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REFOMM OF STATAST ICAL INFORMAY IGN SYSTEM .IN
THE IINCOME T AX DEPARTMENT

I. Introductdon and Focus of the Study

Tax statistics, especially those relating to income and
wealth taxes, serve a wide variety of purposes and constitute
an importart element of the data base of a country, Evaluation
of tax policy and appraisal of alternative policy measures
cannot proceed without reliahle statistical information
regarding the total number of tax-payers, the amount of income/
wealth assessed along with their distribution, the amount of tax
charged, deductions and concessions etc, actually availed of by
tax payers and similar items in sufficient detail, Statistics
of income and wealth tax assessments are also of invaluable help
in deriving insights into important facets of the economy such
as the degree of inequality in the distribution of income and
wealth and their trend over time, the efficacy of tax measures
to promote desired objectives, their cost to the community, the
size of the parallel economy and so on. Income Tax Statistics
also constitute one of the date sources for national income
accounting (CSO, 1980).

Despite their acknowledged role in research and policy
formulation statistics on income and wealth taxes in India are
deficient in several ihportant respects, The major deficiencies
are, first, their coverage is poor and, what is worse, they
cannot be regarded even as a reliable representative of the
taxpaying population except for limited- purposes, Secondly,
they do not provide all the information required for research
or policy purpdses e.g. for making a judgment about the
efficacy of the various measures taken through the tax
instrument to pfbmote social and economic objectives, The

disaggregation provided in the published date is inadequate
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and not very helpful for analytical purposes. There is also
a large time-lag - about tuwo years - in thelr compilatlon
which detracts from their utility for ‘policy purposes. Attemg
to estlmate the probable effects of alternative measures or
forecast revenues with some degree of confidence as also
1nv”stlgatlons into the size and sources of the parallel
8conomy are seriously handicapped by the lack of reliable an

adequate data on assessed income and wealth of taxpayers.

The weaknesses of income tax sfatistics have come
in for adverse notice from researchers as well as policy
making bodies from time to time (Data Improvement Committee,
1969, Direct Taxses Engquiry Committee, 1971, Gupta, A and
Aggarwal p,K,, 1982). Acknouledgirg the need for developing
a more efficient system of compiling statistics relating to
direct taxes, the Ministry of Finance set up a committee of
exXperts in 1973 headed by the chen Director of the Central
Statistical Organisation to examine the prevailing informatiof
system for direct taxes and suggest measures "so us to reduce
the limg lag in their compilation and‘gi@e more detailed and
meaningful information®, The Committee made a comprehensive
a"'i‘»udy ot' the existing system of data compiiatien in the
Income Tax Department, identified the source of their
weaknesses and suggested wide ranging«heasyres for improvement
(Committes on Direct Taxes Statistics or CDTS for short, 1976)
Several of their recommendations were accepted and have since

been, put into effect. - The major defiqiencies of the direct ta

Statistics however persist, For instance, the coverage of the

All India Income Tax Statistics (AIITS), the principal source:
income tax statistics in the country, continues to be poor and
haphazard and the degree of under-coverage as evidenced by the
proportion of assessments reported in the AIITS to the total

number of assessments made in a year seems to be on the. .

inctease as may be seen from Table 1. Similarly, the time-lag
in the publication of the AIITS continues.
improve ment after 1975-76 but again the_time—
o ranme between one and a half to two years (Table 2).

There was some

lag continues
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TABLE 1

Coverage of Assessments in the All India Income Tax Statistics

- Gatit— -

1960-61 to 1980-81

B o T NI N2 TP

IR et ELE RLIR T S B R it AR e AR Rt At T IS 8 e ewere e wr v Toe

Year Number oF Number of Coverage
' assessments assessments éZ)/(1)
completed covered in per cent)
ATITS
(thousand) (thousand)
(‘l) (?-) (3)
1960-61 1274 1025 80, 45
1961-62 1394 1167 83.71
1962-63 1397 1190 85. 18
1963-64 1586 1258 79,31
1964-65 1934 1469 75.95
1965-66 2389 1709 71.54
1966-67 2418 1783 73.74
1968-69 3421 1983 57.97
1969-70 3559 2025 56.90
1971-72 3844 2203 57.31
1972-73 3598 2245 62.40
1974-75 3841 2445 63, 66
1975-76 4008 2514 62,72
1976-77 3949 2556 64,73
1977-78 4044 2651 65. 65
1978-.79 3310 2042 61. 69
197980 -3490 1915 54,87
1980-81 4035 1543 38, 24

ks 8 M Bt . o L. B WG e ® B P NS FE 4 T 4 e e S0 AL L E NS g WY Mg BB P Dl E @O s e S

Source: All India Income Tax Statistics
(Annual)
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1960..61
1961-.62
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1963..54
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1965..66
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The shortcomings of the-data-reported in the AIITS
figurod in the discussions'of the PAC recently, The deficiency
of the AIITS data was brought out sharply by the wide divergence
in the figure of the revende affect of certain incentive
provisions in thg income tax like the tax holiday as given
in the AIITS and estimates made independently by an official
Committee of the Government (Ministry of Finance, 1980).

'In the course of the discussions before the PAC ithe short-
comings of the‘AIITSfAndfthé need for taking measures to

improve the qualifylof direct tax statistics were acknowliodged
by the authorities (PAC Report 1981-82). Certain msasures uere
stated to be under contemplation of the Government to remedy

the defects of the direct taxes data, It is, in this context,
that the Economic Administration Reforms Commission desired the
NIPFP to undertakenavsfudf_of the Infgrmation system prevailing
in the Income TaX'ngéftménfbin resﬁettrof income tax and wealth
tax and suggest measures for inmprovement. The objectives of the

study principally are the follouwing:

(i) to revieuw the existing system of information
collection, its contents, presentation and

publicationg

(ii) to list the items on which the information
should be collected for the purposes of

economic analysis;

(iii) to suggest a comprehensive information system

for income and wealth taxes.

The system of compilation of income tax statistics

is taken up first for consideration,



II, Existing Sources of -IncomoTax Statistics and their
Deficiencies

1. Existing sources
tax
Currently, incomg/statistics are available from the
following publications:

(i) The Budgets of the Union Government - Annualg

(ii) Reports of the Comptroller and Auditor General
of India on revenue receipts of the Indian

Governmert - Annual;

(iii) All India Income Tax Statistics (AIITS) -

Annual; and

(iv) State-wise Income Tax Statistics (SITS)

Annual

While the AIITS and SITS 'are published by the Diredtorate of
Inspection (Research, Statistics and Fublic Relations) in
short DI (RS & P) of the Income Tax Department, the other tu
publications are‘brought out by the Ministry of Finance.
Besides these, data on assessments completcd are compiled
reqularly by the Department on the basis of the progress rep
received from field offices but they cover a limited ground

are meant only for official use,

The Budgets of the Government of India give aggrega
figures of the corporation income tax and taxes on income
other than corporation tax along with receipts from other
Union taxes. These figures relate to the tax collected in a
year and so, in so far as income tax is concerned, includes
collections out of arrears and current demand, tax daducted
at source, advance tax demand and payments under self
assessment and provisional assessment, net of refunds and

adjustments, No information is available from these data
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about the actual tax base to which the tax revenue figures
relate, Nor do they provide any disaggregation according
to income range or any idéa of the revenue effect of the

various examptions and deductions.

The report of the Camptroller and Auditor Geneial
of India contains information on the points arising from
the audit of cofboration tax, income.tax, wealth tax, gift
tax, estatc duty and payment of interest on tax for certain
defaults such as delayed payment of taxes etc, The report
gives fairly detailed statistics on the arrears of assessments.
On income tax (including corporation tax) the report provides

informetion on the follouing poihts:

1¢ The number of assessments pending at the

beginning of a financial year

2. The number of assessments completed during

the year both errear and current

3. Break-—up of total number of assessments
completea during the last two years under

scrutiny assessments and summary assessments,

4, State-wise break-up of income tax assessments

completed during the last two years,

5. Asscssment year-wise positior of pendency of
income tax assessments as on 31st of March

of the last two years,

6. Break-up of pending income tax assessments
under scrutiny asssssments and summery
assessment as on 31st of March of tho last

two years,

7, Year-wise break-up of pendency of income tax
assessments under company assessments and
non-company asscssments as on 31st of March
of the year,
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8. Number of assessess in the books of tha
Department as on 31st of March of the year.,

9. Number of re-opened, cancelled and set-aside

assaessments,

The data contained in the C&AG*s reparts though
useful in certain respects also co no:t ,.rovide tho det-ils
or disaggregation needed for research analysis or evaluatioq
of alternative policy measures. For information on the totd
income assessed, distribution of assessec incomes among
different income ranges, in the aggregate and by source of
income, distribution of business incomes accordingto the
trade classification, tax effect of various reliefs and
concessions allowed and other details, onc has to turn to
the AIITS published by the DI (RS & P). This publication
contains the following statements based on assessments

. completed in a year:

1« Summary of demand, collection and arrears of
income tax; and distribution of arrears of

income tax, by range of tax in arrears.

2. Summary of net collection of income tax and

corporation tax,

3. Analysis of asscssments, gross incomec and
gross tax, by source of incomej; deductions,
rebates and reliefs, by naturc of decduction etcj;
and tax deducted or other-wise paid at source,

by source of income,

4, Number of assessments, gross income and gross
tax from bupiness and profession for companies

and non-companies - industry-uisec.



