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CAG’S Audit of Direct Tax 

To understand the CAG’s mandate relating to 
audit of government receipts encompassing tax, non 
tax revenue, it is appropriate to refer to the latest 
judgment pronounced by the High Court of Delhi in 
January, 2014 on the writ petition of the Association 
of Unified Telecom Service Providers of India & 
Others with reference to the constitutional provisos 
and the CAG’s (Duties Powers & Conditions) of 
Service Act, 1971. 

The Institute of Chartered Accountants of India (ICAI), the premier accounting body and statutory 
institution for the regulation of the profession of Chartered Accountants in India is known for its 
expertise and contribution inter alia in the domain of direct taxes, indirect taxes and international 
taxation. The expert committees specifically constituted by ICAI viz. Direct Tax Committee, Indirect 
Tax Committee and Committee on International Taxation demonstrate the significance attached 
by the institute for playing a key role as a think tank in the reforms in tax laws, practice and thereby 
accelerating business growth in the country. This article is intended to familiarise the CA tax 
practitioners about the audit of revenue (Direct Taxes) conducted regularly by the Comptroller and 
Auditor General’s (CAG). It focuses on the constitutional mandate, role, functions and reports on the 
Central Board of Direct Taxes including international taxation. 

K. P. Shashidharan
(The author is Director General of Audit 
(Central), Comptroller and Auditor 
General, Mumbai. He can be reached at 
kps.ps2013@gmail.com)
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“Section 16: Audit of receipts of Union or of 
States.
It shall be the duty of the Comptroller and Auditor-
General to audit all receipts which are payable into 
the Consolidated Fund of India and of each State and 
of each Union territory having a Legislative Assembly 
and to satisfy himself that the rules and procedures 
in that behalf are designed to secure an effective check 
on the assessment, affection and proper allocation of 
revenue and are being duly observed and to make for 
this purpose such examination of the accounts as he 
thinks fit and report thereon”

Article 266 of the Constitution of India reads as 
under:
(1)  Subject to the provisions of Article 267 and to 

the provisions of this Chapter with respect to 
the assignment of the whole or part of the net 
proceeds of certain taxes and duties to States, all 
revenues received by the Government of India, all 
loans raised by that Government by the issue of 
treasury bills, loans or ways and means advances 
and all moneys received by that Government in 
repayment of loans shall form one consolidated 
fund to be entitled “the Consolidated Fund 
of India”, and all revenues received by the 
Government of a State, all loans raised by that 
Government by the issue of treasury bills, loans 
or ways and means advances and all moneys 
received by that Government in repayment of 
loans shall form one consolidated fund to be 
entitled “the Consolidated Fund of the State”. 

(2)  All other public moneys received by or on behalf 
of the Government of India or the Government 
of a State shall be credited to the public account 
of India or the public account of the State, as the 
case may be. 

(3) No moneys out of the Consolidated Fund of India 
or the Consolidated Fund of a State shall be 
appropriated except in accordance with law and 
for the purposes and in the manner provided in 
this Constitution.” 
We highlight the expression that all revenues 

received by the Government of India shall form one 
consolidated fund to be entitled in Article 266.

The Delhi High court made it clear as under:
“Thus, it is the constitutional obligation of the 
Comptroller and Auditor General to perform such 
duties in relation to the accounts of the Union as may 
be prescribed under any law made by Parliament, 
and the law made by Parliament is the Comptroller 

and Auditor General (Duties, Powers and Conditions 
of Service) Act, 1971. As per Section 10 thereof, the 
Comptroller and Auditor General is responsible 
for compiling the accounts of the Union from the 
initial and subsidiary accounts. As per Section 13 
thereof, the Comptroller and Auditor General is 
charged with the duty to audit all expenditure from 
the Consolidated Fund of India. As per Section 14 
thereof, bodies or authorities substantially financed 
from the Union or State revenues are subject to the 
audit by the Comptroller and Auditor General and as 
per Section 16 thereof, the Comptroller and Auditor 
General has to audit all receipts which are payable 
into the Consolidated Fund of India and Article 
266 of the Constitution of India, to which we have 
adverted to hereinbefore and in respect whereof we 
have already explained what would the revenues to 
be kept in mind. And needless to state, would include 
any income of the nation derived from any source, to 
be credited into the Consolidated Fund of India."

