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J .  In troductd.an and Focus o f the  Study

Tax s t a t i s t i c s ,  e s p e c ia l l y  those r e l a t in g  to  income and 
u e a ith  taxes , s e rv e  a u ide  v a r i e t y  o f purposes and c o n s t i t u t e  
an im portan t element of the da ta  base of a coun try .  E v a lu a t io n  
o f tax p o l ic y  and a p p ra is a l  of a l t e r n a t i v e  p o l ic y  measures 
cannot proceed w ith o u t  r e l i a b l e  s t a t i s t i c a l  in fo rm a t io n  
regard ing  the t o t a l  number of tax - p aye rs , the amount of income/ 
u e a ith  assessed along u i th  t h e i r  d i s t r i b u t io n ,  the amount of tax 
charged, dedu ct ion s  and concess ions  e tc .  a c t u a l l y  a v a i le d  of by 
tax  payers and s im i l a r  item s in  s u f f i c i e n t  d e t a i l .  S t a t i s t i c s  
of income and u e a i th  tax assessm ents are a lso  o f in v a lu a b le  he lp  
in  d e r iv in g  in s ig h t s  in to  im portan t f a c e ts  of the economy such 
as the degree o f i n e q u a l i t y  in  the  d i s t r i b u t io n  of income and 
u e a i th  and t h e i r  trend  over t im e , the e f f i c a c y  o f tax measures 
to  promote d e s ire d  o b je c t i v e s ,  t h e i r  cost to  the community, the 
s iz e  o f the p a r a l l e l  economy and so on. Income Tax S t a t i s t i c s  
a lso  c o n s t i t u t e  one of the date  sources fo r  n a t io n a l  income 
accounting  (CSO, 1980).

D esp ite  t h e i r  acknouledged ro le  in  re sea rch  and p o l ic y  
fo rm u la t io n  s t a t i s t i c s  on income and u ea ith  taxes  in  In d ia  are  
d e f i c i e n t  i n  s e v e r a l  im portan t re sp e c ts .  The major d e f i c ie n c ie s  
a re ,  f i r s t ,  t h e i r  coverage i s  poor and, uhat i s  uo rse , they 
cannot be regarded even as a r e l i a b l e  r e p r e s e n ta t iv e  of the 
taxpay ing  p o p u la t io n  except f o r  l im ited - p u rp o ses .  Second ly , 
they  do not p ro v id e  a l l  the in fo rm a t io n  req u ired  fo r  research  
o r p o l ic y  purposes e .g . fo r  making a judgment about the 
e f f i c a c y  of the  v a r io u s  measures taken  through the  tax 
ins trum ent to  promote s o c ia l  and economic o b je c t i v e s .  The 
d is a g g re g a t io n  p rov ided  in  the  pub lished  date i s  inadequate



and not v e ry  h e lp f u l  f o r  a n a l y t i c a l '  purposes. There i s  a ls o  
a la rg e  t im e- lag  — about two y e a rs  — in  " th e i r  co m p ila t io n  
which d e tra c ts  from t h e i r  u t i l i t y  f o r 'p o l i c y  purposes. Attemg 
to  es t im ate  the probab le  e f f e c t s  of a l t e r n a t i v e  measures or 
fo r e c a s t  revenues w ith  some degree of con f id ence  as a lso  
in v e s t ig a t io n s  in t o  the s iz e  and sources of the  p a r a l l e l  
economy are s e r io u s l y  handicapped by the la c k  o f r e l i a b l e  am 
adequate data  on assessed  income and u e a ith  o f taxp aye rs .

The weaknesses o f income tax  s t a t i s t i c s  have come
in  fo r  adverse  n o t ic e  from re s e a rc h e rs  as w e l l  as p o l ic y
making bodies from time to  time (D a ta  Improvement Committee,
1969, D i r e c t  Taxes En q u iry  Committee, 1971, Gupta, A and
Aggarual P . K . , 1982). Acknowledging the need fo r  deve lop ing
a more e f f i c i e n t  system of com p il ing  s t a t i s t i c s  r e la t in g  to
d i r e c t  tax es , the  M in is t r y  of F in ance  se t  up a committee of
ex p e r ts  i n  1973 headed by the  chen D i r e c to r  o f  the  C e n tra l
S t a t i s t i c a l  O rg a n is a t io n  to  examine the p r e v a i l i n g  in fo rm ation
system fo r  d i r e c t  taxes  and suggest measures "so  ^s to  reduce
the oima lag  in  t h e i r  c o m p ila t io n  and g ive  more d e ta i le d  and
mean. in g fu l  in fo rm a t io n 5'. The Committee made a comprehensive 

t, • 

a*Cudy or the e x is t in g  system o f d a ta  co m p ila t io n  in  the
Income Tax Departm ent, i d e n t i f i e d  the source o f  t h e i r
weaknesses and suggested wide rang ing  measures fo r  improvement
(Committee on D i r e c t  Taxes S t a t i s t i c s  or CDTS f o r  sh o r t ,  1976)
S e v e ra l  of t h e i r  recommendations were accepted  and have s ince
been, put in t o  e f f e c t .  The m ajor d e f i c i e n c i e s  of the  d i r e c t  t^
s* C a t is t i c s  however p e r s i s t .  For in s ta n c e ,  the  coverage of the
A l l  In d ia  Income Tax S t a t i s t i c s  ( A I I T S ) ,  the  p r i n c ip a l  source
income tax s t a t i s t i c s  in  the c o u n t r y ,  co n t in u es  to  be poor and
haphazard and the  degree of under-coverage as ev idenced  by thd
p ro p o r t io n  of assessm ents rep o rted  in  the A I IT S  to  the  t o t a l
number o f  assessm ents  made in  a y e a r  seems to  be on the
in c r e a s e  as  may be seen from T a b le  1. S i m i l a r l y ,  the t im e- lag
in  th e  p u b l i c a t i o n  of the  A I IT S  co n t in u es .  There  was some
im provem ent a f t e r  1 9 7 5 - 7 6  but ag a in  the  t im e- lag  con tinues
;̂o ranage between one and a h a l f  to  two y e a rs  (T a b le  2 ) .
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TABLE 1

19.6J1“ 6X  i . ° l 9-8Pr.8.1.

Year Number of Number of Coverage
assessments assessments ( 2 ) / ( D  %
completed covered in  ( p 0r cen t)

A I IT S
(thousand ) (thousand )

(1 )  (2 )  (3 )  _

1950-61 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
1979-80 3490 1915 54.87
1980-81 4035 1543 38.24

Source : A 11_ I  ndia_  .Income^ J a x ,  S t a t i s t i c s  
^Annual) ~
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TABLE 2

Date s, of_ Pu b ljLjp a t io n  of the  A l l  I n d i a . Income Tax S t^ t i_ s t id
1960-61 to  1980-81

*  *■ « -#

Year Date of p u b l ic a t io n

19S0--61
1961--62

19 6?
1952-63 

53..54 
19 6A--65
1965-66
1966-67
1967-68
1968-69
1969-70
1971-72
1972-73
1974-75
1975-76
1976-7 7
1977-78 
19 78-79
1979-80
1980-81

Dune, 1962 
O ctober, 1963 
September, 1965 
Ja n u a r y ,  1967 
J u l y ,  1968 
November, 1972 
September, 1969 
November, 1971 
O ctober, 1972 
J u n i ,  1973 

|
November, 1974 
O ctober, 1975 
August, 1976 
August, 1977 
J u l y ,  1978 
Ja n u a r y ,  1980 
Ja n u a r y ,  1981 
December, 1981 
M arch , 1983

Sou r c e : A l l  In d ia  I  ncome Tax_ 
S t a t ’i V t i  cs X*Annu a 1")



The shortcom ings of the~-d&ta-reported i n  the  A I IT S  
f ig u ro d  in  the  d is c u s s io n s  of the  PAC r e c e n t ly .  The d e f ic ie n c y  
o f the  A I IT S  data  was brought out sh a rp ly  by the  u ide  d ivergence 
in  the  f ig u re  o f the  revenue e f f e c t  of c e r t a in  in c e n t iv e  
p ro v is io n s  in  thg income tax l i k e  the  tax h o l id a y  as g iven 
in  the  A I IT S  and e s t im a te s  made independen tly  by an o f f i c i a l  
Committee of the Government ( M in i s t r y  of F in an ce , 1980).
In  the  course of the  d is cu s s io n s  be fo re  the PAC the  sh o rt ­
comings of the A I IT S  and the need fo r  tak ing  measures to 
improve the q u a l i t y  of d i r e c t  tax  s t a t i s t i c s  uere acknoulodged 
by the  a u t h o r i t i e s  (PAC Report 1981-82). C e r ta in  measures uere 
s ta te d  to be under contem p la t ion  of the Government to  remedy 
the d e fe c ts  o f the d i r e c t  taxes  da ta . I t  i s ,  i n  t h i s  con tex t, 
t h a t  the Economic A d m in is t ra t io n  Reforms Commission des ired  the 
N IPFP  to  undertake  a .s tu d y  oi’ the In fo rm a t io n  system p r e v a i l in g  
i n  the  Income Tax Department in  r e s p e c t  of income tax and u ea ith  
tax  and suggest measures fo r  inprovem ent. The o b je c t iv e s  of the 
study p r i n c ip a l l y  a re  the  f o l l o u in g :

( i )  to  r e v ie u  the e x is t in g  system of in fo rm a t io n  
c o l l e c t i o n ,  i t s  c o n te n ts ,  p re s e n ta t io n  and 
p u b l i c a t io n ;

( i i )  to  l i s t  the item s on uh ich  the in fo rm a t io n  
should be c o l l e c t e d  f o r  the purposes of 
economic a n a ly s is ;

( i i i )  to  suggest a comprehensive in fo rm a t io n  system 
fo r  income and u e a i th  taxes .

The system of co m p ila t io n  of income tax s t a t i s t i c s  
i s  taken  up f i r s t  f o r  c o n s id e ra t io n .



I I .  E x is t in g  Sources ‘o-P 'Inorifra't-Tax- S t a t i s t i c s  and t h e i r  
O e f ic le n c  ie s

1. E x is t in g  so u rce s
ta x

C u r r e n t ly ,  in co m e^ _s ta t is t ic s  are a v a i l a b l e  from the 
fo l lo w in g  p u b l i c a t io n s :

( i )  The Budgets of the Union Government - Annual;

( i i )  R ep o rts  of the C o m p tro l le r  and A u d ito r  General 
o f In d ia  on revenue r e c e ip t s  of the  In d ia n  
Government - Annual;

( i i i )  A l l  In d ia  Income Tax S t a t i s t i c s  ( A I I T S )  - 
Annual; and

( i v )  S ta te - w is e  Income Tax S t a t i s t i c s  ( S I T S )
Annual

U h i le  the  A I IT S  and S IT S  are  pu b lished  by the D ir e d to ra te  of 
In s p e c t io n  (R e s e a rc h ,  S t a t i s t i c s  and P u b l ic  R e la t io n s )  .in 
sh o r t  DI ( r s  & P) o f the Income Tax Department, the o ther  tw( 
p u b l i c a t io n s  are  brought out by the  n i n i s t r y  of F inance . 
B e s id e s  th e se ,  da ta  on assessments completed a re  compiled 
r e g u la r l y  by the Department on the  b a s is  of the p rogress rep< 
r e c e iv e d  from f i e l d  o f f i c e s  but th ey  cover  a l im i t e d  ground 
are  meant on ly  f o r  o f f i c i a l  use.

The Budgets of the Government of In d ia  g ivo  aggrega' 
f ig u r e s  o f the c o rp o ra t io n  income tax and taxes  on income 
o th e r  than c o rp o ra t io n  tax along w ith  r e c e ip t s  from o the r  
Union taxes . These f ig u r e s  r e l a t e  to  the tax c o l l e c t e d  in  a 
y e a r  and so, in  so f a r  as income tax  i s  concerned , in c lu d es  
c o l l e c t i o n s  out o f a r r e a r s  and c u r r e n t  demand, tax  deducted 
a t  sou rce , advance tax  demand and payments under s e l f  
assessment and p r o v is io n a l  assessm ent, not of re funds  and 
ad justm ents . No in fo rm a t io n  i s  a v a i l a b l e  from these  data



about the  a c tu a l  tax  base to  .which the tax revenue f ig u re s  
r e l a t e .  Nor do th ey  p rov ide  any d is ag g reg a t io n  accord ing  
to income range o r any id^a of the  revenue e f f e c t  o f the 
v a r io u s  examptions and deductions.

The rep o rt  o f the C om p tro l le r  and A u d ito r  G ene ia l 
of In d ia  co n ta in s  in fo rm a t io n  on the  po in ts  a r i s in g  from 
the a u d it  of c o rp o ra t io n  tax ,  income tax ,  u e a ith  ta x ,  g i f t  
tax ,  e s ta te  duty and payment of i n t e r e s t  on tax  f o r  c e r t a in  
d e fa u l t s  such as de layed  payment of taxes  e tc .  The report 
g iv e s  f a i r l y  d e t a i le d  s t a t i s t i c s  on the  a r re a r s  o f assessment 
On income tax ( in c lu d in g  c o rp o ra t io n  tax ) tho re p o r t  p rov ides  
in fo rm a t io n  on the fo l lo u in g  p o ih ts :

1. The number of assessments pending a t  the 
beg inn ing of a f i n a n c i a l  y ea r

2. The number of assessments completed during  
the y e a r  both e r r e a r  and cu rren t

3. Break-up of t o t a l  number of assessments 
completed during the l a s t  tuo yea rs  "under 
s c r u t in y  assessments and summary assessments.

4. S ta te- w ise  break-up of income tax assessments
completed during the l a s t  two y e a rs .

5. Assessment yea r-w ise  p o s i t io n  of pendency of
income tax assessments as on 31st o f Narch 
of the  l a s t  two y e a rs .

6. Break-up of pending income tax assessments 
under s c ru t in y  assessm ents and summery 
assessment as on 31st of Marcn of tho l a s t  
two y e a rs .

7. Year-w ise  break-up of pendency of income tax 
assessments under company assessm ents and 
non-company assessm ents as on 31st of March 
of the  yea r .



8, Number o f a ssessess  in  the  books o f thn
Departm ent as on 31s t  o f March o f th e  y e a r .

9. Number of re-opened, c a n c e l le d  and sa t- a s id e  
assessm ents.

The data con ta ined  in  the €<W£I repiLrt-s though 
u s e fu l  in  c e r t a in  re sp e c ts  a lso  do nou ..rov ide  tho d e t a i l s  
or d is a g g re g a t io n  needed f o r  re sea rch  a n a ly s is  or e va lu a t io r j  
of a l t e r n a t i v e  p o l i c y  measures. For in fo rm a t io n  on the  to td  
income assessed , d i s t r i b u t io n  of assessed incomes among 
d i f f e r e n t  income ranges, in  the aggregate  and by source of 
income, d i s t r i b u t io n  of bus iness  incomes a c co rd in g to  the 
t ra d e  c l a s s i f i c a t i o n ,  tax  e f f e c t  o f v a r io u s  r e l i e f s  and

- - *

concess ions  a l low ed  and o th e r  d e t a i l s ,  one has to  tu rn  to 
the A I IT S  pub lished  by the DI (R S  & P ) .  T h is  p u b l i c a t io n  
c o n ta in s  the fo l lo w in g  sta tem ents  based on assessm ents 
completed in  a y e a r :

1. Summary of demand, c o l l e c t i o n  and a r r e a r s  of
income ta x ;  and d i s t r i b u t i o n  o f  a r r e a r s  of
income ta x ,  by range of tax  in  a r r e a r s .

2. Summary o f net c o l l e c t i o n  of income tax  and
c o rp o ra t io n  tax .

3. A n a ly s is  o f assessm ents , gross incomc and 
gross ta x ,  by source of income; d ed u c t io n s ,  
reb a tes  and r e l i e f s ,  by nature  o f deduct ion  e tc  
and tax  deducted or o th e r- u is e  pa id  a t  source , 
by source of income.