5. Number of assessments, income assessed and
tax ‘demand,. by status and range of

assassad income

6. Number of assessments and net income, by status

and range of net income,

7. Number of assessments, gross income and gross

tax - by sourcc, range of income and status.

8., Break-up of number of assessments, income
assessed and tax demand of individuals by
salary and non-salary individuals and range of

income assessed,

9. Number of company assessments, income assessed and
tax demand - by range of income assessed and

nature of company,

10, Number of assessments, income from capital gains
and gross tax thereon - by status and range of

capital gains assessed,

11. Number. of assessments, gross income, losses set
off, deductions and net income - by status and

rtange of income assassed,

The State-wise Income Tax Statistics gives detailed
information regarding items 3 to 6 mentioned above, for each
State,

PP B G T Wt

2, peficiencies of the AIITS and SITS

As noted earlier, the main weaknesses of the AIITS
which constitutes the principal source of detailcd statistics
on income tax are poor coveraga and delay in compilation, A
number of other deficiencies of the AIITS.uere notod by the
Committee on Direct Taxes Statistics (CDTS, 1976) and others,
The major deficiencies noticed in the AIITS, apart from

inadequate coverage and time lag in publication, seem to be
the following:
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(1) Incomparability of time series data. The "inc
reported in the AIITS represents asééssed "total income" as
contemplated -in the Income Tax Act. The scope of assuassed
income being subject to the state of the tax law prevailing
in the relevant_ year, given the frequent changes in the law
the time series available from the AIITS are not quite

comparable,

Another factor which affects comparability is that
the datd presentcd in the AIITS relate to assessments
completed during a financial year rather than to the assess.
ments pertiining to a given year. It is noticed that the
proportion of number of assessments in respect of a
"current year" to the total number' of assessments completed
in the year are in some years, as low as 49 per cent
(Table 3). As a result, the data cannot be related to the
national income of any particular year. This deficiency is
now sought to be remedied with the publication of statistics
relating to thé asscssments partaining to a given asscssemen
year, that is, by aggregating the assessments in respect of
given assessment year even though these are completed over
the period during which the asééssﬁehts can remain open (i.e
three years). But this publication unavoidably suffers from
a time lag of almost four years and éovérage of these

statistics also remains poor,

(ii) Limited scope of "income® reported. The data
in the AIITS are presented according to the ranges of assesse
income rather than economic income of the taxpayers, Thec scc
of assessed income being relatively narrow, compared to the
concept of even realized rather than accrued incowme, Lhe
information available from ARIITS cannot be used for forming
any idea of the distrbution of "economic power?® or

taxable capacity of the taxpayers or their trends over time.
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TABLE '3
Number of Assessments Completed in Diffsrent Years

Year Total number Nunber of Col, 2 = Col, 1

of assegsments assessments *

completgd for the (per cent)

during the current year

year ~etaf cold

(thousand) (thousand)

(1) (2) (3)

1960-61 1207 7372 60. 67
1961-62 1309 806 61. 60
1962-63 1310 797 60. 84
1963~64 1483 ' 923 62.23
1964-65 1842 1155 62,71
1965-66 2389 1460 61. 10
1966-67 2418 1333 55. 11
1967--68 2557 1331 52.08
1968-69 3415 1673 49,01
1969-70 3558 2135 60,00
1970=-71 3492 2249 64,39
1971-72 3844 2357 61.31
1972-73 3598 2507 69. 68
1973-74 3436 2228 64,84
1974-75 3841 2424 63.10
1975-76 4008 2508 62.58
1976-717. 3949 2289 57.96
1977=78" 4044 2573 63.62
1978-79 3310 21086 63, 66
1979-80 3490 1897 54,36

~»~.——N.;.—- @ - e ad — - TR IS P AW AN g AT O S st @~ AW

Sources: 1, Union Government (fivil), The Audit Report
on Revenue Receipts, Direct Taxes (Annual,
upto 1968--69),
2, Union Government (Civil). The Report of
the Camptroller and Auditor General of
India, Revenue Receipts, Direct Taxes |
(Annual, since 1969-70),
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(11i) Lack of sufficient detail and disaggregatior

Y

a, The Income Tak Act provides for examption,
deduction or relief in varlous forms. Some items of
income are totally exempt, from income tax (e,g,, those
mentioned under section - 10) and do not come within the scod
of the "gross total income" as defined in the Act. The AII
gives no indication of the size of these exomptions even in

the aggregate. i

b. Certain deductions are allowed from 'gross tota
income® mainly by way of concessions to promote specific 
objectives of policy (vide deductions allowed under the j
provisions of Chapter VIA of the Income Tax Act). The
amount of deductions allowed under these heads are
reported for each major item but only in_ﬁhe aggregate,
Their distribution among different fncppe#ranges is not giv
Even the aggregate figqures seem to be grossly under reportec
as was found in the case of the deduction allowed on account
of tax holiday for new industrial undertakihgs (vide FAC
Report 1981-82),

Ce A nNumber of deductions are permitted under the
law in the computation of incomes under various heads which
strictly not in the nature of cost of earning but are allouwe
by way of incentives such as the investment allouance and
Weighted deduction for expenditure on scientific research in
the computation of business income and deduction of a specif
amount upto a specidied maximum from income from newly built
houses in the computation of income from house property.

No information on these deductions is available in the AIITS,

Absence of information regarding items mentioned in
(a) and (c) and lack of complete and detailed information
on items referred to in (b) above stands in the way aof any
attempt to evaluate the cost or benefit of the examptions
and incentive provisions in the ircome tax law and also to

forecaste the probable revenue affect of alternative policy

measures.
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(iv) Anomalies arising from reliance on returns

received from employers on "no-demand-salary cases”,

Under section 206 of the IT Act, employers are roquired to
send o the Income Tax Authorities annwally a detailed
statement (Form 24) showing the salary, allowances paid to

the employees agd tax deducted., Not all employees covered

in thesc statements file any return (unless they have any
income from any other source)., Information available from
these statements is merged with the assessment data in the
compilation of the AIJTS. _But statements of salary-no-demand
cases (3SNDC) which are so mergedlzn the AIITS do not cortain
all the information relevant for other purposes., Hencc the
data emerging from the amalgamation becomes somewhat
misleading, This is one of the recasons for the unduly small
number of professionale such as doctors, enginecrs, etc, given
in the statement 4 of the AIITS, The under-coverage arises
partly from the fact that those figures do not include pecrsons
covered in Form 24 statement (e.g. doctors smployed by
Government who are not permitted any private practice). There
also the possibility of underestimation arising from failure

of employers to furnish SNOC rcturns.

On the other hand, the mergor of Form 24 information
with data bascd on assessments gives rise to thc possibility
of double counting as returns are filced separately by a number
of employees covered in Form 24 statements and information
regarding their assessed incomes flow to the statistician
through a separate channel, Thore is no arrangement at
~present for avbiﬁin§~du51icatioh'of information relating to
eémploycos who file their individual return. As pointed out
by the CDTS, the possibility of doubls counting is more
serious in the case of individuals in tihc higher income
brackets as, presumably, such individuals invariably file
their return separately,
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\v) kack of information regarding oceupation of.

B Py

employed. ipg}yldUals. Whi le thera is a classifi'cation of incom
from business and professxon renardlng to trade/act1v1ty, no
sucl. classgification is aveilable for 1nH1V1duals ass2ssed on
income under othar heads such as salary, 25 a result, there is
no uay of deriving eny idea of the occupational distributicn of
income tax paying individuzls ss o whole or t%n average lzvel
and disparities in the levels of income in different occunation
Information on occupational distribution of individuel tax..
payers deriving thair income mainly Fnoh_employment iz useful f
many NUTPOSES.
\Vi} Inspnropriate clessifisatisn of business and
nrofessional inceme., The clg3°1fi ation followed at present
does not confarm to the Natvona1 Indusfrial Classification
(NIC) 1970, 1In fect the’ pr“sent classification has remeined
unchanged since 1962 263, Uhlle cont1nu1ty atlows for compara-
bility of the time serieo; rrnformlty yith NIC and naticnal
income accounting'classification would be useful far various
surposes (e.g, for aSﬁimatihg the quantum of unreported income
in-vearious activities), here is also the possibl. ity of Mmis-
claséification becauce of incorrect specification in the basi
data, The information on business and nrofessinnal income by
trade classificetion is alen not available zccording to income

ranges,

Some of the deficioncies of the AIITS pointac out by
the CUTS are now soughtftn be remedied, Information is being
collected on a number of additional items suggestec. by the CDTS

as, for =2xample, on invacstment .allowance. But tie AIITS continu

to be dfown up besically on tha same pattern as before and the
improvements are ya2t to be incorporated in the compilation, The
mator shortcomings of the AIITS, namnly, incamplate coverage,

Jdelay and lack of sufficient detail and disaggresgation remain,



II, Factors Imp:ding Impriev mont  of Inc.ma Tax Statlistics
ond Prssibla M nsur:s for R o

Factoxrs holding up ipprovemant
Factors uhigh may be regaried as responsible for the
deficiencizs of the incoms tax statistics noted in tha nracacing

esction Pasically cre three-fold:

i) Bottlenecks in the flow of the basic input for the
RIITES from the field offices to th. Statisticier-