The legal position could be stated in simple language 
as follows: 
The Constitution (Article 149) mandates the 
Comptroller and Auditor General to perform such 
duties and exercise such powers in relation to the 
accounts of the Union. Accounts would include a 
record of money received and spent by the Union. 
Power in relation to the account envisaged under 
Article 149 would be as prescribed by or under any 
law made by Parliament which would mean that 
Parliament can make a law with respect to compiling 
accounts and auditing the same. While enacting the 
Comptroller and Auditor General (Duties, Powers 
and Conditions of Service) Act, 1971, vide Section 10, 
the Parliament has prescribed the manner in which 
power contemplated by Article 149 shall be exercised 
by the Comptroller and Auditor General in relation to 
compiling and keeping accounts and vide Section 13 
has prescribed the manner in which the expenditure 
shall be audited and vide Section 16 has prescribed 
the manner in which the receipts have to be audited.

51. We see no scope for any argument of there being 
any conflict between Section 16 of the Comptroller and 
Auditor General (Duties, Powers and Conditions of 
Service) Act, 1971 and Article 149 of the Constitution 
of India. We see no scope for an argument to urge any 
conflict between Rule 5 of the Telecom Regulatory 
Authority of India, Service Providers (Maintenance 
of Books of Accounts and other Documents) Rules, 
2002 and Section 16 of the Comptroller and Auditor 
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General (Duties, Powers and Conditions of Service) 
Act, 1971 for the reason, interpreting the contract, 
we have already held hereinabove that in a very real 
sense the licensees are the accountant of the Central 
Government with respect to the complete, accurate 
and honest maintenance of the books as to any 
transaction(s) involving revenue. We have already 
held in paragraph 31 above that under the terms of 
the licence agreement the licensee has undertaken the 
accounting responsibility for the Central Government 
as well as itself. Thus, the accounts of the licensees, 
in relation to the revenue receipts can be said to be 
the accounts of the Central Government and thus 
subject to a revenue audit as per Section 16 of the 
Comptroller and Auditor General (Duties, Powers 
and Conditions of Service) Act, 1971.”

Article 151(1) of the Constitution of India 
empowers the Comptroller and Auditor General of 
India to prepare report on the accounts of the Union 
of India which shall be submitted to the President 
who in turn shall cause them to be laid before the 
Parliament. As per Section 16 of CAG’s (Duties, 
Powers and Conditions of Service) Act, 1971 CAG 
audits and prepares a report on all the revenue 
receipts and audit of the revenue department 
functioning under the administrative control of 
Department of Revenue, Ministry of Finance.

Understanding the IT Department and the 
Revenue Audit of C&AG
i) Income-tax Department- 
 The field formation of the Income-tax 

Department comes under the direct control of 
Central Board of Direct Taxes (CBDT) which 
frequently issues various circulars, instructions, 
notifications, press releases etc. to streamline the 
tax collection procedures. The CBDT consists of 
a Chairman and six members of their respective 

functional areas and has seven attached offices 
under its direct control viz. the Administration, 
Systems, Vigilance, Training, Legal and Research, 
Logistics and HRD headed by Director Generals 
of Income Tax (DGsIT). 

 At the field level apart from the CCsIT there are 
four field formations headed by DGsIT viz. the 
Investigation, Exemption, International Taxation 
and Intelligence & Criminal Investigation under 
the direct control of the CBDT. The Chief 
Commissioners of Income Tax (CCsIT) ensure 
that the various tax collection procedures 
are in place and conform to the guidelines of 
the CBDT. The Commissioner of Income Tax 
(CIT) and its subordinates perform the various 
administrative and tax recovery functions 
comprising assessment and affiliated functions. 
In addition, since 2007 a new inter audit system 
has been put in place wherein the CIT (Audit) 
has been entrusted with the responsibility of 
internal audit of the assessments finalised within 
the department. 