4. Number of assessm ents , g ross income and gross 
tax  from bus iness  and p ro fe s s io n  f o r  companies 
and non-companies - in d u s t  ry- u ise .



5. Number o f assessm ents, income assessed  and 
tax 'dem and,, by s ta tu s  and range of 
assessed  income

6. Number of assessments and not income, by s ta tu s  
and range o f net income.

7. Number of assessm ents, gross income and gross 
taX  - by source , range of income and s ta tu s .

8. $reak-up 0f number of assessm ents, income 
assessed  and tax  demand of in d i v id u a ls  by 
s a la r y  and n on -sa la ry  in d iv id u a ls  and range of 
income assessed.

9. Number of company assessm ents, income assessed and 
tax  demand - b y  range of income assessed  and 
na tu re  o f company.

10. Number of assessm ents, income from c a p i t a l  ga ins 
and g ross tax  the reon  - by s ta tu s  and range of 
c a p i t a l  g a in s  assessed .

11. Number, of assessm ents, gross income, lo sse s  set 
o f f ,  deductions  and net income - by s ta tu s  and 
range o f  income assessed .

The S t a te - u is e  Income Tax S t a t i s t i c s  g iv e s  d e ta i le d  
in fo rm a t io n  regard ing  item s 3 to  6 mentioned above, fo r  each 
S t a te .

2. Def i c i e n c ie s  o f the  A I IT S  â nd _SITJS

As noted e a r l i re r ,  the  main weaknesses o f the A I IT S  
which c o n s t i t u t e s  the  p r in c ip a l  source of d e t a i l e d  s t a t i s t i c s  
on income tax  a re  poor coverage and d e la y  in  co m p ila t io n . A 
number of o ther  d e f i c i e n c i e s  of th e  A I IT S  were notod by the 
Committee on D i r e c t  Taxes S t a t i s t i c s  (CDTS, 1976) and others . 
The major d e f i c i e n c i e s  n o t iced  in  the A I IT S ,  ap a r t  from 
inadequa te  coverage and time lag  in  p u b l ic a t io n ,  seem to be 
the  fo l lo w in g :
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( i )  Incom parabi l i t  y  ofjUjnja^ se r i  e s d a ta .  The Min c  
repo rted  i n  the  A I IT S  rep re sen ts  assessed  '• to ta l  income" as 
contemplated in  the  Income Tax Act. The scope o f assessed 
income being s u b je c t  to  the s t a te  o f  the tax  la u  p r e v a i l in g  
in  the  r e le v a n t^ y e a r ,  g iven  the freq u en t  changes i n  the  la u  
the  time s e r ie s  a v a i l a b l e  from the  A I IT S  are  not q u ite  
comparable.

Another f a c t o r  which a f f e c t s  c o m p a ra b i l i t y  i s  th a t  
tho data presented  in  the A I IT S  r e l a t e  to  assessm ents 
completed during  a f i n a n c i a l  y ea r  r a th e r  than to  the  assess ­
ments p e r ta in in g  to a g iven  yea r .  I t  i s  n o t ice d  th a t  the 
p ro p o rt io n  of number of assessments in  re sp ec t  o f a 
" c u r r e n t  y e a r "  to  the  t o t a l  number1 of assessm ents completed 
i n  the  yea r  are i n  some y e a rs ,  as lou  as 49 per cent 
(T a b le  3 ) .  As a r e s u l t ,  the data  cannot be r e la t e d  to  the 
n a t io n a l  income of any p a r t i c u l a r  y e a r .  T h is  d e f i c ie n c y  i s  
nou sought to be remedied w ith  the  p u b l ic a t io n  of s t a t i s t i c s  
r e l a t i n g  to  the assessm ents p a r ta in in g  to a g iv e n  asscssemen 
year ,,  th a t  i s ,  by agg rega ting  the assessments in  re sp ec t  o f 
g iv e n  assessment y e a r  even though these  are completed over
the pe r iod  during  uh ich  the assessments can remain open ( i .  e
th re e  y e a r s ) .  But t h i s  p u b l ic a t io n  un avo id ab ly  s u f f e r s  from 
a tim e lag  o f a lmost fo u r  y e a rs  and coverage of these  
s t a t i s t i c s  a lso  rem ains poor,

( i i )  L im ite d  sco_pe_of_ .'lincomej'' repo^rtejj. The data
i n . t h e  A I IT S  are p resen ted  acco rd ing  to  th e  ranges of assesse
income ra th e r  than economic income of the ta x p a y e rs .  The see 
of assessed  income being r e l a t i v e l y  narrow, compared to  the 
concept o f even r e a l iz e d  r a th e r  than  accrued income, the 
in fo rm a t io n  a v a i l a b l e  from A I IT S  cannot be used fo r  forming 
any id e a  of the d i s t r b u t io n  of "e co n jm ic  power" or
ta x a b le  c a p a c i ty  o f the taxpayers , or t h e i r  t re n d s  over t im e.
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TABLE 3

Number of Assessment^ Jpompletsdi in  D i f f  a re nt  ̂ Y ea rs

Year T o ta l  number Nu.Tiber of
of assessments assessment s
completed fo r  the
during  the cu rren t  yea r
y e a r -:-1- j f  c o l .  1
(thousand ) ( thousand)

(1 ) (2 )

1960-61 1207 732
1961-62 1309 806
1962-63 1310 797
1963-64 1483 923
1964-65 1842 1155
1965-66 2389 1460
1966-67 2418 1333
1967-68 2557 1331
1968-69 3415 1673
1969-70 3558 2135
1970-71 349 2 2249
1971-72 3844 2357
1972-73 3598 2507
1973-74 3436 2228
1974-75 3841 2424
1975-76 4008 2508
1976-77. 3949 2289
1977-78 4044 2573
1978-79 3310 2106
1979-80 3490 1897

Sources : 1. Union Government ( '

Col. 2 1 Co l. 1 
(p e r  cen t)

(3 )
0 • • 4 •«*

60. 67
61. 60
60. 84
62. 23 
62.71
61. 10 
55. 11 
52.08 
49.01 
60.00 
64. 39 
61. 31 
69. 68 
64. 84
63. 10 
62.58 
57.96 
63. 62 
63. 66 
54. 3G

on Revenue R e c e ip t s ,  O i r e c F  Taxes* (AnnuaTT 
upto  1968-69^.

2. Union Government ( C i v i l ) .  The Report of 
the Comptroller^ _apd_ Aud ito r  J2enera l<Jbf 
I ndl'a', Revenue R e c e ip t s ,  D iVec t  tVxes* ’ 
{"Annual, s in ce  1969-70).
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( i i i )  L a c k o f s u ff i  c i  e n t_ d e t a i l  and d is a g g regatjLor

a. The Income Tax Act p ro v id e s  fo r  exemption,
deduction  o r r e l i e f  i n  v a r io u s  forms. Some item s  of 
income are  t o t a l l y  exempt,, from income tax  ( e . g . ,  those  
mentioned under s e c t io n  10) and do not come w i th in  the  s c o J  
o f the ' 'g ross t o t a l  income” as d e f in e d  in  the Act. The A ll! 
g iv e s  no in d i c a t io n  o f the s iz e  o f these  exemptions even in] 
the aggregate . \

b. C e r ta in  deductions a re  a l lo u e d  from "g ro s s  t o t a  
income'1 m ain ly  by uay o f concess ions  to  promote s p e c i f i c  
o b je c t i v e s  o f p o l i c y  ( v id e  deduct ions  a l lo u e d  under the 
p ro v is io n s  of Chapter VIA of the Income Tax A c t ) .  The 
amount of deduct ions  a l lo u e d  under these  heads a re  
reported  fo r  each m ajor item but on ly  in. the  agg rega te , I 
T h e i r  d i s t r i b u t i o n  among d i f f e r e n t  income-'ranges i s  not g ive  
Even the aggregate  f ig u r e s  seem to  be g ro s s ly  under reported 
as uas found in  the  case of the deduct ion  a l lo u e d  on account 
o f tax  h o l id a y  f o r  neu i n d u s t r i a l  u n d e rtak in g s  ( v i d e  PAC 
Report 1981-82).

c. A number of deduct ions  are pe rm itted  under the  
la u  i n  the  com putation of incomes under v a r io u s  heads uh ich 
s t r i c t l y  not in  the  nature  of co s t  of ea rn ing  but a re  a l lo u e  
by uay o f i n c e n t i v e s  such as the investm en t a l lo w an ce  and 
Weighted deduction  f o r  expend itu re  on s c i e n t i f i c  re sea rch  in  
the computation o f b u s in ess  income and deduction  o f a sp ec if ;  
amount upto a sp e c id ie d  maximum from income from neu ly  b u i l t  
houses in  the com putation of income from house p ro p e r ty .
No in fo rm a t io n  on these  deduct ions  i s  a v a i l a b l e  in  the A IITS ,

Absence o f in fo rm a t io n  regard ing  item s mentioned in
( a )  and ( c )  and la c k  o f  complete and d e t a i l e d  in fo rm a t io n  
on item s re fe r r e d  to  in  (b )  above stands in  the  uay o f any 
attem pt to  e v a lu a te  the cost or b e n e f i t  of the examptions 
and in c e n t i v e  p ro v is io n s  in  the income tax la u  and a ls o  to  
f o r e c a s te  the p robab le  revenue a f f e c t  o f a l t e r n a t i v o  p o l ic y  
measu res .
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( i v ) Anomalies a r i s in g  from_ reliance^ on r e tu rns
re ce ive d  from, pm plpypT^pn^ *po-dem pnd-*alaTy^j:ajbq s£.

t

Under s e c t io n  206 o f the  IT Act, employers are  req u ired  to 
send o the Income Tax A u th o r i t ie s  an n u a lly  a d e t a i le d  
statem ent (Form 24) showing the s a l a r y ,  a l low ances  paid to 
the employees aqd tax  deducted. Not a l l  employees covered 
in  thesg statem ents f i l e  any re tu rn  (u n le s s  they  have any 
income from any o th e r  so u rce ) .  In fo rm a t io n  a v a i l a b le  from 
these statem ents i s  merged u i th  the  assessment data  in  tha 
com p ila t ion  o f ■y=iaJ\I^TS. But s ta tem ents  of salary-no-demand 
cases ( 3NDC) uh ich are  so merged in  the A I IT S  do not con ta in  
a l l  the in fo rm a t io n  r e le v a n t  f o r  o th e r  purposes. Hence the 
data emerging from the amalgamation becomes somewhat 
m is lead in g . T h is  i s  one of the reasons fo r  the unduly small 
number of p ro fe s s io n a le  such as d o c to rs ,  e n g in ee rs ,  e tc .  g iven  
i n  the statem ent 4 of the A I IT S .  The under-coverage a r is e s  
p a r t l y  from the f a c t  th a t  those f ig u r e s  do not in c lu d e  persons 
covered  in  Form 24 statem ent ( e . g .  docto rs  employed by 
Government who are  not perm itted  any p r iv a t e  p r a c t i c e ) .  There i  
a lso  the p o s s i b i l i t y  of u n d e re s t im a t io n  a r i s in g  from f a i l u r e  
of employers to fu rn is h  SNOC re tu rn s .

On the o th e r  hand, the morgor of Form 24 in fo rm ation  
u i th  data based on assessments g iv e s  r i s e  to  the p o s s ib i l i t y  
of double counting  as re tu rn s  are  f i l e d  s e p a ra te ly  by a number 
of employees covered in  Form 24 sta tem ents  and in fo rm a t io n  
regard ing  t h e i r  assessed  incomes f lo w  to  the s t a t i s t i c i a n  
through a separa to  channel, Thoro i s  no arrangement at 
p resent fo r  avo id in g  d u p l ic a t io n '  o f in fo rm a t io n  r e la t in g  to 
employeos uho f i l e  t h e i r  i n d i v id u a l  re tu rn .  As pointed out 
by the  CDTS, the p o s s i b i l i t y  of double counting i s  more 
s e r io u s  in  the case of i n d i v id u a ls  i n  thu h igher income 
b ra ck e ts  as, presum ably, such in d i v id u a ls  i n v a r i a b l y  f i l e  
t h e i r  ro tu rn  s e p a ra te ly .
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\ y ) U P i L  £ £ £ & P£ )& 9 S l.£ L
SEIP.-Py.®.d. X n5Uy^ .u.aA?.*.. W h ile  th e re  i s  a c l a s s i f  i.‘‘c a t io n  o f  incom 
from bus iness  and p ro fe s s io n  rega rd ing  to t r a d e / g c t i v i t y , no 
such c l a s s i f i c a t i o n  i s  a v a i l a b le  f o r  in d i v id u a ls  assessed on 
income under o th e r  heads such as s a la r y ,  As a r e s u l t ,  the re  i s  
no way uf d e r iv in g  tn,y id ea  of the  o c cu p a t io n a l d i s t r i b u t io n  of 
income tax paying in d i v id u a l s  as a whole or the average l e v e l  
and d i s p a r i t i e s  i n  the l e v e l s  o f  income in  d i f f e r e n t  occupa tion  
In fo rm a t io n  on o c c u p a t io n a l  d i s t r i b u t i o n  of i n d i v id u a l  tax ­
payers  d e r iv in g  t h a i r  income m a in ly  from employment i s  u s e fu l  f  
many purposes.

<vl) I n r^ p j^ rp p jr j la te^ s ju jf ic^ a t i  jjn o^ bu s i  n ess_ aJ d 
p Jo fQ Q s ia jte J^ in c p v p .  The c l a s s i f i c a t i o n  fo .lloued a t present 
does not conform to the  N a t io n a l  I n d u s t r i a l  C l a s s i f i c a t i o n  
(N IC )  19.70. In  f a c t  the ' p resen t c l a s s i f i c a t i o n  has remained 
unchanged s in ce  1962-63. Uh'ile c o n t i n u i t y  a 'l leu s  fo r  compara­
b i l i t y  o f the  time s e r i e s ,  co n fo rm ity  w ith  NIC and n a t io n a l  
income accounting  c l a s s i f i c a t i o n  would be u s e fu l  fo r  v a r io u s  
purposes ( e .g .  f o r  e s t im a t in g  the  quantum of un reported  income 
in  v a r io u s  a c t i v i t i e s ) .  There i s  a ls o  the p o s s i b i l i t y  of mis- 
c l a s s i f i c a t i o n  because of in c o r r e c t  s p e c i f i c a t i o n  in  the b a s ic  
da ta . The in fo rm a t io n  nn b u s in ess  and p ro fe s s io n a l  income by 
t ra d e  c l a s s i f i c a t i o n  i s  a ls o  not a v a i l a b le  acco rd ing  to  income 
ranges.

Some o f the d e f i c i e n c i e s  of the A I IT 3  po in ted  out by 
the COTS are nou sought/to  be remedied. In fo rm a t io n  i s  being 
c o l l e c t e d  on a number o f  a d d i t io n a l  item s suggested by the CDCS 
as, fo r  example, on investm en t .a llow ance . But the A I IT S  con tinu  
to be df?aun up b a s i c a l l y  on t h « . same p a t te rn  as be fo re  ann the 
improvements are y e t  to  be in c o rp o ra te d  in  the co m p ila t io n .  The 
mn;i or shortcom ings o f the A I I1 S ,  namely, incom p le te  coverage, 
Jo-lay and la ck  of s u f f i c i e n t  d e t a i l  and d is a g g re g a t io n  remain.
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ractore Imp :d im  JEjy r/vvjjijnV_;/ Ipc .m-;. Tnx_.Stnt_lstics. 
and P r s s ib lo  fl-^.our ;s f r r  H _jm

F s c ta r s  ho ld ing  up inpravomont

F a c to rs  uhiph may bo regarded as re s p o n s ib le  fo r tha 
t le f ic ie n c ie s  of the incone tax  s t a t i s t i c s  noted in  th3 p rec^cing  
s e c t io n  b a s ic a l l y  ijre th re e - fo ld :

.i) B o t t le n e c k s  in  the f lo u  o f  the b a s ic  in p u t  fo r  the  
A I IT S  from the f i e l d  o f f i c e s  to  t h ’.: S t a t i s t i c i a n '

i i )  In com p le te  coverage o f the forms c o n s t i t u t in g  the 
b a s ic  in p u t ;  and

i i i )  D e fe c t iv e  f i l l i n g  o f the forms p re s c r ib e d  a t p resen t 
f o r  fu rn is h in g  in fo rm a t io n  regard ing  assessments.

