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KKIDKX ANNUAL REPORT ON THE I NC 01J1E T .LZ DEP l.~T-
l'!IENT OF THE PUNJAB AND NORTH ~lEST - -
FRONTIER PROVI NCE FO R THE YE.L-={ 1927- 28 . 

3 TAFF. Mr . 1/I. L . Dar li ng was i n charge o f t..h.e de r.& 
ment fro m the beginnil?g of the year unti 1 th e 3 t J

1 
of Octobe r, except for the i n t erval fro m the 9t..~ 
of Jviay t o the 2nd o f .Tune when Ra i Bahadur ~Iangat 
Ra i off ici ate d . .After l'Jlr. Darling left the de na:c-· -

-· v 
ment Mr .·.· Yf ~ R . Pearc e off i ciated from the 6th Oc t o-
ber to the 3rd of February . From the 4 t h of Febn.t­
ary to the end of th e year I was in charge. 

S Ai'iC T IONED 
S ~ '~ZENGTH. 

2 . The seve r e shortage o f staff wh ich h a d j 138 _ 

a great handicap .on th e depa rtment wa s re l i e \· 0 ·' ..• 

·this y ear by the addition of three Inco me -ta x 
Offic.e r s , t wo Assistant Income - tax Of fi c ers , s i ~ 

Inspectors, seventeen c l Gr ks and eleven pe ons . Th~ 

resul t of this has b een t hat it has been poss i b le 
t o grant l e ave t o officers who required it wi tho ut 
any detriment to the work of a ssessment and a l so 
occasionally to post an additional o fficer to a n 
ov er-burdene d circle, which without such a ssi s t .' . 
would not b e able to comple t e its ass es s ments irl 

time to allow of punctual r ecov e r y of the tax . 

In Sep t emb e r 1927 th e Ambala and Si mla 
circle s which had be en experimentally amalgamated 
in 1925 wo r e again separ a t ed. At tho same time tho 
head-quarters of th e Assistant Commissioner, Eas~­
ern Division, we re r emoved from Ambala. to Amri tsa~ 

which is th e most i mportan t i nc ome- t ax centre i n 
th e d i vi s io n • 

, 

rr :i.\ JE CON-
T T ·-TONS 
' ... .J.. ..!.. • 

3 . S tati stics of th e main factors of Indian 
trade f or the ye a r 1926-27 , ~hich is the account­
i ng year for tho year under r ev iew, show tha t it W.:t~ 
an ev en more unsatisfactory y ear tha n 1924- 25 , 
Exports of nhea t most of which a r e c ont ributed by 
the Punj a b f e ll ngai n from 212 , 000 tons valued nt 
3i_- c r o ro s to 176 , 000 tons valu e d ~ t 2 . 71 lakhs . 

I n 1924-25 tho GxportGd cro p c onsistin6 of 1, _ 1_ 

tons was vnluo d a t 17 c ro rcs. The exports of r nrv­

c o t ton agai n , wh i ch i s another i mportant Puni~ 1.-
' 
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No. of a s sessees . Ini t i al demand 
( I nc orne - t a x a nd 

Super -ta x) . 

Lakhs . 

1926- 2 7 30678 73 
19 2 7-28 30867 76 

There i s r eas on to th i nk t hat i nterna l 
t r a de conditions i n th e prov i nc e were not so b a a 
a s the s t a ti stic s r e l a ting t o the i mpor t a nd ex-
port of the prime ~ ommodi ti e s wo uld i n d i c a t e . T ;. 
mu s t a lso be borne in mi nd that t h e t r ~e a s sG~-­

a ble income of many asse s see s had n o t prev i ew::.~ 

b e en disco ve r ed and that prog r essive asse s s men ts 
h av e still to b e r eso rte d to in a ~arge number o:i 
cases~ That the number o f these cases i s decreasi 1 , 

will be s een l a ter . 

5. The mai n sources o f r e venue for th e las t 

three years are classified below : -
1925-26 1926-27 1927- 28 
Lakhs Lakh s Lakhs . 