 There is a three-tier system above the Internal 
Audit Party (IAP) headed by the ITOs and the 
Special Audit Party (SAP) headed by the Deputy/
Assistant CsIT. On an average, the Income-tax 
Department selects 2% of the total returns filed 
for scrutiny assessment every year on the basis 
of scrutiny selection guidelines issued by CBDT 
in the Action Plan. The CASS (Computer Aided 
Scrutiny Selection) list is generated for each 
jurisdiction for the finalisation of the scrutiny 
assessments every year.

ii) Revenue Audit of CAG
 At the CAG headquarters in New Delhi, Deputy 

Comptroller and Auditor General (Central 
Revenue Audit) heads and controls the Direct 
Tax and Indirect tax audit with the help of the 
Director General (Direct Taxes) and other officers. 
At the field level, there are four Central Revenue 
Audit offices at the four metro cities headed 
by the Director General of Audit and Principal 
Director of Audit in some major cities. In certain 
states where there are no separate central audit 
offices, the Direct Tax wing functions under Pr. 
Accountant General/Accountant General. The 
Local Audit Parties (LAPs) headed by Senior 
Audit Officers/Audit Officers are supervised by 
Directors/Deputy Directors/Deputy AG, who in 
turn report to their respective Director General/

As part of the checks and balance of the 
Parliamentary democracy, the CAG reports help 
the people’s representatives to ensure proper 

accountability of the executive through effective 
review, monitoring and control of government 

receipts going into the Consolidated Fund of India 
and accounting expenditure there from. It’s an 

inalienable responsibility of the CAG to submit the 
reports on revenue and expenditure to the President 

and the Governor to place before the legislature.
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Principal Director/Pr. AG/AG. The Local Audit 
Party performs the actual audit of the Direct and 
Indirect Tax Departments. 

 The audit planning with selection of charges to 
be audited is done on the basis of application of 
specified inherent risk parameters and systematic 
sampling methodology. The units to be audited 
are categorised into high, medium and low risk 
units based on selected parameters and are 
audited annually, biennially or pent annually. 
From the Financial Year 2012-13, revenue audit 
has taken a paradigm shift from its traditional 
approach of ‘Assessment Centric’ Audit to 
‘Department Centric' Audit. Earlier, the revenue 
audit used to focus only on the assessment 
functions along with the collection and recovery 
functions of the Department. 

 Since the introduction of Department Centric 
Audit, audit exercise has become holistic in its 
approach taking the Commissioner of Income 
Tax as the focal point and checks its efficiency 
and effectiveness in the implementation of 
various systems and control issues introduced 
by the government from time to time. The 
Central Board of Direct Taxes (CBDT) issued an 
instruction on 14-11-2013 to the department, 
releasing the standard templates for collection 
of information and affiliated guidelines for 
Department Centric Audit. The CAG’s revenue 
audit wing also undertakes audit of attached 
offices of CBDT to fulfill the statutory obligations 
entrusted by the Constitution of India.

iii) Why revenue audit of C & AG is necessary
 In a Democracy, defined roles and responsibilities 

are entrusted to every organisation on the basis 
of specified Acts, Rules, Manuals, Instructions, 
and Guidelines. Though there is a provision 
of internal check/supervision within every 
organisation, there is a constitutional requirement 
in a parliamentary democracy for cross-checking 
and oversight functions by an independent third 

party statutory organisation, as enshrined in 
the Constitution of India as explained above. 
The Revenue Department has a paramount role 
in India’s fiscal system and functioning of the 
Indian democracy. The Direct Tax receipts have 
exceeded Indirect Tax receipts recently. Now, 
the Direct Tax receipts contribute to 55.561% 
of the Gross Tax receipts of the country. India, 
being a global economic destination, the Direct 
Tax administration is one of the critical factors 
for accelerated economic growth of the nation. 
The statistics in the table shows the importance 
of Direct Taxes vis-à-vis the GDP of the country.

Financial 
Year

2007-08 2008-09 2009-10 2010-11 2011-12

GDP at 
current 
Market 
prices

4987090 5630063 6477827 7795314 8974947

Net tax 
collection 
of DT in 
India

312213 333818 378063 446935 494799

Direct Tax 
to GDP 
ratio

6.67% 5.93% 5.84% 5.73% 5.51%

(Figures in Crores)(Source- Website of Department 
of Revenue & CAG audit Report)