The prim ary  source c f  in fo rm a t io n  fo r .  the  A I IT S  are the 
assessment forms ITfJS-1 90 and ITNS~150A:}. These are  n o n -s tc tu to ry  
forms requ ired  to be f i l l e d  in  by the  Income Tex O f f i c e r  on comp­
l e t i o n  o f an assessment, Tha Form No, ITNS 150A i s  re le v a n t  f o r  
companies. These forms are drawn up in  sucl? a manner as to  enab le  
the taxpaye rs  to  have a c lo a r  p ic tu r e  of the manner in  uh ich t h e i r  
income has been computed under the  heads s t ip u la t e d  in  the Income 
Tax Act a f t e r  a l lo u in o  fo r  v a r io u s  deductions  and exemptions and 
hou the tax  payab le  has boon a r r i v e d  a t .  Data provided in  t h i s  
form a lso  c o n s t i t u t e s  the b a r ic  in p u t  fo r  the co m p ila t io n  of the  
A I IT S .  A cc o rd in g ly ,  f i e l d  o f f i c e s  have bnon in s t r u c t e d  to  send the 
o r i g in a l  assessment from to the D i r e c t o r  o f S t ? . t i s t i c s  in  D e lh i  
d i r o c t l y  and a carbon copy to the taxpayer*
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On r o c c ip t  o f  tho-assssemont forms, tha  s t a t i s t i c i a n  
ge ts  tho«m s c r u t in i s e d  and codod. Uhara e r r o r s  are  n o t ico d  
i n  the a n t r io s ,  c o r r e c t io n s  a rc  made uherovo r p o ss ib le  f s i l i n i  
uhich they arc  r e fe r re d  back to  the* f i e l d  o f f i c o r s  oncem ed. 
Next, the p a r t i c u l a r s  o f assossnen t are  punched and the d a ta  
t r a n s fe r r e d  to  maqnatic tap es  and p rocessed  on tho -omputor.

The fundamental reason  uhy income tax  ■-.tatintics are 
so d e f i c i e n t  i; ;  th a t  tho assessment forms -do not f lo u  in  u i t h  
any r e g u l a r i t y  to  the S t a t i s t i c i a n ' s  o f f i c e  in  D e lh i .  Under 
the e x is t in g  in s t r u c t io n s ,  thn assessment forms fo r  a l l  o r i g in  
assessments completed during  a month should bo sent to the 
s t a t i s t i c i a n  by the 15th of the fo l io u in q  month along u i t h  an 
adv ice  note in d ic a t in g  the  number of assessm ents completed and

e

number fo r  uh ich  the forms are  sent. I t  appears , houever, th*
tho re  i s  a p e r s i s t e n t l y  la rg o  backlog in  the  despatch of these
forms. For in s ta n c e ,  o ve r  l/ 5 th  of the income tax c i r c l e s  d id  
not send "inay monthly batch  of assessment forms fo r  the  a s se s s ­
ment y e a r  1979-60 oven a f t e r  the  lapse  of one...fu ll y e a r .  For 
tho y e a r  1900-8', on ly  assessment forms f o r  b a re ly  onc- fourth  
o f tho assessments completed had been r e c e iv e d  in  tho S t a t i s ­
t i c i a n ’ s o f f i c e .  The S t a t i s t i c i a n  keeps a uatch  ou'er tha  f lo u  
o f these forms and reminds the  d e fa u l t in g  f i e l d  o f f i c e r s  b u t,  
fo r  obvious reasons, he cannot u a i t  i n d e f i n i t e l y  fo r  a l l  the  
forms to come. Hence a c u t- o f f  po in t in  t im e i s  f ix e d  and 
forms re c e iv e d  upto th a t  dot^ on ly  are procossod f o r  c o m p ila t io r  
of the A I IT S .  T h is  i s  the most im portan t s in g le  f a c to r  respon- 
s ib l c  fo r  the incom plete  and haphazard coverage  of the A I IT S  
data . There are of course  o th e r  reasons u n d e r ly in g  tho incomp­
l e t e  coverage y_Lz. t h a t  no in fo rm a t io n  i s  sent to  the S t a t i s t i c s  
regard ing  assessments uh ich  do net r e s u l t  in  any demand or re fqr 
of ta x ,  i . e . ,  cases r e f e r r e d  t^ ^s A. an;-!- F i l e d '5. But
these  u s u a l l y  do not account f o r  more than  5 pur cent or so
o f the t o t a l  number of cssossm ents uhercas  undorcov/orage goes 
beycod l"0 per cen t of the  tota .l number.
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The coverage o f the  A I IT S  i s  d o f i c io n t  not on ly  i n
torms of tho p r '. 'p o rt i ,* i  of the  t o t a l -number of assessments
covered but a ls o  in  torms of tho range of tho in fo rm a t io n  
fu rn ished . A lthough f a i r l y  d e t a i le d  and running in to  fou r 
p r in ted  pages, the assessment forms uh ich  c o n s t i t u t e  the 
b as ic  i. iput of the  A I IT S  do not cover a l l  item s on uhich 
in fo rm at ion  m ight bo needed to  fo rm u la te  p o l i c y  or ana lyse  
the im p je t of t a x „ p o l ic y .  Concessions aro a llow ed  in  income 
tax in  v a r io u s  ways and tho IT N 3 forms do not p rov ide  fo r  
c - i le c t io n  of in fo rm a t io n  on each .incen tive  or p o l ic y  i n s t r u ­
ment v a r ia b le  i n  the tax  'ystem .

Inadequacy of the coverage of the assessment forrr’s i s  
compounded by the e r ro r s  and om issions in  f i l l i n g  them up 
by the f i e l d  o f f i c e r s .  A good number c f  forms re ce ived  in  the 
S t a t i s t i c i a n *  s o f f i c e  are  not o ro p e r ly  prepared and s u f fe r  
from obvious d e fe c ts .  B o l id e s ,  c o n tra ry  to  the in s t r u c t io n s ,
only  carbon co p ie s  of tho forms arc; sent to  the  S t a t i s t i c i a n
and o ften  they  are i l l e g i b l e .

Tak ing  note of the; problems faced by tho S t a t i s t i c i a n  
in  com piling  the  income tax s t a t i s t i c s  and t h e i r  d e f i c i e n c ie s ,  
the COTS had recomrionded a number c f  measures in 'o r d e r  to out 
doun the d e la y  and improve the  q u a l i t y  of the da ta . For reducing 
the d e la y  in  c o m p ila t io n ,  tho Committee had suggested th a t  the 
in fo rm a t io n  r e l a t i n g  to assosnnents  in v o lv in g  r e l a t i v e l y  sm all 
income might be compiled from a sample out o f the  assessircnt 
forms re c e iv e d  from tho f i e l d .  Under the  Scheme envisaged 
by the Committee, income tax  s t a t i s t i c s  ucre  to bo processed 
on a s e l e c t i v e  b a s is  by a sample t a b u la t io n  of assessment froms of 
i n d i v id u a ls  w ith  income of fo. 25,000 or l a s s  end a complete 
enum eration i n  the case of* o th e rs .  Thf. Committor? had fu r th e r  
suggested th a t  on ly  10 per nont of the forms might be taken 
as afcampl'.. i n  rijop set of t a x p a y e rs  in  a l l  major S ta te s  and 20 
per cent f o r  e th e rs .  In  o rd e r  to  improve the  a cope of '.no 
in fo rm a t io n  fu rn ish e d  in  the  A I IT S ,  the Committee had suggested 
a m o d i f i c a t io n  of tho assessm ent forms ITN5 15C and ITNS 150A by
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d o lo t in g  c o r t a in  item s and adding some uh ich thoy cons idered  
to  be necessary  f o r  p o l i c y  purposes.

As noted b e fo re ,  s e v e r a l  o f the recommendations o f thi 
CDf S have boon put in t o  o f f e c t .  The ITT-S forms have been modii

%

f i e d  to eccommodatc sorncs though not a l l  suggest ions  mode by thc| 
Committee. The sampling method has a lso  been adopted fo r  comp| 
l a t i u n  of data r e l a t i n g  t:j sm all income assessees . For i n d i ­
v id u a ls  and r e g is t e r e d  f£rms u i t h  income of not more than Rs. 
50,0^0, samples o t l  drauh from the assessment forms re ce iv ed  iri| 
the S t a t i s t i c i a n ' s  o f f i c e  by the s y s tem a t ic  sampling method, 
U h i lc  t h i s  has p iesum ebly helped to cu t  doun the time requ ired  
fo r  co m p ila t io n ,  a lag  o f about tuo ye a rs  p e r s i s t s .  B e s id e s ,  
fehcs bas ib  i n f i r m i t y  of the A I IT S ,  v i z . ,  in com p le te  and un­
c u r t a in  coverage rem ains. For the  ye a r  1980-81 the  number o f e

-*

essments covered in  the  A I IT S  uh ich  came out in  March 1963, \i
tu rn s  out to b<, le s s  than  40 per cent (T a b le  1 ). A random checf 
shoued th a t  the d e fe c t s  n o t iced  in  tho p re p a ra t io n  of the ITNS . 
forms a lso  co n t in u e . The sampling method f o l l c u e d  fo r  com p ila t i  
o f in fo rm a t io n  from the assessment forms re c e iv e d  se rves  a 
l im i t e d  purpose, namely in  sav ing  tim e in  c o m p ila t io n  but i t  
does not he lp  in  any uay to im proving  the coverage or q u a l i t y  
o f tho s t a t i s t i c s  com piled. The manner in  uh ich  the  assessment 
forms f lo u ed  in to  the  S t a t i s t i c i a n ' s  o f f i c e  from the f i e l d  
o f f i c e s  being t o t a l l y  u n sys ta m a t ic ,  they cannot be r e l i e d  upon 
to p rov id e  a b a s is  fo r  s c i e n t i f i c  sampling e i t h e r  uhich. could 
h e lp  d e r iv e  some r e l i a b l e  cs tim r.tos  of the u n rep o rtcd  data.
The on ly  a t t r i b u t e  of uh ich  -'the c u r r e n t  c o m p ila t io n  ^or^ib.ly 
p ro v id e s  a someuhat s e l l a b l e  p ic tu r e  i s  the d i s t r i b u t i o n  of 
income among income tax payers , but the  degree o f u r ro r  even 
in  t h i s  cannot be LJi,L<'dxcti<u.
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2. Possi ble. JBPEMSB&Pk

I t  i s  obv ious th a t  w ith  the  assessment forms as 
the b a s ic  in p u t ,  i f  the  d e f ic ie n c y e n  of the A I IT S  art to 
be removed ;nd the time lag  in  t h e i r  p re p a ra t io n  s ig n i ­
f i c a n t l y  redjcffrt, : t  i s  necessary  to  ensure th a t  the  farms 
are f i l l e d  in  c o r r e c t l y  and despatched from the f i e l d  
o f f i c e s  w ith in  the s t ip u la t e d  t im e. Past sxper: ct.cs on ly  
shows th-at t h i s  i s  not cssy  to a ch ie ve .  G iven the volume 
c f  work and the re so u rces  of the Department, i t  would be 
u n r e a l i s t i c  to  axoect th a t  th in g s  can be improved sim ply 
by p re s s u r is in g  the f i e l d  o f f i c e r s .  In  any case , w ith  the 
growing number of a ssessees  the t o t a l  may reach 0 m i l l i o n  
in  the next ten  y e a rs  the task seems to ba in c r e a s in g ly  
unmanageable.

I f  the co m p ila t io n  of tax  data  i s  to  be ex ped ited , 
the on ly  p r a c t ic a b le  uay i s  to r p ly  on the in fo rm a t io n  
p rov ided  in  the r e tu rn s  of income in s te a d  on an assessed  
f ig u r e .  Under the e x is t in g  income ta x ,  the re tu rn  f c r  an 
assessment yeafc i s  req u ired  o r d i n a r i l y  to be subm itted  by 
the end of Tune of t h a t  y e a r / m  any case by the  end - 
of September, I f  some way could be dev ised  fo r  t. îc f low  
of in fo rm a t io n  con ta ined  in  the income tax re tu rn s  to  the 
S t a t i s t i c i a n  a: soon as they are  f i l e d ,  i t  should ba p o ss i­
b le  f o r  the S t a t i s t i c i a n  to com pile  the data  w i th in  the 
same a./sessment yoar i t s e l f .  L ih ile  t h i s  would mean th a t  
the t a x ’ s t a t i s t i c s  would be based on the  re tu rn s  r a th e r  than 
on assessm ents, t h i s  would ensure th a t  the  b a s ic  da ta  on 
incomes, t h e i r  d i s t r i b u t i o n  and the  impact of v a r io u s  con- 
ce ss io n s  out! deduct ions  w i l l  be a v a i l a b l e  on a r e g u la r  
b a s is  w i th in  a reasonab le  period  of t im e. R e l ia n c e  on 
ro tu rn  f ig u re s  would not be m is la a d in j  s in ce  over 75 percent 
of the  assessment i s  n::u completed under the summary assessment
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scbamo uhich contem p lates  assessments s im ply on th e  b a s is  
o f tho ro tu rn  ^Taolo 4 ) . , A lso , i t  would appear: th a t  the  
range of v r . r i e t io n  between income re tu rn ed  and assessed
income i r  r.ot l c r o e  in  the aggregate  (n o t  more than  10 per 
cent roughly of the aggregate  assossod incom e), THe ; roposod 
method uvula s is o  hsve the  m e r it  o f p ro v id in g  a way of e s t i ­
mating tha l  p’j i a t i  ,Ti o f the tax p aye rs  in  tho co u n try  u i th  
some con fid ence , and thus la y  down the b a s is  f o r  c a r ry in g  
out sampling on a s c i e n t i f i c  b a s is  whenever f e l t  needed.

The p roposa l f o r  compiling and b r in g in g  out income 
tax s t a t i s t i c s  on the b a s is  of in fo rm a t io n  co n ta in ed  in  tho 
re tu rn s  seems to have been accepted  in  p r i n c ip l e  by the 
a u t h o r i t i e s /  ( A I I T S ,  1980-81, In t r o d u c t io n ) ,  -However, i t  
appears th a t  d e t a i l s  of how tho new co m p ila t io n  can be made 
e re  s t i l l  to  be worked out, A few suggest ions  i n  t h i s  regard 
may not, t h e r e fo r e ,  be out of p la ce ,

a• f iochsn is  m fo r. c h ^ n n e l ino .rp tu rn  dato, to  s t a t i s t i c i a n .