N

Incomplete covarage of the forms constitutino the

basic input; and

iii) Defective filling of th: forms prescribed at present

for furnishing information rcgarding aasessments,

The primary source of information for the AIITS are the
asssssment forms JITHS-1BU'and ITNS.150A%, These are non-statutory
forms requirad to be filled in by the Incoma Tex Officer on comp-
letion of an assessaent, Tha Form Ne. ITNS 1504 is relevant for
companies, These forms are draun up in such a manner as to enable
the taxpasyers to have a clear picturc of the manner in uhich their
incomz has been computed under the heads stipulated in the Income
Tax Act after allouina for verious deductions and exemptions and
how the tax paysable has boen arrived at., Data provided in this
form also constitutes the basic input for the compilation of the
ALITS, Accordingly, ficld offices have bssn instructed to scnd the
original assessmant from to the Director of Statistics in Delhi

diroctly and a carbon copy tc the texpavere
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On roceipt of tho. assasement Formg, tha statistlclan
gets thom acrdvlnls :d and coded, Uhera arrors are not‘cod
in the antrins, corroctlons arc made uhorovvr posslble failinm
which they are referred back to the fiold offlcars asncerned,
Next, the particulars of assossment arc punrhed and the data

transfarred to maqnatic tapezs and processedl on tho -omputer,

The fundamental recson uihy income tax statistics are

so deficient is thaet the assessment forms .do not flow in with
any reqularity to the Statistician's office in Delhi. Undor
the eristing instructions, tho asscesmernii forms for all origin
assessinents complctcd during a wmonth should bo sent to the
statistician by the 15th of thv following month alang nith an
advice note indicating the numbzr of assqssments completed and
number for which the forms arc sent, It appears, howsver, the
thore is a persistently largo backlog in the desmatch of these
forms, For instance, over 1/5th of the income tax circles did
not send "nany monthly batch of a2ssessmcnt forms for the assess.
mant year 1979-80 cven after the lapse of pnc..full vear, For
tho ycar 1980--8%, only asscssment forms for barely one-~fourth
of the asscssmunts completed hsd been raceived in the Statis-
tician's office, Tho Statistician kuecps a watch. over tha flow
of these forms and reminds the defaulting field officors but,
fer obvivus roasohs, he cannot wait indafinitdly for all the
forms to como, Hence a cut-off point in time is fixed and
forms reccived upto that dat® only are processod for compilatior
of the AIITS, This is the mosf important single factor rcsnon-
eiblc for the incomplete and.haphazard caverage of tha AIITS
data, There ere of course other reasons undorlying the incomp-
lote coverage viz, that no informotion is sent to the Statistici

regarding assessments which do net result in any demand or refuyr
of tax, i.e., cascs reforred t~ as “Kefh. amb  Filed¥, But
these usually do net account for mo-e than 5 pur cont or zo
of the total number of cssossmonts whercas undarcoverage goes

beycad 50 p2r cant of thc total rumbar,
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Thu coverage of tho RIITS is doficiont not only in
torms of the proporti.a of the total number of agsessments
:covcred but also in terms of the ranyc of the information
furnishod,  Although fairly dutailéa snd running into four
printed pages, the assessmant forms which constitutec the
basic :.iput of the AIITS du not cover all items on which
information might be ncoded to formulate policy or analyse
the impoct of tax policy. Concessicns aro allowed in income
tax in vurinus ways and tho ITNS forms do not provide for
c ilection of information on each incentive or pelicy instru-

ment variablo in the tax ~ystom,

Inadzquacy of the covecragce of the asscesment forms is
compoundad by the crrors and omissions in filling thnem ug
by the field officers. A good number cf Porms reccivad in the
statisticiant!s office arz not properly prepared and suffer
from obvious defects, 8asides, contrary to the instructions,
only carbon copies of the Forms are sent to the Statistician

and often they are illegikle,

Taking note of th: problems faced by tho Statistician
in compiling the income tax statistics and their deficiencies,
the COTS had recommnonded a number of measures in order to out
down tha delay and improve thz quality of the data, For reducing
the delay iq'compilation, the Committeo had suggrested that the
information reclating to «csscsomoents involving relatively small
incoms might bo compiled from & sample out of the assczessrunt
forms recsived from tho field, Under the Schome cnviszgoed
by ths Tommittoe, incoma tax statistics werc to be pracesscd
o a selective basis by a samplc tabulatian of assassment froms of
individuels with income of f. 25,000 or lasc ond & complete
enumaration in tha casc of'othurs. The Committon had further
suggested that only 10 por cont of thu Forms might be taken
as mampl® in reopcct of taxpayers in all mojor States eng 20

~

‘/, O T S - .- .
per cent for othors, 1In order to improve tha scops of Lhz

3

infarmation furnished in the AIIT3, the Committes hed suggustud

& moagification of the asscssment forms ITHS 15C and ITMS 1504 by
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dolating cortain itoims and adding some which thay considered

- ’ 3
to be nucessary for policy purposcs,

hs notud before, scvaral of the recommaridations of th
COTS have beoen put into offect, The ITIS forms hava been modil
ficd to scoommodats some Lhe sugh not all sugg csticns made by thy
Committee, The sempling mcthoad has also beon adoptad for compﬂ
lativn of cats relating to esmall income asscssocvs, For indi.
viduals ond rogistercd fgrms with income of not more than Ré,
50,0"0, samplcs ar. drawh from the asszssment fdrms r:ceived ing
the Statistician's office by the systematic samnling methnd,
While this hzs presumebly holped to cut down the time roquired
for compilstion, 2 lag of about two ycars porsiste, Bcsides,
the basit infirmity of the AIITS, viz,, 1ncomplete and un-
certain coveragce remains, For the ycar 1980-81 the number of &
essments covered in the AIITI which came out in March (963, %
turns out to be. less than 40 per cent (Table 1), A random chccﬂ
shouad that the dofects noticod in the preparation of the ITNS
forms also continue, The sampling method fellcued for compilati
of informotion from tho asscssment farms received serves a
limited purpose, namcly in saving time in compiiation but it
docs not help in any way to improving the coverage or quality
of tho statistics compileds The manner in which thoe asscssmint
forms flowod intn the Statistician's office from ths fiold
officcs being totally unsystamatic, thecy camnot be relied upon
to provide a besis for scicntific sampling cither which ceuld
help derive some reliable cstimctes of the unxrpnrt\d d=ta,
The cnly atttribute of which the current compiletion nozcibly
provides a somouwhat zoliobloe picture ie tho distribution of
income among income tax payers, buf the doorce nf crror cven

in this cannot Lo oroedictod,



2. Possible Measures for fmprovement,

It is obvious that with the assessment forms as
he basic inout, if the deficiencies of the RIITS arc to
be removed .nd the time lag in their preoparation signi-
ficantly redyced, it is nocescary to ensure that the forms
are filled in correctly end despatched from the field
offices within tiie stinpulated time, Past sxpericnce only
shows tiat this-is not easy ta achieve, Givan the volume
of work and the resources of the Depertment, it would be
unrealistic to ax-ect that things can be improved sinply
by pressurising the field officers, In any case, with the
orowing rumber of assessces the total may reach 8 million
in the next ten years the task seems to be increcsingly

unmanageable,

If the compilation of tax data is to be expedited,
the only practicaole way is tao zely on the information
provided in the returns of income inst=ad on an assecsed
figure, Under the existing income tax, the return fecr an
assessmnent yeab is required ordinorily to be submitted by
the end of June of that yeaﬁ?}l any case by the end
of September, If some way coulc be devissd for the flouw
of informati-n containnd in the inc2we tax returns to the
Statistician ar so0nn as they are filed, it should b2 possi-
ble for tne Stztistician to compile the data within the
same assessment yoar dts2lf.  While this would mean that
the tax stutistics would be baszd on the returns rather than
an assussuants, this would ensure that the basic data on
incomes, their distribution and the impact of various con..
cessiouns and deducticns will Le availczble on @& regular
basis witihin « reaconable pariod of time. Reliance an
raturn Fioures would nnt be misliading since ocusr 7S percent

of the assessment is niou completed under tho cummary assessment



schamo which conteimnlatos assessments simply on tha basis

of the return (Tubls 4).f Also, it would appear ‘that the
range of vrrietion oetueén 1ncame returnNd and éés%ssed
income i rnt lerge in the aggregdte (not more than 10 pcr
cent rouginly of the agg: ugate assessad 1ncome) The - voposad

method wrula alse haove the merl* of providing a uay of esti-

mating the  nulati W of the taxpayers in the country with
amc confidencs, and thus lay doun the basis for carrying

out sanpling on 2 scientific basis whenever felt needed,

The proposal for ~ ‘comging and bringing out income
tax statistics on the basis of information CCntaihed in the
returns scems to have been accepted in-principle by the
authorities/ (AIITS, 1980-81, Introduction). ..Hewever, it
appears thet details of how tha neu compilation can be made
ere still to bz uworked out, A few suggestions in this regard
may not, thercfore, be out of place,

ae flochenism for channelino return date to statistician,

Quick flow of information bezsad on incoma tax returne

can be orguaniscd in two ways:

(i) & summary shee® may bo prescribed for putting
doun information on spccified items, Tha sheet will be
attached to the return but with perforation so that it can be
2esily detachud, Texpayers may be askad to fill up this cheet
along uwith the return so thet it can be foruarded to the

Statistician dircctly by tha 170 as soon as the rotyrn is filod

(ii) Alterratively, the rocturn forms mey be so de-
signed as to contein in perfcrated duplicats pagas for those
parts which contain informati~n considared ralevant for
statistical compiletion, Carbon papers {or carbon on the
reverse of the original) may be nrovided in between these
pages sc that duplicetz will get crepared zutomatically as
the return form is filled up by thoe asscessea.The carbon
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Broak-up of the Assossments, Completod
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Finonciol Scrutiny Summary Total Summe Ty
year a2533885=- assusse. assess-.. assossmaents
monts ments monts as rerccntage
of total
accacsments
(1) (2 (2 (4)
1971-72 582564 441141 1123705 39, 26
1372=73 753799 538E56 1§92655» 45,87
1974..75 1210009 2630037 3840846 68, 47
1975-76 1527325 2480619 4007644 51,89
1976-717 1844624 1914129 - 3758753 50,92
1977-78 1055886 1987927 4043813 73,88
1978..79 898162 2412165 3310327 72,86
1379.80 917775 2572014 3489790 73,70
1980-81 953757 3081456 76,36
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Source: Union Governmont (Civil;, Raport of the Comptroller
and Auditor General of India, Revenue Racaipts,
Diract Taxes, relevant issues,
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copies may be foruzrded to the ctatistician as soan as the
returns aro filsd. Somo of tho forms nrescribad in tha UK
and USA arc designed in this way to facilitate data compilation,

The suggestion for the first alternative may give risc
to objuctions foom taxpayeurs as it weculd imply some additicnal
burden in fIdling up the return, This objection can be meat
if arrangcnents arc mede For automatic duplication of the
return forms (or a part thercof) with the insertion of addi-
tional poeges with built-in arrangement fur carbon copying as
suggested under alternative (ii) above, The cost of zdditional
pegss end the carbon nay be recovercd by pricing the return
rorms suitebly, The cost of the form 6ay be allowzd as a
deduction from the tax caygble or may. e added to the refund
due in the caszc. of & refundee, Fricing of rcturn forms wouls
also -help prevent wvastage ef forms which is believed to

take plsce at prescnt,

be Changes, rzquirzed in the roturn forms., In order that under
the proposec svstem, information is available on all items
considered important enough to figure in snrnual compilation,
tho return forms moy have toc be redesigned. In the forme nou
in vogue, annexures are ﬁroscribed - a summary cof the incon:
under different hazads is rbquired to bae given in Part I of the
rcturn and therc arz annexures for sctting cut the compu-
tetion of income under cach hoad. Detaile rcgarding the dedu-
ctions claimed in the computaticn of income undor difforent
heads have to be giver in the relevant annsxures.  Since
usscssment forms will not bi used as the input for statise
tical scries, it would be nccecssary to introcduce in the return
form itself somc of the itoms for which information-is otteaincd
2t present through tho ITHS (o.g., thcvsourcos of salary, such
as Central Government, Stato Governmont, ctc,), Thisz can be
donc by oxpanding cither the Pert I or thc annexures of the

raturn,
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Tho additions rquircd would howcvor be only marginal and
qhould not laad to any apprecxablo 1ncr“ase in tho langth
§of the forins. The «additional 1tems uhlch may be brought
into the rotrun form ara indicatsd in Annoxuro 1., 1In
ordur that tha numbur of pagss for which duplicate copi..
will be provided in the return do not cxceed 3 or 4, tho
oturn forme may beve to bo redusignad by rearranging -
srder of the difforant perts and the annaxures., Tho itcms
in'tha return foarms should be coded in tha pago previded
ior carbon copy for facilitating punching and computerisation,
Diffecrent return forms are nou prescribed for
different cztegorics of taxpaycrs, i,c,, Form Ko.1 fer
companics, fForm No,2 for assesscaos ( othar than corpaniss
and charttable institutions) dueriving 1ncnhe .from businoss
ar professicn ond so an, Iho‘changes praposcd herec in the
raturn fooms, if accapted, ;ay be incorporated with ap:ro-
priats éhianges in the forms, The break.up in part I and
the nmettern of onnexurss sctting out the computation of
income under aach income heed should howover be identical

in 11 returns,

Enlargement of ths roturn forms proposcd above,
even though essoentially marginal . as the inflormation re-
quired to be provided in the return is now furnished anyway
through statements attached to the teturn - may givo rise to
criticism and cprosition from taxpayers. In ordor to make
the tack of raturn filling simpler for vast tax payers, non-
corporate assessces with total incamc of less than a speci-
fied figurc mey b: sxempted from furnishing informatisn in

réspact of cortain items., Those itsms may be marked with an
'3

¢Tisk in tho roturn or & separcte roturn form may be

fi
rI-

pPrescribed for ossesscus with incom: falling belou the
specified limit,
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TOkoop a chock : on the flouw »f dunli cato p"rts of th2
roaturn ferms proposed above, it ‘would bo udVioﬁb’G to roquire
tho ITB8sto send a copy of the zntrics in tho Rcturn Raceip
Register (RRR) mainta inad 1n their officcs. Uhcﬁévoz 2 return
is filsd, an cntry has to be ‘made in this rﬁglster showing
tho name of thc assosseo, the permancnt account numbur, tho
incomo or tho ugaltﬁ~returncd, and a fcw cther carticuiars such

the number of documents attachoed with the return. R
duslicate mny be wrovided for wsch page of thc RRR uwhich may
bc taken out simply by using a carben papor, For faciliteting

the proceszing ef the enormous voluns of -d.ta which shou.d

be reaching tho Stetistician's office under this system, thc
method of strztifingd random sampling of lnform fion in res-
pect of asscssacs boiaj a v spocificd level of_;ncome should bo
followed, The cut-off poiht and th: gize of thérsamplcs may
be suitably voried to keep the task menegeable without sacri-
ficing reliebiiity, It would bec useful for sampling purpuscs
to introduce in the RRR, a cclumn to fndicate the status of
the assessce, The duplicate copy of RRR necd ot cover all the
items now conteinad in that register but Jnly four or fige
viz,, sericl numbor, name and addrcse of the asscs ssoe, the

pcrmancnt acceount rumber, incomc/woalth returned and status.

If the systoem suggested siovn works properly, it
should be rnssible to compile the basic income tax statistics
nn a sound besis and without ony delay. 3ut the serias which
would cmergo frem this attoempt gould nnt give any idea
of the range of variations betwecn thoe figure of incomc as
shown by thc taxpaycrs and assesscd incomesand tho va :ietions
may not bo nagligiblo in the casc of tQXpuyors in the uppor

Isuevar, tha inputs for the nouw series would scrve
~

brackats, 4L s
fairly comprchensive pistura o7 tho paopulation

to provide &
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f taxpayurs, Honce the annual statistics to bo compiled on

ha besis of tho roturne can bo supplbmantcd with information
B assossimonts géthoxhd on'r samplo besis,  Tha semplo sure-
;v for this purposcs nozd not “o taken ovory yoar but may be
arried ot for overy Fourth asscssmant year, 0.g., for the
esossnent yocrs 1984-85, 1987«88, 1990-21 and so on,

d. Compilaticn of additicnal tesbles, Once tho usscntial

v - - v s W ae 8w e e )

gturn d¢at. are com wUtPrlS““ it should be possible to present
cre tohlus with different criteria of classification, For

| st :nco, tablas can be constructed to show the income-range
+isc distribution of the amounts claimed as doductioan available

nder the major hecads. c.3., for contribution to long tcrm
avings under sectioan 80C, donatiuns tc charities under soction

UG and sc on., Other itoms-0f deduction or cxamption for which
it would be useful to have income ronge wisce distribution arce
deduction or exemption under sections 10{15), 35, 80HH, B8OHHA,
801 and 80L.

It should also be possible to provide classificaticn
according te ranges of gross total income instrad of tetal
income. In U.S.AR., tho anrual publication Indivicdu=zl Tncamg
Tax Returns is reouired under the lew to provide infofmation
“ion the amount of tax paid by individual tax;ayors with high
total incomes™ as well cs ¥thae number of such individuals who
swe no Faderal income tex¥, It is alss spocified in the lew
that spart from adjustid gross income, throe additional incine
concepts ara to be uscd cs fclassifiers® viz., adjustud gross
income plus excluded tex rrefercnces, adjusted groass incame
less invostment intaerast and YexXpanded incnme™ darived by adding

~tex profercnces to and subtracting investmont interest frem
~adjusted gress incoms (U.S. Treasury, 198C). FMultiplicity
af "grcss incomed concept may crasts confusion. However the
gross total income as defined in the Incoms Tax Act shoild bo

the basis for clessificotien purposcs for statistical compiletion,
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It is noticed that the CDTS cansiderzd the gulnt bdt fave.
ourod tho reotention of ‘fassossed inccane® as tha basis.
For analytical purposes gross total income,zlf not gross

income in the usual sense, secems to bDe more dpprogrxate.