As part of the checks and balance of the 
Parliamentary democracy, the CAG reports help 
the people’s representatives to ensure proper 
accountability of the executive through the effective 
review, monitoring and control of government 
receipts going into the Consolidated Fund of India 
and accounting expenditure therefrom. It’s an 
inalienable responsibility of the CAG to submit 
the reports on revenue and expenditure to the 
President and the Governor to place before the 
legislature. The CAG’s revenue reports ensure that 
a proper system of tax collection and administration 
with internal controls are in place, tax revenue is 
correctly assessed and collected in compliance with 
tax laws and there is no under assessment or over 
assessment. The CAG reports on Direct Tax have 
been impacting substantially towards better revenue 
collection, by throwing light on various systemic and 
procedural deficiencies through Compliance Audit 
and Performance Audit Reports. The performance 
audits, conducted from time to time, highlight the 
lapses in various incentive schemes as well as the 
internal control deficiencies. The impact of the 

Compliance Audit Report No. 15 of 2013: During 
the FY 2012-13, the department has completed 5.5 
lakh scrutiny assessments out of which 2.96 lakh 

cases were audited by the revenue audit. The report 
discusses 455 high money value cases reported to 
the Ministry out of which the Ministry has accepted 

to 68% of the audit objections.

1 Source Report 15 of 2013 of C&AG
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CAG reports has enhanced recently due to the 
intense media activism, social activism, people’s 
awareness, interest in governance issues and overall 
dissemination of information through digital media 
and social networking sites.

Functioning of the Local Audit Parties in 
Direct Tax wing
An audit plan for the forthcoming financial year is 
prepared, considering the constraints of available 
workforce and working days in a financial year. 
Adopting Risk Based Auditing based on Risk analysis 
and sampling technique, the units to be audited are 
selected and distributed among the Local Audit 
Parties. The allocation of time schedule for audit 
is done on the basis of the workload available for 
each unit. Prior intimation of the audit schedule is 
fowarded to the department to make the records 
ready for audit. During the audit the cases are selected 
from the Demand & Collection Register (D & CR) 
on the basis of the available guidelines. The selected 
cases are then audited and audit queries (AQs) are 
raised in cases of omissions and commissions. A 
Local Audit Report (LAR) is prepared incorporating 
sustainable audit observations with the department’s 
response and sent to the regional headquarters. 
After vetting the AQs based on audit evidence 
substantiated through the rule position and key 
documents gathered during the course of audit, 
the Local Audit Report is issued to the concerned 
CIT. The statement of Facts (SOFs) are issued to the 
department in the case of Draft Paragraphs having 
significant tax effect to obtain the action taken 
report, before sending to the CAG office for inclusion  
in the audit report. 

Once the reports are submitted to the President 
of India who causes them to be laid before the 
Parliament, they are discussed in the Public Accounts 
Committee constituted by Members of Parliament 
calling the representatives from the CBDT and 
CAG. The Ministry of Finance, after its internal 
verification, provides a suitable reply incorporating 

the details of action taken. The audit paragraphs are 
then settled on the basis of the action taken by the 
department.

Audit Products: Audit Reports of C & AG  
on Direct Taxes
Every year, two categories of the revenue audit  
reports are produced by the CAG on Direct Taxes 
taking into consideration the state of affairs of the 
department immediately preceding the Financial 
Year. The first category is known as the Compliance 
Audit report that deals with the functioning of 
the department and compliance issues in relation 
to the relevant Act, Rules, Manuals, Procedures, 
Guidelines, Circulars, and Instructions. The report 
inter alia consists of various ‘Draft Paragraphs’ 
based on types of non-conformity to the applicable  
regulations and procedures. The second category 
of CAG reports on revenue audit is termed as 
Performance Audit report that focuses on systemic 
and procedural issues, analysing the lapses in 
any incentive schemes and the internal control 
mechanism of the department. As the mission of 
the department is ‘collecting resources efficiently, 
considerate towards its clients, adapting and 
improving and promoting voluntary compliance’ and 
the mission is ‘to promote compliance with Direct Tax 
laws, through caring tax payer service’ with a view to 
maximise the resources of the nation, Performance 
Audit focuses on efficiency, effectiveness, and 
economy in tax administration, revenue collection, 
remittance, accounting and overall tax governance 
as envisaged by the legislation.