Quick f lo w  o f in fo rm a t io n  besed on income tax  re tu rn s  
can be o rgan ised  in  two ways:

( i )  A summary sheet may bo p re sc r ib e d  fo r  p u tt in g  
down in fo rm a t io n  on s p e c i f ie d  item s. The shee t w i l l  be 
a t ta ch ed  to the re tu rn  but w ith  p e r fo r a t io n  so th a t  i t  can bo 
e a s i l y  detached. Taxpayers may be asked to f i l l  up t h i s  sheet 
along w ith  the; r e tu rn  so th a t  i t  cr.n be fo rw arded  to  the 
S t a t i s t i c i a n  d i r e c t l y  by tha  ITO as soon as th e  re tu rn  i s  f i l e d

( i i )  A l t e r n a t i v e l y ,  the  re tu rn  forms may be so de­
s igned  as to  c o n ta in  i n  p e r fo ra te d  d u p l ic a te  pages f o r  those 
p a r t s  uhich c o n ta in  in fo rm a t io n  cons ide red  r e l e v a n t  fo r  
s t a t i s t i c a l  c o m p ila t io n .  Carbon papers (o r  ca rbon  on the  
re v e rs e  uf the o r i g i n a l )  may be prov ided  in  between those 
pages sc th a t  d u p l ic a t e  w i l l  ge t prepared a u t o m a t ic a l l y  <~ s 
tho re tu rn  form i s  f i l le d  up by the ascc^sea.The carbon
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TADLE 4

proak^up, of, Jt he, J\s,spssmejVt s. pojapletod. Oj/i/iQ. a.. Yp.a.r. 
.Apcprdinc^ tp^^Sjcru tiny^ and Ŝummary, fitsajssmonis#

- * •- •- - — *• -• * ••■  ̂ * « < •
r in o n c i i '  l S c ru t in y Summary T o ta l Summary

y ca r 3 3 3 6 S S — a sse ss ­ assess- assossmai
monts ments mont s as ’■ercci 

of t o t a l
& c-sQssmei

( D CO (2 ) <«)
. _ .  ̂ . . , . . * ■ - * ----. . . . . . . ........... ‘ • '*
1971-72 582564 441141 1123705 39. 26
1072-73 753799 538666 139 2665 45.87
1974-75 1210009 2630037 3840846 68.47
1975-76 1527325 2480619 4007644 61.89
1976-77 1844624 1914129 3758753 50.92
1977-78 1055886 1987927 4043813 73.88
1978-79 898162 2412165 3310327 72.86
1979-80 917775 2572014 3489790 73.70
19G0-81 953757 3081456 4035213 76, 36

_____________

Source; Union Govarnmont ( Civ/i 1 }. Ropprt. P_f.A !lG S 'P F 'S ^ t o I  la .r 
and, J\ud ito jc,G pnp jral_ p £  In d ia .  "Revenue R a c s ip ts , 
D iro c t  Taxes, r e le v a n t  is s u e s .

\ M f t

H  2» ; t
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copies may be fo ruarded  to  tho ctati.-5tic.lan as soon as tho 
re tu rn s  aro f i l e d .  Somo o f tho forms p ro sc r ib ed  i n  tho UK 
and USA aro designed in  t h i s  uay to  f a c i l i t a t e  data  co m p ila t io n .

The suggestion  f o r  tho f i r s t  a l t e r n a t i v e  may g iv e  r is e  
to o b ja c t io n s  fajom tax p aye rs  as i t  would im ply  somo a d d i t io n a l  
burden in  fl 'H ing up the ro tu rn .  T h is  o b je c t io n  can bo met 
i f  arrangements aru mode Tor au tom atic  d u p l i c a t io n  o f tha 
re tu rn  forms ( o r  a part  t h e r e o f )  w ith  th e  in s e r t io n  of ad d i­
t io n a l  pages u i th  b u i l t - i n  arrangement f o r  carbon copying as 
suggested under a l t e r n a t i v e  ( i i )  above. The co s t  of a d d i t io n a l  
pegos and the carbon nay be recovered  by p r ic in g  the  re tu rn  
forms s u i t a b ly .  The co s t  of the form may be a llowed as a 
deduction from the tax oayablQ or m©y ^  ftdd.ed to  t h e  refund 
due in  the  case of a refunds©; P r i c in g  of ro tu rn  forms would 
a lso  he lp  p revent wastage of forms which i s  b e l ie ve d  to  
take p la ce  at p resen t.

b.- pjijancjes. rp.cwi.red. In. or e'er t h a t  under
tho proposec system, in fo rm a t io n  i s  a v a i l a b l e  on a l l  item s 
cons idered  im portan t enough to f ig u r e  i n  annual c o m p ila t io n ,  
tho re tu rn  forms may have to be redes igned . In  the  forms now 
in  vogue, annoxures are p ro sc r ib ed  - a summary o f the income 
under d i f f e r e n t  heads i s  re q u ire d  to  be g ivon  in  P a r t  I  of tho 
return, and th e re  arc anncxures fo r  s e t t in g  out tho compu­
t a t io n  of income under each hoad. D e t a i l s  regard ing  the  dedu­
c t io n s  c la im ed  in  the com putation  of incomo under d i f f e r e n t  
heads have to  bo giver: in  tho r e le v a n t  ann jxu res . S in ce  
asscssmont forms u i l l  not be used as the  inpu t fo r  s t a t i s ­
t i c a l  s e r i e s ,  i t  would be necessa ry  to  in t ro d u c e  in  tho re tu rn  
form i t s e l f  some of the item s f o r  which in fe rm a t io n - is  obtained 
a t  p resen t  through the ITW5 (o .g .  , the^ sourcos  of s a l a r y ,  such 
as C e n t ra l  novu-rnment, S t a to  Government, e t c . ) .  T h is  can be 
done by expanding e i t h e r  the  P a r t  I or the  annexurss■ ~af the 
rotu rn.



23

Tho ad d it io n s  ro q u ircd  uou.ld houcvar bo on ly  m arg ina l and 
should not load  to  any ap p ro c iab lo  in c re a s e  in  tho longth 
of tha forms. The .a d d it io n a l  itoms uhich may be brought 
in to  tho fcotrun form aro in d ic a te d  in  Annoxuro 1. In  
ardor th a t  tho number o f pagss fo r  uh ich  d u p l ic a te  c o p i. .  
u i l l  bo prov ided  in  tho re tu rn  do not cxcoed 3 o r 4, tho 
ro tu rn  forme mey Irsvu to  bo redosignad by re a rran g in g  JjI'o 
order of tho d i f f o r o n t  p a r ts  and tho annaxuros. Thu itcm a 
i r . ’th-j re tu rn  f^rms should ba coded in  tho pago provided 
fo r  carbon copy f o r  f a c i l i t a t i n g  punching and co m p u te r isa t io n .

D i f f e r e n t  re tu rn  forms aro nou p ro sc r ib ed  fo r  
d i f f e r e n t  c a te g o r ie s  of ta x p a y e rs ,  i . o , , Form N o .1 fa r  
companies, Form No. 2 fo r  assossoos ( o thor than  companies 
and c h a r i t a b le  i n s t i t u t i o n s )  d e r iv in g  incotoe .from businoss 
or p ro fe ss io n  end so on. Tho changes proposed horo in  tho 
ro tu rn  forms, i f  accepted , may bo in co rp o ra ted  u i t h  appro­
p r ia te  changes in  tho forms. Tho break-up in  P a r t  I  and 
the p a t te rn  o f annexuros s o t t in g  out tho com putation of 
incornu under aach income hood should houav/er ho i d e n t i c a l  
in  a l l  ro t  urn s.

En largem ent of the  ro tu rn  forms proposed above, 
oven though e s s o n t i a •ly  m arg ina l - as the in fo rm a t io n  re ­
qu ired  to  bo provided in  tho re tu rn  i s  nou fu rn is h e d  anyuay 
through sta tem ents  a ttached  to  th e  fcoturn - may g ivo  r i s e  to 
c r i t i c i s m  and o p p o s it io n  from taxp aye rs . In  o rdor to  make 
tho task  of ro tu rn  f i l l in g  s im p le r  fo r  v a s t  tax  paya rs , non­
co rp o ra te  asscssoos u i th  t o t a l  income of le a s  than a sp e c i ­
f i e d  f ig u re  may be exempted from fu rn is h in g  in fo rm a t io n  in  
rospoct o f c e r t a in  item s. Those itoms may bo marked u i th  an 
a s t e r i s k  in  tho ro tu rn  or a sep a ra te  ro tu rn  form may bo 
p re sc r ib ed  f o r  assossoos u i th  income f a l l i n g  bo lou tho 
s p e c i f ie d  l im i t .
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fokoop  o chock,-on the  f lo u  of d u p l ic a to  p a r t s  of tho 
ro tu rn  forms proposed abovo, i t  would bo a d v is a b le  to  req u ire  
tho IT § ?s to  send a copy o f  the e n t r i e s  in  tho R e tu rn  R ece ip t  
R e g is t e r  (RRR) m a in ta ined  i n  t h o i r  o f f i c e s .  'Jhonov/or a re tu rn

• 1 * 
i s  f i l e d ,  an e n t ry  has to  be made in  'th is  r e g i s t e r  shouing 
tho ndmc of the assosseo , tho permanent account number, the 
incomo or the u o c l t :', r e tu rn ed , and a feu  e th e r  p a r t i c u l a r s  such 
l s the  number of documents a t ta ch ed  w ith  tho ro tu rn .  A 
d u p l ic a te  any be prov ided  fo r  each page of .'„.he RRR uh ich  may 
be taken  out s im ply by us ing  a carbon papor. Fo r  f a c i l i t a t i n g  
the process ing  o f the enormous volume o f d./ta uh ich  should 
be reach ing  tho S t a t i s t i c i a n ' s  o f f i c e  under t h i s  system, tho 
mothod e f  s t r e t i f i  osd random sampling of in fo rm a t io n  in  re s ­
pect o f assesso rs  be leu  a * s p e c i f ie d  l e v e l  o f income should bo 
fo l lo w ed . ihe c u t- o f f  po in t  2nd t h j  s iz e  of tho samples may 
be s u i t a b ly  v a r ie d  to keep the  ta sk  manageable w ith o u t  s a c r i ­
f i c i n g  r e l i a b i l i t y .  I t  uould be u s e f u l  fo r  sam pling purposes 
to in t ro d u ce  in  the RRR, a cdum n to in d ic a t e  tho statu© of 
the assessee . The d u p l ic a te  copy c f  RRR need not co ve r  a i l  the  
item s nou conta ined  in  th a t  r e g i s t e r  but jn ly  fo u r  or f i c e  
v i z . ,  s e r i a l  number, name and add resr  of the a s s e s s o r ,  the 
permanent account number, incom e/uea lth  re tu rned  and s ta tu s .

I f  the system suggested sbovo works p rg p d r ly ,  i t
should be o o ss ib le  to  compile the b a s ic  incomo tax  s t a t i s t i c s
on a sound b a s is  and w ithou t any d e la y .  3ut tho s e r i a s  uhich
uould emerge from t h i s  attem pt' oould not g ive  any id ea
o f tho range of v a r i a t i o n s  between the f ig u re  of incomo as
shown by the tax p aye rs  and assessed  incomosand the v a r i a t io n s
may net be n e g l ig ib le  in  the case o f tax p aye rs  in  the  upper
b ra c k e ts .  However, the in p u ts  f o r  the new n c r io s  uoyJLcT serve  
to  p ro v id e  a f a i r l y  cnmprohon;>ive p ic tu r e  o '  the  p o p u la t io n
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If  taxp aye rs . Honea tho annual s t a t i s t i c s  to  ba compiled on 
ho b a s is  o f tho r e tu rn s  can bo supplemented w ith  in fo rm a t io n  
n assessments gatho^od on samplo b a s is .  Tha sample sur- 
:V f j r  t h i s  ourposcs nood not bo taken  ev/ory yoar  but may bo

w 4 1
a r r io d  <ut fo r  e ve ry  fo u rth  assessment y e a r ,  o ,g . , f o r  the 
sso3 sncnt yo crs  1984-85, 1987-88, 1990-91 and so on.

d. CjmpJLlation#..of. a d d i t i onal, t j ja l& s ,  Onco tho u s s a n t ia l
return tint . ara com puterised  i t  should ba p o ss ib le  to  present
nore t a b le s  u i th  d i f f e r e n t  c r i t e r i a  o f c l a s s i f i c a t i o n .  For
In s tan ce , t a b le s  can be constru c ted  to  show tho incomo-range
..■iso d i s t r i b u t i o n  of the  amounts c la im ed as doduction  a v a i la b le
jnder the major heads, e . g . ,  fo r  c o n t r ib u t io n  to long term 
savings under s e c t io n  30C, donations t c  c h a r i t i e s  undor soc tion
bOG and sc on. Other item s oG deduct ion  or oxo_mption fo r  which
i t  would be u s e fu l  to  hove income range wise d i s t r i b u t i o n  a rc :
deduction or oxomption under s e c t io n s  1 0 ( l5 ) ,  35, 80HH, 80HHA,
801 and 80L.

I t  should a ls o  bo p o ss ib le  to  p rov ide  c l a s s i f i c a t i o n  
accord ing  to ranges o f g ross  t o t a l  income in s te ad  of t o t a l  
income. In  U. 5. A. , tho annual p u b l ic a t io n  IjndJLyidua_l_.Jj^arnc^
. l i L ^ i s  re q u ire d  under the law to  p rov ide  in fn fm a t io n  
aon the amount o f tax  paid by i n d i v id u a l  tcxpayo rs  w ith  high 
t o t a l  incomes51 as w e l l  as ,!tha  number of r.uch in d i v id u a ls  who 
owa no F e d e ra l  income t a x ::. I t  i s  a ls o  s p e c i f ie d  i-n tho lew 
tha t a p a r t  from ad ju s ted  gross income, th r^c  a d d i t io n a l  in c  ;na 
concepts a re  to  be used as “ c l a s s i f i e r s ” v i z . ,  ad ju s ted  gross 
income p lus excluded tax p re fe re n ce s ,  ad justed  g ross .income 
le s s  in vestm en t i n t e r e s t  and :ieXpandod income71 d e r iv e d  by adding 
tax p ro fe re n css  to  and s u b tra c t in g  investm ont i n t e r e s t  from 
ad justed  g ross income (U .S .  T re a s u ry ,  198C). M u l t i p l i c i t y  
° f  "g ro s s  incomcr* concept may c re a te  cbn fus ion . However the 
gross t o t a l  income as d e f in ed  in  thu Income Tax Act sho tId  bo 
toe b a s is  f o r  c l a s s i f i c a t i o n  purposes fo r  s t a t i s t i c a l  com p ila t ion .
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I t  i s  n o t iced  th a t  the CDT'S cons idered  tho po in t  but f a v ­
oured tho r e t e n t io n  o f :fassossed  incc,ne:: as the b a s is .
For a n a l y t i c a l  purposes^ g ro ss  t o t a l  income, . i f  ■ not g ross ■ 
income in  the u su a l sense, seems to be more a p p ro p r ia te .

U ith  the neu s e r i e s  to be brought out on re tu rn  
income b a s is  a d d i t io n a l  t a b le s  may be prov ided  a lso  fo r  
the range-u ise  income and tax payable by companies, ee- 

t e ly  fu r  government companies, uide.ly held  p r iv a t e  
sec to r  companies and o th e rs .

c. Infojrnn^ipji.. oj\ _po i  nt _nn t_ ̂ cpmpjrijsejd  ̂ in^ ̂ nnua l, con-ui l o t i  off 
Evan u i t h  the  a d d it io n  of item s in  the re tu rn  form suggested 
here, i t  may not be p o s s ib le  t o j p m p i l e  i n  fhe annual p u b l i ­
c a t io n  da ta  regard ing  a l l  i tem s^ in fo rm a t io n  one may re q u ire  
fo r  purposes of resea rch  o r f o r  any o th e r  s p e c i f i c  purpose.
For meeting such requ irem en ts , i t  uould be necessa ry  to  o r ­
gan ise  sample su rveys . Once a firm  base fo r  the p opu la t ion  
of tax p aye rs  i s  s e t  up th e re  should be no d i f f i c u l t y  in  
o rg an is in g  sample su rveys .

Suqrtsstions fo r  o th e r  measures.