With the nsu series to be brought aut sn roturn
income basis additiongl tubles may be provided zlso for
the range-uwise incopa «nd tox payeble by con-an-v,, ee-
rarvetely Fur govarnment companies, uidaly held private

sector comnanies and othors,

Ce Information on points not comprised in annual com;i
Even uith the addition of J.temu in the return form suggested
here, it may not be posqlble t00$pmplle in the annual publi-
cation data regsrding all items[}nformationzone may require
for purposes of research or fer any other specific purpose,
For meeting such reauirements, it would be necessary to or-
ganise sumple surveys., Once a Firm base for the papulatien
of taxpayers is set up there should be no difficulty in

organising cample surveys.

(i) Amendment of Form No, 26, One of the shortcomings
of the AIITS notec by the COTS is the ebsence ofiimfermat f6n
on the occupational distribution cf individuals, For re-
medying this deficiency the Committee had recommended some
amendment in the proforma for the statement required to be
Furnished by amnloycrs in respect of their employass

(Form 24) and a corresponding chznge in return Form No.3

[
cC

Fcrm No. 24 now. provides e col
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occupution of the employ
pation rsther than the zctivity in which thc employes

is engaged, Thc occupationzl distribution of individuals

including thosa who derive their income from employmant

lation:
M. X
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an be dorive. Brom this informationg Houauer,>£his would be gf:
;a help to cla sclfy tho valua ‘added. through the actluity of
he taxpaying population occord»ng Lo indus try‘Of-or;gin,

i'
for this purpose, it ‘:ould be nacessary ta know the type of

activity of tho employasrs, This information can be easil,
obtainzcd by asking the omplbyers to indicafe somguwhsre in
Form 24 the typc of th: ir dominant activity., A cage may hi»
nroviceu at tihe top of Form 24 with codcs for sach of the
scctors undar which nstional income according to industry or

iorigin in computed,

The suggestion mada by the COTS for avoiding double
counting from inclusioun of salary income twice in ﬁho case
of employsaes filing ingdividual- returns should be ‘implomented.
It only requires suppresaing the figurs of salary jncome gather
ed from thc assessment forms ( or the roturns when the nou

scheme: is introduced).

(ii) Administrative measures, It appears tbat dupli-
cates of Form 24 statements though requircd to be filed in

the income tax coffices do not rcach the SL.tlathlan regul latly
or ib tima, There are about 1,00, DDU emplayers from whom

these statements are cxpected., There does not seem to be ace-
quate chock on the timely flou of these stataménts althouqh they
fegm a very valuable source of information both‘for assassment

8s well a2s statistical purposes,

For kauping a watch over the submission ¢f information
I'equired for statistical purposcs it vould be useful to have
a stetistician posted in cach Commiscion:irts charge., The
statisticizn would be uverking under tho Director of Btatistice

but attached te the office of the Commissionar of the station
of his posting. It would be his duty to ensurc the timely
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despatch of tho basic inputs for stetistical compilation to
tho Dircctor of Statistics in Delhi. He may also scrutinisc
the inputs and got the crfbrs or inadequacies cdfrqctbd by the
officas concorneds A statistician zt the COmmissionér{s offire
with necossary compleméht of staff would he naedod:alééfts

help organise sample surveys from time to tima. Sudﬁ'é>unit
can rendor valusble he'd algo in the compilation of feports
and rcturns rcouired to be submittod periodically by the

Commissioners to the Boerd or the Dircecteratesn,

Cne rcason why the quality of the inputs for statis-
tical compilation remainszggrthat a large number of renorts
and rcturns { over hundred) are now asked for from the field
offices, The number of various pe%&SETEET f@ﬁbrté*and stato-
ments currently in vague ¥ indicatud in Table 5, Attempts
havc been made to cut down the number of these reports,
CommitteeSwoere appeinted within the Department to have a look
at the existing practice and suggest rationezlisation, But
evan so the numbcr remains for-midably large. Then there are
Gibef0 diiiende for information requircd tor answerirg

Parliament questicns and so on,

The ne.d for zvoiding asking for ad-hoc information
was strossed by thz COTS, With ~ better data base and compu-
terigation it shsuld be pussible tu provide all information
rogarding the beeic fects rolatine to the operatisn of the
income tax without referring to the figksi offices. The aim
shoild be to keep on the tapes 1l csscnticzl facts gatharcd
from incomz returns and élso the periodical administrative

roparts rejarding assessment, doemand and colluction,

A nrercquisite for an efficient statistical systcm

is an officieni arrengement for recerd kecping. Even if the
~ 4
system of compilaticn of statistics in roformed tsuards greater
¢ posgiblz to collact

reliance on return i"igures, it will not b
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TABLE s

: [ N . . e - ..
Calender of Statements to be sent by Commissioners of
Incoms Tax to CBDT/Dirsctorate

- e -

nonthly

Board

Directorate 17
Quarterly

Board 6

Directorate 23
Annual

Board 2

Directorate 10
Others

Board 5

By e am— o

Total 67

- o~y

Administrative reports to be sent to CBDT/Directorate

Annual 10
Half yearly 6
Monthly

Quarterly 20

Total 40

.. sre s e .-
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infPormation
fon all items which might possibly bo required for. a
speciﬁic purpose, That quld makz the return;fo%msi
unduly lcngthy and the task oF“compilaﬁion unmanageable,
It is worth noting that even in advanced countries
like the UK where the tgx statistics give detailed information
on many points relevant for research and analysis, e.g;
the return costs of allowances and reliefs, thers are a
fairly large number of items on which no estimates are
furnished, There is no way of gathering information on
such items except possibly through sample surveys.
Proper maintenance of records is essential if such surveys
are to be carried out. Efficient record keeping is also
required if selections are to be made in a scientific
manner for scrutiny out of assessments completed under
the summary scheme. Such selection is indispensable if the
summary assessment scheme is to operate successfully without
onaning up scope for abuse, It may be worth noting the
practice followed in the USA for picking up cases for
"audit" &.,e., scrutiny is based on scientific sampling.
A note on the US practice in this regard is given in

Annexuie 2,



1. Existing sgurceg

At present wealth tax statistics are available "rom

the following sources:

(i) Budgets of the Union Government (annual)

(ii) Report of the Comptroller and Auditor General of
Union Government (Civil), Revenue Receipts,

India
Uol.Ii, Direct Taxes (annual)

(iii) All India Wealth Tax, Gift Tax and Estate Outy
Statistics (AIWTGTEDS), Directorate of Inspection
(Research, Statistiecs and Public Relationsg
in short DI (RS&PR) (annual)

The Central Government Budgets give the agqgregate figure
of wealth tax collection every year while the reports of the
Comptroller and Auditor Gemeral (C&RG) furnish information
regarding the total number of assessees, assessments made in
a year, year-uise break-up of pending assessments, appeals, and
arrears, disposals of appeals and revision petitions, penalties
for coneealment and a few other details bearing on the admini-~
stration of the tax, For information reqgarding distribution of
assessments according to range of wealth and status one has to
turn to the All India Wealth Tax, Gift Tax and Estate Outy
Statistics (AIWTGTEDS) brought out by the Directorate of
Inspect ion (Research, Statistics and Public Relations) of the
Income Tax Department. The content of this publication however
is meagre and it does not go beyond providing information on
assats in and outside India for individuals and Hindu Undivi-
ded Families with their distribution. No information is avail-
able either about the pattern of wealth hodding, i.e8., by type
of assets and tha axemptions or their distributien. Hence it is
also not possible to form any idea of the distribution of what



may be called "gross total wealth". Even the data’furnished
suFFer From a.number of deflclencies and one cannot form any
idea o?‘tHe degrea.pof their- rellablllty

2, Deficiencies of the RIWIGTEDS

Most of the sho:rtcomings in the income tax ‘statistics
are ‘noticeable in the statistics available on wealth tax too.
Their coverage is incomplete and unsystematic; the range of
information furnished is limited and inadequate for research
and policy purposes; and the time lag in their publication is
unduly large., In fact, the:deficiencies oF}the wealth tax
statistics in some respects are mdré_gbute. ‘The deficiencies
of the AIWIGTEDS and the factors underlying them are discussed
further below,

(i) Delay in publication. The AIWIGTEDS is usually
brought out with a lag of about 2 to 3 years (Table 6) uhich
detracts considerably from its utility. The major factor
responsible for the delay in its publication is the persistent
fajilure on the part of the field officers to send on-time the
basic material on which ... compilation is based to the
statistician, The basic source of information for.the compilation
of the AIWTGTEDS is the wealth tax assessment form (WTNS16).
These forms are supposed to be filled by the the Wealth Tax
Officers on the basis of the wealth tax assessment -completed
and sent to the Directorate of Statistics regularly within @
gpecific period of time. It appears that the assessment forms
are neither sent in time nor filled in properly in the field
offices. Rs a result, the wealth tax statistics are nou being
compiled on thé‘basis of information contained in the quarterly
raturns (Form No: Q-34) rsquired to be submitted by the Usalth
Tax Officers to higher authorities. Tha compilation of statis-
tics cannot obviously be delayed indaefinitely. The information
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TABLE 6

Date of Publication of tha All India Wealth
Tax, Gift ‘Tax and Estate Duty Statistics

.