Besides audit scrutiny of individual assessment 
cases, revenue audit team validates whether adequate 
i)  Collection and utilisation of data necessary for 

the computation of demand or refunds under the 
law;

ii)  Prompt raising of demands on taxpayers in the 
manner required by law; 

iii) Regular accounting of demands, collections and 
refunds;

iv)  Correct accounting and allocation of collections 
and their credit to the Consolidated Fund;

v) Proper safeguards against willful omission or 
negligence in the levy or collection of taxes or 
issue of refunds;

vi)  Due diligence in the pursuit of claims on 
taxpayers and their abandonment, reduction or 
waiver is with adequate justification and proper 
authority; and 

The Revenue audit, after adoption of the Department 
Centric approach of the audit, is in the process of 

drafting the audit guidelines to conduct the audit of 
transfer pricing offices. Being a new field it would 
be keenly awaited by various tax professionals as 

well as the Income-tax Department to see the type of 
lapses highlighted by the revenue audit.
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vii) Prompt reporting and subsequent investigation 
of cases of double, fraudulent or forged refunds 
or other cases of loss cases of loss of revenue.

Receipt Audit would also cover:
i) Examination of the Board’s general circulars, 

instructions, notifications, and order in specific 
cases so as to check whether these are in 
accordance with the law and have been issued 
under proper authority.

ii)  Checking of the CIT’s orders under Sections 263, 
264 and 273 and orders under the corresponding 
provisions of the other Direct Tax laws so as to 
identify cases involving any deviation from the 
law.

iii)  Checking the penalty orders passed by the JCITs/
Addl. CITs and other instructions issued by 
them to the A.O.s so as to ensure that they are in 
conformity with the provisions of the law and the 
instructions of the Board.

iv) Checking the orders of the CITs (Appeals) so 
as to ensure that they are not against the plain 
meaning of law or against the procedure that has 
been laid down.

v) With reference to assessment work, seeing 
whether:
a.  the assessment made is in accordance with 

the provisions of the relevant Act and the 
Rules;

b.  the block assessments are correctly made. 
The Revenue Audit Parties (RAPs) are 
entitled to have access to the seized material 
as also the appraisal reports while checking 
block assessments;

c.  the procedure laid down by the CBDT/the 
CCIT has been followed; and

d.  the instructions or orders issued by the 
higher authorities have been complied with. 
It may be noted that the Receipt Audit will not 
call into question the excise of discretionary 
powers vested with various authorities 
under the statute, but it is competent to see 
whether the departmental interpretation of 
law and facts is not contrary to any decision 
of the jurisdictional High Court or that of 
the Supreme Court.

vi)  Scrutinising orders of reassessment, rectification, 
penalty, refunds and relief u/s. 89 of the I.T. Act, 
and also giving orders; giving effect to appellate 
orders.

vii) Checking whether recovery has been credited 

The common errors highlighted through the CAG 
report gives the chartered accountants a chance 
to re-look at the accounts from the perspective of 

revenue auditors and prevents them from committing 
such errors which otherwise they would be prone to. 

under the proper head of account. Audit may 
also point out cases of undue delay in recovery to 
pinpoint faults in the procedure.

viii)Test checking entries in the registers of the 
Assessing Officer with a view to seeing that no 
irregularities occur in assessment, collection and 
adjustment of taxes due to improper maintenance 
of the prescribed registers and that the statistical 
reports of the department truly reflect the figures 
shown in the registers.

ix) Examination of the cases checked by the Internal 
Audit to verify its effectiveness.

x)  Point out cases of over-assessment.
xi) Specially checking the classification of revenue 

receipts and refunds under various heads of 
account.

xii) Scrutinising orders of write-off to see if they 
are passed by the competent authority after 
following the prescribed procedure, rules and 
statutory provisions.

xiii) Checking whether arrears have been correctly 
carried forward.

