecution provisions under 
the Direct Tax and other related Laws are 
effectively applied to create an appropriate 
impact and to subserve as a deterrent against 
tax evasion. 

Another disquieting feature observed by the 
Committee was that the rate of convictions 
against the prosecutions launched in respect 
of search assessments was dismally low. Of the 
2729 prosecutions launched in respect of 49,648 
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search assessments completed during 199Q-93, 
the number of convictions was just 1664. In · 
fact, the Committee's examination revealed that 
the number of acquittals in respect of the 
prosecution complaints launched against the 
offences committed under Direct Tax Laws and 
related IPC sections as a whole itself was very 
high. Similarly, the prosecution complaints 
launched which were disposed of in a year had 
been substantially lower than those filed. The 
Committee are, therefore, convinced that those 
disturbing trends have to be carefully analysed 
at the Board/Ministry level and necessary 

. corrective action taken with a view to ensuring 
that the offences _,;ommitted are sternly and 
effectively dealt with. The Committee, in · this 
connection, emphasise the need for improving 
the quality of legal assistance and would, 
therefore like the Ministry of Finance in 
consultation with the Ministry of Law to 
seriously address to this issue and attempt to 
remove the deficiencies arising therefrom. 

The regular assessment of search and seizure 
cases are taken up by the Assessing Officers 

_under Section 143(3) of the Income Tax 
Act, 1961. In their instructions issued ·on 4 May 
1985, the Central Board of Direct Taxes had 
emphasised the need for expeditious completion 
of assessments in search and seizure cases. the 
Board, in their subseq~ent instructions issued 
on 18 July, 1991 had directed that such 
assessments should be completed within two 
years from the search. It is a matter of deep 
concern to the Committee that these 
instructions are being followed more in breach 
by the Assessing Officers. The Audit test check 
revealed that in 69 cases in seven Charges, 
regular assessments were not completed, in 
25 cases in two Charges even assessment 
proceedings did · not commence within the 
prescribed two years time, and in 364 cases in 
10 charges, delay in completion of regular_ 
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assessments ranged from 17 days to five years 
beyond the stipulated period. Distressingly, 
instead of rectifying this unedifying state of 
affairs, the Ministry of Finance have sought to 
justify this inordinate delay by seeking to draw 
an unjustifiable distinction between "statutory 
delay" and delay arising · out of executive 
instructions. According to them, these delays 
related to the time-frame laid down in the 
Exective instructions and not in the Statute. 
This explanation of the Ministry is totally 
unacceptable and the Committee have no 
doubts, whatsoever, that the instructions have 
been issued by the Board after assessing the 
exact position prevailing in the field formations. 
The Committee, therefore, desire that the 
Central Board of. Direct Taxes should not rest 
merely with issuing executive instructions in the 
course of administration of Direct Tax Laws, 
but also ensure that they are faithfully 
impl!!mented by all concerned. 

Fore completion of regular assessments in 
search and seizure cases, the Board had also 
laid down Action plan for each financial 
YC!lr sc:uing out the "Key Result Areas~• and 
the targets to be achieved. The Committee 
regret to note that there had been substantial 
shortfalls ranging between 1102 to 3113 
as~ssment~ vis-a-vis the specific annual targets 
laid down m the Boards' Action plans for each 
of the financial years 1988-89 to 1992-93. The 
Ministry of Finance attributed the pendency and 
the resultant shortfall to lack of adequate man­
power, fixation of 1'very high and challenging" 
target by the Board etc. The Committee are 
amazed over this explanation and cannot accept 
the fact that targets had been laid down by the 
Board without assessing the ground realities. 
The Committee are of the view that targets 
should be fixed realistically based on a proper 
0 & M study. Targets if fixe<;I ab-initio at levels 
which are unattainable cannot spur the 
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personnel to higher level of performance. On 
the other hand they can be demotivated by 
unrealistic targets. They. therefore, desire the 
Ministry ot examine the matter and ensure that 
the targets laid down by the Board are actually 
achieved. 

The Committee's examination also revealed 
that the completion of regular assessments of 
search and seizure cases have regretfully 
not been receiving due attention in the 
Investigation Circles created with up-graded 
charges. Apart from non-completion of 
assessments within the prescribed period, 
various other deficiencies were also observed in 
different Charges particularly with regard to the 
stipulation laid down in the Action plan in 
respect of carrying forward pending assessments 
to the next year, non-compliance of Board's 
instructions dated 18 July, 1991 etc. What has, 
however, distressed the Committee is that 
instead of rectifying the situation, the Ministry 
have simply stated that the instructions issued 
earlier (i.e. July, 1991) would take care of such 
deficiencies. The Committee deplore this casual 
approach and desire the situation to be 
remedied forthwith. 