( a) Salaries etc . 

{ 1) Salaries (In- 12 .51 
c ome-ta x only) 

( 2 ) Interest on securities 
(Income-tax only) 1 .6 9 

( 3) House property 4~62 

(4) Professional 
earDings~ 2;47 

(:~ege.l b us i na ss 
( 1 ~§l) in bra.oke ts ) 
2 1. 29 

(b) BUSI NESS)· 
( 6} Bank ing 1 .. . 52 

( l) Urban 3~8 5 

( ii ) Rura l 5~60 

( 6 ) Pie c e g oo ds 3. 14 

( 7) Trade in agri cu l -
tura1 pro duce. 4~82 

( 8) ·contracts 1~72 

(9) Timber .92 
( 10) Hides a nd Skins ~ 18 

--
To tal 2 1.75 

,., 

12 .6 5 

2~2· 

5.29 

2~67 

( 2 -~32 
22·~ 7 

~62 

4.76 
5.62 

3.09 

5.eo 
1 ~92 

2~83 

. 35 

24o79 

1 3.08 

1.81 

4~ 82 

2~23 

(1 . 91 ) 
21.94 

. 20 
5.60 
6~04 

3 .. 28 

5. 58 
2.71 
5.15 

1.10 

29.66 

• 

.. . .. 
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(c) INDUSTRIES . 

1925-26 '1926- 27 1927- 28 
lakhs Lakhs Lakhs. 

( ll) Ginning factories 4.26 1.99 ~77 , 
. ( 12) Oil 1~ 24 

(13) Flour Mills .01 . 15 . ~8 . .... 
( 14) Coal . 09 
( 15) Tanneries . ll . 5 
( 16) Carpets . ll ~ 28 . 38 
( 17) other manufacturin~ 

processes . .0~ 1.49 2.14 

Total 8.88 3.96 3~57 

5. A few remarks may be made on the principal 
fluctuations~ The drop. under interest on se­
curities is perhaps partly due to the luwer yield. 
of Government secur i ties, and partly to :the 
transfer of capi t al to banking, which shows a ~on­
siderable increase. The dec-rease under house 

'· property is surprising. This head might be ex-
pected to be fairly constant or t o show a pro- . 
greseive increase as a result of urban surveys . 
During the year 21,000 houses and shops were sur­
veyed at Amritsar, Lahore and Rawalp~ndi, b~t the 
results of survey are not uniformly productive 
of a hi gher assessment. In Lahore it has someti r11es 
been found pecessary to reduce the figures of 
annual value in the. light of the information 
received. This i s one cause of the decrease. A!!.·­
other cau~e reported from Rawalpindi i s the d e ~ ­
truction of property by fire during the riots in 
1926 . A thi r d and perhaps the most impor tant cause 
is indicated by the case of an assessee, the 
w?ole · of whos e income from prop erty amounting to 
about a l akh had to be se t off against business 
losses incurred i n ihis year~ 

6. ~urning to business we note a great in-
creas e 1n the · f 
. . lncome rom banking and money l end-
lng, wh1ch are not . 

necessarlly adversel y aff Gcted 
by a ~ear of had trade. The principle of pro-
~ress lve enhancement, no doubt , i s s till an 
lmportant cause in a clas s of 
luctant to maintain and d assessees s o re -

. pro uce accounts as the 

.. 
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money lenders. Contracts show a furth~T increas e 
which reflects the numerous public works both 
c ivi 1 and military which are in progress i n IJ'l.a ~,., -­

places in the Punjab~ The timber tra de had a 
bette-r year than it has had for someti me, but t h 0 

principal_ cause of the very large increase was~ as 
already mentioned, the Government Trading Taxation ­
Act, which ~ade liable to tax the income o f the 
hill Stat-es who market in British India the pro­

duce of their forests. The increase under hide s 
and skins is accounted for by a high indiv idua l 
assessment on a tr~der who was considered to h~v G 

concealed extensive business __ connections with 

Amerioa. 
7. Under "industriesu t he most noticeable 
feature is the disastrous year which the ginni r~ 
fac t ·ories hav e -ha d, and which was due in great 
measure to the f a i l._u~-e of the _ cotton crop_. Th e 
smalier industri es, on the other hand, _appear to 
have flourish e d, .particularly flour mills and 

carpet fac~ories. 