Year Date of Publication
1970-71 NA
1371-172 NA
1972-73 NA
1973-74 NA
1974-75 Oone, 1978
1975-76 July, 1978
1976-77 October, 1979
1977-178 March, 1981
1978-79 February, 1982
1979-80 August, 1982
1980-81 March, 1983
Note: NA = Not available Source: All India Wealth Tax,

Gift Tax and Estate Duty
Statistics (Annual)




which Plous in within the axtanded time lfmit 6ften‘covers
‘less than 50 per cent of the assessments made in tho Pinancial
year as may ba seon from the proportion of the numbar of
assassments for which the date are compiled in.tha.A IWTGTEDS
end the total numbar of assassments completed in a.financial
year (vide Table 7).

(ii) Péor covarage. Bottlenecks in ths flow of informa-
tion regarding assessments-to the statistician not only causa
delay but also result in grossly incomplete ooverage of the sta-
tistics compiled. As Vable 7 will shou,ths coverage of wealth
tax assossees in tha AIMTGTEDS, has bgen, in some yaars, as lou
as 27 per cent of the assessments (1978-79). No information on
the population of the Wealth tax payasrs is available to blow up
the statistics to the desirad levsl.

Since 1977-78 the Wealth tax statistics for essessess
with net uealth lass than &s. 3 lakh are compilad on a sample
basis as it has been found that the tax demanded froﬁ'such asse-
ssaes and their wealth doas not very much over time, Howsvear,
these samplas are'draun out of tho informaticdn received and not
from the ponpulation of taxpayers in this range. Hance, the
inherent'deficiénby of the statistics resulting from incomplats

and haphazard coverage remains.,

(iii) Incomperability of time series data, The assess-
ments completed in a year are a mixture of current assessmants

and arrear assassments., The numbaer of assessments completed

in a year may vary for a number of reasons such as the time and
attention devoted to wealth tax work by the assassing officars.
Also, the proportion of current assassmant to the_total number of
assessmonts comp}etad in a ycar vary widaly from year to yesar
(Table *, column 5). Basidas, tha net wealth and tax assessed
are subject to changs in the law. ALl thosa randeifd8ta basad

on assassments made in a ysar incomparable ovar time. For thasa :
reasons the statistics compiléd from tha assessment figures cannot

be said to correspond tu any particular yaar, and the data givan
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TABLE 7

Coverage of Assassmants in-tha A)ll India Wealth Tax,

Gift Tax and Estate Duty Statistics 1976=-77 to 1980-81

rEy e S GEmea e o o

Year " Number of Assoss=- NUmbar of Cover-  (2)/(1)
ments completed assassmants age
Total Out of covered in éa)/(1) (por
(Thousand) currant AIWTGTEDS par cant
(Thousand) (Thousands) cant)
(1) (2) (3) (4) (s)
1976-77 280 113 135 48,33 40, 36
1977-78 319 132 154 48, 38 41,38
1978-79 475 115 130 27. 44 24,21
1979-80 326 109 108 33.05 33. 44
1980-81 351 100 99 28, 21 28. 49

ources 1,

Column 1 from Union Government
(Civil), The Report of the
Comptroller and Auditgr General

of _ India, Ravenue Recaipts,
Direct Taxee (Annual).

Column 2 from Diractorate of
Inspaction (Research Statistics
and Public Relations) All India
Wealth Tax, Gift Tax and Estata
Duty statistics (Annual),
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in AIUTGTEDS cannot provide a measure of the aggragate wealth
held by wealth tax payers at a particular period of tims.

(iv) Restricted scope of "wealth" reported, The infor-

.matiOn-régarding waalth assessed furnished in the AIWTGTEDS
relates to "net wealth™ as contemplated ir the Wealth Tax Act,
Undar the law, net Wealth is computed aftar allouing for all
deductions and exemptions and exluding all assets not coming
within the purview of the Wealth tax. Thus wealth reported

in the AIUTGTEDS does not reflect tha actual economic worth

of thao tax payers. The distribution of waalth tax assessees acce
qrding to net wealth classes does not, there?ore, give a mean-
ingful picture of the dagrée of inequality in wealth holding

among wealth tax payers,

(V) Lack of information

(2) Information by type of asssts, Information

according to typa of assats such as movablz and immovable
properties, or assets of business or profession and other
assczts is not given in the AIWTGTEDS even in tha aggregate,
No meaningful analysis is thus posssible of .the assats pre-
ferencas of wealth tax payers or hou the praferences have

changed over time,

(b) Information on asszts edempt or assets
excludad from wealth tax. base, No information

:18 avallable on the assats that are either axempt or which are
excluded from net wealth undar Y.rious provisions of the Wealth
Tax Act even in the aggregate, Hence, as mentioned earlier,
net wealth figures cannot be adjusted to indicate the distri-
“bution of total wsalth among wealth tax payers, Nor is it
possible to avaluats the various concessions given through the
tax system to encourage savings in specific forms or to serve

other objeétiue of policy.
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(vi) Ipcopsistancias of wealth ranges in waalth tax

statistics uith «tha prineipal valus ranqges in estate duty

statistics, The ranges of net wealth under which wealth tax
payars are classified in uwaalth tax statistics are not the same
as the ranges of principal value under which ostates assessad
for astate duty are calssified. This incensistency stands in
the way of estimating the extaent of laakage of 2state duty due
to avoidanca and avasion in diffarent uwaz2lth ranges. Ffor pur-
posas of judging tha ufficiency of astata duty administration
and also for building up reliable uwsalth distribution data, it
is dasirablz to have the same waalth classes for both waalth
tax statistics as waell as estato duty statistics. At least tho

classes should bc so designad for both as to ba comparable,

V., Suggestioms for Raforms of Wecalth Tax Statistics

As in the case of income tax statistics the main factor
uncdarlying the deficiencies of tha WT Statistics is the poor
supply of the basic input, namcly, the assessmant forms, to
the Statistician as a result of which reliance is now placed
more in the quarterly rceturns, If the covarage and quality
of WT statistics containad in tha AIWTGTEDS is tc be improved
and the publication.is to ba brought out within a reasonable
period of time the only practiceble way soems to ba to raly
on the information furnishud by taxpayers in their w2alth tax
raturn instead of the assassmant forms. If some arrangemant can
be devised to gat the data furnishad in tha return daspatched
to theo statistician as soon as th: raturn is filtad, . it should bo
possiblo for tha statistician's ofifica'to compile ths data
rolating .to-a givan assiyssmant ycar within itho yaar itsolf,
ThiSnprocodutonuogld~ab‘16aat ansura that the basic imformation
roganding ‘woalth ~f tax-rayaes, thaeir 4bekributirn ond thoe
dodnctiﬁngécadCa@sinns allouablevundar the wdriocus - rovisions
af .tha Woalth tox act will be avaiinablz raqularly without any do
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As notaed already thao proposal For complllng the incoma
tax stetistlcs on tho basis of the taXpayars raturn’ seems to
have been acceptad in principle. by tha” authprlttes. The naad
" for su1tch1nJ over to tha return data for wealth taxstatistlcs
ie equally urgent., Measures which might. be taken to introduce
a scheme of roturn-based statistical information system for
income tax have becn outlinzd by us in tho earlier part of theo
raport., The infnrmation system for wealth tax ﬁay also be
developad on the same lineS. Tho mannar in which thao scheme

may be worked for wealth tax is indicated bglou:

a « Method of chanclling return data to the statistician .

Rs in tha casa of income tax statistics, a simple way of gathar-
§ng'tpe information furnishad in the return for purposes of
statistical compilation is to prascribe a summary sheat to be
attachad to thé_return form in which thae information requirad
for statistical purposes would bes sat out along with codes for
punching, Alternatively, the return form may bae so dasigned that
the first few pagss of the teturn would get duplicated autopa-
tically when the return is filiad in by tha assessee. The par-
forated duplicate copies or pagas should ba taken out when the
return is filad and despatchaed to tha statlst1c1an along with an

advica nota,

The summary ehaet scheme has tha merit of simplicity
in 0perafion but would involva snme additional werk by the tax-
payars, Since the wealth tax returns are requirad tb be filad
by raelatively wall-to-dn taxpayars, the nbligation to fill up
a summary sheaet should not give rise tn any serious ObJuCtlon.
However, if this proposal is found to be unacceptable, arrange-
ments can be made in the return form itself for having dupllcata
copias of cartain pagas of the return to ba mada automatically
with the halp of & carbon papar insartod bastueen tho ralevant
pages and the return forms may ba priced suitably with provision
for allowing tha cost of tho form to be daeductod from tho 'tax paid.
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b. Changss required in thu roturn forms., To facilitate

the flouw ¢~ ianrmatiqﬁ tm the statistician tha raturn forms

have to ba redasignaed on thg following lines. First, information

on all itams 1colavant for statistical compilation shoul . be

containad in the first 3-4 pagas of the raturn, In tho forms nou
‘n vogue, 2 summary ~f assassable woalth in diffarent frrms
including exampt items is to be qiven in Parts I to III of the

raturn and anna2xuraes are proscribad to sat out the crmputatinn

of diffarcnt forms nf wgalth under sach category, Som2 of tha

dotails r2garding tha deductions claimad in tha computation of

aat -w2alth uﬁder difforant catagnrics ara to ba given in tho
~glavant annaxuras, Parts I 3nd II of the roturn which contain
‘hg-summary may ba expanded to include some of the information
rclevant for statistical compilation) spread over a fau pages

in tha annaxurss. Also, those parts of tho ;aturn which call

“or informaticn regarding agricultural land may ba deletoed 2s

2gricultural wsalth is no longer subject to wealth tax. Ir

particular, the following changes may bz mado in the raeturn form:

(i) Annaxures I and II should e deleted and.the ramaining
annexuras whaothar usad in the title or in foctnotus should be
ranumbarad. Accofdingly, tha presoent Annaxura XV uill boecome
Annaxura XIII and in the footnota 2 in this annaxura tha words
Rnnaxure I to IV will ba substitut>d by thoe words 'Annuexure

T and IIt,

(ii) In Annzxure IV the words "Total value' should bs substituted
by the wnrds 'Total valua taken to saction A (bolumn (3)) of Part
I of this Rsturn' and tho noxt tue linos corrasponding te dad-
uctinn and net valus should be dalatod as thasa are introducad

in Part I of the summary,

'iii) In Anncexura V, thg words 'to thae cxtont not availad,...