Highlights of the C & AGs Audit Report on 
Direct Taxes for the year 2013 
In 2013, the CAG submitted one Compliance Audit 
report and three Performance Audit reports. The 
contents of the reports add value to the perception 
of the tax practitioners.
1. Compliance Audit Report No. 15 of 2013: 

During the FY 2012-13, the department has 
completed 5.5 lakh scrutiny assessments out 
of which 2.96 lakh cases were audited by the 
revenue audit. The report discusses 455 high 
money value cases reported to the Ministry out 
of which the Ministry has accepted to 68% of the 
audit objections. The reply was yet to be received 
from the department for 113 cases till the date of 
publishing the report. It includes 325 high value 
transactions pertaining to the Corporation Tax 
with a tax effect of R2,271.32 crore, 115 high 
value transactions pertaining to Income Tax 
with a tax effect of R593.30 crore and 15 cases of 
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Wealth Tax involving tax effect of R35.19 lakh. 
Out of the total demand raised for collection,  

the demand difficult to recover has risen from 
R1.87 lakh crore in FY 2009 to R3.87 lakh crore 
in FY 2012. As per the Ministry’s reply, a single  
case of Shri Hasan Ali Khan pertaining to Mumbai  
charge has resulted in such an exceptional  
situation.

The mistakes were raised by the Revenue Audit 
in 3471 cases assessed which was already audited 
by the Internal Audit of the Department. However, 
incidence of error was witnessed in 18,072 cases 
audited by revenue audit.

2. Performance audit on Exemptions to 
Charitable Trusts (Report 20 of 2013)

 The audit was conducted on all 0.9 lakh charitable 
Trust cases where ITD granted registrations/
approvals/notifications. 0.81 lakh assessment 
cases where checked in which 1,211 objections 
were raised with a tax effect of R3,019.21 crore. 
Some important findings are indicated below:

•	 It	 has	 been	 reported	 that	 in	 1149	 cases	
registrations without verifying the proper 
documents.

•	 It	 has	 been	 reported	 that	 trusts	 are	 earning	 
huge profits. But, they spend little for the 
charitable purpose and transfer the accumulated 
surplus to some other trust for avoiding tax or 
utilise the surplus fund for acquiring capital 
assets.

•	 It	 has	 been	 concluded	 from	 the	 data	
collected from the ITD that only 3% of the 
assessee (i.e., 51570 Trusts) claimed 96% 
(R76.02 lakh crore) deductions/exemptions  
during FY 2011.

•	 The	 department	 granted	 approval	 for	 
registration as Trust to 60 cases whose objectives 
were not charitable in nature. This resulted in 
revenue loss of R87.33 crore.

•	 In	161	cases	the	exemptions	were	granted	from	
the date prior to the date of application as Trusts 
involving tax of R24.23 crore.

•	 Two	Trusts	 related	 to	 one	 of	 the	 big	 corporate	
houses in India was given exemption on 
investments in modes which were prohibitive by 
the Act. This resulted in the loss of revenue of  
R1,066.95 crore. This issue was highlighted by 
The Times of India on 21st November, 2013.

•	 The	ITD	has	not	taken	a	uniform	view	in	allowing	
the deficit of earlier years, depreciation and 
repayment of loan to Trusts.

3. Performance audit on Strengthening the Tax 
Base through use of Information (Report 4 of 
2013)

 At the time of taking up the performance 
audit of the Central Information Branch 
(CIB), the department had already notified the 
reorganisation of the CIB with the creation of 
the Intelligence and Criminal Investigation wing 
in place of the CIB. The same is under progress.  
Some of the important findings are as  
indicated below:

•	 Several	 deficiencies	 were	 pointed	 out	 in	 the	
scheme of flow of information for augmentation 
of tax base. In some cases the data collected 
lacked basic information like PAN rendering 
them of no use to the department. 

•	 It	 was	 also	 found	 that	 in	 some	 cases	 incorrect	
information was transmitted and no steps were 
taken to rectify the same. 

•	 The	 department	 did	 not	 take	 any	 action	 for	 
non-filing of adequate Annual Information 
Returns (AIRs). The Central Information 
Branch (CIB) (now DIT-Intelligence & Criminal 
Investigation) did not upload the information 
and could not utilise the full functions of the CIB 
Module of the system due to technical problems.

•	 In	285	high	value	 cases	 the	 ITD	did	not	utilise	
the available AIR information during assessment 
finalisation. 

•	 The	 department	 does	 not	 maintain	 any	
standard database from the prospective people/
organisations from whom information is to be 
collected. Form 60/61 was not digitised which 
rendered them to be of little use. 

•	 As	 per	 the	 Action	 Plan	 of	 the	 ITD	 published	
every year, the department targets an increase of 
15% in the number of assessee base. However, it 
was noticed that during the period from FY 2002 
to 2011, the increase was of 3.1% only.