Another important area where the Committee 
found inordinate delay occurring related to the 
reopening of assessments after search and 
seizure operations. Under the Income Tax Act, 
1961, in cases where incriminating material or 
assets are seized, the departmental authorities 
are required to reopen the relevant assessment. 
Executive so instructions require that the 
notices to the assessees for re-opening 
completed assessments should be issued within 
six 
months from the date of search. The Committee 
are unhappy to note from a test check by Audit 
that in 161 assessments in nine Charges, there 
were delays ranging from one Month to 61 
months in issue of notice for re-opening the 
assessments. Unfortunately, instead of 
ascertaining the precise reasons for such delays, 

.... ,., ~ .......... 
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the Ministry in this case also sought to . justify 
the lapses by stating that there had been no 
statutory delay in reopening the cases and that 
it was only in terms of the Executive 
instructions. The Committee have no reason to 
believe that the time-limits were laid down by 
the Board in the Executive instructions without 
taking care of the precise circumstances. While 
deprecating the lack of seriousness of the 
Ministry in the matter, the Committee desire 
that the Board should ensure that the assessing 
officers follow the Board's instructions. . . 

The order passed under Section 132(5) is of 
an interim nature and as such, while finalising 
the regular assessment, the Assessing Officer 
is expected to make complete investigations and 
fraine an assessment which can stand appellate 
scrutiny. In fact,. one of the objectives for 
setting· up the Investigation Circles was to 
imropve the. quality of search assessments and 
'ensure quick follow-up action. The Committee 
are astonished to note from Audit test check, 
that in 42 assessments, mistakeSl'omi~ions were 
noticed ·which resulted in non-assessment/ 
underassessment of income/wealth of Rs. 3.34 
crores with consequential non/short levy of. tax 
of Rs. 1.05 crores. The Ministry of Finance 
stated that the mistakes or omissions in the 
illustrative cases had occurred due to incorrect 
appreciation of facts available before the 
assessing officer or due to the failure to take 
consequential action in the case under 
assessment or in connected cases. According to 
the Ministry, whetever such mistakes had been 
noticed, steps had been taken to rectify the 
mistakes or remove the omissions and recover 
the tax dues. The Committee cannot remain 
satisfied with the reply. They desire that all the 
cases mentioned above should be tboroughly 
enquired, with a view to taking corrective action· 
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and also · fixing responsibility. The Committee 
would like to, be informed of the precise action 
taken thereon. 

m their instructions issued in July 1991, the 
Board had directed that the reasons for any 
variation between regular assessment order 
and Appraisal Reports as well as interim orders 
are required to be clearly recorded in regular 
assessment orders. The Committee are surprised 
to note that against an income of Rs. 13.54 
crores determined initially in 15 cases, an 
income of Rs. 93.02 lakhs was aonly 
determined. Further, as against tax of 
Rs. 2.82 crores initially determined in 35 cases, 
the amount finally assessed was Rs. 42 lakhs 
only. Similarly, the income shown in the 
Appraisal Reports at Rs. 8.07 crores in 25 cases 
was finally assessed at Rs. 86.40 lakhs. 
Obviously, this indicated that either the 
estimates were wild or the assessments were not 
being carefully framed. The Ministry of Finance 
stated that the Appraisal Report prepared by 
the Assistant Director (Investigation) evaluates 
arid indicates the lines of investigation; the 
order issued under Section 132(5) by the 
Assessing Officer is also a summary order 
framed with the object of estimating the likely 
tax liability of the person from whom seizure 
has been effected in order to retain or release 
the seized assets whereas the regular assessment 
order was passed after detailed investigation 
and after giving due opportunities to the 
partie~. Therefore, according to the Ministry the 
variations were inevitable. The Committee do 
agree that some differences between these 
documents are bound to occur; however, in 
their opinion, large scale varitions such as those 
pointed out by Audit in the illustrative cases 
involving differential amounts of Rs. 1.17 
crores. Rs. 17 lakhs etc. do not seem to stand 
to reason. The Committee, therefore, 
recommend that the Ministry of Finance sftould 
.ensure that the · reasons for the variations are 
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invariably recorded by the Assessing Officers in 
the regular assessment orders and evolve a 
method whereby cases involving wide variations 
as the ones mentioned above are subjected to a 
meaningful review. 