""ooo.coooooco.ooaoo-oin Aﬂndxuta IU' ShDUld b;} ddlﬁtad.
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(iv) In Annoxura-UI,’tho_uords,'(to tha axtant not availad
ceseeesssin Annaxura I or LI)* aftoer item 11 and s, 20,000°
in itam 16 shculd bo delatad.

(v) Parts I and II of tho summary cf wealth should ba presantad

as givaen in Table 8.

(vi) Part III of thao raturn should be axpandad to provida
information on some of tha major itams.of the.a@mpt,aésots
which do net form part of the net wesalth, It uoula halp adjust
tha ‘dafiniticn of wealth to suit econcmic analysis_uhorevnr
hacassary. Accordingly, Sdocticn 4 should be incluaad in this
part and it should provide for information on tha fﬁilbuing

iteoms :

1« Investment in Gnld bonds, Capital Invastment
bonds atc. u/s 5(1) (Xvi b-d?.

2, Doposits with co-oparative housing socioty
u/s 5(1) (xxx).

3. Assats gurchased vith foraign axchange atc,.

u/s 5(1) (xxxiii) and 5(1) (xxxiv).

4, Balance in Provident Fund u/s (1) (xvii and
xviia).

5. Insuranca - sums for which insurance policy

takan u/s 5(1) (vi).

Financa Act 1983 ragvived the lavy af woalth tax on some
of the assats of tha companics. A separata Wezalth Tax Return
Form can accordingly be dasignad for the companios with duplicata
pagas wxprovidad for thrs2 parts of tha return which would

contain tho basic information regarding tho valus of assots atc.

For the working of the system of compilatinn of wealth
tax statistics on the basis of raturn data ths flow of aithar
tha carbon copigs of parts I to V and of Annaxures III and IV
(rovisad) of the raturn or of summary she2ts containing the
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TAbLE 8
Statemant_of Assets and Oobts as on tha Valuation Date
Particulars Ggsg%gfggs?gginess SZZ?ES
va lue ve lua
Rs Rs
(2) (3)

(1)

A — a——— A" . 8

R L e R ST

PART-I ASSETS LOCATED IN INDIn

Section A - EMMOVABLE PROPERTY-as par
Annaxura I/innexura II

Lass: Amount exampt u/s 5(1) (IV)
Balance of Scction A

Saction B - MOVABLE PROPERTY-as par
nnnegxura III/Annaxura IV

Saction C - Total of Sgction i+ & B

DECUCT: Total value of dabts in
India ownad by the ass-
aassaas-as par mwnnaxura V/
nnnexura VI

BALANCE - Wealth in India

PART - II ASSETS OUTSIDE INDIA®
Saction D - IMMOVABLE PROPERTY-as par
Annaxura VII/Ann:xure VIII

Section E - MOVABLE PRUPERTY-as par
Annaxura IX/Annixura X

Saction F - Tontal of Sacticon D & E

DEDUCT : Total valua of dobts onutside
India ounad by assassae-as pur
Annexura XI/Annaxura XII

BALANCE ~Woalth outside India

* This part is not applicablo to and naad not bo fillad in by
assassa@as who ars not citizans of India or who ara not rosi-
dant in India or who are rasidant but not ordinaty rasidant
in India,
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information givan i thase parts of tha raturn to the statis-
tician has to ba organisad as suggostad abava, If this systom

works proparly, it should ba possible tecompile tha basic
uealth tax statistics for all wealth tax gayers in a short geriod.
Only tha inf rmation ragarding thasa who do net fila tha raturn
within the proscribad parind wil! not be includaed., But thao

sarives which would emarge from this system would not give any idea
of tha range nf variation brtuzzn tha figura of uéalth as shouwn
by the taxpayars and assess2d wcalth, Bocause nf tha scope for
divargance in the matter of valuatien, thaosa variations may nnt
bas negligible, Therofore, this sories of statistics should be
supplaomentad with information on asscssments paftéining to a
givan assessment y2ar, This supplementary sarias of statis-
"tics nz2eds not be compilad svery yzar, and may be brought out

for. avary fourth assaessmaent yeaf 3.0, for tha assessment

years 1984-85, 1987-88, 1990-91 and sc on.

c. Compilation of additicnal tables, Once the asscntial

raturn data are computerisad it should be possibla to present
more tables with a wider rénge'of criteria of classification,
Tables can bo constructed to show tho distribution of assets

by assat typo (such as movabla and immovabla assats, business
and non-businass assats) and also that of deductions and axclu-
sions from tha waalth tax base for taxpayars'in diffarent

vealth brackats, Specifically, for assets located in India
w3alth class-uise distribution of tha following items should

bo presantad:

(i) Assats of businoss or profession:

a, Immovable proparty

b. Movable proparty

c. Total nf a and b

d. Assets of businass or profassion oxempt
undar saction 5(1 A).

@, Debts in India rulating to business assets,

(ii) Assots othor than assaets of businass or profassion

a, Immovable proparty

b,. Movable propaerty

c. Total of a and b

4. Dabts in India raolating to assats othar
than businoss assats,
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(iii) Total assets locatad in India

a, Immovable proparty

b. Mpvabla proparty

c. Total of a and b

4. Assets exampt undar saction 5(1A)

2, Debts in India ouwnad by tha assassee.

The ueath class-wisa distributien of similar itams for
the assets locatod ocutside India should also ba prasentad,
Thae itoms of axclusion for which it would bo useful to have

waalth class-yise distribution are:

(i) Investment in bonds etc. exampt
u/s 5(1) (xvi b-d)

(ii) Deposits with co-operative housing sociaty
u/s 5(1) (xxx)3; and

(iii) Foreign exchange assets u/e 5(i) (xxxiii)
and 5(1) (xxxiv),

It should also be possible to provide classification
according to ranges of 'gross-waalth'! instead of net wsalth
whara gross wzalth would include (i) nat wecalth, (ii) exempt-
ions undaer saction 5(1A) and .(iii) exclusions of wealth listed
3bove on uwhich tha information 1s asked for in the prrprsed

ravisad waalth tax return,

In adiition aggregate figures should ba given for all
items contained in annexure III and IV of the ravisad waalth
tax raturn,

In order that tha principle value ranges in tha estate
duty statistics can be matchad with the wealth Jata, the wsalth-
classas in tha wzalth .tax statistics should include the ranges
Rs. 5-10 lakh, Rs, 15-20 lakh and R, 25-30 lakh, Further, as tho
wealth tax payars are concantratad in the lecuar wsalth ranges,
it would be better to have small wsoalth rangas at thae lower
end. nccordingly, wsalth-tax statistics may be given according
to thq following 19 uealth,;§n99§ instead of tha prasent 18 :
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Wealth range
Rs lakh

O & & L NN -
: ) . ..
a an (4]
| I B 1
g &~ B L LI NN
. . .
(6} wn

- 5
.5 -

-7.5
7.5 - 10
10 - 15
15 - 20
20 - 25
25 - 30
30 - 50
50 - 75
75 - 100
Over 100

~ As noted in the case of income tax statistics, a
prerequisite for an efficient statistical system is an
efficient system of record keeping. Even if the system of
compilation of statistics is reformed towards greater reliance
on return figures, it will not be poséible to collect/publish
information on all items in detail which might ponssibly bt
reqQuirnd for a spocific.purpospo, For such-Hotnids one has
to depond on samplo survay, With a reliable idaa of. tho.

f tax. ayors-samnl- Survmys can ba organisod in.

populaticn:

Q

a scintific mammoir. Pro~ar maintananct of raecord is howovar

assontial if such surveys ara to bo carried onut,



Anpexure 1

Additional Items to be. Included in th

w—— . & X Py

Income-tax Return Forms

Information on most of the items enumerated in tho ITNS
‘(assessment) forms is required to be furnished by the assessee
in the return form either in the main body of the form or
through statemen£s attached, For ensuring that the informa-
tion regarding the items which would go into statistical
compilation are properly added and not missed out by the assessee,
some items of the information nou furnished in the return
throu?h statements may be incorporated in the return form itself,

The items uwhich may be so incorporated are indicated below:

R. Return forms No.2, 3 and 3A provide space on the first page
for furnishing information required for determining the status
and residence category (i.e. whcther resident or non-resident,
etc.) of the assesseevabart from the name, address, assessment
year and permanent account number, The status classification
follous the various categories mentioned in section 2(31) of the
Income Tax Act, It does not, however, bring out whether the
assessce is a registered firm or anwunregistered Firm or a
cooperative society or a Hindu Undivided Fahily chargeable at
‘highar rates . As separate rate schedules ara prescribed in
the lau for these cateyories, it is necessary to classify taxe
payers under cach swch categyory. The alternatives mentioned

in the return for indicating the status of the taxpayer should

spell out these categories alsao,
B, Particulars of income under different income heads:

1. Salaries: The computation of salary income is nou
required to be shown in Annexure A of Form No 3, The annsxura

is fairly detailed and need no further elaboration, Form No, 2,

however, does not contain this annexure and assecssee using this
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form are required to'Furnish-thg details 'of computation of
thair salary income, if ahy, in a statement to be drawn up
in the manner indicated in the notes. The notes countain
the same”aetuils_as Annexure A of Formrj; It would be
desirable to provide for an annoxure for computing salafy
income in Form 2 also instegad of having it to be furrished

in a separate statement,

[ e e

2.. Interest on Securities: There should be an anmnexure in
the return forms for income under this hsad with the follcw-

ing break~up:

Gross amount of interest received on
(i) Government Securities

(ii) Debentures

(iii) Others
Less: (i) Interest on tax-free securities

(ii) Deductions
3. Income from House Property: Form Nos. 2 and 3 cbntain
annexures indicating the income under this head'but these
annexures do not give details of the compufation. These
details are to be given in the Statements rcdﬁirchﬁp be
attached giving particulars on the lines indicated in the
notes. Even though they do not give all particulars of
computation of nouse property incomc, the existing annexures
are adequate for statistical purposcs cxcept that there is
no provision in them for indicating the deductions alloued
by way of incentives for new constructiom, Insartion of
just one item in the annexure for housc property income
to show the allowance for nculy constructed prbperty would
serve tho fequirements of statistical compilation. AR
annexure of this hoad so designed should be included in the

return forms in which it is absent at present,



4, Profits and Gains of Business or Profossion: The return

form meant for assossd®S having in'come from ptof‘its and
gains of business does not contain any annexurg to indicate
the computation of income from busincss of profession in the
return form itself, The computation 6% such income i required
to be shown in a stataﬁent to be attached sépafately with the
return, The notes, appended to the return form indicete how the
income from business and profession should be computed. The
items set out in the notes are fairly cxhaustive and include
practically all items of permissible deduction in the computa-
tion of income under tho head business or profession (i.c.,
sections 29 to 43), However, in order that the statement of
computation of income from business or profession is standar-
dised and each head is properly coded it would bc advisable to
lay down the proforma for the computation of income under this
head in an annexure in the return form., The annexure can be
designed on the following pattern:

Annexure - Income from Business or Frofession

T P W s . i

1. Net profits as per
profits & loss account

Add 2. (a) Losses of earlier ycars

(b) Items {madmissiblec
under the lau

(c) Depreciation, investment
allowance, etc,
considered separatcly

(d) Amounts not credited to
profits and loss account
but chargeable under the
lau

3, Total of 1 and 2
sduct .4, (a) Depreciation under
section 32

(b) Investment allowance
under Section 32A



(¢) Allowances under
- sections 334 and 338

(d) Expenditure on
scientific research
under Section 35

(e) Expenditure on acquisi-
tion of patent rights and
copyrights under section
35A

(f) Agricultural development
allowance under section 35C

(g) Other deductions admissible
~ under the law but not debited
to profit and loss account

(h) Income not chargeable to tax
but credited to preofit and
loss account

5. Total of 4(a) to (h)

VW G S PGP WA S A

6. Net taxable profits
(1tem 3 minus item 5)

An anncxure on theé above pattern may be incorporated
in the return form for companies also, However, they should
also furnish the information required to be given in the

annexures of existing form No, 1.

S. Incomo from Capital Gains: The existing annexure for

the computation of income under this head (Annexure C of

Forms 2 and 3) is adequate for statistical purposes.

6. Incomc from other Sources: There is no annexure for
this head in the forms. However, thu broak-up required to

be given in part I of the return is adcquate,

C. Deductions: The annexure for deductions, (Annexure C

R L

of tho return form No. 1 and Annexure D of form Nos, 2 and 3)

should contain information on the following items (items
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which aro additional to the existing ones are marked uwith
an asterisk):

(1) Payments under section 80C
(for nonscompany assessacs.
only)

a) Provident fund

b) Life insurance premium
c) ULIP

d) Others

#(ii) Investment in new shares eligiblo for deduction
under section 80CC (for non-company assessces
only}

(iii) Donations deductible under section 80G

#a) Amounts qualifying for 100 per cont
deduction

#b) Amounts qualifying for less than 100 per
caent deduction

#(iv) Donations for scientific research or rural
development under section 80GGA

(v) Profits of new industrial undertakings in
backward areas deductible under section 80HH

(vi) Profits of new small scale undertakings deduc-
tible under scction BOHHA

(vii) Profits of industrial undertaklngs deductible
under section 801

(viii) Profits from business of live-stock breeding
or poultry or dairy farming under section 80JJ

(ix) Incomo deductible under section 80L (for non-
company cases- only)

a) Interest on securitics
b) Bank intcrest

c) Dividond on shares

d) others

(x) Inter-corporate dividsnds undar section 80N
(for companies only)

a) Amount qualifying for 100 per cent deduction

b) Amount qualifying for less thap 100 per cont
daduction
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#(xi) Dividends received from foreign compahies
under section BON (for companies only)

#(xii) Royalties, etc., received from foreign enter-
prises under section 80-0) (for companies only)

(xi. i) Deductions under section 80P
(xiv) Deductions under sections B80OR, BORR and BORRA

(xv) Long-term capital gains under section 80T
(for non-company cases only)

a) Capital gains relating to lands & buildings
b) Capital gains relating to other assets
(xvi) others

- o v

return form for obtaining information regarding incomes
exempt from tax., Part III of the return forms provides
space for showing income claimed to be exémpt from tax and
not included in Part I, However, It is genmerally presumed
‘that this nart is meant for disclosing the incoﬁe which the
taxpayer claims to be exempt but on which ‘there can be an
honest difference of opinion., There is no obligation to
disclose incomes which are beyond doubt outside the scope
of the Income Tax Act. For a proper measure-of the taxable
capacity of taxpayers, ideally, one should.havé informaticn
regérding all incomes earned in a year including those
which are exempt., To call for information on all such items
would not however be practicabie. Nevertheless, not only
for purposes of ascertaining economic ‘income but for
keeping record of regular sources of income and the
efficacy of exemptions given in the lauw, some provision needs
to be made for obtaining information regarding some of the
important categoriés of such. incomes, Hence some provision
should be made for aobtaining information ‘regarding income
from interes. on small savings exempt under section 10{15).
An additional part may be inserted in the return form to

call for this information,
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Misgivings are sometimes expressed about tho
legality of askingafo: information regarding incomes
not liable to tax, It is, houwever, well established
that the pouers to levy a tax also authorises measurcs
necessary for its proper'enforcement. There should
therefore be no d+fficulty in asking for information
regarding not only exempt income, but also on expendi-
tures and wealth of the assessee in enforcing income
taxation,



Annexure 2

-~ em

for Audit in the U, S.A.

In selecting returns for "audit™ or scrutiny in
an objective and impartial manner and to ensure adequate
scrutiny of returns which are most in need of audit, the
Internal Revenue Service (IRS) of the U,S. uses what is
called the Discriminant Function (DIF) system to salect
individual and small corporation rétufns.

For purposes of selection of returns for audit,
the taxpayers are classified into audit classes according
to their economic characteristics, While the corpbrations
are classified according to the size of their gross assets,
the individual taxpayers are classified according to their
adjusted gilss income (AGI). Individual returns are
further classified with respect to business or non-

business returns, and itemized or non-itemized returns,

The DIF system consists essentially of a mathemati-
cal formula to select returns for audit from each audit
class as defined above, In each audit class, the computer
assigns weights tc items in the tax return including the
deductions availed etc., and to certain relationships
between the items (such as relationship between gross income
and return income), The relationships between items are
the key variables in this system which are indicative of
the probability ef "tax error®, 4,e., variation bctween
return figure and the assessed figure, Higher the
probability of #tax error", higher is the weight assigned to

a particular relation between the items. Those relationships



are determined on the basis of the experience of the IRS
about tax errors in the returns audited in the Taxpayers
Compliance Measurement Programme (TCMP) sample. These
individuai weights are summed to get an index score for
each return uhigh indicates the audit potential of the
return, In an audit class, higher the score of a2 return,
higher the probability of substantial tax error, Returns
with index score above a certain level -are selected for
scrutiny, The cut-off point and the exact criteria for
selection are however not disclosed, The success of

the system lies in the secrecy of the weights and the
relationships between the items in the return taken into

consideration,

Since the DIF scoring system is not perfect, all
the returns with high score are screened by the experienced
examiners to eliminate the returns not warranting audit,
for example where the taxpayer has given satisfactory
explanation for the guestionable issue. This screcening
also allow the IRS to determine the scope and type of

examination for each of the returns warranting audit,
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