( i ) Amendjnsnt, of, fpTn^ K p ^ ?.^  One of ,-t-he • shortcom ings 
of the A I IT S  noted by the  CDTS i s  the absence ofii7nfffr»«$ti-£<5in 
on the o c c u p a t io n a l  d i s t r i b u t i o n  of i n d i v id u a l s .  For r e ­
medying £ h is  d e f i c ie n c y  the  Committee had recommended some 
amendment in  the proforma f o r  tl^e sta tem ent req u ired  to be
fu rn ish ed  by employers in  re sp e c t  of t h e i r  e m p lo y e e
(Form 24) and a co rrespond ing  change in  r e tu rn  Form No. 3

Form N o .24 nou p ro v id e s  e column fo r  in d ic a t in g  tho
o ccup a tion  of the employees. Su t  t h i s  r e f e r s  to  the occu­
p a t ion  r a th e r  than the a c t i v i t y  in  uh ich  tho employes 
i s  engaged. Tho o c cu p a t io n a l  d i s t r i b u t i o n  of i n d iv id u a ls  
in c lu d in g  those  who d e r iv e  t h e i r  income from employawjnb
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■ban be do r ive . j 6rom t h i s  in fo rm ation ^  Houov/er, t h i s u o u l d  be 0f 
Sio help to  c l a s s i f y  tho va lU a  added through the  a c t i v i t y  of 
the  taxpay ing  p opu la t ion  acco rd ing  to  in d u s t r y  o f o r ig in ,  
f o r  t i i i s  nurposa, i t  ;ould be necessary  to  knou, the typ e  of 
a c t i v i t y  of tho employers. T h is  in fo rm a t io n  can be e a s i l )  
ob ta in ;: ; by ask ing  tho employers to  in d ic a t e  somewhere in  
Forra 24 tho typo o f ' t i r  i r  dominant a c t iv / i t y .  A cage may bn 
provided a t the top of Form 24 u i th  codas f o r  each o f the 
scc to rs  unoar uh ich n a t io n a l  income acco rd ing  to  in d u s t r y  or 
:o r ig in  in  computed,

Tho suggest ion  made by the COTS fo r  avo id in g  double 
counting from in c lu s io n  o f  s a la r y  income t u ic o  in  tho case 
of employees f i l i n g  in d i v id u a l ' '  re tu rn s  should be implemented.
I t  on ly  r e q u ir e s  suppress ing  the f ig u re  o f s a la r y  income g a th er  
ed from tho assessment forms ( or tho r e tu rn s  when the nou 
schemer i s  in t ro d u c e d ) ,

( i i )  Adjnini^tjratiy.e me_asure_s_._ I t  appears t b a t  d u p l i ­
cates o f Form 24 sta tem ents  though req u ired  to  be f i l e d  in  
the income tax  o f f i c e s  do not ruach the  s t a t i s t i c i a n  r e g u la r l y  
or ih  tim a. There are  about 1,00,000 em ployers from whom 
those s ta tem en ts  are expected. There doas not seem to be ade­
quate chuck on the t im e ly  f lo u  of these  sta tem ents  a lthough  they 
fdTtfm a v e ry  v a lu a b le  source of in fo rm a t io n  both fo r  assessment 
as u e l l  as s t a t i s t i c a l  purposes.

For keeping a uatc^  over the subm ission of in fo rm a t io n  
rec!<wjircd f o r  s t a t i s t i c a l  purposes i t  uou.ld be u s e fu l  to  have 
a s t a t i s t i c i a n  posted in  aacn Commissioner’ s charge. The 
s t a t i s t i c i a n  ueuld bo working under tho D i r e c t o r  o f S t a t i s t i c s  
hut a t ta c h e d  tc  the o f f i c e  o f tha Commissioner o f the s t a t io n  
° f  h is  p a s t in g .  I t  would be h is  duty to  ensure the t im o ly
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despatch o f tho b a s ic  in p u ts  fo r  s t a t i s t i c a l  co m p ila t io n  to 
tho i j i r o c t o r  of S t a t i s t i c s  i n  O a lh i .  He may a lso  s c r u t i n i s c  
tho in p u ts  and gat the  armors or in ad eq u ac ie s  c c r ro c ta d  by tho 
o f f i c a s  concerned. A s t a t i s t i c i a n  a t  the  Commissioner’ s o f f io c

. J  .f r  ^
u i th  necessary  complement o f  s t a f f  uould ba naodod a ls o  t ;

•* ■

help  o rg an ise  sample su rveys  from tim e to tima. Such a u n i t  
can render v a lu a b le  h e 1'  a lso  in  the co m p ila t io n  of re p o r ts  
and re tu rn s  requ ired  to  be submitted p e r io d i c a l l y  by the  
Con.~ii.i,3ionors to  the Board or the D ire c to ra te :- .

Cine reason why the q u a l i t y  o f the in p u ts  f o r  s t a t i s -
Dncr

t i c a l  c o n p i la t io n  rem a ins^ is  th a t  a la rg e  number of r e p o r t s  
and re tu rn s  ( over hundred) are  nou asked fo r  from the  f i e l d  
o f f i c e s .  The number of v a r io u s  pe ? io c lfcaT  fcrpbrts~ond s t a t e ­
ments c u r r e n t ly  in  vague-is  in d ic a te d  in  Tab le  5. A ttem pts 
have been made to cut doun the  number o f these r e p o r t s .  
Committees were appointed  u i t h in  the  Department to  have a look 
at the e x is t in g  p r a c t i c e  and suggest r a t i o n a l i s a t i o n .  But 
even so the  number remains fo r-m id ab ly  la rg o . Then th e re  are 

ii-i.ianu’o fo r  in fo rm a t io n  req u ired  f o r  answering 
Pa r l iam en t  ques tions  and 30 on.

The nejd f o r  a vo id in g  ask ing  fo r  ad-hoc in fo rm a t io n  
uas s t re s s e d  by the; CDTS. U ith  n b e t t e r  da ta  base and compu­
t e r i s a t i o n  i t  should be pu sn ib lu  to  previ.de a l l  in fo rm a t io n  
regard ing  the b r c ic  f a c t s  r e l a t i n g  to  the  o p e ra t io n  o f the 
income tax  u i th  out r e f e r r in g  to th e  fio-pJ1 o f f i c e s *  The aim 
sho j.ld be to keep on the tap es  a l l  e s s e n t i a l  f a c t s  ga thared  
from income re tu rn s  and a ls o  the  p e r io d i c a l  a d m in is t r a t i v e  
rep o rts  re co rd in g  assessm ent, demand :nd c o l l e c t io n *

A , ' j re re q u is ite  f o r  an e f f i c i e n t  s t a t i s t i c a l  system 
i s  an e f f i c i e n t  arrangem ent f o r  reco rd  keep ing . Even  i f  the 
system of c o m p ila t io n  c f  s t a t i s t i c . -  i  r. reformed towards g re a te r  
r e l i a n c e  nn r e tu rn  f i g u r e s ,  i t  u i 11 ri-’t be: p o ss ib le  to  c o l l o c t
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T A B U  5

Ca^enjder^of^'statements to be sent bŷ  ZontmisaipneTs^ of 

Income Tax to CBDT/Directorate

Monthly
Board 4
D ire c to ra te  17

Quar t e r l y

Board 6
D ire c to ra te  23

Annual

Board 2
D ire c to ra te  10

O thers

Board 5

Total 67

A d m in is tra t iv e  re p o r ts  .to b_e_ ^sent_ ta_ CBDT/p^r^ctjarate_

Annual 10
H a lf  y e a r ly  6
M onthly 4
Q u a rte r ly  20

T o ta l 40



in fo rm ation
£pn a l l  item s uh ich  might ^possib ly bo req u ired  fo r .  a 
s p e c i f i c  purpose. That uould maJta the  r e t u r n ; fotms, 
unduly  lengthy  and the  ta sk  o f c o m p ila t io n  unmanageable.
I t  i s  worth noting  th a t  even in  advanced c o u n t r ie s
l i k e  the UK uhere the  tgx s t a t i s t i c s  g iv e  d e t a i l e d  in fo rm a t io n
on many po in ts  r e le v a n t  fo r  re se a rch  and a n a l y s i s ,  e .g .
the  re tu rn  cos ts  o f a l lo w an ces  and r e l i e f s ,  th e re  a re  a
f a i r l y  la rg e  number o f item s on uh ich  no e s t im a te s  are
fu rn ish ed . There i s  no uay o f g a th e r in g  in fo rm a t io n  on
such item s except p o s s ib ly  through sample su rveys .
Proper maintenance of reco rds  i s  e s s e n t i a l  i f  such surveys  
are  to  be c a r r ie d  out. E f f i c i e n t  reco rd  keeping i s  a ls o  
req u ired  i f  s e le c t io n s  a re  to  be made in  a s c i e n t i f i c  
manner fo r  s c r u t in y  out of assessm ents completed under 
the summary scheme. Such s e le c t io n  i s  in d is p e n s a b le  i f  the 
summary assessment scheme i s  to o p e ra te  s u c c e s s f u l l y  u ith o u t  
ononing up scope f o r  abuse. I t  may be u o rth  no t ing  the 
p r a c t i c e  fo l lo u e d  in  the USA fo r  p ic k in g  up cases  f o r  
“ aud it*1 I . e . ,  s c r u t in y  i s  based on s c i e n t i f i c  sam pling .
A note on the US p r a c t i c e  in  t h i s  regard  i s  g iven  in  
Annexuie 2.
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I

1. E x is t in o  s ourceg

At p resen t w ea lth  tax  s t a t i s t i c s  are a v a i la b le  r rom 
the  fo l lo w in g  s o u rc e s :

( i )  Budqets o f the Union Government (a n n u a l)
( i i )  Report o f  the  C om ptro lle r and A u d ito r G enera l o f

In d ia , Union Government ( C i v i l )  / Revenue R e ce ip ts , 
UoTTTl, D ire c t  Taxes (an n u a l)

( i i i )  A l l  In d ia  U ea lth  Tax . G i f t  Tax and E s ta te  Duty
S t a t i s t i c s  (A IUTGTED S). D ir e c to r a te  o f In sp ec tio n  
(R e s e a rc h , S t a t i s t i c s  and P u b lic  R e la t io n s )  
in sh o rt D I (RS&PR) (an n u a l)

The C en tra l Government Budgets g ive  the aggregate  f ig u re  
o f u e a lth  tax c o l le c t io n  eve ry  year u h ile  the  re p o r ts  o f the 
C om p tro lle r and A u d ito r  G enera l (C&AG) fu rn is h  in fo rm a tio n  
reg a rd in g  the t o t a l  number o f a s se s se e s , assessm ents made in  
a y e a r , year-w ise  break-up o f pending assessm ents, a p p e a ls , and 
a r r e a r s ,  d isp o sa ls  o f appeals and r e v is io n  p e t i t io n s ,  p e n a lt ie s  
fo r  concealm ent and a feu  o ther d e t a i l s  bearing  on the  adm ini­
s t r a t io n  o f the ta x . For in fo rm a tio n  regard ing  d is t r ib u t io n  o f 
assessm ents acco rd ing  to  range o f u e a lth  and s ta tu s  one has to  
tu rn  to  the  A l l  In d ia  U ealth  Tax , G i f t  Tax and E s ta te  Duty 
S t a t i s t i c s  (AIl/TGTEDS) brought out by th e  D ir e c to r a te  o f 
In sp e c tio n  (R e se a rch , S t a t i s t i c s  and P u b lic  R e la t io n s )  o f the 
Income Tax Department. The con ten t o f t h is  p u b lic a t io n  houever 
is  meagre and i t  does not go beyond p ro v id in g  in fo rm a tio n  on 
a sse ts  in  and o u ts id e  In d ia  fo r  in d iv id u a ls  and Hindu U n d iv i­
ded F a m ilie s  u ith  t h e i r  d is t r ib u t io n .  No in fo rm a tio n  ia a v a i l ­
ab le  e i t h e r  about the p a tte rn  o f w ea lth  hodding, i . e . ,  by type 
o f a s s e ts  and the axemptions or t h e i r  d is t r ib u t io n .  Hence i t  is  
a ls o  not p o ss ib le  to  form any idea o f the d is t r ib u t io n  o f uhat
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may be c a lle d  ’’g ross  t o t a l  w e a lth ” . Even th e  d a ta ' fu rn is h e d  
s u f fe r ,  from a;..pumber o f  d e f ic ie n c ie s  and one cannot form any 
id ea  '5T~tf1e deg-rea.T.D.f t h e i r  r e l i a b i l i t y -

2. D e f ic ie n c ie s  o f th e  ftIUTGTEOS

Most o f the  shortcom ings in th e  income ta x  /stat i s t  ics  
a re  n o t ic e a b le  in the  s t a t i s t i c s  a v a i la b le  on w ea lth  ta x  to o .
T h e ir  coverage is  incom plete  and u n sys te m a tic ; the  range o f 
in fo rm a tio n  fu rn ish e d  is  l im ite d  and inadequate fo r  re sea rch  
and p o l ic y  purposes; and the  tim e lag  in t h e i r  p u b lic a t io n  is  
unduly la rg e . In  f a c t ,  the d e f ic ie n c ie s  o f the  w e a lth  tax  
s t a t i s t i c s  in some re s p e c ts ,a re  more acu te . The d e f ic ie n c ie s  
o f th e  AIUTGTEDS and the fa c to rs  u n d e r ly in g  them aro d iscu ssed  
fu r th e r  below.

( 0  D elay in  p u b lic a t io n .  The AUJTGTEDS i s  u s u a lly  
brought out w ith  a lag  o f about 2 to  3 years  (T a b le  6) uhich 
d e t r a c ts  co n s id e ra b ly  from i t s  u t i l i t y .  The m ajor f a c to r  
re sp o n s ib le  fo r tha  d e la y  in i t s  p u b lic a t io n  is  th e  p e r s is te n t  
f a i l u r e  on the p a rt  of the f i e ld  o f f i c e r s  to  send on tim e the  
b a s ic  m a te r ia l on whicr. c o m p ila t io n  is  based to  th e
s t a t i s t i c i a n .  The b a s ic  source  o f in fo rm at ion fo r. th e  co m p ila t io n  
o f  th e  AIUTGTEDS is  the  w ea lth  tax  assessm ent form (UTNS16).
These forms are supposed to  be f i l l e d  by th e  th e  W ea lth  Tax
O f f ic e r s  on the basiis o f the  w ea lth  ta x  assessm ent com pleted
and sen t to  th e  D ir e c to r a te  o f S t a t i s t i c s  r e g u la r ly  w ith in  a
s p e c i f i c  period  o f t im e . I t  appears th a t  the  assessm ent forms
a re  n e ith e r  sent in tim e nor f i l l e d  in  p ro p e r ly  in  th e  f i e ld  
o f f i c e s .  As a r e s u l t ,  the w ealth  tax  s t a t i s t i c s  are  now beingA
com piled  on tha b a s is  o f in fo rm a tio n  con ta ined  in  th e  q u a r te r ly  
re tu rn s  (form  Nol Q-34) req u ired  to  be subm itted  by th e  W aalth 
Tax O f f ic e r s  to  h ig h e r  a u t h o r i t ie s .  The c o m p ila t io n  o f s t a t i s ­
t i c s  cannot o b v io u s ly  be de layed  in d e f in i t e ly .  The in fo rm a tio n



TABLE 6

Data o f P u b l ic a t io n  o f tha f i l l  In d ia  W ealth  
Tax . G if t * T a x  and E s ta te  Duty S t a t i s t i c s

Year Date o f P u b lic a t io n

1970-71 NA
1971-72 NA
1972-73 NA
1973-74 NA
1974-75 □one, 1978
1975-76 Ju ly ,  1978
1976-77 O ctober, 1979
1977-78 March, 1981
1978-79 Feb ru a ry , 1982
1979-80 August, 1982
1980-81 M arch, 1983

Note: NA = Not a v a i la b le  So u rce : A l l  In d ia  U ea lth  T ax .
G i f t  Tax and E s ta te  Duty 
S t a t i s t  ic s  (A nnua l)



which P ious in  u ith  in  the  extended tim e l l i t i i t  often covers  
la s s  than 50 per cen t o f the  assessm ents made in  tho  f in a n c ia l  
y e a r  as may be seon from the p ro p o rt io n  o f the  number o f 
assessm ents fo r  uh ich  the d a ta  are com piled in  t h a . A Il/TGTEDS 
and th e  t o t a l  number o f assessm ents completed in  a f in a n c ia l  
y e a r  ..(vide Tab le  7 ) .