• 

CC LLECTIONS 
_.. -D ARREARS-. 

8
• The figures for the last 

Co llec ti ons 

t wo years are :­

Arrears at th e 
close of the year. 

1926-27 
1927-2l3 

Iakhs 
66~59 

73.99 

Lakh!3~ 

6.74 
3.61 

Thi~ ·very marked impro~ement ie due largely 
to the fact that strict instrll>tions were is-sued 
to _ Ino ome - tax Officer~ to take up the more im­
portant cases early in the year and to attempt 
to co~~lete the a~sessments by the end ~f Dec em­
ber. This leav es time t o ~ollect the tax be f ore ± 
the e nd of the financial year . I t i s sati sfac t or y 
to note tha t the improv ement was e ffec t ed by t he 
imposition . of fewe r penal t ies under Sec . 46 than . ' 
in the previo us year, t h e number bei~ 1682 as 
agains t 2106 . Assessee s a r e clearly r ealizi ng 

tha t it is to t he i r adv ant age to pay the t ax 
promptly and no t incur a fu r ther l i ~bility. 
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9. The effect of prog ressively enhancing the 
assessment on assessees who refuse to make returns 
of their income or to produce accounts~ and of 
occasional reminders to the most inveterate de­
f a ulters of the possibility of CEi minal prose­
cution, is seen in .this y.ear's figures. which 
are given below side by side. with the figures 
of the two previous years :-

Percentage of 192~_-28 1926-27 1927- 26 
(a) Returns submitted to 

Returns issued~ 
(b) ··Aceounts produced to 

·Accounts called for. 

63 

63 

69 '81 

68 74 

V~ilst the ideal of complete compliance with 
statutory requ~re~ents has not baen reach~d,the 
pr.ogre~s made is satisfactory. a.t . any. rat.e; so far 
as the. number of returns and· accounts ia concern ~ 1 , . e~. 

·.' ~ i TAB ILITY OF 

~is:zgij~~s~ND U. When, however, we . turn to exami-ne. the degree 
· · 0 r reliability ' of tha ret"rns and aooounta sub­

mitted, we find that the quantit~tive improve­
ment has n~t been ent~rely a~oo~panied by a 
qualitative improvement . . The per~entages a.'re a.a 

follows :-
Percentage of 

(a) Returns accepted 
to returns aub­
mi tted ·~ . · 

1925-46 ~926-27 1927-28 

47 

(b) Accounts enti~ e ly 
or mainly rel1ed 
upon to accounts 

49 prod.uoed. 64· 63 

. The p~oblem whioh ~ow taooa ibe d&Ja~tmen~ 
1s that of applying su1table external ch k 

. h eo s to sets of accounts whlC reveal no intern 1 d' 
1 a. lB•· 

orepancy, but which reau t in an income whic . 
often very greatly at variance with ~~ h l~ 
· \ill~e general 
1mpraasion of the extent ot the aBaa~ • ... see s me 
There can be no doubt that the policy ana • 

. . PUrsued b 
the department, wh1la t 1t has _ auaccedod . Y 
palling ·large numbers of recalcitrant ln Qom-