The internal auditors (Chartered Accountants), The 
Income-tax Department and the Revenue Audit  are 

the three pillars of the tax collection system. The 
internal auditor helps in preparation and finalisation 

of the accounts of an entity and file the returns 
accordingly. The Income-tax Department conducts 

the preliminary scrutiny of the returns and the CAG’s 
revenue audit ensures that there exists a proper tax 

collection procedure to plug the loopholes. 
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•	 Out	of	the	total	cases	selected	for	scrutiny	during	
FY 2008 to 2010, the Annual Information Return 
(AIR) was the basis of selection for only an 
average of 7.7% of the selection. 

4. IT Applications in Income-tax Department 
(Report 23 of 2012-13)

 The ITD had spent R790 crore between FYs 
2006-2011 on computerisation of department. 
The performance audit focused on four 
important modules of the ITD application viz. 
the Assessment Information System (AST- for 
processing of returns), Online Tax Accounting 
System (OLTAS- tax accounting and payment 
information), e-TDS (information on tax 
deducted at source) and Individual Running 
Ledger Account (IRLA- individual ledger 
of each assessee for demand and refund). 
Some important findings are as indicated  
below:

•	 AST/CPC	applications	do	not	 link	up	with	 the	
assessee’s legacy details;

•	 Details	 of	 scrutiny	 assessment/penalty	
proceedings/Appeals are not recorded in the 
system;

•	 ITD	 does	 not	 reconcile	 the	 revenue	 collected	
as reported by the Banks and Zonal Accounts 
Offices (ZAO);

•	 Some	 banks	 which	 are	 not	 authorised	 are	
collecting taxes;

•	 Unposted	credits	are	lying	in	OLTAS;
•	 Instances	 of	 multiple	 uses	 of	 the	 challan	 have	

been found resulting in incorrect tax credit. 
3,089 cases worth R153 crore have already been 
confirmed by the department;

•	 All	non-filers	 identified	by	 the	 system	have	not	
been served notice.

Impact of Revenue Audit
The audit findings in C & AG reports have always 
been a key persuasive factor in determining the 
legislative amendments to plug the loopholes in the 
Act. Apart from the general guidelines issued by 
the CBDT to streamline the lapses highlighted by 
the revenue audit for this year, there has been some 
direct impact:
1. Audit pointed out that the benefit of Minimum 

Alternate Tax (MAT) was being availed by some 
Firms/Association of Persons (AOP) which was 
exclusively available for Companies. As a result, 
Section 115JC was inserted in the Income-
tax Act, 1961 through the Finance Act, 2012 

to extend the benefit of the MAT to certain 
specified categories.

2. The ITD recovered R2,680.97 crore from 
mistakes pointed out by revenue audit during the 
last five years including R1,583 crore during the 
FY 2012 itself.

3. On pointing out that there is no place to 
quote the PAN number in Form 10A (Form 
seeking registration by ITD as Trust), 
the department has agreed to include a  
column for PAN.

4. The ministry withdrew the registration provided 
to 799 Trusts after being pointed out in the audit 
that they were given Trust status without proper 
verification of documents. At the same time the 
exemptions of 161 Trusts were withdrawn after 
it was pointed out they were given Trust status 
from a date prior to the date of actual application.

5. The IT department has withdrawn the exemptions 
given to four state cricket associations affiliated 
to BCCI on basis of the CAG report. (report 
published in various newspapers on 10-01-2014).

International Taxation – Audit of Transfer 
Pricing 
The introduction of Transfer Pricing regulations 
since the Finance Act 2001 was a move to catch up  
with the world which has transformed into a ‘Global 
village’ and international transactions within the 
Associated Enterprises have become a necessity 
for multi-national players. On one hand it is  
of utmost importance for our country to invite 
investments from the global players to boost the 
economy but, at the same time it is also important 
to keep a track of the transactions within the defined 
purview of regulations so that there is no flight of 
profit in a disguised manner. 

The recent cases of Vodafone and Shell have 
highlighted several areas which need urgent 
attention. The transfer pricing regulations in India is 
in its nascent stage and the Income-tax Department 
is struggling with several issues like lack of availability 
of information, access to various databases to 
choose the most appropriate method, availability of 
manpower to assess the increasing number of cases 
(extension of transfer pricing regulations to domestic 
transactions is going to increase the woes of the 
department), increasing litigation at the level of the 
ITAT and absence of proper legislative recourse to 
take remedial action in cases of mistakes. 