One of the measures of ascertaining the 
quality of assessments in Investigation Circles 
was the success. rate in appellate proceedings. 
The Committee note with serious concern that 
the record of the Department on this score is 
not very inspiring. ·The statistics furnished by 58 
Commissioner's charges revealed that out-of tax 
of Rs. 467 .47 crores determined in 2985 interim 
orders passed under Section 132(5), tax of 
Rs. 125.95 crores (29.44 per cent) only, 
including interest and penalty was finally 
determined after appeal effect in regular 
assessments completed during the year 1988-89 
to 1992-93. In several Commissioner's charges, 
substantial portion of assessed tax demand was 
fc:>Und to have been set aside in appeal. The 
Committee, therefore, recommend that a 
sample of the more important cases pointed out 
by Audit should be taken and a case study 
undertaken with a view to identifying the exact 
infirmities resulting in the failure of the 
Department in defending their action and for 
improving the performance in appellate 
proceedings. There is also a pronounced need 
for the supervisory officer to improve the 
quality of monitoring of the more important 
assessments relating to search and seizure cases 
so as to enhance the degree of success in 
appellate proceedings. 

Under the Income Tax Act 1961, penalty is 
leviable where, in the course of a search, the 
assessee is found to be the owner of 
any unexplained or undisclosed money, bullion. 
jewellery or other valuable article or thing. The 
Committee find from the Audit paragraph tha_t 
in nine cases under various charges, peanlty 
amounting to Rs. 30.24 lakhs leviable for 
concealment of income of Rs. 55.40 lakhs was 
not levied or short levied. The Ministry of 
Finance contended that there had been no 
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short/,non-Jevy of penalty in six out of the nine 
cases pointed out by Audit owing to the 
proceedings being pending or the penalties 
levied were dropped on merits by the assessing 
officer. _The Committee are not convinced by 
this. They desire that the Ministry should 
thoroughly examine the circumstances in which 
the penalties leviable were not actually enforced 
in all ·the cases mentioned above. Efforts shouJd 
also be made to pursue and expedite the 
proceedings where the asse$Sments are pending 
so as to ensure collection of the legitimate dues 
of the Government at the earliest. 

Yet another shortcoming observed by the 
Committee was that even in cases where 
demands were raised, recovery was not 
being vigorously pursued. Test Audit checks 
revealed non-collection of tax/penalty/interest 
of Rs. 42.11 crores levied in regular assessments 
of search and seizure cases in West Bengal and' 
Tamil Nadu charges during 1988-89 to 1992-93. 
The Ministry of Finance attributed this to the 
dispute by the assessee, or pendency in appeal, 
time taken to carry out adjustment of the seized 
cash and other assets towards demand raised 
etc. They also stated that in Tamil Nadu, there 
had been partial collection of arrear demand 
and that efforts were still on to collect the 
balance amounts. The fact that a sizeable 
amount of revenue assessed in searches and 
seizure assessments remains uncollected in just 
two Charges for a fairly long period would seem 
to indicate that the manner in which such cases 
are presenfly being pursued needs a critical 
examination. The Committee, therefore, desire 
the Ministry of Finance to analyse the reasons 
therefor and ensure that concerted efforts- are 
made to vigorously pursue the demands issued 
and realise the Governmental dues in time. 

The Committee find that with a view to 
ensuring adequate and proper follow-op action 
in search cases, the Central Board of 
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Direct Taxes in their instructions issued in July, 
1991 had directed that each Commissioner and 
Deputy Commissioner of Income Tax should 
monitor atleast 5/10 of the top search cases 
respectively every year, . The Committees' 
examination, however, revealed that monitoring 
was either not being done or was being done 
partly. What has further concerned the 
Committee is that the various registers and 
reports presented and which were, in fact, the 
basis for exercising effective monitoring and 
control of the functioning of the Investigation 
Circles, were either not maintained or 
improperly maintained. The Committee 
recommend that these shortcomings should be 
urgently addressed to by the Ministry of 
Finance for appropriate corrective action. 

The Search and Seizure Manual as well as the 
departmental instructions require the Assessing 
Officers to keep in close touch with 
other officers concerned of the Department and 
also maintain co-ordination/liaison with outside 
departments/agencies like Revenue 
Intelligence, Enforcement Directorate, Customs 
and Central Excise Department, Sates Tax 
Department etc. for effective follow-up of 
search and seizure. Audit scrutiny has, 
however, found several deficiencies on this 
score particularly in West Bengal and Gujarat 
charges. In the light of the above, the 
Committee desire that the Ministry of Finance 
should ascertain the manner in which co­
ordination is actually put into practice presently 
and review the efficacy of the present 
instructions/arrangements in this regard with a 
view to ensuring better co-ordination and 
thereby achieving better results in combating 
tax evasion. 