. asaeaaeoa t 
produce all the matar1al necesaary fo o 

r a correct 

.. 
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assessment, has also had the effect of 
stimulating others to fabricate material and 
endeavour in this way to avoid the payment of 
the legiti m~te amount of tax. For this evil 
there i s of course only one remedy. and that is 
in well established c as es to prosecute the 
offenders in the criminal courts. It is ho weve r 
by no means an easy ma tter to obtain inde penc.... en t 
external evidence with which to confute th e 
material often elaborately fabricated which 
is placed before the Income-~x Officer. 
11.. Many assess ees who '1:-.J ould shrink from 
embarking on a deliberate co~rse of c omplete 

fabrication of accounts are not above commit­
ting the cognate offence of omitting large 
indiv idual items of profitable business from 
the accounts rendered. This is pe rhaps the 
comnonest form of evasion .. The fact tha t in 
the two provinces under my control penalties 
under Section 28 aggregating ne~rly M.20, aoo 

.were imposed in this year indicates that 
Income- tax Officers are on the l ook out for 
these omissions. but there is reaso.n to think 
tha t a much larger amount of inc ome than is 
indicated by this fi gure i s concealed from 
the department. It is true that in the case 
of assessees whose business dealings are 
principally with persons whose incomes are 
also taxable the possibilities of evasion are 
less' because the knowledge obtained from one 
tax-payer's accounts is regularly employed to 
chec k the accounts of other tax-payers. But 
in the Punjab there is a large class of tax­
payers, principally money lenders , retail 
dea lers and owners of businesses transacted 
on a purely cash basis, t o whose ace ounts t l . c 

-11. 
method of chec k is not appl icable, since ~ 

the ir clients are e ither agr icul turists or 
persons whose i nc ome is below the taxabl 
l imit. a nd wh ose affairs do not come und:r 
the review of the Inco me- tax Officer. 
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, -.-.. "l CATION OF 
. . l-;ATE OF t. bl , J_ .. _T . 12.. A no 1cea e result of the increased 

number of cases in which ~ccoUPta ~re produced 
is a corresponding increase in the applica­
tion of flat rates Qf PtOfit.. Fortunately there 
hqs al~,p been a.n apprecia'b ~ incj-ease in the 
number of profit and loss acoounts submitted 
o.n whi~h assessments could be based. There are 
many types of business, particularly retail 
business, in which the maintenance of . satis­
factory stock accounts is too expensive to be 
practicable. In such cases there is no alter­
native but to estimate inc orne as a. percentage 
of turnover. This fact is usually admitted by 
the assess ees a.ffec ted, but they persistently 
contend that the rates applied are excessi v e~ 
These rates ~re however usually based on care­
ful local enquiries and are brought · under re­
view whf;)never. any considerable chang.e in trading 
conditions is considered to have taken place. 
·This me tho d of ass e 8 sme n t , although at best it 
can only be regarded as a~ aller, can never, 
in my opinion, be entirely eliminated and must 
continue ·to play a consider~ble part in the 
work of the department~ It is probagly bett~r 
to concentr~te on arriving at fair standard 
rates than to b~i~ pressure to bear on assess­
ees to .compile ~ccounts, which from the nature 
of their business cannot be accurate, and which 
are entirely unausceptible of any check by the 

department~ 

13~ There was s ome i ncrease in the number 
of appeals instituted d~ring the year vhich was 
2 ,876 as against 2 •561 ln the previous year,but 
of these, 2 J453 related to the assessL1ent year 
1927-28~ About two-thirds of these appeals~ had 
been disposed of by the 31st of Ma..rch and thes e 
had resulted in a ne t decreas-e of 1-s. l ' 18 '000. 
0 ut . of this amount only about l.S 34 000 l . 
to the as sessment of 1927-28, b~t .t• . re ated 

· d bl l lS probable 
that further cons l era e reduct· . lons w1 ll be 
made, since the largest and most · 

· d ~ lmportant cases 
are no rma lly dec1de late in th 

e Year and the 
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appeals come up for hearing after the end of 
the financial year. 638 appeals have in fact been 
disposed of between the 31st of jJiarch and the 

· present time~ The financial effect of these bas 
however not been calculated . 

14. The figures for ~e ~ Punjab and North 
~est Frontier Province for the last three years 
are as follows ;-

Instituted Disposed of. 

1925-26 
1926-27 
1927-28 

689 
622 
581 

725 
747 
604 

Pending a t ··1. 
close of t lH:, 
year. 