( i i )  EL6or co ve rag e . B o tt le n e ck s  in  th a  f lo u  o f in form a­
t io n  regard ing  assessm ents to  the s t a t i s t i c i a n  not o n ly  causa 
d e la y  but a lso  r e s u l t  in gfcossly incom plete ooverage o f the  s t a ­
t i s t i c s  com piled . As Tab le  7 u i l l  shou ,the  coverage o f u ea lth  
tax  assossees in  th e  AUJTGTEDS, has been, in  some y e a rs , as lou 
as 27 per cent o f th a  assessm ents (1978-79). No in fo rm a tio n  on 
th e  p o p u la tio n  o f the  U ea lth  ta x  p aye rs  is  a v a i la b le  to  b lou up 
th e  s t a t i s t i c s  to  the d e s ire d  le v e l .

S in ce  1977-78 the U ea lth  ta x  s t a t i s t i c s  fo r  essessees 
u ith  net u e a lth  la s s  than Rs. 3 lakh are  com piled on a sample 
b a s is  as i t  has been found th a t  th e  tax  demanded from such a sse ­
s so rs  and t h e i r  u e a lth  does not. ve ry  much over t im e . Houever, 
th e se  samples a re  drawn out o f tho  in fo rm a tio n  re c e iv e d  and not 
from the  p o p u la tio n  o f tax p aye rs  in  t h is  range. Hence, the 
in h e re n t d e f ic ie n c y  o f the  s t a t i s t i c s  r e s u lt in g  from incom plete 
and haphazard coverage  rem ains.

( i i i )  In c o m o e ra b ility  o f tim e s e r ie s  d a ta . The a s se s s ­
ments com pleted in  a year a re  a m ix ture  o f c u r re n t  assessm ents 
and a r r e a r  assessm ents. The number o f assessm ents com pleted
in a yea r may vary  fo r  a number o f reasons such as th e  tim e and 
a t t e n t io n  devoted to  u e a lth  ta x  uork by the a s s e s s in g  o f f i c e r s .  
A ls o , the  p ro p o rt io n  o f cu rre n t assessm ent to  tho t o t a l  number o f 
assessm ents com pleted in a year va ry  u id e ly  from yea r to  year 
(T a b le  f , column 5 ).  B e s id e s , the  net u ea lth  and ta x  assessed  
a re  s u b je c t  to  chance in the  la u . A l l  those  randor^jSSta based 
on assessm ents made in a yea r incom parab le over t im e . For these 
reaso n s  tho s t a t i s t i c s  compil6d from the assessm ent f ig u re s  cannot 
be s a id  to  co rrespond  to  any p a r t i c u la r  y a a r , and th e  data g iven
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TABLE 7

Coverage o f  Assessments in  tha  A l l  In d ia  Wealth  Tax. 
G i f t  Tax and E s t a t e  Duty S t a t i s t i c s  1976-77 to  1980-81

Yoar Number o f Assoss- Ntlmbar o f Cover- ( 2 ) / ( D
m>ints completed assassmants age
T o ta l  Out o f  covered  in (3 )/< 1) (p a r

(Thousand) cu rren t  AIL/TGTEDS (p a r  cen t)
(Thousand) (Thousands) can t )

(1 ) (2) (3 ) (4 ) (5)

1976-77 280 11 3 135 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

>ource9J1. Column 1 from Union Government 
( C i v i l ) .  Tha Report o f the 
Comptro l l e r  and A u d ito r  G enera l 
o f  In d ia .  Revenue R e ce ip ts ,  
D i r e c t  Taxes (A n n u a l ) .

2. Column 2 from D i r e c to r a te  of
In sp e c t io n  (Resea rch  S t a t i s t i c s  
and P u b l i c  R e la t io n s )  A l l  In d ia  
We a l t h  Tax. G i f t  Tax and E s ta te  
Dut y  s t a t i s t i c s  (AnnualT".
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in  AIUTGTEDS cannot p ro v id e  a measure o f  th a  ag g reg a te  u e a lth  
h e ld  by u e a lth  ta x  p aye rs  a t  a p a r t ic u la r  p e r io d  o f  t im e .

( i v )  R e s t r ic te d  scope o f '’w e a lth ” rep o rted . The in fo r ­
m ation regard ing  w ea lth  assessed  fu rn is h e d  in the  AIL/TGTEDS 
r e la t e s  to  "ne t u e a lth "  as contem plated in the  U ea lth  Tax A ct. 
Under th e  la u , net W ealth  i s  computed a f t e r  a l lo u in g  fo r  a l l  
d ed u ction s  and exem ptions and ex lu d ing  a l l  a s se ts  not coming 
u i t h in  th e  p u rv ieu  o f th e  U aa lth  ta x . Thus u a a lth  rep o rted  
in  the AIU/TGTEOS does not r e f l e c t  th a  a c tu a l  economic uorth  
o f tha  ta x  p aya rs . Tha d is t r ib u t io n  o f u a a lth  t a x  a ssessees  acc 
o rd ing  to  net u e a lth  c la s s e s  does n o t , t h e r e fo r e ,  g iv e  a mean­
in g fu l  p ic tu re  o f th e  dagree o f in e q u a l i t y  in  u e a lth  h o ld in g  
among u e a lth  tax  p a y a rs .

( V) Lack o f in fo rm a tio n

(a ) In fo rm a tio n  by type  o f a s s a ts . In fo rm a tio n  
acco rd in g  to  type  o f a s sa ts  such as movabla and immovable 
p ro p e r t ie s ,  o r a s se ts  o f business or p ro fe s s io n  and -other 
a ssa ts  is  not g ivan  in  the AIUTGTEOS even in  tha ag g re g a te .
N o .m ean ing fu l a n a ly s is  is  th u s  p o s s s ib le ’ o f the a s s e ts  p re ­
fe re n ce s  o f u ea lth  t a x  payers  or hou the  p ra fe re n ce s  have 
changed over tim e .

( b) In fo rm a tio n  on a s s a ts  eojamot or a s s e ts
excluded ' from u e a lth  tax - b ase . No in fo rm a tio n  

is  a v a i la b le  on the  a s s e ts  th a t  a re  e i t h e r  exempt or uh ich a re  
excluded  from net u e a lth  undar tf<-rious p ro v is io n s  o f the  U ealth  
Tax Act even in  the  ag g reg a te . Hence, as mentioned e a r l i e r ,  
net u e a lth  f ig u re s  cannot be ad ju s ted  to  in d ic a te  th e  d i s t r i ­

b u t io n  o f t o t a l  u e a lth  among u e a lth  ta x  p aye rs . Nor is  i t  
p o s s ib le  to  e v a lu a te  th e  v a r io u s  co n cess io n s  g iven  through the 
tax  system  to  encourage sav in g s in  s p e c i f i c  forms or to  se rve  
o th e r  o b je c t iv e  of p o l ic y .
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( v i ) I n c o n s is te n c ie s o f  uaa lth  ranQes in uaa lth  t a x  
s t a t i s t i c s  u i th  «tha p r i n c ip a l  v/alua ranges in e s ta te  duty 
s t a t i s t i c s .  The ranges o f not u ea lth  under uh ich uea lth  tax  
payars a re  c l a s s i f i e d  in u aa lth  tax  s t a t i s t i c s  a ra  not the some 
as the ranges o f  p r in c ip a l  v/alue under uh ich e s ta te s  assessed 
fo r a s ta te  d u ty  a re  c a l s s i f i o d .  T h is  in c o n s is te n cy  stands in 
the  uay o f e s t im a t in g  tho ex tan t  of leakage o f e s ta te  duty due 
to  av/oidanca and evas ion  in d i f f e r e n t  u aa lth  ranges. For pur­
poses o f judg ing tha  e f f i c ie n c y . .o f  a s ta ta  du ty  a d m in is t ra t io n  
and a lso  fo r  b u i ld in g  up r e l i a b l e  uea lth  d i s t r ib u t io n  d a ta ,  i t  
i s  d e s ir a b le  to  hav/o tho same u aa lth  c la s s e s  fo r  both uaa lth  
tax  s t a t i s t i c s  as u e l l  as e s ta to  duty s t a t i s t i c s .  At la a c t  tho 
c la s s e s  should bo so designed fo r  both a s  to  ba comparable.

V. Suggest ions fo r  Ffeforms o f  Uoalth  T a x S t a t i s t i c s

As in the  case of income tax  s t a t i s t i c s  the main f a c to r  
u n d a r ly in g  th e  d e f i c ie n c ie s  o f  the  t/T S t a t i s t i c s  is  the  poor 
supply o f the  b a s ic  in p u t ,  namoly, the assessment forms, to  
the S t a t i s t i c i a n  as a r e s u l t  o f  uhich r e l i a n c e  i s  nou p laced 
more in the  q u a r t e r l y  r e tu rn s .  I f  th,a coverage and q u a l i t y  
o f  UT s t a t i s t i c s  con ta ined  in  tha AIUTGTEDS i s  to  be improved 
and thie pub 1 i c a t io n . ' i s  to  be brought out u i t h in  a reasonable 
p e r iod  o f  t im e th e  o n ly  p r a c t i c a b le  uay sooms to  be to  r e l y  
on the in fo rm a t io n  fu rn ish ed  by taxpayers  in t h e i r  uea lth  tax  
ra tu rn  in s tead  o f th e  assessment forms. I f  some arrangement can 
be dev ised  to  g e t  the  data fu rn ish ad  in the  re tu rn  despatched 
to  tho s t a t i s t i c i a n  as soon as th  j n t u r n  is  f i l e d , j i t  should bo 
fcoa«4b.Tn-for tho s t a t i s t i c i a n s  lo f i f ic o i to  com pile  the  data 
r o t a t in g  to  a g i v jn  a j f i j& s m n t  yoa f u i t h in  tho  yadr i t s o l f .
Th teoprocoduronuotrld at> lb a a t  ansuro th a t  the  b a s ic  in fo rm ation  
rogapding u o a lth  ri f  taxp Qyoss , t h e i r  -'i salt iri but inn und thu 
darWct iian^caricos 'c irins a l 'lo u ib  lo  «xjni j r  the  vd r io o s  p ro v is io n s  
v"'f t h j  U oalth  tr«K net u i l l  bo a v a i la b le  ro q u ln r ly  u ith o u t anv do
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As notod a lra a d y  tho p ro p o sa l fo r  com p il ing  tha. incoma 
ta x  s t a t i s t i c s  on tho b as is  o f  th e  taxp aye rs  ra tu rn  eoams to  
have bean accepted  in p r in c ip le  by the a u t h o r i t i e s .  ..The' need 
fo r  sw itch ing  over to  tha  re tu rn  data  -for wea 1th tax  s t a t  i s t  ic s  
i c  e q u a l ly  u rg en t,  Measures uh ich  might, ba taken  to  in troduce  
a scheme o f  retu rn-based  s t a t i s t i c a l  in fo rm a t io n  system fo r  
income tax  have been o u t l in Jd  by us in tho e a r l i e r  pa rt  of tho
re p o r t .  The in fo rm ation  system fo r  wea lth  ta x  may a ls o  be
developed on the same l in e s .  Tha manner in  uh ich  the scheme 
may be worked f o r  wealth tax  is  in d ic a te d  below;

a * Method o f c h a n o l l in o  re tu rn  da ta  to, t  he_ s t a t  i s t  i c ia n  _
As in  the case o f  income tax  s t a t i s t i c s ,  a s im ple  way o f g a th e r ­
ing the in fo rm a t io n  fu rn ish ed  in the  re tu rn  fo r  purposes o f  
s t a t i s t i c a l  co m p ila t io n  i s  to  p re s c r ib e  a summary sheet to  be 
a t tach ed  to  th e  re tu rn  form in  which the in fo rm a t io n  req u ired  
fo r  s t a t i s t i c a l  purposes would be s e t  out a long  w ith  codes fo r  
punching. A l t e r n a t i v e l y ,  tho re tu rn  form may be so dasigned th a t  
the  f i r s t  few pages of the  fceturn would g e t  d u p l ic a te d  automa­
t i c a l l y  when tha  re tu rn  i s  f i l l e d  in by the a ssessee . The p e r ­
fo ra te d  d u p l ic a te  cop ies or pages should ba taken  out when th e  
re tu rn  i s  f i l e d  and despatched to  the  s t a t i s t i c i a n  along w ith  an 
ad v ice  note.

The summary sheet scheme has tha  m erit  o f s im p l i c i t y  
in opera t ion  but would involve? some a d d i t io n a l  work by the  ta x ­
p aye rs .  S in ce  the wealth tax  re tu rn s  a re  re q u ire d  to  be f i l e d  
by r e l a t i v e l y  we 1 1 - t o - d o  t a x p a y j r s , the  o b l ig a t io n  to  f i l l  up 
a summary sheet should not g iv e  r i s e  to  any s e r io u s  o b je c t io n .  
However, i f  t h i s  p roposa l i s  found to  ba u n a cc e p ta b le ,  a r ra n g e ­
ments can be made in  the r e tu rn  form i t s e l f  f o r  hav ing  d u p l ic a te  
co p ie s  of c e r t a in  pagas of the  re tu rn  to  ba made automat lea  11y 
u i t h  the he lp  of a carbon paper in se r te d  between the  r e le v a n t  
pages and tho re tu rn  forms may be p r ic e d  s u i t e b ly  w ith  p ro v is io n  
fo r  a l lo w in g  the  cost o f the  form to be deducted from the tax pa id .
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b. Chanoes req u ira d  i n the r o turn forms. To f a c i l i t a t e  
tho f lo u  c " in fo rm ation  tn  tha  s t a t i s t i c i a n  tha  re tu rn  forms 
have to  ba redes igned  on th^ fo l lo w in g  l in e s .  F i r s t ,  in fo rm ation  
on a l l  itams re le v a n t  fo r  s t a t i s t i c a l  co m p ila t io n  shoul ba 
contained in tha f i r s t  3-4 pagas of th.n ro tu rn .  In tho forms now 
.n vogue, a summary nf a s sa s sa b la  uea 1th in d i f f a r o n t  forms 
inc lud ing  axompt itams is  to  ba qiuen in P a r t s  I to I I I  o f the 
ra tu rn  and annaxuras are  p ro sc r ib ad  to  sat out tha cnmputaf in n 
of d i f f a r a n t  forms of wealth  undor aach c a te g o ry .  S°ma of tha 
d e t a i l s  regard ing  tha deductions  cla imed in tha computation of 
nat uaa lth  undar d i f f o r e n t  c a ta g n r ia s  ara to  be g iven  in  t h j  
ra la va n t  annaxuras. P a r t s  I ^nd 11 of tha  re tu rn  uhich co n ta in  
;hp summary may ba exoandad to  in c lu d a  soma of tha  in fo rm ation  
re le van t  fo r s t a t i s t i c a l  co m p ila t io n )  spread over a fow pages

«

in tha annaxuras. A lso , those p a r ts  of tha  r a tu rn  uhich c a l l  
"e r  in fo rm ation  regard ing  a g r i c u l t u r a l  l&nd may ba d e le ted  as 
? q r i c u l t u r a l  wea lth  i s  no longer su b je c t  to  wea lth  tax . In 
p a r t i c u l a r ,  tha  fo l lo u in g  changos may ba mado in the  re tu rn  form:

( i )  Annaxuras I and I I  should ba d e le t a J  and tha  ramaining 
annexures whether used in tha  t i t l a  or in foo tno tes  should ba 
renumbered. A cco rd in g ly ,  tha p resen t Annaxura XV w i l l  bacoma 
Annaxura K i l l  and in the  foo tno ta  2 in t h i s  annaxura tha words 
Annaxure I to  IV u i l l  be s u b s t i tu te d  by tha  words 'Ann Jxura
T and I I ’ ,

( i i )  In Annexura l\I tha uords ' 'T o ta l  v a lu e ’ should ba s u b s t i tu te d  
by tho uords 'T o t a l  va lue taken to  se c t io n  A (column (3 ) )  o f P a r t  
I of t h i s  Raturn* and tho next two l in e s  co rrespond ing  to ded­
u c t io n  and net va lue  should be d e la ted  as those  are in troduced
m P a r t  I  of tha  summary.