Though the Income-tax Act has made certain 
provisions in Section 144C for reference to the 
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Dispute Resolution Panel for avoidance of litigation; 
the assessee has the right to sit silent for one month 
to evade the DRP and choose the normal course of 
appealing before the CIT(A). Hence, this provision 
has only partially been able to achieve the objective 
of reducing litigation. 

The Revenue Audit, after adoption of the 
Department Centric approach of audit is in the 
process of drafting the audit guidelines, to conduct 
the audit of transfer pricing offices. Being a new 
field it would be keenly awaited by various tax 
professionals as well as the Income-tax Department 
to see the type of lapses highlighted by the revenue 
audit.

Audit of Non Assessment Charges 
including CIT Appeal 
The CIT (Appeal) is the first judicial recourse 
available to the assessee in the hierarchy of  the 
Indian Revenue Judiciary System. The provisions 
enumerated in para 1.2(iv) of Chapter 8 of Manual 
of Office Procedures- Volume III of the Income-
tax Department which empowers the revenue 
audit to Check the orders of the CITs (Appeals) 
so as to ensure that they are not against the plain 
meaning of law or against the procedure that has  
been laid down. 

The Audit of CIT(Appeal) was not being 
conducted till now but same has been taken up 
from the FY 2013-14 onwards after adopting the 
Department Centric approach of the audit. The  
audit reports in the forthcoming years would 
highlight the deficiencies in the orders passed by 
CIT(Appeals) and other non-assessment charges.

How CAs are benefited by CAG Reports
The CAG reports have always been a pondering 
factor both for the internal as well as the external 
auditors in addition to the Income-tax Department. 
No process of tax collection is complete unless 
it passes the test of revenue audit which gives an 
insight of lapses during tax collection procedures. 
The common errors highlighted through the CAG  
report gives the chartered accountants a chance  
to re-look at the accounts from the perspective 
of revenue auditors and prevents them from 
committing such errors which otherwise they would 
be prone to. 

Lessons that can be Learnt
The Revenue audit primarily conducts the audit of 

assessment records of the Income-tax Department 
which contains the details furnished by the  
assessee during the assessment proceedings. The 
most common mistakes observed during the audit 
are related to:
1. Arithmetical mistakes in adoption of figures from 

returns filed/computation sheets furnished/
revised returns filed.

2. Application of incorrect rate of tax/surcharge.
3. Incorrect computation of the time period for 

which a particular rate of interest is to be levied.
4. Escapement of income due to omission of certain 

facts
5. Incorrect computation of deductions/

exemptions/depreciation/business loss etc.
6. Incorrect computation of capital gains due to 

reckoning of incorrect period of holding of asset/
time of investment for claiming exemption/set-
off etc.

Conclusion
The internal auditors (Chartered Accountants), the 
Income-tax Department and the Revenue Audit are  
the three pillars of the tax collection system. The internal 
auditor helps in the preparation and finalisation 
of the accounts of an entity and file the returns 
accordingly. The Income-tax Department conducts 
the preliminary scrutiny of the returns and the CAG’s 
revenue audit ensures that there exists a proper  
tax collection procedure to plug the loopholes. The 
Nation can progress only if these three work in 
harmony and learn from each other while focusing 
on respective sphere of responsibilities. A trust 
based taxation system can only ensure enhanced  
tax compliance and thereby reduction in cost  
through onerous compliance requirements. The Tax 
laws should be de-complicated and simplified in a 
fair, equitable and non-arbitrary manner to reduce  
the cost of compliance and litigation. There 
should be checks and balances for tax compliance 
while guaranteeing against double taxation and 
enforcement of tax treaty provisions. To reduce 
the misery and sorrow arising out of taxation, 
the department needs to concentrate on efficient 
redressal of tax disputes within a reasonable time 
frame. The proposed new Direct Tax Code may 
bring requisite changes in the tax laws as lack of  
non-ambiguous regulatory laws lead to uncertainty 
and inconsistent interpretations and orders by  the 
courts, tribunals and other forums putting revenue 
tax payers at bay. 
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