231 
110 
87 

It is satisfactory to notice that · the 
number of these petitions is still on the 
decrease, but the relief afforded to the 
Commissioner has been more than counter balanc­
ed by the large number of applications for 
reference to the High Court. 

-~:::; Ti'13'iENCES TO 
·~:: r£ }I IGH COURT._«,· 

---~ -.. ·- C 0 URT 
. '--C I 3 I 0 NS ~ 

~ These applications numbered no less than 
Bl in the year under review as compared with 
49 in the preceding year. 30 of these applica­
tions were rejected and 30 were withdrawn by 
the assessees. Out of the latter 25 were with­
drawn af~er the assessment had been modifiod 
and 5 after an order under section 33 confirm­
ing the assessment~ References to the High 
Court were made in eight cases. Three of' these 
references hav e so far been decided, all in 
favour of the department~ Five are still pending 
in the Hi gh Court~ 

16~ The most important ruling of the Lahoxe 
High Cour-t during the year was that in the case 
of 1\hJJshi.r.arn ..Ke.ramchand v ~Coumisaioner of 
Income-tax, in which the Court held that once 
the Income-tax Officer has issued a notice 
under s ection 23( 2) to the assessee and that 
no tice has been compli ed with, t he Income- tax 
Officer cannot then issue a notice under 
section 22(4) or iYl.ako a su mmary assessment 
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under section 23(4) because of the failure to 
comply with such a notice sub seqJently issued~ 
The practice of the de partment in the Punjab 
and North West Frontier Provi nce has been 
modified to suit this ruling ,but it is de- · 
sirable that an opportunity should be taken 
to bring the point before the Court again, 
especially in view of recent decisions in th e 
Calcutta and Patna High Courts regarding the 
correct interpretation of these sections of 
the Act. • 

.~ :. ~C TI ON3 .. Xck .• 

17. All the offices were inspected in the 
course of the year by the Assistant ComJis­
sioners~ The amount of touring done by the 
Co inmissioner was r a ther less in this year owi ng 
to the fa.ct tha t no l ess than four different 
officers held chargG during the year. The num­
ber of days spent on tour was as follows :-

Days 
Commissioner 106 
Ass is tan t C ommi s s i one r, 
N.and F.Division~ 208 
Assistant Commissioner. 
Eastern Division. 197 
Assistant Commissioner, 
Western Divisi .on,. · 130 

18~ The standard of efficiency of work in tho 
.rJ- department has continued to improve. During his 

C·j 

·.-. · recent tour. the Member of the Board visited 
.. ~ C'2 • 

~6: ~ .several ~ f the 1arges t Income- ta.x eire lea and 
··~ ~-.S inspected a percentage of the assessment. His 
~ ru ;> 

~~E-: E: general · remarks confirmed tho impress ions of that 
• .S~ P... experienced officer Mr~ Darling regarding tho 

c:~~~ ~ ~;§ progress wh ich has been made. The o ffioera of th t> 
o.~ > ! 

f:J n25 ~ depa rtment have however been exhorted not to 
~ l <1J'd relax their e ffort·s, but to aim at still f ur ther 
~ ... , ~ ~ ffi impr ovement and a. t the elimination of any dcfec tf, 

~ ~r:r; wh ich may from time to ti me have formed th e s1;b - · 
w ~ ~ j oc t of c r it i c i s m ~ 
0 • . 

~~ I t on ly remains for me to express my 
6 appreci a tion of tho assistance which has been 

g enerously render ed by the di s trict o ff i ce r s f~nd 

their sta ff to the depa rtment duri~ the yeQr , 
particula rly in connection -rvi th th e unc ongcni n,l 
t a sk of r ecov e ring arrea r s fr.orJ de f aulter s . 

Sd/ -2 7 • 7 • 28 . A • l1a i s rnn.n , 
C Qi:Jillt . of Inc ou1e t n.x r ur 

, .L , .• C.·,"' ' 
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