' * • • \- u )  In Annaxura V/, the uords ' t o  the ox tan t  not a v a i l e d . . . .  
..................................................in Annaxufce IV '  should  ba d e la ted .
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( i v )  In Annoxura l/I, tho uords 1( to  tha  ax ten t n o t . a v a i la d
.................. in Annaxuro I  o r  L I ) * '  a f t e r  item 11 and 4 , 20,000'
in  itam 16 should bo do lo tad .

( v )  P a r ts  I  and I I  o f tho summary c f  u o a lth  shou ld  ba p resen ted  
as g iven  in T ab le  O.

( v i )  P a r t  I I I  o f tha  re tu rn  should ba expanded to  p ro v id e  
in fo rm ation  on some o f tho major itam s-of the  QKempt. asso ts  
uh ich  do not form part  of tho not u a a l th .  I t  uould ha lp  a d ju s t  
tha  d e f in i t io n  o f u ea lth  to  s u i t  economic a n a l y s is  w h e re ve r  
necessa ry . A c c o rd in g ly ,  Sdc t iG n  4 should bo inc luded  in t h i s  
p a r t  and i t  should p rov ide  fo r  in fo rm ation  on tho fo l lo u in g  
items :

1. Investment in  Gold bonds, C a p i t a l  Investm ent 
bonds e tc .  u/s 5 (1 ) (X v i  b-d).

2. D epos its  u i th  co - o p e ra t iv e  housing s o c ie t y  
u/s 5 (1 ) (x xx ).

3. A sse ts  purchased u i th  fo re ig n  exchange e tc .  
u/s 5 (1 ) ( x x x i i i )  and 5 (1 ) ( x x x iv ) .

4. Ba lance  in P ro v id e n t  Fund u/s E ‘( l )  ( x v i i  and 
x v i i a ) .

5. In su rance  - sum® fo r  uhich in su ran ce  p o l i c y  
taken  u/s 5(1) ( v i ) .

F inance  Act 1983 re v iv e d  the le v y  ctf uea 1th tax  on some 
o f  tho a s se ts  c f  the companies. A sep a ra te  U ea lth  Tax Roturn 
Form can a c c o rd in g ly  bo designed fo r  the  companios u i t h  duplicate 
pages -t p rov id ed  fo r  those p a r t s  o f the re tu rn  uhich uould 
co n ta in  tho b a s ic  in fo rm ation  regard ing  tho va lu a  o f  a s s o ts  e t c .

For the  uorking of the  system o f co m p ila t io n  o f  u o a lth  
ta x  s t a t i s t i c s  on tho b as is  o f r e tu rn  data  the  f lo u  o f  a i t h e r  
th a  carbon co p ie s  o f P a r t s  I  to  V/ and o f Annexuros I I I  and IV 
( r e v i s e d )  o f the  re tu rn  or o f summary shee ts  c o n ta in in g  tha



- 41 -

TabLE 8

Statamant o f  Assets and Oobts as  on tha  V a lu a t io n  Date

Part:culars

( 1)

priRT-I ASSETS LOCmTED IN INOI«
Section A — 1MM0VABLE PROPEBTV—as par 

Annaxura I/nnnoxura I I

Less: Amount exempt u/s 5 (1 ) (IV/) 
Balance of S e c t io n  A

Section B - MOVh BLE PROPERTY-as per 
annaxura I I I/ A n n a x u ra  IV

Saction  C - T o ta l  of S e c t io n  a & B
DEDUCT: T o t a l  va lue  o f debts in 

In d ia  ounad by the  ass- 
aessaa-as par annaxura V/ 
nnnexura VI

BALANCE - Uoalth  in In d ia

PART - I I  ASSETS OUTSIDE IND IA*
Section  0 - IMMOVABLE PROPERTY-as par 

Annexure VI I/Ann 3xura V I I I

Sac t ion  E - MOVABLE PROPERTY-as per 
Annaxura IX/Ann-sxura X

Sec tion  F - T o ta l  o f S e c t io n  D 4 E
DEDUCT: T o ta l  va lue  of debts ou ts ide

In d ia  owned by assossaa-as  oar 
Annaxura X I/Annaxura X I I

Bh L/MCE -U aa lth  ou ts id e  In d ia

T h is  p a r t  is  not ap p licab le ) to and need not bo f i l l o d  in by 
assassaas  who aro not c i t i z a n s  of In d ia  or uho ara  not r e s i ­
dent in  In d ia  or uho a ra  r e s id e n t  but not ordinafcy re s id e n t  
in In d ia .

Agsats^o f business 
i . ir p ro fe s s io n

va Iuq

Rs

Ot h ar 
a sse ts  
va lue 

Rs

(2) (3)
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in fo rm ation  g iuan inr th ese  p a r t s  of tha  r a tu rn  to  tho s t a t i s ­
t i c i a n  has to  ba organ isad  as suggested above. I f  t h i s  s y 3tem
works p rn p a r ly ,  i t  should ba p o s s ib lo  tcr-comp i l o  th a  b a s ic  
u a a lth  tax s t a t i s t i c s  fo r  a l l  u ea lth  tax  [ laye rs  in a short p e r io d .  
Only tha i n f  rmat io n  reg a rd in g  those uho do net f i l a  th a  re tu rn  
u i t h in  tho p ro s c r ib e d  pa r ind  u i l l  not bo in c lu d ed . But tho 
s e r ie s  uhich would amerge from t h i s  system uould not g iv e  any idea 
o f  the  range o f v a r ia t io n  bstueen tho f ig u re  o f  u a a lth  as shnun 
by tha  taxpayers  and assessed  u e a lth .  Because o f  the scope fo r  
d ive rgen ce  in the  matter o f v a lu a t io n ,  these  v a r ia t io n s  may n^t 
be n e g l ig ib le .  T h e re fo re ,  t h i s  s e r ie s  o f s t a t i s t i c s  should ba 
supplemented u i t h  in fo rm ation  on assessments p e r ta in in g  to  a 
g ive n  assessment year . T h is  supplem entary s e r i e s  o f s t a t i s ­
t i c s  needs not be compiled eve ry  y e a r ,  and may be brought out 
f ° r -  eve ry  fo u r th  assessment year e . g . ,  fo r  the assessment 
yea rs  1984-85, 1987-88, 1990-91 and sc on.

c* Com pila tion  o f a d d i t i onal t a b le s .  Onca the  a s s e n t i a l  
re tu rn  data a re  computerised i t  should ba p o s s ib le  to  p resen t 
more ta b le s  u i th  a u id e r  range of c r i t e r i a  o f  c l a s s i f i c a t i o n .  
T ab le s  can bo co n s tru c te d  to  shou tho d i s t r i b u t i o n  o f a s se ts  
by asse t  typo (such  as movable and immovable a s s e t s ,  bus iness  
and non-business a s s e ts )  and a js o th a t  o f dedu ct ion s  and e x c lu ­
s io n s  from the u e a lth  tax  base fo r  taxpayers  in  d i f f e r e n t  
u e a l th  b ra c k e ts .  S p e c i f i c a l l y ,  fo r  a sse ts  lo ca ted  in In d ia  
u e a l th  c la s s - u is e  d i s t r i b u t i o n  of the  f o l lo u in g  items shou ld  
bo p resen ted :

( i )  A sse ts  of bus iness  or p ro fe s s io n :
a . Immovable p ro p e r ty
b. Movable p ro p e r ty
c. T o ta l  of a and b
d. Assets  of bu s in ess  or p ro fe s s io n  exempt 

under s e c t io n  5 ( l  A ).
e . Debts in In d ia  r e l a t in g  to  bus iness  a s s e t s .

( i i )  A sse ts  o ther than a s s e ts  of bu s in ess  or p ro fe s s io n
a . Immovable p ro p e r ty
b._ Movable p ro p e r ty
c . T o ta l  of a and b
d. Debts in In d ia  r e l a t in g  to  a s s e ts  o ther

than bus iness  a s s e t s .
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( i i i )  T o ta l  a sse ts  lo ca ta d  in In d ia

a. Immovable p ro p a rty
b. Mpvabla p ro p e rty
c. T o ta l  o f a and b
d. Assets exempt under sect inn 5(1 A)
a. Debts in In d ia  ounad by the assesses.

The u a a l th  c la s s - u is a  d i s t r ib u t io n  o f s im i la r  itams fo r  %
tha asse ts  lo ca tad  ou ts id e  In d ia  should a ls o  ba p resented .
Tha items of ex c lu s io n  fo r  uh ich  i t  uould bo u s e fu l  to  have 
u aa lth  c la s s - u is e  d i s t r ib u t io n  a r e :

( i )  Investm ent in bonds e t c .  axampt
u/s 5 (1 ) ( x v i  b-d) ;

( i i )  D epos its  u i th  co - o p e ra t iv e  housing so o ia ty
u/s 5 (1 ) (xxx) ; and

( i i i )  Fo re ign  exchange a s s e ts  u/e 5 ( i )  ( x x x i i i )
and 5 (1 ) ( x x x iv ) .

I t  should a lso  be p o s s ib le  to p ro v id e  c l a s s i f i c a t i o n  
acco rd ing  to  ranges o f ’ g ross uaa lth *  instoad  o f  net u ea lth  
uhara gross u a a l th  uould in c lu d e  ( i )  not u e a l t h ,  ( i i )  exempt­
ions under s a c t io n  5(1A) and .( i i  i )  . exclu  j  ions o f u ea lth  l i s t e d  
Jbove on uhich tha  in fo rm at ion  i s  asked fo r  in thu proposed 
r a v is a d  u aa lth  tax  re tu rn .

In a d d i t io n  aggregate  f ig u re s  should ba g iven  fo r  a l l  
items con ta ined  in Annexure I I I  and IV of the r e v is e d  uaa lth  
tax  re tu rn .

In o rder th a t  tha p r i n c ip le  va lua  ranges in tha e s ta te  
duty s t a t i s t i c s  can be.matched u i th  the  u e a lth  d a ta ,  the u aa lth -  
c la s s e s  in tha u aa lth  ;tax  s t a t i s t i c s  should in c lu d e  tho  ranges 
Rs. 5-10 la k h , Rs. 15-20 lakh and Rs. 25-30 lakh . F u r th e r ,  as tho 
u e a l th  tax  payors ara co n cen tra ted  in the lo u a r  u a a lth  ranges , 
i t  uould ba b e t t e r  to  have sm a ll u aa lth  ranges a t  tho louar 
end. H c c o rd in g ly ,  u aa lth  tax  s t a t i s t i c s  may. be g iven  acco rd ing  
to  the fo l lo u in g  19 uc?a 1th , ranges in s tead  of the p resen t  18 :
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U ea lth  range 

Rs lakh

1. 5 - 2
2 - 2.5
2.5 - 3
3 - 3 . 5
3. 5 - 4
4 - 4 . 5
4. 5 - 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 o f income tax  s t a t i s t i c s ,  a 
p r e r e q u is i t e  fo r  an e f f i c i e n t  s t a t i s t i c a l  system is  an 
e f f i c i e n t  system o f racord keep ing . Even i f  the  system of 
co m p ila t io n  of. s t a t i s t i c s  is  reformed towards g r e a te r  r e l i a n c e  
on re tu rn  f ig u r e s ,  i t  w i l l  not be p o s s ib le  to  c o l l e c t / p u b l i s h  
in fo rm a t io n  on a l l  items in d e t a i l  uh ich  might p o s s ib ly  tra 
Tfsqtiirod fo r  a s p & c if  ic .p u rp o sD , For- s o c h 't ta tB i 'is  one has 
to  dop.-j^d on S3mplo su rvey . U ith  a  r o l i a b l ?  id sa  o f tho ' 
p o p u la t io n : o f  t a x  ava rs 'sam p l" ' su rveys  • can bo nTgflnisoti in- 
a s c i e n t i f i c  manniT. Prri-or im in tonnnc 2 o f r^c^ rd is  houovor 
o s s o n t ia l  i f  such surveys  aro to  bo en r r io d  nut..



Annexure 1

Ad d i t io n a l  ̂ I t e m s t ô  be,J^ncluded_in^ the^
Income - ta x Rotu^rn, _Form_s_

In fo rm a t io n  on most o f the  item s enumerated in  tho ITNS 
(assessm ent) forms i s  requ ired  to  be fu rn ished  by the assessee 
in  the  re tu rn  form e i t h e r  in  the main body of the form or 
through statem ents a t ta ch ed . For ensuring  th a t  the in form a­
t io n  regard ing  the item s uhich uould go in to  s t a t i s t i c a l  
co m p ila t io n  are  p ro p e r ly  added and not missed out by the assessee , 
some item s of the  in fo rm a t io n  nou fu rn ish ed  in  the  re tu rn  
through statem ents may be in co rp o ra ted  in  the re tu rn  form i t s e l f .  
The item s uhich may be so in co rp o ra te d  are in d ic a te d  below:

A. Return  forms N o .2, 3 and 3A p rov id e  space on the f i r s t  page 
fo r  fu rn is h in g  in fo rm a t io n  req u ired  fo r  determ in ing  the s ta tu s  
and res idence  ca tego ry  ( i . e .  whether re s id e n t  or non-res iden t, 
e t c . )  of the assessee  a p a r t  from the name, add ress , assessment 
y e a r  and permanent account number. The s ta tu s  c l a s s i f i c a t i o n  
fo l lo w s  the v a r io u s  c a te g o r ie s  mentioned in  s e c t io n  2(31) of the 
Income Tax Act. I t  does not, however, b ring  out whether the 
assessee  i s  a r e g is te r e d  firm  or an .ynreg istered  f irm  or a 
c o o p e ra t iv e  s o c ie t y  or a Hindu U nd iv ided  Fam ily  chargeab le  at 
h ig h e r  ra te s  . As sep a ra te  r a te  schodulos are  p re sc r ib ed  in  
the law  fo r  these  c a te g o r ie s ,  i t  i s  necessary  to  c l a s s i f y  tax,, 
payers  under each such ca tego ry . The a l t e r n a t i v e s  mentioned
in  the  re tu rn  fo r  in d ic a t in g  the s ta tu s  of the tax p aye r  should 
s p e l l  out these  c a te g o r ie s  a lso .

B. P a r t i c u l a r s  of income under d i f f e r e n t  income heads:

1. S a l a r i e s: The computation of s a la r y  income i s  now 
re q u ire d  to  be shown in  Annexure A of Form No 3. The annexure 
i s  f a i r l y  d e ta i le d  and need no f u r t h e r  e la b o ra t io n .  Form No. 2, 
however, does not co n ta in  t h i s  annexure and assessee  using t h i s
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form are  requ ired  to  fu rn is h  the d e t a i l s  of com putation of 
t h e i r  s a la r y  income, i f  any^ in  a sta tem ent to  be draun up 
in  the  mariner in d ic a te d  in  the no tes . The notes co n ta in  
the  s a m e 'd e ta i ls  as Annexure A o f Form 3. I t  uould be 
d e s i r a b le  to  p rov ide  fo r  an annPxure fo r  computing s a la r y  
income in  Form 2 a ls o  in s te a d  o f  hav ing  i t  to  be fu rn ish ed  
in  a separate  statem ent.