The Committee note that the Central Board 
of Direct Taxes had issued instructions in April, 
1991 to all the Chief Commissioners/ 
Commissioners for making available all records, 
including Appraisal Reports. Unfortunately, 
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these instructions were later modified in March, 
1993 resulting in withholding of Appraisal 
Reports from Audit in the course of 
undertaking the present review. Besides, the 
Committee were informed that in several 
Charges, other records and statistical 
information was also not produced to Audit or 
not submitted in time. The Committee take a 
serious view of this aberration. While they feel 
relieved that the instructions of March, 1993 
have since been withdrawn in pursuance of the 
assurance given by the Revenue- Secretary to 
the Committee during the course of oral 
evidence, the Committee desire that the 
Ministry of Finance should take necessary steps 
to ensure the records requisitioned by C&AG 
for Audit in all cases to enable the C&AG to 
discharging its constitutional functions. 

The Committee note that in the present 
system of working, several vital data relevant to 
the search and seizure operations are not 
being maintained. This included, year-wise 
break-up of concealed income brought to light 
by search operations and the tax collected 
thereon, uncollected revenue in respect of 
search and seizure cases, data on the income 
sustained in appeals, charge-wise details 
regarding the number of cases pending/passing 
of interim orders under Section 132(5) of the 
Income Tax Act. 1961, details of the number of 
cases pending/launching of prosecution etc. The 
Committee are of the view that the Ministry of 
Finance should strive to evolve an appropriate 
data system so that a better evaluation of the 
extent of the usefulness of the search and 
seizure operations could be attempted. 

The Audit review under examination is based 
on the findings from test check of records of 
7 .960 cases in 165 Investigation Circles, 
functioning in 75 Commissioners charges in 
various parts of the country. The review had 
brought to light several cases of irregularities, 
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commissions~ mistakes etc. having an important 
bearing on revenue collection. The Ministry of 
Finance had furnished details of such 
irregularities etc. to the Committee in respect of 
a few illustrative cases only. Evidently, the 
Ministry are yet to collect the entire details. 
While expressing their unhappiness over the 
same, the Committee, therefore, desire that the 
Ministry of Finance should obtain details of the 
irregularities, omissions etc. of all the cases 
pointed out in the review and pursue these 
cases to their logical conclusions and take 
necessary steps to recover the legitimate dues of 
the Government. Steps should also be taken to 
fix responsibility of the officials concerned for 
the various omissions/commissions. 

The Public Accounts Committee have time 
and again emphasised the need to tone up 
Direct Taxes administration to effectively 
meet the menace of black money and evasion of 
taxes. The Committee would like to underline 
the fact that search and seizure are exceptional 
powers conferred in exceptional circumstances 
for the purpose and, therefore, it is highly 
imperative that they are exercised efficiently in 
unearthing concealed income and wealth and 
also checking evasion of taxes. However, the 
deficiencies and irregularities discussed above 
clearly indicate that there is a need for a critical 
review of the existing system of search and 
;eizure in order to make it more effective. In 

. . his connection, the Committee note that in the 
· 1-inance Bill, 1995 a new scheme has been 
introduced under which undisclosed income 
detected as a result of search shall be assessed 
separately ~t a ··tlat rate of 60%. It has been 
stated that the proposed new procedures would 
reduce the delay in assessments and make the 
operations more effective. The Committee 
would await the enactment of the scheme, its 
actual implementation and efficacy. Meanwhile 
they desire that the shortcomings/deficiencies/ 
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irregularities discussed in the preceding 
paragraphs · should be dispassionately examined 
in all their ramifications and corrective action in 
the working/procedures or otherwise taken with 
a view to streamlining the search and seizure 
operations and the Investigation Circles and 
therepy achieving better results in unearthing 
black money and combating evasion of truces. 

The complex nature of the Direct Tax Laws 
has been a matter of intense debate. During 
evidence, the Committee were informed that 
a group had been constituted in the Central 
Board of Direct Taxes to recommend measures 
for $implification of Direct Taxes Laws. The 
Committee have been informed that the Group 
was expected to submit its recommendations by 
the end of September, 1995. The Committee 
would like to be apprised of the progress made 
in the task. 
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