I n te re s t  gn s qc u r jL t ie s :  There should be an annexure in  
the re tu rn  forms fo r  income under t h i s  head u i th  the  f o l le u -  
ing  break-up:

Gross amount of i n t e r e s t  re c e iv e d  on 
( i )  Government S e c u r i t i e s

( i i )  Debentures
( i i i )  Others 

L e s s :  ( i )  I n t e r e s t  on ta x - f re e  s e c u r i t i e s
( i i )  D eductions

I ncome from House P ro p e r ty :  Form IMos. 2 and 3 c 'ontain 
annexures in d ic a t in g  the  income under t h i s  head but these  
annexures do not g iv e  d e t a i l s  o f the  computation. These 
d e t a i l s  are  to  be g iv e n  in  the S ta tem en ts  req u ired  to  be 
a t ta ch ed  g iv in g  p a r t i c u l a r s  o n .th e  l i n e s  in d ic a te d  in  the 
no tes . Even though they  do not g iv e  a lj .  p a r t i c u l a r s  of 
computation of house p roperty  incomc, the e x is t in g '  annexures 
are  adequate f o r  s t a t i s t i c a l  purposes except th a t  th e re  i s  
no p ro v is io n  in  them fo r  in d i c a t in g  the  deductions  a llow ed  
by uay of in c e n t iv e s  fo r  neu c o n s tru c t io r r .  I n s e r t i o n  of 
j u s t  one item in  the  annexure fo r  house p roperty  income 
to shou the a l lo u a n c e  fo r  n cu ly  c o n s tru c te d  p ro p e rty  would 
se rve  tho requ irem ents  of s t a t i s t i c a l  co m p ila t io n .  An 
annexure o f t h i s  hoad so designed should be in c lu d ed  in  the 
re tu rn  forms in  uh ich  i t  i s  absent a t p resen t.
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4. P r o f i t s  and Gain s  o f Bus iness  or P ro fo s s io n :  Tho re tu rn  
form meant fo r  assossd^s having income from p ro i f i t s  and 
ga ins  of business dtoes not co n ta in  any annexure to  in d ic a te  
the computation o f income from b u s in ess  or p ro fe s s io n  in  thBv/-
re tu rn  form i t s e l f .  The computation o f such income ib  requ ired  
to be shoun in  a s ta tem ent to bo a t ta ch ed  s e p a r a te ly  u i th  the 
re tu rn .  The notes, appended to the re tu rn  form i n d i c r t e  hou the 
income from bus iness  and p ro fe ss io n  should be computed. The 
item s se t  out in  the note53 are f a i r l y  ex haust ive  and in c lu d e  
p r a c t i c a l l y  a l l  item s o f p e rm is s ib le  deduction  in  the computa­
t io n  o f income under tho head b u s in ess  or p ro fe s s io n  ( i . e . ,  
s e c t io n s  29 to 43 ). Houever, in  o rd e r  th a t  the  statem ent of 
computation of income from bus iness  or p ro fe ss io n  i s  s tandar­
d ised  and each head i s  p rop e r ly  coded i t  uould be a d v is a b le  to 
la y  doun the proforma fo r  the com putation of income under t h i s  
head i n  an annexure in  the re tu rn  form. The annexure can be 
designed on the fo l lo w in g  p a t te rn :

Annaxure - I n c ome f r om Bu s in ess  o r P ro fe s s io n

1. Net p r o f i t s  as per
p r o f i t s  & lo s s  account

Add 2. ( a )  Losses o f e a r l i e r  y e a rs
(b )  Item s in ad m iss ib le  

under the lau
( c) D e p re c ia t io n ,  investm en t 

a l lo u a n c e ,  e tc .  
cons idered  s e p a ra te ly

(d )  Amounts not c r e d i t e d  to 
p r o f i t s  and lo s s  account 
but chargeab le  under tho 
lau

3. T o ta l  o f 1 and 2

Deduct .4. ^a) D e p re c ia t io n  under
s e c t io n  32

(b )  In vestm ent a l lo u a n ce  
under S e c t io n  32A
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( c) .A llow ances under 
s e c t io n s  33A and 33B

(d )  Ex pend itu re  on 
s c i e n t i f i c  re sea rch  
under S e c t io n  35

(e )  Expend itu re  on a c q u i s i ­
t io n  of patent r ig h t s  and 
c o p y r ig h ts  under s e c t io n  
35 A

( f )  A g r ic u l t u r a l  development 
a l low ance  under s e c t io n  35C

(g )  Other deductions ad m iss ib le  
under the la u  but not deb ited  
to p r o f i t  and lo s s  account

(h )  in  coma not chargeab le  to  tax 
but c re d ite d  to  p r o f i t  and 
l o s s  account

5. T o ta l  o f 4 (a )  to (h )

6. Net ta x a b le  p r o f i t s  
( i te m  3 minus item 5)

An annexure on t-bri above p a t te rn  may be in c o rp o ra te d  
in  the  re tu rn  form fo r  companies a ls o .  However, th ey  should 
a ls o  fu rn is h  the in fo r- .a t io n  re q u ire d  to  be g iven  in  the 
annexures of e x is t in g  form No. 1.

I n como from C a p i t a l  G a ins: The e x is t in g  annexure fo r  
the  computation of income under t h i s  head (Annexure C of 
Forms 2 and 3) i s  adequate fo r  s t a t i s t i c a l  purposes.

6. Income f r om o th e r  Sou_rces: There i s  no annexure fo r
t h i s  head in  the  forms. However, thu .break-up re q u ire d  to 
be g iven  in  part  I of the re tu rn  i s  adequate.

C. Deductio n s: Tho annexure fo r  d ed u c t io n s ,  (Annexure C
of tho re tu rn  form No. 1 and Annoxure D of form Nos. 2 and 3) 
should co n ta in  in fo rm a t io n  on tho fo l lo w in g  item s ( i t e m s
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uh ich  aro a d d i t io n a l  to  the e x is t in g  ones a re  marked u ith  
an a s te r is k ) . ;

( i )  Payments under s e c t io n  80C 
( f o r  nonrcompany assessacs. 
o n ly )
a) P ro v id e n t  fund
b) L if,p in su ran ce  premium
c) U L IP
d) Others

* ( i i )  In vestm ent in  neu shares  e l i g i b l o  f o r  deduction 
under s e c t io n  80CC ( f o r  non-company assessees  
o n ly )

( i i i )  Donations d e d u c t ib le  under s e c t io n  BOG
*a ) Amounts q u a l i f y in g  fo r  100 per cont 

deduction
*-b) Amounts q u a l i f y in g  fo r  le s s  than 100 per 

cont deduction
Donations f o r  s c i e n t i f i c  research  o r r u r a l  
development under s e c t io n  80GGA
P r o f i t s  o f neu i n d u s t r i a l  u n d e rtak in g s  in  
backward a reas  d e d u c t ib le  under s e c t io n  80HH
P r o f i t s  o f neu sm all s c a le  un d ertak in g s  deduc­
t i b l e  under s e c t io n  80HHA
P r o f i t s  of i n d u s t r i a l  u n d e rtak in g s  d e d u c t ib le  
under s e c t io n  801
P r o f i t s  from bus iness  of l i v e - s to c k  breed ing 
or p o u lt r y  or d a i r y  farm ing under s e c t io n  8033
Incomo d e d u c t ib le  under s e c t io n  80L ( f o r  non­
company cases on ly )
a) I n t e r e s t  on s e c u r i t i e s
b) Bank i n t e r e s t
c) D iv idond  on shares
d) o th e rs

I n t e r —corp o ra te  rii v i  rinncj.3 under s e c t io n  8QfTl 
( f o r  companies on ly )
a) Amount q u a l i f y in g  f o r  100 per cent deduction
b) Amount q u a l i f y in g  f o r  lo s s  than 100 per cont 

deduction

* (  i v )

(V) 

( v i )  

( v i i )  

( v i i i )  

( i x )

(x )
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* ( x i )  D iv id en d s  re ce iv e d  from fo re ig n  companies 
under s e c t io n  80N ( f o r  companies o n ly )

* ( x i i )  R o y a l t i e s ,  «etc. , r e c e iv e d  from fortei'gn e n te r ­
p r is e s  under s e c t io n  80-0) ( f o r  companies on ly )

( x i  i )  D eductions under s e c t io n  80P
( x iv )  D eductions  under s e c t io n s  80R,- 80RR and 80RRA

(x v )  Long-term . c a p i t a l  g a in s  under s e c t io n  SOT 
( f o r  non-company cases  o n ly )
a) C a p i t a l  g a in s  r e l a t i n g  to lands & b u i ld in g s
b) C a p i t a l  ga ins  r e l a t i n g  to  o th e r  a s s e ts

( x v i )  O thers

D. I ncome exem^t^from_jtax: There i s  no p ro v is io n  in  the
re tu rn  form fo r  o b ta in in g  in fo rm a t io n  regard ing  incomes 
exempt from tax . P a r t  I I I  o f the re tu rn  forms p ro v id e s  
space f o r  showing income c la im ed to  be exempt from tax and 
not in c lu d ed  in  P a r t  I .  However, I t  i s  g e n e ra l l y  presumed 
t h a t  t h i s  oart  i s  meant fo r  d is c lo s in g  the income uh ich  the 
ta x p aye r  c la im s  to  be exempt but on uh ich  th e re  can be an 
honest d i f f e r e n c e  o f op in ion . There i s  no o b l ig a t io n  to 
d is c lo s e  incomes uh ich  are beyond doubt ou ts id e  the  scope 
of the  Income Tax Act. For a p roper measure of the  tax ab le  
c a p a c i t y  o f t a x p a y e rs ,  i d e a l l y ,  one should have in fo rm a t io n  
regard ing  a l l  incomes earned in  a y e a r  in c lu d in g  those 
uh ich  are  exempt. To c a l l  fo r  in fo rm a t io n  on a l l  such item s 
uould not houever be p r a c t i c a b le .  N e v e r th e le s s ,  not only 
f o r  purposes of a s c e r t a in in g  economic 'income but f o r  
keeping record  of r e g u la r  sources  o f income and the 
e f f i c a c y  of exemptions g iven  in  the la u ,  some p ro v is io n  needs 
to  be made fo r  o b ta in in g  in fo rm a t io n  regard ing  some of the 
im po rtan t c a te g o r ie s  of such incomes. Hence some p ro v is io n  
should be made f o r  o b ta in in g  in fo rm a t io n  regard ing  income 
from in t e r e s t  on sm a ll  sav ings  exsmpt under s e c t io n  10(15).
An a d d i t io n a l  p a r t  may be in s e r t e d  in  the re tu rn  form to  
c a l l  f o r  t h i s  in fo rm a t io n .
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M is g iv in g s  a re  sometimes expressed about tho 
l e g a l i t y  of a s k in g » fo r  in fo rm a t io n  regard ing  incomes 
not l i a b l e  to  tax# I t  i s ,  however, u e l l  e s ta b l is h e d  
th a t  the powers to  le v y  a tax a lso  a u th o r is e s  measures 
necessary  fo r  i t s  proper enforcement. There should 
th e re fo re  be no d i f f i c u l t y  in  ask ing  fo r  in fo rm a t io n  
regard ing  not on ly  exempt income, but a lso  on expend i­
t u re s  and u ea lth  o f the  assessee in  en fo rc ing  income 
ta x a t io n .



Annexure 2

Sys tem o f Se l e c t ing IjTcom e, Tax _Return 
f o r  Au d i t  i n  t h e U .S .A .

In  s e le c t in g  re tu rn s  f o r  ‘' a u d i t 11 or s c r u t in y  in  
an o b je c t iv e  and im p a r t i a l  manner and to  ensure adequate 
s c r u t in y  of re tu rn s  uh ich  a re  most in  need of a u d i t ,  the 
I n t e r n a l  Revenue S e r v ic e  ( I R S )  o f the  U .S . uses uhat i s  
c a l l e d  the D is c r im in a n t  Func tion  (D IF )  system to  s e le c t  
in d i v id u a l  and sm a ll co rp o ra t io n  re tu rn s .

For purposes of s e le c t io n  of re tu rn s  f o r  a u d i t ,  
the  taxpayers  a re  c l a s s i f i e d  in t o  a u d it  c la s s e s  acco rd ing  
to  t h e i r  economic c h a r a c t e r i s t i c s .  U h i le  the c o rp o ra t io n s  
are  c l a s s i f i e d  a cco rd in g  to  the  s iz e  of t h e i r  g ro ss  a s s e ts ,  
the  i n d i v id u a l  tax p aye rs  are c l a s s i f i e d  acco rd ing  to  t h e i r  
a J j : j s t s • yiwos income (A G l ) .  I n d i v id u a l  r e tu rn s  .are 
fu r t h e r  c l a s s i f i e d  u i th  re sp ec t  to  bus iness  or non­
bus iness  r e tu rn s ,  and item ized  or non-item ized r e tu rn s .

The D IF  system c o n s is t s  e s s e n t i a l l y  of a mathemati­
c a l  formula to  s e l e c t  r e tu rn s  fo r  a u d it  from each a u d it  
c la s s  as de fined  above. In  each a u d i t  c la s s ,  th e  computer 
a s s ig n s  ue igh ts  to  item s in  the tax  re tu rn  in c lu d in g  the 
deduct ions  a v a i le d  e tc .  and to  c e r t a in  r e la t io n s h ip s  
betueen the item s (su ch  as r e l a t io n s h ip  betueen g ross  income 
and re tu rn  incom e). The r e l a t io n s h ip s  betueen item s are 
the  key v a r ia b le s  in  t h i s  system uh ich  are i n d i c a t i v e  of 
the  p r o b a b i l i t y  of " ta x  e r r o r " ,  i . e . ,  v a r i a t i o n  betueen 
re tu rn  f ig u re  and the  assessed f ig u r e .  H igher the  
p r o b a b i l i t y  of " t a x  e r r o r " ,  h ig h e r  i s  the ue ig h t  ass igned  to  
a p a r t i c u l a r  r e l a t i o n  betueen the  item s. Those r e la t io n s h ip s
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are determ ined on the  b a s is  of the exper ience  of the IR S  
about tax e r ro r s  in  the  re tu rn s  au d ited  in  the Taxpayers 
Compliance Measurement Programme (TCP1P). sample. These 
in d i v id u a l  weights a re  summed to  get an index score fo r

*
each re tu rn  uhich in d i c a t e s  the  a u d it  p o t e n t ia l  of the 
re tu rn .  In  an a u d it  c la s s ,  h ig h e r  the score of a re tu rn ,  
h ig he r  the p r o b a b i l i t y  of s u b s ta n t ia l  tax e r ro r .  Returns 
u i th  index score above a c e r t a in  l e v e l  are  s e le c te d  fo r  
s c r u t in y .  The c u t- o f f  po int and the exact c r i t e r i a  fo r  
s e le c t io n  are houever not d is c lo s e d .  The success of 
the system l i e s  in  the  sec recy  of the weights and the 
r e la t io n s h ip s  between the  items in  the re tu rn  taken  in to  
c o n s id e ra t io n .

S ince  the D IF  sco r ing  system i s  not p e r f e c t ,  a l l  
the re tu rn s  u i th  h igh score  are  screened by the experienced 
examiners to  e l im in a te  the  re tu rn s  not u a r ra n t in g  a u d i t ,  
fo r  example where the  taxpaye r  has g iven  s a t i s f a c t o r y  
exp lanation ' fo r  the q u es t io n ab le  is s u e .  T h is  sc reen ing  
a ls o  a l lo u  the IR S  to  determ ine the  scope and type  of 
exam ination  fo r  each of the re tu rn s  u a r ra n t in g  a u d i t .
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